ALBERTO ANSUATEGI, INAKI BARREDO

Payment by results and structural
reforms in the post-27 Cohesion Policy
Framework

312

Alberto Ansuategi

Director for Economy and Planning, Basque Government

Ifhaki Barredo

Deputy Minister for Economy and European Funds, Basque Government

Entry date: 2023/06/06 Acceptance date: 2023/06/19

1. Rethinking the ambition and potential of Cohesion Policy in Europe

The compelling raison d’étre and one of the main goals of the European Union
(EU) is to reduce disparities in the levels of development among regions and pre-
vent the least favoured ones from stagnating. Thus, Cohesion Policy (CP) is at the
heart of the single market and is the EU’s main instrument for promoting economic
convergence among regions.

There are clear economic and social justifications for CP. Economic conver-
gence is beneficial for the overall economic stability of the EU, as it creates a more
balanced, more integrated internal market. It also promotes a sense of solidarity and
fosters deeper integration within the EU. It helps bridge economic and social gaps,
strengthens cooperation and contributes to a more cohesive, more united Europe.
There are also other justifications, such as upholding the EU’s priority of promoting
smart, green, sustainable development, which have been progressively incorporated
but which are difficult to reconcile, given the differences in the natures of these ob-
jectives, in their territorial impacts and in their timeframes.

It should be noted that the EU’s response to the crisis caused by the pandemic
and subsequently to the Russian invasion of Ukraine has sparked an important and
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necessary debate on the identity, objectives and mechanisms of the CP. At the same
time, the Recovery and Resilience Facility (RRF) has burst onto the budgetary scene
of all institutions, establishing an entirely new paradigm for EU funding of Member
States and regions.

On top of that, all this is happening in a context where crises have become the
norm and the megatrends of decarbonisation and digitalisation seem to have accel-
erated. In this scenario, regional disparities are likely to widen in the next few years
and strengthening the European CP is becoming an even more urgent need than
ever. The following reflections on the role of structural reforms and payment by re-
sults in the post-27 CP should be seen in this context.

2. The impact of cohesion policy, development traps and structural reforms

The current debate on the role of structural reforms and payment by results in
the post-27 CP hints at a latent concern about the lack of effectiveness and/or effi-
ciency of CP as currently designed.

Many efforts have been made to measure the impact of CP in reducing regional
disparities, but there are major difficulties related to the availability of adequate data
and methodologies for such measurements. The wide range of studies that make up
the scientific literature which seeks to analyse the impact of CP are not conclusive.

Some articles conclude that positive results can be seen in the long term, others
that positive results can only be seen in the short term, and others find either no ef-
fects or even negative effects. In many cases the diversity of results seems to be due
to issues such as the complexity associated with local circumstances, the diversity of
policies and actions implemented at regional level outside CP, the presence (or not)
of inter-regional spillover effects, the time scale of impact analyses and so on
(Bachtrogler et al., 2020; Crucitti et al., 2022; Darvas et al., 2019).

Some of the studies concerned with the lack of effectiveness of CP in reducing
regional disparities seem to suggest that there are «development traps» at regional
level' that may require specific attention and may explain the concern about the
need to «fine-tune» CP to improve its effectiveness.

One contribution of these analyses to CP design is to recognise that such traps
can occur at different income levels. Indeed, some European regions with above-av-
erage per capita income levels could be at high risk of falling into development
traps, as are some of the least developed regions. Breaking out of these traps is also

1 A regional development trap is defined as the state of a region unable to retain its economic dyna-
mism in terms of income, productivity, and employment, while also underperforming its national
and European peers on these same dimensions.
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essential for Europe as a whole, as it would not only strengthen GDP growth, pro-
ductivity and employment in these regions but also help to improve the competi-
tiveness of enterprises and the quality of life of the European population as a whole.

This could also serve as a justification for proposing structural reform condi-
tionalities in CP. The question that arises in this particular case, however, is whether
such conditionalities should be established at the appropriate territorial scale, re-
specting a multi-level governance architecture.

Note that both the RRF and the CP require Member States to address the chal-
lenges and priorities set out in the country-specific recommendations under the Euro-
pean Semester. However, the RRF Regulation directly links funding to the national
structural reforms set out in these recommendations, while the CP requires Member
States to address all or a significant part of the challenges included in the country-spe-
cific recommendations in their recovery and resilience plans. Therefore, if structural
reform conditionalities were to be established in the CP, they should be regionally rel-
evant and should recognise regional governments as necessary negotiating partners.

The fact that national and regional governments can and do have different or-
ders of priority should not be overlooked. The Committee of the Regions has al-
ready warned in its State of the Regions and Cities of the EU 2022 Report that cen-
tralised management by state governments of European post-pandemic recovery
funds risks increasing territorial inequalities between regions in the EU.

This neglect of regional gaps by state governments has led to considerable atten-
tion being paid in Europe to the less advanced regions through CP. But it must be
remembered that, caught between these two points of view (the centralist vision of
Member States and the vision focused on the most disadvantaged regions of the CP)
there are many regions which are in «development traps» or at risk of falling into
them in the many and varied circumstances in which they occur in Europe. Such
development traps can only be addressed through interventions that go beyond the
traditional concern for less developed regions.

A case in point can be found in the infrastructure policies of the Member States,
which can ignore the circumstances and determining factors for the economic take-
off of the regions. In this sense, the unease and concern of the regions of the Span-
ish-French Atlantic arc, including the Basque Country, is clear, given the delay re-
cently announced by the French state in the proposed connection of these regions
via a high-speed rail network. This delay could condition progress, reduce produc-
tivity and force them into stagnation.

Recognising, therefore, that CP should broaden its focus to cover not only less de-
veloped regions but also the development traps that threaten regions at different income
levels, let us return to the question of what role structural reforms could play in CP.
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Most structural policies are «place-blind». This means that in most cases they
are applied uniformly throughout the territory of a state and do not change from
one region to another. This place-blind nature of structural policies is often una-
voidable and is actually desirable in most cases. However, the place-blind nature of
structural policies limits their potential for addressing serious differences in eco-
nomic performance across regions. Moreover, it means that some structural policies
set at national level are not optimal for specific regional contexts. The fact that most
structural policies do not take place into account does not mean that they are place-
neutral, so it is difficult to use them to address problems that exist only in some
parts of a state. Given the considerable differences in economic structure and eco-
nomic performance across regions, structural policies that are appropriate for one
part of a state may not be appropriate for another. This means that responding to
the large, persistent inequalities between regions calls for policies «with a distribut-
ed development approach», as defined by lammarino et al. (2019).

3. The results-based approach

Results-based funding has now become a dominant form of EU funding, as it is
the default option for the RRF and began to be introduced on an optional basis un-
der the CP framework from 2014-2020. Performance-based thinking is here to stay
in public management, with spending efficiency as the best tool for sustaining the
budgetary demands of the European welfare economy. But orientation towards per-
formance must be more than a concept.

So far, result conditionality in cohesion funds has the experience of an explicit
‘performance framework’ for Member States’ operational programmes provided by
the 2014-2020 common provisions regulation, including milestones and targets to
be attained with European Structural and Investment Fund investments. The Euro-
pean Court of Auditors (ECA) has published a special report on the use of new in-
struments for performance-based financing in EU CP in the 2014-2020 period that
refers to «<worthy ambitions, but obstacles» in its title (ECA, 2021) and has conclud-
ed that (1) the introduction of the performance framework in the 2014-2020 period
has contributed to a cultural change in the financial management of CP; (2) perfor-
mance-based financing is not yet a reality in CP; and (3) the two new instruments
(«joint action plans» and «financing not linked to costs») have led to new approach-
es to implementation have not made any noticeable difference to the way in which
EU funding is allocated and disbursed.

As mentioned, performance orientation has to be more than a concept. It re-
quires careful preparation and operational models, including sound methods for es-
timating costs and meaningful criteria for financing and for partial payments. It
should not be forgotten that this innovative form of financing may not be suitable
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for all areas and investments. This is especially the case where there is a time lag be-
tween investment and the achievement of results, or where the achievement of re-
sults may be significantly influenced by external factors.

It must also be borne in mind that moving to a system of payment by results re-
quires a radical cultural change, starting with the officials who for decades have
been managing a system that is focused on spending funds on the terms stipulated
by the operational programmes.

Note also that for these instruments to be attractive, they need to offer a lighter
administrative burden and easier implementation. However, establishing perfor-
mance-based instruments calls for an initial investment in terms of administrative
resources, and that investment should not be underestimated.

Progress should therefore be made towards a payment-by-results model, but
without forgetting that such a model is by no means a panacea and could even bring
more drawbacks than benefits in some areas.

4. Concluding remarks

Over almost half a century CP has evolved from a minor fund to one of the
most important spending priorities of the EU. However, in this new millennium,
and especially since the 2008 crisis, very important fronts and challenges have
opened up that will condition the future development of CP. The success of CP in
reducing regional disparities is questionable and there is a widening gap between
stagnating and leading regions. Ways must be found to address these develop-
ment traps, and to do so at a time when the EU is aiming to achieve very ambi-
tious targets for the remainder of the decade. Right now, the EU needs to channel
investment from the RRF quickly and effectively to projects that can spur eco-
nomic recovery from the recent health crisis and increase resilience to future
shocks. Beyond the recovery, the EU seeks to accelerate the climate transition and
digital transformation, both of which will probably have differential social and
territorial impacts. Further, the EU is pursuing major structural reforms and im-
provements in the governance structure to better exploit the long-term growth
potential of the European economy. Thus, looking forward to 2027 and beyond
there are important questions for CP.

The EU funding landscape has become more multi-faceted and this requires
major efforts in coordination, clear demarcation and development of complementa-
rities between EU Funds and instruments. The experience with the RRF highlights
the advantages and difficulties associated with the design of this new instrument, in
which features such as results-based payments and conditionality associated with
structural reforms are of great importance.
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The introduction of performance indicators is supported to ensure effectiveness
and enhance the legitimacy of CP. If structural reforms are to play any role in CP
they should be place-sensitive.

Lastly, with respect to implementation, it must be borne in mind that for per-
formance-oriented instruments to be attractive they need to offer a lighter adminis-
trative burden and easier implementation. In the unresolved EU dilemma between
ensuring the best management standards and the ability to comply with regulatory
requirements, the future design of CP in Europe should be tilted towards simplicity.

REFERENCES

BACHTROGLER, J.; FRATESI, U.; PERUCCA, G. DIEMER, A.; IAMMARINO, S.; RODRIGUEZ-POSE,
(2020): «The influence of the local context on A.; STORPER, M. (2022): «The Regional Devel-
the implementation and impact of EU Cohe- opment Trap in Europe», Economic Geography
sion Policy», Regional Studies 54 (1), 21-34, 98 (5), 487-509, https://doi.org/10.1080/001300
https://doi.org/ 10.1080/00343404.2018. 95.2022.2080655
1551615 Eca (2021): «Special Report 24/2021 - Perfor-

CrucrtTi, F.; LAzZAROU, N.J.; MONFORT, P.; SaA- mance-based financing in Cohesion Policy:

LOTTL, S. (2022): «The RHOMOLO impact as-
sessment of the 2014-2020 Cohesion Policy in
the EU Regions», Working Paper 4/2022, DG
Regional and Urban Policy, European Com-
mission.

DARvaAS, Z.; COLLIN, A.M.; MAZZA, J.; MIDOES, C.

(2019): «Effectiveness of cohesion policy:
learning from the project characteristics that
produce the best results». Budgetary Affairs.
STUDY requested by the CONT Committee.
Bruegel.

Ekonomiaz N.° 103, 1° semestre, 2023

worthy ambitions, but obstacles remained in
the 2014-2020 period», European Court of Au-
ditors, Luxembourg.

IAMMARINO, S.; RODRIGUEZ-POSE, A.; STORPER,

M. (2019): «Regional inequality in Europe: evi-
dence, theory and policy implications», Journal
of Economic Geography 19 (2), 273-298. https:
//doi.org/10.1093/jeg/1by021

317



	Payment by results and structural reforms in the post-27 Cohesion Policy Framework

