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1. Introduction:
A decisive decade for the European Union

Before entering into the core of my lecture, let me
widen the scene and mention some major themes of
action for the European Union in the coming years.
A first challenge is the implementation of the Lisbon
Strategy, introduced in 2000 and subject to a recent
review by the European Council of 22 and 23 March
2005. It has always been my strong view that the sub-
stance of the Lisbon strategy is key for the future of
Europe and its citizens. Second, the accession of ten
new Member States to the European Union is crea-
ting new challenges and opportunities that have to be
reflected in the content and structure of the various
European policies. This concerns in particular the
design of the new European cohesion policy to be
operative between 2007 and 2013. Finally, | would
like to mention the decisive and growing importance
of environmental issues. This includes the realisation
of the EU environmental engagement associated
with the Kyoto protocol entered into force on 16 Feb-
ruary 2005, following its ratification by Russia.

General economic conditions will be important but
the achievement of these priorities is also depending
on the outcome of the on-going discussions on the
new financial perspective for the next programming
period 2007 — 2013 and on the result of the ratificati-
on process of the EU constitution by the various
Member States.

These various challenges are emerging at a time
when the European economy and society are enga-
ged in structural changes and restructuring process
affecting the competitiveness of Europe and the well
being of European citizens. Persistent unemploy-
ment, growing inequality between both individuals
and European regions and the phenomenon of indu-
strial delocalisation might affect the solidarity across
regions and across generations.

*Lecture at the Comenius University — Faculty of Managment, Bra-
tislava, 7 April 2005.
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In this new environment, how to ensure that the
new European Cohesion policy will contribute in
a significant way to a greater convergence across
regions, to a better cohesion among individuals and
territories; and to the strengthening of European
competitiveness and growth? And what could be the
contribution of the European Investment Bank to the
achievement of the EU economic, social and territori-
al cohesion?

2. Cohesion in a wider Union:
The constitutional basis

The proposed constitutional Treaty offers a revised
basis for the EU Cohesion Policy, with the inclusion of
the notion of territorial cohesion as a EU objective
under the same heading as economic and social
cohesion. The proposed European constitution stipu-
lates in Article 1-3 that the Union “shall promote eco-
nomic, social and territorial cohesion, and solidarity
among Member States”.

More precisely, in its Article 111-220, the proposed
European constitution states that “In order to promo-
te its overall harmonious development, the Union
shall develop and pursue its action leading to the
strengthening of its economic, social and territorial
cohesion. In particular the Union shall aim at redu-
cing disparities between the levels of development of
the various regions and the backwardness of the
least favoured regions.

Among the regions concerned, particular attention
shall be paid to rural areas, areas affected by indu-
strial transition, and regions which suffer from severe
and permanent natural or demographic handicaps
such as the northernmost regions with very low
population density and island, cross-border and
mountain regions”.

3. An evolving Policy framework

3.1.The current 2000 — 2006 Cycle
The existing framework for the EU Cohesion policy
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covers the period 2000 — 2006. The main policy
instruments are the Structural funds — European
Regional Development Fund (ERDF), European
Social Fund (ESF) and European agricultural Gua-
rantee and Guidance Fund (EAGGF) — and the
Cohesion fund?, channelling important grants to key
infrastructures and sectors in order to foster conver-
gence across regions and to come along with econo-
mic restructuring in less advantaged regions.

For the current programming period 2000 — 2006,
the Community action aims to achieve the following
three key priority objectives:

¢ Objective 1: Promoting the development and
structural adjustment of regions lagging behind;

¢ Objective 2: Supporting the economic and social
conversion of areas facing structural difficulties;

¢ Objective 3: Supporting the adaptation and
modernisation of policies and systems of education,
training and employment.

[ would like to stress that under the coverage of the
current programming period, all new Member States
have been designated as Objective 1 areas, except
for a few areas with a higher level of income that have
been classified as Objective 2 regions (Cyprus, Pra-
gue and Bratislava). The Structural Funds and the
Cohesion Fund will ensure the continuity of EC sup-
port allocated through the pre-accession instruments
(Special Aid Programme for Agriculture and Rural
Development (SAPARD) and Instrument for Structu-
ral Policies for Pre-Accession (ISPA)).

3.2. Preparing for 2007

The proposed reforms of the EU Cohesion Policy
pursue the following objectives. Structural actions
should be more targeted on the EU’s strategic priori-
ties, namely the Lisbon and Gothenburg Strategies
for a sustainable and competitive knowledge-based
economy and the European employment strategy.
Resources should be more concentrated on the least
favoured regions while anticipating changes in the
rest of the Union. Finally, the implementation of struc-
tural actions should be more decentralised to inte-
grate in a more responsive way local needs and pre-

1 The Cohesion Fund as such, which only exists since 1993,
has a national rather than regional focus and targets those Mem-
ber States (Greece, Spain, Ireland and Portugal) whose GDP per
capita, expressed in purchasing power parities, is lower than 90%
of the EU average and that are following a programme of econo-
mic convergence.

2 European Commission (2004), Proposal for a Council regula-
tion laying down general provisions on the European Regional
Development Fund, the European Social Fund and the Cohesion
Fund, presented by the European Commission.

3 More precisely, in its Article 35, the participation of the EIB
and of the EIF is defined as follows: “1. The EIB and the Europe
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ferences, in a simpler, more transparent and more
efficient implementation framework.

The general Proposal for a Council Regulation2,
presented by the EC, laying down general provisions
on the European Regional Development Fund, the
European Social Fund and the Cohesion Fund defi-
nes the objectives and priorities of the new Cohesion
Policy and their field of application. It then establishes
the principle and process of the programming, and
the procedures of management, monitoring and con-
trol. In this new framework, the role of the EIB and of
its subsidiary the EIF in the implementation of the
Cohesion policy remains crucial and is defined in the
Article 353 of the proposal of new regulation. In this
Article, there is also an explicit reference to the pos-
sibility for an enhanced collaboration between the
EIB and the European Commission. | will come back
on this issue later on given the importance of such
collaboration for the value added of the EIB contribu-
tion in the implementation of the Cohesion Policy.

In operational terms, the new approach for the next
programming period 2007 — 2013 is structured
around three priorities.

The convergence objective is directed to suppor-
ting less developed Member States and regions of
the EU-25. The focus will be on the modernisation
and increase in physical and human capital to
strengthen long-term competitiveness and foster
environmental sustainability. Additional emphasis
would be placed on research, innovation and risk
prevention. It replaces the existing Objective 1 mea-
sures and will be funded by the ERDF, the ESF and
the Cohesion fund. Eligible regions are the ones in
which the GDP per inhabitant is less than 75%, the
ones affected by the statistical effect and outermost
regions. Cohesion fund will be directed to countries
whose GNP is less than 90% of the Community ave-
rage.

The regional competitiveness and employment
objective covers the other Member States and regi-
ons, i.e. the ones not covered under the convergence
objective, in accordance with the proposal presented
by the Member States and the current Objective 1

an Investment Fund (EIF) may participate, in accordance with the
modalities laid down in their statutes, in the programming of assi-
stance from the Funds. 2. The EIB and the EIF may, at the requ-
est of Member States, participate in the preparation of national
strategic reference frameworks and operational programmes, as
well as in activities relating to the preparation of major projects,
the arrangement of finance, and public-private partnerships. The
Member State, in agreement with the EIB and the EIF, may con-
centrate the loans granted on one or more priorities of an opera-
tional programme, in particular in the spheres of innovation and
the knowledge economy, human capital, the environment and
basic infrastructure projects”.
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regions no longer eligible as a result of their econo-
mic progress. Funding will be concentrated on policy
priorities linked to the Lisbon and Gothenburg agen-
da and with the European Employment Strategy. Fun-
ding will be provided by the ERDF and the ESF.

The European territorial cooperation objective
is organised on the basis of cross-border and trans-
national programmes. The focus will be on the pro-
motion of exchanges of experience and good practi-
ces, contributing to economic integration across
European territories, and to a harmonious and balan-
ced development of areas divided by national bor-
ders.

For this redesigned Cohesion Policy, the Commis-
sion proposed a financial support estimated at EUR
336 billion (in other words one third of the Communi-
ty budget), representing an increase of 33% compa-
red to the current programming period. The final
amount allocated to cohesion objectives will depend
on the outcome of the negotiation on the financial
perspectives for the forthcoming programming period
2007 - 2013.

4. Cohesion policy in action:
The need for a multidimensional notion

At an operational level, the combination of these
different elements requires the implementation of
a multi-dimensional policy to support a balanced
development, integrating economic, social and terri-
torial objectives in a sustainable way. An extended
notion of the concept of ‘capital’ should be mobilised,
going beyond the single concept of ‘financial capital’,
the latter being defined as the capacity of financial
markets to steer finance to worthy innovation and to
provide funding at appropriate conditions. An integra-
ted strategy should optimise the contribution of a set
of different forms of capital, going from the traditional
physical capital to more intangible forms of capital.
The purpose here is to avoid the emergence of
potential bottlenecks which would reduce the growth
potential of a country or a region.

Let me try to explain briefly each form of capital
starting with the tangible ones. The physical capital
corresponding to private physical capital and public
infrastructure remains an important factor to support
economic growth and cohesion. Adequate transport
and communication infrastructure are important fac-
tors affecting the attractiveness of a region.

Moving now to more intangible forms of capital let
me start with the well-known concept of human capi-
tal developed by Gary Becker4, winner of the Nobel
Prize in 1992 for having extended microeconomic
analysis to a wide range of human behaviour and
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interaction, including non-market behaviour. Accumu-
lation of human capital is crucial to economic pro-
sperity. Although this idea is fairly old, it is currently
gaining a lot more of attention among economists
and decision-makers. It corresponds at the individual
level to abilities, education and training and at society
levels to the aggregate stock of human capital. As
you know, technological and organisational evoluti-
ons observed in industrialised countries make high-
skilled individuals more important than ever. It impli-
es that the acquisition of knowledge and skills by
individuals in a lifelong perspective affects their pro-
fessional development potential and hence contribu-
tes to their social integration and personal peak.

In parallel to the development of the notion of
human capital, the concept of social capital has
emerged, based on the works from Robert Putman®
in the US. It tries to capture the impact of social net-
works on local development. Social capital includes
networks, norms, rules and social values (trust...)
representing collective human values and relations.
The novelty of this approach is to consider sociability
and associational participation, norms, shares values
and trust, as a stock of capital at the macro-social
level and to raise it as an important principle able to
explain multiple economic and social phenomenon.
Social capital may be high in safe and supportive, fri-
endly and tolerant, creative and open societies. It
stresses the importance of the social characteristics
of the population living in a given area, and of the
level of existing social cohesion on the potential att-
ractiveness of a territory.

Finally, | would like to mention the fact the existing
cultural context could affect the dynamism of a regi-
on through its impact on entrepreneurship and inno-
vation. Differences exist between European regions
in terms of their ability to start new businesses based
on product and process innovation, in terms of the
availability of an efficient innovation system favouring
the cooperation between research institutions and
firms, or of the existence of a pool of risk-taker entre-
preneur.

The efficient mobilisation of these different forms of
capital requires a strong administrative and institutio-
nal capability embedded into a stable macroecono-
mic context. The design and implementation of natio-
nal or regional cohesion policies rests on the
existence of efficient and of high quality public insti-

4 Becker G.S. (1964), Human Capital, Columbia University
Press, New York.

5 Putman R. (1993), Making Democracy Work, Harvard Univer-
sity Press and Putman R. (2000), Bowling Alone: The Collapse
and Revival of American Community, Simon and Schuster.
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tutions, on a strong partnership and cooperation bet-
ween the different stakeholders (private companies,
social partners...).

To illustrate the role of institutional capability, let me
refer to the Irish example. The various studies trying to
identify the source of the strong growth of the Irish eco-
nomy stressed the crucial role of the Industrial Deve-
lopment Authority (IDA) in the design and im-
plementation of a supportive industrial strategy
favouring foreign direct investment via the creation of
adequate telecommunication and transport infrastruc-
tures, of an attractive administrative, fiscal and social
climate; while at the same time promoting a reactive
education and training policy to adapt the available skill
supply to the need in workforce (in qualitative and
quantitative terms) of foreign firms and local suppliers.
This strategy has been implemented in parallel with the
improvement and stabilisation of the macroeconomic
environment of the country, namely in terms of control
of public-sector deficit and inflation level.

5. The European investment Bank’s
contribution to economic, social
and territorial cohesion

Until now in this lecture, | have addressed and dis-
cussed the content of the existing and future Europe-
an cohesion policy and why there is a need to refer to
a multi-dimensional notion of capital to ensure an effi-
cient operational implementation of such a policy.
| would like now to introduce in this picture the role of
the European Investment Bank and explain how the
EIB has progressed in its vocation as a EU policy-dri-
ven public bank. This concept reflects the result of an
intensified on-going dialogue with other European
institutions with the purpose of optimising the value
added of the EIB contribution to the objectives of the
European cohesion policy.

5.1. Supporting cohesion in an enlarged

Europe, a priority for the EIB

Since 2000, corresponding to the start of the cur-
rent programming period, the volume of lending in
assisted areas within the EU-15 represented around
EUR 82 billion. Within the EU-25 countries, individu-
al loans (loans for individual projects appraised by
the Bank) worth EUR 21.5 billion were granted in
2004 for investment contributing to the strengthening
of the economic potential of assisted areas. A further
EUR 7 billion was made available as credit lines (glo-
bal loans) to partner banks for the financing of SME
ventures and smaller-scale public investment. The
total lending of EUR 28.5 billion for regional develop-
ment represents some 72% of the EIB’s aggregate
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lending within the EU-25.

The main sectors of lending in regional develop-
ment areas were transport and telecommunications
infrastructure (accounting for 39% of the individual
loans granted), investment in industry and the servi-
ces sector (20%), urban infrastructure (14%) and
health and education infrastructure (11%).

The experience of the EIB in the financing of pro-
jects and programmes supporting greater economic,
social and territorial cohesion allows me to emphasi-
ze the following aspects. First of all, the design of
regional strategies should integrate the different noti-
ons of capital and the identified enabling factors to
overcome potential bottlenecks, which | have discus-
sed in Section 4.

In the second place, the initiatives and measures
implemented at a regional level should be integrated
into a long-term sustainable perspective. This prin-
ciple is at the core of the EIB’s intervention and it is
completely integrated in our operational approach.
The selection of the projects financed by the EIB is
based on criteria that should maximise the value
added of our action. The quality of a project rests on
three pillars of sustainable development: the econo-
mic, social and environmental dimensions. The selec-
tivity in the financial contribution we are adding to
projects concerns all sectors of intervention of the
EIB, from traditional infrastructure projects, industrial
projects, human capital or urban projects.

Finally, the implementation of global strategy to fos-
ter local and regional development should be based
on a strong partnership involving an active participa-
tion of the various stakeholders engaged in this pro-
cess. The EIB’s experience in the co-financing of
regional investment programme demonstrates the
need of having adequate partnership mechanisms,
based on a clear definition and allocation of respon-
sibilities between each partners and on the imple-
mentation of appropriate mechanisms to ensure
accountability and transparency.

Although bound to increase the complication of the
decision-making at the preparation stage, consultati-
on and inter-governmental partnership should secure
a good integration between bottom-up and bottom-
down decisions and reduce the probability of conflicts
at later stages in the implementation process. | would
like to insist on the need to achieve a trade-off bet-
ween the additional complexity resulting from part-
nership and the improvements in design and imple-
mentation, which it can bring.

Some of the new financial instruments are fully
developed in-house. The EIB develops its capacity to
grant loans containing a higher lending risk than
under its standard rules. The specific provisioning
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reserve for operations under what we call the Struc-
tured Finance Facility (SFF) has accordingly been
increased. The further development of lending under
SFF is among our clear priorities for the coming
years. Such operations can also cover small or medi-
um sized operations. They typically arise when finan-
cing innovative SMEs or mid-cap companies, which
count among the drivers of new technologies and
favour the development of regional centres of excel-
lence, in particular when developing as spin-outs
from universities, incubators or research centres, or
under sub-contracting arrangements with larger cor-
porates.

Other efforts to define new financial instruments
aim at increasing the leverage between loans and
grants (typically from EU, but also of national origin).
EIB is actively brainstorming with the Commission to
develop a “toolbox” of financial engineering instru-
ments (including risk sharing and mezzanine-type
arrangements). They could go into the new frame-
work programmes for the programming period 2007
—2013.

In this framework of promoting a closer collaborati-
on between the services of the EIB and of the EC,
I would like mention discussions currently engaged
with DG Regio about a potential new partnership ini-
tiative. Final agreement has to be reached but | think
this partnership, if effective, can have an important
potential to the benefit of all concerned actors. The
name considered for this initiative is JASPER — Joint
Assistance in Supporting Projects for European
Regions and | am confident we will hear more about
it in the coming months. The underlying rationale is to
ensure a better project preparation and implementa-
tion of the measures financed by the EU structural
funds; and a fuller appraisal of the EU Funds’ key
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interventions (“large projects”) after 2007 by having
a systematic and institutionalised recourse to the
EIB’s know-how and experience.

This evolution is also reflected in the approach pur-
sued by the EIF. The EIF is increasing its upstream
activities by being more involved in new advisory ser-
vices/technical assistance in financial engineering,
for instance helping regional public authorities to
design appropriate financing schemes for SMEs and
start-ups.

To optimise the value added of the European sup-
port, it is crucial to develop in parallel with project
preparation works a culture of evaluation. Our experi-
ence demonstrates that to ensure an efficient imple-
mentation of the projects the implication of the
EIB’s services should follow and be modulated along
the life cycle of the project. An adequate monitoring
system should be implemented to evaluate the
impact of the different measures on economic deve-
lopment, social cohesion and territorial integration. It
requires the definition of appropriate indicators and
the generation of relevant information on the pro-
gress of the implementation of the projects and pro-
grammes. Based on the outcome of the evaluation
and monitoring exercise, adjustments could be
implemented during the programming period to real-
locate resources in favour of certain sectors, not
benefiting from a sufficient support or level of priority.
This continuous process should contribute to increa-
se the value added of the initiatives benefiting from
EU funding and will provide meaningful information
for the design of future Cohesion policies.

I am very pleased to see that this important aspect
has been integrated by the EC in the content of the
future European Cohesion policy.



