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REGIONAL CONVERGENCE AND THE FUTURE OF COHESION PoLICIES IN THE Eu?

SUMMARY

Persistent economic and social development rities among Member States cast dot
on the link between nominal and real convergencthénEU. The EMU crisis has exacerbeg
diverging external imbalances among countries. Tias challenged the view that competitiver
differentials can be reducdtrough adjustments efficient capital and labour markets, whe
working produce the opposite result. Regional disipa are persistent in the EU replicating ¢
lower territorial scale (and sometimes to a highdent) national macroeconomic imbeces.

Although this evidence would suggest to exploit gtabilization role olcommon fiscal
policies, the issue is far from being includedhia European policy agenda. Furthermore, the f
of Cohesion Policy (CP) is under question but svdsizingor, even worse, dismissal would
detrimental. CP has in fact proved to act as theuengrowtl-friendly federely-financed European
policy. EuropeanCP has provided a decisive investment leveragehénpersistent situation
depressed aggregate demadowever, this merit also mirrors the main limibat of CPs: the lac
of additionality of CPs’ resources that substitutather than complementing ording
macroeconomic policies within the discipl-oriented EU fiscal framework

As we will argue belowboth short- and longan macroeconomic outcomes at the regic
level depend on the interaction among regionalionat and supr-national facors acting in a
multi-scalar territorial frameworkSome of these factors are independeam the implementeon
of CP. As a consequencthe current design of CP cannot counterbalaneedivergence force
activated by structural competitive asymmetrieEW-15 less advanced regiorparticularly in the
EMU. On he other hand, new Member Sti seem to benefirdm those asymmetries amplified
the European economic general governance. In thiation, CPseems tcproduce a “selective”
regional convergence pattern, not allowing-15 less developed regionstake full advantage of
its implementation and ultiadely hampering the effectiveness of CP.

This paper providepreliminary remarks ansuggestionsn the attempt to contribute the
forthcoming debate on the reform of Cin our opinion, EU regional policies should
strengthened in the future in tworections. First, we highlighthe needfor CPs’ internal
improvements in order to: maintain or even increase the rerces alloceed to less developed
regions; ii) simplify proceduresand the wider architecture of the polidy) define a strategic,
recognizable and identifiableission oriented tnew generationsSecondl, we stress that CPs
should be part of a general European economic gamee that inclucs regional convergence
among its general objectiveln this perspectivein our opinion, thefuture agenda of CPs should
include three priorities: iv) @olden rulefor strategic public investments) an adequate fiscal
compensation system tocompensa the Italian Mezzogiorno and other E-15 less developed
regions for the competitiveisadvantges causedby tax dumping and othenational structural
imbalancegarticularly within the Eurozor; vi) rebalancingcurrent Union geopolitical sups by
prioritizing EU’s Mediterranearpolicies, going well beyondhigration flows managemepolicies
which also need to overcome their current probl.

The design of CBhould be reconsidered witfa broadeframework ofEuropean economic
policies. This is needed in order to make CPs mconvenient forboth net recipient aninet
contributor Member States. B will return to CPs their original mission of drecing disparitie:
between the levels of development of the variougiores and the backwardness of the I
favoured regions».

' A SviMez Paper prepared by Adriano Giannola (presidente@saith Carmelo Petragl
(carmelo.petraglia@unibas.it) and Giuseppe L.C.v&mano (g.provenzano@svimez.iat the request of Andrea
Cozzolino, Vice Chair of the European Parliamenm@uttee on Regional Developm.
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1. REGIONAL DISPARITIES IN THE EU: EcoNnoMIC DEVELOPMENT , COMPETITIVENESS

This section usemost receniEU regional data in order texplore th: most significant
common features andariations within the group of EU less developedjioes (i.e., the
“periphery”) in terms ofrecent trends occurred economic developmenturrert regional social
development differentials; arcirrentcompetitiveness regional differentialsigures are based on
SVIMEZ (2016) elaborationsn official Europeardata.

Economic development

Table 1 shows GDIPer capitegrowth rates in EU countries for tipee-crisis years (2001-
2007) and duringhe great depression (2(-2014). National dta are disaggregated fless and
more developed regiortd eachMember State. The same disaggrega#ipplies to average values
of EU-28 countries, EU5 (oldest) an EU-13 (new) Member States anfthally, for countries
inside/outside the Eurozonéess and more developed regions are identified rdotgp to the
Decision of the European Commission setting outligteof regions eligible for funding from tt
European Rgional Development Fund and the European Sociad Fand of Member Stat
eligible for funding from the Cohesion Fund for theriod 201-2020 (notified under docume
C(2014) 974).

EU-28 average reveal quite evident process of regional convergefrom the beginning of
the 2000s. Indeed, GDPer capitahas grown faster in less developed regions thamanme
developed ones in the peesis years (46.3% vs 29, as well as during the crisi1l2.5% vs 4.5%).
The evidence of regional convergel in the pre-crisis years is also refgal and interpreted as an
outcome of European CHa the €" Report on economic, social, territorial cohesby the
European Commissiohdntil the crisis in 2008, disparities between remad economies in the EU
were shrinkingln 2000, average GDP per head in the most devel@®8d of regions was abo
3.5 higher than that in the least developed 20%2838, the difference had narrowed to 2.8 tin
This was mainly due to the regions with the lov&3P per head growing fastthan average and
catching up with the more prosperous ones. Howetler, crisis seems to have brought -
tendency to an end and between 2008 and 2011,algtlisparities widened. Regional disparit
have widened during the last few years because economic crisis has affected regic
differentially. Some regions have beenseverely, others hardly at alllEuropean Commissio
2014: 3).

However,Table 1 shows significant variations across les®ld@ed regior. As a matter of
fact, differences amornigss developed regions belongincgnew (EU43) and old (IlU-15) Member
States are noticeablEconomic developmerhas proceeded ire$s developeregions of Eastern
Europe at substantialligigher rates thain those belonging to EW5 countries well kfore the
onset of the crisis. In 20007 GDP per capita grew by 56.4% IinUEL3 weak regions as
compared to 31.4% in EW5 ones. During the cris the rise in GDPper capitahalted in EU-15
weak regions (declining by 1.3%while it continued in EasterBuropean weak regions (+20.4
The 2000s have been characterized by relevant cekangerms of economic development ge
achieved within the “periphery’Mediterranean weak regiomd Portugal, Greece, Spain and It
have lost ground as comparéd their Eastern peerghe latter having experienced relev
advantages from the Europeienlargements started in 200As a consequence, ' overall
Europeanregional convergence proceshould be considered as the mesult of twoopposite
trends observed wiin the “periphery: the economic decline of Mediterranean regiand the
sustaineaceconomic development of Eastern coun.



Table 1. GDP per capita (PPP based) growth rates i2001-2014 (cumulative % var.)(a)

Countries Regions 2001~ 2008-  2001- o ies Region: 2001~ 2008-  2001-
2007 2014 2014 2007 2014 2014
EU 28
countries More dev. 290 45 34.9 EU 13 Moredev 69.0 13.7 92.1
Less dev. 46.3 125 64.6 Less de\ 56.4 20.4 88.3
Total 31.8 6.0 39.7 Total 59.3 18.8 89.2
Euro Area 18 More dev. 28.3 2.0 30.8 Euro Area Mordev 64.0 6.7 75.0
Less dev. 38.8 2.3 42.0 Less de\ 77.0 15.5 104.3
Total 29.8 2.0 32.4 Total 70.2 11.1 89.0
Non Euro Area More dev. 304 2.7 34.0 Cyprus Mordev 43.3 -13.2 24.4
Less dev. 51.1 194 80.4 Estonia Less de\ 110.7 18.1 148.8
Total 36.0 7.7 46.5 Latvia Less de\ 116.9 13.6 146.5
EU 15 More dev. 276 4.1 32.9 Slovenia Mordev 48.1 -1.5 459
Less dev. 31.4 -1.3 29.6 Less de\ 39.7 2.7 43.5
Total 27.9 3.7 32.7 Total 44.6 0.2 44.9
Austria More dev. 25.0 121 40.1 Slovakia Mordev 95.7 24.6 143.8
Belgium More dev. 209 93 32.1 Less de\ 73.8 205 1094
Germany More dev. 28.9 13.8 46.7 Total 83.9 225 1253
Denmark More dev. 20.9 10.0 32.9 Non Euro Area Mooev 73.2 19.2 106.4
Greece More dev. 41.4 -155 19.5 Less de\ 535 21.2 86.1
Less dev. 35.7 -17.3 12.2 Total 56.6 20.9 89.2
Total 379 -16.6 15.0 Bulgaria Less de\ 80.3 19.0 1144
Spain More dev. 39.3 56 31.5 Czech Republic Modev 69.1 1.1 70.9
Less dev. 49.2 -34 44 .2 Less de\ 47.1 8.9 60.1
Total 39.8 55 32.1 Total 52.4 6.8 62.7
Finland More dev. 30.7 1.0 32.0 Croatia Less de\ 64.4 1.6 67.0
France More dev. 216 45 27.0 Hungary Mordev 61.1 13.0 82.1
Less dev. 37.0 14.6 56.9 Less de\ 38.0 20.7 66.5
Total 24.2 6.4 32.1 Total 43.5 18.6 70.3
Ireland More dev. 48,5 -4.0 42.6 Lithuania Less de\ 105.3 32.1 171.1
Italy More dev. 164 -2.1 14.0 Poland Mordev 50.4 40.6 111.3
Less dev. 17.7 -4.1 12.9 Less de\ 47.5 32.7 95.7
Total 166 -24 13.8 Total 47.8 335 97.3
Luxembourg More dev. 36.7 8.8 48.7 Romania Morgev  131.2 41.3 226.6
Netherlands More dev. 305 2.0 33.1 Less de\ 65.1 225 102.4
Portugal More dev. 366 04 37.1 Total 76.1 26.6 123.0
Less dev. 342 6.2 42.6
Total 35.2 3.8 40.4
Sweden Comp 284 1.9 30.9
UK Comp 282 -0.2 28.0
Less dev. 343 -1.7 32.0
Total 284 -0.2 28.2

(a) Less and more developed regions are identifiedrdow to the Decision of the European Commission setbiui
the list of regions eligible for funding from thau®pean Regional Development Fund and the Eurofearal Func
and of Member States eligible for funding from ehesion Fund for the period 2(-2020 (notified under docume

C(2014) 974).

Source:SVIMEZ Report, 2016




Social development

So far we havedealt with recent regionatrends of economic developmein the EU,
pointing to theradical variationswithin the group ofless developed regiol Current EU regional
differentials in social development as measurethkyst-called regional ELSocial Progress Index
(SPI) can stimulateufther interestinconsideratiorfs

The SPI measuresocial progressat theregional level in the EU as a complemeo
traditional measures of economic prog in order to show “inclusive” grow. As it is intended to
complement(not to substituteeconomic measures of developmeihtleavesout of the picture
indicatorssuch as GDP, income «employment, which are natsed in the computation of tl
index. By excludingeconomic indicators, the SPI cbe used to studthe relationshigbetween
economicdevelopment (measured for example by GDP per Qagitd soci¢ development. The
SPI iscomputed by aggregatir50 indicdors (primarily from Eurostat) thare aimed to capture
three dimensions of social progresBasic Human NeedsFoundations of Wellbeir, and
Opportunity Each of the three dimensions incls four components anégeh component iin turn
measured using severaddicators The four components included Basic Human Nee are:
nutrition and basic carewater and sanitation; shelteand personal safetyFoundations of
Wellbeinginclude access to basic knowledge; access to ICT; healthwelness; and ecosystem
sustainability.Opportunityincludes: personal rights; personal freedom andcehdolerance an
inclusion; and access to advanced educ

Regional EU SPI figureare usefufor territorial comparisons wittwo different aims. First,
they allow tomeasure EU regional disjities from a social perspective (rather than a Igt
economic one) bgomparing SPI scores obtained by more developednt with those obtained
by less developed one&econd,this framework allows to rank regions in termf social
development regions with similar levels of econodewelopmer.

Table 2 reportsSPI scores at the overall and dimension ley(Basic Human Needs
Foundations of Wellbeingand Opportunity. All scores arebased on a -100 scale. Not
surprisingl, social progress top performing regions are theagl the highest GDP. Overa
European regions generally perform betteiBasic Human Needshan on Foundations of
WellbeingandOpportunity High regional variations can be observed fortladl three onsidered
dimensions Opportunityseemso showthe lowest level of performance and the most sicgmit
regional differences.

Social developmentifferences are relevant at the regional | in the EL. At the EU-28
level, lessdeveloped regions’ SPI o\all score is 54.%vs about 70 in more advancregions). The
gap is most noticeable in tligasic Human Nee (63.6 vs 82.4) an®pportunily (45.1 vs 62.8)
than inFoundations of Wellbeir (55.8 vs 65). On average, regioddference are (still significant
but) less intense in the Eurozothan outside. In the noeudro area the regional SPI gap widens
the combined effect of a higher SPI score of moreaaced regions72 vs69 in theEurozone), and
a lower SPI score of less developed regi(53.2 vs 57.1 in the Eurozond.ooking at the three
dimensions of social developmeit seems that the better condition of Eurozone leseldped
regions is due to higher standardBasic Human Needban inpeer regionoutside the Eurozone.

2 TheEU Regional Social Progress Incis a threeyear joint project of the European Commission (DBGR0), Social
Progress Imperative and Orkes(Basque Institute of Competitiveness). The SRiniis to help regions to prioriti
issues they want to address with their cohesioityp@rogrammes and to identify peers from whom theyld learn
Moreover, it can serve as well as a sounding bfar the EU executive to assess whether its poliaespmogramme
address the right issues in the right places. Kinilallows DG REGIO to make a contribution tecetbeyond GD}
debate.
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Table 2.EU regional Social Progress | ndex (SPI) (a)

Founda Founda
. ' Basic tions Oppor- . . Basic tions Oppor-
Countries Regions SPlI Human  of tunity Countries Regions SPI  Human of tunity
Need: Wellbe Needs Wellbe
ing ing
EU 28 More dev. 69.8 824 65.0 62.8 EU 13 More dev. 59.6 66.4 58.5 54.2
Less dev. 545 636 55.8 45.1 Lessdev. 531 60.3 55.0 44.9
Total 64.9 76.4 62.1 57.1 Total 53.9 61.0 554 46.0
Euro Area18 Moredev. 69.0 827 646  60.8 (El\‘fl{/los?rea More dev. 623 718 613 544
Less dev. 57.1 706 57.7 44.7 Lessdev. 575 66.4 60.4 46.9
Total 67.1 80.8 63.5 58.3 Total 50.1 68.2 60.7 49.4
Eroe“aE“ro More dev. 72.0 819 663 684  Cyprus More dev. 57.3  69.4 525  50.8
Less dev. 53.2 605 54.6 45.3 Estonia Less dev. 63.0 65.6 67.1 56.6
Total 62.1 70.6 60.1 56.2 Latvia Less dev. 531 55.0 55.5 48.9
EU 15 More dev. 70.3 832 65.3 63.2 Slovenia More dev. 68.3 77.6 68.0 59.8
Less dev. 578 716 57.7 45.6 Lessdev. 639 77:4 64.4 51.1
Total 68.7 81.7 64.4 61.0 Total 66.1 775 66.2 55.5
Austria More dev. 71.3 865 65.1 63.3 Slovakia More dev. 61,2 68:3 63:4 52.6
Belgium More dev. 69.6 82.1 63.6 63.9 Less dev. 55,1 66.8 58.5 41:5
Germany More dev. 70.9 8.0 66.4 62.2 Total 56,€ 67.1 59.7 44.3
Denmark More dev. 79.8 874 729 795 ?'Nol\r/‘lSE)”ro A2 poredev. 575 624 564  54.0
Greece More dev. 548 706 52.8 43.0 Lessdev. 525 59.5 54.2 44.6
Less dev. 55,5 69.7 54.7 43.7 Total 52.9 59.7 54.4 454
Total 55.3 699 54.2 43.5 Bulgaria Less dev. 43.3 46.9 48.9 35.0
Spain More dev. 66.0 798 632  56.0 Eiﬁﬁﬁnc More dev. 644 739 603 595
Less dev. 63.1 79.8 58.3 52.8 Lessdev. 581 72.6 59.1 46.9
Total 65.8 798 62.8 55.8 Total 59.7 72.8 59.2 48.5
Finland More dev. 79.3 846 73.6 79.9 Croatia Less dev. 53.6 68.7 56.5 38.0
France More dev. 67.5 822 63.9 57.5 Hungary More dev. 580 65.3 57.2 51.9
Less dev. 62.0 74.0 70.0 44.4 Lessdev. 539 64.5 53.2 44.8
Total 66.1 8C.1 65.4 54.2 Total 545 64.6 53.8 45.8
Ireland More dev. 705 787 71.7 61.6 Lithuania Less dev. 57.6 58.2 61.3 53.4
Italy More dev. 59.7 769 56.2 48.0 Poland More dev. 56.6 58.4 57.1 54.3
Less dev. 50.8 64.2 51.8 38.0 Lessdev. 556 60.8 57.4 48.9
Total 57.2 73.4 55.0 45.2 Total 55.6 60.7 57.4 49.2
Luxembourg More dev. 714 822 67.0 65.7 Romania More dev. 51.1 52.0 50.9 50.2
Netherlands More dev. 77.6 897 70.0 73.7 Lessdev. 451 47.2 46.3 41.7
Portugal More dev. 60.0 74.1 57.6 49.8 Total 458 47.8 46.9 42.8
Less dev. 574 732 52.4 48.1
Total 58.3 735 54.1 48.7
Sweden Comp 78.2 8S.1 68.8 77.4
UK Comp 71.1 81.8 66.0 66.0
Less dev. 70.4 829 65.3 63.9
Total 71.0 819 65.9 65.8

(a) Less and more developed regions are identifiedrdowp to he Decision of the European Commission setting
the list of regions eligible for funding from thei®pean Regional Development Fund and the EuroBearal Func
and of Member States eligible for funding from ehesion Fund for the period 2(-2020 notified under document
C(2014) 974).

Source SVIMEZ Report, 2016.

How does lItaly perform in this ranking? Italian raadeveloped regions (.7) are well
below the EU-28 and EW5 averages (69.8 and 70.3 respectively). Theyheravorst performe
(with the exception of Greece) among peer regions. Suadgerformance is largely due to tF
deficit in Opportunity(48 vs average value of 63.2 in -15 countries).Within the Italian econo
it clearly emerges the “Mezzogiorno gap”. It iseir@sting to ndce that such a gap is largely due
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the worse performance in the dimensiorBasic Human Need$4.2 vs 7@). Howeve, the most
striking aspect to stress here is that the SPladivecore of Italian less developed regions.8) is
the lowest among peer ELl5 regions (5.8) and below the average score of-13 peer regions
(53.1).

Competitiveness

Additional relevant information on curreEU regional differentials pertain ttidiosyncratic
capabilities of territories to compete in internall markets. The European Commission
developed hie Regional Competitiveness Inc (RCI) to improve the understanding of territol
competitiveness at the regional le in the EU (Annoni and Dijkstr&013). The RCI issuitable for
comparisons in this field as goints tc strengths and weaknesses of each of the EU NU
regions. The eleven pillarof the RCI describe both inputs and outputs of territor
competitivenessgrouped into three sets describiBasic Efficiency and Innovative factors of
competitivenessThe RCI framework isalso useful for its suitabilityo captureboth short- and
long-term competitiveapabilities oterritories.

The Basicpillars represent the basic driverscompetitiveness foall economie, regardless
their initial level of e€onomic developme, and include the followir factors: quality of
institutions; macro-economistability; infrastructur; health; and the wglity of primary and
secondary education. Despiteing important for all econom, all these pillars are most irortant
for less developed regions.

The Efficiency pillars arethe following: higher education andelong learning; labour
market efficiency; and marketzs. All these factors are crucial for economthat have already
undertaken their development f.

The Innovation pillars include: technological readinessudgmness sophistication; and
innovation. This group plays a more important rade ihtermediate and especially for higl
developed regions& order to maintain their (already high) compeéne:s levels

The RCI framework provides information for useful comparisons fromotwnain
perspectives. Firsit is able to demonstrate that territorial competihess as a strong regional
dimension, thusproviding additional insights with resgt to the well-known national
competitivenesgmbalances diviing the core from the peripheoy the Unior. Second, it allows to
measure in more detadompetitive asymmetriewithin the peripherythus complementing the
information on economic development trendeady shown in Table 1.

Table 3 reports overall RCI scs and the three suhdexes for theBasic Efficiencyand
Innovationgroups of pillaran the periphery of the Eli.e., the group of less developed regic
eligible for funding in the 2012020programmingperiod). The EU average is set tcThe Table
report the RCI scores and the corresponding ror each of the 17 countri¢hat includes less
developed regions (countries iranked in a descending ordeacording to their scor). The above
mentoned competitive asymmetries clearly emer

The overall RCI rankinginderline the substantial gap suffered from -15 less developed
regions.Eastern countries are at the top of the rankOverall, such a competitive advance
Eastern economies care considered a likely explanation for the difféiztied the economic
development performae shown in Table IThis correlation is at the core of ongoing empir
research (Balli et al. 2016).

Among the three dimensions of competitivel, the Basicfadors are characterized by t
highest variability. Thesera the most relevant factcfor less developed regic (including quality
of institutions; macraconomic stability; infrastructure; health; and tpeality of primary anc



secondary education), thamplifying the observed competitive asymmetidifferences in term
of EfficiencyandIinnovationare also importa but less intense.

Table 3.EU less developed regions Regional Competitiveness I ndex (RCI) and Basic, Efficiency and Innovation
Pillars (EU =0) (a)

Basic Efficiency Innovatior RCI
Countries . ) ] ]
Index  Ranking Index  Ranking Index Rankin¢ Index  Ranking
UK 0.11 2 -0.06 1 -0.13 2 -0.02 1
Estonia 045 1 -0.62 4 -0.07 1 -0.18 2
Slovenia -0.15 3 -0.16 2 -0.45 3 -0.21 3
Czech Republic -0.25 5 -0.35 3 —-0.65 6 -0.38 4
Portugal -0.45 8 —-0.63 5 —-0.88 13 -0.62 5
Poland -042 7 -0.70 6 -1.00 14 -0.65 6
Hungary -0.67 12 -0.73 7 -0.82 11 -0.72 7
Slovakia -054 9 -0.81 9 -0.82 10 -0.73 8
Croathia -0.63 11 -0.94 10 -0.65 5 -0.79 9
Spain -0.24 4 -1.16 15 —-0.86 12 -0.81 10
Lithuania -0.94 14 -0.80 8 —-0.68 7 -0.82 11
Latvia -0.68 13 -0.99 11 -0.72 8 -0.84 12
Italy -054 10 -1.11 12 -0.79 9 -0.87 13
France -041 6 -1.41 17 -0.52 4 -0.93 14
Bulgaria -1.37 16 -1.15 14 -1.30 16 -1.25 15
Greece -1.32 15 -1.28 16 -1.14 15 -1.27 16
Romania -153 17 -1.12 13 -1.61 17 -1.33 17

(a) Less developed regions are identified accordintip¢oDecision of the European Commission settingtlogilist of
regions eligible for fuding from the European Regional Development Fundl thie European Social Fund and
Member States eligible for funding from the Cohasieund for the period 20-2020 (notified under docume
C(2014) 974).

Source SVIMEZ Report, 2016.

As for the Mezzogiarg, ltalian less advanced regions (Camp, Puglia, Basilicata,
Calabria and Sicily) occupy only the™ place in the ranking. Scorin®.87 they are just mol
competitive than regions with comparable levelp@f capita income in Franc-0.93), Bulgaria (-
1.25), Greece 1=27) and Romanie-1.33). Two considerations are in order here. |, the lack of
competitiveness imore a national issue than a local cTable 4 shows that only Lombardy stai
close to the EU-28 averagssoring 0.01 and occung the 128 place in the ranking of 272 E
regions. Secondlespite we obsena certain degree of differentiation within the Swaut regions,
they should be regarded a uniquéess developed macregion sharing common problems in-
Basicdimensionof competitivenes (the Mezzogiorno concentrates about 50% of the jatipa of
the EU45 less developed regio. Overall,the Mezzogiorno seems to be trapped in a-level
structural divergence path in Europe. On the oms, his competitiveness stanrd is constrained
by the belonging t@ national economy increasingly less competitivantbther major Europes
economies. On the other hi it suffers from an inner competitive gap from othEU
disadvantaged areadue to its statusof peripheral macro-regionespecially after the Ea
enlargement (SVIMEZ 2016).



Table 4.Italy Regional Competitiveness I ndex (RCI) and Basic, Efficiency and Innovation Pillars (UE=0)

Basic Efficiency Innovatior RCI
Regions ] ] ] ]
Index  Ranking Index  Ranking Index Rankin¢ Index  Ranking
Lombardia -009 139 0.11 111 -0.09 134 0.01 128
Emilia Romagna -23 172 0.09 116 -0.30 155 -0.09 141
Lazio -026 175 -0.16 145 0.03 118 -0.13 143
Auton. Prov. of Trento -Q9 160 -0.04 127 -0.34 161 -0.16 145
Liguria -021 164 -0.12 138 -0.22 150 -0.17 146
Piemonte -av7 155 -0.18 150 -0.25 153 -0.20 152
Friuli Venezia Giulia -@7 178 -0.17 149 -0.27 154 -0.22 157
Veneto -021 166 -0.15 143 -0.46 170 -0.26 158
Toscana -28 180 -0.23 155 -0.32 156 -0.27 160
Umbria -Q30 184 -0.23 154 -0.56 178 -0.34 167
Auton. Prov. of Bolzano -3 171 -0.25 159 -0.61 183 -0.36 173
Marche -036 191 -0.36 172 -0.59 181 -0.42 177
Valle d'Aosta -7 179 -0.34 169 -0.71 197 -0.44 178
Abruzzo -043 200 -0.47 181 -0.73 200 -0.52 187
Molise -049 215 -0.59 193 -0.93 225 -0.64 201
Campania -®0 217 -1.00 224 -0.56 178 -0.76 217
Sardegna -85 220 -1.01 227 -0.68 194 -0.81 222
Basilicata -62 218 -1.02 228 -0.95 226 -0.85 227
Puglia -052 219 -1.14 236 -0.79 207 -0.88 232
Calabria -061 226 -1.11 235 -0.85 214 -0.91 233
Sicilia -058 224 -1.28 246 -0.75 202 -0.96 235

Source SVIMEZ Report, 2016.

2.UNDERSTANDING “SELECTIVE " EU REGIONAL CONVERGENCE

The variability of GDP per head growth re among less developed ions (Table 1) has
produceda “selective” pattern of regional converger in the EU. The marked reduction |
regional disparities occurresincethe beginning of 2000s has belamgely due to the positive
dynamics of new Eastern évhber Stat¢, whereas convergence hast involved EU-15 less
developed regions.

This evidence ofselective” EU regional converger calls formore attentiorto in-depth
analysis of the driving factors of regiorgrowth (SVIMEZ 2015,2016; Petraglia and Pieruc
2016). In particularthe relevaniempirical issue is to disentangle tde#ferent factorsthat have
supported the catching-up &U-13 lagging regions, causing tlodserved variationin growth
performanceswithin the “periphery. In other words, the propemderstandin of the driving
factors of heterogeneous regional growth outcom#smthe EU “periphery should represent the
very important preliminary task to fulfbefore suggesting proposdts the future of EU regional
policies (Balli et al. 2016)We need to uderstand better how the general framework of the
policies(and its weaknesses) affects the level and dynamhiesgional imbalance

CPshave produced different impacts in regions duehtir different degree of local ar
national capabilities to impment effective and timely policic Cohesionis the main EU-wide
policy that continues to play the fundamental ribleas had since its establishrr. It has been a
key tool not only for reducing development giof EasternEuropean regiol, but it also proved to
be decisive to sustain the economy through investsnat micro levs, also during the econom
and financial crisisin particular in areas where national investmenasilal lack or be insufficier
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The analysis of the different factors leadCPs to deliver different results in different terres
deserve much attention as regions share differagregs of “local” institutional quali,
entrepreneurshipnnovative propensi, and so on.

However, short-and lonerun macroeconomic outcomes tae regional leveshould be
regarded as the result tife interaction among marfactors- both endogenot andexogenougo
regional economiesworking in a muli-scalar territorial frameworkMore importantl, not all of
them can be affected by the irapienting policy instruments within tiframework ofCPs.

We can identify threesets offactors:

- regionspecific factor linked to structural supplgide characteristics of the loc
economies:ssuch as the degree sectorial diversificatiorof economic activitiesthe
availability and accumulation ophysical and human capitakntrepreneurial and
innovativecapabilitie; openness to trade; the qualityletal institution;, and so on;

- national-level macreconomic conditior: “health” of pubic finance, tax systems, labour
cost,employment protectioregulations;

- supra-nationalmacroeconomicconditions supranational fiscalrules; lack of supra-
national tax harmonization; regions in tEurozonevs regions belonging to countri
with nationalcurrency;proximity to growing real markets.

The impactand strength of each of thefactorsdiffer significantly across regions produci
the remarkable asymmetries shown in Ts1-3, affecting regional shagrm resistance to ar
recovery from negate economic shoc, and determining long4n local competitivenesRegion-
specific factors are endogenous to regional ecoes, whereasnacroeconomic national and st-
national conditions are egenousfactors able either to magnify orwwrsen regionl performances
independently from the effodf local private and public act.

Among regionspecific factor, the regional industrial mibjuman capital accumulation a
innovative capabilities are most relevant for maegsons. Productive sectors et different
degrees of sensitivity to adverse macroeconomickshAs a consequer, higher diversification
reduces the concentration of risks linked to adwesectc-specific shocks. For instar,
manufacturing and construction industries are ity more cyclically sensitive than prive
service industries. Regional specialisation in-exporting sectors and public sector services
protect local economies against international enoo@risis.Many empirical studies conclude tl
either productie or trade specializations are an impo factor for regional growi. The
accumulation of human capitahd innovatiorcapabilities (spurrefly public and private resourc
devoted to R&D)are most significant in determining both regionainpetitivenes and enhancing
the regional capability to react and adjust to tiggaexternal shocl. Human capital and
innovation are key drivers of regional economicf@@nance and competitivent.. Furthermore,
more innovation-friendlyregional environmes and higher endowmentd human capital mak
local economies more attractive to foreign direstestmer, especially those linked thigh-value-
added productive activitiesOn the other har, when a territory losehiuman capital as a
consequence of migration of B&d worker:, the consequent highkercal concentration of unskille
workers will attract foreign investors interestacexploiting the advance of low labour ¢

Regionspecific factors are only a part of the stcAs recently recalled by Camagni a
Capello (2015)! Analysis of the impact of macroeconomic constraomtsregional disparities i
something new irthe panorama of regional stud, and it warrants some -depth reflection
focused on theresent crisis perior Macroeconomic trends and poks are likely to genera
asymmetric and differentiateegional impact, especially in periods of financial turmoil ai
sluggish development, fonany reasons.The evidence provided in the previous section ssis
that this argument should appore generally, to thstructural competitive asymmetr that the
European integration process has not been ablesge. These asymmetries were at work v
before the crisisthey have beeamplified by the lack of Eliarmonization of national tax syste
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and by the coexistence &urozonecountries and nationaconomies that have preserved tl
national currencies.

Asymmetric impacts of Austerity

Public finance national imbalances are a -known fact in the EU. Different levels
sovereign debt, andfterent public deficits imphdifferentamounts of public resourcpotentially
available for the nationauppor to economic social and territorial cohesiblence, less developed
regionsbelonging to countries with less “healthy” publiognces suffe from a clearstructural
disadvantage.

A strongevidence of such disadvantage loccurred when the EW5 cohesion countries
Italy, Spain, Pdugal and Greece have been hit by the sovereighaesis.The consequent fiscal
consolidation strategiesmplenmented in these vulnerable economiesolvec drastic cuts in
differentkinds of public investme and other policy instruments aimed at supportisgdivantage
regions. Theaeduction of public expenditure has typically sgen effects on regional econces
relying more on public demand as it is the casgooirer and less productive regioln Italy, fiscal
consolidation policies haargely been financed by cuts in resourcevoted tcregional policies.
thus lessening public support to the Mezzogi (Giannola et al. 20159nd amplifying output an
employment contractions.

Cuts in public investment in the EU periphery ocedrin contrast to policies implement
in other extraEU economies where public investment was usedcasiatercyclical fiscaltimulus.
Figures on the composition of the cuts of publipenditure show a common feature in
countries: government investment has been a printarget for fiscal consolidation in t
periphery. Howeverthis occurred to a different extent among Eluntries. Between 2009 al
2013 public investment collapsed in Gre, Ireland, Spain and Portugab1% in nominal terrm,
fell by -24% in Italy,and remained almost stabl-1%) in other EU15 countries. In the san
period,public investment declined by & in Member States that joined the EU between -2007.

Austerity policies have caused a substantial dowrgsiof interregional redistributio
(through both higher tax burden and cuts in pulebkpenditure in Italy, thus amplifying the
economic downturrin Southern regions. In particu, the share of public gross fixed cap
formation in GDP (including gross fixed capital foation and capital transfers) has declined a
national level from 3.9% to 2% from 2009 and 2014. In the same period tigure collapsed to
0.9% in Southern regions.

As recalledby the European Commissio“The crisis has had a profound impact
national and regional budgetmiting funding availability across all investmeateas. In the El
as a whole, public investmedéclined by 20% in real terms between 2008 and 201&reec,
Spain and Irelandthe decline was around 60%. In the central and esasEuropean countri.
where Cohesion Policy funding is particularly siggant, public investment (measured as gr
fixed capital formation) fell by a third. Without Gegion Polic, investments in the Member Sta
most affected by the crisis would have fallen by aalditional 50%. Cohesion funding n
represents more than 60% of the investment budgéhbase countri€’ (European Commissic
2014: xv).

The Commissiomproperly points tc¢he importance of CPer investmer, missing to notice
that this evidence also showiseir lack of additionality. Additionalityis a prerequisite fi the
effectiveness of CPs. If sucln essential principle of CEs not applie, policies themselves
degenerafe

% «Additionality is one of the principles driving theorkings of tle European Structural and Investment Funds.
principle stipulates that contributions from thenBs must not replace public or equivalent strut¢texpenditure by i
Member State in the regions concerned by this mi@ecIn other words, the financ allocations from the Structur
and Investment Funds may not result in a reduafamational structural expenditure in those regidng should be i
addition to national public spending. The principfeadditionality is verified in Member States we less developed
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Asymmetries in tax and currency syst

Tax rates on labouGapital and corporate income among Member States &ey facto
explaining firms’and investmenlocation choices, ahdifferences in tax rates iny a structural
disadvantage for less developed regions belongingational economies withigh tax burdens.
Hence,the lack of tax harmonization implies a unequal petition among territories willing t
attract resources from abroabh addition, many Eastern economies derive advantages
geographical proximity to major European mark

Furthermoreless developed regions belonging to countries witheé Eurozone suffer fro
extra disadvantages. On the one I, not relying on the shoterm tool of devaluation of tF
national currency hampers their negaishock- recovery capabilitie®©n the other hai, the lack
of fiscal union undermines the optimality of theremcy area not allowing for mechanisms of fis
trarsfers able to mitigate asymmetric shocks typichitiing backward regior more severely.

Asymmetries in tax syster, in labour costsand other exogenous factors to regic
economiescause important regional differences in competitass that leavEuro Mediterranean
regions in a position of structural disadvante

All this gives rise to significant competitive asyratries that may explain the significe
variations in economic development shown in Tak

3. THE NEED 1O REVIVE EUROPEAN CONVERGENCE POLICIES

A comprehensive reform of the European Semesterdessary. The European Seme
should be reshaped in order to integrate the résjumsning from the territories into a wic
dialogue with the European governance. Ther, what currentlyappears as a punitive poli
should be reversed and the infraction and recomatamdpoints should be turned into an age
of priorities for investment in which lo¢, national and European institutions develop synertpe
growth policies.

The CP is omplementary to this list of priorities and it bewes the instrument of ¢
expansive economic policygble to respond to these priori, integrating local and Europe:
issues. The abouwaentioned change would also give a new meanindnéoELropean Serster,
which should be considered as a coordination abnalk fiscal policies in the European context.
presentjt seems rather to have assumed the characterdtesletailed exam of national budg
by the European Commission and the Coy, losing the idea ofoordination and convergence
economic and social issues between Member Statesegions in order to build a more cohes
Union.

Sections 3.1 and 3.2 build upon these general derations in order to preliminary remai
and proposal in the attempt to contribute forthcoming debate on the reform of . Section 3.1
deals withneeded internal improvement of EU . Section 3.2ve take a broader viepointing to
the need to take into account the responsibiliieshe entire framewo of EU policies when
evaluating the strength of regional convergendadénUnion. We will stress that CPs should be

regions cover at least 15 % of the population bseaf the scale of the financial resources allac&tethem. At the
beginning of the programming period, the level gpenditure that the Member State will maintain tigloout the
progranming period is set out in the Partnership Agreenfex ante' verification). The Commission will ifgreach
Member State's compliance with the principle ofiadidality at the mi-term of the programming period, in 2018, ¢
after the end of this period, in 2022».
Sourcehttp://ec.europa.eu/regional_policy/en/policy/whktssary/a/additionalit
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of a general European economic governanceinclude regional convergence amonggeneral
objectives

Overall, eaching this gerral aim would imply substantianodification: of the Fiscal
Compact, going beyond tleairrently allowecmargins of flexibilitywithin existing rule. Proposals
on required amendments d@yond the scope of this paper. How, here we would like t
highlight that the coordination of CP with thEuropean economic governa should be
strengthened in the future in order reactivate an inclusiveand smartgrowth path, to
counterbalance structural imbalar within the EMU, and more generally give legitinacy to the
European project.

3.1. INTERNAL |MPROVEMENTS TO EUROPEAN CP

The best way to defend tICP is to reform it in order to strengthen it. Any wage-down
compromise would weaken the policy and a weak paianore difficult to justify. The limit of
implementation and effectiveness that CP has nm&tert, especially in some regio, need to be
addressed by looking at the objectives to ach

If the main goal is econon, social and territorial convergendbe cohesion policy of th
future must:

a) Maintain or evenincrease the resourc directly allocated to achieve the objective
reducing the disparities ¢d¢ss developed regig, within a federal budget to be strengthened; tl
resources should balded to those th a national and European polioyust provide in order t
reduce internal imbalances;

b) Simplify proceduresand reduce unnecessary bureaucracyprter to improve th
effectiveness and efficienay the implementation of the policy and to redube growing gaj
between citizenand local institutions with the European institas;

c) Simplify the widemrchitecture ofthe policy aimed to accomplish the final objective
inclusive and smart growth following two complementary strategie¥ supportingaccumulation
and economic developmeanc, in general, providing territories witmstitutional and context
conditionssuitable to the developme¢ using policy instrumentnanced by thERDF ii) creating
and preservingequal initial conditions among individui by supportingsocialand human capital
investmentausing policy instrumentfinanced by the ESF

d) Face new thematic challenges with flexibility faational political choice, but as part of
a strategic missiorthat isrecognizabl andidentifiable as we will see belv, a CP “friendly” to
new generations

Recommendations enost recer Commission’s proposals

In the forthcoming months a debate will arise oa teform of CP that we hope will be
broad as possibleyhich in addition to stakeholds, institutions andthe economic and soci
partnership may involve experts and citiz, mainly those living in less developed regions.
paper is a contribution in this direct, on the eve of two crucial institutional ste

* Throughout the years different recommendations deep CP simplification were carried out. For extemnghe Sapi
Report put forward a radical reform oU regional policy, emphasizing the importance afification, concentratior
and the need to apply conditionality (Sapir et24l13).The Report suggested to replace the cohesidnstructura
funds by two new policy instruments: the convergefund ind the restructuring fund. The convergence fundiuksk
had focused on reducing income inequalities pi&ng investment in human and physical capital amstitution
building (including upgrading administrative capgki The restructuring funds shouhad provided financial suppc
for workers displaced by technological change amds-EU competition and globalization. This idea gairedy
limited traction with EU policymakers. Indeed, the idea of a convergence funddatidatch or
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First, as part of the miterm review of themultiannual financial framework (MFF) 20-
2020, the Commission promot a proposal to amend the ealed regulations mnibus
(2016/0282) with two main objectives: simplification and flexiby. It consists of a general p,
the Financial Regulation,nd a second part in which certain sectorial regutat are amend,
including the ERDF (1301/2013) and the General Reigun (1303/2013). It will introduce releva
innovations in CPwhich announce the forthcoming EC” guidelines lfar pos-2020 review.

Secondlythe European Parliament Committee of Regional Adfes currently discussing
report on cohesion policyp be approved before the Cohesion Forum thatbeilheld in late Jul,
with the aim of preparing a position paper for cibe policy dter 2020.

Concerning the changes to CP contained in t-called Omnibustwo limited, but relevant
changes to the ERDF are introdu: removal of restriction to “smabize’ for infrastructure in
tourist and culturalcontext b' increasing the possibiit of intervention beycd 10 million;
introduction ofthematic priority“welcome and migration”’More complex changes are develo|
for General Regulationwhich canbe divided into three main areas: simplificat, financial
instruments and residual opeoats (which do not generate any major problems amed mostly
technical adjustments).

We must highlight the changes in the combinatioficofopean Structural and Investm
Funds (ESI Funds) and European Fund for Strategiestments (EFS, even for theproblematic
aspects related to them. FirMember tates can contribute to EIB &ncial products as part
EFSI up to a maximum of 25%r each year. The main issigthat the ESI contribution wou
cover the “first loss” This means that the greateart of the risk would be covered by I, while
EIB would cover tle lowest risk level. In this conte, the EIB does not lose its AAA credit rati
and would not risk its capital. Direct investmefitanced with Cl, conversel, would be seriously
reduced.As for the combination between tIESI Funds and EFSI there are si controversial
aspectsin relation to the fact that the management isustdd to the EIB. Furthermg, it has been
introduced a dispensation to the general regulatiomprocuremel, to entrust (by direct steps)
the EIB or any other bank or public financial ingiion (in the case of the lItalian CD
implementation tasks of financial instruments mageombination of ESI and EFSI fun

What emerges from these changes is a trengradual ‘Slippin¢” of the CP towards
financial engineering tools that reduce the impafctlirect public investmer, which mainly in
certain areas such as Southern , are to date the only lever activated to enable ape
investment, while maintaining high capacity to generate income and employi

It is vital to establiska virtuous coordination between the funds of thieeston policy an
the financial instrumenfsbut must be the latter to assume among its grovigjlectives the
reduction of regional disparitieand not the first to be absorbed. This is not tlay W revive
public investment in Europeafter the dramatic collapse caused by the , and to develop the lin
between the cohesion policy and the overall ecoogovernance that wstrongly support

A Cohesion Policyfriendly’ to the new generations

More broadlythe cohesion policy needs to find a mission po202@ne of the reasons {
the weakening of the cohesion policy is the didpar®f its strategic objectiv, the lack of a
strategic mission thagnables an alliance of beneficiaries and the retognof the expecte
results. Todayand certainly for thaftermath of 2020we believe that this basic mission could I
to a cohesion paly closer to new generatic.

The essential and unifying result of the, and its greatest contribution to the preserva
of the European project must be creation of new quality jobs for young Europe. Furthermore,
Young Europeans should be involved in the manageraeérroheson policy through specifi
instruments such as akrfasmus project between the administrations of sigin” in order to create
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a new generation ofcbhesion directo”, as a prerequisite of a general and sustained ireprent
of administrative capacity.

In this way,the cohesion policmay gaina newer and deeper legitimateness, more
generally, it can legitimate European polic, returning to be,as describedin Tony Judt
masterpiece (2005), thembst influential lever available to the Union fdmet pusuit of its
purposes”. A task, howevehat the C|, as renewed and strengtheneahnot perform alon

3.2. CP5 AND THE LINK WITH MACROECONOMIC POLICIES

Section 3.1 has dealt withe implementation of CPsuggesting improvements to mait
more effective and efficienRProvided thaall factors discussed in section 2 contributeregional
macroeconomic outcomebgre we takea broader view and argue th@Fs’ main objective of
reducing regional disparitiamay be hampered kmore general (external) 1sons linked to the
stance of European policie&ccordingly, the debate on the determinants of regional conveg
and the discussion on the effectivenessCPs in differentregions should be enriched by f
consideration of all the key regional growtactors mentioned in section In other words, we
would like to draw attention othe need to take into account thesponsibilities of the enti
framework of EU policies tevaluae the strengtlof regional convergence in the Un. We would
like to stress that if CPwill not be part of a generd&uropean economic governance that ¢
include regional convergence amonggeneral objectiveghen it is likely that regional imbalanc
shown in section 2 will widen.

Since the principle of free circulati of goods has been introduced in the Single Me
(Treaty of Rome, 1957Furopean economies have experienced anepth economic integratic
process. Thirty years later the Treaty of R, the abolishment of all restrictions to free movets:
of peopleand capital among the twelve countries belongintheoEU in 1987 was the key st
towards the present Union (European Single, 1987).The EMU in 1999 and the circulation
the Eiuro in 2002 represent the most recent achievenoéiiiaropean integratn.

The objectives to be achieved by Single Market and the EMU were clearly stated in
art. 2 of the Treaty of Rome asende by the Treaty of AmsterdarntiThe Community shall hav
as its task,by establishing a common market and an economic randdary union and by
implementing common policies or activities refertedn Articles 3 and g, to promote throughot
the Community a harmoniousalanced and sustainable development of econonimtaes, a high
level of employment and of social proten, equality between men and wor, sustainable and
non-inflationary growth,a high degree of competitiveness and convergencescohomic
performancea high level of protection and improvement of theldy of the environme, the
raising of the standardf living and quality of lif, and economic and social cohesion and solide
among member statesAnd the intention to reduc“the differences existing between the vari
regions and by mitigating the backwardness of thes ffavoured” was matched byhe
implementation of dedicated European rnal policies since the mid-197@sth the institution of
the ERDF.

However, sixtyyears afte the Treaty of Rome, thirty yemafter the Single European #
and fifteen years &dr the launch of thEMU, regional macroeconomiayell-being and social
welfare imbalances are still substar, thus testifying that the benefits of closer ecoro
integration have been unevenly distributed acroesmbkr States and regic

EU regional policy has been in a continustate of reform since the 19¢ partly due to the
need for more intensive regional aid caused byincreasen regional imbalances linked to E
enlargementsThe most recent contributicto the debaten the future olEU CP is the Barca
Report (Barca 2009). The mainsuggestion of the Report to EU polioyakersis to focus on a
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“place-baseddevelopment strategy” targeting specific econommd agocial challeres in actual
places rather thamocusing on financial flows to regions created tbe express ppose of
receiving aid. Controversiallfhe Barca Report also asked whether theshould really seek to
achieve income per heacbnvergence between member states and re (Hodson 2012).
Convergence, the report arguéks neither a necessary nor a scignt condition for achieving th
efficiency and the social inclusicobjectives of cohesion policy and should not bel asea pccy
target” (Barca 2009: xiv).

While acknowledging that the objective of the caigemce in GDP per capita is r
necessarily a good indicatoempirical evidence report in section 1show: that increasing
disparities also pertainsocial development, citizens’ wellbeing, angroduction systems’
competitiveness. Hence, aur view, CP muspursue the goal of convergerin the broader sense
of promoting finclusive and competitiv’ growth in less developed regic. This represents an
undeniable goal in the light of the above discusstedctural disadvantages suffered by backv
regions of EU-15, particularlyn the Eurozone. Above allin consideration of the region
asymmetric effects produced by the c, this should be the aim to pursuecoherence with the
objectives of the Treatigs

However,CPs cannoproduce results in line with ese objectives they are “left alone” by
EU general policies thatreate divergence Indeed, ©hesion can be consideras the unique
European federally-financegolicy, realizing thecoordination that instead lacks in EU gen:
countereyclical fiscal policies.In the last decades, ancreasing number of European politi
objectives and strategies have been financeCPs’ resources. Theyave increasingly been “le
alone” to accomplish objectives ato finance strategies beyond thigstitutionalaim (this is the
case, for instanceyf Europe 2020). The debate the reform of CB seems to baware of this;
neverthelesshe analysis on the effects on the subsequent weakand degeneration CPs still
lacks due attention (Provenza201¢).

Clear signals of thesblitude’ of CPs (Provenzano 2018 the role they havbeing playing
during the crisis: without thenpublic investmenin European countriesiost affected by the cris
would have fallen by an additional 5, as recalled in section Zhis evidence emphass the
crucial importance of Cbecause of their capability to deliver resultsciwvicannot be met by any
other type of policyAt the same tim, as mentioned abovit,should also noticed that this evider
demonstratethe lack of additionality oCPs’ resourceghat substitute rather than complening
ordinary macroeconomic polici

The main limit of theCF is not beingpart of an overall EU inclusivdevelopment policy
strategy. The Unios’ overall economic governance does not set the gjoabnvergenceThe
attempt to coordinat€P to EU general economic governance has madein a very controversial
way in the 2014020 programming period by introducinthe soealled macro-economic
conditionalityprinciple Critically, such a mechanism ends up punistergdtly the economies that
suffer from worstmacroeconomic and puk finance conditions due to economic stagn: This
truly represents a contradictiéor a policy that should enhance growth.

We have witnessed a proliferation of the objectioesohesio over the yearas the result
of a compromise amongpnflicting interests, especially those ¢t contributc and net recipient

® Article 174 TFEU (ex Article 158 TEC): «lIn order to promote its overall harmonious develepmthe Union sha
develop and pursue its actions leading to the gtheming of itseconomic, social and territorial cohesi. 2. In
particular, the Union shall aim eedwcing disparities between the levels of developroéttie variousregions and the
backwardness of the least favoured regio. Among the regions concerned, particular attenttuadl e paid to rure
areas, areas affected by industrial transition, agions which suffer from severe and permanent nhtar:
demographic handicaps such as the northernmostnegiith very low population density and islandyss-border and
mountain regionsx[italics added].
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countries. The Italy peculigrosition has tobe recalled here: a net contributor country to Wi
belong regions that are amoting mainbeneficiaries of CP.

The need for compromises hclearly emergedn the reform of CP for the 20-2020
programming period. Thiaterim targeiof “transition regions” (where GDper capitewas between
75% and 90% of the Eldverage has been introduced tespond to the request of net contribt
countrieswhose number of “convergence” regicwould have beentherwisedrastically reduced.
Furthermorethe reform has enhanced the “competitiveness” tibe@andraisedthe financing of
more developed regions for thehievement 02020 Europeastrategic objective. In such a way,
CPs’ instruments and funds arerrentlyused to a high extent for purpoghat canot be targeted
by any other UE policy

Such aproliferation of CP resources and objeves mirrors dack ofdue attention for the
objective of “convergence” This is problematic ait may cause a wideni of EU internal
differencesmainly in the Eurozone. In any c;, this situationdoes not follov the precepts of the
Treaty and the rationale of Cfespecially after the EMU): reducingibalancesand favouring
regional convergence.

As for Italy, the resolution of endogenous causethe Suthern ga (such as overcoming
the wellknown local bottlenecks in the implementation (Ps for gainig efficiency in the use ¢
EU resources) is an essensétp to take and will surelead to improvemen. However, provided
that competitive asymmetriegthin the EUperiphery largely depend dactors unaffected by CPs,
the efficient implemmgation of CPs represents a necessary but notcserfi conditionfor the
recovery of the Mezzogiorneconom.

More broadly,there is a strong need for a general European ypalésgned to foster
inclusive convergence angkdue imbalances. CP needs to mewed and strengthenand
conditions should be set tespecithe principle of additionality both at the Europesard nationa
levels. This is mostly needed (at least partlycompensate fadisadvantages arising from the -
optimality of the EuroAs Mario Draghi sai, “in a monetary union you c't afford to have large
and increasing structural divergences between aes, they tend to become explosive. There,
they are going to threaten the existend the union,the monetary unior (ECB Forum, Sintra,
2015).

In this perspectivehe agenda of the future oPsshould include three prioritic within, as
we said,a wider reform of Europei economic governance includingvisiors of the Fiscal
Compact and the State aid ryl@s order to reaclthe general purpose of convergence. The t
required priorities areummarizd as follows:

a) A Golden rulefor investmen. The currenEuropean policy does not include a discus:
on how to strengthen theMtJ by introducing common policiesxplicitly aimed at reducing
macroeconomidmbalances and asymmeti. Furthermore, themplementation of theso-called
“Juncker Plan” so fahas showrno interest for thasupport to public investments projects targe
to less developed regions. Thask of atterion clearly emerges in the casethe South of Italy. In
this context,a general mechanism to promote real additionality CPs’ investments and
counterbalance dergence dynami (especially in the Eurozone periphemyjuld be the setting ¢
a golden rulefor all strategic public investmel, going beyond the current flexibility clau:
allowed by the European rules.

Such a mechanismill strengthen rather thaweakening the relationship between Italy
Europe. It will allow to realise national infrgtructural environmental programnaimed at
reaching European standardsparticular in the water and waste managenThis will create the
conditionsto overcome numerotinfringement procedures.
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More generally, thiswill enable thefinancing of public worksproviding an effective
stimulus toincome and employme in periods of economic slacks and in territories w
infrastructure needs, as itirsthe case of the Mezzogio. Under veryprudential assumptio, the
SVIMEZ econometric model estimapublic investment multipliergreater than , showing the
more than proportional effecin aggregate incomrof 1 euro spent in public wor. According to
these estimates, 4 billion euod additional investmes in the South of Italywould raise Southern
and national GDP growth lgspectivel 1.8 and 0.3 p.p. in the first yedarhe cumulativempact
on additional GDP growtin five years orSouthernand national GDP is estimatat 2.4 and 0.5
p.p. respectively, producingn overall increase in employmeof 115 thousand un in the South
and about 42 thousand units in Northern rec®. By doing sojt would be possible to reach t
target of 2.7%annual GDP growth requireto return to the preerisis levels of economic activity
2020 Needless to sayhit result would binstead postponed by many years.

b) Fiscal compensationsAs seen above, severfctors of internal asymmies operate
within the periphery of the Unic, starting from belonging or not to tlEeMU and the constrain
that follow. We med an operationerevision of Structural Fundsallowing for an adequate
compensation mechanidior each of these distortio, based oran accurat (although not easy to
implement)computatiorof past and future advantages and disadvani that they imgy.

As suggested by SVIMEZ to the national policy m;, the launch of Special Economic
Zones would be amore limited scope of interventi (but practicable inthe short term) to
compensate the Soutfi Italy for the disadvantages suffered by tax dumping.

c) The strategic optiorof EU-Mediterranean cooperatiorMore generall, the South and
our national economyould benefit fromthe reinforcement of EU-EUiterranearcooperation
policies. Most of theommitments made by the E-Mediterranean Partnershistablished by the
Barcelona Declaratiorin 1995 building a common area of peace and stal; fostering
cooperation and regional integrat; starting to build up an area of shared prospeuvifggromote the
reduction of development disparities in the o-Mediterranean regiorpromoting dialogue an
respect among cultures) have not been respectéeifollowing years On the other hai, the
relationship with Eastern countries has been retefb as testified by thEU Enlargemels from
2004 onwards. More recentljhe Union for the Mediterrane, launched as a French initiative
2008, has not led to appreciabésults. In our opinion, thee-launch of aprocess of cooperatic
for the economicsocial and democratic development of Southern Mederraneanareais mostly
needed, goingwell beyondmigration flows management polic (also overcomingcurrent
weaknesses of refugees policy).

Rebalancing current Union geopolitical-upsby prioritizing EU’s Mediterranean policic
is a strategic prioty for the Soutern regions and the Europe as a whole.

® Table 5.GDP and Employment impacts of 4 additional billion euro of public works

Year GDP Employment
Mezzogiorno Italy Mezzogiorno
var.% Abs. var. (thousands)
1 1.8 0.3 0.8 53.9
2 2.1 0.4 15 101.1
3 2.3 0.5 1.7 110.3
4 24 0.5 1.7 1145
5 2.4 0.5 1,7 115.1
North Italia North
var.% Abs. var. (thousands)
1 0.40 0.31 0.1 13.8
2 0.58 0.44 0.2 325
3 0.61 0.47 0.2 40.4
4 0.61 0.47 0.2 42.3
5 0.60 0.46 0.2 42.5
Source SVIMEZ Report, 2016.
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