ENLARGEMENT: THE NEW FACE OF THE EU

The future of Structural Funds

Financial assistance

When the ten accession countries join the European Union, they become eligible for a wide range of financial assistance – the Structural Funds.  The EU has already been providing pre-accession aid to the accession countries.  This has been delivered through three programmes – Phare, ISPA and SAPARD:

· Phare has provided assistance to the candidate countries in implementing the EU’s body of legislation, known as the acquis communitaire.  There are two parts to this assistance: funding administrative reform, and helping finance investments that will bring the candidate countries in line with EU norms – for example in terms of transport safety, consumer information, security of the energy supply and so on.
· ISPA (Instrument for Structural Policies for pre-Accession) aims to improve environment and transport infrastructure, in response to national strategies addressing these issues that have been developed by the national authorities in the eligible countries. ISPA funds, for example, wastewater treatment, waste management, road rehabilitation and rail improvements. A budget of around EUR 1 billion per year has been available for this.
· SAPARD: The SAPARD programme is in many respects similar to Phare and ISPA in that it provides support to administrations in the eligible countries for execution of their development plans. As with Phare and ISPA, private companies can participate by responding to calls for tender.  SAPARD however, deals specifically with rural development, funding measures such as investment in agricultural holdings, modernization, assisting processing and marketing and so forth.
After accession, those candidate countries not joining the EU in 2004 (Bulgaria and Romania) will continue to receive assistance under these programmes.  However in the countries joining the EU, Phare, ISPA and SAPARD will be phased out and replaced by the Structural Funds, which are of a greater magnitude and cover a wider range of areas.

Post-accession aid – Structural Funds

Following accession, assistance will be provided to the new Member States from five ‘funds’ controlled in Brussels by the European Commission:

· The European Regional Development Fund (ERDF), which funds economic and social cohesion in the EU by redressing regional imbalances

· The European Social Fund (ESF), which supports the EU’s employment strategies

· The European Agricultural Guidance and Guarantee Fund (EAGGF), which assists in agricultural reform

· The Financial Instrument from Fisheries Guidance (FIFG), which funds fisheries reform

· The Cohesion Fund, which funds large scale (costing EUR 10 million or more) transport or environmental projects

The first four funds are collectively known as the Structural Funds.  These are managed by the national and regional authorities in the EU Member States and filter down to beneficiaries ‘on the ground’, including SMEs.  The Cohesion Fund, meanwhile, is exclusively for funding large-scale projects (defined as those costing EUR 10 million or more) that must be directly agreed between the European Commission and the Member State concerned.

The Structural Funds, in the main, are directed towards one of three objectives:

· Objective 1: targeting regions with a GDP of 75 percent or less than the EU average

· Objective 2: assisting renewal in areas facing economic decline, such as former coal-mining, ship-building or other heavy industrial areas

· Objective 3: modernisation of training systems and the creation of employment; unlike Objectives 1 and 2, Objective 3 priorities are the same across the whole of Europe.  Objective 1 and 2 areas set their own priorities on a region-by-region basis.

It should be noted that Objectives 1 and 2 do not overlap – a region can either be Objective 1 or Objective 2.  Objective 1 is considered a catch-all that addresses all development issues in the region in question, and therefore other sources of EU funding, such as Objective 3 funding and financing for renewal of fisheries cannot apply in Objective 1 areas.  Objective 3 funding can be applied for anywhere in Europe, except for in Objective 1 areas.

In addition to these three main objectives, there are a number of sources of funding that are known as Community Initiatives:

· Interreg III: Interreg III programmes encourage cross-border cooperation, transnational cooperation and inter-regional cooperation. 

· EQUAL: Aims to tackle all forms of exclusion, discrimination and inequality in relation to the labour market. Under EQUAL, funding is provided to Development Partnerships who develop programmes in local areas. 

· LEADER+: Designed to work alongside the vast subsidies that the EU provides to agricultural producers. LEADER+ is designed to develop new strategies for sustainable development in rural areas. The programme provides funding to Local Action Groups, who implement development plans. 

· URBAN II: Targets particular urban communities experiencing difficulties, with the aim of assisting economic and social rehabilitation, for example by supporting job creation and training and by improving living conditions.

The EU also, as previously noted, supports fisheries renewal through the Financial Instrument for Fisheries Guidance, and runs programmes of ‘innovative actions’, which are designed to support new conceptual approaches to development in the regions of the EU.

How do Structural Funds work ‘on the ground’?

Structural Fund assistance from the EU supports programmes that are agreed in Brussels between the Member State in question and the European Commission, but the programmes are always implemented in the Member States at national and regional level by the respective authorities in those Member States.  Once the programmes have been agreed, the only on-going role carried out by the European Commission is a monitoring and auditing role.

Structural Funds are always combined with national and regional co-financing to create a total ‘development fund’ to be spent in the country or region concerned.  The money is spent on projects that will be identified by the country or region in their development plans.  Private companies, including SMEs can generally participate in one of three ways:

· As contractors: much of the ‘development fund’ will be spent on projects identified by the national and regional authorities, and contracts relating to these will be awarded following competitive tendering, subject to all the normal EU procurement regulations

· As ‘project partners’: development projects are generally based on a principle of private/public sector cooperation, with each party contributing a share.  Lead partners are normally public bodies, who work in consortia with other public agencies and with private companies.  The projects are broad rather than specific.  One project in Cornwall, UK, for example, involved developing the telecommunications infrastructure, particularly for the benefit of SMEs.  Private and public sector partners combined to update the telecoms infrastructure in the area and to provide subsidized computing and communication packages to local small businesses.  The EU Structural Funds contributed around 42 percent of the total cost.

· As ‘final beneficiaries’: many Structural Fund programmes include an SME element, focusing on SMEs as a tool to boost regional competitiveness.  Consequently, some projects are designed so that SMEs can participate as final participants.  In the example given above (Cornwall, UK), SMEs were able to apply for subsided computing and communications packages.  Other projects may be directed at SME training, SME networking, or providing facilities for SMEs, such as business parks or incubators.

What financing has been allocated to the new Member States?

It should be noted that most of the territory of the new Member States is eligible for EU assistance under Objective 1 (less than 75% of EU average GDP).  Two areas of mainland Europe are above this threshold and so receive Objectives 2 and 3 assistance – these areas are Prague region in the Czech Republic and Bratislava region in Slovakia.  The island of Cyprus is also above the Objective 1 threshold and thus receives Objective 2 and 3 assistance instead.

The following table shows allocation of funds to the new Member States in the period 2004-2006 (EUR millions, 1999 prices):

	Country
	Objective 1
	Objective 2
	Objective 3
	Community initiatives
	Cohesion Fund
	Total EU

	Cyprus
	
	25
	19
	9
	48
	104

	Czech Republic
	1286
	63
	52
	89
	836
	2326

	Estonia
	329
	
	
	13
	276
	618

	Hungary
	1765
	
	
	88
	994
	2847

	Latvia
	554
	
	
	21
	461
	1036

	Lithuania
	792
	
	
	30
	544
	1366

	Malta
	56
	
	
	3
	20
	79

	Poland
	7321
	
	
	315
	3733
	11369

	Slovakia
	921
	33
	40
	57
	510
	1561

	Slovenia
	210
	
	
	27
	169
	406

	Totals
	13,234
	121
	111
	652
	7,591
	21,712


How does this affect the current Member States?

Structural Fund financing is agreed in seven-year cycles.  The current cycle is 2000-2006, with the new Member States receiving full Structural Funds assistance over the interim period 2004-2006.  Current funding allocations throughout the present 15 EU Member States are ring fenced until 2007.  The following graph shows allocations in the present Member States (EUR millions, 1999 prices):
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Considerable opportunities exist in the current Member States during the remainder of the current funding period, and SMEs interested in participating should contact their local or regional government office to find out what possibilities may exist in their areas.

After 2006 the picture is, at the time of writing, far less clear.  The future of Structural Funds is presently under discussion at the European level and decisions will be made in due course about budgets and allocations of funds.  It is highly likely however that there will be a significant transfer of assistance to the new Member States, whilst some current Member States stand to receive considerably less than they do at the present time.  One country highly likely to be affected is Ireland, where the economy has grown substantially in recent years assisted by EU funding.  In Ireland, therefore, Structural Funds can be considered to have done their job, and the funding Ireland receives is likely to be reallocated elsewhere.

For more information:

· European Commission, Regional Policy: http://www.europa.eu.int/comm/regional_policy/index_en.htm
· European Commission, DG Enlargment, financial assistance: http://www.europa.eu.int/comm/enlargement/financial_assistance.htm
· European Commission, discussion on the future of Cohesion Policy: http://www.europa.eu.int/comm/regional_policy/debate/forum_en.htm
· Managing authorities of current Structural Fund programmes (first point of contact for potential participants): http://www.europa.eu.int/comm/regional_policy/manage/authority/authority_en.cfm
_1138007771

