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1. Introduction

Value added of EU funds became an important subject of both academic and political discussions. This paper discusses the capacities of the new member states of the EU to obtain value added of the structural funds in the programming period of 2004-2006. 

Value added is defined as “something which has been enabled or which could not have been done in the absence of EU assistance”, capturing both quantitative and qualitative issues of the structural funds programmes.
 This paper is focused on policy value added. 

Value added of EU funds is contrasted with the concept of financial absorption of EU funds. Unlike other papers, this paper assesses the political context of the structural funds programmes that puts certain limits on value added.  
In addition to examining value added, this paper gives a number of recommendations to programme managers of the new member states as to how value added of EU funds can be improved in the current programming period of 2004-2006. Also, the paper assesses prospects for value added in the next programming period of 2007-2013. 

2. Main factors affecting value added of EU assistance

It was argued that the main three factors influence value added of EU funds
.

Financial scope of programmes
Value added differs by the financial volume of a programme. The capacity of smaller programmes to produce value added of quantitative nature is limited. For instance, macro-economic impacts of the PHARE grant schemes in former candidate countries will not be significant due to the limited scale of interventions (e.g. about EUR 2 mln. for one grant scheme in Lithuania).

However, the size of financial assistance to the new member states in the period of 2004-2006 will be significantly higher compared to national spending. For instance, the total assistance from the structural funds to Lithuania (about EUR 0,5 billion per year) is double the size of its annual State Investment Programme. The ex-ante evaluation of the 2004-2006 Lithuanian Single Programming Document showed that this Objective 1 programme might be expected to create between 27 000 – 31 000 permanent, full-time new jobs
.

Administrative system
Value added of EU assistance is more visible under “differentiated” rather than “subsumed” administrative systems. In the period of 2004-2006 Lithuania will operate a mixed system for the management of the structural funds, but it will clearly have a few “differentiated” characteristics. For instance, both EU and national expenditure will be managed through a number of budgetary programmes designed specifically for the purpose of financial management. However, the argument that “differentiated” systems better suit value added of EU funds is questionable. 

Maturity of (programming and) implementation experience

The new member states have no experience of implementing programmes funded from the structural funds, while their experience of managing the EU pre-accession assistance is not fully relevant. In this context it is likely that in the period of 2004-2006 priority will be accorded to establishing and making operational basic management systems and spending the money. This situation was evident in Austria, Sweden and Finland after their accession to the EU in 1995.

3. Policy value added of EU funds in Lithuania

One can identify a number of areas where EU funds have already produced policy value added in Lithuania. The management of the EU pre-accession funds and the preparation for the structural funds has promoted a strategic approach in the public sector. The strategic approach of EU funds, which is characterised by an integrated planning and a multi-annual programming, has integrated sectoral and thematic (e.g. equal opportunities, sustainable development, etc.) needs into one framework, has produced a number of multi-annual programming documents for the EU pre-accession and structural funds with and has increased the certainty of public investment and has. However, the EU cohesion policy was not a single factor behind the development of the strategic approach. For instance, the strategic planning of current budgetary expenditure is associated with the support of US and Canadian consultants.  

Also, a number of new policy objectives and instruments have been introduced and implemented with the assistance of EU funds in Lithuania. New rural development measures were downloaded from the SAPARD regulation, while human resource and business development instruments were emulated from the experience of the existing EU member states. The availability of EU funding has also promoted the development of a project-based management culture both in the public and private sectors. The “project cycle” of a few hundred projects was already developed to absorb the EU pre-accession assistance, it is estimated that another 1,000 projects will be needed to absorb the structural funds in the programming period of 2004-2006.  

The availability of the Phare Economic and Social Cohesion assistance to the Lithuanian target regions has contributed to the development of a national regional development policy. However, after the introduction of a centralised approach for the management of the structural funds, the national regional development policy was re-orientated towards the reduction of internal regional development disparities. Nevertheless, a new concept paper, which was recently accepted by the Government of Lithuania, envisages the “re-launch” of this policy in the future.


Finally, the partnership principle of the EU structural funds has allowed involving socio-economic partners in the process of preparation for the structural funds since the beginning of 2002. However, their involvement is suffering from the problems of “demand” (weak NGO sector) and “supply” (insufficient consultation capacity in the public sector). Also, the integrated nature of programming and implementation has contributed to more extensive consultation among different institutions and even different levels of government through new co-ordination bodies (commissions, working groups, etc.) or instruments (meetings, internet, guidelines, etc.).

4. Financial absorption and value added in the management of EU assistance

There are a number of trade-offs, balances, limits and even contradictions between financial absorption and value added in the management of EU assistance. They can be explained by the importance of the political context in which the structural funds programmes and designed and implemented. The following sections of this paper examine main factors constraining value added and facilitating financial absorption of EU assistance.
The analysis is based on a framework of policy-making models (a rational decision-making model and a polity model)
. It must be noted that the rational model constitutes an ideal type, unlikely to be found in practice. It is applied to make a sharper contrast between an ideal situation and the structural funds model that is treated as the polity model in this paper.
Table 1: Main differences between the rational and polity models

	
	Rational model
	Polity model

	1. Rationale of interventions 
	Market failure
	Priority to direct interventions in the form of subsidies

	2. Process of programming
	Considering all alternatives and evaluating their costs 


	Meeting multiple and contradictory priorities of the EU

	3. Distribution of resources
	Efficiency, growth poles 


	Equity, mixed

	4. Content of programmes
	Coherent and consistent strategies
	Shopping lists of eligible activities

	5. Main incentive of programme managers 
	Effectiveness and efficiency of assistance
	Compliance with relevant EU and national rules and timely disbursement of EU assistance

	6. Institutional frameworks of delivery 
	Simple frameworks proportional to the policy needs
	Determined by the EU regulations and proposed by the EU institutions


4.1 Rationale of public interventions

In the rational system the main rationale behind a public intervention in the market economy is a market failure. Therefore, public interventions are designed to create positive externalities or public goods, whose benefits are widely distributed (e.g. public infrastructure), or reduce entry barriers or asymmetries of information addressing common rather than individual business needs. Also, the most appropriate instruments are chosen to solve existing problems.

In the polity model such analysis is superficial or even missing. Emphasis is put on ensuring the eligibility of public interventions under the structural funds. Also, there is a bias towards direct interventions in the economy in the form of subsidies. Although instruments of financial engineering (loan funds, venture capital, etc.) are eligible under the structural funds and can reduce the likelihood of market distortions, they are underdeveloped in the new member states of the EU. 

4.2 Process of programming

In the rational decision model actors consider all possible alternatives and evaluate their costs in order to achieve the objectives. In the polity model priority is accorded meeting multiple and often conflicting priorities of the EU. The programming for the period of 2004-2006 was based on broad and specific priorities outlined in the European Commission’s guidelines.
 The Lisbon strategy, which contains a mix of economic growth and competitiveness on the one hand and social cohesion and sustainable development on the other, can serve as the main strategic document of the EU for the next programming period.

Some common policies and funds of the EU favour particular specific sectors of the economy (the Common Agricultural Policy and the EAGGF favouring farmers and processing plants) or territorial areas (the Common Fisheries Policy and the FIFG favouring zones of fisheries) or specific target groups (the European Employment Strategy and the ESF favouring the unemployed and other social groups). 

Also, there are informally pre-set allocations for each structural fund that are supported relevant Directorates Generals of the European Commission (in particular the DG Employment responsible for the European Social Fund). For instance, the allocation of about 18,6 per cent for the European Social Fund, which was initially proposed by the Lithuanian side in its draft Single Programming Document, was considered as not sufficient and somewhat increased in the final document.    

The involvement of various socio-economic partners as well as local and regional authorities in all stages of the policy process should contribute to the quality of a programme and its delivery. However, this principle brings development needs of different sectors (infrastructure, human resources and productive sector), central, regional and local authorities as well as socio-economic partners to the policy process. Also, new partnership arrangements provide strong interest groups with a better access to the decision-making process and the possibility of exerting much stronger influence in the pursuit of selfish interests.

4.3 Distribution of resources

In the rational model public resources are distributed on the basis of efficiency, while in the polity model – on the basis of equity.

During the programming process the candidate countries faced a choice of efficiency and equity in the distribution of resources. On the one hand, it was possible for the candidate countries to concentrate support of the structural funds in “motor” regions and expanding sectors of the economy (e.g. IT sector of the Lithuanian economy concentrated in the capital region). On the other hand, it was possible to concentrate support of the structural funds in regions lagging behind and contracting sectors of the economy (e.g. Lithuanian rural areas whose economic structure is dominated by declining agricultural activities). 

Table 2: Territorial and sectoral concentration of the structural funds: distribution of resources

	
	Expanding sectors of the economy
	Contracting sectors of the economy

	“Motor” regions 
	Growth poles
	Mixed

	Regions lagging behind
	Mixed
	Disadvantaged areas


Although the former strategy would have been more effective in reducing the development gap vis-à-vis the EU average, most former candidate countries produced mixed development strategies. In some countries these strategies are biased towards equity – redistributing the structural funds widely to various territorial entities, sectors of the economy or socio-economic groups. 

Moreover, already during the EU negotiations process most candidate countries made a decision in favour of equity by re-allocating a considerable volume of resources (about Eur 100 million in Lithuania) from the Guidance section of the EAGGF (funding investments into rural development) to its Guarantee section (direct support and other measures). The need to increase the percentage of direct payments to farmers in new member states, which was fuelled by the pressure for agricultural interest groups, reduced the volume of investments in the agricultural sector. Despite this re-allocation, in Lithuania there are serious doubts about the capacity of farmers to absorb direct payments because of very slow declaration of crops. 

4.4 Content of programmes funded from the EU structural funds
The outcome of rational decision-making is coherent policies. In the polity model actors choose a set of activities that can be funded by various donors and favours various stakeholders of the policy process. 

The short programming period (2004-2006) and limited experience of the candidate countries in managing the EU funds constrain their capacity to implement very wide and ambitious strategies. Therefore, the European Commission suggested to the candidate countries to design a clear set of priorities and measures for the period of 2004-2006. 

However, most candidate countries produced shopping lists of activities eligible under the structural funds rather than coherent and consistent strategies. There is a risk that insufficient attention to efficiency in the distribution of resources can produce the phenomenon of ‘chasing the money’ and reduce value added of EU assistance.  

4.5 Main incentives of programme managers
In the rational model the main incentive of programme managers is the effectiveness and efficiency of public programmes. In the polity model the main incentive is the compliance with relevant EU and national rules as well as the timely disbursement of EU assistance. The de-commitment rule, under which unspent appropriations are de-committed after two years, forces programme managers to focus their attention on financial absorption. 

In the pre-accession period the administrations of the new member states accorded priority to the development of adequate financial control and audit systems for the management of EU assistance. However, the prominence given to financial control often produces user-unfriendly management frameworks that discourage potential applicants from applying and grant recipients from concentrating their efforts on the effectiveness and efficiency of their performance.  

4.6 Institutional frameworks of delivery
            In the rational model simple institutional frameworks are established proportional to the policy needs. In the polity model complex institutional frameworks are determined by the EU regulations and proposed by the EU institutions. 

Since there is no uniform approach to the management of EU funds among the EU member states, the EU candidate countries could develop their own systems. Alternative systems for the management of EU support can be formulated on the basis of two main principles:

· integrated/unintegrated management of the structural funds defining the extent to which the structural funds are managed through existing national administrative, economic and financial systems or administrative, economic and financial systems set up specifically for the structural funds;

· centralised/decentralised management of the structural funds defining the extent to which the management of the structural funds is centralised or decentralised in the territorial-administrative sense.

Table 3: Alternative systems for the management of the structural funds

	
	Centralised
	Decentralised

	Integrated

 
	Integrated-centralised system
	Integrated-decentralised system

	Unintegrated 
	Unintegrated-centralised
	Unintegrated-decentralised system


Despite certain autonomy available to the candidate countries in selecting their own institutional systems, the European Commission heavily promoted a centralised model across-the-board to all former candidate countries, regardless of their territorial-administrative and other characteristics. Two main factors affected the choice of a centralised model by the European Commission: limited administrative capacities of the candidate countries on the regional and local level as well as the short duration of programming period (2004-2006). 

Lithuania designed a fairly centralised, but less integrated system for the management of the structural funds for the period of 2004-2006. This system is likely to be more absorptive in the period of 2004-2006, but less visible in the public and less suited for local or regional development needs. 

5. Instruments aimed at promoting the effectiveness of EU assistance

The EU structural funds have already contributed to policy value added through the principle of an integrated and multi-annual programming, the principle of partnership and other principles.   

Monitoring, evaluation and the performance reserve are main instruments that should promote the effectiveness of interventions funded by the EU. However, their application in the period of 2004-2006 is unlikely to be effective because of these factors:

· monitoring: it is unlikely that new monitoring systems will function in an adequate way at least in the first few years of EU membership. In the absence of sufficient and reliable data it would be difficult to make sound conclusions for improving the performance of the structural funds programmes;

· evaluation: the mid-term evaluation of the structural fund assistance, which should contribute to the effectiveness of the structural fund assistance,  is not required in the period of 2004-2006. Also, the ex-post evaluation of the structural fund programmes will not start until 2009;

· the performance reserve: finally, in the period of 2004-2006 the new members of the EU will not be entitled to receive a performance bonus from the reserve (4 per cent of the budget ) distributed to best-performing programmes.  

6. Main risks to value added in the programming period of 2004-2006

One can determine a number of risks to value added in the period of 2004-2006, based on the management of the EU pre-accession assistance in the former candidate countries and the management of the structural funds in the old member states. 
First, there is a risk of delayed tendering of contracts co-financed by the EU. This is a recurring problem in the management of the EU pre-accession assistance in the former candidate countries. This problem often reduces the duration of implementation and, consequently, the quality of project results. Delayed submission of Cohesion Fund projects to the European Commission for approval shows that this risk has already occurred during the implementation of EU-funded programmes and projects.  

Second, there is a risk of incompatible EU and national frameworks for the implementation of the structural funds. This problem was particularly acute in the financial management of Phare-funded grant schemes in several candidate countries (in particular with regard to the eligibility of value added tax). The absence of a clear and user-friendly implementation framework reduces the capacity of project managers to focus their attention on performance issues during the project implementation. 

Third, there is a risk that the administrations of new member states will accept projects of limited quality and allocate EU and national co-funding for their implementation. A number of factors can produce a pressure for programme managers to approve such projects, ranging from the rule of automatic de-commitment to the absence of a sufficient “project pipeline” (especially for human resource and business development projects) or even possible fraud and corruption in the public sector. 

Finally, there is a risk of market distortions and emerging dependency on EU assistance both the private and public sector. This risk partially stems from a frequent failure to justify the logic of public interventions during the programming stage. Also, high intensity of EU assistance over a relatively short period of time can produce various forms of distortions in the market (ranging from unfair competition based on lower prices to outright bankruptcies). Moreover, the certainty of EU assistance over a long period of time can alter an incentive structure in private businesses, thus producing a culture of dependency on the EU funding. 

7. Recommendations for the programming period of 2004-2006

In light of various limits to value added in the period of 2004-2006, a number of recommendations can be given to programme managers in new member states. The most obvious recommendation is to eliminate the mentioned risks or to reduce their negative effect to value added.

However, a number of other recommendations can be made. First, although the mid-term evaluation of the 2004-2006 programmes is not required, interim and/or thematic evaluations of the structural fund assistance can be launched by the administrations of the new member states during the implementation of the structural fund programmes. The new member states can follow the evaluation approach in Ireland, where the interim evaluation of internal nature is carried out during the period of 2000-2006. 

Second, strong emphasis should be placed on the development of appropriate monitoring systems capable of measuring both the physical and financial progress of the structural fund programmes. The European Commission stressed the importance of this system in its 2003 Comprehensive Monitoring Report on Lithuania’s preparations for membership and recommended to closely monitor its development.
 It must be noted that it is not enough to collect sufficient and reliable monitoring information – it should be applied during the implementation process in order to improve the performance of EU assistance.  

Third, an exchange of “good practice” experience and co-operation can be facilitated during the implementation of the structural funds. The co-operation between old and new member states of the EU was supported in the pre-accession period under the twinning projects funded from the Phare programme. However, the co-operation among various domestic partners, which is often neglected in the new member states, would also be useful and maybe even more relevant to the process of learning. 

8. Prospects of value added in the programming period of 2007-2013

Value added of EU assistance in the period of 2007-2013 will depend on the reform of the EU cohesion policy. The European Commission proposed to concentrate EUR 336 billion on three main priorities: “convergence”, “competitiveness” and “co-operation”. However, the outcome of the reform was still unclear at the time of writing this paper. 

The programming of EU assistance for the period of 2004-2006 was carried out under tight time schedule. A longer period of programming EU assistance should favour value added of EU assistance by allowing thorough assessments of policy alternatives. However, the delayed adoption of new structural funds legislation at the EU level can reduce the period of time available for programming. 
Management experience accumulated by the new member states in the period of 2004-2006 can be utilised during the programming of EU assistance for the period of 2007-2013. However, a few caveats should be mentioned in relation to this factor. First, results of the 2004-2006 programmes will not be available during the programming of next generation programmes. Second, radical changes brought to the existing system can reduce the relevance of management experience gained during the period of 2004-2006 and extend the period of learning a new system.

A higher volume of financial assistance is likely to be available to the new members of the EU under the new multi-annual financial perspective. This can improve prospects for value added of quantitative nature – the higher volume of EU assistance, the greater scope of public interventions. However, the new member states should not expect a very large financial gain from the EU cohesion policy. Several biggest net contributors to the EU budget proposed to cap the EU budget to just 1 per cent of GDP compared to existing 1,27 per cent. Also, it is likely that there will be no change in the volume of the budget of the CAP, which will continue to take a very large share of the total EU expenditure at the expense of other EU policies. Moreover, a certain part of the EU expenditure in the period of 2007-2013 is likely to be linked to the implementation of the Lisbon strategy. 

Value added of EU assistance in the period of 2007-2013 cal be improved by better functioning systems of monitoring and evaluation in the new member states of the EU. Also, the involvement of the new member states in the distribution of a performance reserve can somewhat increase their attention to performance aspects of the structural fund programmes, thus improving prospects for value added.
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