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The paper is an evaluation of EU regional policy. It asks whether cohesion programmes
contribute to the reduction of differences. In the first part of the study the results of three
different methodological approaches are briefly examined to analyse effects. The answer to
the question is not at all unambiguous, which is why the second half of the paper attempts to
find those factors which may cause the regional policy of the EU to fail to achieve its desired
objectives. According to the literature review these factors are (1) the crowding out effect, (2)
the existence of rent-seeking and moral hazard, (3) the counterbalancing effect of national
policies, (4) a concentration of economic activities (mainly industries representing high
added value), and (5) the short time frame. Finally the study establishes those preconditions
which, when present, can be considered necessary and sufficient for the redistributed funds to

initiate growth.

It is a very generally accepted opinion that supports arriving from the European Union
generate a significant growth surplus. The positive expectations regarding the potential
effects of the structural funds are also supported statistically by model simulations carried out
by the European Commission. However empirical studies into the real effects of the funds
reveal them to be quite modest in terms of their growth and economic catching up surplus®.
The current chapter seeks to resolve this contradiction.

One of the major aims of the EU regional policy? is to help reduce the income gap

between richer and poorer regions (i.e. the economic and territorial disparities). The other
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Debrecen; e-mail: zsuzsanna.tron @econ.unideb.hu.

! More and more researchers have also drawn attention to the significant dangers in the supports (Varadi 2006).

% The expressions EU regional policy, EU cohesion policy and EU structural policy are used synonymously for
the workings of the EU Structural Funds and Cohesion Fund, the main EU tools for helping the economic and
social cohesion of member-states and regions. There were four structural funds in operation up to 2006: the
European Regional Development Fund, the European Social Fund, the orientation section of the European
Agriculture Guidance and Guarantee Fund, and the Financial Instrument for Fisheries Guidance. The cohesion
fund gives support to larger programmes to develop environmental and transport infrastructure. Supports from
structural funds are based on regions designated “target areas” or “objectives”, or within so-called Community
Initiatives. Support from the Cohesion Fund can be applied for by the least developed member-states, which
before 2006 were Greece, Portugal, Spain and the new member-states. For the system since 2007, see
http://ec.europa.eu/regional_policy/policy/object/index_en.htm.



major objective is to boost employment and deal with problems of social exclusion (i.e. social
disparities). The EU spends significant sums on dedicated programmes to do so. Examination
of almost twenty years’ experience with such policy at Community level poses the question of
the extent to which the objectives have been attained, how effectively and appropriately
European taxpayers’ money has been spent. A well-founded answer can be obtained by

analysing the policy, and this may help to formulate future policy.

1. The concept and development of evaluation in EU practice

Evaluation of regional policy is relatively recent in EU history. For various reasons,
appropriate systems were not employed initially in 1975-88 (Bachtler and Michie 1995)°. But
by 1988, when the European Commission received a big role in distributing Union funds,
conflict between the Commission and member-states intensified. So the most important and
longest-established aim of evaluation was accountability (Batterbury 2006). Thenceforward
the Commission nominated the regions to receive financial aid, approved the development
plans, and exercised oversight on development expenditure. The demand for accountability
was all the stronger as these were the biggest items of EU budget expenditure.* So the
evaluation system, monitoring, financial management and auditing became stricter and
broader in the EU, along with attendant legal responsibilities. The situation is complicated by
the many organizations to be included in the evaluation process, from programme managers
and partners, regional and national authorities, to various EU institutions, but in terms of
results achieved through EU expenditure and achievement of programmes, each organization
has different interests (Bachtler and Wren 2006).

Constructing an evaluation system for programmes in the member-states is not simple:
there is no monitoring regulatory system at Community level. The need for monitoring is
evident in Council regulations on the common budget but nothing is said about how to install
it. For the 2007-13 budget period the EU issued only working papers and guidance documents
to assist the evaluation process. It did not deal with establishing a regulatory system for
programmes that affect the common budget. °

® Bachtler and Michie (1995) list three reasons in their paper: (1) before 1988, Community aid and money
devoted to regional development in memberstates were mixed together; (2) the division of duties between
administrative bodies was badly coordinated; and (3) the evaluation methods differed widely across Europe,
particularly as they lacked Community guidelines.

* The increasing interest in evaluation of EU cohesion policy falls in with an international trend driven by
demand for legitimization of government intervention and justification for it (Bachtler and Wren 2006).

® See http://ec.europa.eu/regional_policy/sources/docoffic/working/sf2000_en.htm for details.



The basic aim of evaluation (or monitoring) in the EU is not to provide an ex post
analysis of the flow of funds, but “to provide support for background examination of the
execution of the development programmes” (Forman 2001:211). How can evaluation be
performed? How can the existence of a policy be justified? How can it be shown that the
money spent under regional policy has been well spent? According to Molle (2007:224), two
things need to be measured: the policy has reached its objectives, i.e. been effective, and that
no money has been wasted, i.e. that the policy has been efficient. Demonstrating effectiveness
and efficiency bring us close to an evaluation.

The first step in evaluation is to see the logic in the intervention, to understand what it
sets out to do and how (see EC 2001:5 and EC 2006:4). The key elements in this logic are
inputs, projects (activities), outputs, results (short-term or initial impacts) and outcomes
(longer-term impacts), see Figure 1. Often there is a SWOT analysis associated with the

structure.

Fig. 1.: The key elements examined in evaluation of EU regional policy
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Source: Molle 2007:227.

Completing the evaluation not only sheds light on the research question’s accountability
criterion (appropriate expenditure of taxpayers’ money), but improves the results of a certain
phase of development policy, i.e. planning, programming and implementation, thereby
improving performance (effectiveness and efficiency). Taking all this into consideration, the

process can be referred to as learning (Molle 2006:2).



2. Types of evaluation

This chapter seeks to establish the truth of the generally accepted view that the supports
arriving from the European Union generate significant growth in the areas supported. The
positive expectation regarding the potential effects of the funds is supported by the model
simulations carried out by the European Commission. Empirical studies into the real effects

report, however, a relatively weak surplus effect for the funds in terms of growth and catching
6

up”.
Ederveen et al (2006) and others (eg. Mairat — Hall 2001) examined the results of
three different methodological approaches to analysing effects. The first of these was the
conclusions drawn from case studies, according to which the effect of the EU’s supports are
modest or slightly positive. However this method, according to many, is not suitable for
drawing aggregated national or regional level conclusions, and at most what we get from the
studies are the number of ‘motorway kilometres’ constructed, or workplaces created. It is
impossible to tell from the case studies how the employment rate would have developed if the
support had not been awarded. They did however show that EU supports had a general effect
on the practice of local authorities and often showed that rent-seeking behaviour can be
observed. (See eg. Ederveen et al 2003, Tavistock Institute — GHK — IRS 2003; CSES 2006)
The other method examined by many authors is model simulation. This method can
complement the mentioned deficiencies of case studies from many sides. Firstly, with the help
of the model simulations it is easy to establish to what extent the cohesion supports
contributed to improving the employment rate or GDP on a macro level, and secondly they
can describe what would have happened had there been no EU supports. This latter function is
important because slow growth and the simultaneous presence of structural support do not
necessarily signify the ineffectiveness of the aid because it can happen that in a given area the
situation would have been much worse without support. After studying the model simulations
we can come to the conclusion that EU funds significantly contribute to growth and
increasing employment rates in the supported countries. However this method also had
weaknesses: the estimates of the simulations are not accurate, and they are much more
influenced by the model’s basic assumptions than by what really happened to the supporting
projects. This criticism is especially pertinent because the models are often produced at the
Commission’s request, and so it entails the problem of subjectivity. The model simulations

therefore show only a possible effect, which can be reduced by the real processes, the

® A longer version of this subchapter can be read at http://www.vki.hu/workingpapers/wp-188.pdf written by
Tron (2009).



crowding out effect, the inefficient allocation of funds and rent-seeking behaviour. (See eg.
Beutel 2002, Veld 2007, Bradley et al 2007, EcoMod 2007)

The ex-post econometric studies are an excellent complement to the evaluations
carried out by the previously prepared, ex-ante model simulations. These studies generally
give a pessimistic picture of the effects of development funds. They attempt to estimate the
real effects of the supports (in contrast to the model simulations’ potential estimates), they do
not assume the productivity of investments, the lack of the crowding out effect, nor the
fulfilment of additionality. They have encountered a lot of criticism, too. The creation of the
models suffered from a lack of data, or the data are not reliable, the data series available do
not cover an appropriately long time period in all cases, and thus the long term effects of the
structural funds become more difficult to estimate. (Eg. Eckey — Tirck 2006, Rodriges-Pose
and Fratesi 2004)

Did the support programmes contribute to the reduction of differences, or would the
reduction experienced have happened anyway? The above explained methodological
examination helped us to answer this question, but, as we have seen, the answer was not at all
unambiguous. The picture provided by case studies (using mainly informal methods and
questionnaires), model simulations and econometric estimates is not complete. The results of
the evaluations are different also because the different methods have different strengths and
weaknesses, and so the questions they can answer are not the same either. The case studies
give an accurate picture of the characteristics of a single project, the nature of the
environment and the schedule of the project’s realisation, but they are not always the best way
to provide a statistical analysis of the funds’ effects, or to draw conclusions on the macro
level. The model simulations give the extent of possible effects in an ideal political situation;
the econometric analyses attempt to identify trends in already existing effects, to understand

the process of cause and effect and to estimate the real effect of the funds.

3. Results

Following the most important elements of the evaluation methods, it is worth returning to Fig.
1. Now we can repeat our questions.

(1) Is the EU’s cohesion policy appropriate? WWe can answer this question if we consider
whether the development of the policy and the measures carried out are relevant to the
solution of the problem (if it exists?). At the level of cohesion policy the problem can be

defined as follows: economic, social and territorial differences have existed for a long time,



and it is desirable to reduce these with the help of the structural funds and the Cohesion
Funds. In practice the greatest part of the supports (to simplify the situation) have been
devoted to infrastructure and human resource development, and have become increasingly
concentrated on the political sphere (Molle 2007). In the light of this, we can argue that
nothing warrants arguing about the appropriateness of the regional policy.

The other question we must ask is (2) whether the community’s regional policy has been
effective? We can define the interventions as effective, if they achieve the expected effects
and reach their objectives. In practice this means answering two further questions: Did the
supports reach the appropriate regional target groups? and Has the structural funds money
been spent on the kind of programmes and projects which helped to achieve the policy
objectives? We have seen that the basic objective was to reduce disparities, so the question
could also be phrased as have the structural funds’ programmes contributed to the reduction
of these disparities, or would the observed reduction have happened anyway? The
methodological study helped to answer this question, and as we have seen, the answer is not
at all unambiguous. This is why | will examine an individual case to see whether any
important lessons can be learned from the operating mechanism.

The picture that emerges from the case studies based mainly on questionnaires and
informal methods is not complete. The evaluation results are also different because the
different methods have different virtues and vices, and so the concrete questions they answer
are not identical. The case studies provide an exact picture of a given project, the nature of the
environment and the process of its execution, but they are not always able to give statistical
information on the effects of the funds or their macro-level consequences. The model
simulations describe the possible extent of the effects in an optimal political situation, the
econometric analyses, on the other hand, attempt to relate the already existing effects to a
particular trend, to discover the cause and effect, and to estimate the real effects of the
supports. These results are the most pessimistic, and some of them claim that the funds are
ineffective, or even have a negative effect. (e.g. Boldrin — Canova 2001, Fagerberg and
Verspagen 1996).

But why does the policy not achieve its desired effect and why is it only partially carried
out? According to the analyses, there are several factors involved:

e The European Union supports have a crowding out effect in terms of national
development funds (Ederveen et al. 2003, Veld 2007). This is true even if the basic

concept of additionality exists in the regional policy; because of the co-financing method a



region receives 0.17 euros less in national supports for every 1 euro it receives from the
EU. (Ederveen et al. 2003:61).

e The EU’s supports crowd out or replace other convergence mechanisms, e.g. the SF’
supports to backward regions reduce the growth in labour mobility (Boldrin — Canova
2001), and Union funds also have a squeezing out effect in areas of interest to private
capital investment.

e Several methodological approaches showed the existence of rent-seeking, and moral
hazard (Varadi 2006, Beugelsdijk and Eijffinger 2005), and the case studies also indicated
this (see, for example, Stéclebout 2002)

e The effects of EU interventions counterbalance national policies (Midelfart-Knarvik —
Overman 2002)

e Itis important to mention — although no detailed evidence is available in the analysis — the
new economic geography literature. As economic integration develops (or transportation
costs decrease) economic activities are more likely to be concentrated in central, and
already richer, regions, and this is especially true for higher added value industrial
sectors. As a result the peripheral regions will specialise in manufacturing industries
which require a lower level of training. (see the studies by Krugman 1991a,b, Martin
1999, Puga 2002, Midelfart-Knarvik — Overman 2002 or Rodriguez-Pose — Fratesi 2004).

e As a result of this it is possible that most of the supports will flow into relatively rich
regions (Ederveen et al. 2003), instead of being concentrated in the most needy areas and
problems (Dall’erba — Guillain — Le Gallo 2007).

e The question also arises, whether the money devoted to regional development is actually
spent on the most appropriate objectives. In addition to infrastructure and small and
medium-sized enterprises, money should be spent particularly on education and human
capital, according to studies by Eckey — Ttirck (2006), Veld (2007) and EcoMod (2007). A
study by the MNB’ (2006) emphasised the importance of the effects of non-agricultural
related supports to rural areas, while Rodriges-Pose and Fratesi (2004) show that this type
of support produces strong initial effects which however, disappear with time and become
negative and simply become income supports.

e Several authors (Armstrong 2002, ESPON 2005:5) point to the probability that there has
not yet been sufficient time for the effects to become visible, and that the amount of

support is too small to produce spectacular results (De la Fuente — Vives 1995).
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Of course the success of regional development programmes is not only measured in terms of
the reduction of regional disparities. According to the political science approach (Allen 2005,
Keating 1997) the agreements related to development programmes and the distribution of
resources yield positive results, since individual states are forced to work closely together,

and in this way help integration in the long term.

3.1. Criteria for the efficient use of supports

We can ask whether there is any possibility of learning anything from the relationship
between the growth experienced in Europe and the literature evaluating regional policy. This
subsection will concentrate on which factors act as preconditions when financial transfers are
used effectively.

The preconditions which could allow the cohesion policy to work more effectively have
been outlined in four points on the basis of the European Commission (EC 2004), Ederveen et
al. (2006) and Varadi (2007). They are: an orderly, responsible, national and regional
economic policy, an appropriate regional concentration of financial tools, a favourable
coordination between strategy and investments, and the efficiency of the relevant institutions.

(1) A sound, responsible, national and regional economic policy requires® that the
expenditure of Cohesion Fund can be suspended if certain fiscal problems occur (it is beside
the point here that since their introduction this suspension of funds has only ever been
threatened rather than implemented)®, and also that in the case of well-performing regional
programmes the performance reserve can be brought into use. A sound macroeconomic
environment requires that at least three criteria be satisfied. The macroeconomic policy and
the regulatory framework that governs it must be clear and relatively stable, the country’s
institutional or administrative capacity must be operating appropriately, and there must be an
efficient regional policy related to the member states.

In the general and country-specific recommendations of the Broad Economic Policy
Guidelines (BEPGs) several countries have also been given specific recommendations
concerning their regional labour market. (EC 2004:93). Special attention is given to the
appearance of key indicators where wages are able to reflect productivity and knowledge-
skills differences, and in this way to help regions with high unemployment to increase their

8 See for example Djankov et al (2006) s study of aid received by developing countries.

® This is mainly due to the fact that the Community is largely built on intergovernmentalism which work on the
basis of the voluntary following of norms, rather than on immediate punishment. See various chapters of Csaba
(2006) for more details.



investments. Consequently, appropriate labour market regulation and appropriate regional
labour market indicators are indispensable to maximise the efficiency of the EU’s regional
policy.

An appropriate economic and political atmosphere is not just able to bring about
improved growth and employment prospects for the region or country concerned, but also acts
as a precondition for the efficient use of external funds. Here it is worth emphasising Burnside
and Dollar’s (2000:847) finding, that aid given to developing countries had a positive effect
on the country’s economic growth when given to countries which had the right fiscal,
monetary and trade policies. Where these policies operated badly the effect of the supports
was almost negligible. This research was taken up by Ederveen et al (2006), who carried out a
similar analysis on 13 EU countries. On the basis of their model too, the efficiency of the ‘aid’
or structural funds is conditional. Among the factors they examined, both the openness of the
country and some variables which proxy the institutional context positively influenced the
supports’ effect on economic growth. The corruption index and data relating to the quality of
national institutions were important in reflecting these factors. The presence of
macroeconomic stability and open trade were emphasised by Saravelos (2007) in his study of
the role of EU funds in Ireland and Greece.

Besides the right macroeconomic situation, a national economic policy directed at
effective regional development is also important to guarantee real convergence between
European regions. This can be reached by the member state by decentralising the direction
and decision-making aspects of its sectoral policy towards economic and enterprise
development and to employment and infrastructure development. The tools aimed at
achieving regional development maybe redistributional, or may be proactive — aiming to
prevent the formation of regional differences.’® Redistributive supports aim to distribute
public money to end regional inequality, and are thus a redistribution of wealth. Proactive
supports, on the other hand, place emphasis on the production of wealth, aiming to increase
the economic potential of poorer regions. Although recently there has been a noticeable,
although slight, movement away from wealth redistribution towards wealth creation in the
national regional policies of some member states, they still remain primarily redistributive.
The EU structural funds, however, are of a more proactive nature. From the perspective of an

efficient use of EU funds, it would be more useful to move the national regional policies

19 For a comprehensive introduction to the economic tools directed at regional development in Hungary see Illés
(2002).



further in a proactive direction, according to the studies by the MNB (2006) and the
Commission (EC 2004).

So the EU regional policy cannot work without a stable macroeconomic framework in
the member state (Mairate — Hall 2001, Beutel 2002, EC 2004, Ederveen et al. 2006), and this
is something the European Union is trying to make the member states aware of. In those
programmes judged to be the best in terms of efficiency, management and the use of finance,
the Commission allocates further support up to 4 percent of the structural funds budget.
According to some, however, (see Tabellini 2005 and Easterly 2003, Burnside — Dollar
2000), although bad macro policies can be extremely damaging to development, good macro
policies do not automatically guarantee excellent results.

(2) In order to achieve significant impact with the limited EU resources at their disposal,
it is necessary to concentrate on the poorest regions and countries, in a geographical-spatial
sense. The EU regional development system is also affected by the so-called Kuznets—
Williamson hypothesis, or the trade-off between growth and equality (see Szentes et al. 2005):
at the beginning of the catch-up process for a time higher national growth is accompanied by
increasing regional inequality**. For this reason regional policy in the case of relatively poor
countries — particularly where the GDP per capita of whole territory of the country is under
75% of the EU average — must also help the whole country’s growth, by, for example,
building on existing growth potential of sectors and clusters (so-called growth poles). Since, if
attempts are made to equalise different regions against market forces (by, for example,
helping to distribute economic activity more equally), then the whole process of catching up
will be hindered. At a more advanced stage of the catching up process, however, reducing
regional inequality can be given higher priority.

The “protective network” role of the regional policy is also emphasised by Csite (2008)
and Martin (2000), which means that regions in crisis receive temporary support to help them
move onto a new growth path. The protective nature of the network lies in the fact that all the
actors in a region can be sure that in the event of a collapse following the radical
transformation of markets, they will receive supports to incorporate new economic activities
and thus climb out of the crisis. In crises the EU regional policy can be particularly effective;
in other cases, however, it effects are questionable, particularly in the long term, when short
term demand effects disappear and the regional transformations on the supply side can lead to

interventions which are opposite to the original intention.

1 Sz6rfi (2007) provides an excellent test of the hypothesis in a European context.
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(3) In addition to spatial concentration of financial tools, according to some studies more
attention should be devoted to concentration on specific targets.*? As Dall’erba et al (2007)
show, in the period between 1989 and 2004 the effect of supports was only felt in those
regions receiving support in the earlier Objective 1 category; in the Objective 2 cases no
effect could be demonstrated. In the framework of the earlier Objective 1 (now the
convergence objectives) EU funds could be offered to investment devoted developing public
administration, physical infrastructure, human capital and the business environment.
Experience showed the supports were genuinely useful in those regions which were able to
find the right balance between these four support criteria. To some extent the European
Commission has already tried to put these principles into effect in new member states. For the
2004-2006 period Brussels requested a modification of the guidelines for the structure of
national plans. “In general, investments in human capital and physical infrastructure were
increased, while supports for agricultural projects and the business sector were reduced.
However, in this last group more resources were provided for small and medium-size
enterprises, and direct state support was decreased. Investment plans for local cultural and
sporting initiatives were significantly reduced.” (MNB 2006:62).

(4) The fourth factor influencing efficiency, the role of administrative capacity, will be

dealt with in detail in the following subsection.

3.2. The role of distributing institutions

Representatives of the school of institutional economics argue that institutions matter. This
subsection claims that when the supports are used the quality of existing regional
development institutions function in the same way as the general administrative system in the
case of economic growth. When examining growth and regional convergence most authors
who also use EU supports as an explanatory factor, emphasise that additional capital transfers
can only achieve their maximum effect in an appropriate operating framework.™ In relation to
aid received by developing countries Djankov et al. (2006) note that it does not help economic

growth but, by increasing government consumption, encourages rent seeking and often leads

2 The need to establish and describe the concrete objectives also became evident in Hungary before the
preparation of the 2nd National Development Plan. The evaluation of the first plan was critical of the fact that
“one of the general problems hindering the achievement of the objectives was the lack of clear definition of
goals. It is important that there be clear goals, that they be clearly communicated, and the executors and
beneficiaries understand them, agree with them and accept that it is in their interests to achieve them.”
(1203/2006. (X. 30.) Governmental decree p. 40)

13 Just to mention a few studies which emphasise this: Eckey — Tiirck (2006), MNB (2006), Veld (2007), EcoMod
(2007) Rodriges-Pose and Fratesi (2004).
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to corruption and to a reduction in the quality of democracy. In extreme cases disputes about
aid can lead to civil war, based on the analogy with resource-rich countries. Knack (2000)
shows that a higher level of support leads to an erosion in the quality of government. This
problem is also dealt with by Varadi Balazs (2006 and 2007) in his examination of the effects
of EU structural funds.

The grant application process for structural funds is relatively complex, and demands
specialised skills from the given country’s bureaucracy. Although it can be said that it would
be helpful to simplify the system, there is a trade-off between simplicity and accountability. In
order to evaluate the institutions related to regional development in the EU-15, we must find
appropriate criteria for judgement. The best choice would be those guiding principles
established by the EU to guarantee the most effective realisation of the European regional
policy, in other words 1. decentralisation, 2. additionality, 3. programming, 4. partnership, 5.
efficiency (absorption capacity), 6.transparency (corruption). To complement this it would be
a good idea to examine the effects of Europeanization, which also indicate the adaptation to
changes.

An examination of decentralisation shows that the more space a country allows for its
provinces (see federalised states), or regions (regionalised, decentralised states), the less it has
to struggle with problems caused by regional differences. This is illustrated by Fig. 2, which
shows changes in regional variation as a function of types of state. The so-called unitary, or
strong central government member states, are much less able to deal successfully with

differences within countries (Horvath 2004).

Fig. 2.: Changes in regional differences between most and least developed regions

Source: Horvath (2004)
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An important precondition of the efficient use of supports is that the transfers help the growth
of private investment rather than crowding it out. If we consider capital investment made by
regional and local authorities as a proportion of total government investment (Fig. 3.), then we
can also see that Greece has the most centralised system, while in Belgium 80-90% of

investments are coordinated at a regional or local level.

Fig. 3.: Capital expenditure by regional and local authorities (1995-2004)
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The basic principle of additionality, as described in the case of programmes supported in the
Objective 1. framework, is that member states agree with Brussels beforehand on the level of
nationally provided common finance, which in general should not be lower than that achieved
in the period preceding the supports. The external examinations carried out after the 1994-99
and the 2000-2006 periods showed that this was not achieved everywhere (EC 2004:100).
The performance of The Netherlands and Sweden was, however, outstanding (see Fig 4.).
Midelfart-Knarvik and Overman (2002) however, show that there is clear evidence from the
supports directed to the processing industry that a higher level of EU support is accompanied

by lower state support, while a lower level attracts a higher level of state support.
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Fig 4.: Compliance with the principle of additionality for Objective 1

Ex- post Ex-ante Mid-term
1994/1999 2000/2006 2000/2002
1) (2) (3)
Belgium 118 98 117
Germany SO 93 S8
Greece 124 146 139
Spain 08 101 104
France 120 105 99
Irveland 166 200 189
Italy 80 104 08
Netherlands 124 231 253
Austria 136 103 103
Portugal 118 116 119
Finland 127 108 110
Sweden 114 249 264
UK na na n'a
Notes: Indices for annual averages of national public eligible

expenditures
(1) Ex-post 1994/1999 compared with ex-ante 1994/99,
(2) Ex-ante 2000/2006 compared with ex-post 1994/99_

(3) Ex-post 2000/2002 compared to ex-post 199499
Source: EC (2004:100)

In the analysis of the following basic principles the informal institutional system of the
member states is compared with various indicators of regional policy. These include the
effectiveness of programming and the absorption capacity which can be measured against the
quality of state regulation according to the World Bank’s Government Effectiveness Index™.
These indicators (see Fig. 5.) show very well the advantage enjoyed by Scandinavian nations
over Mediterranean nations; the highest values are found in Denmark, Finland, Sweden and

Holland, while the list is closed by Italy and Greece.

' This index gives a numerical value for bureaucratic expertise and the quality of public services, based on data
collected from 30 separate databases by the Worldwide Governance Indicators project.
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Fig. 5.: Government Efficiency (2008)
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Source: Kaufmann et al. (2009) (produced from databases found on the World Bank homepage™)

15 http://info.worldbank.org/governance/wgi/index.asp
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Other studies comes to the same conclusions. Van de Walle’s (2005) study is not limited to
any one particular index, but extends to the results of studies carried out by the World Bank,
the European Central Bank, the World Economic Forum and the Institute for Management
Development, and comes to the same conclusions. It is clear from Table 1. that there is a well-

performing Scandinavian group and a poorly performing Mediterranean group.

Table 1: Analysis of the differing findings from various indexes on the performance of public
administration, comparison of rankings in EU-15 countries

ECB - Public Sector ! ECB - Public Sector ! WB - Government ! WEF -Public ¢ IMD - Government
Performance Efficiency + Effectiveness : Instiutions Index : Efficiency
(aduunistration) § (adnuwmistration) 3 :
2000score i 2000score . 2004 score +  2003-2004 score & 2004 score
AT 121 @ i 12 O : 17 M : 583 8 1§ 69.06 )
E| o3 ap § os4 a3 i 1m @ o541 ) P amM 4y
DE( 102 ® i 10 » : 138 (an : 610 @ : 5022 (1)
DK| 116 @ i 086 @ i 215 M i 656 W i 7740 Q)
ES| 077 QO i 097 ® 129 (@) i 528 @3 i 60 (@
FI | 126 1B 3 122 (1 206 3 i 652 2 1 7762 (1)
FR[ 072 @2 § 061 (4 : 142  (10) ! 55  (10) ! 4480 (12
GR| 060 (13) &+ 079 11y : 074 19 4N (14) 1 3799 (14)
E| 106 ® i 110 G) : 148 ©) i 546 QD i 69,07 @
IT| 052 (15 054 (15) : 0738 (15) ¢ 456 (15) § 2541 (15)
LU| 105 M i o110 @G : 208 @ i 59 M PN @
NL| 116 @ i 09 ® i 200 @ i 60 () § 5909 (8)
PT| 0,54 (19 : 074 (12) : 092 13) i 55 ¢) * 5184 (10
SE| 116 @ i 081 (10) i 192 & | 628 3) & 6412 (6)
UK| 100 © i 094 M i 185 ® i 601 ©® i 5306 (9

Source: Van de Walle (2005:24)

Limiting their examination to the institutions of the social systems Bakacs and Borko (2006)
establish a ranking for the competitiveness of the Scandinavian and Mediterranean models,
compared to the Continental and Anglo-Saxon models, and here the Scandinavian model is
first and the Mediterranean model last (for the bureaucracy and the political clientism of the
southern states see Sotiropoulos 2004).

According to the concept of partnership expressed in the EU’s decrees, one of the keys
to the efficient and transparent use of supports is that during the planning stage the interests of
local, regional, sectoral and social groups should be taken into account to the maximum
extent, because on this basis the various actors will be able to claim and use the sources
available. In the context of the principle of partnership in the process of social agreement an
important role is also played by communication and by the publication of the details of the

structural funds.
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The question arises, however, whether the relationships are built on the basis on the
Putnam style mutual offers of help and mutually shared information, or whether the groupings
are formed in the Olson style, based on bonds formed to represent group interests, rent-
seeking behaviour and lobby interests. From this perspective we can also examine the general
levels of social trust and the corruption indexes in the old EU member states. In the LSE PS'’s
(2007) study on social capital a ranking was established with Scandinavian-Mediterranean
poles at each end of the scale (Fig. 6.), to show the results obtained from the Special

Eurobarometer questionnaire. The results are similar as mentioned above.

Fig. 6.: Generalised (social) trust in international comparison
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The appearance of corruption can also be compared using the World Bank’s Worldwide
Governance Indicator which examines to what extent the public sector uses its power to
achieve personal ends, and here the higher values represent the cleaner, less corrupt countries
(Fig. 7.). Finally, we demonstrate the negative relationship between the inequality within
countries and the level of trust between individuals, (Fig. 8.), where, once again, the

Scandinavian communities stand out.
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As we can see, Nordic countries (together with The Netherlands) consistently show
the best results. They are socially richer, seem more equal, enjoy lower levels of corruption,

good governance and a high quality of democracy.

Fig. 7.: Levels of corruption in different models (2005)
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Source: Bakacs — Borko (2006:17) on the basis of the Transparency International CPI (Corruption Perception
Indices).

Fig. 8.: Trust and inequality
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The question arises whether the high level of social capital generally produces these positive
factors and thus the more efficient use of supports, or whether the Scandinavians only appear
as exceptions , which means that a high level of social capital is so closely linked to Nordic
culture that it cannot be copied and repeated elsewhere. The question then, is whether there
exists a Nordic model which can be copied as good practice, or whether this phenomenon is
linked to Nordic culture, which is historically determined and thus is unlikely to be easily
transferred to others.

It is difficult to deny the more pessimistic version. According to Putnam et al (2003)
social capital changes relatively slowly and it is difficult to change it with concrete political
measures, although attempts have been made (see TARKI 2005). On the other hand, by
examining culture we can arrive at an understanding of the present state of institutions, and of
the practical activities carried out and it is evident that here too changes are occurring; it is
enough to refer here to the processes and changes of Europeanization in the new member
states. From this perspective it seems that at least something can be learned from the Nordic
experience, for example, how the links between the civil sphere and the state are
institutionalised and how they take shape in concrete development tasks to maximise the
effects of good government; and how society takes part in the day to day business of
formulating special policy and government.

In any case it is necessary to conduct a deeper analysis into how is it possible that
those who are the least needy can use the development funds most efficiently, while those

who are in real need do not fulfil the preconditions for efficiency.
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