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"A MODERN REGIONAL POLICY FOR THE UNITED KINGDOM"

An ESEC Response to the UK Government

INTRODUCTION

Within the East of Scotland European Consortium (ESEC), the post 2006 structural
funds position has, understandably, been an important topic for discussion in recent
months. In April 2002, ESEC submitted a paper to the European Committee of the
Scottish Parliament, setting out its position at the time. This paper was referred to in
the Committee's findings published in its 3rd report of 2002. In January of 2003
ESEC produced a paper outlining its latest thinking and we now welcome the
opportunity to articulate our thoughts on the UK Government's draft position paper.

THE UK GOVERNMENT POSITION
The Consultation Paper proposes 6 key principles that are of note to ESEC.:

o Devolution of regional policy, including the funding thereof, to member state

level for those countries with a per capita GNP of 90% or above, of EU

average.

Operation of that policy within a EU framework based on the Lisbon strategy.

o Continuation of Community support to regions within less well off member
states.

o Reform of the State Aids regime to promote more effective delivery of
regional policy.

o Reform of the European Investment Bank (EIB) to ensure greater utilisation
of its funds.

0 Reform of the Common Agricultural Policy (CAP).

o

Underpinning these proposals is a stated desire for greater integration of policy
instruments; simplification of bureaucracy and increased subsidiarity and local
flexibility.

Furthermore, the document recognises the role and responsibility of the devolved
administrations in the area of economic development and, whilst it asserts that
funding available for regional policy would be greater under these proposals than
the pre 2006 position, acknowledges that the devolved administrations may choose
not to use any increased resources for that purpose.
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The paper also recognises the strengths of the current implementation tools such as
multi-annual programming, particularly the 7-year programme period and the value
of the partnership approach.

Finally, the Government envisages a substantive role for the Regional Development
Agencies (RDAs) in England, which, whilst not affecting Scotland directly, will
doubtless give rise to an interesting debate as mirror models are considered.

THE ESEC RESPONSE

ESEC can understand the direction in which the UK Government is seeking to move
and in many instances, strongly agree with the position. This is particularly the case
in regard to the need for a regional policy framework at the EU level; the reform of
State Aids and the CAP; the benefits of the 7-year programme and the partnership
approach, which has been a very positive experience in Scotland. Additionally, a
drive towards simplification and greater local flexibility is also welcomed.

However, it is the principle of “re-nationalisation” of regional policy and its
deliverability as framed by the document that causes significant concern
among ESEC members.

ESEC have doubts regarding the benefits of distancing the common policy
framework from the instrument of implementation. With no influence over the funding
mechanisms or programmes, there can be little control to ensure that policy direction
is followed or that funding distribution is undertaken in a justifiable and transparent
manner.

The proposal seeks greater local flexibility in the delivery of regional policy but in
achieving that objective, it will allow wealthier member states to invest more heavily
in regional development thus undermining the principles of cohesion leading to a
position where less well off regions could suffer further comparative disadvantage.

The paper suggests that the new regime would bring additional income for regional
development without providing any firm basis for that claim. There is also no
guarantee that the devolved administrations will use any additional resource for that
purpose.

The 7 year programme seems an unlikely product of this regime given that the UK
has a 5 year parliamentary cycle and budgets subject to alteration particularly in the
advent of a change in administration. It is not only the budgets that are vulnerable as
the commitment to regional policy itself, as a tool for economic development, may
wane under these circumstances.

This potential for changes in approach highlights the fragility of the policy in the face
of political priorities and with this, questions arise with regard to how the funding
would be allocated. Currently, the eligibility criteria are transparent at the EU level
and are reasonably resistant to political influence. The paper does not, at this point in
time, advocate the need for such a robust system. A further concern would be that in



the absence of clear guidelines and criteria, the process could become initiative
driven leading to wasted efforts and resources and whilst seriously undermining the
principles of partnership.

ESEC'S APPROACH

ESEC believes that regional policy should remain relevant on a Europe wide basis
as this reinforces integrated governance and promotes clarity and consistency of
policy direction, enhanced by a definitive programming period. It also provides
certainty regarding the availability and level of budgets. Total re-nationalisation of
regional policy may result in its application becoming discretionary with the likelihood
that different priorities at member state level will militate against the principles of
cohesion, discriminate against, or indeed, favour areas which otherwise would have
been assisted in equitable terms under shared and objective criteria. The outcome
could be a multi-speed Europe. Additionally, this approach could undermine
structural fund investment already made in areas that continue to require positive
structural change.

Priorities and Targeting

While ESEC is in favour of a continuation of a strong European context for regional
policy, it recognises that several permutations for policy selection and management
exist. ESEC would support a policy framework developed at the European level
within which regions would initiate activities under identified themes as per the
Commission® menu approach. This would provide flexibility to respond to particular
needs and opportunities, promote coherence with national policies while ensuring a
strong European presence in setting the agenda. To ensure that the menu is
relevant to clear European policy objectives, it should, as proposed by the UK
Government paper, reflect the new strategic goal outlined at the Lisbon European
Council in March 2000:

In supporting the principle of subsidiarity below the member state level, ESEC would
propose that the selection of themes identified from the menu, is undertaken with
significant consultation at the regional and sub-regional levels; e.g. Scotland and the
current East of Scotland Objective 2 area. Additionally, the concept of indirect
zoning, should be utilised to achieve greater accountability and sensitivity towards
local need and opportunity. This approach would be in contrast to the current system
of micro-geographical targeting and would obviate problems associated with
focussing assistance within current statistical units that may not reflect the actual
geography of decline. In many cases a thematic approach may help to focus on the
areas of actual need resulting in a greater concentration of resources. It must be
ensured that the allocation of funds in based on sound and objective criteria such as
pre-approved deprivation indices or other appropriate measurements depending on
the policy objective.



Policy Integration

In ESEC® April 2002 paper, we referred to the fact that regional policy was
intertwined with other policy areas such as Employment, Social Justice and Rural
Development. That list could be expanded to include Enterprise, Technology and
Innovation, Competition, Environment, Fisheries, Education and so on. It would be
unreasonable to expect that total integration would be possible or perhaps, even
desirable. However, certain policy areas have distinctive impacts on others and the
Commission should seek to identify these in order to reduce potential conflict and to
optimise policy efficiency. The pooling of energies and resources may become an
important tool when seeking to balance competing needs in the future.

Competition Policy/State Aids contributes to cohesion by limiting the ability for
wealthier regions to increase their competitive advantage through incentives and
subsidy. However, this instrument could become a more positive mechanism by
which to support regional policy through recognition of the need for public
intervention to combat exclusion, deprivation and to remove barriers to employment.
Currently, there appears to be tensions between policy objectives that result in
confusion and frustration among practitioners and target groups alike. ESEC feel that
greater sensitivity needs to be built in to the competition policy framework to account
for regional disparities.

The reform of the Common Agricultural Policy is an understandably sensitive
issue for a number of member states. Nevertheless, change is inevitable at some
point in the future. A strengthening of the second pillar of CAP placing greater
emphasis on rural development would be welcomed by ESEC. Agriculture is the
lynchpin of rural areas but other influences also play their part. Minor impacts on
rural communities, in many cases can have severe implications for their
sustainability. These changes can be a result of a lack of employment opportunities
within given Travel To Work Areas, poor accessibility and transport infrastructure,
imperfect housing markets or incompatible retail development within the wider
economic region by way of example. Measures to tackle these problems, in addition
to those associated with agricultural restructuring are essential to prevent intra
regional instability and imbalances. These issues clearly begin to fall within the ambit
of regional policy and ESEC are of the opinion that in order to promote greater policy
coherence, the Commission should seriously consider a transfer of this area of
responsibility.

Other Policy Areas

Paradoxically, labour shortages in certain industries within certain areas can exist
alongside high unemployment. The mismatch between supply and demand could be
tackled by cross-policy discussion and coordination between public, private and
voluntary training providers supported by robust labour market intelligence. There is
a need to examine how the reform of regional policy may be the catalyst in bringing
together Education, Employment and Enterprise with Regional policy to tackle
this. Similarly, the low rate of new enterprise development is a crosscutting issue.
There are examples where the teaching of entrepreneurial skills has been
assimilated into school curricula. This type of approach demonstrates collaboration



at project level and provides a model that could be further supported by greater
policy integration.

Additionally, Member States could consider how their own initiatives such as Social
Inclusion Partnerships, New Deal and Modern Apprenticeships could be better
integrated with the objectives of future cohesion policy through explicit linkages.

Both the Commission and Member States should map out areas of policy
intersection and consider how to develop positive horizontal as well as
vertical integration.

Budgetary Issues

It is recognised that the enlargement process could result in lower global sums
available for non Objective 1 areas under the current administrative and budgetary
arrangements. However, opportunities clearly exist to maximise that which is
available, and thus the impact achieved, by the pooling of resources as a
complementary activity to the integration of policy.

A strong case remains for the continued support of regions that are still adversely
affected by structural change. Moreover it should also be recognised that the
process of industrial restructuring is more dynamic and complex than ever before. So
areas that may have partially recovered from the decline in primary industries and
traditional manufacturing might now be vulnerable to further global economic change
and shifts in technology. The new regional policy framework needs the flexibility to
respond to global change and its impact on regions and localities.

Any residual or replacement Objective 2, which could be allocated to continue that
support, should be augmented by the rationalisation and amalgamation of other
funds. There has been a clear and stated desire to achieve greater complementarity
between Objective 2 and Objective 3. This could be effectively delivered by the
creation of a single programme that integrates the Objectives and budgets. It is
recognised that this notion will require some expansive thinking and meaningful
collaboration by both DG Regio and DG Employment and Social Affairs. However,
we believe that this would be possible, given a will to do so. Practitioners have
demonstrated that collaborative, crosscutting activity provides an holistic and
effective approach to the challenges of restructuring and adapting to rapid economic
change, and are encouraged to do so by the Commission. ESEC feels that this
watershed period provides a significant opportunity for the Commission to
demonstrate its commitment to this approach within its own working arrangements.

The Integrated Fund should logically embrace all sources of funding which share
policy objectives. Thus, Community Initiatives (Cl s) such as EQUAL, URBAN and
LEADER+ could also be incorporated into the Fund given their overlap with existing
Objective 2 and 3 measures. The transnational dimension of these need not be lost,
but could be an eligible activity under a new programme, employed where it was
logical and appropriate to do so rather than a mandatory requirement. A further
rationale for this would be the simplification of the current administrative processes
governing the CI s, which are often criticised as excessively bureaucratic.



The fund would also reflect the discussion that pillar Il of the CAP is beginning to
address issues of rural development and as such, is consistent with the current
Objective 2 Programme and LEADER+. It follows, therefore, that CAP should also be
included.

National government, having prime responsibility for the correction of socio-
economic regional imbalances within its own boundaries, could also harmonize
policy and budgets with any new programme to optimise breadth of intervention and
resultant impacts. A more programmed approach to central government initiatives
would also assist the implementing agencies plan their own expenditure.

While ESEC recommends the absorption of Community Initiatives into an integrated
fund, it is recognised that INTERREG is likely to remain to be seen as an important
instrument in the promotion of cross-border cooperation given its spatial
development context and the enthusiastic engagement of mainland European
regions in the previous and current programme. From the East of Scotland
perspective, the North Sea Programme, which is pertinent to our area, has been well
managed and good communications exist with the PME. However, opportunities to
benefit from the initiative are minimal. The historic and continuing low uptake of
INTERREG funding in Scotland is not a result of any lack of need or desire to utilise
the programme, but reflects the limiting effect of not having land borders with any
other member state. This significantly narrows opportunities to develop meaningful
and concrete projects or satisfy the transnationality criterion. In the approach to the
next programming period, consideration should be given to the widening of the
criteria and reconfiguration of the Initiative to remove barriers that militate against
effective usage.

Finally, a crisis management fund should be established to combat the effects of
asymmetric economic shocks as a result of global market conditions, although this
need not form part of an integrated fund. It is recognised that the Structural Funds
are instruments of strategic planning and that such a fund could be considered to be
a reactive tool. However, global economic conditions should be factored in during the
planning process and preparations should be made to cover certain eventualities. In
this respect, any such fund could be seen as a legitimate strategic planning device.
Furthermore, regional economies can be severely tested as a result of rapid
structural change, the impact of which is likely to undermine the objectives of existing
strategic plans. It must also be recognised that the use of broad brush fiscal
measures such as interest rate adjustments to respond to macro-economic
dynamics are often not sensitive or appropriate for regionally based economies that
may be out of kilter. This crisis fund would help to mitigate these effects.

An Integrated Development Fund should replace the compartmentalised
budgetary system that currently exists.

The Fund should be developed by the amalgamation of residual/
replacement Objective 2, Objective 3, CAP pillar Il, LEADER+, URBAN,
EQUAL and national budgets.



A crisis management fund should be established as a strategic planning
tool developed to underpin and protect the positive impacts of regional

policy.

Delivery Mechanisms and Programming

The "Partnership approach” is seen to be an example of good practice born out of
the need to administer the structural funds. Thus it clearly demonstrates an
achievement of significant added value, and as such, it should not be lost as a result
of future policy/administrative changes. ESEC also believes that the current sub-
regional administrative areas could remain a strong option for the management and
distribution of the Integrated Development Fund, which, as a consolidated financial
tool, has the potential for providing an appropriate scale of funding for management
at that geographic level.

A second point is that historic engagement in this process has fostered familiarity
with the geographic area and partner organisations within the East of Scotland
European Partnership administrative area, which helps to provide a shared
understanding of the needs and challenges that exist within the area. Fundamental
changes to this model could result in a slow down in the learning process created by
this experience and the development of these relationships. Furthermore, the current
geographies would appear to be the most appropriate and effective level for
administrative purposes. Management of a Scotland-wide or lowland Scotland fund
would distance stakeholders from the process and could result in bureaucratic
challenges.

Excessive bureaucracy is a complaint easily laid at the door of the Commission.
However, the Implementing Authorities have a shared responsibility in the
development of these systems. The level of bureaucracy is a common concern not
only for intermediary organisations, but also for programme administrators. A rational
approach is required which will satisfy the principles of probity within public funding
while recognising the potential for overburdening applicants with process. The
process of developing programmes is complex and lengthy resulting in delays in
implementation, often up to and beyond 12 months. The requirement for a mid-term
review is logical, however in practical terms, the timing of this coupled with the delay
in commencement of the programme renders assessment of policy and programme
impact difficult to judge which undermines the value of the review. Consideration
should be given to how this and other elements of the structural funding process can
be simplified. Unfortunately, there is a prevailing view that previous attempts at
simplification have resulted in further intensification of bureaucracy. The
development of an integrated fund, in reducing the number of programmes, could
assist by the streamlining processes.



The current Objective 2 Partnership arrangements should remain in
place to build upon the added value developed over previous
programming periods.

The Partnership should manage the Integrated Development Fund.

A genuine attempt should be made at simplification of the administrative
systems as they apply to all users.

Conclusions

ESEC recognises that the enlargement of the European Union represents a
significant milestone that will give rise to a range of economic, social and cultural
benefits. The process also provides us with a range of challenges, unique in scope
and scale, which require lateral and radical thinking in order to meet these and to
satisfy, in so far as possible, the various competing interests.

ESEC also appreciates the UK Government® attempt to meet those challenges with
innovative thinking, but have little confidence that the proposal, as framed in the
Consultation Paper, provides sufficient guarantees regarding the allocation of funds,
nor constancy within the context of potential for a change in administration.

We do remain convinced that there will be a requirement for continued support
outwith Objective 1 areas for regions that have not yet successfully completed
structural change and strongly advocate the retention of regional policy as a
European instrument that provides a framework that each region can identify with.
As suggested by the Commission, the framework could translate into a menu of
measures from which appropriate interventions can be selected at a more local level.

ESEC proposes that in order to minimise the impacts of redirected budgets, policy is
better coordinated through the European Commission and at Member State/regional
level. Through commitment to cooperation, integrated funds can be developed to
allow policy objectives to be effectively pursued but there is recognition that altering
established practices is a significant challenge in itself.

Finally, the Scottish experience and model of Partnership has provided valuable
administrative and relationship lessons, developed a wider understanding of the role
and function of the European Union and promoted the discussion of cross-sectoral
issues. Thus, significant added value has been achieved. These assets should be
built upon and provide the basis for the administration of any post 2006 approach to
the implementation of regional policy.
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