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Introduction

Europeanization has been becoming an attractivevang popular concept at
various levels of study in economics, managemeiense and business studies,
including the individual firm level (microeconomicEuropeanization),
mesoeconomic level for industry policies and/or fegions (mesoeconomic
Europeanization), and the macroeconomic level deténg the positions of
national economies (macroeconomic Europeanization).

The monograph is a result of the project no. 542458-1-2013-1-PL-
AIJM-MO  entitled ‘Macro- and Microeconomic Dimensions  of
Europeanization” (MAMDE) co-funded by the European Union and cociga
in the period from September 2013 to August 201@HeyCracow University of
Economics (Krakéw, Poland).

The book is divided into eleven chapters dedicatedifferent aspects of
Europeanisation processes from the mesoecononspgaive.

Chapter 1 written byKrzysztof Wach from Cracow University of
Economics (Krakéw, Poland) discusses the basiesssm Europeanization, its
conceptualisation and research approaches.

Chapter 2 prepared Wyafat Riedel from the University of Opole (Opole,
Poland) introduces Europeanization of public polfogm the methodological
perspective.

Chapter 3 written byAldona Wiktorska-Swiecka from the University of
Wroctaw (Wroctaw, Poland) sets out to define andcdbe the particular
characteristics of Europeanisation with regardsrb@n governance.

Chapter 4 prepared bpdam A. Ambroziak from Warsaw School of
Economics (Warszawa, Poland) begins the seconp#re book and discusses
Europeanization of industrial policy verifies whettreindustrialisation can be an
instrument ensuring economic growth and new jobs.

Chapter 5 written byMaria Urbaniec from Cracow University of
Economics (Krakéw, Poland) explores in which ways EU Policy affects the
SMEs entrepreneurship in EU member states.

Chapter 6 prepared again Bnita Pelle from the University of Szeged
(Szeged, Hungary) analyses the advancements thatéleen place in the CEECs
in the field of R&D and innovation as a result afrBpeanization processes.

Chapter 7 written again bWaja Buéar from the University of Ljubjana
(Ljubjana, Slovenia) continues the discussion frdm previous chapter and
explores the changes in R&D and innovation peticin the 13 new member
states.

Chapter 8 prepared byakub Janus and Piotr Stanek from the Cracow
University of Economics (Krakéw, Poland) offers aich wider perspective of
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Europeanization of financial regulations during aater the global financial
crisis.

Chapter 9 written byMichat Gluszak from Cracow University of
Economics (Krakéw, Poland) discusses the issud@firistitutional framework
for green innovation diffusion on a property marke Europe as well as the
competitive position of major certification systemsEurope.

Chapter 10 written byloanna Dyduch from the University of Wroctaw
(Wroctaw, Poland) discusses different aspect ofptloeess of Europeanization of
the EU energy policy such as the scope and theeqoesices.

Last but not least, chapter 10 preparedMajgorzata Michalewska-Pawak
from the University of Wroctaw (Wroctaw, Poland)vastigates the Common
Agricultural Policy (CAP) and rural development ame of the most
Europeanised policy in the European Union.

Krakow — April 2015 Piotr Stanek
Krzysztof Wach
scientific editors of the book
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Conceptualizing Eur opeanization:
Theor etical Approaches and Research Designs

Krzysztof Wach

Cracow University of Economics
Faculty of Economics and International Relations
Department of Entrepreneurship and Innovation
ul. Rakowicka 27, 31-510 Krakéw, Poland
e-mail: wachk@uek.krakow.pl

Summary:

This chapter attempts to systematize and delimit the process of Europeanization as the scientific
coin. The three main conceptual approaches to research on the process of Europeanization are
discussed (namely bottom-up, top-down and circular approach). The various research on the
phenomenon of Europeanization were analysed, which resulted in highlighting four main re-
search approaches (polyvalent approach, casual approach, process approach and approach effect).
The dimensions in which the Europeanization processes occur, are also indicated by highlighting
and analysing the ten main dimensions of both economic and non-economic processes of the
Europeanization. This chapter is a kind of the introduction to the theme of Europeanization. In
addition to the discourse on the definition of Europeanization, the attempt its attempt to synthe-
size basic research approaches on this subject was included. The study is based on a typical
literature review using the conventional research methods of deduction, reduction, synthesis and
theoretical modelling.

Keywor ds: Europeanization; European Union (EU); European integration; top-down; bottom-up
JEL classification: FO2, F15, D02, D79

This study was prepared under the project no. 542456-LLP-1-2013-1-PL-AJM-MO entitled
‘Macro- and Microeconomic Dimensions of Europeanization’ co-financed by the European
Commission in the years 2013-2016.

1.1. INTRODUCTORY REMARKS

Today Europeanization is a notion that is very frequently used, however,
there is a clear shortage of, or even fragmentariness of scientific knowledge, with-
in this scope. The research into the Europeanization processes were initiated by
political scientists in the 1970s, although the notion itself gained in popularity
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only in the 1990s alongside the realization of the uniform Single European Mar-
ket SEM (Wach, 2010). From that moment, Europeanization is a willingly under-
taken research problem that has attracted interest in numerous fields and scientific
disciplines. Floyd (2001, p. 109) emphasizes the fact that the majority of market
changes which have occurred at the turn of the centuries since the beginning of
the twenty-first century took place as a result of the Europeanization processes
which areexplicite defined as the phenomenon of the regionalization processes.
As Fligstein (2009, p. 107) highlights:

“majority of the research concerning the European integration focuses only on polit-
ical and legal processes (...) which is the reason for which researchers overlook the
fact how deep the European economy has been reorganized”.

There are few works of the kind cited above, are sparse, and in addition nor have
there been many recent papers postulating seeking to undertake broad and deep
research into the Europeanization processes in both economic (including macro-,
meso- and microeconomic fields) and noneconomic dimensions.

This chapter is a kind of the introduction to the theme of Europeanization. In
addition to the discourse on the definition of Europeanization, its attempt to syn-
thesize basic research approaches on this subject was included. This article at-
tempts to systematize and delimit the process of Europeanization as the a scien-
tific term. The three main conceptual approaches to research on the process of
Europeanization are discussed (namely bottom-up, top-down and the circular
approach). The various research results on the phenomenon of Europeanization
have been analysed, which has resulted in highlighting four main research ap-
proaches (the polyvalent approach, casual approach, process approach and ap-
proach effect). The dimensions in which the Europeanization processes occur, are
also indicated by highlighting and analysing the twelve main dimensions, both
economic and non-economic processes, of Europeanization.

1.2. THREE WAVES OF EUROPEANIZATION RESEARCH

Moravcsik (1994), Sandholtz (1996) and Kohler-Koch (1996) are regarded the
main precursors of the Europeanization concept. Their concepts were established
in the European integration theory and fell to 1990s. The first of them, being a
representative of the stream of intergovernmentalism within the regional integra-
tion theory, is considered to be the author of the bottom-up or downloading ap-
proach explaining an influence of the integration processes on individual coun-
tries (Moravcsik, 1994). On the other hand, Sandholtz’s views in this respect were
even of adversative character in comparison with Moravcsik’s views. In his opin-
ion, integration creates new opportunities for domestic entities, resulting in insti-
tutional changes and the changes in shaping and conducting individual policies.
The solution bases on the multi-level management system and is identical with
the top-down approach (Sandholt, 1996, pp. 403—429). The third parallel concept,
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developed by Kohler-Koch (1996, pp. 359-380), is based on the idea of the trans-
formation of governance.

When ordering the concepts of Europeanization chronologically, we should
mention two more figures here. In mid-1990s, Ladrech (1999, pp. 69-88) provid-
ed one of the first acknowledged definitions of Europeanization, and Radaelli
(1997, pp. 553-575; 2000), is regarded one of the major conceptuologists and
propagators of the research into Europeanization, along with figures such as
Borzel and Risse (2000). After a few years of his own studies and analyses, Olsen
(2002) asked a question what exactly Europeanization is and whether this concept
is scientifically useful. After a decade from posing this question for the first time
it still remains open, and the forming literature on that is clearly fragmentary. We
can assume that creating the scientific bases of Europeanization was an answer to
the common use of this term, namalg, factothe methodology of empiricism (of
empirical school) was adopted here from management studies. Thus, the concept
of Europeanization in the literature of the subject is defined as “a phenomenon
without origin” (Gellner & Smith, 1996, pp. 357-370).

Nowadays, the term of Europeanization more and more often refers to the
European Union itself rather than to Europe, or the European civilisation, which
constitutes distortion of the etymology of this term, thus, some authors postulate
to separate Europeanization aBd-ization, however, the great majority of re-
searchers apply those terms interchangeably or, which happens more commonly,
only the first term is used. For example, Ladrech (1999, p. 71) treats Europeaniza-
tion as “an incremental process reorienting the direction and shape of politics to
the degree that EC political and economic dynamics become part of the organisa-
tional logic of national politics and policy-makingipta benet is one of the first
acknowledged definitions of Europeanization. Similarly, Bérzel (1999, p. 574)
interprets the phenomenon as “a process by which domestic policy areas become
increasingly subject to European policy-making”. Bulmer and Burch (2001, p. 73)
treat Europeanization very similarly as “a set of processes through which political,
socialandeconomicdynamicsof the EuropeanUnion displaysinteractionswith

European Integration

Macro Level
— member states

Micro Level
— national interest groups

Europeanisation Type 1: . Europeanisation Type 2:

downloading h - uploading
Europeanisation Type 3:

crossloading
vertical transfer of changes
Figure 1.1. Europeanization processes as the mechanisms of European integration
Source: adapted from Howell (2005, p. 382).
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the logics of national discourse, national identity, domestic political structures and
domestic public politicians”.

In the research into the Europeanization process we can, after Holzhacker
and Haverland, (2006, pp. 1-18), distinguish three waves which de facto consti-
tute three generations of European studies (studies into the European integration),
the result of which is the formation of separate, structured theoretical and concep-
tual framework for Europeanization as an arising separate research field. The first
of them is the bottom-up approach, the second is top-down approach, whereas the
third one is cycle/circular approach (Figure 1.1).

The first wave (bottom-up approach was devoted to the analysis of the
European integration process and the institutional development of the European
Union, as well as the directions of the evolution of its policy. The research was
carried out mainly in accordance with the methodology adequate for international
relations, but in that period mainly institutional, legal, economic and politological
factors were analysed. The institutional system of the European Union (in fact, of
the European Communities) was treated as an exogenous factor in relation to the
member states. Treating the European integration as an exemplification of the
regionalization process in international relations, as Nowak and Riedel (2010. p.
213) emphasise, was a part of this stream. Europeanization as the bottom-up ap-
proach can be explained as follows (Howell, 2004, p. 21):

“groups of interests and networks of connections which are an instrument by means
of which preferences of individual bottom-up groups are considered on the level of
the EU, influencing the development of its political structures”.

Sauragger (2007) and McCauley (2011) emphasise that there are three alternative
ways of the bottom-up Europeanization processes, namglsoégtionthat is the
reorientation of national groups to supranational venueg{ggtionor promotion
based on anti- or pro-EU movements in national societies, as well aséige
that is (rather weak) making use of top-down ‘pressures’.

The second wave (top-down approagtof the research treated Europeaniza-
tion as an explanatory factor for changes undergoing on the level of member
states. The comparative perspective was mainly used here, based on the scientific
methods of comparatistics. In accordance with the assumptions of this stream, the
European Union and its institutional system was treated as a separate political
system. “The shift of the national sovereignty was observed, from the decentral-
ised system in which the major role was performed by national executives and
ministries influencing the EU within bilateral and multilateral relations”, which
was typical for the first stream, towards “supra- and subnational community
which achieved some ability of self-regulation, which was related to the growth
and institutionalisation od the decision-making system” (Nowak & Riedel, 2010,
p. 213). Taking this context into consideration, Europeanization is commonly
defined as (Radaelli, 2006, p. 30):

“Process of a) construction, b) diffusion and c) institutionalization of formal and in-
formal rules, procedures, policy paradigms, styles, ‘ways of doing things’, and
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shared beliefs and norms which are first definedi @nsolidated in the EU policy
process and then incorporated in the logic of démérational and subnational)
discourse, political structures and public choites.

Currently arising third wavecir cular approach) in the research into Euro-
pean integration and Europeanization is an attemmtreate a holistic concept,
both description and explication, assuming mutimkiihg of these processes, and
at the same time combining two hitherto prevailiegearch approaches - bottom-
up and top-down (Riedel, 2010, p. 39). The latéstdture of the subject, contra-
ry to the two preceding research waves (which aganded the classical ap-
proaches towards the European studies into Eurojpéegration), separates Eu-
ropean integration and Europeanization, howevenifesting far-fetching cause
and result dependencies between them. This bunggoesearch approach, alt-
hough interdisciplinary in its assumptions, basaiy on transformations which
have taken place in the economic sphere, perhapg iregulatory (administrative
and legal) sphere which directly or indirectly idhces the macroeconomic, mi-
croeconomic and managerial processes.

To cut a long story short (Figure 1.2), since 19Hesfirst generation of re-
search has been using the bottom-up or uploadipgpaph, since 1990s the sec-
ond generation of research has been using the aap-dr downloading ap-
proach, while at the turn of 20th and 21st centiney circular or crossloading
approach has been applying to researching intofeartzation (Wach, 2011, p.
30-32; Wach, 2013, p. 17-18; Dyson & Goetz, 20@8,15-16).

European Union

>
K Eurg pean\

European policy-making

Supranational
institution-building

Delegation of
national competencies

Pr
\_ esses )
-

Member States

Bottom-Up Europeanization
uoneziueadoiny umog-doy

Figure 1.2. Circular Europeanization as the combination of &otUp and Top-Down
Source: adapted from Borzel (2012).
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1.3. ANALYTICAL LEVELSIN EUROPEANIZATION RESEARCH

The term 'Europeanization’ refers to several phenomena that are currently on the
European continent. Although Olsen (2002, p. 922) emphasizes that Europeaniza-
tion is notsui generisa phenomenon, however trying to explain it through the
prism of three planes, which he calls phenomena. It is worth to make clean up
areas of impact the Europeanization, that is, to attempt the identification and
structuring dimensions of the Europeanization. In this context, one may be tempt-
ed to distinguish 10 or even 12 basic dimensions of the Europeanization including
both non-economic (political issues, e.géBy 2012; Pelle, 2015; Dyduch, 2014;
Riedel, 2008, 2013; Wiktorskavfiecka, 2010; educational issues, e.g. Rybkow-
ski, 2013; Marona & Giluszak, 2014; Uddv& Bucar, 2008; agricultural and
environmental issues, e.g. Urbaniec, 2014, 2015; Michalewska-Pawlak, 2015) and
economic dimensions (Ambroziak, 2011; Wach, 2014b, 2014c, 2014d; Janus &
Stanek, 2015). This concept is in fact used to describe changes in many dimen-
sions of life, including geographical, sociological, political, legal, institutional, or
economic ones (Figure 1.2).

Form the methodological point of view, there are five analytical levels,
namely (i) mega, (ii) macro, (iii) meso, (iv) micro, and (v) nano. Nevertheless,
three of them are the most often used in economics (macro, meso, micro), thus it
seems to be adequate to discuss three processes — macroeconomic, mesoeconomic
and microeconomic Europeanization.

territorial dimension

socio-cultural dimension education dimension ‘

} research dimension ‘

linguistic dimension ‘

administration dimension

political dimension

Non-Economic Europeanisation

‘ d ion & research di

|
I
legal dimension ‘

geopolitical demension

i

‘ external macroeconomic dimension

‘ internal macroeconomic dimension

microeconomic dimension

Dimensions of Europeanisation within the Context of the EU
[

‘ mesoeconomic dimension L

managerial dimension

Economic Europeanisation

BUSINESS EUROPEANISATION 3

Figure 1.2. Twelve dimensions of Europeanization in the context of the European Union
Source: adapted from Wach (2014a, p. 20, 2014c, p. 16).
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Europeanization in thexternal macroeconomic dimension is creating of
Europe (and more specifically of the European Union) a significant economic
centre in the world, identified with the intensification of its role, at least within
the existing Triad (United States - European Union - Japan), although with aspira-
tions to perform the major role in the world economy, particularly as a response to
the globalization processes, including the growing significance of China or India
in the world economy. At present, the share of the EU in the world economy is
bigger than of the US or Japan and constitutes 1/5 of the global trade (and consid-
ering the intercommunity turnover among the member states it is as much as
34.2%), whereas the EU foreign direct investment constitutes almost a half of
global direct investment. It is worth stressing that as early as in 2010 China be-
came the main exporter of telecommunications equipment (USD 180 billion, with
the annual dynamics of growth of over 400%), and thus for the first time it outran
the European Union (EU-27), making of it the main re-exporter of such equip-
ment (WTO 2011, p. 55). In spite of the continuing crisis, in 2010 the export of
the financial services in the EU-27 increased by 3% and constitutes 49% of the
global trade of these services (USD 130 billion) (WTO 2011, p. 139).

Europeanization in thénternal macroeconomic dimension is on the one
hand creating favourable conditions for the development of firms in the European
Union territory (the European business environment, and to be more exact - the
Europeanization of the firm environment), and on the other hand - the conver-
gence of the macroeconomic systems of individual EU member states. The regu-
latory function of the European Union performs a significant role here.

The Europeanization imesoeconomic sense is observed in industries, as
most of them becoming Pan-European and not just national as other European
competitors are their direct competitors and industries are regulated in general by
the same EU law and regulations (e.g. tobacco industry, mobile communication
industry, banking industry). This dimension of mesoeconomic Europeanization is
getting more and more important.

The Europeanization in terms oficroeconomic dimension is identified as
the Europeanization of businesses. By contrast, in terms of microeconomics, the
Europeanization is a process the internationalization of a business in Europe
through its expansion into the European Union markets (a business activity in the
common market, the so-called Single European Market) (Harris & McDonald,
2004, p. 73).

What is more, there is also a very importaranagerial dimension of Euro-
peanization, which is connected with the specifics and characteristics of European
business (European management style), so different from American business or
Asian business (Daszkiewicz & Wach, 2013, pp. 145-157; Fligstein 2009, pp.
107-124; Floyd 2001, pp. 109-113).

Taking into account the philosophical systematics, we can distinguish three
main areas of the research into Europeanization, namely ontology, epistemology
and methodology (Wach, 2013). Thatology of Europeanization deals with
studying the structure and character of the Europeanization process. It provides an
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answer to the question what Europeanization isvamat its components are. The
epistemology of Europeanization discusses the method of exploring the Europe-
anization process, and in this sense it analyses tlik object of the Europeaniza-
tion research is, its relations between the theony practice, or what its limits
are. Unlike the two mentioned areas, thethodology of Europeanization is
least developed. It works out systematic procedafexploring the Europeaniza-
tion process and instruments of improving the neseprocess within that scope
There are also two less exploited areas such aaxtbkogy of Europeanization
investigating into the role of values as well as ithetoric of Europeanization
investigating into the language of the researcleg®@ell & Plano Clark, 2011, p.
42).

Saurugger (2014) states that “Studies on Europatmiz have become in-
creasingly sophisticated and rigorous in order rialyse the conditions under
which the EU, its policies, politics and polity lménce the member states.”. Re-
search methods in Europeanization studies aredime ss in social sciences in-
cluding political science, international relatiotesy, and administration as well
as economics and business studies. Early resedidesaare based on descriptive
methods (PacZaiak, 2010) and in their nature have a kind ofsbarcebook or
handbook character. However, currently both qualieand quantitative methods
are used in research articles on Europeanizatigad@ktylos & Radaelli, 2009),
not to mention the fact that the best solutiorhis tixed methodologies of both
gualitative and quantitative methods (Table 1.1).

Table 1.1. Alternative research designs in EU studies anaaanization research

Quantitative methods \ Qualitative methods Mixed methods

- Nonexperimental de- | — Narrative research — Convergent parallel
signs - Phenomenology - Explanatory sequential
— Secondary statistics | - Grounded theory - Exploratory sequential
- Surveys - Ethnographies

- Experimental designs | - Case study - Transformative mixed

Embedded mixed
Multiphase mixed

— True experiment
— Quasi-experiment

Source: modified and adapted from Creswell (2014, p. 12).

An analysis of the literature of the subject congsy Europeanization also
enables the systematisation of the existing oufiiguh the point of view of the
operationalisation of Europeanization in the sulista approach. Analogously,
as in the case of conceptualisation and operatgaimn of the development cat-
egory in the economic studies, not only one canitbdact one must adopt the
same four designates of the economic Europeanigabioth in the macro- and
microeconomic perspective. These are:

— areas of Europeanization (what Europeanises?),
—  factors of Europeanization (why does it Europed)ise
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— mechanisms of Europeanization (how does it Eurdpeaj
— sense of Europeanization (towards what does itfaaise?).

Therefore, considering the subjective criterion,caa distinguish four basic
research approaches (Wach, 2013), namely (i) pEgvédimensions of Europe-
anization), (ii) causative (causes of Europearomti(iii) process (mechanisms of
Europeanization) and (iv) resultant (effects of dpganization), although the
present literature of the subject does not asgignsame attention to them, does
not undertake them with equal frequency, and ihswsearch is undertaken, it is
fragmentary and conducted mainly from the pointiefv of the political scienc-
es, namely from the perspective of macroenvironmiemis, as it seems, there is
an urgent need to undertake research into the Earigation process from the
perspective of the economic studies, especialltherevel of a firm (the microe-
conomic level).

1.4. CONCLUSIONS

The general causes of Europeanization should bghsooainly in the intensifica-
tion of the integration processes in the Europeaioty and particularly in the
introduction of the principles of the single markethich have resulted in the
possibility to treat the markets of all member etahs an internal market in a
sense. The European Union is currently facing seehallenges not only for its
internal problems, but mainly in relation to itdute in the international arena.
These concerns are not only expressed by the opmoakthe European integra-
tion, or sceptics who incidentally always expressedbut these fears are also
shared by its supporters, which definitely is a mimig symptom. The current
image of the European Union and the challengexcid is well-captured by Gid-
dens (2007) in his bookurope in the Global Agds further and deeper Europe-
anization thus compromised? Certainly, the Europdaion, as well as the pro-
cesses of Europeanisation are now at the crossriNatisnly is fairly close to the
forecast for the next less than two decades (Withgossible consequences of
such a reconfiguration will be felt much earlighe situation requires redefinition
and reconfiguration strategy and to take anticiyasmtions to support European
businesses and European economies (or even thpdeaur@conomy) .

On the basis of the literature study presentetlisighapter, we can draw the
following conclusions:

1. Europeanization studies have undergone dynamictgrmeently. Literature
is broad, however most studies are conducted franpblitical science per-
spective, especially public policy, administrati@md law; additionally re-
cent studies are rooted in economics and othealssaences.

2. Initially, the Europeanization studies, dating baskhe 1970s, applied the
top-down perspective by researching into the adiaptaof EU legislations
and norms by national systems.

3. Currently, Europeanization studies include two-virapacts (top-down and
bottom-up) making the investigations more complea holistic by adopting
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the integrated circular approach based on the two-way feedback mecha-
nisms.

4. From the methodological point of view, there are three analytical levels on
which Europeanization processes are commonly researched into, they are:
macro, meso and micro levels, however, a need to promote meso analysis of
the Europeanization processes is very welcome.

5. There is an urgent need to gain methodological awareness among European-
ization scholars and to increase the quality of the applied research methods,
as well as to propagate the mix of methodologies as the best research design.

6. As Europeanization is a multi-faced phenomenon, thus there is a need to
conduct multi- and interdisciplinary studies linking scholars representing
various academic disciplines and making use of different perspectives by the
synergy effect.
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Summary:

The goal of this chapter is to investigate the state of the #ieiresearch on Europeanization of
public policies. It seeks to identify and discuss the main exjagneariables applied to under-
stand to variations of the level and scope of Europeanisation in diffegetors and policies. In
the first step the author operationalizes the concept of Eurapgiani for the purpose of analyz-
ing its influence on the public policies. Then, consequently thiy stuerviews the Europeanisa-
tion mechanisms through which the transformative impact coming fiensupranational level
becomes effective. Next, it suggests some methods in whicprititem is researched in other
EU member states and then consequently it applies this camdusito the research concept.
The text is illustrated with quantitative data on the scope oEthiepean legislation penetration
in today’s Europe as well as it shows the real ‘regulatasrvention’ of the European Union in
its member states. In the conclusions the author is cautious howeirging to the fact that very
often it is highly difficult to isolate the Europeanisation impulfesn other determinants of
change (like internationalization and globalization).

Keywords: Europeanization; European Union (EU); public policy
JEL classification; F02, F15, D02, D79

2.1. INTRODUCTORY REMARKS

The European Union (EU) has expanded its functiomalact in many spheres
since its initiation in 1950s (then as the Europ€ammunities). In some cases
the competences came to the supranational levaighrthe process of communi-
tarisation. In others the competences were crealteady on the UE level and
consequently, in a top-down process, got implenteiriethe member states. In
both cases the literature conceptualizes theseegses as Europeanisation — a
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term which captures the phenomenon of creating smm@nistrative areas based
on EU’s own political and economic agenda.

The milestones of European integration are usuaky treaties. The mo-
ments of their negotiation, ratification and goimgo force, are usually critical
Europeanisation moments. Conventionally, but absthis context, Europeaniza-
tion is understood as a phenomenon of domestictaiiap to European integra-
tion (Borzel & Risse, 2006)Consequently, the academic attention highlights thi
phenomenon to describe, explain and interpret'tbgulatory intervention’ from
the supranational level. Being mainly a regulatpojity, the EU uses regulation
as a tool to influence and, in a number of casesn ¢o authoritatively prescribe
the desired behaviour of public and private aétd¥®t surprisingly, sholarly
attention focuses so much on the emergence of sajppaal institutions (Eder
2004), and accompanying topics, up to the impadEwbpean integratiorEk-
adaktylos & Radelli, 2009)

However, it is vitally important to remember théthaugh the EU has enor-
mous potential influence, caution is needed in rmgsy the extent to which the
EU has shaped governance, polities, policies, afitigs overall. One of the most
(inYfamous mistakes in overestimating the Europsstiun potential was the
speech delivered in 1988 (shortly after the Sirgleopean Act) by Jacques De-
lors, the head of the European Commission at ima, taddressed to the members
of the European Parliament. He argued that in tears/ (from that moment)
eighty per cent of the economic law, and supposatilg in the field of social
policy as a consequence, will have its communityre® (Bulletin No- 2-367/157,
6 July 1988). His prediction became a myth, remkatany times it got a status of
a truth that many believed in. “The “eighty per teyth” can be found in many
text-books and even in scholarly analysis signethbymost recognized names in
the European integration studies (see for exanhjile:1999; Wallace, 2005).

Today we dispose enough empirical knowledge whiefjlatts this “eighty
per cent myth”. Just on the basis of purely logaediuction, it would be suspi-
cious that a polity which redistributes roughly D¥its GDP, would define 80%
of its laws. Even if you agree that the EU is naedistributive but a normative
superpower, still — it is estimated that the EUdkgion impacts only up to 10%
of its GDP. The assumed 80% would have to deal witly minor issues and
practices. Certainly, the saturation of sectorai Wth EU legislation is only one
of the (highly imperfect) methods of measuring Ewanization of public poli-
cies. Even in spheres that are Europeanised tosidarable degree, there is still
enough room for maneuver and consequently the cégpemember states may
differ significantly as regards the same policyslimportant to remember that the
EU policies are usually only the common denominatbia wide spectrum of

! This functions domestically, in the member stakes,also beyond the European Union’s territorynstimes
going much further and embracing distant lands etike political and economic gravity of the EU i8g
enough.

2t is a process that impacts upon members of thef@an Union and those aspiring to joindaeven wider
neighbourhood.
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policy variations that we can find on the groundheTdependent variables that
differentiate the Europeanisation of public policiere: time, member state and
the respective policies themselves.

2.2. LITERATURE REVIEW

Europeanisation as analytical category is used faisdsed) not only in the Eu-
ropean integration studies (Riedel, 2010), but asmany neighbouring disci-
plines, like: international relations (Knill & Lehuahl, 2002), political science
(Ladrech, 1994), economics (Wach, 2014) and maierotelated areas. Un-
doubtedly, having attained the status of a catasshrEuropeanization gained a
lot of explanatory potential together with the prss of dynamic growth of re-
search and investigation devoted to it. Howevels itnportant to remember that
Europeanization is not a theory — it is rather & whorganizing the European
studies agenda, a phenomenon that needs to benexpknd which orchestrates
existing concepts rather than ‘re-inventing the @héne might ask why it is so
trendy nowadays, as opposed to in the 1950s. Oslyidhis explosion of litera-
ture must have been associated with the growingitapce of the impact of the
EU on different dimensions of domestic (memberestatpolitics. Consequently
Europeanization is required for a comprehensiveetstdnding of the integration
process (Graziano & Vink, 2007, pp. 8-9), includitegimpact on various sectors
and policies.

The classical strand of Europeanization literafio@ises on domestic im-
plementation (Featherstone & Radelli, 2009) — is #ense this publication con-
tributes to the classical stream of Europeanisasitudies. In addition to this,
however, Europeanization research offers a ‘Eunopeaute to the study of na-
tional politics, policies and politidsOriginally the research on Europeanization
was almost exclusively concerned with domestic geaim EU member states.
Additionally, if one would like to track the deve@lment trajectories of this re-
search agenda, it is apparent that together withbily bang’ enlargement (2004),
also conditionality as a concept became an impbpart of the scope of Europe-
anization (Schimmelfennig & Sedelmeier, 2004).

Analysing the Europeanisation of specific sectansl @olicies, it is im-
portant to remember that three different steerirgmanisms of Europeanization
have been identified by Michael W. Bauer, Christétill and Diana Pitschel in
their important contribution to this strand of aeadc discourse — compliance,
competition and communication.

‘Governance by compliance presupposes the existd#regally binding and
common European rules that have to be implemeritdteadomestic level, con-
ceding only marginal levels of discretion to naéibbureaucracies. Compliance-
based regulations typically appear in policies @fifive integration, i.e. they are
aimed at establishing a sound environment for @uigpants of the European

3 The EU becomes a natural part of domestic politics
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common market. They impose constraints on natiag@lrs in order to safeguard
certain standards for the protection of workersystmners and the environment,
as well as cultural assets’ (Bauer, Knill & Pitsgt2907, p. 408).

This perspective assumes a far-reaching impachemational institutional
system, its organization and its working practicHss is why new institutional-
ism (March & Olsen, 1989) is so crucially importasta theoretical vehicle.
When analyzing the potential impact of complianesdad policies on non-EU
states, the obligatory nature of the respectivicpa$ a decisive aspect. In order
to ensure that regulatory policies have an effea,crucial that the EU has legis-
lative authority in the respective country, for myde it must be able to enforce
its rules and should have tools at its disposahttction eventual non-compliance.
With candidate countries this precondition is asdwsince the EU insists on the
implementation of thacquis communautaifeas a condition for EU membership
(Bauer, Knill & Pitschel, 2007, p. 409).

In this context it is important to remember thathivi the phase of candidacy
the responses of states to compliance measurevamayaccording to the phase
of their application. At the very beginning of tapplication process, applicants
normally make great efforts to demonstrate theitumity to become full members
and adhere to even very restrictive EU measuregnitie accession negotiations
proceed and the fear of exclusion diminishes, natibureaucracies or negotia-
tors may exhibit indications of fatigue or evenistce in reference to the im-
plementation of EU-based rules, especially whenattjastment of EU norms is
accompanied by high costs. This trend could bergbden Bulgaria and Roma-
nia shortly before the EU finally decided on theiembership (Schimmelfennig
& Sedelmeier, 2005, p. 216) but also in case ofynr@her members states.

The second mechanism applied in EU regulatory paccompetition be-
tween market participants but also national adrirgtive systems and many oth-
er actors to achieve EU requirements. Competitaseld regulations aim at en-
suring the functioning of the common market by gedly abolishing distorting
factors such as national regulatory barriefghe rationale behind institutional
change in the context of competitive measures mdiffandamentally from the
logic of compliance: not the self-preserving instseof bureaucracies, but rather
market competition that constitutes the driving hadsm. Additionally another
factor is considered to be of major importance: ititerest of the non-member
state in participating in the common market and gbtential gains they expect
from their participation.

‘Candidate countries are (at least partly) involhnedhe common market
long before they accede to the EU. On the one hiey, are subject to market-
related conditionality. They have to ensure thetrtmstitutional structures fit the
requirements of the market system of the EU andttiey adopt the provisions
set up for the Single European Market’ (Bauer, K&iPitschel, 2007, p. 413).

4 The mmpilation of about 80,000 pages of legislation
® ‘Negative integration’ — amounting to deregulatigm contrast to positive integration, in which tB& per-
forms a redistributive functions or builds its opwolicies)
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The third mechanism — communication — refers todbeamunication be-
tween national regulatory agents grouped togetheEU legal or institutional
network§. The authors of this classification, Bauer, Krmilid Pitschel (2007,
p. 414), suggest that ‘(...) applying the governanmar@ach of communication,
the EU stimulates information exchange and muteatring between national
policy makers. Furthermore, it aims to promote dexelopment of innovative
forms and models of problem solution that can begrated in the member states’
regulatory systems. Communication-based measugaialfrom setting legally
binding rule$. Instead they are designed to support nationatyohakers look-
ing for regulatory models and concepts to tacklcpg@roblems.

Other authors (see for example: Knill & Lehmkul®02) suggest different —
however related — set of mechanisms as far as Eanigation is concerned: insti-
tutional compliance, changing domestic opportusityictures, and framing do-
mestic beliefs and expectations. The mechanismuobfeanization by institu-
tional compliances particularly, but not exclusively, pronouncedpalicies of
so-called ‘positive integration’. This strongly celates with the previously men-
tioned logic, in which it is not market mechanisima rather political actors that
set up decision making structures in the supranatidomain and make certain
policies ‘EU exclusive’. Examples of Europeanizatioy changing domestic op-
portunity structuresan be found in particular in many market-makingqgies of
the EU (negative integration). These policies labicexclude certain options
from the range of national policy choices, rathert positively prescribing dis-
tinctive institutional models to be introduced la¢ hational levél Europeaniza-
tion by framing domestic beliefs and expectatianparticularly likely when the
EU decision-making context, above all the undegyaonflicts of interests be-
tween the member states, only allows it to adoficies which are vague and
more or less symbolic (Knill & Lehmkuhl, 2002, #55-259).

It is also clear in the literature that one neexlsde Europeanization both
(Wach, 2010, 2011) as a downloading (top-down Eemojzation) as well as an
uploading process (bottom-up Europeanization). faioklly Europeanization
involves crossloading or policy transfer througéslen learning from one member
state to another (Wach, 2013). Through the Europagration process, policy
transfer is undertaken from one state to anothee. Miember states, their institu-

® Member states communicate with third states withim framework of numerous associations, partnership
agreements and other platforms.

" Soft modes of governance may acilastrative examples of governance by communiagtior instance the
open method of coordination (OMC), where integrafwessure does not function through complianci lagd
strength, but in accordance with interactions, ast& community building factor. This mechanisrorigcially
important in all cases, usually beyond the firdtapi where supranational regulatory interventianmot be
effective due to the lack of binding legislation.

8 The argument supports Olsen’s observation thatBbiés effectiveness in institution-building and oyl
change, even within the Union, has varied acrosstuional spheres such as competition policy, etary
affairs, external and internal security, culturte, éMarch & Olsen, 1989). Apart from this, cleausal relation-
ships between the EU and domestic levels are diffto trace since causation operates in both times. Such
processes are best studied as ‘an ecology of matizgitation’ (Hughes, Sasse & Gordon, 2004). Uafately,
this kind of flexible method of case study (with & imperfections) is assumed to be the most @mpate
method for analysing the application of EU condititity during enlargement.
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tions, politicians and citizens interact and thas occur via the process of sociali-
sation. Policies that are transferred in this fashhay become the norm through-
out the EU and could consequently be uploadeddbmsttp Europeanization) into
the EU domain (see also: Howell, 2005: 381). Howeiethis volume, it is the
top-down approach that is dominating.

2.3.EUROPEANIZATION OF PUBLIC POLICIES

Many scholars view Europeanization as exclusivaitdm-up process in which
national states relinquish policy-development powethe EU or where the EU
emerges and grows as a distinct administrativettre (Risse, Green Cowles &
Caporaso, 2001). The concept is also often usddaie attention to the top-down
direction of the EU impact—without ignoring the ntleottom-up orientation —
which represents the EU’s impact on national systé@rabbe, 2003; Ladrech,
1994; Schimmelfennig & Sedelmeier, 2005; Samur,020However, summariz-
ing the above mentioned ways of understanding Eaoisation and its mecha-
nisms, the impact of the EU on national systemsllshnot be perceived only in
terms of public institutions, public policies, aledjal norms but in a much wider
sense which includes informal rules, normative @ajutand mentalities (Radaelli,
2003). Europeanization allows us also to see th@@bs the go over time in Eu-
rope, especially the reach of the EU’s functiomabaof impact.

Even though there is a great body of literaturéhendifferent conceptualisa-
tions of Europeanisation, there are still not ermempirical studies on the impact
of EU on domestic legislatures. This contributidiowas us to have a better un-
derstanding of this phenomena in Poland.

One of the methods used is the quantitative acsafrthe share of the EU —
related laws. Certainly this method does not clainbe a perfect one, but it al-
lows to have some orientation about the proportiohEU-led legislative inter-
ventions in various policy arenas. Membership ie BEJ imposes severe con-
straints on the policy autonomy of national parkems and their policy-making
capacity. Apart from EU directives that requireioal transposition, domestic
legislation can also be indirectly shaped or inficed by European integration.
We also have to be aware of the measurement prebieralved in attempting to
conduct comparative research on the share of ‘Hdded legislation. The pro-
duction of laws differs between EU Member State#h \8ome parliaments ap-
proving considerably less laws than others. In s&tdecountries the adoption of
legislation may be delegated more extensively & dghvernment, which issues
decrees in place of laws processed by parliam&atsond, much of EU legisla-
tion consists of regulations that are directly liigdand hence do not require par-
liamentary approval (Raunio & Wiberg, 2010, pp.78): One also needs to keep
in mind that some parts of newly legislated actk lthe reference to their UE
sources.
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As an illustration of this method of measuring theropeanisation, it is
worth pointing to a number of studies that go iis thne, among them: Page
(1998), Brouard, Costa and Kerrouche (2007), To€H610).

Figure 2.1 shows the saturation level of EU-reldéggislation in the legisla-
tion of selected member states. There are two paitich require some com-
ments, connected to the presented above data.—Fih& numbers 12%-14% are
far distant from the “eighty per cent myth” of Jaeg Delors. Second, the respec-
tive member states differ from one another. Howhis possible that being a sub-
ject to the same Europeanisation impulses, theifspatember states may differ.
The answer is quite simple — some member statemare active in legislation
generation then others. Consequently, when the samder of EU legislation
gets implemented in one country (which is legisklii more passive in a certain
domain), the shafenay be higher than in some other member stateshegisla-
tively more active and generates a number of déveiitems.
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Figure 2.1.Share of EU-related Laws in 2008 — country comparis
Source: Own accounts based on Toeller (2010, pp. 417-444).

Figures 2.2 and 2.3 show some illustration of twemher states and how
the share of the EU-related legislation changed tne. The two graphs reveal a
number of interesting phenomena. It can be obsahedhe two countries differ
(which is already known from the previous graph)t fsom the two graphs we
also learn that they differ in a dynamic way.

The share of EU-related legislation is differentertain periods of time be-
cause the number of EU-legislation differs in tirkkaw does it differ in time?
Here, we should take into account two levels olymis First, on a macro-level —
the number of generated EU-related laws changestone due to the life-cycle

° Represented g®er cent



32 Rafat Riedel

of the European Parliament. It is recognized that legislative activity of the
European Parliament is lower usually at the vewyirogng of its cadency (when
it is getting organized — the Eurodeputies arecseteto different functions, they
learn their new role, there are hearings of the nemmissioners, and there is a
number of other issues which effectively keep thmrhof the purely legislative
activities) and then it is also less intense atvitry end of the cadency (when the
Eurodeputies are busy with electoral campaigns).
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Figure 2.2.The Share of EU-related Laws in the United Kingdorhi987-1997
Source: Own accounts based on Page (1998, pp. 803-809).
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Figure 2.3.The Share of EU-related Laws in France in 1986-2006
Source: Own accounts based on Brouard, Costa & Kerrouche (2007).
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Figure 2.4 relates to the third variable that wantioned before — policy
field (apart from time and member state — as the r@maining variables). Here,
on the exemplification of Germany we see that frame policy field to another,
the level of Europeanisation (measured as the sifatee EU-related Laws) may
differ significantly. Both of the presented poligiéenvironmental policy and agri-
cultural policy) belong to the highly Europeanisgalices so the numbers are
pretty high (75% — 81%). THE EU enjoys in both arestrong competences,
therefore it is no surprise that these two poliglds are penetrated by the EU
legislation to such a degree. However, one alsoitnv@asmember that it is also a
characteristic of Germany that is a very Europesgthisountry — it means that the
German legislator very often makes references toesprimary or secondary
legal act, very often EU treaties but also soft-tavd others. It is a typical charac-
teristic of federations and Germany is a clasdiedéral state. Legislators on the
lower levels of the multi-level-governance (MLG)ssym very often seek legal
mandate on the higher levels of the MLG system.
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Figure 2.4.The Share of EU-related Laws in Germany (selectdidips)
Source: Own accounts based on Toeller (2010, pp. 417-444).

2.4.CONCLUSIONS

As the first summarising conclusion it is necessargay that it is very difficult to

research the Europeanisation of public policies.imarested scholar will meet a
lot of methodological traps and nuances, howeveeedless to say — it is worth
and scientifically valuable to research the publiticies developments and their
Europeanisation. The identified three dominantalzlés do not exploit the whole
range of other explanatory variables possible f@yaprhis text is just an over-

view of selected methods which are useful in redeag the level and scope of
the policy penetration from the supranational le@@metimes the Europeanisa-
tion effects are identified in spheres where thelad not got a lot of competenc-
es (Urbaniec, 2014). And — the other way aroundse m areas where the EU
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enjoys strong competences, still there is a labom for manoeuver for the poli-
cy creation at the domestic level.

The rich body of literature shows us that both frempirical knowledge and
from deliberative speculation, we can identify thierentiated influence of Eu-
ropeanization on specific sectors and policiesniggor instrument, conditionali-
ty, sometimes works more efficiently, sometimes.ldsis usually determined by
the domestic costs of rule adoption in the aspisgtage and its alternatives, but
also on the phenomena within the EU. It is highblitiwized process on both
sides, therefore it is also unpredictable to adagtend. Alsgost factum diffi-
cult to measure as the speculations on the EU ingraddifficult to be proved in
many cases (especially the political ones). Theralways the path-dependency
factor in the politics of domestic transitions tinaed to be calculated, rather than
exclusively the conditionality emanating from the.E

In this point, it is also important to stress ttet can observe growing inter-
national harmonization as a process related toafjkstiort’. There is an increas-
ing convergence in the policy-making and institnébdecision-making structures
and procedures of their public administrations dwitle (Massey 2004, p. 19;
Hennis, 2001). In this context it is even moreidifft to distinguish the Europe-
anisation mechanisms results from wider trends eciea with internationaliza-
tion and the accompanying convergence in policyinggknstitutional set up and
political process in general. This phenomenon geasran important research
challenge — how to operationalize Europeanisatiora iway which allows the
isolation of “Europeanisation factor” exclusivelyhe risk to mix and confuse
some determinants stemming from other processi® -‘nternationalisation and
globalisation — remains strong.
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Summary:

The concept of Europeanization occupies an important space imdyeo$tEuropean integration
and has served to activate debate about the impact of the EU onahgdesrnance at different
levels. However, the starting point for the considerations cowntaméhe paper is the observa-
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process of domestic change in EU member-states, the resgaradadinked to Europeanization
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extensive and enough in-depth going way. That's why the paper sets drfinte and describe
the particular characteristics of Europeanization with reg@rdsban governance. Europeaniza-
tion allows to understand the EU engagement within cities and asshengnpact of EU regula-
tions, policies, programmes and initiatives on the resulting Itzalge. This approach takes also
into consideration how far the European cities change the pro@sseslations on the Europe-
an level. In this context, Europeanization can be divided into two idsmoéurban politics. The
first is related to the transition of the traditional urban goweent towards urban governance
focusing on horizontal partnerships, networking and community involvembats&cond one
concerns the reorientation of urban policy away from fragmentethadowards integrated local
action plans and initiatives, which contribute to the improvemerifeoinl European cities. The
paper covers main conceptual and definitional approaches to Europeanizistiolegards to
urban governance, their dimensions and further perspectives.
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3.1. INTRODUCTORY REMARKS

Since the early 1990s with the completion of thegke market, the European
integration process has significantly affected lagavernments across Europe.
The European Union and Europeanization has accaegpéme cities in a period
of time which has been marked by transnationalgnaigon, internationalisation,
economic interdependence and intensifying locatieoanpetition (John, 2001,
pp. 61-92). Thus, urban governments have faces@easing number and com-
plexity of challenges. Economic, social and cultgiabalisation has led to more
economic competition and pressures on nationall@ral institutional structures
to capture international capital flows (Wach, 201Micreasing environmental
problems and climate change have not simplifiedstitging of policy priorities.
Nowadays, cities are the economic, political, anlfucal centers of Europe. To-
day, most Europeans live and work in cities. Hoeythve and work depends on
political decisions made at different levels of gowdistribution. That's why cit-
ies have been recognized by the European Uniomew @olitical space, offering
new opportunities. The EU has provided them witiv @ecess to resources and
brought new institutional and political environmerior urban institutions, with
new policy areas, new political negotiation andoperation partners and new
divisions of power between different levels of pal@ddministration. Cities in the
European Union gain from various EU programmes,cividan be utilised as
transmission belts for urban change and local msi&ion processes. They im-
plement European regulations which can directheafimportant urban policy
areas (e.g. procurement of public services, goodscanstruction work, air and
water quality, purification of sewage, environmemtgpact assessment) and have
duties to secure compliance with EU regulationseurieir jurisdiction. Moreo-
ver, the cities are affected by employment and ¢nostrategies devised on the
EU level and deal with opportunities and constsaicrieated by key integration
projects like monetary union or EU enlargementhgitgh cities are not directly
represented at the European level, they are affdnteEuropean integration with
regards to the fact, that around two thirds ofldggslation implemented by local
authorities is EU legislation (Zimmermann, 20062p). The implementation of
EU programs and initiatives at local level canraltee preferences of local enti-
ties as well as their practices and policies. Butte other hand, activities of the
European cities shape the development of EU progrpmlicies and initiatives
(Marshall, 2005, p. 672). Having this in mind, thaper covers to theoretical de-
bates around Europeanization with particular atbento urban governance. Eu-
ropeanization in cities occurs as a consequenggarisive political and econom-
ic interactions. The range of processes of dissatinim and harmonization result-
ing in development of a common European culturelmsummarized under the
notion of Europeanizationt appears at both, national and regional level and
determined by different types of adaptation pressand “mediating” institutions
operating within different actors (bodies) of gawamce (Marshall, 2005,
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p. 17). Europeanization emphasizes the involveroénbcal framework, devel-
opment of more urban partnerships and encouragenfigvitler level of actors in
multi-level territorial interaction. Apart from thguestion whether the European
integration itself should be regarded as a forntEofopeanization, an approach
which is rejected by most authors (Quagltaal. 2007, p. 408), the Europeaniza-
tion approach seems to be the most appropriatetmmeovide an explanatory
framework which allows an assessment of the agtiaake of cities in the political
system that is the EU and their engagement witihénEuropean integration with
the impact on the European level. On one handayisoach departs from grand
theories of European integration which either desinabl institutions (in coalition
with local/regional and other actors) to take oseecutive control from the gov-
ernments of member states or, as an alternatipecéthese governments strictly
to control the extent of European integration. @& dther, it regards the utility of
historical/sociological institutionalist approachésrms of “top-down” and “bot-
tom-up” Europeanization as well as the conceptatibn of the extend, “the hori-
zon” and the scope, the “deepness”, of the EU impaiach, 2011)In order to
evaluate the usefulness of Europeanization as eepbiin the research on urban
governance, it is first necessary to define itmteand the conclusion of the study
by Radaelli (2006, p. 58) that “ultimately Europization provides a theoretical
lens on the effects of integration [into the Eupéinion] on domestic political
structures” appears the most efficient

The aim of the paper is to reflect current concalptiebate on Europeanisa-
tion with particular attention given to the urbamvgrnance. It contains key defi-
nitions, points out three dimensions of Europediuisaat the urban level and
indicates two domains of this process: relatechtottansition of modes of gov-
ernance on cities level and integrated, smart udmrernance as an increasing
trend in cities development within the Europeandoni

3.2. LITERATURE REVIEW AND THEORY DEVELOPMENT

Definitional and Conceptual Approachesto Europeanisation
with Regardsto Urban Governance

The resolution of the primacy of the state in thganization of the world
market has created a spdbat is filled largely with urban structures. Thirsthe
scientific literature appeared the notion ,urbacalional policy”, that emphasized
the uniqueness of urban policy strategy towarddaipation (Brenner, 2004,
pp. 212-216). In addition, the term “glurbanizatistressed theeactions of cities
as urban governance systems to the challenge efational competitiveness
(Brenner, 2003, p. 17). N. Brenner considered “origavernance as the main
catalyst, medium and arena of state re-scalinggss®s” (Brenner, 2003, p. 19).
He pointed out that as a result of the globalizatmal re-scaling of the state, it
began the creation of a new hierarchy of citiesusTherritorial context of con-
temporary public governance reveals a spectrumraflems that territorial or-
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ganizations should face. One of them are new faig®overning and distribution
of power.There are numerous reflections on how the socitisdpaorphology of
cities is changing in the context of globalizatiam the pressures to which local
governmentsare subject when these processes of structuraftnanation take
place; and on the dynamics of change in publiccgadigendas and forms of urban
governance. The analysis of public policies expla@asons for policy change,
policy stability and policy variation (i.e. change relation tocontext) (John,
1994). According to Elander (2002, p. 191), thellehge for urban governance is
the need toritegrate interventions and “( ... ) innovation lie sense of creating
concerted regulation and control systems, co-praiucjoint management and
public-private partnerships at the national, regloand local level’ This state-
ment should be complemented by a the European, Isinele due to the progres-
sive process of the European integration playsnareasingly important role in
urban development in Europe, going hand by hant wgiobalization and re-
scaling of the state.

In terms of the discussion of the Europeanizatibnities, their position in
the European multi-level structure, the governaeqmeroach would appear to be
crucial. Governance has become an important comaéipthe decreasing role of
the welfare state since the eighties. This padicalode of coordinating action
among political subjects marks one important défere between new forms of
governing and traditional, hierarchic governmergdaaon central authority: the
public sector has slowly but surely transferregpossibilities and functions even
in the most welfare states, thus opening up spadeoaportunities for private
initiatives. This shift required a multi-actor umganding of public (within urban)
management in which diverse actors take respoitigbilthat used to belong to
the public sector. The notion “urban governancevers a wide variety of prac-
tices, many of which have yet to be described,yaeal and explained. It includes
areas such as social welfare, environmental pioteceducation and physical
planning. Urban governance shows innovations imseof co-regulation, co-
steering, co-production, cooperative managementpaidc—private partnerships
on national, regional, and local levels. With urlsgstems today characterised by
complex patterns of interdependencies, controlimgnaging or even steering the
complex, fragmented and often competing societar@sts is beyond the capaci-
ty of the state as an agent of authority. City gomeents are no longer the key
locus for integration of urban relationships butrefy one of many actors com-
peting for access to resources and control of pagenda. In this context, urban
governance is defined as “the actions and institgtiwithin an urban region that
regulate or impose conditions for its political romy” (Sellers, 2002, p. 9).
Thus, over the past two decades or so, urban dawelot has become the com-
mon activity of a diverse group of “stakeholdergiublic agencies, semi-
independent public organisations, private compame®s, civil society organisa-
tions and citizens who have shared the resportgbiland risks of pursuing de-
centralised goals. Within this framework governaisca process of coordinating
political decision-making implicating different ac$, social groups and institu-
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tions in a particular institutional context to @tappropriate goals that have been
discussed and collectively defined in fragmenteteutain environments. The
multi-level governance approach starts from theiagsion that the EU has be-
come a system with multiple levels or spheres ekguance, including European,
national, and sub-national arenas (Hooghe & Ma2k€3). This concept differs
from classical approaches which explain the Eunopetegration at least in two
respects: first, this approach does not considetefels of governance as parts of
a stable hierarchical arrangement. Instead, meNll governance approaches
assume that competencies between local, natiodad@ranational governmental
institutions are shifted not only upwards to thedpean Union but also down-
wards from the nation-states to regions and cifissenau, 2003). Second, this
approach is not limited to state-based forms ofilegn, but includes the entire
range of governance types, such as public-privatenerships and non-state regu-
lation. As a consequence of these underlying assongy authority becomes
dispersed both across multiple territorial leveld among a variety of private and
public actors. In a multi-level system it becomd§alilt to determine the bound-
aries between different policy arenas because sapiarsue multi-level strategies
such as venue shopping (Rosamund, 2004, p. 120jnaydstart parallel initia-
tives at different levels. Policy arenas are nagmconfined to a specific level
because local actors may work together with repitasiges of national bodies
and the EU Commission. This creates new opporamitor local authorities,
which can pursue their interests at both nationdlEBuropean level. In contempo-
rary literature, the Europeanisation is often cdesed as a resource-dependent
process. From this perspective it is mainly ackmolgkd via institutionalism
prism which assumes that “institutions” (formalioformal organizational struc-
tures, procedures, norms, values or conventiora)esikand constrain the behav-
iour of actors. Within this paradigm, inquiry infuropeanisation effects take the
form of rationalist, sociological and historicalstitutionalism (Borzel, 2003;
Borzel & Risse, 2000; Marshall, 2003; Marshall, 2DOHowever, there is an
inconsistent and unsystematic theoretical pictaréhe varying explanations de-
veloped to explain the different impact of Europedomestic structures. There
are a number of studies which rely on the instinal compatibility of European
and local arrangements, other focusing on the t&fflecpportunity structures and
interest constellations and others emphasizingrtipact of European Union on
the belief systems, ideas and expectations of dierestors (Paczaiak, 2014).
All this approaches support that the European Unammbe conceived as a politi-
cal and economic opportunity structure that chartgesdistribution of power
between domestic actors, favoring one group oveother or increasing the mu-
tual dependency between them. However, focusingherEuropean integration
and convergence, they do not take into accoundibergence, persistence, the
varying responses and robustness of domestic gadlitistitutions and structures
against the adaptational pressures of the EU. ldaWiis in mind, proponents of
intergovernmentalist approaches suggest that thepEanisation enhances the
autonomy of national governments vis-a vis locabesc(Moravcsik, 1995). This
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argument is challenged by another group of schelais following neofunction-
alist or supranationalist approaches to Europetegtation, suggest that Europe-
an policy making provides regions with additionasaurces, which enable them
to bypass their national governments by gainingafilaccess to the European
political scene. However, in a next step, the fettes of this approach claim that
the European integration does not equally stremgthe role of sub-national au-
thorities in European politics. In contrast, thekrmowledge that regions diverge
in their capacity to use the resources offered H®y European policy making
(Jones & Keating, 1995). Finally, this group of sletis does not accept neither
the strengthening nor the hollowing out of the estdériving from a zero-game
approach but supports the emergence of a Euroystens of multi-level govern-
ance where European, national and sub-nationatsastware the political power.
In particular, this approach emphasises the lacknaf authority and stresses a
variety of combinations of governments on multilsigers of authority, that form
policy networks (Hooghe & Marks, 2003).

However, considering today’s socio-economic andtipal changes, linked
to globalization, urbanization and demographic veaweere is a limitation within
discussions on Europeanisation. The current relsearchis does not enough ask
what drives of the EU integration forward and witdé the European cities could
possibly play in this process. Although local gofitis increasingly shaped by EU
decisions, the Europeanization of cities has ontgrged as a topic for analysis
recently (John, 2000; Marshall, 2005; Kassim, 200, 303-307). Only few
works have researched Europeanisation processhm wities (Heinelt & Nie-
derhafner, 2008; Marshall, 2005), the implementatib EU legislation by local
authorities, the allocation of Structural Funds dnmdizontal activities through
local governance networks (Bartidt al. 2005). Notwithstanding the value of
these studies, insights of isolated case studimairepartial and can hardly ac-
count for a differentiated picture of integratiorogesses at the local level. That's
why there is the need to pose a question, whellgevery general concept of Eu-
ropeanisation can be made more relevant to thenucbatext. It goes with the
transition cities recently make from governmengtwvernance. As a normative
concept, urban governance calls for inclusion,onary leadership and enduring
partnerships between private, social and publioraciThe normative attraction of
this shift from top-down government to participatigovernance is clear: it prom-
ises a focus on added value of the municipalitppeoation, increased autonomy
and enhanced (financial) capabilities. In conttastgovernment”, the idea of
“governance” involves working across boundarieshimitthe public sector or
between the public sector and private or voluntsggtors. EU-financed pro-
grammes, largely because of their requirementdofog-term partnership work-
ing, force the expansion of the number of playdrtha local decision-making
table, bringing non-governmental organisationsresgntatives from the commu-
nity and voluntary sectors, business leaders, ahdrocial partners into the
increasingly complex world of urban governance ($hatl, 2003; Bache & Mar-
shall, 2004). Other important characteristics a tirban governance approach
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are: a new political culture that allows a flexil@lad responsive administration,
the structural participation of citizens (clientsers of the city), and decentralised
decision-making mechanismsr, as mentioned in the “White Paper on European
Governance” (COM 2001, p. 428), openness, participaaccountability, effec-
tiveness and coherence. The answer on questiong atib allow to explore the
role that member state actors (including citiekgtap in the unique political sys-
tem of the EU, and the drivers of domestic actorgdt involved with the Europe-
an Union, what can impact the European arrangemelatgang this perspective,
Bache and Jordan define Europeanisation more plgas follows: “the reorien-
tation or reshaping of aspects of politics in tleenéstic arena in ways that reflect
the policies, practices and preferences of Eurodewel actors, as advanced
through EU initiatives and decisions” (Bache & Jord2004). This definition
allows to specify new modes of governance on @tel — urban governance —
which entails both a reorganisation of establishetiorks and alliances in the
city as well as a reorganisation of the politicdivanistrative system itself.

One of the first researchers who coped with Eurojsedion of urban gov-
ernance, Marshall (2003), derives his understandinguropeanisation upon a
New Institutionalist perspective, which implies tthhasearchers must investigate
the impact of “mediating institutions” at multipterritorial levels, as these atten-
uate processes of Europeanisation and ensure rifitgateuand long-standing pat-
terns of local governance are not subsumed ininges reductionist paradigm.
Building on a model articulated by Green Cowdtsal (Cowleset al. 2001), he
argues that Europeanisation at the urban leveltseBua four-stage pattern of
interaction and adjustment (Marshall, 2004):

— EU Initiative (Structural Fund/Community InitiatiséJrban Pilot Projects);
— adaptational pressures (“degree of fit” betweendeldiestic norms);

— mediating institutions (local, regional, nationastitutional context);

— urban structural change (institutional shifts / gmance change).

In a more in-depth research Marshall and Bachendefiuropeanisation as
“the redirection or reshaping of politics in thengestic arena in ways that reflect
the policies, practices or preferences of EU leabrs/institutions” (Bache &
Marshall, 2004). Beyond this definition, they disfilish between “direct Europe-
anisation” — the intended impact of an EU initiativ and “indirect Europeanisa-
tion” — the inadvertent impact of an EU initiatiié.is based on the assumption
linked to the definition of Europeanisation propdbdsy Marshall, which refers to
changes in policies and/or practices and/or prata® “in the domestic arena”
rather than changes in “domestic policies and/acctizes and/or preferences”.
Marshall and Bache (2004) make also a further Bgardistinction is drawn be-
tween “voluntary Europeanisation” (i.e., embracgdkiey domestic actors) and
“coercive Europeanisation” (i.e., opposed by keyndstic actors). According to
them, there is a distinction here between diredtiadirect impacts. Thus, “vol-
untary-direct Europeanisation” is the ready adoptid EU decisions in a given
area (e.g., compliance with EU regional policy fatjans); while “voluntary-
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indirect Europeanisation” refers to the adoptioretf preferences and/or practic-
es and/or policies in another area (e.g. adoptidggproaches to regional policy
in domestic regional policy). Similarly, “coercivBrect Europeanisation” refers
to the forced acceptance of European preferenad/srapractices and/or policies
in a given area, while “coercive-indirect Europeation” links to spillover con-
sequences of “coercive-direct Europeanisation”rie area to another (Bache &
Marshall, 2004, pp. 5-6). Following this, Marshploposes his own an under-
standing of Europeanisation with regards to urbaveghance and indicates four
varieties of this processes in cities (Marshal%0

— Europeanisation of local government (“download’péccive-indirect” and
“voluntary-indirect”);

— Europeanisation of non-statutory actors involvecpiincesses of urban re-
newal and governance (“download”; “voluntary-indir'®;

— Europeanisation of local regeneration partnershipd networks (“down-
load”; “voluntary-indirect”);

— Europeanisation that engenders dissemination af j[mactices to the supra-
national level, and thus to other cities via traational networks (“upload”
and “crossload”; “voluntary-direct”).

Considering the next important aspect of Europediois with regards to urban
governance, depicting the scope of this procedisasis the “deepness” of the EU
impact on domestic policies and political structris one of the major issues in
the current debate on Europeanisation. Scholatkisrhave offered a variety of
classifications, which try to capture a spectrumgiag from the absence of
change to far-reaching transformation. (Borzel,20gp. 15-19; Borzel & Risse,
2007; Radaelli, 2006). One of them is the classifi;n made by Borzel (2005).
She proposes to take into account following waveisnpact, that the European
Union has on cities (Borzel 2005):

— inertia: it refers to the absence of change, howeet as a result of a fit
between European and urban policies or instituttbas may reaffirm exist-
ing arrangements. Rather, adaptations necessane¢d European require-
ments are resisted, even leading to non-compliaitteEU legislation;

— absorption: cities incorporate EU requirements ititeir institutions and
policies without substantial modifications of ekigt structures and the logic
of political behavior; the degree of change is low;

- accommodation: cities accommodate European prebgumdapting existing
processes, policies and institutions in their gesiy without changing core
features and the collective understandings attatihé¢ilem. One way of do-
ing this is by ‘patching up’ new policies and imstions on existing ones
without changing the latter; the degree of urbaange is modest;

- transformation: cities replace existing policiemygesses and institutions by
new, substantially different ones to the extent thair core features and/or
the underlying collective understandings are funelaally changed. The
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degree of urban change is high, affecting the obmlitical, economic and
social structures.

Dimensions of Europeanisation in the Context of Urban Governance

There are three dimensions of Europeanization, wajpear to be most relevant
for the Europeanization of cities with regards teea of questions which can be
posed for the urban governance:

- the top-down perspective: How do EU regulationstigaarly EU Structur-
al Funds programmes, impact the local governanaethBy result in new
forms of urban governance? Can EU membership signily influence the
way in which cities are governed?

— the bottom-up perspective: Why and how get citim®lved with the Euro-
pean Union? What explains the particular profiletheir EU involvement?

- horizontal perspectivéVhat kind of initiatives undertake cities to cocgter
without the participation of the European Union? ats a key driver for
this cooperation? What are new participatory areamgnts?

A definition developed in the context of top-downirgpeanisation holds
that this is “the redirection or reshaping of potitin the domestic arena in ways
that reflect the policies, practices or preference&U level actors/institutions”
(Bache & Marshall, 2004; Marshall, 2004). This dite®n of Europeanization is
the dominant approach and concentrates on the imepitation of EU decisions
in the Member States, in particular on the dimemsiand mechanisms of domes-
tic change. As most EU regulations are ultimatelplemented at local level, this
perspective is of enormous interest in relatiorth® Europeanization of cities.
From this perspective, local authorities are regdrds part of a hierarchically
structured nation-state. Although they are in chaof) implementing European
legislation, they do not have direct access to Etlgion-making. Thus, from this
point of view, local authorities are consideredaffected objects rather than ac-
tive subjects (Heinelt & Niederhafner, 2008). Thjproach argues, that different
political structures of each member state opersita filter, which refracts Euro-
peanisation in different directions and styles. Tneponents of this approach
stress the ways and the degree in which the Eungpalicy has had a differential
impact, with domestic responses to EU policies warygonsiderably across poli-
cies and countries (Borzel, 2003; Borzel, 2005)rdfall’s notion of this direc-
tion of Europeanisation is “Download Europeanigatidt assumes changes in
policies, practices, preferences or participanthiwilocal systems of governance,
arising from the implementation of EU programmed anitiatives. This — in his
opinion — principal form of urban Europeanisatio®,explored with regard to
local authorities, NGOs and regeneration partnpsstlthough catalysed initial-
ly by “coercive indirect’pressures for joined-up working, this top-down aati
has been largely “voluntary indireati nature, with urban actors and institutions
adjusting their procedures and operations to takewraage of EU funding (and
opportunities to increase their political clout)dhdhall, 2003, 2008).
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On the other hand Europeanization is certainly ntba@ a top-down exer-
cise dominated by Brussels. Europeanization doasti@n cities, but also pro-
vides them with new opportunities. One can ask ag how cities get involved
with the European integration, and in particulaatvbxplains the specific profiles
of their EU engagement. When cities develop thein dnitiatives and try to in-
fluence EU decisions directly, they change fromngepolicy-takers to policy-
makers and become actors in the process of Eurdptsgration. In many areas
cities have developed from policy-takers to acflayers in the EU multi-level
system. They have opened offices in Brussels, fednansnational city net-
works and tried to gain direct access to Europestitutions. Although local
authorities have not been mentioned in the existiagties, they have become
more important at the European level. Institutiocteinges include the establish-
ment of the Committee of the Regions, the inclusiérprovisions referring to
local authorities in the draft of the Lisbon Treaiynd the introduction of a sys-
tematic dialogue with the European and nationad@atons of regional and local
authorities. By directly linking its activities tive local level, which is the level
closest to the people, the Commission hopes todwgpthe legitimacy of EU
decisions and counterbalance the widely discussedodratic deficit. Any in-
volvement of urban actors in European initiativad avery extension of EU leg-
islation to subnational territorial units can résnlnew expectations and interests
on behalf of the local actors vis-a-vis the Eurapksvel. It nevertheless keeps in
mind that a purely “Top-Down” perspective is noffient to fully capture the
dynamics of interaction in the system of Europeaiitidevel governance due to
the fact, that the emerging engagement of citiethetEuropean level opens up
new transnational spaces for local actors. Fros fbint of view the Europeani-
zation of cities is not a problem but providesestivith new opportunities. Mar-
shall calls it “Upload Europeanisation” at the urbdavel, what assumes the trans-
fer of innovative urban practices to the supraarai arena, resulting in the in-
corporation of locally inspired initiatives in EUrggrammes or other urban
frameworks. In his opinion this variant, which engmasses horizontal transfer or
“cross-loading” between cities as well as “uplo&ol'the European policy stage,
addresses the less-ubiquitous literature on Euroget@on as policy transfer
(Marshall, 2003, 2008). Thus, from the bottom-upspective, cities try to partic-
ipate in European policy-making, e.g. by influemcthe positions of their nation-
al governments or directly lobbying EU institutioascording to their own policy
preferences. Participation in trans-national org@iions and networks enables
cities to make their presence felt at EU level.rEsapposedly symbolic arrange-
ments, such as twinning and cultural exchangeefagtanges in the behaviour of
urban actors in relations with European institusioim short, instead of remaining
at the receiving end of European policies, citig&/es to become (pro-)active
actors in the political system of the European drag well. They aim to spread
best-practice lessons through trans-national néswvor to influence the EU’s
emerging urban policy agenda. On the other harskams, the opportunities for
cities to gain access to decision-makers in Brgskal’le improved considerably
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over time. Today, the European Union provides apodpnity structure which

allows cities and their representatives to gairessdo different EU institutions.
National and European local government associatienge, therefore, become
more active in Brussels in recent years.
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Figure 3.1. Dimensions of Europeanisation at urban level
Source: Own elaboration based on Bérzel (2003), Marshall (2004, 2005).

P. John states, that Europeanisation at the lewal has both “Top-Down”
and “Bottom-Up” components. In his opinion, it iSssprocess whereby Europe-
an ideas and practices transfer to the core ofl ldeaision-making as well as
from local policy-making arenas to the supranatidegel. The European func-
tion is a means whereby public authorities can wat® and initiate policies and
programmes in the context of trans-national co-aj@m and European policy-
making” (John, 2001, p. 73). This theory explainsdpeanization as the result of
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a bidirectional process where membtates shape EU policies and institutions by
‘uploading’ their own policies and institutions tbe European level and then
adapt to outcomes made at the EU level by ‘dowrnt@gdEU policies and insti-
tutions into the domestic arena (Quagiiaal. 2007, p. 406)Following this, with-

in the research on Europeanisation on urban gomeenaany scholars found
more variable dimensions on this aspect while ofisgrthat effects of top-down
Europeanization have been altered because cities $tarted to bypass nation-
states (Bartik, Dangschat, Hamedingeal 2005) (Figure 3.1).

The Europeanisation “Top-Down” or “Bottom-Up” or 6p-Down and Bot-
tom-Up” assumptions leading to the study of thetival relations between re-
gions, nation states and the European Union asasdt their transformation, are
recently enriched by studies focusing more systieadft on the horizontal
changes of domestic urban policy process due tantpact of EU policy. Euro-
peanization on urban governance can take placeittrenEU institutions are not
directly involved in the process. The multi-levesiitutional ties between diverse
organisational bodies (EU, nation states, regiomlacal governments) contain
no clear hierarchy: they also involve private seatdors and parts of civil society
in themselves managing what used to be providethbéynational or local gov-
ernment. Compared to hierarchy-based arrangememtkich top-down relations
set rules in a relatively bureaucratic manner, tiype of governance arrangements
(governance-beyond-the-state) rules with more @petiory, inclusive networked
relations between socio-cultural, political and ibass elites where trust among
the stakeholders is high, despite conflicts andosjiipnal agendas. In Europe,
there are various forms of best practice transééwben Member States, between
regions in different Member States, and betwedascih different countries. EU
programmes initiate or accelerate new horizontahfoof urban governance. This
entails a shift from traditional top-down decisioraking centred on public ad-
ministration and municipal government towards gaoirgy through broad, com-
plex and informal coalitions of public and non-gatdctors. As decision-powers
of the local authority are increasingly shared witingovernmental interests, the
municipality adapts to a new role of steering, ragdg or facilitating policy pro-
cesses. Furthermore, horizontal governance enca®pabe creation of new
networks including actors from the political-adnsinative system, from (neo-
)corporatist organisations, the business sectorcandsociety. Horizontal gov-
ernance structures can also emerge within the doofgiublic administration, as
new forms of cross-departmental cooperation aréigeted by the EU pro-
grammes. They induce new ways for incorporatingractrom civil society in
political decision-making at the local level. Newarficipatory arrangements and
participation processes increase the access td paditical-administrative sys-
tems for citizens possessing different economicjaé@nd cultural capital. Net-
works among public authorities, social partners)-governmental and communi-
ty organisations as well as private business funthiaforce citizen involvement.
From the perspective of Europeanisation on urbeael lene can state, it today’s
reality cities governments maintain a myriad ofti@inships with their citizens,
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some direct and vertical, other straightforwarddyibontal in terms of “negotia-
tive administration”. Although EU institutions plajther no role here or merely a
facilitative one (e.g., through project fundingjistis an important, still increas-
ing, aspect of Europeanization at urban levelekent years the European Union
has developed an approach which systematicallyastgpphe exchange of experi-
ence, learning from peers, and best practice tan8s European towns and cit-
ies face similar challenges, they have developedegfies to facilitate best prac-
tice transfer. They cooperate transnationally, arge experiences and jointly
develop innovative solutionslrban policies are evolving towards the creation of
more integrated strategies for regeneration thatlve not only multiple public
stakeholders, but also private actors includingadcend community organiza-
tions. Although this dimension of Europeanization can dedfound at Member
State level, at which various transnational anddgavernmental networks have
thrived in recent years, horizontal Europeanizaippears to be even more im-
portant at local level. Strategies ranging frony ¢winning to the establishment
of transnational city networks constitute anothienehsion of the emerging for-
eign policy and para-diplomacy of European citiesoking ahead, this is one
important trend which is going to develop withinrgpeanisation on urban gov-
ernance.

Per spectives of Urban Governancein Europe:
towards Integrated Smart Urban Gover nance

However, the is an another parallel developingdrerich can be observed at
cities level in Europe. Various local actors haweertaken considerable efforts to
incorporate the tenets of multi-level European goagace in realizing integrated
policies in cities to meet the challenges of glddaions and Europeanisation.
Today’s urban development refers to the demograaicial and economic de-
velopment of cities, which leads to spatial expamsand change. Thus, cities
need to break away from compartmentalised appreaahe to integrate formerly
fragmented policy actions by taking the spatiabrexnic and social dimensions
of urban development into account; an approachwulibhelp them to integrate

all these dynamics, activities and services. Kemgples of integrated urban
policy are (Parkinson, 2005, p. 18):

— policy should focus upon economic competitivenessial cohesion and
environmental sustainability to achieve balancedettmment; policy needs
to focus upon opportunity and need at the same timarder to promote
successful cities;

— policies should recognise that liveability as wadleconomic success is cru-
cial to peoples' choice of places in which they ttanlive — this leads to a
concern with the public as well as the privatemeahd the quality of ser-
vices offered as opposed to simply the economicuppities that are of-
fered;
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- cities and neighbourhoods must become places datehand connection
rather than compulsion and exclusion; successfiglsciemain or become at-
tractive to a richer economic and social mix of de@and communities;

—  cities are important as sources of identity anchection between communi-
ties and cultures they can encourage social iniegracommunity engage-
ment and cultural recognition.

There are further basic principles of integratdolanrgovernancdrtegrated Ur-
ban Governancg011, p. 11):

- decisions made close to the citizens and subsigliasia principle within the
city: decisions should be made as closely as plestitthe place in question
(e.g. in the neighborhood), because this is whesegteatest likelihood ex-
ists of responding as appropriately as possibledal conditions;

- systematic approach: what is required is not adtiased on an individual
instance, but on the contrary to take stock of vdietady exists and deter-
mine priorities in tackling issues;

— integrated action: problems are approached in #stlwlway and through
cooperation between the separate specialist depatsirbecause this creates
synergetic effects and reduces negative side-sffectindividual sector or
department based administrative measures;

— client orientation: members of the general pubte ot objects to be dealt
with by administrative action, but are perceivedtlas government’'s cus-
tomers or clients with their own particular intdseesind requirements, to
which government will respond fairly;

—  public participation: decision making does not tgkace in the isolation of
the drawing board, but on the contrary everyonealloesidents and mem-
bers of the general public are included — men aoichen, older and younger
people;

- enabling and empowerment: those interest groupshadaie not able to ar-
ticulate their needs sufficiently in the public daim will be supported and
strengthened. All residents, male or female, migramd non-migrants, will
assume responsibility for their actions and fopaggling to needs;

- management approach: all government bodies wilpad@nagement quali-
ties.

An integrated urban development approach is basexbdial policy innova-
tions. It emerged as an alternative urban poligyr@ach due to its participatory
dimension. It develops social policy innovationsotigh grassroots-based, bot-
tom-up actions of governance institutions and spaéen integrated approach
aims at horizontal and vertical cooperation. Tlisanly means the incorporation
of diverse sectoral policies (such as employmehication, environment, culture,
spatial policy, social policy) at different orgaaii®nal levels (local, regional,
national and intergovernmental) to achieve a Holigrritorial policy approach.
Coordination between sectoral (economic, socialsgratial) policies, strong hor-
izontal partnerships, increased local responsisliand the concentration of fund-
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ing on selected target areas is needed to achiead and sustainable communi-
ties. A well as the effectiveness of top-down desdyinstruments has been rec-
ognized as a doubtful in a multicultural and mutional setting such as Europe-
an Union, coordination, cooperation, participateomd integration are acknowl-
edged to be key principles of the multi-level urlgmvernance approach (Tasan-
Kok & Vranken, 2011).

According to many theoretical approaches, key meishas for effective ur-
ban development upon Europeanisation from currerdgective are (Parkinson,
2005, pp. 19-20):

— urban policy must support both places and peopls:possible and desira-
ble to have strategies that focus upon individeadds but also upon the so-
cial and physical infrastructure which make citidfsactive in the long term;

— urban policy should adopt an integrated approachracognise the linkages
between housing, education, transportation, sgguréalth and welfare pol-
icies, rather than treating them separately;

— mainstream government departments' programmesegogdinces are as Cru-
cial to cities as special urban initiatives — goweents have to developed
special urban programmes for particular areas kicpéar policy sectors;

— cities and urban policy must have long-term suppattier than short-term
interventions;

—  policy should balance leadership from the top btjonal government with
leadership and engagement from below by commumity lacal partners —
government must give strategic leadership, visiod bng-term commit-
ment to sustainable development; but the full eegant of citizens and
communities is crucial to the successful ownersngd implementation of
sustainable urban development;

— government should build long-term contracts betwdiffierent partners and
levels of government, focusing upon the outcomegalicies rather than
upon short-term policy inputs — governments indredg recognise that
they have to work in long-term collaboration withrimers.

Within the European Union as well there have beemympolitical pro-
nouncements, documents, research projects and ,savhich see in integrated
urban governance a key approach for more smartnudexelopment and for
“good governance”. Since late nineties a numbdldfprogrammes were created
which promote integrated urban governance. Whilewkng this, by adopting a
series of formal documents on urban developmeritips| the EU has empha-
sised the complex nature of urban issues and ressmjthe need for a integrated
and holistic approach. The regulations, undertakéhin informal ministerial
meetings, include:

— Lille Action Programmea multi-annual programme of cooperation in urban
affairs in the European Union coping with co-op@rabn urban and spatial
Development (LAP 2000);
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— The Urban Acqui$rom Rotterdam, recognizing “the importance of toa-
tribution that cities can and do make to the ecanpanvironmental and so-
cial success of Europe” (UA 2004);

—  The Bristol Accord(BA 2005) highlighting the importance of sustaileab
communities for Europe’s further development antingeout the character-
istics of a sustainable community;

— The Leipzig Charter on Sustainable European Citiespzig Charter 2007),
pointing out the importance of “making greater o$éntegrated urban de-
velopment policy approaches” and the need “to geecial attention to de-
prived neighbourhoods within the city as a whole”;

— The Territorial AgendqTA 2007), placing the issues faced by cities, rtew
and urban areas into the context of territorialasibn;

— The Marseilles StatemefiMS 2008) asking for the implementation of the
Leipzig Charter principles by developing a commamwrdpean Reference
Framework for Sustainable Cities;

— The Toledo DeclaratiofTD 2010) acknowledging the role that European
urban areas, cities and towns can play in achietiagim of smart, sustain-
able and inclusive growth as pursued in the Eug}#9 Strategy; emphasiz-
ing the significance of integrated urban developinana tool for achieving
the Europe 2020 Strategy objectives; and callirgafoeal partnership with
European urban areas, cities and towns in its im@hgation, with the aim
of empowering them to tackle future challengestanahlock their potential,
continuing to strengthen public support for susthla urban policies across
the EU.

A set of interconnected common, urban and thenwdijectives are defined by
those and also by other documents at the macrb leve

— to create integrated and sustainable urban deveppwith a set of econom-
ic, environmental and social principles;

— toincrease participation and cooperation at mleltigvels of governance;

— to pay special attention to disadvantaged neighimnds.

The Europe 20205trategy emphasises three mutually reinforcingritieés of the
EU to become a smart, sustainable and inclusiva@ng. Seen from this per-
spective, urban development in the member statebedCOM 2010):

— smarter: if a multi-dimensional policy approachkita into account policy
context, administrative capacity and integratiar)rhultilevel governance is
followed, and if this approach is less bureaucrdtically defined, easy to
understand, easy to process and focused on de®dits;

- more sustainable: if policies are designed to ereasilience and increase
preparedness for coping with social, economic otaggc threats;

— more socially inclusive: if cities are better pregghto highlight the positive
aspects of a multicultural European society thapsus strategic participa-
tory approaches.
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Integrated urban governance implies going beyondeneeordination be-
tween policies, and thus encompasses joint workngnsectors and disciplines. It
refers to both horizontal integration between polgectors (different depart-
ments) and vertical intergovernmental integratioet\yeen different tiers of gov-
ernment), as well as beyond administrative bouedda(in the double sense: city
administration — regional / national administrataomd administration — civil soci-
ety). Integrated urban governance is an essemngatgguisite in order to face the
many challenges with which today cities all oves thorld are confronted. Inte-
gration is, however, a challenging task to put iptactice. This praxis shows that
integrated policy making has four core elementfiedts of action: public partici-
pation, political and organisational arrangemestgind city boundaries, political
and organisational arrangements within city bouiedarcapacity building. For
this approach are crucidhfegrated Urban Governan@911, p. 15):

— coordination between the separate specialised thepats of municipal au-
thorities;

— coordination between various levels of governmet authorities (e.g. dis-
trict or borough — municipality — region — country)

— political control in order to achieve (overarchinqglicy objectives;

— new decision making structures and/or institutioolaanges in municipal
authority bodies, including or incorporating cigibciety and/or business in
making and/or implementing decisions;

— holistic political strategies oriented more closdlywards the complex
sources of problems and towards inhabitants’ carditof life.

Thus integrated urban governance is a managemenbaqgh in its core. It con-
cerns management of cross-cutting issues in patieking that transcend the
boundaries of established policy fields. It alsoludes management of policy
responsibility within a single organisation or sgcintegrated governance refers
to both horizontal integration between policy sest@ifferent departments) and
vertical inter-governmental integration (betweeffiedéent tiers of government), as
well as beyond administrative boundaries (in thald® sense: city authorities —
regional / national level administration and admstirgtion — civil society). In spite
of this ambitious definition, in real world process a hierarchy of cooperative
approaches may be observed (Stead & Geerlins, 2p0846-449):

— cooperation: at the lowest level simply implieslaiaie and information;

— coordination: policy coherence and consistency ympboperation and
transparency, and an attempt to avoid policy cotsfli

—  policy integration: joined-up policy and decisiormking; includes dialogue,
information, transparency, and avoidance of patiogflicts (as in coordina-
tion) but also embraces joint working, creatingesgies and using common
policy goals.

In current perspective 2014-2020, cities are kegtngas in delivering the
“Europe 2020 strategy goals for smart, sustainaolé inclusive growth. That's
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why there is a need to keep and enhance the atgaess of European cities as
places where people like to live, work and invdstus, the EU empowers and
supports cities in their efforts for supportive atmmplementary urban policies
and programmes which allow for innovative approachehich are integrated,
smart and local tailor-made.

During the perspective 2014-2020, the integratdshmirpolicies should be
implemented under the motto of “smartness”, agadt teen programme within the
“Europe 2020". In the scientific literature, thaseno one definition of the notion
“smart city”: one can find mixing different concepfe.g. investments in social
capital, sustainability, quality of life, modernTGnfrastructure, “green city”). It
is problematic to create an unambiguous definibbrwhat elements make up
“smart cities”. The ambiguity of understanding bé&tnotion is related to its spe-
cialization: while “knowledge-based cities” focusimly on education, intellectu-
al capital development, continuous learning, cvéigitiand maintaining a high
level of innovation, a factor in the development“digital cities” are, in turn,
information and communication technologies. Howeyecocities” concentrate
on the use of renewable energy sources and foeursédfiorts on protecting the
environment and its resources. Basically a “smigyt enust combine all the ele-
ments mentioned above. Upon Europeanisation itldhmeet certain economic
requirements and have the ability to compete withewo cities in the global
knowledge economy. The fulfillment of these criée@ind maintain a high level of
performance requires above all continuous learnépgropriate innovation cul-
ture, cooperation and partnership between locélaities and the various groups
of users of the city (Murray, Minevivh & Abdoullag2011, p. 20). Giffingeet
al's (2007, p. 11) definition considers smart as @aning in a forward-looking
way. The forward-looking development approach swrert city considers issues,
such as, awareness, flexibility, transformabiligynergy, individuality, self-
decisiveness and strategic behavior. The specifgigiensions of a ,smart city”
(Giffinger et al. 2007):

- ,Smart economy”: the city should have a high prdthty, climate for inno-
vation and labor market flexibility;

- ,Smart mobility”: ITC sector through the city is giant network of high-
speed links connecting all the resources of the cit

- ,Smart environment”; a smart city optimizes eneogynsumption, including
through the use of renewable energy sources, itdi@n action to reduce
the emission of pollutants into the environment esgburce management is
based on the principle of sustainable development;

- ,Smart people”: initiators of change in cities shibie their inhabitants,
who, with appropriate technical support, are ablprevent excessive energy
consumption, pollution and strive to improve thealiy of life;

- ,Smart living”: a smart city provides its residentdth a friendly environ-
ment, in particular by providing broad access tbljguservices, technical
and social infrastructure, a high level of secuatyd with an appropriate
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range of culture, entertainment, as well as caretlie environment and
green areas;

- ,Smart governance”: development in this aspectirequan appropriate sys-
tem of city management, developing procedures risgucooperation of lo-
cal authorities and other users of the city andutbe of modern technology
in the functioning of the city.

A new approach to urban governance, which has tmtegrated and smart, as-
sumes a new type of system performance of thesditievhich the local govern-
ment, while specifying public tasks, sets qualitgnslards and the expected re-
sults of the services provided.

3.3. CONCLUSIONS

Cities are not only defined territories, but alemttes and nodes in the system of
global, European, regional and/or local network&jclv are driving forces of
growth, a place of creativity and innovation. Ttaeg key centres of management
and leadership in the public and private sphened,the concentration of capital.
With regards to cities, Europeanisation resultsnfiatensified political and eco-
nomic interaction between actors at every concdivedsritorial level. Analyzing
this process is challenging because it requiresasaihg the complex and dynamic
relationship between three actor groups: i.e. therstitutions, its 28 EU Mem-
ber states, and about 100,000 local authoritigkenMember States. Despite the
formal hierarchical structure of the state-locdatiens which means that cities
are part of the Member States in formal terms, thaye developed effective
strategies to bypass them. The European integrhatieried to a manifold and far-
reaching involvement of cities in policies devisgdhe European level. In many
respects cities have become the concrete, prattistihg grounds for EU rules,
strategies and programmes. Being affected by tlmepean integration in such a
pervasive way, cities have long been trying tormetheir interests vis-a-vis the
European level, to develop and promote their owropean agendas and to ele-
vate their role in EU decision-making. Howeverspite of the growing visibility
of cities as actors on the European stage andbanuissues in EU policies and
the pervasiveness of the European Union in lodalrafthe effects, processes and
democratic quality of these interactions are ndtwell understood. Therefore,
the analysis of the Europeanization of cities rexpia better understanding of the
dynamic development of EU-local relations and tkeeino for both the relations
between the EU and its Member States and localrgowent - state relations
within Member States. This paper argues that, thankhe unique role played by
cities in both territorial and political hierarchiet is critical to investigate Euro-
peanisation at urban level in order to develop aemmomplete understanding of
the EU impact on local politics and policy-makinghe above discussion has
demonstrated that it is possible to identify thdémensions of urban Europeani-
zation: top-down Europeanization, which limits e#ito implementing EU legis-
lation; bottom-up Europeanization, which stateg ditkes have started to bypass
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the nation-states and influence EU decision-makiingctly; networking between
cities fosters horizontal Europeanization, whichesionot require a direct in-
volvement of the European Union. These diversetpaif contact between the
European and urban territorial systems show thabfiganisation at cities level is
not an easily definable or reducible phenomenoncaa it merely be subsumed
into broader discussion on regional Europeanisationshort, Europeanisation
requires an analytical paradigm that enables rekess to test the performance of
EU influences on local institutions and actors. Wliti remains an open question
as to how the long-term development will look, mcdevelopments show that
horizontal Europeanization, which does not necdgsarquire direct EU inter-
vention, has crucial impacts on subnational goveraand subnational mobiliza-
tion. In this context, the trend towards integragethrt urban governance is surely
increasing and developing.

REFERENCES

BA, The Bristol Accord2005, http://www.rfsustainablecities.eu/IMG/pdfdol_accord_
cle55c¢32d.pdf (access: 25.02.2015)

Bache, I., & Jordan A. (2004)ntroduction: The Europeanisation of British Palgi?,
Paper to the UACES/ESRC One-Day Conference ondiBrinh Europe and Europe
in Britain,” Sheffield, 16 July 2004.

Bache, I., Marshall, A.J. (2004Europeanisation and Domestic Change: A Governance
Approach to Institutional Adaptation in Britgifin:] Queen’s Papers on Europeani-
sation No 5/2004.

Bartik, H., Dangschat, J., Hamedinger, A., Meedan Wolffhardt, A (2005).The Euro-
pean engagement of cities — Experiences, motivaton effects on local govern-
ance in Liverpool, Manchester, Vienna, Graz, Dontich& Hamburg.Paper pre-
sented to the panel “The EU and the European c#iedving forms of governance
and (new?) policy instruments”. 3rd ECPR Europeandortium for Political Re-
search Conference Budapest, 8 to 10 September 2005.

Borzel, T. (2005)Europeanization: How the European Union interactthvits Member
States.In: Bulmer S., Lequesne, C. (Ed¥he Member States of the European Un-
ion (pp. 45-69)Oxford: Oxford University Press.

Borzel, T. (2003)How the European Union interacts with its Membeat&t.IHS Insti-
tute for Advanced Studies Political Science Sexies93, Wien.

Borzel, T., & Risse, T. (2000)When Europe Hits Home: Europeanization and Domestic
Change EIOP European Integration Online Papers 4 (18020
http://eiop.or.at/eiop/texte/2000-015a.htm (acc2602.2015)

Borzel, T., & Risse, T. (2007). Europeanizatiore thomestic Impact of European Union
Politics. In: Jgrgensen K., Pollack M., RosamondHis.).Handbook of European
Union Politics.London: Sage Publication Inc.

Brenner, N. (2004)New State Spaces. Urban Governance and the RescaliiRjabé-
hood,Oxford—New York: Oxford University Press.



Europeanisation of Urban Governance: Definitionsp&nsions and ... 57

Brenner, N. (2003)Standortpolitik, state rescaling and the metro@olitgovernance in
Western EuropeDISP, Nr. 152/2003, 15-25.

COM (2010), Europe 2020 European Strategy for Smart, Sustainable, and bict
Growth, Brussels.

COM (2001).European Governance. A White Pagaixembourg.

Elander, 1. (2002). Partnerships and Urban GovernanceUNESCO 2002,
http://www.sociologia.unimib.it/DATA/Insegnamenti/8037/materiale/elander.pdf
(access: 25.02.2015).

Giffinger, R. et al. (2007)Smart Cities — Ranking of European Medium-SizeieLit
Research Report. Vienna: Vienna University of Tedbgy. http://www.smart-
cities.eu/download/smart_cities_final_report.pafo@ss: 25.05.2015).

Green Cowles, M., Caporaso, J., & Risse, T. (4@91). Transforming Europe. Euro-
peanization and Domestic Chandghaca and London: Cornell University Press.

Heinelt, H., & Niederhafner, S. (2008). Cities dbjanized Interest Intermediation in the
EU Multilevel SystemEuropean Urban and Regional Studi&5(2), 173-187.

Héritier, A. (Ed.) (2003).Policy-Analyse. Kritik und NeuorientierungOpladen:
Westdeutscher Verlag.

Hooghe, L., & Marks, G. (2003). Unraveling the cahstate? Types of multi-level gov-
ernanceAmerican Political Science Revie®(2), 233-243.

Integrated Urban Governance. The way forwaEdmmission 3 Manual. Berlin 2011.

John, P. (1994)The Europeanisation of British Local GovernmentwNiglanagement
StrategiesLuton: Local Government Management Board.

John, P. (2000). The Europeanization of Sub-nati@mvernanceUrban Studies37(5-
6), 877-894.

John, P. (2001).ocal Governance in Western Eurofh@endon: SAGE.

Jones, B., &Keating, B. (Eds.) (1995)The European Union and the Regio@xford:
Clarendon Press.

Kassim, H. (2005)The Europeanization of Member state institutiolms. Bulmer S.,
Lequesne C. (Eds.JThe Member States of the European Urjon. 285-316). Ox-
ford: Oxford University Press.

LAP (2000). Lille Action Programmg 2000, http://www.mmr.cz/getmedia/0e825f27-
727f-478e-a927-8d9a035e341d/PPT_20100503_Zsoltefziok
UNECEworkshop_Prague_C (access: 25.02.2015)

Leipzig Charta (2007)The Leipzig Charter on Sustainable European Citi2807,
http://www.rfsustainablecities.eu/rubrique.php3®Pithrique=107 (access:
25.02.2015)

Marshall, A.J. (2003). Urban and Local Governartbe: Growing European Dimension.
Journal of European Public Policy0(3), 478-485.

Marshall, A.J. (2004)Europeanisation at the urban level: local actonsstitutions and
the dynamics of multi-level interactioRaper presented to the ESRC/UACES Study
Group on the Europeanisation of British Politicgl d&vlicy-Making, Sheffield, 23
April 2004.



58 Aldona Wiktor ska-Swiecka

Marshall, A.J (2005). Europeanization at the urleael: local actors, institutions and the
dynamics of multi-level interactiodournal of European Public Policy,2(4), 668-
686.

Marshall, A.J (2008). Local Governnda: Bache I., Jordan A. (EdsThe Europeaniza-
tion of British Politics(pp. 98-115)Houndmills/New York: Palgrave Macmillan.

Moravcsik, A. (1995).Why international cooperation strengthens natioeakcutives:
The case of the European Commurig@€SA Conference, Charleston, SC.

MS (2008).Marseilles Statement: Final statement by the nenssin charge of urban
development
2008, https://www.mir.gov.pl/rozwoj_regionalny/Pgkt_regionalna/rozwoj_miast/
rozwoj_miast_ w_UE/Documents/Stanowisko_Ministrow ridia. pdf (access:
25.02.2015)

Murray, A., Minevich, M., & Abdoullaev, A. (2011)Being smart about smart cities.
Searcher 10, 19/8, special section.

Paczéniak, A. (2014)Europeizacja polskich partii politycznyctWarszawa: Wydawnic-
two Naukowe Scholar.

Parkinson, M. (2005). Urban Policy in Europe —Whleawe we been and where are we
going?. In: Antalovsky E., Dangschat J.S., Parkinsb (Eds.).European Metro-
politan Governance Cities in Europe — Europe in @iges (pp. 19-20). Vienna and
Liverpool: NODE Research Austria.

Quaglia, L., Neuvonen, M., Miyakoshi, M., & Cini, .M2007). Europeanization. In: Cini
M. (Ed.).European Union Politicgpp.405-420) Oxford: Oxford University Press.

Radaelli, C.M. (2006). Europeanization: SolutionPooblem?. In: Cini M., Bourne A. K.
(Eds.).Palgrave Advances in European Union Studiggp.56-76). Bansing-
koke: Palgrave.

Rosamund, B. (2004). New theories of European iatem. In: Cini M. (Ed.) European
Union Politics(pp. 109-127). Oxford: Oxford University Press.

Rosenau, J. (2003Distant Proximities. Dynamics beyond Globalizatid®rinceton:
Princeton University Press.

Sellers, J.M. (2002)Governance from Below, Urban Regions and the Gl&zanomy.
Cambridge: Cambridge University Press.

Stead, D., & Geerlins, H. (2005). Integrating tyzovs, land use planning and environment
policy — Views of practitioners from Denmark, Engdaand Germanyinnovation
18(4), 443-453.

TA (2007). Territorial Agenda of the European Unip@007, http://www.eu-territorial-

agenda.eu/Reference%20Documents/Territorial-Agerfidhe-European-Union-
Agreed-on-25-May-2007.pdf (access: 25.02.2015)
Tasan-Kok, T., & Vranken, J. (201Handbook for Multilevel Urban Governance. Ana-

lysing Participatory Instruments for an Integratébtban Development in Europe.
Hague: European Urban Knowledge Network.

TD (2010). Toledo Declaration on Urban Developmertittp://ec.europa.eu/regional_
policy/archive/newsroom/pdf/201006_toledo_declaraten.pdf (access: 25.02
.2015)



Europeanisation of Urban Governance: Definitionsp&nsions and ... 59

UA (2004). The Urban Acquis http://ec.europa.eu/regional_policy/urban2/pd2da4
rotterdam_conclusion.pdf (access: 25.02.2015)

Wach, K. (2011). Wymiary europeizacji i jej kontek&eszyty Naukowe Uniwersytetu
Ekonomicznego w Krakowig852, 29-43.

Wach, K. (2014). Internationalisation and Global@ma as the Wider Context of Europe-
anization Processes from the Macro- and MicroecandPerspectiveHoryzonty
Polityki, 5(10), 11-30.

Zimmermann, U. (2006)Die Europaische Verfassung — Eine Bilanz aus konaheun
Perspektiveln: von Alemann U., Miinch C. (ed€uropafahigkeit der Kommunen.
Die lokale Ebene in der Européischen Unigp. 25-44) Wiesbaden: VS Verlag fir
Sozialwissenschaften.

About the Author:

Aldona Wiktor ska-Swiecka

Associate Professor at the University of WroctawléRd). Habilitated
doctor of social sciences in the field of politicience (2012), PhD of
humanities in the field of literature (2000). Fell@of U.S. Department
of State, Fellow of the German Academic ExchangsgiRmme, Kon-
rad-Adenauer-Foundation and the Polish Ministr$goience and Higher
Education. Expert in field of public policies andibtic governance:
terrltorlal governance: regional, urban, metropoligovernance; innovation in man-
agement and governance: social responsibility obanization, diversity manage-
ment, social innovation; normative assumption ohagement: ethics in management,
quality in management, good governance, valuescantpliance, democratic organi-
zational culture, civil society, participatory gemance, social and human capital, lead-
ership in management. The author and editor ofnsie and popular publications.
Member of Polish Association of Political Sciend®TNP), Polish Association of
European Sciences, Regional Studies AssociatiorAYRffid European Urban Re-
search Association (EURA).







Suggested Citation:

Ambroziak, A. A. (2015). Europeanization of Industrial Policy: Ted& Re-Industrialisation?
(chapter 4)In: P. Stanek & K.Wach (Eds.). Europeanization Processes from the Mesoeconomic
Perspective: Industries and Policidsrakéw: Cracow University of Economics, pp. 61-94.

Europeanization of I ndustrial Policy:
Towards Re-Industrialisation?

Adam A. Ambroziak

Warsaw School of Economics
Collegium of World Economy
Jean Monnet Chair of European Integration
Al. Niepodlegtagci 162, 02-554 Warszawa, Poland
e-mail: adam.ambroziak@sgh.waw.pl

Summary:

Following the period of fascination with services, European pdigistarted seeking ways to
induce economic growth through backing the industry. The trend was lauimctiezltimes of
economic crisis in the first decade of the 21st century; howettemgts to give it flesh were
made in Europe 2020 Strategy. As a result of economic crisisathsif introducing modern
solutions that would facilitate the functioning of the EU intematket we witnessed reinforced
protectionist and interventionist tendencies. Vague activitigheoEuropean Commission over
the period 2010-2014 were framed in an idea of reindustrialisatian astive interference with
the development of industry. Nevertheless, the proposal of settpuiitical objective of 20%
share of industry in the GDP raises methodological and economic dotbtsieWw Economic
Commission seems to be doing away with this approach by streélssimged to take a compre-
hensive approach to the internal market of goods and services andtteliminto an integrated
product market with business-friendly rights and obligations.

Keywor ds: Europeanization; European Union (EU); industrial policy; re-inéhlgtation
JEL classification: FO2, F15, D02, D79

4.1. INTRODUCTORY REMARKS

There are various definitions of industrial policythe literature. According to
McKenzie national industrial policy is a rubric farbroad range of proposed eco-
nomic reforms that emerged as a unified politicabpamme in the early eighties.
Thus industrial policy proponents generally belighat government should be
directly involved in establishing national induatrgoals and in assuring that the
goals are achieved (McKenzie, 1993). In so doindjcp-makers usually draw on
extant ideas from economic theory, political ecogpinternational experience
and even conventional wisdom and common sense ¢GIgk Pitelis, 2011, p.
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461). One can observe that industrial policy setnis a reflection of economic
nationalism, with nationalism understood to mearingj priority to the interests
of one’s own nation but not necessarily involvimgtpctionism, trade controls, or
economic warfare (Johnson, 1982, p. 26). Anoth@ragch to industrial policy
refers to it as a policy for economic restructurindavour of generally more dy-
namic activities. The nature of industrial poliy that it complements market
forces through reinforcing or counteracting theedltion effects that the existing
markets would otherwise produce. The conventioppt@ach to industrial policy
consists in enumerating technological and otheereslities and then targeting
policy interventions on these market failures (Rod2007, p. 100). The ubiquity
of increasing returns and external effects in itidisproduction is usually cited
in favour of government intervention, whilst thesahce of entrepreneurship or a
desire to prevent the concentration of economicgraw a few private hands is
taken to require the more direct involvement of ggownents to establish state-
owned industrial enterprises. Moreover, the traddi task of the government in
promoting industrialization is establishing and mtaining the country’s infra-
structure (Lal, 1997, p. 127). It is worth notitgat the simplest form of industrial
policy, that of subsidizing industrial activitiesrekttly (through tariffs and trade
policy (protection), tax reliefs, subsidies of wars forms, export processing
zones) would follow from welfare economics if inthysgenerated positive exter-
nalities (Robinson, 2009, pp. 3, 10-11). On theeptand, opponents would say
that industrial policy consists of unneeded and westly governmental interven-
tions which disturb competition. Thus governmemaglres are bigger than mar-
ket failures. Economic neoliberalism refers to dara of neoclassical economics
based on the faith in a natural, spontaneous psg#nizing order in market econ-
omies. The corollary is faith in government incongoee to improve market out-
come through ‘interventions’ (Wade, 2012, p. 224).

Seeking a theoretical base for a new industriagtpat should be noted that
in recent years we can observe a servitizationga®cwhich is understood as
adding value to the core corporate offerings thhosgrvices. Modern corpora-
tions are increasingly offering fuller market pag&aof customer-focused combi-
nation of goods, services, support, self-serviod, knowledge. Thus the dividing
line between traditional manufactures and serviaigers is much less clear
(Vandermerwe & Rada, 1988, pp. 314-315). Moreoseryitization values asset
performance or utilization rather than ownershig achieves differentiation
through the integration of product and services pravide value in use to the
customer (Baines et. al. 2007, p. 1547). It sedms gervitization extends the
reach of the manufacturer ever closer to the custerand the customer’s under-
lying needs (Schmenner, 2008, p. 431).

Therefore the new concept of a new industrial yalicthe European Union
is worth analysing, taking into account liberal aggeh of the treaties, post-crisis
interventionism in the EU Member States and sematfitbn process in globalized
world. The objective of our paper is to verify thesis about the sense of reindus-
trialisation (i.e. adopting a new industrial policythe EU) as an instrument en-
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suring economic growth and new jobs. The idea oba EU industrial policy
emerged only recently (Aghion et al., 2011; Dhérteal., 2014). Its foundations
trace back, on the one hand, to the Treaty pravss{@rt. 173 of the Treaty on
the Functioning of the European Union), clearlgsgthened after the adoption of
the Lisbon Treaty, which also specified much maexisely the role of the Euro-
pean Commission. Simultaneously, the economicscdgi2008-2010 intensified
interventions undertaken by the EU Member Statts timeir respective national
economies, both through protectionist measuresbgnglibsidising domestic en-
trepreneurs. On top of that, the new rules of tiaesaid policy for the period
2014-2020 launched a political debate on the rblgovernments in supporting
the economy. Political attitude of the European @ussion headed by J.M. Bar-
0sso with some commissioners openly favouring waetions into free market
competition (Ambroziak, 2012a, 2014a, 2014b) did go unnoticed. Although
such postulates have been moderated by the new @siom of J.C. Junker
(Junker, 2014a), Member States expectations vis-dhe EU industrial policy
have remained unchanged and will be voiced botheérCouncil and in the Euro-
pean Parliament or in a parallel debate going asther public fora.

In order to achieve the proposed objective we erathithe evolution of the
legal basis and the remit of EU institutions wigspect to the industrial policy.
Moreover, we analysed changes in political concepts the years 2010-2014 as
regards the new EU industrial policy highlightirtgetpositions of the European
Commission and interested Member States. Furthemwenexamined the goals
and targets, as well as, proposed instruments efirthustrial policy from the
point of view of their economic rationale and paigneffect on the EU growth.
The paper seeks to test the validity of the follugwiesearch hypotheses formulat-
ed in the course of political debate on the idetnefnew industrial policy:

- H21: Manufacturing sector contribution to the GDP Heeen diminishing
considerably in recent years posing a threat tevtir@and economic devel-
opment.

— H2: By increasing the share of manufacturing in ti2PGo 20% until 2020
we will ensure economic growth.

—  H3: Economic crisis was less severe in countries wiginer manufacturing
sector contribution to the GDP.

— H4: There is a need for a sectoral approach (instéadhorizontal one) to
industrial policy of the EU.

To test the above presented hypotheses we anatysedjes in the GDP
structure (share of the service sector in GDP)hm European Union (broken
down into groups of Member States) against the dpackd of other global
economies (United States, Japan, China, BrazilaJMRussia, and South Korea)
in the years 2000-2013. As a result, we were ablpasition the EU amongst
leading global economies and to assess potentidtitins of proposed interven-
tions within the framework of the new concept of ihdustrial policy. We also
managed to grasp correlation between the chantjeeishare of manufacturing
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and industry-related services in Gross Value Add#hin the period covered by

the study. Additionally, we identified changes iimedtions and trends, which
emerged during and after the economic downturn00B822010. An attempt was
also made to answer the question whether, in e da significant differences in

economic development and GDP structure in indiMiddel Member States,

adopting a new, common (unified) sectoral indukpialicy that would replace

national interventions makes sense at all. Witlea\to take account of the con-
sequences of both the accession of new MembersSafiter 2004 and the eco-
nomic crisis of 2008-2010 the period covered by shaly has been decided to
include the years 2000-2013. Data originate froenWorld Bank and from Euro-

stat databases.

4.2. THEORETICAL BACKGROUND

Legal Framework for a New Industrial Policy

The first political documents concerning Europeategration did not pro-
vide detailed and advanced concepts of an indugwlecy. The Schuman Decla-
ration of May 9, 1950 stated that peace in the dvawduld be achieved by placing
Franco-German production of coal and steel as demmeder a common High
Authority what should allow setting up of commoruffalations for economic
development as a first step in the federation abpge. Moreover, it was under-
lined that the Ruhr, the Saar and French indudidains would work together for
common goals. These statements are of an extrepartiimce to the EU today.
They demonstrate that the coal and steel industis/tveated as the basis for early
European economic integration at the beginning tef 1950s. The above-
mentioned Declaration also characterized the futwganization as a powerful
productive unit, open to all countries and esthlelisthe condition that members
of it should desire to take part and be bound w@itély to provide all the Member
States with basic elements of industrial productionthe same terms, which
would lay a true foundation for their economic igdfion. The Schuman Declara-
tion, although very political and general, nevelgdhe provided some detailed
objectives, including:

—  the modernization of production and the improvenudrits quality;
— the supply of coal and steel on identical termthtomarkets of all Member

States;

- the development in common of exports to other auesit
- the equalization and improvement of the living dtinds of workers in
these industries.

These objectives were implemented into the Trestgldishing the Europe-
an Coal and Steel Community (TECSC). It is wortklingpthat the TECSC identi-
fied some specific competences of the Communitiitin®ns, i.e. (a) to verify
that there were conditions which would encouragerenises to expand and im-
prove their ability to produce and to promote aigyobf rational development of



Europeanization of Industrial Policy: Towards Redastrialisation? 65

natural resources, avoiding inconsiderate exhausticsuch resources and (b) to
promote the regular expansion and the modernizatigmoduction as well as the
improvement of its quality, under conditions whigineclude any protection
against competing industries except where justibigdllegitimate action on the
part of such industries or in their favour. Moreottee Treaty allowed the High
Authority (predecessor of the European Commisdioriacilitate the carrying out
of investment programs by granting loans to enigegror by giving its guarantee
to loans which they might obtain elsewhere. It Isoanteresting that the High
Authority could assist by the same means in finagavorks and installations
which contributed directly and principally to inese production, lower its costs
or facilitate the marketing of products. Howevérthie introduction of technical
progress or new equipment within the frameworkhef general programs of the
High Authority should lead to an exceptional reduetin labour requirements in
the coal or steel industry, special actions werwad, including non-
reimbursement assistance. It should also be mesttitimat provisions concerning
special arrangements for the coal and steel ingustre justified by economic
and social downturn during the Second World Warrédwer, they can be treated
as a preliminary exercise and capability test oelcooperation in a given sector
before widening the European integration in otttememic and social sectors.

It is worth noting that the next Treaty establighthe European Economic
Community (EEC) was based on a horizontal appréacgctonomy, with the ex-
emption of common agricultural policy, and thus @oised no provision on in-
dustrial policy. In the EEC Treaty of 1957 therer@vsome references concerning
the development of competitive conditions withie tBommunity to the extent to
which such development would result in the increafsthe competitive capacity
of the enterprises. However, they were mentiongélation to the establishing of
a common customs tariff and common commercial po(gome others were
linked to the antimonopoly law).

Only at the beginning of 1990s, based on the Treatthe European Union
of 1992, some new paragraphs on industrial polieyewntroduced. One of them
was a new article 130 of the TEC (Treaty estabiighhe European Community)
which stipulated that the Community and the Menfbimtes shall ensure that the
conditions necessary for the competitiveness ofGhenmunity’s industry exist
and all activities should be taken in accordandé ttie system of open and com-
petitive markets, thus any measures should nottiedlde distortion of competi-
tion and shall be aimed at, i.a.:

— speeding up the adjustment of industry to struttcinanges, which should
direct all relevant actions to follow new trendsy(eglobalization, outsourc-
ing, offshoring and servitization);

— encouraging an environment favourable to initiatwel to the development
of undertakings and cooperation between companies;

— fostering better exploitation of the industrial @otial of policies of innova-
tion research and technological development.
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The Treaty provided that Member States should doate their actions and
the Commission might take any useful initiativepiammote such coordination.
The aforementioned provisions were strengthenetthéyreaty of Lisbon, which
extended the EU competences to carry out actiossigport, coordinate or sup-
plement the actions of the Member States in thHd B industry by giving more
power to the European Commission. On the basistofl @3 of the Treaty on the
Functioning of the European Union (TFEU) it canablish guidelines or indica-
tors, organize the exchange of best practices pagwhre the necessary elements
for periodic monitoring and evaluation.

Apart from paragraphs of the TFEU directly refegrito industrial policy
there are some other provisions which can havargadt on the EU entrepre-
neurs. On the basis of art. 26 of the TFEU the Wraball adopt measures with
the aim of establishing or ensuring the functiorifighe internal market. Art. 114
of the TFEU provides that in order to achieve thasjiectives the European Par-
liament and the Council shall, acting in accordawith the ordinary legislative
procedure adopt legislative acts for the approxinaof the law, regulations or
administrative actions in Member States. Althouginnfonised EU legal frame-
work and liberalisation within the internal marlatn positively affect entrepre-
neurs’ competitiveness, art. 114(3) of the TFEWsethat the Commission, in its
proposal on aforementioned harmonisation concerhiegith, safety, environ-
mental and consumer will take as a base a high ¢éyarotection.

This provision is in line with one of the main goalf the EU (art. 3(3) of the
Treaty on the European Union): establishing arriaemarket which “shall work
for the sustainable development of Europe base@ tigh competitive social
market economy, aiming at full employment and dqmiagress, and a high level
of protection and improvement of the quality of #revironment. It is worth not-
ing that there are many detailed explanations astifications for such a broad
concept of public interest protection, while thencept of “competitive social
market economy” is not described in details in Tmeaty. This phrase is more
than important as we understand competitivenesanaability of entrepreneurs
(from industry or service sector) to compete inititernal market of the EU and
in global market, as well. There are two exampfassing “competitiveness” as a
mean of reaching other, sectoral goals, within:

— the customs union: the Commission should developlitions of competi-
tion in so far as they lead to an improvement im ¢bmpetitive capacity of
undertakings (art. 32 of the TFEU);

— the social policy: Member States should implemeaurapriate measures
which take account of the diverse forms of natigraktices and the need to
maintain the competitiveness of the Union’s econofagt. 151 of the
TFEU).

It is worth mentioning, that there are only twoamef economic policy, where
within shared competences, actions taken by therJand/or Member States
should be aimed at promoting competitiveness obbnindertakings:
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— research and technological development: the Urtiailgl have the objective
of encouraging it to become more competitive, idig in its industry (art.
179 of the TFEU) and should draw up a Europeanespaticy to promote i.a.
industrial competitiveness (Pelle, 2015;¢Br) 2015; Urbaniec, 2014);

— tourism: the EU should complement the actions ef Mhember States in

particular by promoting the aforementioned compstitess of Union under-
takings in that sector.

Summing up, it can be said that the most advanonddhast unified actions
concerning industrial policy were included in thedSC. This was justified by
the specificity of the main goals of the ECSC ahd political, economic and
social problems prevailing just after the Secondrld/&Var. However, the next
Treaty establishing the EEC provided, on the onmedhfor some very restrictive
rules concerning state aid and the exclusive coemget of the European Com-
mission in the field of competition policy, whilen the other hand, it contained
no provisions for mere coordination among the Mentates in the policy ad-
dressing specific industrial issues. Only the Mdatst Treaty introduced some
additional provisions concerning industry (streregidd by the Lisbon Treaty),
which put industry among the spheres of MembereStaictions supported by the
European Union. While it did not give the EU sotenpetence to conduct indus-
trial policy, it did empower the European Commissto support and coordinate
governmental activities in this field. Moreover there many provisions used as
a basis for new regulations concerning health,adoconsumer and environment
protection, which effect entrepreneurs and canlpatelcrease their competitive-
ness, while there are no any direct and strongl Ibgaes to target Union’s
measures and Member States actions at improvinoéilstrial competitiveness.

Political Framework for a New Industrial Policy

All actions taken in the European Union ought teeha political acceptance of all
Member States, especially, when there is no sttegal base or requirements in
the Treaties. But even when there are precise §ioms, there is a need for a
compromise and a common political agreement orrdugigtions. During the cri-
sis period Member States faced many economic prahlevhich should be ad-
dressed not only at national, but also at the BldlleMeanwhile, some of them
decided to hardly subsidise their national companidich maybe was not illegal
in terms of competition rules, but could distortrgeetition in the internal market
and pushed unsubsidised firms into difficulties. ristaver, the previous Lisbon
Strategy, whose outcomes were disappointing or emeoticed to the EU econ-
omy, expired. Thus the European Commission suggest@mew program for
growth and job creation: the Europe 2020 strategurdpean Commission,
2010a; European Council, 2010). In that prograre, Earopean Council estab-
lished a new strategic goal for the next decadéiamst Europe’s competitive-
ness, productivity, growth potential and econonvowergence. Moreover, five
objectives guiding the actions of Member States anthe Union were agreed
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upon: (1) increasing the employment rate; (2) imprg the conditions for re-

search and development; (3) reducing greenhousemasions and increasing
energy efficiency and the share of renewablesrial fenergy consumption; (4)
improving education levels; and (5) promoting sbiialusion (European Coun-
cil 2010) (however someone can have some doubts faovexample, higher em-
ployment (in the era of robotics and automaticgl rmore restrictive environ-
mental requirements, a higher share of the EU m@tijonl completing tertiary

education, which increases job and salary expecstf new employees, or re-
duction of poverty can improve competitiveness bf &trepreneurs). Moreover
the conclusions of the European Council providext #il common policies, in-

cluding common agricultural policy and cohesioni@glwould need to support
the strategy, which made it more difficult to editsdb effective and permissible
instruments dedicated to improving the position Eafropean industry in the
world.

The first document dedicated solely to a new indtigpolicy was a special
communication on “An Integrated Industrial Poliogr fthe Globalisation Era.
Putting Competitiveness and Sustainability at Gestiage” (European Commis-
sion, 2010b). The Commission defined two areasctibas related to industrial
policy: policies that have a direct and indirecpant on the cost, price and com-
petitiveness of industry and individual sectors.régards the first group, it con-
sists of standardisation, innovation policy, whitee second group refers to all
other policies such as transport, energy, enviraniaheor social consumer-
protection. That approach should ensure a mergehofizontal basis and sectoral
application.

After two years the Commission proposed a partmgisbétween the EU, its
Member States and industry to “give Europe a coitipetead in the new indus-
trial revolution” (European Commission, 2012a). Thain aim of all actions was
to reach 20% share of industry in the GDP by 202@re were also four practical
elements of a proactive approach to industrialggokvhich suggested: (a) stimu-
lating new investments in new technologies, (b)rorpment of the functioning
of the Internal Market; (c) making more availabteess to finance; (d) improve-
ment of human capital and skills.

The third milestone on the road to a new induspridicy was a communica-
tion of 2014, where the Commission set out keyrji@s: an integrated, single
European market, industrial modernisation, smatl aredium sized enterprises
and entrepreneurship, and internationalisation Wffiems (Wach, 2011). There-
fore it extended its actions to i.a. (a) mainstregrndustrial competitiveness in
other policy areas to sustain the competitivenéskeoEU economy, (b) maxim-
ise the potential of the Internal Market by devaitgpthe necessary infrastructure,
offering a stable, simplified and predictable regoty framework for entrepre-
neurship and innovation, integrating capital maketproving quality of human
capital, (c) encourage investment, business re@aicess to critical inputs, and in
particular, energy and raw materials, (d) faciitéte integration of EU firms in
global value chain. Moreover, what is of the maspaértance, it repeated a need
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for integration of industrial policy and other EQligies (European Commission,
2014).

All these initiatives, proposals and recommendatielaborated in consecu-
tive communications of the European Commissionpgpditical answers from the
Council. However, Member States in the Council @epnted sometimes extreme
positions on the role of industry in the economymassibility of governmental
interventions in the market, expectations of emtrepurs, priorities of economic
and industrial policy, and future directions of &pean Union development. Thus
conclusions of the Council are predominantly “wedlanced” compromised texts
which could be accepted by all Member States, tften diluted, unambitious
and without a clear message to stakeholders: galits in governments, Members
of the European Parliament, the Commission anapreneurs.

Political support for reindustrialisation of the iepean Union came from
some Member States joined within the “Group of kd of Industry”. There
were three special conferences organised by Frdtate,and Spain, which pro-
vided a forum for discussion on the renaissancadistrial policy (Ambroziak,
2014). During the first of them, held in Octoberl20 only nine ministers of
economy from France, Italy, Spain, Greece, Bulgadniexembourg, Belgium, the
Czech Republic, and the United Kingdom decideddn the letter calling for the
introduction of “measures commensurate with theasibn, and preparing itself
for new challenges”. They suggested an approactrargrto the one represented
by the Commission: all initiatives should take irtonsideration “the specific
challenges faced by various industrial sectors” &odthis end, the European
Commission should carry forward its sector-spedifitiatives on important tradi-
tional sectors such as steel and shipbuilding’ndgRces.gouv.fr., 2013). In the
second conference of the “Group of Friends of Itgugighteen Member States
(Italy, France, Spain, Greece, Croatia, Romanidg#ia, the Czech Republic,
Latvia, Luxembourg, Belgium, Slovenia, Portugalpw&lkia, Lithuania, Cyprus,
Malta) agreed on signing a Joint Communication.rifram issues raised in the
previous document, they added a new element coingethe strengthening of
industrial value chains. On the one hand, theygeised the important contribu-
tion of the manufacturing sector, including the rggeintensive sector, to the
creation of added value and reindustrialisationjleyton the other hand, they
declared that a new industrial policy should retytlee 2030 European energy and
climate policy framework, which can be extremelgttpfor EU companies. Also
the political objective for industry share in ther&pean GDP to reach 20% by
2020 was recalled (Esteri.it, 2014). Only elevemisters of economy (Spain,
Germany, Italy, Portugal, Belgium, Poland, the Netinds, Luxembourg, Latvia,
Bulgaria and France) attended at the Third Confarerf the Group of Friends of
Industry in February 2015. The aim of that meetivas to identify factors that
would mark the future of competitiveness for Eumpéndustry. According to
press release (the Joint Declaration was agregdbynseven ministers), Member
States representatives, apart from previous regjuespressed their interest in
J.C. Junker Plan of Investments for Growth andQu#ation and underlined that
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ICT sector investments (the digitalisation of iny)scan help achieve the high-
est level of competitiveness (Lamoncloa.gob.es,5204ndaluz.tv, 2015). It
seems that the outcome of those meetings was éxcally small due to some
changes in the European Commission’s approachdostrnal policy and new
initiatives concerning Junker Plan which should reliadow the previous con-
servative narrative on a new industrial policy loé tEU, although constantly it
referred to 20% target and relaxing of state aiitpof the EU.

The importance of the concept of a new industridicy was proved by the
European Council. The Heads of Government and &tateed that Europe needs
a strong and competitive industrial base, in teofnboth production and invest-
ment and this approach should be systematicallynstreiamed across all EU
policy areas. It underlined that a European ingusaise should be seen in relation
to a coherent European climate and energy poliwjuding through addressing
the issue of high energy costs, in particular foergy-intensive industries. It is
worth noting that the European Council invited tBemmission to present a
roadmap for taking work forward in the field of emindustrial policy (European
Council, 2014a).

A new president of the European Commission poimietd“A Deeper and
Fairer Internal Market with a Strengthened IndastBase” (Junker, 2014a) as
one among 10 new strategic goals. He underlinedilieaEU “needs to maintain
and reinforce a strong high-performing industriabé for the internal market, as
it would be naive to believe that growth in Eura@s be built on the basis of
service alone”. In his Mission Letter to the Consivger responsible for Indus-
try, the President of the European Commission esgae his wish to develop
ways of stimulating investment in new technologiemroving the business envi-
ronment, easing access to markets and to finaregcylarly for SMEs (Junker,
2014b). Although so many political statements, dasires, including the request
made by the European Council in 2014 on a needuioindustrial policy, were
expressed by the new European Commission, it didake into account a devel-
opment of that concept in its working programme 2045 (European Commis-
sion, 2014b). Only in some unofficial statementsresentatives of the Commis-
sion mentioned that industrial initiatives will lEcommodated into Internal
Market Strategy for goods and services providedhie aforementioned pro-
gramme.

Goalsand Targetsof a New Industrial Policy

Every policy, including that conducted at the EMeleor by the EU institu-
tions within the exclusive competences of the EeampUnion, should be identi-
fied by its main goals, instruments and receiveak&holders. Moreover, the EU
should take all necessary steps to verify if it GBasugh competences provided by
the Treaty, and whether there is a real need fomeon action in the interest of
all Member States.
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The main and broad goal of a new industrial policgs presented in the
flagship initiative, where the Commission statedtttit is essential to increase
productivity in manufacturing industry and assasifiservices to underpin the
recovery of growth and jobs, restore health antasuability to the EU economy”
(European Commission, 2010). So the main idea dethiat goal was to accom-
modate industry in the EU 2020 strategy. But @lso interesting to observe two
issues: (a) the proposed approach comply both rseirtdustry and services not
making any distinction between them and (b) theeeewo artificial and econom-
ically unjustified targets at the early stage afcdission on a new industrial poli-
cy. It is also worth noting, in the context of thext discussion, that in the com-
munication of 2010, the Commission underlined thgt to the onset of the fi-
nancial and economic crisis, European industryfheet rather well in this rapid
changing environment. It has successfully mainthiteeshare of world trade (...)
in the face of stiff pressure from new competitof€uropean Commission,
2010). However, already two years later the Comionisdiscovered that “Europe
needs to reverse the declining role of industryfEurope for the 21st century”
(European Commission, 2012a). The Commission defite aforementioned
role as a share of industipn GDP and started seeking how to increase it fiteen
level of around 16% to as much as 20% by 2020.ds also repeated in the
communication of 2014, as the objective of revziiion of the EU economy and
the Commission’s aspiration (European Commissiot4.

That concept was strongly supported by the afor¢ioreed informal “Group
of Friends of Industry”. In the Joint Communicatiafter the first conference in
2013 it expressed its desire to “boost industrigars in EU GDP”, while after the
second meeting in 2014 they reached an agreemekeeyo this target as “the
political objective for industry”. It was also regged during the third conference
of this group (although with reduced number of supgrs). It should be under-
lined that the group does not comprise all MembimiteS and its composition
changes. Due to the fact that generally almosothlér countries represented a
completely opposite opinion on setting up such rgeta the Competitiveness
Council agreed in its conclusions that it only #aknote of the Commission’s
intention to see the share of industry at the |®fels much as 20% of GDP by
2020” (Council, 2013). A year later, the Councilsa@ot able to move ahead with
this target saying that it notes with interest timiention “as s political will to
restore the proper place of industrial policy amatizer EU policies” (Council,
2014a).

The candidate for the position of the PresiderthefEuropean Commission
became an unexpected ally and supporter of the t2é§ét. He identified one of
his 10 priorities on strengthened industrial baseadneed to bring industry’s
weight in the EU’'s GDP back to 20% by 2020, froresléghan 16%” (Junker,
2014a). It was repeated in his Mission Letter ® @ommissioner for Industry,
saying that she should focus on “raising the peadihd importance of industry in

! On the basis of the footnote note we can assuatdtth Commission instead iodustrymeantmanufacturing
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economy (...) towards an aspirational 20% of EU GR2020 (Junker, 2014b).
For obvious reasons Bikowska, as a candidate for the Commissioner regpons
ble for the Internal Market, Industry, Entreprersiiipp and SMES, repeated this
statement during the hearing in the European Peelia in October 2014
(Bienkowska, 2014), however, already during the 3rd mgetf “Friends of In-
dustry” in February 2015 that issue was not raibgd the Commissioner
(Bienkowska, 2015). Thus it seems that as regards nmém¢gjahe 20% target by
the candidates for Commissioners, pre-electionoreapredominated economic
arguments.

Heaving in mind so many discussions on various fordthe 20% target” it
is crucial to analyse economic reasons behinddtisnmechanism, as well as the
possibility of its accomplishment within specifitiche. At the very beginning it
should be underlined that there are two elementedrphrase “20% share of in-
dustry of EU GDP” which lead to some confusionsti, the definition of indus-
try is very broad. According to the common statticlassification of economic
activities in the European Union industry covene¢hsections: (a) manufactur-
ing, (b) electricity, gas steam and (c) air comditng supply, and water supply,
sewerage, waste management and remediation agivifivo latter sections are
linked to energy and environment policy, respetyive(Regulation No
1893/2006) while all actions proposed by the Corsinis were developed to
address some problems and difficulties of entregueshfrom the manufacturing
sector (not from the whole industry sector). Thealculating the relationship
between industry and GDP, where the numerator ¢valdded of industry) is
wrongly overestimated, we get incorrect resultoBdly, there is an issue con-
cerning gross domestic product. According to Eatodéfinition, Gross Domestic
Product is the final result of the production aityivof resident product units and
can be defined in three ways: output, expenditackincome approaches (Euro-
stat GDP). Due to the fact that we are talking altlhe output of manufacturing
the output approach seems the most proper. lisstiase GDP is the sum of Gross
Value Added of the various institutional sectorstloe various industries plus
taxes and less subsidies on products (which arallomiated to sectors and indus-
tries). Policies concerning taxes and subsidiesctwiffect GDP, are different in
all Member States and there is no common EU saldtio using them at national
level. Thus calculating the relationship betweemutfiacturing/industry and GDP
with wrongly overestimated denominator (Gross DdineBroduct) we also get
incorrect results. However, it is worth observimgttthe aforementioned Gross
Value Added is defined as the output value at bpsies less intermediate con-
sumption valued at purchasers' prices and is cledilbefore consumption of
fixed capital (Eurostat GVA). Therefore it seemattthe most proper and correct
reference of manufacturing added value should lms$Yalue Added (used as a
denominator).

Finally, there is a misunderstanding as regardsmbight of manufacturing
in GVA. GVA includes added value by agriculturaddustry (including manufac-
turing) and service sectors. There is no sugge#tidhe debates or in the Com-
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mission’s communications as to which componentarastof GDP (alternatively
GVA) will be reduced to offset the increase in #t@are of industry within the
sum total of 100%. Bearing in mind that agricultusactor has relatively the
smallest share (according to Eurostat it reachBéblof GDP in 2013) only the
service sector could substantially reduce its shail®DP/GVA in favour of in-
dustry/manufacturing. However, it is in contradictito many analysis and decla-
rations of political will, which stress the highésiportance of the service market
for growth and job creation in the EU (European @Guossion 2002, Monteagudo
et al., 2012; EPRS 2014) and a need to completintbmal market in products
and services (Junker, 2014a and 2014b). MoreokierCouncil recognised the
increasing importance of services to economic dusima growth, including the
‘servitization’ of manufacturing industries anddéntonnection between goods and
services (Council, 2015).

It should also be noted that central planning dxihg common indicators
for all EU Member States’ economies is not a gatmhj because it does not take
into consideration the specificity and structurethadir economies, the quality of
the available workforce, their accessibility to ravaterials, and the presence of
new technologies and science centres with the min@ solutions needed in
manufacturing. The concept of central planning iglthe wayside along with the
economic and political transformation of the comistibloc countries in the
early 1990s. Summing up, different Member StatethefEuropean Union have
their own different priorities for the developmarittheir economy, and pushing
them into industry would be a mistake.

4.3. RESULTSAND DISCUSSION

Position of EU Manufacturing in the World

With a view to test the hypotheses on the drofpénghare of manufacturing
in GDP and the accomplishment of its 20% targetessimaGVA, we took account
of the EU performance, and that of its Member Stabeer the analysed period.
Over the years 2000-2012he share of manufacturing in EU GDP diminished
from 18.6% to 14.6%. The direction of the chang#ected trends observed in
other high income countries, albeit in their resiveccases the scale of reduction
was significantly smaller (drop in high income ctrigs from 17.9% to 15.0% in
2012, in the U.S. from 15.9% to 12.9% in 2011, amdlapan from 21.1% to
18.2%). The same could be concluded about rapidiyeldping countries like
Brazil (drop from 17.2% to 12.9%) and, to a lesseient, about less developed
India (from 15.3% to 14.1%). It is worth noting tha the period covered by the
analysis China managed to maintain high propomib8l1 — 34% of manufactur-
ing contribution to GDP while for Korea the sharew from 25.2% in 1991 to

2 Due to the missing data for some countries actiessworld, the EU global position was examined oaer
research period restricted to 2011 or 2012.



74 Adam A. Ambroziak

32.1% in 2013. The above confirms the increasimytyminent position of ser-
vices in the economies of more developed countviaich, as a result of strong
internal integration (USA) and within the framewarkan international organisa-
tion (the EU internal market), enable the producshkieving higher business
benefits from offering goods in connection withvéees. Due to the limited scope
of liberalisation in international trade in sengcecountries such as China or
South Korea are not capable of creating conditifmnsproduct servitization to
their manufacturers (Figure 4.1.).
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Figure 4.1. Share of manufacturing in GDP in the European Unioth selected countries
in the period of 2000-2013
Source: Own studies, WTO database.

Position of Industry and Manufacturing in the EU Economy

At the beginning of the period covered by the study, in 2000, the value
of manufacturing output in EU-28 exceeded EUR filbon, which at that time
accounted for 18.8% of Gross Value Added (GVA)slibsequent years, the val-
ue of manufacturing had been increasing on avdrateeen 2% and 6% annual-
ly until the first years of economic crisis, i.€008 and 2009, respectively, when
the reported drop was 2% and 13% compared to #eeding year (Figure 4.2).
However, already in 2010 a 8% increase was repoftdldwed by 5% increase
in 2011, and in the period 2012-2013 the value dddenanufacturing just man-
aged to remain at the level of EUR ca. 1.85 tnillizvhich meant it stabilised at
the level reported in 2006 before the economic downand accounted for
15.1% of GVA. The share of manufacturing in totaiptdoyment also diminished
by more than 3 percentage points from 17.8% in 200D4.3% in 2013. Interest-
ingly enough, the trend was not reinforced in ihees of the crisis, which would
suggest systematic shift of jobs to other secroespective of the social and eco-
nomic situation.

When analysing the concept of a new industrialgyolve should consider
its potential impact and importance for the ecoresnaf the EU and its individual
Member States. For many years Germany (30.3%) éas b clear leader with
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the highest share in total manufacturing (Figu®).45ignificantly smaller shares
are reported for France and lItaly (11.6% each)thadJnited Kingdom (9.4%).
Manufacturing in the five aforementioned countriegether with Spain (5.0%)
represents two thirds of the value of the sectahénEU. Countries such as: the
Netherlands (3.8% share), Poland (3.6%), Swedet?(3.Austria (2.9%), and
Belgium (2.7%) were also important industrial playbut their effect on the EU
economy was much more limited.
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Figure 4.2. Composition and changes in Gross Value Added arpdogrment
in the EU-28 in the period of 2000-2013
Source: Own studies, Eurostat.

In the examined period, the share of manufactunn@VA (in current pric-
es) exhibited a clearly decreasing tendency in davaf services and dropped
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from 18.8% in 2000 to its lowest level of 14.8%2009 to slightly increase to
15.3% in 2013. Besides servitization, outsourcing eelocation of manufactur-
ing plants outside of the EU, the phenomenon cbeldttributed to a combina-
tion of factors: on the one hand, substitution effesulting from higher real in-
come and, on the other hand, lower prices of prizdoicthe manufacturing sector
caused by its higher productivity compared to tbenemy as a whole. It means
bigger drop in manufactured goods (in relation éoviges) as a consequence of
productivity growing more in manufacturing thanservices (European Commis-
sion, 2014c).
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Figure 4.3. Changes in geographical structure of manufactysnoguction
in the leading Member States of the EU in the koib2000-2013)
Source: Own studies, Eurostat.

We should also bear in mind that the EU’s enormpresitrictive regulations
concerning the environment, climate, energy andstieéal sphere had a substan-
tial influence on the position of manufacturingtie EU economy. Requirements
harmful to economic activities were imposed on pean entrepreneurs and re-
sulted in offshoring, outsourcing and the reloaattd industry to other parts of
the world. These are structural changes which apguced by the relative price
effect. The European Commission noticed that thddirde trend in current prices
is not irreversible.
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Figure 4.4. Changes in manufacturing share in GVA in the EU
(in current and constant prices for 2005 — base) yea
Source: Own studies, Eurostat.
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It means that reindustrialization would lead toimereasing value-added share of
manufacturing in constant prices but may not benstrenough to outweigh the
effect of falling relative prices when measuring tralue-added share in current
prices (European Commission, 2014c). As a reslitipagh the share of manu-
facturing in GVA fell down from 18.8% in 2000 to .BS% in 2013 in current pric-
es, the share of manufacturing in GVA decreaseaghthji to 17.3% of GVA in
constant prices (Figure 4.4). The aforementionealyais negatively verifies the
first hypothesis that a share of manufacturing DPGdramatically dropped in
recent years.

When it comes to directions of changes in individi@mber States it is
worth noting that over the period 2000-2013 sligictease in the share of manu-
facturing in national GVA (in current prices) waxcorded only in three Member
States: Poland (by 0.7 p.p. to 18.8% in 2013), Huoypgby 0.4 p.p. to 22.8%), and
in Latvia (by 0.1 p.p. to 20.2%) (Figures 4.5 anfl)4That resulted in a slight
increase of their share in the total EU-28 manufaag. For the rest of the Mem-
ber States we observed a significantly diminismepdrtance of manufacturing in
national economies; the highest in Finland (whkeertitio dropped by as much as
11.1 p.p.) and in Bulgaria (by 10.5 p.p.). Reldyvag drop in the share of manu-
facturing in national GVA (between 4-7 p.p.) wapoeed for some Member
States with the highest share in EU-28 manufagjur8pain, France, the United
Kingdom, Sweden, Belgium but also Ireland, Luxenigpand Portugal. Atten-
tion should be drawn, however, to Germany whiclspide a minor reduction of
the importance of manufacturing for its economy Qi p.p. to 22.2%), increased
the share in the total value of the sector in thie(lBy 3.2 p.p. to 30.3%).
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Figure 4.5. Share of manufacturing in national GVA
and in total value of the EU28 in 2000 and 2013
Source: Own studies, Eurostat.

Summing up, in the case of some industrialised t@mmthe share of manu-
facturing/industry in GVA/GDP is much higher thandther countries, which are
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not equipped with production factors needed fousid;. Thus, some countries
are more prepared to increase the share of speefidces, which are not and
will not be developed in countries without an apprate infrastructure. These
findings negatively verify the second hypotheskt th 20% share of manufactur-
ing/industry in GVA/GDP is a target for all Memb&tates to increase their
growth.

Industrial Base and Crisis

One of arguments put forward in favour of the adwpof a new industrial
policy in the European Union invokes positive effacsubstantial industrial base
may have on alleviating negative outcomes of ttenemic crisis of 2008-2010
(third hypothesis). To verify the hypothesis we rakeed the relationships be-
tween the size of the industrial base (calculated ahare of manufacturing in
GVA) and its change (calculated as a differencavben the share of manufactur-
ing in GVA in 2013 compared to 2009), and consegasrof the crisis (calculat-
ed as a change in GDP in 2009 compared to 2008)handynamics of economic
recovery (calculated as GDP change in 2013 compgarddta for 2009).
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Figure 4.6. Changes in GDP and ratio of Manufacturing to GVA
in the period 2008-2013
Source: Own studies, Eurostat. Man.

Financial crisis started in the autumn of 2008 iémeéconomic consequences
were felt mostly in 2009 when real GDP reductioreravrecorded. In 2009 the
highest share of manufacturing in GVA was repoffi@dthe Czech Republic
(22.9%), Ireland (22.5%), Romania (21.9%), Hungé29.4%), and Germany
(19.8%) with simultaneously the same Member Statesrding drops in GDP in
2009 compared to the previous year by, respectivél3% and (bigger than the
median for all Member States) -6.4%, -7.1%, -6.@%d -5.6% (Figure 4.5). Es-
tonia, Lithuania, and Latvia demonstrated clearby biggest drop in GDP in 2009
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compared to 2008 (by ca. 14-15%) with the respecthvare of manufacturing in
GVA of 14.1%, 16.7%, and 10.9% (the median forth# Member States was
14.7%). In other Member States with a similar prtipa of manufacturing in
GDP, the latter dropped within a rather broad rdmgeveen -2.6 and -8.3%. Sim-
ilar range of GDP drops was also identified in MemBtates where manufactur-
ing is a much less important sector of the econ@ipeyow 10% GVA). At the
same time, the highest growth, both in the timegainhomic crisis and in the
years following it, was recorded in Poland with 1&.3% ratio of manufacturing
to GVA in 2009. Hence no unambiguous link was detkbetween the share of
manufacturing in GVA and economic growth or quickeonomic recovery (GDP
increases in years following the crisis). It meahs, third hypothesis on positive
impact of industrial base upon economic growth myirand after the crisis of
2008-2010 was verified negatively.

Internal Market as an Attractive Place for EU Industry

It is interesting to study how the Commission wantseach the aforemen-
tioned unreachable goal. It seems that the EUriatanarket became one of the
crucial mechanisms to exit the crisis and an engineeindustrialization (Am-
broziak, 2011 and 2012b). The Europe 2020 strategynded that the internal
market, besides financial levers and external pdimls, would be fully mobi-
lised to tackle bottlenecks and deliver the Eurdp20 goals (European Commis-
sion, 2010a). The Commission suggested that ttsere need for a substantial
recovery in investment level and an expansion eftthde in goods in the Internal
Market (European Commission, 2010b). But in 20h@ €ommission did not
have any new idea how to strengthen the single ebankd link it up with a new
industrial policy. It seems that this issue hasnbaddressed by one of the most
important tools increasing the visibility and urgtanding of the importance of
the internal market: the Single Market Act | andBuropean Commission 2011,
2012b; Ambroziak 2011; 2013b). Both documents @tadiof crucial initiatives
to foster growth of Europe’'s economy, however, safiechem have not been
introduced or implemented up till now.

Taking the above into consideration, there aredaoibts that the deepening
of the EU Internal Market should be the most imaottinstrument of a new in-
dustrial policy. According to recent research stgdithe EU internal market is
still one of the main destinations for EU exportefsboth goods and services.
However, it should be noted that the dynamics dfeekU-trade is increasing
much faster in comparison to intra EU-trade. Alsalé in services improves its
position in relation to trade in goods. It demoat&s that: (a) the internal market
is still a powerful tool with a huge unexploitedr@stment and trade potential and
(b) an increase in the trade in services, in paercwithin the EU internal market,
is the evidence of servitization of EU manufactgr{Ambroziak, 2015). Also the
Commission observed that there is a clear imbalarbtseen the level of integra-
tion in goods and services market, and for indutstdye able to modernize effec-
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tively the functioning on the internal market fargces must be further improved
(European Commission, 2014a).

Existing Barriers

The Commission found that the internal market heavided EU industry
with considerable reductions in cross-border trgdiasts, increased competition,
and produced considerable economies of scale apk &s a result of the availa-
bility of a Europe-wide market. However, many bensistill remained: divergent
national rules, duplication of procedures and diifiies with accessing some
market sectors (European Commission, 2010b). Thexefne of the most im-
portant problems of the internal market is its fmegtation due to lacking, in-
complete and inadequate transposition and impleatientof the EU directives,
as well as, wrong interpretation of EU rules. Alése actions pose difficulties to
economic operators and consumers, increase tréorsamists, do not allow to
enjoy benefits from the four freedoms and, in cqusece, due to nonoptimal
allocation of production factors, decrease the aatitipeness of EU entrepre-
neurs in the internal market and globally.

As the Commission noticed, prior to the establistinwé the single market,
each EU Member State imposed obligations on busimethe interests of safety,
health and consumer protection. This meant thaetivere considerable regulato-
ry barriers to trade in products because of théemiht rules and requirements,
meaning that business had to treat each Membeg 8¢af separate market and
offer different products (European Commission, 2)14Although this problem
was identified and investigated by the CommissMember States were not in-
terested in the elimination of all existing barsieAlthough in its conclusions the
Council recognised that deepening the Single Mawmild be a key factor to
boost growth, at the same time it mentioned rengwainly “unjustified or dispro-
portionate barriers” (Council, 2014a). The Courtdio asked the EU institutions
to ensure the consistency and quality of the E@llé@mmework without “unnec-
essary regulatory burdens” in order to enable lassino sell goods and provide
services without “unjustified or disproportionatarters” (Council, 2013b). The
problem is a lack of precise and unambiguous défimiof “unjustified or dispro-
portionate barriers”. It is not clear who and onatvhasis can decide which barri-
ers in the internal market are justified and prtipoate. The Treaty on the Func-
tioning of the European Union does not answer dligstion. As regards the in-
ternal market, it uses only the term restrictiomkile speaking about (a) elimina-
tion of quantitative restrictions on import and erpbetween Member States, (b)
abolition of restrictions imposed on employees imitthe free movement of
workers, (c) prohibition of restrictions on theddomm of establishment, (d) prohi-
bition of restrictions on freedom to provide seedde) prohibition of restrictions
on freedom to the movement of capital. The Treatysualso the word obstacle,
while speaking about (a) an obstacle to liberabsapf the movement of workers
or (b) an obstacle to the functioning of the ingdrmarket. Therefore the word
“barriers” mentioned in the aforementioned Coumcihclusions did not fit the
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wording of the Treaty and left a room for Membeat8¢ to introduce barriers
justified and recognised as proportionate by theirernments.

There is also no clear evidence of political supfrom the European Coun-
cil to eliminate all obstacles existing in the mi& market. On the one hand, the
Heads of Governments or States agreed (not addipgrasleading adjectives)
that there was a need to deepen the Single Mdskeemoving remaining barri-
ers. But, on the other hand, as regards servibesEtiropean Council agreed to
remove barriers which are unjustified (European r@idu 2012 and 2013a) or
unjustified or disproportionate in order to ensarkevel playing-field on the ser-
vice market (European Council, 2013b). However l\aiag the latest political
documents one can state that a liberal approathetinternal market is slowly
coming back. In December 2014 the European Cowadliéd for enhancing ef-
forts to remove barriers and complete the intemmaiket in products and services,
and the Council in March 2015 changed its narratéymards the elimination of
unjustified or disproportionate restrictions, witets a link to the Treaty provi-
sions and should limit Member States discretiojugtification of introducing any
barriers in the internal market (Council, 2015).

Quality of Legal Environment

One of the instruments eliminating the above mewtibbarriers is the ap-
proximation of laws. However, we should bear in énBome consequences of
that process. On the hand, as the European Conemissticed, the differences in
legal environments at national level hamper effitiallocation of resources in
Europe and the competitiveness of European industiys new acts should be
adopted and properly implemented to ensure a comegal framework in the
EU. On the other hand, as it was already menticaisale, article 114 of the
TFEU often serves a basis for new laws concerniggjth, social, consumer or
environment protection, without considering thealrimpact on competitiveness
of EU industry.

Within the discussion on the improvement of thelijwaf EU legislation,
the Commission postulated to choose regulatiorteadsof directives in order to
eliminate differences in the timing of national iEgtion entering into force and
reduce the risk of divergent transpaosition, intetagtion and application (Europe-
an Commission, 2014d). Moreover the Commission dimeel its role in improv-
ing the quality of legislation and the regulatorgrhework by implementation of
the Regulatory Fithess and Performance Programri#I{R, which became a
part of the concept of a new industrial policy leé £U in 2014 (Council, 2014a).
This Programme is aimed at eliminating red tapgulegory burdens, simplifying
and improving the design and quality of legislatiorreduce unnecessary regula-
tory costs and ensuring that the body of EU letjmbaremains fit for the purpose.
Under REFIT, the Commission is screening the erstioek of EU legislation on
an ongoing basis to identify burdens, inconsisesand ineffective measures and
identified corrective actions (European CommissRi12c and 2014e).
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At the earlier stage of preparing a legislative thet Commission conducts
an impact assessment, as a set of steps identifpimgadvantages and disad-
vantages of possible policy options. It also adskssall significant economic,
social and environmental impacts of possible netiatives. It is worth noting,
that from the industry point of view, the guidebngrovided that a new legislation
should achieve its objectives while avoiding or imilsing potential negative
impacts on European competitiveness, for exampddysimg similar regulations
which already exist in the EU’s main trading parthéEuropean Commission,
2009). It seems that the suggestion was not stemmugigh because the impact
assessment process was extended by adding a s@mmabetitive Proofing
Toolkit in 2012. Its main aim was to deepen thelysis to allow policy makers
to see better the impact of the proposal on busisesmpetitiveness (European
Commission, 2012d).

Also the Council noticed a need for a strengtheioeds on political priori-
ties for comprehensive impact assessments, witlaitheof ensuring that legisla-
tive proposals respect the principle of subsidiaaitd proportionality, as well as
comply with competitiveness proofing criteria amsavation and better regula-
tion standards (Council, 2014a). However, this mgssbecomes a bit unclear
when read together with other Council requestsyguie that any new legislative
proposal or revision reflects smart regulation giptes and should always take
into account proper protection of consumers, hedlth environment and em-
ployees (Council, 2015). Thus often the outcoméheflegislative work depends
on lobbing and a political power of individual actdEU institutions, Member
States and stakeholders) in the EU decision-mafiingess. It is also worth not-
ing that the Commission, while preparing a dralfipidd consult it with stake-
holders at every stage of a decision-making proicetse EU.

Technical Harmonisation vs. M utual Recognition

As regards legislation directly linked to manufaitg goods, it is worth mention-
ing an issue concerning placing goods in the ma®ee of the crucial docu-
ments which elaborated that issue was a specialn@gsion communication on
internal market for industrial products of 2014 eThain component of it consist-
ed of a revision of EU legislation on industriabgucts, especially in the field of
technical harmonisation. The Commission found ihat number of areas within
professional products, national legislation appieaat the use phase imposed
additional barriers on EU industry and service pters. Therefore strengthening
the implementation regime for technical harmon@atiegislation, including the
mechanism of cooperation and the exchange of irdbom was proposed to re-
duce i.a. administrative burdens (European Comons&014d).

On the other hand, the Commission found that twgestrs after the 1992
strategy and the establishing of the internal ntarkewide range of products
where still unharmonised and mutual recognitiousds in Member States legis-
lation were not always correctly applied (Europ€mmmission, 2012a). In 2013
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Council underlined the importance of the principfemutual recognition and its
evident benefits already brought to several impuartareas such as the free
movement of goods and professional qualificatio@supcil, 2013b; Council,
2014a). Afterwards the Commission was invited tepare a report on the appli-
cation of that rule and to issue relevant proposalsre shortcomings were identi-
fied (Council, 2015).

Summing up, eliminating all barriers in the intdrmearket, as a continuation
of the Programme 1992 on the introduction of tiglsi market, should improve
the quality of legal and administrative environmémt economic operators and
consumers in the internal market. Thus, it shotrehgithen the position of manu-
facturing sector based in the EU, who, followingveation process should be
able to expand their production by combining goatth services. That shows a
need for a horizontal approach, although it dogserolude the sectoral one, of a
new industrial policy of the EU, which partly neigaty verifies the fourth hy-
pothesis.

Combined Approach to Goods and Services (Servitization)
Improvement of Industry-Related Services Environment

The Service Directive of 2006 removed many admiaiste barriers to
cross-border service provisions; however there gélieother areas where they
remained. Thus industrial users of external sesvare confronted with a market
which is heavily fragmented, non-transparent, afténolacking well-defined
quality standards (European Commission, 2010b)réfbee in 2012 the Com-
mission announced that the immediate priority weesfull and complete imple-
mentation of the Service Directive in all Membeat8s (European Commission
2012a), while in 2014 it requested zero-tolerarm@maign actions addressed to
Member States acting against the Directive fBovska, 2014). The Commission
underlined that full implementation of the Servid@ective would significantly
improve the smooth functioning of the internal nerkEuropean Commission,
2014a). Although a fully free movement of serviceslld improve competitive-
ness of the EU industry (manufactures and serviogigers), it is worth noting
that, the Council was only able to call upon thenNber States to set up efforts to
remove remaining unjustified or disproportionatguieements on service provid-
ers (Council, 2014b), leaving the explanation dirthintroduction to govern-
ments.

Other important initiatives concerning the sengeetor were the revision of
the legislation on European standardization sydterextend it to services and
make standardisation procedures more effectivii@ft and inclusive. Thus the
Commission suggested that in order to avoid thergemee of new barriers and to
facilitate the cross-border provision on servigesticularly business-to-business
services, standardization should be developed addean level. Moreover the
Commission proposed an initiative to combat unfisiness-to-business com-
mercial practices because they jeopardise thelijabf business and limit com-
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petitiveness of the various operators in the sugplin (European Commission
2011).

Full implementation of the freedom to provide seeg on the basis of, at
least, the Service Directive, should bring moredfignto both manufacturers and
service providers. Due to servitization processienfiequently both functions are
in the hands of one economic operator. This conbaptbeen implemented also
in a new Junker's Commission merging two direcexgeneral (“Enterprise and
Industry” and “Internal Market”) into one Interndarket, Industry, Entrepre-
neurship and SMEs (GROW). As a result, there iy onle proposal (among 23
new initiatives) in the working program of the Epean Commission for 2015
concerning Internal Market Strategy for goods aediises, which is relatively
loosely connected with a new industrial policy agpic Thus the Commission did
not fulfil the recommendation of the European Cdlute present an industrial
roadmap (European Council, 2014a), however the inlpceirg Presidency of the
Council of the European Union declared special $oon the implementation of
the Commission's plan for industrial competitivenés the second half of 2015
(Luxembourg, 2015). Moreover, the Commission detitte name some sectors
of economy of the biggest interest: business sesyiconstruction, retail, regulat-
ed professions and advanced manufacturing. It maagreen light for servitiza-
tion — the process which has been observed imteenial market since the 1990s.
— as the Commission proposed work on a combinedcségoods provisions
(European Commission, 2014b).

Position of Industry-Related Servicesin the EU Economy

When examining political and legal space for seratton, it is worth ana-
lysing the position of selected industry relatedviees in the economies of the
EU and its individual Member States. Industry-retbservices include practically
all services used or provided by entrepreneurs ft@manufacturing sector. The
proportion of services in GVA was increasing in & in the examined period
from 75.6% in 2000 to 79.1% in 2013. Special attenshould be paid to what
happened during the economic crisis when as atre@lubstantial drop in the
value of manufacturing and little diminishing ahgelvalue of services, the share
of the latter increased even to 80% in 2009. In320k highest share (24.5% of
the total value added in services) was reporteth®iservices of the public sector
(public administration, defence, education, humaalth and social work activi-
ties) and trade related services (wholesale armdl teide, transport, accommoda-
tion and food service activities — 23.9%).

In the analysed period of 2000-2013 services rélabereal estate sector
(14.1% share in GVA in 2013) as well as profesdioseientific and technical
services (professional, scientific and technicdiviies; administrative and sup-
port service activities — 13.3%) increased theipomance for the economy (cal-
culated in relation to GVA). When it comes to tla¢tdr group of services, they
provide the basis for broadly understood industtgted services, which, as it
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seems in the face of advancing servitization, shdea considered together with
manufacturing. Thus, adopting the European Comorissombined approach to
goods and services we added data for manufactimihgstry and professional
services. The analysis of aggregated data revehddn the period covered by
our analysis the decrease in cumulated share ofifaetaring and professional
services in GVA (in current prices) was relativeipaller, from 28.6% in 2000 to
25.8% in 2013, compared to the drop in importantenanufacturing only.
Whilst considering the values in constant pricég tumulated share of value
added of both product groups increased from 28298 GVA (Figure 4.7). It
means the manufacturing sector together with psafeal services are still re-
sponsible for more than one fourth of gross valdéed in the EU. We should
also remember issues connected with the creatioewfjobs. When the share of
manufacturing in total employment was decreasing rélevance of professional,
scientific and technical services for the labourkeawas gradually increasing
from 8.9% in 2000 to 11.8% in 2013. To some exteat is the effect of out-
sourcing, i.e. the identification of functions witlthe organisational structure of
a parent company to be delivered by other econapgrators. According to
many researchers, outsourcing has become an everpopular mechanism for
differentiation and the realizing of competitivevadtage or even just ensuring
survival, due to cost reduction. Moreover, it hasved from efficiently attending
to a single function process or activity, to reégafing whole process in order to
realize greater value across the enterprise (Kalsgband Kakabadse 2002;
PriceWaterhouseCoopers 1999).
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Figure4.7. Changes in manufacturing and professional sengbage in GVA
in the EU (in current and constant prices for 20Qase year)
Source: Own studies, Eurostat. Man.

By analysing the situation at the level of indivadllMember States, we may
conclude that between 2000-2013 the drop in theestfamanufacturing in GVA
was accompanied by the increase in the share tdgmional, scientific and tech-
nical activities; administrative and support seevactivities (Figure 4.8.). That
was true of almost all Member States, in particthase, in which manufacturing
was losing in importance in recent years. In 20%8tighest share of the above
mentioned services in GVA was recorded in the Né&hds (13.4%), Belgium
(13.2%), France (12.8%), the United Kingdom (12.2&8rmany (10.7%), and in
Italy (9.5%). Clearly lower dynamics (not exceedéh@.p. in 2000-2013) and on
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average by half lower share of the services in tipresn national GVA by the

end of 2013 were recorded in Member States whigtegbthe EU in 2004 and
later. It means entrepreneurs from the EU-15 mahageadapt well to global

trends (globalisation, servitization, and outsauggj while relatively new mem-
bers still remain a base of broadly understood strthl manufacturing and have
just started to develop industry-related services.
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in the period of 2000-2013
Source: Own studies, Eurostat.

Throughout the entire period of 2000-2013 the slo&rether services (with
the exception of real estate related ones) in GNghty decreased, above all due
to a bit higher dynamics of their growth followitige times of economic crisis.
Deteriorating position (calculated as a share inAGWf wholesale and retail
trade, transport, accommodation and food servitigites (Figure 4.2.) is a rea-
son for concern. These services are fundamentanfmoth exercising of all of
the freedoms of the EU internal market. Any deareasthe growth of trade or
transport may translate into restricted movemergawids and services or distor-
tions in optimum allocation of production factorsieh, consistently, may nega-
tively impact manufacturing in the EU. At the satimae we need to stress the
increasing share of the services in question inleyngent structure, from 8.9%
in 2000 to 11.8% in 2013. That may provide evideoteelative decrease in the
cost of such services caused by intensified corigetin the market, which, in
turn, leads to increased employment in the sector.

In most Member States wholesale and retail tradasport, accommodation
and food service activities are relatively releveettion of the economy reaching
the ratio to national GVA ranging from 32.6% in hifania through 26.3% in
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Poland, 25.5% in Latvia down to 21.4% in Bulgan&ith some exceptions
(Greece, Spain, ltaly, Portugal), the phenomenanm loa observed mainly in
Member States, which joined the EU after 2004. Alsdheir case services in
question reported a slight increase in their sira@VA in 2000 — 2013. Member
States in the South of Europe owe their slightlitdseposition to tourist and ac-
commodation services. However, data for the new bwnStates demonstrate
benefits of integration, trade opportunities anel pinovision of transport services
within the EU internal market. Taking account ofat@rating position of manu-
facturing and still insufficient share of induststated services, entrepreneurs
from those Member States should gradually integitaéé goods with sales and
transport services. Requirements concerning thammim wage in Germany
(WSJ, 2015) and France (Emigra.com, 2015), which sudbstantially undermine
the competitive position of transport companies #medmanufacturing firms who
offer product-related services, are a separate.issu

Summing up, we may conclude that, first of all, analysis confirms the in-
crease in the share of industry-related servicepaiticular professional services,
in GVA, its resilience to economic crisis and, nedily, servitization of manufac-
turing in the European Union. As a result we hawme to yet another negative
verification of the second hypothesis on the neeth¢rease the share of manu-
facturing in GDP to achieve economic growth.

4.4. CONCLUSIONS

Based on the study at hand we may formulate somewsions of legal, po-
litical and economic nature. With regard to legspects, currently binding EU
regulations offer the EU institutions the possibilio pursue industrial policy at
the EU level without interfering with Member Statasnpetences.

From political point of view it is worth noting théhe group of supporters of
the Europeanization of industrial policy, i.e.é@mmon (integrated) implementa-
tion, is not stable and their numbers are falliigmber States — participants of
conferences of the ,Friends of Industry” group welnanging and not all of them
are ready to sign up to final conclusions. That isign of differences in the ap-
proach to presented ideas of market interventioristhe adoption of artificial,
unrealistic indicators, which, when achieved wounidst probably hamper the
development of the sectors of the economy, whichlpece the highest value add-
ed (services).

Economic analysis of proposed postulates leava®oim for doubt that de-
creased share of industry in GDP and GVA is obgkimeall richer and more
developed countries in the world (with no exceptidrthe EU). That can partly
be attributed to methodological errors consistimgalculating industry to GDP
ratio instead of manufacturing to GVA ratio. Leayithat aside, we must stress
that artificial identification of optimal GDP struge in the EU has got no eco-
nomic or social rationale. Decreasing importanceahufacturing is due to glob-
alisation — which helps seeking cheaper locationgnidustrial manufacturing and
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relocates it to countries where environmental, aoor health related require-
ments are much less stringent than in Europe dloinh America — but also ser-
vitization understood as offering industrial goddgether with services. Hence
we should rather consider the ratio of cumulateattestof manufacturing and in-
dustry-related services to both GVA and employmineflects economic reality
of the beginning of the 21st century including effeof globalisation, outsourc-
ing, offshoring, and progressing servitization. 3@henomena should be treated
as challenges rather than obstacles to the EU growt

In principle, the analysis allows us to negatefalllr research hypotheses
formulated at the beginning:

— recent years did not witness any substantial deer@& industry share in
GDP since in constant prices the drop was minortagether with industry-
related services within servitization we may evesayve an increase in the
share of manufacturing and professional servic€s\VA,

— there is no economic or political rationale behatmpts to artificially im-
pact the share of industry in GDP as that woulahielate the benefits of free
market and free competition based on the most eftespecialisation that
takes account of the cost of production and qualitgffered goods and ser-
vices. From the viewpoint of statistics, such il would restrict the
share of agriculture , as well as services, whibelthe biggest and the fast-
est growing impact upon value added in the economy;

— economic crisis of 2008-2010 was the least fethim service sector and hit
industry and manufacturing the most, which conttadthe thesis on the
need for Member States to have manufacturing basebasis for their com-
petitiveness;

- due to extreme differences in the structure ofeb@nomy of individual EU
Member States, there are no reasons for introdugimfied solutions and
indicators for all the Member States or for alltbé European Union; that
could provide grounds for discrimination in the eggxh to various indus-
tries and distort competition in the market.

The above presented considerations provide eviddratehe EU needs an
open approach based on free market competitionetdct) internal market and a
comprehensive approach to the sector of goodsemitas within the new indus-
trial policy of the EU instead protectionism antkeiventionism.
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Summary:

Europeanization is an ambiguous concept, analyzed from differepeptves and with differ-
ent areas that describe changes in the most important aspéfetsavéhtion of favourable condi-
tions for business environment and development of small and medium-siezeatieas (SMES)
within the European Union (EU). Institutional and structural featume highlighted by the Eu-
ropeanization literature, may create severe constraints ors MiEy-making. The research aim
of this chapter is to analyze and evaluate the importance &uttepean entrepreneurship policy
for the development of SMEs. A detailed analysis of thesesssiuould provide an answer to the
question: What are the challenges resulting from the curidmidiicy for SMEs and what are
the strategic opportunities to overcome them? This paper explovdsich ways the EU Policy
affects the SMEs entrepreneurship. On this basis, the strategortunities will be specified
with the aim to overcome the existing problems and to further suppdgs SMl order to achieve
the assumed goal, literature study as well as an analysiecohdary documents elaborated by
the European Commission and other EU institutions will be conducted

Keywords: small and medium-sized enterprises (SMESs); entrepreneurBhimpeanization;
Small Business Act for Europe; European Union (EU)
JEL classification: L53, L26, N14, N84, 052

5.1. INTRODUCTORY REMARKS

Research on Europeanization dates back to the 18fBsugh there has been an
increase in its importance since the last decadbeof0th century and continues
today (Buller & Gamble, 2002; Howell, 2004; Wacl@12a). In the literature,

there are a number of different definitions of Eaganization. For instance, Ra-
daelli (2000, p. 4) defines Europeanization as ¢psses of (a) construction (b)
diffusion and (c) institutionalization of formal @ninformal rules, procedures,
policy paradigms, styles, ‘ways of doing things'dashared beliefs and norms
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which are first defined and consolidated in the mglof EU decisions and then
incorporated in the logic of domestic discoursentities, political structures and
public policies.” A detailed systematics and aniglyd conceptual approaches to
the process of Europeanization research is showkvagh (2013, pp. 15-50).
Europeanization is an ambiguous concept, analyawd flifferent perspectives
and with different areas that describe changefhénnost important aspects of
life, e.g. geographical, sociological, politicagghl, institutional and economic
(Wach, 2013, pp. 33-43; Wach, 2014a, pp. 16-1%I&je2008, p. 209-211). One
of the dimensions of Europeanization is a macroeson aspectn internal, en-
dogenous sensanderstood as a process of “creation of, on tleehand, favour-
able conditions for business growth and developmétmin the European Union
(European business environment, or more precisayBuropeanization of the
business environment), and on the other hand, trevezgence of macro-
economic systems of particular member states oEtlie(Wach, 2014a, p. 16).

Among the general causes of Europeanization onénchrate the intensifi-
cation of integration processes in the EU, andiqdarly the implementation of
the single market rules, which resulted in the iy of perceiving the markets
of all member states - in some ways - as the iatamarket (Ambroziak, 2012;
Pelle, 2015). A further reason for the Europeaiomais the European freedom of
entrepreneurship as the so-called complementagddm of the single market,
which has intensified the process of the intermatization of enterprises in the
EU (Wach, 2013, p. 43). Entrepreneurship makestomomy more competitive
and innovative, and is of key importance in the lemgentation of the aims of
various sector policieZ(r, 2013; Czaja, 2014; Kosata, 2014; Kosata & Wach,
2014; Marona & Gluszak, 2014).

One of the elements of the Europeanization proses®e European econom-
ic integration, which aims to create an efficiergaimanism for the functioning of
the single market, concerning the free movemenmgoofds and factors of produc-
tion. The establishment of the single market meaneng others the creation of
better conditions for the smooth functioning ofefreompetition within the group
of countries that are involved in the integratiangess (Buller & Gamble, 2002;
Ladrech, 2014; Wach, 2014a; Stanek & Janus, 201ktovgkaSwiccicka,
2012).

A key role in this process is played by small anediam-sized enterprises
(SMEs), which form the backbone of the Europeament and are essential for
the development of the EU countries (Wach, 201443p). SMEs are seen as the
main source of employment as well as entreprengusstd innovation in the EU,
and hence are crucial for improving the competitess of the European econo-
my. Both in the theory of economic sciences anthibusiness practice, SMEs
are the subject of numerous policies and reseaadrams designating the direc-
tions of the development of EU policies for entesurship and small and medi-
um-sized enterprises (Wach, 2011). This also redudtm the current strategy
"Europe 2020" adopted by the Member States at tiregean Council in June
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2010 (European Commission, 2010). This strategy @mong others at boosting
the development of businesses by the three paerfESBA, 2011, pp. 14-15):

a. Smart Growth - will be achieved through the initias of Digital Agenda,
Innovation Union and Youth on the move;

b. Sustainable Growth - will be achieved through thigatives of a “Resource
efficient Europe”, and an “Industrial Policy fordiGlobalization Era”;

c. Inclusive Growth - will be achieved through the Ada for new skills and
jobs.

This means that the importance of European SMBkéneconomic devel-
opment has been recognized because they adaptpasiicularly to the rapid
changes in the domestic and foreign demand artuetéast cost reduction. More-
over, the modern economic policy does not acceattist selection and promo-
tion of individual projects and enterprises, butuses on the impact of a state,
which accelerates business processes. The moddenistintended to create the
general conditions for the development of enteeprand entrepreneurship
(Surdej, Wach, 2011, p. 76; Rogoda, 2014, p. 41-44)

The aim of this article is to analyze and evaldh&importance of the Euro-
pean entrepreneurship policy for the developmel8MES. A detailed analysis of
these issues should provide an answer to the qnesthat are the challenges
resulting from the current EU policy for SMEs antlaw are the strategic oppor-
tunities to overcome them? For this purpose, thaitten of SMEs and their
importance for the European economy will be preskntThen, the current EU
policy for SMEs will be analyzed. As a part of thise main challenges arising
from the current EU Policy as well as problems méfg to the perspective of
SMEs will be indicated. On this basis, the strategiportunities will be specified
with the aim to overcome the existing problems anfiirther support SMEs.

In order to achieve the assumed goal, literaturdysas well as an analysis
of secondary documents elaborated by the Europeamssion and other EU
institutions will be conducted. The analysis draxmsa number of sources, among
others, analytical reports, e.g. the SME PerforradReview (Annual Reports on
European SMES), the Survey on Access to FinanceMiEs in the Euro Area
(SAFE), as well as other documents available atBhmpean Small Business
Portal.

5.2. ROLE AND IMPORTANCE OF SMES
IN THE EUROPEAN ECONOMY

Small and medium-sized enterprises (SMES) playnddmental role in the eco-
nomic development, due to the flexibility in deoisimaking, creative and highly
motivated employees and a less bureaucratic mareagestyle (Urbaniec, 2013).
Compared with large enterprises, however, they lsal@ver financial, techno-
logical, market and organizational potential anddge- usually fewer opportuni-

! European Small Business Portal: http://ec.europsneall-business/index_en.htm (12.03.2015).
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ties for the implementation of innovative measuf®lEs are characterized pri-
marily by a great flexibility in adapting to constly changing market conditions
(Wach, 2004, 2008).

However, their role and importance for the Europeaanomy also varies
due to the size as well as the impact on the labmarket and economic growth. It
results partly from the definition of SMEs. Accandito currently valid defini-
tion? (Wach, 2004), SMEs are divided into three grolisr¢pean Commission,
2003, p. 39):

- medium-sized enterprises, which employ less thah @fsons and which
have an annual turnover not exceeding EUR 50 millemd/or an annual
balance sheet total not exceeding EUR 43 million;

— small enterprises, which employ less than 50 persomd whose annual
turnover and/or annual balance sheet total doesxtated EUR 10 million;

- microenterprises, which employ less than 10 persoxdswhose annual turn-
over and/or annual balance sheet total does neeeXeUR 2 million.

This definition is an update of the first Commundgfinition of SMEs in
1996 and reflects the changes in the economic dprednt which occurred after
1996, as well as greater awareness of the spetifitacles which SMEs have to
face. This definition is also more suited to thifedent categories of SMEs, par-
ticularly micro-enterprises, which quantitativelgpresent the majority of the
whole EU enterprises. As a result, this definitédso helps to promote innovation
and the development of partnerships, while ensuttiag public programs have
been addressed to only those companies that gcreajlire support (European
Commission, 2006, p. 8). For this reason, the dafmintroduces a method for
calculating thresholds of persons employed andnéiiz thresholds to gain
a more realistic picture of the economic situatdrthe company. Therefore, the
following categories of enterprises are specifmgtonomous, partner and linked
enterprises (European Commission, 2003, p. 39).nEkedefinition is applicable
to all policies, programs and actions that are ang@nted for SMEs by the Euro-
pean Commission. Although its application by thenMder States is voluntary, in
practice it is commonly used (Wach, 2004).

SMEs account for a significant contribution to #fmnomic development of
the EU. The key performance indicators are: thebemof SMEs, the value add-
ed (in current prices) generated by SMEs, and tineber of persons employed by
SMEs. Across the EU, there are more than 21 milBMES, i.e. nearly 99.8% of
companies, including up to 92.4% micro-enterprises.

In addition, SMEs provide two-thirds of all jobs the EU and generate
nearly 60% of the gross domestic product (GDPhefEU (see Table 5.1). Tak-
ing into account the largest Member States in thefinancial business sector in
the EU28 (i.e. France, Germany, Italy, Poland, Spaid the UK), it is seen that
they account for almost 66% of all SMEs, 74% of ¥iadue added generated by

2 The new Commission Recommendation on the definitibSMEs was adopted on 6 May 2003 and came into
force on 1 January 2005 (European Commission, 2006)
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SMEs, and 69% of the total employment in the SME&me(European Union,
2014a, p. 15).

Table 5.1. SMEs and large enterprises: number of enterpnss#ag added and employ-
ment in the EU28 in 2013

Criteria Micro Small Medium SMEs Large Total
Number of enterprises
Number 19,969,338 1,378,374 223,648 21,571,360 43,517 21,614,908

% 92.4% 6.4% 1.0% 99.8% 0.2% 100%
Number 38,629,012 27,353,660 22,860,792 88,843(464 44,058,576 132,897,040
% 29.1% 20.6% 17.2% 66.9% 33.1% 100%

Value added at factor costs

'Vé"d'r%f; 1,362,336 | 1,147,885 1,156,558 3,666,779 2,643,795 6,310,557
% 21.6% 18.2% 18.3% 58.1% 41.9% 100%

Source: European Union (2014a, p. 15).

All three performance indicators — total numbedugaadded and employ-
ment — are closely interlinked, related and depehda each other to varying
degrees (Table 5.2). Within the EU, the majoritysdlEs are concentrated in the
largest Member States, as shown in the table béflmmever, only their number
is not an adequate measure of the importance ofssblEhe economy of a Mem-
ber State, because it does not take into accoarditferent sizes of the respective
economies.

Table 5.2. Distribution and importance of SMEs across theTlbgU Member States in
2013

SME enterprises SME value added SME employment
No State % No State % State %
1 |ltaly 17.2| 1 | Germany 216 1 Germany 18.8
2 | France 12.9 2| France 1416 P ltaly 13.0
3 | Spain 10.4] 3| United Kingdom 14/5 8 United Kingdom 10.8
4 | Germany 10.2 4| ltaly 125 4 France 10.8
5 | United Kingdom| 8.00 5| Spain 77 % Spain 8.6
6 |Poland 6.8) 6| Netherlands 52 B Poland 6.4
7 | Czech Republic 47 7| Sweden 3.3 |7 Netherlands 4.0
8 | Netherlands 3.7 8| Belgium 3/1 8 Romania B.0
9 | Portugal 3.6 9| Austria 2.8 9 Czech Republig p.7
10 | Sweden 3.1 10 Poland 216 10 Portugal 2.5
11 | Other EU states| 20.83 11 Other EU states 12.1 | 11 OtheiaElds | 19.4

Source: Own compilation based on (European Union, 2014a, p. 81).

The following economy sectors are among the mogionmant ones for
SMEs: “manufacturing”, “construction”, “professidnacientific and technical
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activities”, “accommodation and food” and “wholesand retail trade, repair of
motor vehicles and motorcycles” (European Unionl4X) p. 15). The largest
sector of SMEs in all Member States is the “whdkesand retail trade sector”.
Together, these sectors account for about 78% l{nd#&) of all SMEs in the

EU28, for roughly 71% of the value added create@MBES, and for 79% of total
EU28 SME employment (European Union, 2014a, p. 7).

A differentiated picture can be observed by analyzihe importance of
these five sectors since 2008. Some SME sectors etaracterized by a relative-
ly strong positive growth from 2008 to 2013 witkettbusiness services”, “retail
and wholesale trade” and “other sectors” (whicHude all other notfinancial
business sectors) posting positive value added thrdw contrast, the “construc-
tion” industry suffered severely with an alme22% cumulative decline in value
added, an 18% decrease in the level of employnsse Table 5.3). Also the
number of enterprises lowered by 10%.

Table 5.3. Change (in %) in three SME indicators with resgedtey SME sectors from
2008 to 2013 in the EU28

Key SME sectors N“mbef Value Added Employment
of enterprises

Manufacturing -5.3 -2.9 -9.9
Construction -10.1 -21.7 -18.0
Trade -1.8 3.1 -0.2
Accommodation/food 1.2 10.4 6.0
Business Services 10.2 7.0 5.4
Others 4.9 10.3 5.6

Source: Own compilation based on (European Union, 2014a, p. 8).

Summing up the importance of SMEs according to lihsic indicators,
a relatively varied picture can be observed. HoweS®Es can be considered as
a key to ensuring economic growth, innovation, gobation, and social integra-
tion in the EU. For this reason, the SMEs sectaroiw one of the priority areas
for the EU Policy. This is reflected in the numesactivities undertaken by the
European Commission, which will be presented infttlewing chapter.

5.3. EU POLICY ON SMALL AND MEDIUM-SIZED ENTREPRISES

The development of the EU policy towards SMEs carptesented in many dif-
ferent ways. One of the possibilities, suggestedbynreuther, is a division of
the formal development of the SME policy in the Eitb three stages (Dannreu-
ther, 1999, pp. 443-444):

- from 1982-1988: setting the framework for the SMiiqy;

- from 1988-1992: the formalization of the SME pojicy

- from 1992 — now: concerted programmes in broadategjies concerning
employment and competitiveness (the SME policy e@sstructed through
‘concerted actions’ between policy-makers at déferlevels of policy-
making).
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According to Wach (2011, p. 198), a more pragmalissification of the EU
policy development for SMESs is based on a systaaiitin of the programming
periods of this policy in the EU between 1973 afd3, including the following
periods:

— until 1983 — outline creation of the Community gltowards SMEs;

— 1983-1986 — preliminary determination of efforts 8MEs;

- 1987-1989 — Action Programme for SMESs (i.e. zeagpmme);

- 1990-1993 — | Integrated Programme in favour of SMEd the Craft Sec-
tor;

- 1994-1996 — Il Integrated Programme in favour ofESMind the Craft Sec-
tor (SME Multiannual Programme);

— 1997-2000 — Il Multiannual Programme for Small aviddium-sized En-
terprises in the European Union (lll MAP);

— 2001-2006 — IV Multiannual Programme for Enterprdsel Entrepreneur-
ship and in particular for Small and Medium-Sizeddtprises (IV MAP);

- 2007-2013 — Entrepreneurship and Innovation PrograufiElP) as a part of
Competitiveness and Innovation Framework Prograrf@iie).

It should be emphasized that also in the curreognramming period 2014-2020
even more intensified efforts for SMEs can be s&ech intensity and multiplici-
ty of financial support could not be seen in pregigprogramming periods. The
new perspective of programming the EU policy inelsdhe main instruments
addressed to SMEs, such as Horizon 2020 Framewaodrdmme for Research
and Innovation: InnovFin — EU Finance for Innovatothe 2014-2020 pro-
gramme for the Competitiveness of Enterprises am@liSand Medium-Sized
Enterprises (COSME), the SME Instrument of the EHumi2020 Framework Pro-
gramme for Research and Innovatibn)

Wach (2011), analyzing the importance of the SM&aein the economy
and the European policy for SMEs in the years 1973013, pointed to the evo-
lution occurring in the approach to the economieeitgpment. The EU economic
policy no longer focuses on large enterprises angel projects, and economic
policymakers have discovered the importance of SMEmsuring the long-term
economic growth.

Despite the different approaches and possibilafete characteristics of the
existing EU policies for SMEs, the European poliecy SMEs is concentrated in
the five priorities (Commission of the European @amities, 2005):

— the promotion of entrepreneurship and skills;

- the improvement of SMESs' access to markets;

—  cutting red tape;

- the improvement of SMEs' growth potential, and;

— strengthening dialogue and consultation with SMikesholders.

3 Portal dedicated to the Program ,Horizon 2020tpiitec.europa.eu/programmes/horizon2020 (17.05201
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These priorities were an important contributionthe development of the
EU policy document containing a framework entitléthink Small First —
A Small Business Act for Europe”, adopted by therdpean Commission in
2008. The Act was a political commitment of the @hean Commission to intro-
duce SMEs at the forefront of the decision-makingcpss and highlight the sig-
nificance of SMEs. The Small Business Act (SBA@flects the Commission's
political will to recognize the central role of S the EU economy and for the
first time introduces a comprehensive policy frarngwfor the EU and its Mem-
ber States (Commission of the European Communifiéég, p. 4). It aims to
improve the approach to entrepreneurship in Eurtpaimplify the regulatory
framework and policy for SMEs, and to remove otblestacles to their develop-
ment. The SBA does not constitute a legal requirgntit a number of guidance
activities which can be customized to the specigeds of each country, while
achieving a degree of harmonization across theTEd.ten principles of the SBA
are presented in Table 5.4.

Table5.4. Principles of the Small Business Act for Europe
No. Rangeof Principles  Principles specification

. Creating an environment in which entrepreneurs and family
1 Entrepreneurship . . S
businesses can thrive and entrepreneurship is rewarded
Ensuring that honest entrepreneurs who have experienced pank-
2 | Second Chance . X
ruptcy are promptly given a second opportunity to succeed
Think Small First Designing rules modelled on the “Think SmaditFprinciple
Respo_nswe_ Making public administrations responsive to the needs of SMEs
Administration
. Adapting public policy tools to suit SME needsfacilitating
State Aid and , S P ; )
5 Public Procurement SMESs'’ participation in public procurement and ensuring better
access to State Aid for SMEs
Facilitating SMES’ access to finance and developing a legall and
6 | Access to Finance business environment conducive to the specific requirements of
SMEs, including timely payments in commercial transactions
7 | single Market Helpmg SMEs to benefit more from the opportunities offered by
the Single Market
. . Promoting the enhancement of skills in the SME workforce [and
8 | Skills and Innovation . -
all forms of innovation
9 Environment Enabllng SMEs tq _ transf_orm gnwronm_ental challenges jnto
economic opportunities while acting sustainably
. o Encouraging SMEs to benefit from the growth of global markets
10 | Internationalization . - . .
and supporting them in this pursuit

Source: Own compilation based on (Commission of the European Quities, 2008, p. 4).

The implementation of the SBA - as the EU stratiegynprove the business
environment for SMEs - is closely monitored by Eiwropean Commission. One
of the main tools used by the European Commisgiamdnitor and evaluate the
progress of the implementation of the SBA is théMESPerformance Review”,

4 The EU Portal on the Small Business Act for Europip://ec.europa.eu/growth/smes/business-friendly
environment/small-business-act/index_en.htm (12@L5).
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conducted on an annual basis. The SME PerformargeW® provides compre-
hensive information on the policy activities to ileyment the SBA and the eco-
nomic performance of SMEs in the EU28 Member Statesvell as in 9 other
partner countries. The main results of this reveaw presented in the Annual
Report on European SMEs, the Summary Paper onBReilBplementation, the

SME policy database and the SBA country fact sh@&isopean Union, 2014a,
pp. 10-11).

To meet the new challenges for SMESs, resulting ayjaihers from the eco-
nomic crisis, in 2011 the European Commission priesethe “Small Business
Act Review” (European Commission, 2011), takingiatcount the evaluation of
its implementation between 2008 and 2010. As altre$uhe SBA review, the
European Commission took another important step, prepared the new EU
"Entrepreneurship 2020 Action Plan”, which addrdgbe creation of policies to
support SMEs and the promotion of entrepreneurstspgecially a further im-
provement at a national and European level. Thé gothis Plan is to release
entrepreneurial potential and the abolition of ieasr to SMEs by simplifying
administrative procedures, facilitating accessitarfce, education, youth entre-
preneurship, as well as entrepreneurial activityvomen and seniors (European
Commission, 2012; Urbaniec, 2014). This documerimtpao the critical areas
requiring an urgent improvement and the need féutisms to build a better
framework for SMEs in the EU and in the Member &ah accordance with the
key principle of the SBA “Think Small First”. Theaim activities of the Plan are
implemented by the Commission through the competitess and industrial poli-
cy and the SBA governance mechanisms.

Furthermore, the EU Policy for SMEs aims at to t@embusiness friendly
environment, to improve access to new markets atedriationalization, to facili-
tate access to finance, to support SME competi¢isemnd innovation, to provide
key support networks and information for SMEs. Ehgeals result from the SBA
Principles and should help ensuring economic growihovation, job creation,
and social integration in the EU. This new way efqgeiving the role of SMEs
has already found expression in the programmesaatidities of the EU, influ-
enced by taking into account new factors of theneatic development and the
new role of the state as well as the growing paltpower of organizations repre-
senting SMEs (e.g. European Association of Craftalfand Medium-sized En-
terprises - UEAPME), (EIM, 2009; Surdej & Wach, 201 These organizations
seek a permanent recognition of the needs of SMEgduction of barriers to
their business and an increase in resources feinggbroblems of small and me-
dium business.

5.4 CHALLENGESAND OPPORTUNITIESFOR SMES
IN THE CONTEXT OF EUROPEANIZATION

The answers to the questions: What are the cha&tengsulting from the
current EU policy to support entrepreneurship afmtware the strategic devel-
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opment opportunities? will be analyzed on the bakihie monitoring of the stra-
tegic documents implementation under the EU PdilcySMES, among others,
SBA, Entrepreneurship Action Plan as well as theESddrvey of access to fi-
nance in the EU (SAFE).

As for challenges, it must be stressed that thephlity on SMEs is related
to many challenges. One of the main tools the EeanpCommission uses to
monitor and assess countries' progress in implangethe Small Business Act
(SBA) is the “SME Performance Review”, conductedannannual basis. Overall,
since the beginning of the monitoring of the SBtAcan be seen that the picture
of the situation of SMEs in different countriese thize of companies and sectors
are varied. As a result of monitoring the implenagion of the SBA Principles
a number of specific challenges for the SMEs caidbatified (see Figure 5.1).
The most significant challenge which is currenthedd by SMEs involves the
access to finance (66%).
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Figure5.1. Most challenging SBA principles to SMEs at natioleakel — EU28
Source: European Union (2014a, p. 29).

Another political document on SMEs is the "Entrewnarship 2020 Action
Plan", which lists the following three action pikaas the main policy challenges
for SMEs (European Commission, 2012, p. 5):

1. education and training in the field of entrepreséip in order to promote
growth and business creation;

2. strengthening of framework conditions for entregus by removing exist-
ing structural barriers and supporting them aicaitstages in the business
lifecycle;

3. enhancing the entrepreneurship culture in Eurdpe:upbringing of a new
generation of entrepreneurs.

Other challenges can be indicated in addition eodhallenges listed in the
strategic documents of the EU policy for SMEs. Ading to the 2013 Survey of
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SME Access to Finance in the EU (SAFB)ere are many challenges currently
faced by SMEs. The survey relates to the seriogsogsix potential problems
listed in the table below.

In 2014, as in previous years, for 20% of all SMisling customers was
the biggest problem, but since 2009 there has aekatrease. This means that the
demand has been the most important factor in exiplgithe performance of
SMEs in recent years. Finding skilled and expeeenstaff ranks second and the
importance of this problem has increased over #ayy like in the case of regula-
tion. Access to finance was the fifth most presgmgblem facing SMEs, and
since 2009 gradually declining. In 2014 accessrtance was the most pressing
problem in Cyprus (45%), Greece (32%) and Slov€a&?o). On the contrary,
the lowest number of SMEs considered the probleracokss to finance as the
most urgent in the Czech Republic (7%), Austria \&¥##d Slovakia (7%) (Euro-
pean Union, 2014b, p. 144).

All other issues rank broadly the same for SMEs aghole. The percent-
ages in table 5.5 indicate the proportion of SMiz tonsider the specific prob-
lem as the most pressing problem.

Table 5.5. Most pressing problems EU28 SMEs faced duringpgréeod 2009-2014

Selected problems of SMEs 2009 2011 2013 2014
Finding customers 29% 24% 24% 20%
Availability of skilled staff or experienced managers 8%0 14% 13% 17%
Regulation 6% 8% 12% 16%
Competition 13% 15% 15% 15%
Access to finance 17% 15% 13% 13%
Costs of production or labour 9% 129 14% 12%
Other 15% 10% 7% 7%

Source: Own compilation based on (European Union, 2014b, p. 142).

However, in some cases, there are significant rdiffees between SMEs by
size classes. Access to finance is relatively nimgortant for micro firms than
for small and medium-sized enterprises. Availapibf skilled staff and experi-
enced managers is much more important for smallnaadium-sized enterprises
than for micro firms. Competition, which is the gsare that companies confront
on the supply side, is particularly important foedium-sized enterprises (Euro-
pean Union, 2014b, p. 26-27).

Despite the different approaches and the levetietdil all these challenges
relate on the one hand to the business environnmattiding access to finance,
and on the other hand to the motivation and stdllsreate a small business (de-
velopment of the entrepreneurial spirit). To méeise numerous challenges, it is
necessary to intensify the activities not onlyret EU level but also in the Mem-
ber States. For this purpose there are a humbuitiaftives and instruments to

° EU Portal on Access to finance for SMEs: http:#acopa.eu/growth/access-to-finance/index_en.htm
(15.02.2015).
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support the strategic objectives and directionslefelopment of the EU Policy
for SMEs (see Table 5.6).

Table5.6. The strategic directions of the EU Policy for SMEs

Strategic
objectives

friendly environ-
ment

Creating a busines

Selected EU actiong/instruments

developing SME-friendly policies, e.g. Small Business Act (SE¥gen
Action Plan for SMEs, Regional SME policies;

monitoring the progress in their implementation and sharing bestiges
e.g. SME Performance Review.

Promotion of
entrepreneurship

promoting entrepreneurship by initiatives listed in the Entreprengursh
Action Plan;

“reignition” of Europe’s entrepreneurial spirit, e.g. by: edingayoung
people about entrepreneurship, highlighting opportunities

for women and other groups, easing administrative requirements.

Improvement of
access to new
markets and inter-
nationalization

helping European businesses to face competition and access foreign
kets, e.g. by: the European Single Market, European StandamaliSgs-
tem;

access to markets information and new business partners through th
following portals: Enterprise Europe Network, SME Internationtilis
Portal, Internationalization of Clusters, Your Europe Business&aP Eu-
ropean Small Business Portal, SME Internationalization begrangU.

Facilitating access
to finance

improving of the SMEs financing (e.g. Horizon 2020 Framework Pro-|
gramme for Research and Innovation: InnovFin — EU Finance for IAn
tors, the 2014-2020 programme for the Competitiveness of Enterand
Small and Medium-Sized Enterprises (COSME), the SME Im&tr of

the Horizon 2020 Framework Programme for Research and Innovati
providing information on funding (e.g. EU Access to Finance portal, 8
series of EU Access to Finance Days for SMEs acro&atlountries).

ma

ova
es

bn);

Support for SME
Competitiveness
and Innovation

support and promote industrial competitiveness, by monitoring comp
tiveness in the EU and EU countries, analyses of the impadlioy pro-
posals on competitiveness;

determination of priorities for innovation, e.g. support innovatioretde
opment in priority areas and in SMEs (mainly through Horizon 208§)
tering the broad commercialization of innovation in the EU incigidiub-
lic Procurement for Innovation, Design for Innovation, Public Sector |
novation, and Social Innovation; monitoring innovation performance
the European Innovation Scoreboards, Innobarometers, Business In
tion Observatory; improving regulatory conditions for innovation with
measures for entrepreneurship, access to finance, clsitegle, mar-

ket, intellectual property and standards.

eti-

n-

Py
nova-

Providing

key support net-
works and infor-
mation for SMEs

providing entrepreneurs with information and interactive services on
foreign markets, e.g. Your Europe Business Portal, SME Iritenadiza-
tion Portal;

access to market information and potential business partressd&u-

rope, e.g. the Enterprise Europe Network, Portal on Accesedade.

Source: Own compilation based on EU Portal: Entrepreneurship antl &manedium-sized en-
terprises (SMES), http://ec.europa.eu/growth/smes/index_er26t02(2015).

In summary, the presented strategic areas of aumitgs, implemented by
the EU, focus on three key issues: the condition€Enhtrepreneurship (legal, po-
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litical, market and social), the financial aspdatgncial and aid instruments) as
well as support for the SMEs competitiveness thholmnovation and Interna-
tionalization.

In order to achieve these objectives of the curs&ategy for SMEs, the EU
budget for 2014-2020 provides substantial finanaburces for SMEs through
the European Structural and Investment Funds, ®SME and the Horizon
2020 programmes. According to the new Cohesion Poli@$422020 the key
area for economic growth and job creation is falsall to enhance the competi-
tiveness of SMEs (European Commission, 2013).dtires therefore a signifi-
cant funding and appropriate support tools withie Europeanization process,
especially within the EU policy for Entrepreneugshind SMEs.

5.5. CONCLUSIONS

Europeanization is an ambiguous concept, analyzmd flifferent perspectives
and with different areas that describe changefiénnhost important aspects of
life, including the creation of favourable conditofor business environment and
SMEs development within the European Union. SMEsgenerally considered
as the main source of employment, entrepreneusshgpinnovation in the EU,
and thus are crucial for improving the competitiees of the European economy.
The increasing importance of the SMEs in the Eumogeolicy is one of the nec-
essary conditions for the growth of the economy.

On the basis of the key performance indicators:rhimber of SMEs, the
value added (in current prices) generated by SMigsthe number of persons
employed by the SMEs, it can be seen that they plkgy role in the European
economy, particularly with regard to their numbed a@heir creation of new jobs.
Moreover, the following economy sectors are amdrwgrhost important ones for
SMEs: “manufacturing”, “construction”, “professidnacientific and technical
activities”, “accommodation and food” and “wholesand retail trade, repair of
motor vehicles and motorcycles”. Together, thestoss account for about 78%
of all SMEs in the EU28, for roughly 71% of the waladded created by SMEs,
and for 79% of total EU28 SME employment.

The analysis of the impact of the EU policy on 8MEs shows that the cur-
rent policy is focused on the improvement of theibess conditions (e.g. by the
Small Business Act) as well as entrepreneurshimptimn and the “reignition” of
Europe’s entrepreneurial spirit (e.g. by the Emeapurship 2020 Action Plan).
These goals help ensuring economic growth, innomaiob creation, and social
integration in the EU. The numerous strategic damusi and instruments, used
for shaping the EU policy for SMEs, also suppopaatnership between the EU
and the Member States in their implementation. tRisr purpose, since the early
90s of the twentieth century the problem of SMEs bastablished a presence in
the programmes and activities of the EU.

% Portal dedicated to the Program ,Horizon 2020tpiitec.europa.eu/programmes/horizon2020 (17.05201
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It should be noted that the financial and marketdis constitute the domi-
nant challenges. In addition, there are structprablems with the functioning of
a supportive environment for entrepreneurship, #wedsupport for the coopera-
tion between public and private actors, which westichulate the growth of in-
novative enterprises, is still too weak (Urbani2@11; Buwar, 2014). A detailed
analysis of these issues made it possible to deterthat the strategic objectives
of the EU Policy for SMEs strives to overcome therent problems and chal-
lenges (e.g. related to the conditions for entmegueship or financial aspects),
placing a greater emphasis on the growth of thainpetitiveness through innova-
tion and internationalization.

As a result of the changes in the global econonyogean companies tend
to look for new ways to ensure a competitive adagat An effective SME devel-
opment involves both the continuous improvementeafning skills in accord-
ance with the idea of a knowledge-based economyetisas the political support
through the implementation of the principles of @ean policy for entrepreneur-
ship. Therefore, an important direction for further resbashould be to identify
and analyze the factors that support the competitgs of SMEs through their
innovativeness and entrepreneurial activities, mibefi as the ability to create
knowledge, and above all, to transform it into maeducts, services and technol-
ogies.
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Summary:

There has been the common research and development policy in thedfuEgonomic Com-
munity and the Euratom since their establishment in 1957. Within thé Research Centre,
several Institutes were set up in the member statedirShétamework programme, introducing
cross-border collaboration projects, was launched in 1984. The podist@mtral and Eastern
European countries (CEECSs) joined the framework programmesairetitbir accession phase.
With EU membership, they enjoy full ‘membership’ in the Et#search and innovation policies
as well. However, evidence shows that there is still a longtwao to reach the real and full
integration of the CEECs into these policies. As a mattéaatf the Southern periphery of the
Eurozone is not in any more favourable position in this respect. Whethieok at participation
in framework programme projects, the location of JRC sitgsaxticipation in the newly formed
Knowledge and Innovation Communities under the EIT, the Eastern and Sopthipimery is
largely underrepresented. The usual explanation for this ligwege countries’ weaker research
and innovation capacities and their less enabling and supportive researinnovation envi-
ronments. For sure, that is true. Nevertheless, EU-level @olgtiould not take these circum-
stances as given but should aim at tackling the differences thiopgbving the conditions in
the periphery — because that is the EU’s interest as a comm\fithout closing this gap, the
EU’s integrity is threatened, and a lot of its research andviation resources (ideas, innova-
tions, and human talents) are wasted.
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6.1. INTRODUCTORY REMARKS

By now more than ten years have passed sincersigléirgest round of the
three subsequent Eastern enlargements (2004, 2003), in the course of which
the Central Eastern European countries (CEE@sé)ed the European Union,
took place. Even more time has passed since tlmsdries were entitled to join
the EU’s various research and development inigstivihe integration, in this
respect as well, occurs as a process. The prozessitinuously unfolding but has
not gone through to its end yet.

The CEECs integration into the common research dewtlopment (and,
later, innovation) policy (R&D, then R&D&I policyactions has definitely fos-
tered the Europeanization of these areas in tlesart countries (just as in all of
the altogether 13 new member states) both at thet & policy, and of the re-
search and innovation institutions (both public gmivate). All this has taken
place as part of a general Europeanization of iiffepolicies all across the EU
(Bretherton & Mannin, 2013). And, obviously, the rBpeanization of policies
has been going on as part of internationalisatt@hgiobalisation (Wach, 2014).

In this study, we are interested in the advancesngat have taken place in
the CEECs in the field of R&D&I. Besides that, wake an attempt to draw an
overall picture of where these countries in 20¥5iarthis respect. We will show
that a lot has been achieved by the CEECs in #ieé &f R&D&I since their ac-
cession to the EU.

On the other hand, considerable differences betwedgtrand new member
states seem to persist. Some of these differerarede explained by the largely
diverse research and innovation capacities of thenlber states which, obviously,
correlate with the level of economic developmeHRtowyever, this correlation is
not proportionate and not necessarily evident eithe we will discuss in the
chapter.) Nevertheless, there are also traceald&nesses in the EU level policy
in respect of handling this evident internal divided thus really encouraging
Europeanization of R&D&I in the CEECs by policy insments.

The main implication of our findings is that, urdéke general attitude in the
common policy changes, it will most likely contribuo the further widening of
the discrepancies instead of helping in decreasirgjosing the gap.

6.2. EUROPEAN R& D POLICY ACTIONS

There has been common research and developmeht ikuropean Eco-
nomic Community and the Euratom since their esthblient in 1957. Within the
Joint Research Centre (JRC), several Institute® wet up in the (at that time)
member states. The JRC is 100% funded from the aomBuropean budget un-
der the EU’s framework programme for research ammdvation, Horizon 2020.

! By the term we hereby refer to 8 countries: Estohitvia, Lithuania, Poland, Czech Republic, Sldsak
Hungary and Slovenia.
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The overall budget of the JRC amounts for ca. 330om EUR annually and
further income is generated by the JRC throughoperihg additional work for
the European Commission, and contracted work fiod tharties (e.g. public au-
thorities or industry). The JRC also undertakedaarerelated research under the
Euratom Research Framework Programme (EC Webd$itta). The JRC cur-
rently employs over 3,000 staff, of whom ca. 77% sgientists and researchers or
work on scientific projects (EC Website 20159).

Currently there are seven institutes of the JR@vim locations, and a man-
agement centre in Brussels (Figure 6.1). The smstitutes are the following:

— Institute for Energy and Transport (IET);

— Institute for Reference Materials and Measurem@RisiM);
— Institute for Transuranium Elements (ITU);

- Institute for Health and Consumer Protection (IHCP)

— Institute for Environment and Sustainability (IES);

— Institute for the Protection and Security of th&zein (IPSC);
— Institute for Prospective Technological StudiesT{H.

The five locations are found in the Netherlandsté?g, in Beligum (Geel),
in Germany (Karsruhe), in Italy (Ispra), and in Bp@eville). Of these locations,
only Spain is not a founding member states. No I€tute has been set up in
the new member states since the Eastern enlargement

The Framework Programmes for Research and Technalddevelopment,
also called Framework Programmes or abbreviatedtRi®lgh FP7 with "FP8"
being named "Horizon 2020", are funding programuorested by the EU to sup-
port and foster research in the eligible count(e€ Website 2015b). The first
framework programme, introducing cross-border datation projects, was
launched in 1984, based on the success of thegowernmental programme ES-
PRIT (European Strategic Programme for Informafl@echnology) preceding it
(Csonka, 2008).

The specific objectives and actions vary betweenifug periods. FP6 lasted
between 2002 and 2006 and, as such, it was thddifprogramme adopted and
implemented after the Lisbon summit in 2000. Acaogty, FP6 introduced new
funding schemes and launched programmes with theohistablishing strength-
ening the European Research Area (ERA) as decieédsbon. In view of the
expert group assessing FP6 (Annerlergl, 2010), the programme was success-
ful in catalysing European level R&D activities,dathe fundaments of the ERA
could indeed be strengthened. However, the expetpgalso found some weak-
nesses and proposed improvement in those fieldongnthese weaknesses, the
insufficient level of transparency in consultatioith stakeholder communities,
the fragmented structure of the framework progranané the inconsistencies
deriving from that, weaknesses in implementatiargys, lack of actions taken in
order to keep to objectives), and the programmatgue role in the EU’s policy
mix were highlighted. Accordingly, in relation td®B (as the report was finalised
in 2009 and published in 2010), the expert grougpmanended, among others,
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the simplification of the objectives, the clarifia of the way stakeholder com-
munities’ positions are considered, the increasentdll and medium-sized enter-
prises (SMESs) participation in funding to at led586, and to make research an
attractive career for talented young people. Tip@ntealso emphasised that good
quality design of the next programme was a necessardition of its good quali-
ty implementation.
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Figure 6.1. Joint Research Centre sites
Source: www.ec.europa.eu/jrc

FP7 was a big step forward in terms of financiaorteces dedicated to
R&D: compared to the previous programme, FP7 meaa68% rise in budget,
amounting to ca. 50 billion EUR for the seven yegeriod 2007-2013 (EU,
2006). This way, a huge step was taken in the Btartds strengthening one of
the three pillars of the knowledge triangle (ediacatresearch, and innovation)
(EC Website 2015c). Similarly to fp6, largest pafrthe budget was dedicated to
research carried out in the form of cooperatiotaafe international consortia.

While in FP6 and FP7 focus was still on technolabiesearch, in Horizon
2020 the focus is on innovation, with the objectivef delivering economic
growth faster and delivering solutions to end ugtrat are not exclusively busi-
nesses but often governmental agencies). The frankeprogrammes up until
FP6 covered five-year periods, but from FP7 onwapdsgrammes are running
for seven years. With each new framework progranthee pudget has increased
(Table 6.1).
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Table 6.1. Framework Programmes for Research and Technolddmatlopment

Framework Programme Period Budget (billion EUR)
First 1984-1988 3.750
Second 1987-1991 5.396
Third 1990-1994 6.600
Fourth 1994-1998 13.215
Fifth 1998-2002 14.960
Sixth 2002-2006 17.883
Seventh 2007-2013 50.521
Horizon 2020 (Eighth) 2014-2020 80.000

Source: http://www.jeupiste.eu/horizon-2020-and-around/historicelitie-framework-programme

6.3. CEECSAND COMMON R&D POLICY

With the Eastern enlargement process, the candatdaietries’ accession to
the European research and development programrsesstrted in an organic
way. In the accession treaties, Chapter 17 covemsn& and Research (EC,
2002a). Negotiations of this chapter concerned aneas: participation in the
Framework Programmes, and science and technologpecation agreements
with third countries. The negotiations concludedha case of all of the CEECs
that no transposition was required in the natideghl order of the accession
countries. At the same time, the negotiations ptsnted out that implementation
capacity did not relate to legal provisions buheatto the existence of necessary
conditions for effective participation. These cdimfis refer to many aspects in-
cluding infrastructures, effectively functioningstitutions, quality of researchers,
collaboration capacities etc. As regards the msbihal setting, the negotiations
documents emphasised the importance of the quafiboth public and private
institutions.

In the framework of accession to the common R&Dvéets, National Con-
tact Points (NCP) had to be set up in the at-tinag-tcandidate countries. The
relevant chapter was closed in October 1998 foctumtries that started negotia-
tions in 1998 (“the Luxembourg six”) and in May Z0@r the countries that
started negotiations in 2000 (“the Helsinki siX”).

In parallel with the negotiations, a study was cassioned by the Direc-
torate General for Enterprise of the European Casiom on the innovation ca-
pabilities of the so-called “Luxembourg six” canalid countries. The study, pub-
lished in 2001, pointed out that, in general, irst@mn capabilities in these coun-
tries were considerably weak and that the cohesfothe enlarged EU would
depend on the candidate countries’ ability to snségh growth rates through
increased technological change (Mickiewicz & Radase2001).

2 The Luxembourg six were the candidate countrieh wihom accession negotiations were authorisetieat t
December 1997 European Council: Estonia, PolarelCrech Republic, Slovakia, Hungary, and Cyprug Th
Helsinki six were the candidate countries with whaatession negotiations were authorised at the rbeee
1999 European Council: Latvia, Lithuania, SlovalRamania, Bulgaria, and Malta.
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There was already some scattered participationebralb of the CEECs in
FP5 (Schuch, 2003) but the CEECs officially (andeo®nially) joined the
framework programmes in October 2002, upon thedawf FP6 (EC, 2002b).
The association agreements to the framework pragecovered the at-that-time
candidate countries: Bulgaria, Cyprus, the CzecpuBkc, Estonia, Hungary,
Latvia, Lithuania, Malta, Poland, Romania, Slovalséovenia, and Turkey. The
agreements stated that candidate countries woulel the same rights and obliga-
tions as EU member states under FP6.

Nevertheless, as Vonortas (2008) reveals, participashowed an obvious
gap between the old member states (EU15) and tivenmember states (NMS):
the whole CEECs underperformed the EU15. Howewefpasuccess rates, the
two country groups’ performance was comparable:Bbd5 performed an over-
all 20.8% success rate while the respective ratthioNMS was 18.9%. Still, the
success rates at the countries’ level in CEECs stiosome variety (Table 6.2)
and can be roughly approximated with the genesadllef economic and institu-
tional development of the countries, and of latetrye of some countries (espe-
cially Bulgaria and Romania) into the programme.

Table 6.2. Success rates for new member states in FP6

Country Successrate
Cyprus 19.1%
Czech Republic 20.0%
Estonia 22.4%
Hungary 20.4%
Lithuania 19.1%
Latvia 18.8%
Malta 19.3%
Poland 18.6%
Slovenia 18.9%
Slovakia 19.3%
Bulgaria 16.2%
Romania 15.3%

Source: Vonortas (2008, p. 16.)

Regarding the participation rates, Poland, Latwid ¢he Czech Republic
underperformed even the other CEECs. Neverthatesst of the funding went to
the EU member states (more than 70.000 million EWR¥ociated and candidate
countries received substantially smaller funding. (8.000 million EUR), and
third countries even less (ca. 4.500 million EURhe highest number of pro-
posals was handed in from Germany, the United KingdFrance, Italy, Spain,
Belgium, Sweden and the Netherlands (Rietsehall., 2009). Besides the East-
ern NMS, Portugal, Finland and Greece are alsodowm the other end of the
rank of EU member states in terms of absolute fumdrhe gap is the most strik-
ing in terms of the average patrticipation contsize: while the EU15’s average
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contract size was 250,000 EUR, it was only 112 BOR for the NMS (Rietschel
et al, 2009, p.32.).

The European science and research community ndtiegatoblématiqueof
the gap. As a result, several studies and acti@re Witiated. In the field of so-
cial science research, the MOCEE (Member Orgapissiin Central and Eastern
Europe) project was launched (ESF Website 2015¢ pitoject results (ESF,
2008) provide a very useful insight into the issBerhaps the most important
message of the whole research was that researsbcial sciences in the post-
socialist CEECs practically had to reinvent itsélhother major finding of the
project was that research in the CEECs (just likevehere) depends largely on
the quality and general capabilities of instituipmvhich were largely underde-
veloped at the change of the system and which ¢drnbuilt up from one day to
the other (Virtasalo, Jarvinen, 2010). Evidentlye tirection and speed of the
development matters greatly and determines theessaaf the national research
and innovation systems in these countries.

6.4. CURRENT STATE OF AFFAIRSAND TENDENCIES

Horizon 2020 is the EU’s research and developmeogramme for the 2014-

2020 programming period (EC, 2011a). Horizon 2@26rganised around the set
of objectives defined by the Europe 2020 strateagyfoster the realisation of

smart, sustainable and inclusive growth in the 5l2020. As regards R&D ex-

penditures, the Lisbon objective is still validp8r cent of GDP should be spent
on R&D. The target has not yet been reached aethe of the EU but there has
been a slight but definite improvement since thmdh of the Lisbon strategy, in

spite of the crisis (Figure 6.2).
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Figure 6.2. Research and development expenditure (% of GD#2-2013)
Source: Eurostat

Regarding the organisational structure, Horizon02f@2ms part of the Innovative
Union agenda, one of the seven flagship initiativeder the Europe 2020 strate-
gy and one of the four under the smart growth dhje¢Figure 6.3). This setup
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also implies that R&D and innovation are now intggd at the EU policy level
and are handled directly as tools of economic dgpraent (see also Ambroziak,
2015 on the EU's role in economic development)oAtlse framework pro-
gramme’s full name now encompasses innovation #shesides researthso it

is justified to discuss the EU’s R&D&I policy inlegion to the 2014-2020 period.

Europe 2020 strategy ‘

Priorities Smart growth Sustainable growth Inclusive growth

Digital agenda An agenda for

Resource efficient Europe

for Europe new skills and jobs
Flagship . . An industrial policy European platform
initiatives Innovation Union for the globalisation era against poverty

Youth on the move

Figure6.3. The structure of the Europe 2020 strategy
Source: http://ec.europa.eu/europe2020/index_en.htm (accessed on ROSP?2,

The European Commission, in order to make the fraorie programme (the
main instrument of R&D&I policy) more effective, acted some simplifications
in Horizon 2020, compared to earlier framework pamgmes. Of the simplifica-
tions, the most obvious one is that there are noly three priorities: “Excellent
Science, “Industrial Leadership”, and “Societal {reges” (EC, 2011a, pp. 4-5.),
compared to the much more complex structure of & areas of intervention,
broken down into further sub-activities), not everentioning the fragmented
nature of the previous ones. As for the prioritiEgcellent Science targets the
development of Europe’s science base in order sorenlong-term competitive-
ness so the first priority already connects researnd competitiveness. Industrial
Leadership is the priority where business investmano R&D&I are promoted,
with special regard to leading technologies. Acouly, facilitating access to
risk finance and support of innovation in SMEs ais® included among the eligi-
ble activities. Societal (and not social) challenges its name also indicates, ap-
plies a “challenge-based approach” (EC 2011, pabd, at the same time, pro-
motes interdisciplinarity in identifying the relevachallenges that European soci-
eties are facing, and in finding the ways of resm\them (Vilnius Declaration
2013).

The Commission’s impact assessment accompanyinglahieon 2020 pro-
gramme pointed out that neither the triple objedivwf smart, sustainable and
inclusive growth, nor the diverse societal challEmgan be handled solely
through market mechanisms; public interventionnigvitable. And that public
intervention has to be undertaken at the Europeel bs the objectives and the
challenges are also of that scale. The Commisdsmemphasised that, by going

% Horizon 2020 — The Framework Programme for Re$eand Innovation.
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on with the business-as-usual approach and/or hgtiomalising R&D&I poli-
cies, the results would not be achieved. In fdt,ibtegrated approach applied in
Horizon 2020 is needed. The impact assessmentifjedrihe expected econom-
ic, competitiveness and social impacts of Horiz62® (over and above the busi-
ness-as-usual and the renationalisation scenasd®)lows (EC, 2011b):

- Horizon 2020 will generate an extra 0.92 (0.53+PB9 cent GDP.

— It will also enhance Europe’s competitiveness,éasing its exports by 1.37
(0.79+0.58) per cent, and reducing its imports iy §0.1+0.05) per cent.

— It will create jobs and increase European employrbgn0. 40 (0.21+0.19)
per cent.

The calls for proposals under Horizon 2020 havenlbaenched rather early
(some of them already in late 2013, (EC, 2013);fttst calls have in fact been
closed and evaluation of proposals has startedWieBsite 2015d). The first in-
terim evaluation of the programme is expected srmid-term, that is, by 2017-
2018.

Similarly to the earlier framework programmes, tlent Research Centre
continues to be integrated into Horizon 2020. Niéhedess, now a further institute
has become part of the Horizon 2020 scheme: thepean Institute of Innova-
tion & Technology (EIT) is responsible for effealy operating the knowledge
triangle by establishing and developing thematicokledge and Innovation
Communities (KICs) (EIT Website 2015b). This seisiighly in line with what
economic theory implies in respect of the relatitie$ween economic perfor-
mance, knowledge as a factor of production, anct&tihn as investment in that
factor. The structure of the EIT is much more madéran that of the JRC; it
strives for exploiting the possibilities lying iretworking, cooperation, stakehold-
er consultations, several types of meetings andrahents (much of those utilis-
ing the advantages of ICT in communication), andrafing a vivid, up-to-date,
interactive and user-friendly portal (EIT Websit&8a).

At present, there are three KICs: one dealing tighclimate challenge, one
in the field of ICT, and one searching for innovatisolutions in energy produc-
tion and use (Figure 6.4). We can see that the GHEf, in fact, the Southern
EU member states as well) are again largely undeysented in these networks:
apart from one of KIC InnoEnergy’s offices in KrakdPoland) (KIC Website
2015), none of the networks’ co-location centrea ba found in any of the
CEECs. The Climate KIC has a regional implementasiod innovation centre in
Central Hungary (where ca. half of the Hungariatiomal GDP is produced), and
another one in Lower Silesia, Poland. And thatlsted CEECs presence in the
KICs — which does not appear to be balanced.

4 First figure in parentheses refers to the positiyeact compared to the business-as-usual optimrsl figure
to the renationalisation option, respectively, lirtteree dimensions.
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Figure 6.4. Knowledge and Innovation Communities in the Eussp&nion
(as of May 2015)
Source: http://i3s.ec.europa.eu/commitment/13.html
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Figure6.5. Cities under the Green Digital Charter
Source: https://ec.europa.eu/digital-agenda/en/news/two-ni@ejoin-green-digital-charter-
initiative

Under another flagship initiative of the Europe @Qgrategy, the Digital
Agenda, there are many different actions. One @inthclosely related to research
and innovation, is the Green Digital Charter. Thieg signing the Charter com-
mit themselves to introducing solutions for redgcamissions by the use of ICT,
and to promoting progress in tackling climate cletigough the innovative use
of digital technologies in cities (Green Digital &@ter 2015). This way, the objec-
tives of the Charter are in line with the EU’'s Hom 2020 objectives as well
(especially through the Societal Challenges pill&fje Digital Agenda supports
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the actions taken in the framework of the GreentBligCharter, and also the un-
derlying research and innovation activities. Atgemt, there are 46 cities from 20
EU member states representing more than 25 millibncitizens that have al-

ready signed the charter (Figure 6.5). Of theseitiés, very few can be found in

the CEECS - again.

After the participation of the CEECS in the diffetgorogrammes and ac-
tions, let us now examine the R&D&I performancetase countries in compari-
son to the whole of the EU. There are many pod$#silto undertake such exam-
inations, and the R&D expenditures is just onehef indicators, not necessarily
the best one to depict R&D&I performance (T6rokQ2p0 Therefore, in the fol-
lowing section, we will analyse the countries’ R&Dgerformance along several
dimensions:

— gross expenditure on research and development (BERD

— business sector’s expenditure on research andapgweht (BERD);

— share of business sector in gross expenditure sgareh and development
(BERD/GERD);

— share of government budget appropriations of osttayresearch and devel-
opment;

— research and development personnel;

— human resources in science and technology (HRST);

— patent applications to the European Patent Office.

As shown above (Figure 6.2), the gross expendanrB&D in the EU28 (as
% of GDP) has increased in the past years. Neveghéehere are considerable
differences in the performance of individual memétates (Figure 6.6). In 2013,
three member states outperformed the EU-level ta@fé of GDP): the three
Nordic countries. Five more member states’ perforeeawvas better than the EU
average — among them, we find Slovenia from the C&EThe Czech Republic,
Estonia and Hungary follow in the CEECS group. Nthadess, of the ten mem-
ber states that do not even reach a 1% GERD, feufram the CEECS (Latvia,
Slovakia, Poland and Lithuania) besides the Batiamtries (Romania, Bulgaria,
Greece and Slovakia), and the two Mediterraneands, Cyprus and Malta.

Another important indicator of R&D performance hetbusiness sector’'s
such expenditure (BERD). Quite similarly to the GERata, there are major
differences among EU member states’ performanahigrespect (Figure 6.7).
As a matter of fact, the range is even larger, tvlslsows that with the level of
development the business sectors role in the dvimaincing of R&D grows.
Most of the CEECs are found among the worst peréosinwith Slovenia, Czech
Republic, Hungary and Estonia being the exceptiddevertheless, the tendency
of the CEECs’ merging with the Southern memberestatan be traced in this
respect as well (Biar, 2015).

5 Please note that, both for the GERD and the BE&RBsr Luxembourg’s data are so low due to the kigyly
level of GDP/capita in the country.
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Figure 6.6. Gross expenditure on R&D (GERD) as % of GDP, EU benstates, 2013*

EUZ28 data (2.01%) marked by horizontal line
Source: Eurostat.
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Figure6.7. Business expenditure on R&D (BERD) as % of GDP,riimber states,

2013* EU28 data (1.28%) marked by horizontal line
Source: Eurostat

In order to see the connection better, we alsoidenthe BERD/GERD rate
(Table 6.3). In developed countries, the typicéd raf business sector participa-
tion in gross R&D expenditure is 2/3 (Borsi & Tel@004). In this respect, the
outstanding rate for Slovenia (0.76) and Hungary@Pgaining 1 and 3 posi-
tions not only in the CEECs but also in the EU iagkis remarkable. However,
it has not been so earlier (Torok & Csuka, 2014pdeially for Hungary, the
growth in the business sector’'s R&D expenditureutstanding (Table 6.4).
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Table 6.3. BERD/GERD rates, EU member states, 2013*

EU member states BERD/GERD
Slovenia 0.76
Ireland 0.72
Hungary 0.70
Belgium 0.69
Sweden 0.69
Finland 0.69
Austria 0.69
Germany 0.67
Denmark 0.65
France 0.65
United Kingdom 0.64
Bulgaria 0.62
Luxembourg 0.61
Netherlands 0.58
Malta 0.54
Italy 0.54
Czech Republic 0.54
Spain 0.53
Croatia 0.51
Portugal 0.48
Estonia 0.48
Slovakia 0.46
Poland 0.44
Greece 0.34
Romania 0.31
Latvia 0.28
Lithuania 0.25
Cyprus 0.15

*EU average is: 0.64
Source: Eurostat.

The BERD/GERD rate, at the same time, has a furttessage, namely that
in a convergence phase the government’s role ireldping a critical mass in
research and development is crucial. So, as lomgp@astries GERD is not surpas-
sing the 1% (or even 1.5%) of GDP, the governmgniecessarily playing the
main role in providing the financial resources rezkdor R&D activities. Then,
once a certain level of development is reachedcaitidal capacities for R&D&lI
have been established, incentives can be introdiaéalster business participa-
tion. Incentives can take various forms, and carkwlrough the tax system or in
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other areas of regulation shaping the national nassi environments (Torok,
2006; Kosata & Wach, 2014).

Table 6.4. GERD, BERD, and BERD/GERD rates, Hungary and Si@e€004-2013

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

Hungary GERD 0.87 098 099 097 0Pp9 124 1.15 1.2 1.27 1.41
Hungary BERD 0.36 04 048 049 052 05 069 075 (.84 0.98
BERD/GERD 041 | 043 | 048 | 051 | 053 | 057 | 0.60 | 063 | 066 | 0.70
Slovenia GERD 1.37 141 153 142 1p3 182 2.06 p.43 2.58 P.59
Slovenia BERD 094 083 092 085 105 1{17 1.4 179 195 1.98
BERD/GERD 067 | 059 | 060| 060 | 064 | 064 | 068 | 0.74 | 0.76 | 0.76
Source: Eurostat.

As public financing is so crucial in a nurturinggsie, let us see how big part
of the EU member states’ national budgets is appatgul for such purposes
(Figure 6.7). In relation to these data please ti@dollowing:

- as the data are taken from the budgetary plang,dhly show ex-ante ap-
propriations and do not show how the actual experel were (or were not)
realised;

- the rate is expressed as percentage of budgetaraf GDP and as the re-
distribution rates (that is, their budgets’ sizenpared to their GDPs) vary
greatly across EU member states, the rate of R&ieediture compared to
the budget can be influenced by these differenegs Estonia has an unusu-
ally low redistribution rate);

— in countries where the business sector’s rolergelén financing R&D, there
may simply be less need for public financing oftsactivities (e.g. Slove-
nia).

Looking at the data, we again see large dispemiooss the EU, and mostly
between Northern and Western European ‘old’ memstaes in the first half of
the rank, and the CEECs and Southern Europe irs¢bhend half. Estonia, the
Czech Republic, and Hungary are again the counfioes the CEECs that stand
out from the group (Slovenia not in this respect).

R&D&lI is one of the most human capital intensivetses. It obviously has
physical infrastructure input need as well but],sts main drive is knowledge
that can be found in the heads of humans (Pelleaézl,. 2015). Moreover, busi-
ness sector financial resources tendentiously nmwards entities and activities
where human resource capable of pursuing R&D&lvites successfully are
available, both in quantity and quality terms (EXD14). Therefore, human re-
source in the field of R&D&I is crucial.

The European Union uses several indicators to sigaenan resource avail-
able for the R&D&I sector. The main unit is the g@n but that is not obvious as
we will soon see. In European statistics, a redeaiis “a professional engaged in
the conception or creation of new knowledge, proédpmcesses, methods and
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systems, as well as in the management of the psofncerned” (EC Website
2015e). Perhaps the best basis for comparisor isdfcalled full time equivalent
R&D personnel, expressed as percentage of the ladiaur force. According to
the Eurostat's methodology, “R&D personnel incluale persons employed di-
rectly on R&D, plus persons supplying direct seegito R&D, such as managers,
administrative staff and office staff” (EC Websk@15f). The data are calculated
by converting these people’s working hours intoirttiell time equivalent and
then divide it by the full time equivalent of theomomically active population.

2,5

Portugal
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Czech Republic
Luxembourg
United Kingdom
Lithuania
Slovakia

Poland
Slovenia
Cyprus

Greece

Malta

Bulgaria
Romania

Latvia

Figure 6.7. Share of government budget appropriations or ositteyresearch and devel-
opment, % of total general government expenditaté member states, 2013
Source: Eurostat.

Again, we see large differences (Figure 6.8). Altimg dimension, Luxem-
bourg also earns a place among the top-performmmghirn member states. Slo-
venia and Austria follow right after. Apart fromoSknia and the Czech Republic,
the CEECs (and the Southern member states bu} &atybe found in the second
half of the rank. Similarly to the R&D expenditurdbe business sector’'s role
grows as overall capacities grow.

Another approach to the human resource potentiaibilable in the R&D
sector is the human resource in science and testpn@dHRST) indicator. This
indicator encompasses all persons in the age (26uf4 years who have a ter-
tiary education attainment and/or is employed ia Htience and technology
fields. The indicator is expressed as percentag@ooking age population. The
concept and calculation of the HRST indicator isdshon the Canberra Manual
(OECD, 1995).
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Figure 6.8. Research and development personnel, by sectoerformance, EU member
states, 2013, full time equivalent, % of labouictor
Source: Eurostat

So, how are the EU member states, and especialZBECSs, performing in
this respect? The countries more or less takeuthel’ order in the rank (Figure
5.9). However, Luxembourg comes first (61% in 20T3)e reason for that is that
the proportion of urban population in Luxembourgeiseptional. The country is
followed by the three well-performing Northern ctiigs. Then come the United
Kingdom, the Netherlands and Ireland. These aremibmber states where the
rate exceeds the 50% — neither of the countriésom the CEECs or from the
South. The mid-range (40-50%) consists of 10 merstaes, out of which 4 are
from the CEECs; though 3 of the 4 are the Baltatest (Slovenia is the fourth
one). The rest of the CEECs can be found in thehasl in the rank.

Last but not least, we examine the data on patéitesature is not unani-
mously on the view that patents are good indicabérR&D&I performance as
there are numerous innovations that are delibgratet patented, for strategic
reasons (Nagy, Pelle & Somosi, 2014). Nevertheliss, definitely give a pic-
ture about the intensiveness of innovation acésitiAs EU member states mani-
fest a large variety both in terms of populationd @sonomic output, we consider
the data that are normed according to populatio®:number of patent applica-
tions handed in the European Patent Office (the)EB®intended for utilising in
the EU internal market. The indicator shows the benof applications (per mil-
lion inhabitants), independent of the outcome efrtevaluation. (Should a patent
application be handed in by residents of severahbse states, the data are re-
vealed proportionately at the respective membeestahus avoiding multiple
consideration.)
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Figure 6.9. Human resources in science and technology, EU mestéies,
2013, % of active population
Source: Eurostat.

The data reveal that, even normed to populatioerettare vast differences
across the EU, ranging from 290 (Sweden) to 2.8r{@&wa) per million inhabit-
ants in 2012 (Figure 6.10). Besides the Northermber states, Germany and
Austria are also in the top five with over 200 page They are followed by Bel-
gium (133.15), Luxembourg (133) and France (12614 United Kingdom,
Italy and Ireland are also performing measurablgpus, exceeding 50 patents
(per million inhabitants). Among these this relativ well performing member
states, we cannot find any country from the CEE@} autside Italy, none from
the Southern countries either.

Nevertheless, as pointed out above, there are wgatiemic and practical
debates in relation to patents so we would be @asitabout drawing any far-
reaching conclusions from the data. Instead, we &glook at the development of
the respective output of the CEECs since 2004 (Eigull). We omitted the
EU28 average data from the chart in order to se@#énformance of the individu-
al countries of the CEECs better. Nevertheless Elieaverage ranged between
117.17 (2006) and 108.55 (2012) in the referencsgelnterestingly, after the
2006 peak, the overall EU performance started wedse. In the meanwhile,
most of the previously weak-performing CEECs imgabvSlovenia, the member
state that stood out from the CEECs group in thly gaars after EU accession,
has lost most of its advantage while Estonia ipgste) upper and upper the Eu-
ropean patent application ladder.
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Figure 6.10. Patent applications to the EPO, per million inhetis,
EU member states, 2012
Source: Eurostat
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6.5. CONCLUSIONS

The CEECs gradually joined the European R&D&I dtitig in parallel with their
accession to the European Union. The CEECs, d&fgechiange of the system, was
considerably underdeveloped in these fields contpreéhe at-that-time member
states. On the way to their EU membership, and enane since then, these coun-
tries’ participation in European R&D&I collaboratis has shown spectacular
advancement. In certain aspects, some countries fhe CEECs have already
outperformed some (or, in a few cases, all) Sontkeropean member states and
others are on the way of catching up as well.

Nevertheless, the CEECs are apparently not follgwime single pattern but
are rather showing a variety of development pailsn, the overall gap in the EU
in terms of R&D&I performance is not narrowing. tead, after the economic and
financial crisis, a core-periphery divide is unfolgl These tendencies are not
favourable and, even if some countries from the C&KSlovenia, the Czech
Republic and Estonia in the first place) show aeltgyment that provides them
the chance to adhere to the core in the medium, thiemoverall divergence at the
level of the European Union is in fact threateniing integrity of the whole inte-
gration in the longer run.
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Summary:

Research and development (R&D) as well as innovation (RDI)arsidered as key drivers of
competitiveness and growth in modern economies. The science, techantbgnovation (STI)
policies should have increased in importance during the process ofidratsinarket economy,
the latter being a common process for all Central and Easteopdzan countries (CEECs). The
membership in the European Union (EU), where R&D and innovation figtorgyy on the
Community policy agenda, was expected to provide additional pusiisiarea. The aim of the
chapter is to analyse how the Europeanization of R&D and innovation pobkyplace in the
thirteen new member states (NMS13) and specifically, whatthve impact on countries’ capaci-
ties in R&D and innovation. The Eurostat data on R&D and innovatiothédO countries is
discussed and analysed, as well as indicators gathered bynitreation Union Scoreboard.
Major policy mix characteristics, based on Trendchart and ERABHATeports are examined.
We suggest that in spite of formal increased attention to R&DOreavation policy, brought as
the result of Europeanization, the integration of the two policidgmihe mainstream economic
policies of the countries has not occurred. Transfer of bestiqges, observed in “old” EU mem-
ber states was done without sufficient adaptation to the cowpegific characteristics, resulting
in poor or negligible impact on economic development..
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7.1. INTRODUCTORY REMARKS

The aim of the paper is to analyse the change&iD'Rnd innovatiohpolicies in
the 13 countries (NMS13), which have jointed thedpean Union during the last
three enlargements (in 2004/2007/2013 respectivElyjing the period of entry
negotiations and during the first years of the mership, the EU was intensely
involved in the implementation of Lisbon stratedyufopean Council, 2000)
where the target for investing in R&D and innovatitad been set at 3% of GDP
by 2010. The Lisbon Strategy as well as relatedunmnts (Kok Report, Aho
Report (COM 2006/502)) set ambitious targets fominer states in the R&D and
innovation also in the field of policy-making, bgcommending the creation of
innovation friendly framework with several measua¢she EU as well as at na-
tional level (Pelle, 2015). Such measures incluslgaport to business R&D pro-
jects, fiscal incentives for R&D investment, inntiva public procurement, ade-
guate supply of venture capital, developing appabprinnovation support infra-
structure (technology parks, innovation centresylirators, etc.). The newcomers
were expected to implement the policies and intcedelevant measures in their
own innovation systems.

The Europeanizatidrof R&D and innovation policies has not stoppedhwit
embracing the Lisbon targets: EU continues withettgying European Research
Area (ERA), where again a set of joint targets hlawen decided on by member
states. Once eligible for cohesion funds, the nesmbers were encouraged to
direct the resources available through Regionatlbgment fund and the Social
fund to further develop their capacities in the R&m innovation field.

The paper examines, how the NMS13 have responded these policy
challenges and targets. The statistical data on R&[@stment as reported to
EUROSTAT is analysed as well as data compiled byn@anity Innovation Sur-
veys (CIS V in 2006 and CIS X in 2012). Also, timglicators, gathered by the
European/ Innovation Union Scoreboard are presented

! Research and experimental development (R&D) caaprieative work undertaken on a systematic basis i
order to increase the stock of knowledge, includingwledge of man, culture and society, and theafshis
stock of knowledge to devise new applications (E@tidManual, OECD 2005).

2 Innovation is defined by revised Oslo Manual 3uditien (OECD/Eurostat 2005) as the implementatifm o
nee or significantly improved product (good or $&gy, a process, a new marketing method, or a nganisa-
tional method in business practices, workplace rmisggion or external relations. (Article 146). Fat, innova-
tion activities include all scientific, technologi¢ organisational, financial and commercial stepgch actually
lead, or are intended to, lead to the implementaticinnovations. Some of these activities mayrisovative in
their own right, while others are not novel, butessary to implementation (Article 149 of Oslo Makhu
OECD/Eurostat 2015).

% In 2000, during the Portuguese Presidency of tieCBuncil, the Heads of member states of the Elptdb
Lisbon Agenda that determined the strategic goghefEU of becoming “the most competitive and dyitam
knowledge-based economy in the world, capable stiaguable economic growth with more and better g
greater social cohesion” (European Council, 200@) p

4 Europeanization is understood as in the study aéhW\(2014).
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We wish to explore to what extend joining the El$ immpacted R&D and
innovation policies in NMS13: can we observe thedpeanization of policiés
regardless of their appropriateness for own ecoo@nd social development. In
particular, we wish to test whether a risk of amifealthy Europeanization” of
policies is taking place, where countries try tguatpolicies to an “ideal” set of
guidelines rather than develop policies tailorethtir specific stage in the devel-
opment (e.g. technology absorption measures iitivadl SMEs versus strength-
ening global innovation hot spots). As several argimoticed (Radoseyi2006;
Havas, 2015; Btar & Stare, 2009), Europeanization often meansdhicing
policies without sufficient regard to the existimgdustrial structure, existing
technological specialisation patterns, with no $aybt on country specific oppor-
tunities for future competitive advantages or wholae assessment of country’s
capabilities, especially in the area of human resesifor R&D and innovation.
Such policy trend often led to sub-optimal policisd frustration of policy-
makers, since neither R&D investment nor promotiérinnovation led to ex-
pected boost in economic growth.

7.2. R& D AND INNOVATION POLICY IN THE EU

While science and technology policies have a loadition in the EU, the innova-
tion policies and especially the notion of natiofrahovation systems which,
among other elements, bring together R&D capacitigh those to innovate,
have been relatively new to the EU. The first “ActiPlan for Innovation in Eu-
rope” was launched by the European Commission #6,18nd provided for the
first time a common analytical and political franw for innovation policy in
Europe. But it was the Lisbon Agenda for Jobs amow@ (known as Lisbon
Strategy), adopted by the European Council in 20@4,clearly put innovation as
one of the most important common policy objectivEsis was followed by sev-
eral communications from the European Commissioimoavation as a driver of
growth and competitiveness, as well as innovatwlicies, which need to be pur-
sued by the governments. Among these documentsaménd also the compre-
hensive document on Third Generation Innovatioricplwhich introduced the
concept on horizontality of policies, to a sigréfitt extend inspired by the authors
of the concept of national innovation system (Luadd1992; Nelson, 1993;
Freeman & Soete, 1997) and national innovation luiéipa (Stern, Porter and
Furman, 2002) and the discussions held in OECD9;12005). By 2006, Com-
petitiveness Council of the EU concluded that tio¥ving nine strategic priori-
ties for innovation action at EU level should begued as a matter of priority: (1)
Intellectual Property Rights; (2) Standardisatiorsupport of innovation; (3) Pub-
lic procurement in support of innovation; (4) Joirgchnology Initiatives (JTIs);
(5) Lead Markets; (6) European Institute of Teclggl (EIT); (7) Clusters; (8)

5 See more on Europeanization in Riedel (2015) och\(2014b).
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Innovation in Services and (9) Risk capital mark&tsese priorities were shaped
primarily looking at economic structure and capébd of the “old” member
states, but were now recommended policy actionedar members as well.

More recently, EU adopted the Europe 2020 strateggre Innovation Un-
ion concept has been introduced as a common framkailld?020 as dflagship
initiative”. Innovation is an overarching policy objective, es all policy in-
struments, measures and funding are designed tdlmde to innovation, where
EU and national/ regional policies are closely radid and mutually reinforcing,
and where the highest political level sets a sfiiatagenda, regularly monitors
progress and tackles delays (European Commissidi}) 2

The transition to market economy and the accessiddU led NMS13 to
pay more attention to the national innovation syséad innovation policies. The
Commission expected from the new members that finléy participate in all of
the activities in the field of R&D and innovatiowlcy-making, which included
the preparation of the annual documents, whereomatiprogress towards the
implementation of the Lisbon Strategy was assés$tatt of the report always
reflected on R&D and innovation indicators and poliNew member states were
very early integrated in the statistical monitorisfigthe R&D indicators by Euro-
stat as well as in the Community Innovation SurvgiS). Also, ever since the
European Community commissioned special projeatsrionitoring first the in-
novation policy implementation (Trendchart CourlRgports) and later research
and development policies through ERAWATCH, the gsialat the country level
in accordance with the common methodology is takilage annually.

The R&D and innovation policies (RDI) are typicalligies shaped through
the Open Method of Coordination (OMCYhus country representatives have
been meeting regularly to discuss policy experieammkare setting specific objec-
tives and goals in this area. Since 2003, the OM@¢é field of research policy
has been implemented through a process of yeadiesyDuring each cycle,
CREST/ ERAC (European Research Area Commitiag)ee on a selected set of
policy issues and install specific working groupsdiscuss these. The topics for
discussion during these cycles have included, amaihgrs: policy mixes for
research policy, internationalisation of R&D, efieeness of fiscal measures
stimulating R&D, intellectual property rights, etLEG, 2009). All member
states are expected to take part in OMC and int®dacommended policies in
their national framework.

® The revised Lisbon strategy in 2005 introduceduahprogress reports as one of the instrumenttiruilate

the implementation of the strategy, along with datéd ministerial posts: so-called Mr./Mrs. Lisbon.

" Pro INNO initiative, started in 2007, was develd@dong three pillars of innovation: policy analyspolicy
learning and policy development. Inno-Trendchamuah country reports constituted major part of finst
pillar, which by end 2011 was merged with ERAWAT @kdject of the EC.

® The Open Method of Coordination is a policy instant created in the year 2000 to make member States
progress jointly towards the goals of the Lisbaategy.

°® CREST is an advisory body (European Union Scierdifid Technical Research Committee) whose fundsion

to assist the European Council and the Commissigreiforming the tasks incumbent on them in theesplof
RTD. In 2010, the Crest was renamed ERAC.
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Partly as a result of the OMC, partly as requebtethe adoption of the Lis-
bon Strategy goals, the NMS13 have introduced nomgerinstruments and
measures in support to innovation and R&D. Oftée, measures imitated what
was seen as best practices in more developed fodhber states (EU15). Most
countries have created new ministries, implemenatigencies and coordination
councils. However, as indicated by Jindra and R{6d4), most of the countries
retained old governance features of their S&T pediavith domination of science
or technology-push model. The increased awarerfgb& amportance of innova-
tion support policies led to transfer of innovati®ystem characteristics
(measures, institutions, policies) observed in V@mtion leading countries, yet
limited experience with innovation support coulddre of the obstacles in adap-
tation to national specifics.

Another major avenue of impact, observed in all NIdSs the participation
in the EU cohesion policy and ability to draw oe tructural funds (SF). Since
the financial perspective 2007-2013 stressed thenption of R&D and innova-
tion, most countries had designed specific measuarésis area to be co-funded
from the SF. Available new funding opportunitieslfelowed launching a num-
ber of new schemes as well as increase in finameials the support under the
already established measures. Yet, as suggestBdday and Stare (2010), coun-
try reports on policy mixes revealed a high numifesame or very similar inno-
vation and R&D measures across countries, suggesitimted adjustments to
country specifics.

At the level of R&D and innovation policy we cansalove significant pres-
sure on behalf of the European Commission in doratf harmonisation of poli-
cies within EU. This Europeanization is especialiyid in the current programme
of Europe 2020/ Innovation Union and unificationtloé policies and instruments
for the two areas. A belief that intensified effotbwards ERA are improving the
EU competitiveness position with regard to othebgl powers (USA, Japan, and
increasingly so China and India) is expressed istmolicy papers and activities.
The EU budget for 2014-2020 reflects this shift aode RDI and other growth
enhancing items with a 30% real terms increaséénbudget for Horizon 2020.
Not only R&D and innovation policy is coordinateolit common approach is
suggested for the financial perspective 2014-202th a stress on Strategy for
Smart Specialisation as a precondition for the G#mmission’s suggestions to
R&D and innovation less intensive countries areetaploy SF for the research
infrastructure at the national level as well asreesl of co-financing joint Europe-
an research infrastructure. In fact, the Commissiects that 83 billion euro are
to be invested in RDI as well as SMEs through tbe European Structural and
Investment Funds (COM 2014/339). It seems that BeMpolicies allow less and
less room for the introduction of specific natioaglproach to R&D and innova-
tion policy-making, which is counter to what mamgperts of national innovation
systems and innovation policy-mix suggest (Kinstal, 2014; Havas, 2015)
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7.3. STATISTICAL ANALYSISAND DISCUSSION

Let us examine the statistical evidence in the R&md innovation field in
NMS13 to see what the impact of policies has bémreghe membership. Many
of the new members have adjusted their statistizalitoring of R&D indicators
to the Eurostat much earlier than formally becontimg members of the EU. Al-
so, some of them took part in the Community InnimvaSurveys from CIS I
(2000-2001) on. For our analyses, we look in paldicat the R&D expenditures
as a percentage of GDP (Table 7.1), this beinggaged the Lisbon Strategy tar-
get. According to the target, two thirds of expddtevestment in R&D should be
contributed by the business sector and one thanh fthe allocation of the gov-
ernment, so the dynamics of these investments laceedaborated (Table 7.2).
The data shows that in all NMS13 the expenditurdi&D as percentage of GDP
has been increasing in all countfieStill, the amounts are far from the Lisbon
target of 3%, which was not achieved by EU as alevhither. So while the posi-
tive trends can be attributed to the increasedtitie to the R&D investment, the
dynamics are far from desired or expected in viéthe fact that all the analysed
countries have accepted the 3% target — obvioustgra unrealistic target. The
differences in allocation of resources as percent@igGDP have actually in-
creased between NMS3: if the gap between the gpumntesting the least and the

Table 7.1. R&D expenditures in NMS13 and EU28 the years 2P023, all sectors as %
of GDP

Year BO HR Cy CZ EE HU LV LT MT PL RO SK &l EU28‘

2002| 0.47 0.95 0.2 1.1 0.72 0.99 0.41 . 0.25 0.5 0.38 0.561.44 1.81
2003| 0.47 0.95 0.32 1.1§ 0.77 0.92 0.3§ . 0.24 0.54 0.3 0.561.25 1.80
2004| 0.48 1.03 0.34 1.15 0.85 0.87 0.40 0.7 0.49 0.56 0.38 0.501.37] 1.76
2005| 0.45 0.8 0.37 1.17 0.92 0.93 0.53 0.75 0.53 0.57 0.41 0.491.41 1.76
2006| 0.45 0.74 0.39 1.23 1.12 0.99 0.65 0.79 0.58 0.55 0.45 0.481.53 1.78
2007| 0.44 0.79 0.40 1.31 1.07] 0.97 0.5 0.80 0.55 0.56 0.52 0.451.42] 1.78
2008| 0.4 0.8 0.39 1.24 1.2 0.99 0.58 0.79 0.53 0.60 0.57 0.461.63 1.85
2009| 0.51 0.84 0.45 1.30 1.40 1.14 0.45 0.83 0.52 0.67 0.4 0.471.82 1.94
2010| 0.59 0.74 0.45 1.34 1.58 1.15 0.60 0.78 0.64 0.72 0.45 0.622.04 1.93
2011| 0.55 0.7 0.4 1.5 2.34 1.20 0.70 0.90 0.70 0.7§ 0.49 0.672.43 1.97
2012| 0.62 0.7 0.43 1.79 2.1§ 1.27 0.6 0.90 0.87 0.89 0.48 0.812.58 2.01
2013| 0.65 0.81 0.48 1.91 1.74 1.41 0.60 0.95 0.85 0.87 0.39 0.832.59 2.02
Source: Eurostat (2015a).

country investing the largest percentage was imt200Qr times, by 2013 this dif-
ference increased to 6.6 times. This suggestswbaiannot approach the group as

0 Croatia as the newest member being an exceptiberendue to the economic crisis we can observelinde
ing share of R&D expenditures as a percentage d?.GD
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a homogenous one and therefore we would expectalie reflected in the poli-
cies as well.

The position of R&D and innovation policy withingtgovernment can be
interpreted through the allocation of resourcegtiese policies in the budget, so
the government budget appropriation for R&D (GBAOR® discussed through
the years 2002-2013 (Table 7.3). We mentioned riigoitance of EU structural
funds and in several NMS13 also the funds for R&iamed from abroad (FDI
flows) has been quite important, so this data encttmposition of GERD for the
initial position of each member state and the taagailable year (2013) as well as
the dynamics of funding from abroad are also caeid (Figure 7.1 and 7.2).

Table 7.2. Growth rate of R&D expenditure in NMS13 and EU28arcentage of GDP
Years ‘BO HR CY‘CZ EE HU LV LT MT PL RO SK Sl EU28

2004-2005| -6.25-16.50 8.82 1.74 8.24 6.90 32.50 0.00 8.1 1.79 7.89-2.00 2.92 0.00
2005-2006| 0.00-13.95 5.41 5.13 21.74 6.45 22.64 5.33 9.43-3.51] 9.76-2.04 8.51 1.14
2006-2007|-2.221 6.76 2.5 6.50 -4.44-2.02-13.85 1.27/-5.17] 1.82 15.56-6.25 -7.19 0.00
2007-2008| 4.55 11.39-2.50-5.34 17.76 2.0§ 3.57-1.25-3.64 7.14 9.62 2.2214.79 3.93
2008-2009(10.87 -4.5515.3§ 4.84 11.1115.15-22.41 5.0 -1.8911.67-19.30 2.17/11.66 4.84
2009-2010{15.69-11.90 0.00 3.08 12.84 0.88 33.33-6.0223.084 7.46 -2.1731.9113.19 -0.52
2010-2011|-6.78§ 1.35 2.2216.43 48.1Q 4.35 16.67115.38 9.39 4.17 8.89 8.0617.9 2.07
2011-2012|12.73 0.0Q0 -6.5214.74 -7.69 5.83 -5.71 0.0024.2918.67 -2.0420.90 6.17 2.03
2012-2013| 4.84 8.0011.63 6.70-19.4411.02 -9.09 5.56 -2.30 -2.25-18.75 2.47 0.39 0.50
Source: own calculations based on Eurostat (2015a).

Table7.3. GBAORD in NMS13 and EU28 through the years 2002320
Year BO HR CY CZ EE HU LV LT MT PL RO SK S EU28

2002 | 0.91| . . 1.04| 1.08| . 0.50| . . . 0.40, 0.7| 1.14| 1.62
2003 | 0.85| . . 1.00| 1.07| . 0.60| . . . 0.48 0.74| 1.18| 1.59
2004 | 0.40( . 0.73| 1.12| 1.11| . 0.50( 1.07| 0.40| 0.73| 0.51| 0.80| 1.29| 1.54
2005| 0.79| . 0.75| 1.23| 1.20| 0.83| 0.55| 1.04| 0.42| 0.68| 0.65| 0.74| 1.29| 1.53
2006 | 0.83| . 0.76| 1.30| 1.50| 0.70| 0.70| 0.95| 0.37| 0.72]| 0.93| 0.74| 1.26| 1.49
2007 | 0.66 1.02| 1.36| 1.42| 0.78| 0.83| 1.44| 0.35| 0.75| 0.97| 0.62| 1.23| 1.50

2008 | 0.80| 1.52| 1.00| 1.29| 1.62| 0.87| 0.75| 1.24| 0.35| 0.70| 1.01| 0.79| 1.16| 1.52
2009 | 0.81| 1.51| 1.08| 1.37| 1.54| 0.91| 0.47| 1.16| 0.37| 0.76| 0.74| 0.88| 1.42| 1.53
2010| 0.74| 1.56| 1.00| 1.36| 1.77| 0.73| 0.37| 1.01| 0.55| 0.82| 0.71| 0.96| 1.24| 1.49
2011 | 0.70| 1.57| 0.97| 1.56| 2.07| 0.60| 038| 1.05| 0.53| 0.73| 0.68| 1.21| 1.22| 1.49
2012 | 0.71} 1.59| 0.86| 1.53| 2.12| 0.71| 0.40| 1.01| 0.68| 0.85| 0.60| 1.08| 1.11| 1.42
2013 | 0.66| 1.59| 0.79| 1.59| 2.24| 1.23| 0.39| 1.05| 0.70| 0.88| 0.60| 0.95| 0.90| 1.41
Source: Eurostat (2015a).

Typically for NMS13, the business sector at theiteigg of the observed
period invested very little in R&D. It was expectdtht with more emphasis of
the policies on support of innovation, the busiriegsest in R&D would increase
as well. Further integration in the common EU maskith increased competition
would also demand higher investment in RDI, sifig is one of the important
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factors determining competitiveness. From the statistical data, no conclusion in
this direction can be made: in fact we can observe oscillations in all directions. In
some countries the percentage share of business sector in GERD (Table 7.4) has
increased, in others initially started to grow, but decreased after 2010, in some
countries the percentage in 2013 is lower than at the time of accession. Only in
one country the share of business sector in investment has reached the partial
Lisbon target of two thirds of GERD coming from business sector (Slovenia: 63%
in 2013). Of course a much closer analysis would be needed of individual coun-
tries to see how overall investment in R&D developed in nominal as well as in
percentage terms, but again we can conclude that there is a significant variety in
structures of GERD among the countries.

Table 7.4. Business sector expenditure on R&D (BERD) as % of total GERD in

NMS13 and EU28 in the year s 2002-2013

2002 | 24.8| 45.7| 17.4| 53.7| 29.1| 29.7| 21.7| 27.9| 18.6| 30.1| 41.6| 53.6| 60.0| 54.4
2003 | 26.8| 42.0| 19.9| 51.4| 32.9| 30.7| 33.2| 16.7| . 30.3| 45.4| 45.1| 52.2| 53.9
2004 | 28.2| 43.0| 18.9| 52.8| 36.5| 37.1| 46.3| 19.9| . 30.5| 44| 38.3| 58.5| 54.2
2005 | 27.8| 34.3| 16.8| 48.2| 38.5| 39.4| 34.3| 20.8| 46.8| 33.4| 37.2| 36.6| 54.8| 54.1
2006 | 30.6| 34.6| 15.9| 49.1| 38.1| 43.3| 52.7| 26.2| 45.7| 33.1| 30.4| 35.0| 59.3| 55.0
2007 | 34.2| 35.5| 16.4| 47.2| 41.6| 43.9| 36.4| 32.8| 51.9| 34.3| 26.9| 35.6| 58.3| 54.9
2008 | 30.6| 40.8| 17.8| 45.0| 39.8| 48.3| 27.0| 29.3| 56.5| 30.5| 23.3| 34.7| 62.8| 54.8
2009 | 30.2| 39.8| 15.7| 39.8| 38.5| 46.4| 36.9| 30.8| 51.6| 27.1| 34.8| 35.1| 58.0| 54.1
2010| 16.7| 38.8| 12.7| 40.8| 43.6| 47.4| 38.8| 32.4| 53.6| 24.4| 32.3| 35.1| 58.4| 53.8
2011 | 16.9| 38.2| 11.0| 37.7| 55.0| 47.5| 24.8| 28.2| 51.0| 28.1| 37.4| 33.9| 61.2| 55.0
2012 | 20.8| 38.2| 10.9| 36.4| 51.3| 46.9| 23.7| 26.5| 45.0| 32.3| 34.4| 37.7| 62.2| 549
2013 | 19.4| 42.8| . 37.6| 41.3| 46.8| 21.8| 27.4| 44.3| 37.3| 31.0| 40.2| 63.8
Source: based on Eurostat (2015a).

Similarly, the share of R&D expenditures in the general government budgets
(GBAORD) is very different from country to country with no uniform trend.
While only in a few countries a trend towards increased share can be noticed, in a
majority we can observe clear impact of 2008/2009 economic crisis on declining
R&D expenditures. Risking a somewhat simplified conclusion, we can say that in
general, a belief that R&D investment can be a source of renewed growth is not
shared by the governments of NMS13, at least not by their finance ministries.

With opening of their economies, NMS13 expected as well additional re-
sources for R&D from abroad, both from private investors (FDI) as well as from
the EU. The situation is very different from country to country — in some we ob-
serve significant increase of funds from abroad, especially in more recent years,
while in the majority of NMS13 the share of foreign funds is relatively stable and
under 20% of the total GERD.

Along with the investment in R&D, availability of human resources is one of
the key determinants of the capacity of the country’s research. Therefore, data on
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growth of human resources in R&D (in fulltime equivalent, FTE) is presented as
well as changes in sectors of employment. From the side of the statistical R&D
indicators, the size of human resources in R&D is an important indicator of the
R&D capacity the country possesses. In principle, one would expect that increase
in investment in R&D would result in increase of R&D personnel as expressed in
fulltime equivalent (FTE), yet as data on growth rates of R&D personnel for
NMS13 reveal, the trends are non-conclusive. On the other hand, looking at nom-
inal figures, interesting, even if diverse, trends can be observed in terms of growth
as well as in terms of composition of employment of researchers by sectors. In
several countries we can observe a shift of employment of R&D personnel from
government and higher education sector towards business sector both in nominal
terms as well as in terms of structure (the growth of employment is observed in all
categories, but significantly higher in business sector). In all countries except
Croatia and Romania the number of FTEs has increased, in some quite dramati-
cally (Table 7.5 and Figure 7.3). These trends suggest that R&D capacities are
increasing in the NMS13 and that more and more, the business sector is seeing the
need to be involved in research and innovation.

Table 7.4. Growth rate of total researchers(measured in FTES) in NMS13 and EU 28
in %

Yers BO HR CY CZ EE HU LV LT MT PL RO SK Sl EU 28

2004-2005| 2.30-19.7916.9848.28 -1.13 6.54 -1.26 3.82 9.84 2.00 8.00 1.8930.3§ 4.59
2005-2006| 2.82 0.89 9.68 8.68 5.4610.51 19.9Q 4.49 8.77-4.16-17.15 7.8311.50 3.47
2006-2007| 8.39 6.07 6.827 6.13 5.04 -0.89 5.64 6.10-5.57 3.06 -1.12 4.91 6.7 2.50
2007-2008| 1.62 9.27| 0.88 6.84 7.83 6.40 5.12-0.40 9.9 0.67 3.12 1.8912.51 4.47
2008-2009| 5.13 3.49 8.31]-3.44 8.42 8.43-17.14 0.68 -8.69-1.13 -0.63 5.59 5.89 2.11
2009-2010|-8.26 2.50 3.67] 1.63 -5.49 6.37] 7.59 1.2821.26 5.57 2.6414.24 3.45 3.04
2010-2011| 8.41 -3.62 1.1Q0 4.97/10.65 7.8 1.31-2.4326.71-0.59-18.71 0.9413.90 1.32
2011-2012|-5.06 -2.32 -4.15 8.26 1.57 3.55 -1.09-4.3711.73 4.47| 12.04-0.36 1.25 3.29
2012-2013| 8.62 -2.38 0.91 3.17-3.82 5.04 -7.15 6.66 3.18 6.67] 3.82-3.56-1.99 2.84
Source: own calculations based on Eurostat (2015a).

We have also investigated into CIS 2006 and CIS 2012 for data on innovation
activity in NMS13, yet the methodology has changed from one to the other survey
so fundamentally no cross-comparison was possible (Eurostat, 2015b). Another
source of information, which positions NMS13 in relation to old EU member
countries is the Innovation Union Scoreboard (previously known as European
Innovation Scoreboard). One of the indicators commonly monitored is the Sum-
mary Innovation Index (Sll) and the ranking of countries based on SlI. Mostly,
the NMS13 belong to the two groups of countries: (i) the modest innovators and
(i) moderate innovators, only few made it into the category of (iii) innovation
followers. The overall situation in terms of ranking of the countries shows very
little change over the ten year period. As in the case of other statistical data gath-
ered, the Scoreboard figures show that it is difficult to identify common
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characteristics for NMS13, again confirming our initial suggestion that it is im-
possible to detect similar patterns. All we can say is that the gap between the
“old” (EU15) and the “new” (NMS13) persists, in spite of certain progress made
in individual indicators. It seems that trends in the indicators depicting innovation
outputs is slower than with the indicators reflecting input. Since RDI policy can
have faster impact at the input side (higher investment in R&D, for example), this
is an expected outcome. Still, the question remains whether more specific policy
mixes, related to the country’s economic structures, could not yield better results
on the output side as well.

While the analysis of the statistical data show important differences in coun-
tries’ performance and RDI capabilities, the analysis of national innovation poli-
cies shows remarkable similarities. As stated by the EBRD in the Transition Re-
port 2014, “in particular, the innovation policies in the region tend to follow
trends set by countries at the global technological frontiers and focus on creation
of technologies.” (EBRD, 2014). Already during the accession process the
NMS13 have transferred several policy measures and instruments observed in
member states into their innovation environment, which was very different with
regard to institutional set up, interactions between the stakeholders and most im-
portantly, had very different business environment and entrepreneurial culture.
This process continued and was even intensified by strong push towards common
R&D and innovation policy at the European level, often leaving little space for
“endogenisation” of innovation policy. Notwithstanding the progress achieved by
the NMS13 in some innovation related indicators, no break-through has been
achieved so far.

On one hand this implies that building of the innovation capacity is a
long(er) term process. It requires accumulated efforts in improving innovation
inputs that in the end result in better innovation outputs as well. Only partial
achievement of results in NMS13 is reported; while investments in RDI have
increased, both the size and the structure still do not correspond with the targets
set. On the other hand, having in mind the complexity of innovative capacity
building, the relatively modest performance of the NMS13 could suggest that the
policy mix in the NMS13 for improving their innovative capacity was not ade-
guate to address the major gaps. This may be related to the deficiencies in gov-
ernance of the innovation policy or to the inappropriate policypanse

Governance has an important role to play in balancing different innovation-
related policies, in the broad sense of national innovation system. Moreover, it is
the governance of the innovation policy which is responsible to take into consid-
eration the specific features of the national framework for innovation as well as
the institutional and policy set-up at the EU level {&u& Stare, 2010; Radose-
vic, 2004). The lack of experience and tradition in innovation governance limit
the ability of NMS13 to successfully integrate transferred EU policies to the na-
tional specifics. Therefore we can talk of about the imitation of the policies with
still insufficient learning process in the adaptation of the policies to the specific
needs and capabilities of each individual country and its circumstances.
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The problem is not only in transfer of the same or similar instruments and
measures. What the innovation literature often points out is that different techno-
logical and institutional environments may respond in a different way to similar
incentives, hence optimal policy mix in one country may not work at all in anoth-
er (Callonet al, 1986). External environment plays a crucial role in stimulating
innovation and shaping R&D and innovation policy (Kosata & Wach, 2014). As
Kravtsova and Radosevic (2011) warn: “In countries still lagging behind in terms
of technology development, policy should foster the knowledge absorption and
diffusion functions of the innovation system and hence a policy mix which is
focused strongly only on knowledge generation may not be appropriate.” Yet, as
already mentioned, most RDI policies of NMS13 are remarkably similar in stress-
ing the same scientific fields as national priorities (nanotechnologies, ICT, bio-
technologies) and same technology focus: predominantly high tech sector. The
policy learning across EU has led to the introduction of similar types of “fashion-
able” policy instruments such as cluster policies, competence centres, centres of
excellence, innovation voucher schemes, etc. Increasingly, new concepts such as
demand- side innovation policies, service innovation, social innovation etc. are
being popularised at EU level and non-discriminately transferred to national inno-
vation frameworks of NMS13. It is of utmost importance for NMS13 to under-
stand that innovation policy mix has to be tailor-made and new concepts are not
solutions for all (Kincset al, 2012).

7.4. CONCLUSIONS

The Europeanization of RDI policies had several positive implications on the
innovation policies in NMS13, particularly in the area of awareness-raising, trans-
fer of innovation policy concepts and practices as well as various mechanisms.
While recognising this important contribution of the Europeanization of RDI to
the NMS13 innovation framework, there are a lot of issues that still need to be
addressed more openly and critically.

One of the most important issues is the increase of innovation capability and
in parallel, innovation governance capability. It requires a long-term effort, from
building of appropriate institutional framework to design of efficient, suitable and
coherent innovation policy mix. This needs to be done by the country itself. The
EU policy and policy mixes observed in other member states can provide a valua-
ble input, but should not be copied with no adaptation, just because they are
championed by the European Commission as good practices (Ambroziak, 2015).
The adaptation of the policies and measures is where the national innovation ca-
pability is detrimental: a wholesome assessment of the existing capacities of all
stakeholders (PRO, business R&D units, administrative capacities) needs to be
undertaken to determine the most crucial gaps and deficiencies in the current na-
tional innovation system. This should be the basis for policy design. Since the
R&D indicators reflect a very different situation even among NMS13, the policy
mix in each country should reflect these specifics. Only a proper policy mix will
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lead to closing the gap between the “old” (Eul5) and the “new” (NMS13), leading
eventually to situation where a more uniform European RDI policy would be ben-
eficial to all member states.

Having this in mind, we would suggest that the continuation of the EU pro-
jects like ERAWATCH, monitoring of Innovation Union at the EU and at the
country level and the work of ERAC, where policy makers are actively involved,
is important for NMS13. The benchmarking exercises and continuous monitoring
and evaluation contribute to development of governance capability and improved
functioning of the national innovation systems. Yet the promotion of appropriate
policy mix development is essential, if full contribution of RDI to national eco-
nomic growth is to be achieved.
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8.1. INTRODUCTORY REMARKS

The structure of financial systems have undergdgrafeant changes in the past
decades, driven by phenomena of increased innovattmmpetition and
integration. The financial and economic crisis af#907, however, revealed
serious shortcomings in regulatory frameworks afafficial markets and
institutions. Financial regulation and supervisi@olutions proved to be
insufficient to prevent building-up of imbalancefacilitate balance-sheet
adjustments of financial institutions, and ease atieg effects of financial
systems on economies. These problems have becomieulgaly visible in the
European Union (EU), where the crisis exposed wesdgs of uncoordinated
national regulatory regimes and led to numeroustuybmies for a more
comprehensive supervision at the European level.

Changes in financial regulatory framework may beseased from the
perspective of Europeanisation, since they oftevolire trade-offs between
national and European solutions. Europeanisatioy loeabroadly described as a
complex process interlinked with internationalinatiand globalization, and it is
often impossible to give a single and universaindigdn of this term (Urbaniec &
Vachevskyi, 2012; Wach, 2014). However, Europedioisaitself has to be
distinguished from European integration, as thentarnotion applies mainly to
the institutional dimensions of the European Unidbyduch, 2015).
Europeanisation can be considered as a more inaotamegeneric idea of
bringing European structures, concepts, and idetdinational levels. Hence, as
it will be shown in the chapter, economic Europseation applied for financial
regulation — at the mesoeconomic level — means rtmma domestic sectors
regulated by the same EU law, and would be maeifeas a higher degree of
self-contained interactions of national regulationgh the European model
regarding financial sectors in member states.

As pointed out by Duke (2014), the crisis brougfavburable climate” to
talk about further Europeanisation in diverse axgasublic policy. Interestingly
enough, before the drastic events caused by tgedaeconomic downturn in the
EU history, political differences were sometimes/&st to recognize the need of
necessary improvements in the common European stadeing of policies
towards sectors and industries. After 2008, howeaécritical juncture” (a term
originally used in historical institutionalism) wagsached, and a window of
opportunity for major institutional reforms was ope. Various facets of
Europeanisation were being questioned at that tiBwen though social and
economic costs of institutional adjustments andrraé may be high, they may be
communicated to the public as necessary meanshiévéiegg medium- or long-
term stability. Moreover, voiced could be heardt ttree recent crisis has been
a crisis of the regulated capitalism (e.g. Wagré€11). Ironically then, both
causes and responses to the crisis events wouldobeected to regulatory
frameworks, particularly in the field of financevdtution of financial regulation
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is also supported by recent developments in acagjeas there has been
a significant revival of theoretical studies comieg financial regulation at the
dawn of the crisis. Research was intensified egfigdn the areas of linkages
between macroeconomics and finance (macrofinanaed, inefficiencies of
financial markets.

The aim of this chapter is to assess recent dewwops in the
Europeanisation of financial regulation as meansadiieving a robust single
market for financial services in the EU. We findatthhe global financial and
economic crisis has become a significant catalypromoting Europeanization of
financial regulation, yet the process of unifyinggulatory and supervisory
standards is far from finished. The overall formfinfincial regulation in the EU
countries is a resultant of common European framlewas well as national set-
up of regulation and supervision. One of the maghicant changes in the
recent years was the incorporation of macroprudeptlicy, consisting of a top-
down evaluation of systemic risk in financial systeinto the integrated
regulatory framework. The chapter is divided inteef parts. In the second
subchapter, we review theoretical aspects of filmmegulation that are relevant
for the European policies in this area. Sectioreg¢houtlines the evolution of
financial regulation in the EU after the outbredikh® crisis. Then we proceed to
the discussion of the main theme of the chapterrmbaization vs.
Europeanisation in different dimensions of finahcggulation. Finally, section
five provides conclusions.

8.2. THEORETICAL ASPECTS OF FINANCIAL REGULATION

In most general terms, financial system is defiag@n interconnected network of
four elements: a) financial institutions, b) finalcinstruments, c) financial
markets, and d) legal and institutional infrastiwet Among financial institutions,
banks have traditionally been considered as the¢ impertant ones. However, in
the last decades there has been observed a rapithgof non-banking financial
intermediaries (the so-called shadow banking), asimvestment funds, private
equity funds or hedge funds, as well as insurancepanies or brokerage firms.
Depending on the agents playing the leading rokhénsystem, modern financial
systems may be roughly divided into two categofi€scchetti & Kharoubi,
2012):

- the bank-oriented model (European, continental)ylmch banks dominate
in providing financial services;

- the market-oriented model (Anglo-American), in whicfinancial
intermediation is provided to a large extend bwficial markets.

Different types of financial instruments serve abicles for purchasing power of
agents or are considered as financial claims oer@bsets.

Based on types of securities traded in various se¢grof financial markets,
one can distinguish: money markets, capital markedgiity markets and debt
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markets), foreign-exchange, and derivative markgte. essence of the financial
market mechanism is to shift available financiatources among economic
agents. More precisely, however, functions of friahmarkets may be examined
in two complimentary perspectives (OECD, 2010):

— microeconomic — facilitating a more efficient usiesocare resources in the
economy; allowing economic agents to tackle riskramproficiently, for
instance by offering a diversified portfolio; prding valuation of different
classes of assets, as well as future rates ofnratietivering information on
financial situation of economic agents;

- macroeconomic — transforming savings into investsjemand building
a capital stock in the economy; shaping a shareosisumption in the
structure of national income; money creation anduaes of money
multipliers; connections between financial and ecoit fluctuations
(correlation of financial and business cycles).

The entire financial system would not work propewjthout an established
institutional and legal framework. Beside specjieces of legislation, covering
areas of activities and setting constraints onnfife institutions, other elements
of this framework cannot be omitted. Payments sysiealongside clearing
systems, allow to settle accounts among countéepartast, but not least,
regulatory and supervisory agencies constitutesseag elements of financial the
system.

The rationale for financial regulation is basedtba notion that financial
system, in general, possesses important functiomaddern economic systems,
and may strongly influence the general social welf&our of these functions are
often described in the following way (Beck, Levigel oayza, 2000):

— mobilization of savings: financial intermediarieadamarkets accumulate
diffused savings made by households and make theailable for
investment purposes;

— capital allocation : households entrust their furidsspecialised entities,
instead of using them directly to invest in busgess etc.;

— control: discipline imposed by financial systemvesr as an important
control instrument of economic efficiency in comjeem

—  risk conversion: reduction of risk through aggréma(pooling) and transfer
to specialised agents, prepared for risk manageamghtitigation.

Financial crises, on the other hand, are associitidhigh economic and social
costs, stemming both from the need of their pregantout mainly from their
transmission to the real economy, as well as diaact indirect costs of crises
resolution policies (Bordoet al, 2001). The main problem with financial
instability lays in the fact, that financial crisese a “black swan” type of events:
they have a small probability of occurring, but whiey do, they may have
devastating effects on financial systems and ec@®nthigh impact-low
probability events). Because of the close intedigpds between the financial
systems and macroeconomy, there may emerge numégedback loops. As
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aggregate consumption and investment are weakermhomic agents have
smaller income and less favourable expectatiorsetbre are more reluctant to
make use of financial services. Furthermore, tleball and integrated nature of
financial systems lead to an increased possihilitthe so-call contagion effects,
and transmission of negative financial shocks acrtise global system.
Consequently, proper functioning of a financial teys may be considered
a public good, and has become a subject of publicies.

The desirable situation, when a financial systenamfeconomy smoothly
fulfils its functions and is not subject to sevemses in captured in the term
financial stability It is often argued that financial stability, Wdie.g. monetary
stability (low and stable inflation rates), doeg have a single, widely accepted
definition. More importantly, most of the variablesed to capture this notion are
complex, and difficult to measure and quantify. &€{2014), however, offers
a set of features that are common for the moshtieins of financial stability:

— relates to the entire financial system;

— encompasses the functioning of finance in the emyn@ncluding payment
systems);

— incorporates the way financial system handles ianzés;

— is embedded in the well-functioning real economy;

— is analysed in a dynamic framework.

All of these characteristics correspond with préipserof a policy that is designed
to support financial stability (Goodhart, 2006)rdly, they raise a trade-off
between preserving both effectiveness and stalmfithe financial system, which
is a source of choices regarding an optimal degfg@otection mechanism that
do not restrict the adaptive ability of the finaal@ystem. Secondly, difficulties in
measuring developments in financial system ofteangbuncertainty regarding
setting and fulfilling policy goals. Thirdly, dexaments of financial sector are
hard to forecast, which poses a dynamic incongigtgmoblems for regulatory
and supervisory policies.

A comprehensive definition of financial stability hat captures
interdependencies between financial and real ecgnvoas proposed by Moenjak
(2014). Financial stability in this view is considd to encompass three related
areas: a) a macroeconomy free of significant firdrimbalances, b) sound and
stable financial institutions, and c) smoothly ftioging financial markets (Figure
8.1). These “overlapping dimensions” are based flw dssumption that for
financial institutions to be sound, and for finasicmarkets to operate in an
effective way, macroeconomy has to be free of figit imbalances, such as
excessive indebtedness or asset price inflationth@nother hand, if losses of
financial institutions are too large, they may @aasdecrease in lending, lead to
disruptions in financial markets, and decline iwveistment and consumption.
Finally, inefficiencies in financial markets brinfgedback loops to financial
institutions (due to shortages of funding) and tiggavealth effects to household
and companies.
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Figure8.1. Financial stability in overlapping dimensions ofar@economy, financial
institutions, and financial markets
Source: Moenjak (2014, pp. 191, 211, 216, 220).

Regarding the first dimension, macroeconomy, reégutapolicy is mainly
focused on the influence of financial activities @aal economy. These
relationships have been thoroughly documentedtirsjaat the time of the Great
Depression (see von Peter, 2004). After the 20@®2financial crisis, many
commentators referred to Minsky’s (1986) finandanstability hypothesis, which
states that financial systems may be periodicaiyning towards “bad” equilibria.
According to Minsky, capitalist economies go thrbyghases of asset inflation
and debt deflation, that are highly non-stationdmgcause of the unsustainable
practices of financial firms and investors (suchim@mous Ponzi schemes).
Attention was also drawn to works on the so-calfathncial accelerator,
originated by Bernanke and Gertler (1990). Thiscepn explains how changes in
economic conditions alter decisions made by fir@natermediaries, which — in
turn — have an impact on total lending and avditgbdf external financing to
household and enterprises. More recently, finaniriatability was built into
a macroeconomic model by Koo (2008). His theorthefbalance-sheet recession
attributes prolonged periods of economic downtutasrigid and persistent
processes of deleveraging across financial setmcifically, Koo asserts that in
economies with highly developed yet instable finahsystems, economic agents
may temporarily shift their objectives, and instezfdmaximizing their profits
focus on minimizing their debt burden. A vast badyresearch suggests strong
junctions between prices of assets, as well ambalaheets of economic agent
and their decisions regarding consumption and invest. An emphasis is placed
upon the mechanism leading to property bubbled) agspeculative finance.

Financial institutions, the second dimension of thation of financial
stability, play a different role in monitoring andentifying risks to financial
system, as one has to consider both individuaitinistns and financial sector as
awhole. As financial institutions are chiefly reggible for financial
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intermediation, they are at risk when their coyvaties are unable to repay debt
(credit risk). However, financial institutions amdso prone to market risk
(movements in market prices and rates), liquidigk r(an inability to meet
obligations on time), and operational risk. Histatly, one of the greatest threats
to financial stability in this respect were banksuThese phenomena occur when
a large share of depositors withdraws their depdsdm an institution at the same
time, and often leads to a decrease in overallibgntb business. It also causes
network effects through direct (money markets) andirect (valuation of
portfolios) financial linkages. As a result of aoging role of financial
institutions in economies, theories of financidses were supplemented with the
“non-monetary effects” stemming from credit ratiogiby financial institutions
(Diamond & Dybvig, 1983). The growing number of aelts of financial
institutions, and “runs” on banks can lead to lilityi constraints and
inefficiencies in intermediating processes. Finahenultipliers, on the other
hand, imply reduction in broad monetary aggregatesease external funding
costs, lower its availability, and eventually distmvestment and consumption
decisions (Bernanke, 1983).

With regard to the third dimension of financiallstity, financial markets, it
is good to start with indicators of “healthy” mat&esuch as liquidity, efficiency,
informational effectiveness: transparency, relighiland innovativeness. Ideally,
financial markets are characterised by all of thesperties, and they effectively
incorporate available information into prices aniélds of different financial
products (stocks, bonds, etc.) and financial déxiga (such as options on
currencies). An important branch of theoreticaldsts focused on asymmetric
information in financial systems. According to tthefinition of a financial crisis
proposed by Mishkin (1991), the main roots of ficiah stability are adverse
selection and moral hazard, that drastically ineeeacosts of obtaining
information by economic agents. Discouraged by asibdity of choosing
unreliable counterparties, agents restrict theirtigipation in markets, what
causes a decrease in availability of funding bath dpeculative purposes and
productive investment projects. In consequencenfiial system becomes less
effective, negatively impacts economic activity,damay lead to periods of
recession and deflation.

Based on previous theoretical remarks, one caingissh two “arms” of
financial regulation: crisis prevention and crisisanagement. Traditionally,
providing liquidity to distresses financial institbtns (particularly commercial
banks) was a domain of central banks in their lerafelast resort function
(Oganesyan, 2013). According to the ground ruleshef lender of last resort
emergency operations should be provided to all famikler the same conditions,
lending should be charged with a relatively higheiiast rate (the so-called
penalty rate), central bank loans should be colifiteed using highly quality
eligible assets, and, most importantly, institusioreceiving support can have
liquidity problems but should be solvent. This aygmh proved to be insufficient,
and policymakers came to realization that a preditmm of a sound financial
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system lays in the existence of a broader safetycoenprising of governments,
central banks, regulatory agencies and deposiagtegs systems. In the context
of the safety net, regulatory and supervisory mdiere given prerogatives to
licence, regulate, control, and discipline finaheigent. More recently, however,
their focus was shifted to fragility and resilienaifinancial system as a whole
caused by external shocks (Adrian & Liang, 2014pc®nition of such
phenomena, as systemic risk, contagion effectserdge, risk-taking, and
separation of different kinds of banking activitgshled to identification of two
separate branches of financial regulation microd amacroprudential policies.
This distinction takes into consideration, amonbets$, specific targets, goals,
perspectives, and different time-orientation of iggek aimed at achieving
financial stability (Table 8.1).

Table 8.1. Micro- and macroprudential approaches to finanggllation

Criterion Microprudential policy M acroprudential policy
Reduction of risks in financigl Reduction of risks in financig
Target R
institutions system
Goal Protection of depositors arjJdAvoidance of financial crises and
investors their macroeconomic costs
Interdependencies
among financial Neglected Important
agents
Assessment Bottom-up: risks for individua|l Top-down: threats to the financigl
perspective financial institutions system
. Individual institutions, firm-levell The entire financial system [
Analysed object(s)
data aggregated data
Time-orientation Static or backward-looking Dynamic or forwimaking
Key indicators Concentration ratio Credit to GDP

Source: own study based on Borio (2003), Galati & Moessner (2Gid Adrian & Liang (2014).

Financial regulation, considered at the micropriidénlevel, takes
a traditional approach to this issue, with a cénmablem of instability of
individual financial institutions. The main goal sfich a policy is to protect
depositor and investor from potential losses tham ©e materialized when
financial institution become insolvent or marketse dreeze and no longer
operational. As it adopts a bottom-up perspectivieroprudential policy assesses
risks attached to separate institutions, with agialpased on firm-level data. It
does not explicitly studies interdependencies anforancial agents (e.g. banks
mutual exposure to each other’s portfolio risk); ymy take SIFls problem into
consideration. Supervisory standards are set-ugusstorical data, for instance
regarding capital adequacy ratios, and follow steechmark values, rather than
their evolution over time.

On the other hand, macroprudential takes into denation aggregate
measures of risk that can emanate from the finhisgistem in order to avoid
eventual financial crises and their macroecononost The rationale for
macroprudential policy is originally associated hwjtrocyclicality of financial
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systems, the observed fact that changes in aggrégancial indicator (e.g. credit
to GDP) generally have broader amplitude than ne@meomic variables.
However, certain variables, such as asset pricag,fatlow less regular paths, for
instance display various non-linearities or disgurties. Macroprudential policy
reduction of the so-called systemic risk, the kinfl risk emerging from
interactions among various players in financiatsys Specifically, systemic risk
may be defined in two ways (Galati & Moessner, 2011

— the risk of simultaneous default of many finandrtitutions or distortions
in various financial markets occurring as a restili single financial shock;

— the risk that a default of one or a few systemdyicenportant financial
institutions (SIFIs) triggers contagion effects apdl-overs to other sectors
or markets (too big to fail problem).

The design of optimal regulatory policy often inwes$ various choices, such
as assignments of objective-specific instrumenestehproblems tend to follow
the so-called Tinbergen rule, that states that reunad goals achieved by any
public policy must be equal or smaller that numiieinstruments at its disposal.
Consequently, policymakers equipped with a limitesnber of tools often face
trade-offs, especially when trying to avoid finaiccrises (for instance by
limiting excessive risk taking), while preservinffi@ency of financial system.
These uneasy choices may by expressed as the tmrgutdlemma (Scherf,
2014):

- financial stability;
— credit access;
—  bank competitiveness.

The trilemma is reinforced by the “cat-and mousaing between regulators and
regulatees: the observed fact that regulationsuéetly lag behind market
innovations, but also are periodically more or lesstrictive (“swings of
pendulum”). Due to the fact that the theory beHindncial regulation is in the
process of revision after the crisis, many econbfoisnulate their own solutions,
how regulatory frameworks should change to proadeoptimal level of S. Bair
(2014, p. 129) claims that policies must ensuréfthancial systems are “smaller,
simpler, less leveraged, and more focused on nge#im credit needs of the real
economy”.

8.3. EVOLUTIONS OF EUROPEAN REGULATORY FRAMEWORK
SINCE 2009

Global financial turmoil acutely revealed the weeéses of the regulatory
framework, which was unable to prevent the crisid to avoid the transmission
of shocks. Important institutional and regulatohaeges which followed at the
global, European and individual country levelsemupted to address these failures
in all the dimensions of financial stability pressh in the previous section:
regarding financial institutions, markets, and tin@croeconomy (see figure 8.1.).
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These considerations, however, will be precededabyrief description of
institutional framework of financial law-making the EU and its own evolutions.

To understand the institutional and regulatory dyita in the EU one must
comprehend a few key factors. First, the EU finahecnharket (based on the
freedom of capital and services flows) is one @& tiore elements of the single
European market. Second, the contemporary finaseietor is so complex that
the European Commission would not be able to pesmdlr the necessary
regulatory solutions with their own means. Thirdhet degree of
interconnectedness of international financial mexrKespecially within the EU)
necessitate a very high scope of regulatory anérsigory cooperation (Davies
& Green, 2008, p. 141). That is why the Commissidelegated to the
“Committee of Wise Men” chaired by Baron Alexandramfalussy the task to
work out procedures ensuring a satisfactory degfesmipervisory harmonization
in the EU.

The (implemented) recommendations of the committead to the
introduction of the so-called Lamfalussy procesdistinguishes two layers of
legislation: Level 1, covering basic principles foinctioning of the financial
markets, which would be changed only with the ¢mal) approval of the EU
Council and European Parliament. Level 2 legal aetsild concern more
technical aspects and possibly requiring more feag@mendments due to e.g.
new market phenomena. Importantly, the Lamfalussycess also set out the
institutions involved in the cooperation betweer tupervisors of individual
segments of the financial market. This cooperatwithin the so-called Level 3
committees covers both advisory role in the procdédsmancial law-making and
continuous cooperation aiming at harmonization ofpesvisory practices.
Initially, Level 3 committees included Committee dfuropean Banking
Supervisors (CEBS), Committee of European SecarlRegulators (CESR) and
Committee of European Insurance and OccupationalsiBes Supervisors
(CEIOPS). Level 4 is again represented by the Casion, which this time is
responsible for implementation and ensuring thep@rotransposition of the
financial directives to national legal orders. Implkentation of the Lamfalussy
process allowed for a significant shortening ofafinial law-making process in
the EU (Alford, 2006).

These architecture turned out to be insufficienthia light of acute crisis
unfolding among the EU financial institutions. $tsengthening relied on granting
some more powers to the reformed Level 3 commitigesamed European
Banking Authority — EBA, European Insurance and @petional Pensions
Authority — EIOPA, and European Securities and M&kAuthority — ESMA).
Reinforcement of European Supervisory AuthoritEBA, EIOPA and ESMA)
included issuing directly applicable regulationsd aaverruling decisions of
national regulators to “remedy an emergency sitmdtie.g. Regulation (EU)
establishing a European Supervisory Authority 201This did not mean,
however, granting to these newly established aitib®rany supranational
supervisory or law-making powers (Gortsos, 2015).
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The main tasks conferred to EBA rely on preparimgle rulebook to be
uniformly applied by national supervisors, incluglibinding technical standards,
reporting forms, necessary to implement Level 1 kbap legislation in
a harmonized way. The very legislation was alsaiigantly extended (e.g.
introduction of Capital Requirements Regulation 2Qlar Bank Recovery and
Resolution Directive 2034and remodelled (e.@apital Requirements Directive
IV 2013or Directive on deposit guarantee schemes 2014

Additionally, the Commission proposed setting uptwbd new institutions
for the micro- and macroprudential supervision. Sehare the European System
of Financial Supervisors (ESFS) and the Europeatefyic Risk Board (ESRB).
Their creation was officially introduced into theghl system in a co-decision
procedure between the Council and the EuropeariaPet in October and
November 2010 to start their functioning on Januh2011, together with the
official launch of EBA, EIOPA and ESMA.

ESRB is responsible for the stability of the EUaficial system in the
context of macroeconomic situation and generaldsemn the financial markets.
As this is traditionally a domain under contrologintral banks, the main decision-
making body of the ERSB — the General Board - it bpon the structure of the
General Council of the ECB completed by a repredimt of the European
Commission, chairpersons of EBA, EIOPA, and ESM&well as the Chair and
the two Vice-Chairs of the Advisory Scientific Coritime (ASC) and the Chair of
the Advisory Technical Committee (ATC). Additiongll one high-level
representative per Member State of the competdittrad supervisory authorities
without and the President of the Economic and RirsrCommittee (EFC) are
members of the General Board without voting rights.

Even if the ESRB does not have prerogatives teissly binding legal acts,
its advisory and analytical publications, be ityofibr the reason of the high
standing level participants of its General Boartk eespected (which can be
attributed to moral suasion phenomenon).

It can be legitimately argued that this significargtitutional and regulatory
upheaval is to a large extent a direct consequefdbe de Larosiere (2009)
report. Having diagnosed the main causes of thsiscexcessive liquidity,
mispricing of risk, misbehaviour of credit ratingemcies, as well as failures of
the private sector corporate governance and ofregelatory and supervisory
functions of state agencies — including weaknessése Lamfalussy process) the
report presented some proposals for the refornh@fBU financial architecture.
There were 31 recommendations concerning notably:

- fundamental review of Basel Il principles (whichppaned as the Basel Il
agreement implemented in the EU via CRD IV and GRBkage);

— stricter regulation of the credit rating agencias, well as “shadow” or
“parallel” banking system;
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- standardization of over-the-counter derivative rimsients, introducing
central counterparty for this kind of trades anctifog issuers to keep until
the maturity “a meaningful amount” of the issuededs

— avoiding financial legislation allowing for incoséént transposition to the
national legal order and/or heterogeneous appbicati

— enhancing bank deposit guarantee schemes;

- full adoption of stricter rules for insurers inrtes of Solvency 2 directive

- improvement of corporate governance including piiogj more appropriate
(long-term) incentives for top management of finahcompanies;

— setting up macroprudential authority (ESRB) and ersithening
microprudential supervision (creation of ESFS withe European
Supervisory Authorities instead of Level 3 comnatte

De Larosiereet al (2009) recommendations were implemented not only
with respect to the institutional setup, but also iis regulatory aspects.
Importantly financial institutions (banks, insurensd investment companies) saw
their scope of activity significantly more conteadl. The recommendations were
not only followed by the EU (which commissioned tieport) but were adopted
in parallel in the framework regulation by the BaS@®mmmittee for Banking
Supervision under the Basel Il agreement.

Among numerous tightened regulations regardingnfiie institutions, the
most influential include:

— Directive on Alternative Investment Fund Manage@4 Pregulating hedge
funds;

— Regulationof the European Parliament and of the Council oeditr rating
agencies 200%ith a number of delegated regulations by the Cossion;

— Directive of the European Parliament and of the @duon the taking-up
and pursuit of the business of Insurance and Reinsa 2009 (Solvency II)
with the amending “Omnibus 2" directive (enhancitige powers of
European Supervisory Authorities) and the CommissiDelegated
Regulation of 2014 regarding the microprudentiglesuision of Insurers.

However, as Mongelli (2013) remarks, the most digant change with
respect to the ECB’s role in its relatively shoistbry was the creation of the
banking union. It will be based on three pillarg: Hanking supervision, 2)
banking resolution, and 3) deposit guarantees.tti & large extent a consequence
of recognising the intertwined relation between Howereign debt and private
sector debt (concentrated in the banking sector).

Thus, the banking union project will move the swmary burden with
respect to the biggest EU banks from national sipens into the hands of the
ECB. This regulatory shift is obligatory for therewarea countries and voluntary
for the countries with derogation and was not aédi without significant
controversies (Howarth & Quaglia, 2014).
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The efficient use of additional functions by thenBawill be dependent on
setting proper rules of cooperation between theof®an monetary authorities
and national supervising agencies (Scherf, 2014).

8.4. POST-CRISISFINANCIAL FRAMEWORK REFORM: BETWEEN
HARMONIZATION AND EUROPEANIZATION

In spite of the European financial system’s sucdesshe early years after
introduction of the common currency, by the 2008cks began to appear as
several member countries suffered from consequeatdhe global financial
crisis. The burst of property bubble in Ireland tedhe government’s decision to
bail-out the banking system, which effectively certed private into public debt.
The fall in GDP growth, combined with countercgali government spending,
and decreased public revenues prompted fiscal itdefic Greece, Portugal and
Spain. These troubled euro-area countries hadttspanding, which did not help
slowly recovering economies. They could not, at g8@sme time, resort to
monetary policy, which was handed over to the EQ@Bsurrency devaluation. In
consequence, the risk that these countries may beotable to meet their
obligations to bondholders triggered increases anket interest rates which, in
turn, weakened banking sector and the entire fiaasystem. These problems,
stemming from the institutional setup of the EMUerer captured by Pissani-
Ferry (2012), and may be represented as another ddthe “impossible trinity”
(Figure 8.2). A slightly different approach was gegted by Cour-Thiemann and
Winkler (2013), who proposed a simplified framewarkmonetary, fiscal, and
financial stabilities. The responsibility for thigst area, monetary stability, was
centralized as the ECB took it over from natioreitcal banks. At the same time,
fiscal stability remained within the national cortgreces. Even if it was
theoretically subjected to the Stability and Grovigact rules, in practice they
were often violated. The same applied to finanstability which, in spite of
being subordinated to the set of directives (CRaly&hcy etc.) were in practice
implemented with a significant degree of heteroggne

Davies and Green (2008) distinguish two approadoesharmonization
processes. The first one, “minimum harmonizatiaglies on basic framework of
regulation that was to be the same at the Europeasi. However, national
variations would be allowed. The main argument tlis proposition was an
opportunity to enable national authorities to tak# consideration numerous
national futures and characteristics of domestiarfcial system. Interestingly, it
may also foster competitiveness, and facilitataririal innovations. The major
drawback of such an approach may be a “race tobtittom” of national
regulatory authorities. It also may cause migratidrfinancial business to the
most competitive financial centres.
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Figure8.2. Institutional constrains in the Economic and Monetanion: financial and
fiscal interlinkages
Source: Pisani-Ferry (2012, p. 8).

The opposite proposition, called “Maximum harmoti@a’ denotes
a standardization of regulations, levelling playifigld in all the markets.
According to Davies and Green (2008, p. 135) it “(wgs promoted by those
committed philosophically to greater European adiztion”. The primary
objective of a high level of harmonization was &vé a single set of rules that
applies to financial firms operation through the.ELbnsequently, this approach
is naturally supported by large cross-border fimglngroups. It may lead to a
tension between harmonization of wholesale markatsl retail markets.
Lobbying for certain regulations also reveals dgfeces among the EU countries.
Large British companies, based in the London’s ,Qigpically were interested
mainly in Europeanisation of wholesale markets. elosv, in the majority of the
Eurozone countries financial systems are mostbilrbased, and thus regulations
in this domain draw closer attention of local auifiws. On the other hand, retail
services are overwhelmingly provided by domestienganies, that may be
foreign-owned yet do not operate on a cross-bdrdsis.

Europeanisation of financial regulation lagged hdhother aspects of EU
integration, such as adoption of euro. Harmoniratias restricted mainly to
Basel (CRD) and EU directive on deposit guarantelgsto the crisis changes
were rather insignificant, in spite of growing irgst of financial stability issues
on national levels. Thus, there existed practital and political obstacles to
Europeanisation.

Tirole (2014, pp. 143-153) provides rationale fourdépeanization of
financial supervision, and for abandoning of domeegtgulation via the following
arguments: 1) expertise — more efficient poolingregources, 2) cross-border
externalities (national agencies favoured dome§ti@ncial institutions), 3)
connections with government debt (vicious circle)turn, Scherf (2014) points
out that financial regulation left on the nationalel in a monetary union is
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subjected to the standard political time-inconsisyeproblem. Proper functioning
of the EMU needs supervision ex ante, in orderrtperly signal the common
monetary policy stance. However, ex post, partitylan the environment of

highly expansionary monetary policy, national regoits can be subjected to
political pressure that may constrain their optimegponse to fluctuations in
a country’s financial cycle.

Somewhat analogically, Schoenmaker (2008) placesabulatory policy in
a financial trilemma.: out of three goals, only tean be pursued simultaneously:
1) financial stability; 2) international (Europearinancial integration, 3)
autonomous financial policy (e.g. banking regulaticesolution policy). Before
the crisis, the answer to challenges of finandiabitity was rather ambiguous.
Following the wide-spread notion of moral hazatte argument was that the
banks would behave differently if the Europe-wideaagements were laid-down.
It was particularly emphasised with regard to loait- regulations, enhancing
credit support, as well as deposit guarantees.

Finally, Davies and Green (2008) point out that Bt represents a special
case. Most of cooperation throughout the worldakuintary, yet the EU members
formally bound themselves to adhere to common Eappules, also in the area
of financial regulation. They underline that potahbenefits of the adoption of
euro cannot be fully achieved in the absence d€iefit financial institutions,
sound capital markets and reliable financial infiacture. In consequence, one of
the central questions is whether regulatory divestishould be stronger in the
Eurozone, or if the same set of rules should afgplyhe EU as a whole.

The higher degree of the European regulatory yititias even stronger
impact on the Eurozone economies, since the Eumoggentral Bank was
designated to fulfill a large part of macroprudah8upervisory tasks. This, in
turn, is expected to lower systemic risk at thedpaan level, as the ECB may
now influence the main parameters of this polieyparticular change values of
countercyclical buffers. Europeanization of macugjential policy has
a significant meaning for one of the most importeatures of the Economic and
Monetary Union, common monetary policy. When fadimgncial instabilities of
different magnitudes in member countries, monetarthorities in the Eurozone
are subject to difficulties in achieving their mgjoal, price stability.

8.5. CONCLUSIONS

Jean Monnet, one of the leading European statessa@hjn 1978: “Europe will
be forged in crises, and will be the sum of thaeisohs adopted for those crisis”
(cited in: Dorrucciet al, 2015, p. 8). This notion proved to be an aceurat
description of the changes in financial regulationthe EU during the recent
crisis. Even though the crisis broke out in the UWSuncovered structural
problems embedded in the functioning of the Europiaancial system. The
specific junction among fragile banking system,irdegrated markets and
sovereign debt crisis has become the hallmarketiropean financial sector in



168 Jakub Janus & Piotr Stanek

the recent year. It led, however, to bold solutmiopted on the European level,
such as the Banking Union. This paper argued émagverall response of the EU
to the crisis resulted in a stronger Europeanisdtidhe area of financial markets
regulation. In particular, it took form of assiggistronger powers to European
Supervisory Authorities and more rules being setthe form of directly
applicable regulations rather than directives.ldbded to the realization of the
benefits that go beyond a mere harmonization, amichwimpose a truly
European dimension.

Despite a significant increase in the degree obpeanisation of financial
markets regulation since the outbreak of the ¢ribisre are at least several areas
which may need additional actions in the near futifarious financial system
segments, next to the banking sector, will als@ fameed for a more coherent,
integrated regulatory framework. Considering the-goimg cross-border
penetration of European financial institutions, anay also indicate integrated
solutions at the EU-level for bankruptcy law, maski®r securitization, as well as
“over-the-counter” markets, which are, accordingCturistine Lagarde, the head
of the IMF, until now better described by “undee tiable” deals. These areas also
constitute areas of the future research.
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This chapter presents the state of discussion on institutfcamakework for green innovation
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9.1. INTRODUCTORY REMARKS

Construction is a resource intensive sector ofgbenomy, with a significant
environmental influence (Belniadt al, 2013). Energy consumption during opera-
tion of buildings (lighting, heating, air conditimgy, etc.) is responsible for ap-
proximately 25% — 40% of total energy consumptiomhie OECD countries. It is
not surprising that since several decades ingiiati arrangements are imple-
mented in order to facilitate dissemination of freciples of sustainable devel-
opment in the construction sector (Belngtkal, 2013). In the report "Roadmap
to a Resource Efficient Europe" The European Cormiotisidentified construc-
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tion as one of the three sectors, which shouldhbefdcus of efforts to resource
efficiency of resources (EC, 2011, p. 18). Despiienerous economic incentives,
institutional support and the growing understangbnignted solutions that opti-
mize life cycle costs of the building, the resuitother studies show that a signif-
icant part of the construction investment is natied out in accordance with the
principles of sustainable development. In the ditere one can find different ex-
planations for this, without a doubt, the barriare institutional factors, market
uncertainty and the problem of information asymmeReflections on investment
in the context of environmental problems are pregethe economic literature.

9.2. SUSTAINABILITY IN CONSTRUCTION AND REAL ESTATE

There are numerous synonyms for sustainable bggdin the literature. The list
consists but is not limited to: green buildingsy éwildings, passive buildings or
energy efficient buildingsIn most general terms, sustainable buildingsches-
acterized by efficient and rational use of natuedources at the construction
stage, their exploitation stage, and demolitiort.iPdifferently, sustainable build-
ing has low negative impact on the natural envireninon bio-diversity of the
environment, while providing optimal utility for élir owners, tenants and other
users. Nevertheless, sustainable buildings areneotly friendly to the environ-
ment, but also to their users and local communityile ensuring certain profita-
bility for investors. To conclude, sustainability built environment is a broad
concept, with at least three dimensions to be densd:

- environmental;
- social;
- economic.

As defined by Kibert (2009): “sustainable buildingie responsibly created and

managed construction environment, complying witk tiuidelines of natural

environment protection and the efficient use otiratresources”.

It can be easily seen, that implementing sustainablutions in the architectural

design and construction of built environment wikklg positive effects through-

out the building's life cycle, especially at thag# of its operation. Most of the

benefits will be related to their users (occupants)

Despite relatively fuzzy definition of the sustdif@ building found in the litera-

ture, there is consensus on typical characteristigs list includes (Belniakt al,

2013):

— maximum use of daylight;

—  high indoor air quality and individual climate caoitof the indoor environ-
ment;

—  low energy consumption;

! Despite semantic differences, all terms will bedias synonyms in the chapter.
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— minimal site impact, due diligence in site selettiduilding design and
landscaping;

— recycling of grey water and using it for wateringgetation and flushing
toilets;

— accessibility to public transport infrastructure;

— selection of low impact construction and interiesidjn materials;

— recycling of materials and demolition waste.

Liquidity
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Risk Return

Liquidity Sustainability

Risk Return
Liquidity
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'
Sustainability

Risk Return

Figure 9.1.Sustainability and the change in property investrpanadigm
Source: adapted from Lorenz (2006, p. 230).
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At least since 1990s we have observed increasipgritaince of sustainable de-
velopment principles in construction industry andbpgerty market practices
across the world. Key factors were: (1) emergenmak development of institu-

tions (organizations) that promote sustainabilitygal estate, (2) growing ecolog-
ical awareness and adoption of Corporate Sociap®esbility guidelines by

major multinational companies. The influence of iemvment-oriented coopera-
tion on green innovations was analyzed by Urbaaiet Gerstlberger (2011). It
resulted in increasing share of green buildingsew supply both on housing and
commercial property market. As noted by Lorenz @Q8 230), in recent years
there has been gradual shift in property marketstment paradigm (Figure 9.1).

Until 1970s major factors taken into account inl estate investment were:
return, risk (security) and liquidity of the invewnt. Typical investor faced a
trade-off between choosing relatively secure aqdidi assets but at the expense
of lower rate of return (for example apartments)lems secure and less liquid
commercial property types (for example retail) etjpey higher future yields.
The market reality was reflected in theory, empiriesearch and education (via
curricula at university level). The shift from pleasto phase 2 was possible since
the Qil Crisis and growing concern about environtraerd ecology. Sustainability
concept was adapted to fit construction industng eeflected by numerous green
buildings and structures. At first, the outcome wasside the mainstream archi-
tecture — projects served more as the examplesatbgical trends. Sustainable
design was perceived as the opposite to economésadin. The higher construc-
tion costs were not compensated by high returteast not within an acceptable
payback period. In the beginning of 2000s anotihét s or more precisely an
evolution from phase 2 to phase 3 was more and wisitele. Sustainability has
been incorporated into mainstream architecturgh@tsame time, growing litera-
ture provided robust evidence that sustainablegdésipositively related to return
on investment and investment liquidity, but negaiivelated to risk.

Currently most scientific papers show that innoxatand sustainable real
estate have higher value than comparable countsrddre cash flow explanation
of the phenomenon was provided by Buk¢ral. (2005). An alternative interpre-
tation is provided in Belniak, Gluszak anc:iZa (2013). Following Bulieet al.
(2005) value of the property is the function ofdnte from property (Net Operat-
ing Income, NOI) and yield (y).

NOI
V=—
y
Where:
V = Value;
NOI = Net Operating Income;
y = yield.

Net operating income comes from annual rent (R}, iardiminished by operating
expenses (OE). In the same time yield is the fonctf risk free rate {y, risk
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premium (p) to compensate market and project specific riskwall as growth
rate (g) and depreciation rate (d).
R - OE
Crr4n-g+d

Where:

R - Rent;

OE - Operating Expenses;

ri — risk free rate;

ro — risk premium rate;

g — growth rate;

d — depreciation rate.

According to Bulieret al. (2005), not only sustainable design can be reflect
ed in variables influencing property value, bubalsey result in substantial value
increase. In the article they identify several dimletween major determinants of
real estate value, from cash flow perspective @&hl).

Table 9.1.Hypothetical links between sustainability and esthte value determinants

Determinant Explanation

Changes in tenants preferences and expectations (+)
Lower vacancy, thus lower share in operating costs (+)
Lower costs of fittings (+)

Operating Expenses (OE) Lower maintenance and servicing costs (-)

Less refurbishment and modernization (-)

Lower rent waivers (-)

Rent (R)

Risk premium (rp) Higher marketability and liquidity (-)
Shorter vacancy periods (-)
Growth (@) Competitiveness (+)

Rising energy costs (+)

Sustainability hype (+)

Depreciation (d) Longer life span (-)

Compliance with environmental legislation (-)
Source: own study based on Bulgral. (2005, pp. 37-40).

As can be seen from the table (Table 9.1) net iresustainable property
may be higher because tenants’ preferences havgetian recent years. Prefer-
ences shift towards green real estate is accongbagian increase in willingness-
to-pay (WTP) for more sustainable living/workingasp. Superior design of
green properties is expected to lead to lower raaarice costs, and lower proba
bility of costly refurbishment in future. The lattevo facts will results in lower
operating expenses.

From investment perspective, authors suggestsststtinable property is
subject to lower risk premium due to higher ligtydiand shorter vacancy peri-
ods. The risk of losing tenants is also smalleov@h argument refers to predict-
ed increase in future rents (thus owner’s incoma@ tb competiveness, and
“green hype”.
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The last argument refers to functional depreciaissne. Because of differ-
ent architectural design and compliance with cur(possibly also future) envi-
ronmental legislation, green property is expectetiave longer life span (longer
operation phase within life cycle model). Decre@msdepreciation rate results in
yield decrease, thus the value of real estatenfastid based on income approach)
is higher.

Although any change in input variables may resulvalue increase, other
stay equal, it is likely that they will influencee value simultaneously. Monte
Carlo simulation of green building value increasesdd on similar cash flow
model was presented by Belniekal. (2013).

In other paper, Eicholtet al. (2009) depart from cash flow perspective and
present more general perspective on links betwestaisability and property
market behaviour. They indicate that there are features shared by sustainable
property that significantly increase propensitghmose them for premises instead
of typical counterparts. These are:

— direct economic benefits resulting from lower opiag costs and lower
energy consumption in those buildings;

— indirect economic benefits drawn from improved imagncreased work
efficiency of staff, lower staff turnover, lower sdnteeism due to sick build-
ing syndrome;

—  risk avoidance which in market conditions trandat@o the rate of func-
tional and moral deterioration of sustainable boggd commercial character
of a facility, future changes of energy prices &ndre institutional and legal
changes;

— ethical conduct related to CSR (Corporate Sociap@asibility), responsi-
ble property investing, and corporate culture.

As, discussed earlier, according to economic theaigher utility of office envi-
ronment should translate into willingness to payletter work space, and finally
higher office rents. The problem was addressed meafly. Literature is quite
consistent on rent premiums in sustainable offjz@ce. Most studies report rent
increase in such buildings. According to the emgpiriresults, rent premiums in
green buildings range from: 5% (Pivo & Fisher, 2002% (Fuerst & McAllis-
ter, 2008), even up to 17% (Wiley al, 2010).

Most authors also indicate lower operating expenéasistainable buildings
(Shiers, 1999, Milleet al, 2008, Pivo & Fisher, 2010). On the other hand;-Ba
rientoset al. (2007) indicated that operating costs are typjcaliderestimated at
the design stage of green buildings, but eventualdy are slightly lower than
those recorded in comparable traditional buildings.

Eicholtzet al. (2009) noted that CSR is reflected in corporatsilens on a
property market (e.g. in decisions to lease LEEMifed office space). Similarly,
non-profit and government organizations displayhbigpropensity to rent office
space in an ecological building, guided stronglyidmal considerations.
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It is worth noting that although certification sgwsts for ecological solutions
such as LEED, Green Star, BREEAM, DGNB, CASBEE hheen applied in
highly developed countries, their distribution omexging markets is limited.
That uneven share is replicated in the econongcdlitire. The discussion on sus-
tainability in built environment is based on emgai evidence from mature mar-
kets, where sufficient data exist. As noted by $atal. (2010), critical analysis
of 128 green building related scientific articlesufid in mainstream academic
journals indicates that until 2009 majority of pepéocused on the US (28%),
Great Britain (26%), and Australia (22%). In theonclusions to the literature
review, Falkenbaclet al. (2010) admit that further empirical research isdesl.
They also advocate for more robust, and theoryedriesults, that are tested with
econometric models. Critical analysis of the litera was expanded and updated
by Belniaket al. (2013). The major conclusions and recommendatorfuture
research remain relatively unchanged.

9.3.GREEN BUILDING CERTIFICATION
FROM ECONOMIC PERSPECTIVE

The green building certification systems were @ddiecause of uncertainty, and
asymmetry of information both in construction armogerty market. Earlier re-
search indicate that although occupants may béngitio bear the higher costs
associated with the use of ecological solutionhénconstruction industry (Belni-
ak et al, 2013), the interest of the occupants is not abmegnsistent with the
interests of the investor.

In early 1970s Akerlof discussed market consequent@asymmetry of in-
formation between buyers and sellers (using autmaeharket as an example),
while Arrow and Fisher (1974) analyzed the problehirreversibility of invest-
ment and uncertainty. Nevertheless, the major imrtton to the theory of insti-
tutional framework behind green building certifioat can be attributed to Sed-
lacek and Maier (2012), who argued that under asgtmeninformation on the
life cycle costs of the building, the developerdl We subject to moral hazard.
From game theoretical positions they suggested dhatution of the property
market resulting in more sustainable built envireninis not be possible if end
users cannot differentiate bad (less sustainatde) the good (more sustainable)
real estate.

Other problem arises because of agency issueeloabe of a typical prop-
erty investment and construction activities, typibasiness model involves a
developer, who is responsible for the outcome alotg as an representative to the
investor or end users. The situation is an exaroplagency relationship (and
representation problem). It arises then when onky (Gae principal) delegates the
task of the other side (representative, calledaipent), giving decision-making
powers at the same time. Agency theory assumpt{@hsationality of both par-
ties of the contract, each acting in their ownriegg (2) a representative (agent)
avoids the risk and minimizes costs (Jensen & Megkl1976), (3) there is an
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asymmetry of information (Alchian & Demsetz, 197€pntracts between devel-
opers and investors or end users (for example tenameet all of these condi-
tions. Both sides of the contract (investor/endr us®l developer respectively)
have conflicting interests. Developer seeks to mée profit (which is also de-
pendent on the cost of construction), while thednisyutility depends on the
characteristics of the building (which should ird#ulife-cycle costs). Due to the
asymmetry of information neither investor nor esénis able to assess the archi-
tectural and construction project and control tttgoas of the developer.

To conclude, because of the agency problem, uratatitions of asymmet-
ric information in the property market, the end rusenot able to observe and
supervise the design and construction phase ohagsiment project. Due to
asymmetric information developer is subject to rhbezard, and may be willing
to reduce the cost of construction at the expehgeality. Minimizing the cost of
construction can lead to inferior quality, and #igant increase in operating
costs incurred by the potential user. Less sudtnhuilding is a suboptimal
solution in the context of the life cycle theoryhelTagency problem, and the na-
ture of developer-client contracts on property rearlwas not sufficiently ad-
dressed in empirical research.

In a seminal paper Sedlacek and Maier (2012) attgatemulti-criteria green
building certification can contribute positively tbe development of more sus-
tainable built environment. Independent assessmehtbsuilding quality per-
formed by third party organization can mitigatesiens between developers and
investors (end users). Information on building gualeduces the asymmetry of
information for investors. In the same time it im@ses the propensity of develop-
ers to deliver buildings of quality they are paid (Sedlacek & Maier, 2012).

The most popular green building certification systeare:

— Building Research Establishment Environmental Assest Methodology
(BREEAM) created in 1990 by Building Research Eksament (BRE).
According to the BREEAM website currently there amere than 250,000
buildings certified BREEAM (located in more than &@untries around the
world, but mostly in UK3,

— Haute Qualité Environnemental@HQE) created in 1992 by Association
pour la Haute Qualité Environnementale (ASSOHQE).

—  Leadership in Energy & Environmental Desi¢tEED) created in 1998 by
United States Green Building Council (USGBC).

—  Comprehensive Assessment System for Built Envimanragdficiency
(CASBEE) created in 2001 by Japan GreenBuild CoydeiGBC) and Ja-
pan Sustainable Building Consortium (JSBC).

—  Green Sta(GS) created in 2003 by the Green Building Couotihustralia
(GBCA).

2 Since the major update in BREEAM system has chasggnificantly. Public database is available fosjects
certified in 2008 and after.
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— Deutsche Gesellschaft fir Nachhaltiges Ba(ie@NB) created in 2007 by
Deutsche Gesellschaft fir Nachhaltiges Bauen e.V.

To reduce complexity, and discuss internationdtbratand competiveness in
more detail, we will focus on three systems thatobge the most popular in Eu-
rope — DGNB, BREEAM and LEED. Basic comparison le=stw the later three
systems was presented in a table (Table 9.2).

Table 9.2.Basic comparison of DGNB, BREEAM and LEED

Classification

> DGNB BREEAM LEED
criterion
Certification body | Deutsche Gesellschalft Building Research United States Green
fir Nachhaltiges Establishment (BRE) | Building Council
Bauen e.V. (DGNB) (USGBC)
Launch 2007 1990 1998
Country of origin Germany United Kingdom United States
Internationalization| DGNB International BREEAM Interna- LEED Brazil, LEED
DGNB Community, tional, BREEAM Canada, LEED Emir-
Local DGNB System | Europe, BREEAM ates, LEED India,
partner Gulf, BREEAM Neth- | LEED ltaly, LEED
erlands, BREEAM Mexico
Spain
Third party assessdqr DGNB BRE Green Building Certi-
fication Institute
(GBCI)
Auditor Certification per- Certification per- Certification per-

formed by “DGNB formed by “BREEAM | formed by “LEED
auditor” — registered | Assessor” — registereq Accredited Profes-

and independent and independent sional” — registered
and independent
Rating levels Certified (35%) Pass (30 points) Certified (40 points)
Bronze (50%) Good (45 points) Silver (50 points
Silver (65%) Very Good (55 points) Gold (60 points)
Gold (80%) Excellent (70 points) | Platinum (80 points)
Outstanding (85
points)

Source: own based on Ebettal. (2011, p. 92).

The definition of sustainability is complex, thirete is no consensus on cri-
teria used to assess the sustainability in reakeesbntext. In practice, each sys-
tem applies different set of indicators, as wellasghting and scaling logic. As
noted by Wilkinsoret al. (2009, s. 9) when green buildings system are costpa
“there is variation in the standards of each syst&lren sustainability issues are
concerned”.

Elbert et al. (2011) analyzed differences between DGNB, BREEAM a
LEED using 10 categories that describe sustairgbidditionally, within each
major category they identified subcategories. Foangple, a broad category
“Health and Comfort” can be broken down into finelicators: (1) Thermal com-
fort, (2) Indoor air quality, (3) Acoustic comfori4) Visual comfort, (5) Occu-
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pants’ extent of control. The major differences presented in a table (Table
9.3).

Although it should be treated with caution, Tablg Shows the major differ-
ences between three certificates used to assdamsaimdity of built environment.
All certificates puts more or less equivalent weigh: Ecological aspects, Ener-
gy, Health and comfort and Site categories. Needetls, there are subtle differ-
ences between certification systems. LEED certificadoes not include Eco-
nomic, Technical and Functional aspects in evalnatDGNB is the only certifi-
cation system that scores Functional aspects ¢ffteiency and suitability for
conversions). It puts a lot of weight on techniaapects, while both BREEAM
and LEED fall behind. Both BREEAM and DGNB put maephasis on build-
ing management compared to LEED.

Table 9.3.Assessment criteria in DGNB, BREEAM and LEED

Classification criterion DGNB BREEAM LEED
Ecological aspects 4/4 4/4 4/4
Economic aspects 2/2 1/2 0/2
Sociocultural aspects 2/3 1/3 1/3
Energy 6/8 7/8 6/8
Health and comfort 5/5 5/5 4/5
Functional aspects 2/2 0/2 0/2
Technical aspects 4/4 1/4 0/4
Design and innovation 2/3 1/3 1/3
Process/management 4/4 4/4 2/4
Site 7/9 7/9 6/9

Source: Own based on Ebettal. (2011, p. 97).

9.4.INTERNATIONALIZATION AND COMPETITION
BETWEEN CERTIFICATION SYSTEMS

As noted earlier, numerous green building certifirasystems has been created
and developed. Some of them remained local, whhers have spread through-
out the world (Reedt al, 2009). Diffusion of green innovations, or intetional-
ization of the most successful certification systemas fostered by institutional
support of parent organizations (for example USe@rBuilding Council in case
of LEED certification). The nature of the proces$sliffusion of ecological inno-
vations in construction and real estate was distlby M. Gluszak and M. Zieba
(2014), who analyzed the LEED certification dynasmmd spatial distribution in
OECD countries. Despite numerous articles on Ewoigation and international-
ization (see Wach 2013; Wach 2014a; Wach 2014bpbielem in the context of
real estate market is still understudied, both epheally and econometrically.
The same remark applies to the problem of compatibetween certification
tools, used to evaluate the sustainability in kerltironment.
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There is no consensus on the nature of compeptigiion in the economic
literature. According to Gorynia and Jankowska @08. 70) competitive posi-
tion can be understood as a result of competithssuch it is fluid, and can
change over time. Competitive position is alsotreda can be meaningfully ad-
dressed only with respect to other competitorshenrarket. When used to de-
scribe situation of given company, competitive posi may be ranked as sug-
gested by Wach (2014c, p. 110):

— dominating (leader on the market);

strong (major players on the market);

— average (players competing with difficulty);

poor (players with limited potential for effecticempetition).

More elaborate classification of competitive pasiton the market was suggested
by Gogel-Larreche (1989). The graphical represemtadf the classification is
presented in figure 9.2.

product A ,
strengh E
e Barons E o Kings
high i
low o Commoners E e Crusaders
low high geographic

coverage
Figure 9.2.The Gogel-Larreche international competitive matrix
Source: adapted from Wach (2014c, p. 119).

Using a military metaphor, Gogel and Larreche (398®vided a two di-
mensional framework, that helps to understand dmepetitive position of a com-
pany. Two dimension considered are geographic egeeand product strength.
Although both indicators are in general quantigffat least they can be), authors
identify four major groups representing dichotompuositions on two dimensions
described above (Gogel and Larreche 1989):

1. Kings — global companies with attractive productd astrong competitive
position,
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2. Barons — companies with a quality product, opegglidcally

3. Crusaders — companies with large geographical rangeveak product

4. Commoners — companies present on a local markéh, nelatively weak
product

Unfortunately despite substantial theory behind petiveness, competitive
process, and competitive positions (Ma, 2000; Redim@013, Wach 2014a)
empirical research is still needed (Ma, & Liao, @0Wach, 2014b). Meanwhile,
empirical evidence related to real estate markettieer weak.

The same conclusion applies to green building faeation systems. To au-
thor’'s best knowledge, there are not many empisbadlies addressing the prob-
lem of competiveness of green building certificatischemes. Several studies
compared green certification schemes — possiblyegdihg the question of prod-
uct’s strength. Other papers discussed the impliitie of green certifications,
based on hedonic models. Yet another interestimoagh to the competitive
position was presented byebBaet al. (2013), who looked for occupiers’ willing-
ness to pay for having LEED, BREEAM and DGNB offilmgilding as the meas-
ure of certification competitive position. A researbased on a conjoint experi-
ment shows that highest utility for office tenaimd$oland is linked to BREEAM
certificate (highest willingness to pay for havilBREEAM certified office
space). Slightly lower propensity to pay was obsédrior LEED certificate. The
lowest willingness to pay was estimated for DGNRBifieate (Zicbaet al, 2013).
One of possible explanations is connected to teranareness (BREEAM is the
most popular certificate in Poland, yet another snea of its competitive posi-
tion).

On the other hand, several papers focusing ondiiffuof green buildings —
contributing to the body of knowledge about geobieq coverage. Neverthe-
less, green certification competiveness was ingatt not in a rigorous manner.

9.5COMPETITIIVE POSITION OF BREEAM, LEED AND DGNB
CERTIFICATION SYSTEMS IN EUROPE

Empirical part of the chapter focuses on compeggsrof DGNB, BREEAM and
LEED certification systems in Europe. As discussadier, two former certifica-
tions schemes originated in European context (imf@ay and United Kingdom
respectively), whereas the latter was created itedrStates. All three certifica-
tions were internationalized with significant susseTwo interesting questions
arises. What is the competitive position of DGNBREEAM and LEED certifi-
cates within property market in Europe? Are thefieigbnces in adoption process
in individual countries?

We try to answer both questions analyzing geograpbverage of all three
green building certification systems. The explonai@nalysis is based on publicly
available projects registered and certified in eauliti-criteria sustainable as-
sessment methodology. More specifically:
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— data on DGNB projects come froDGNB Pre-certified and Certified Pro-
jects(2015);

— data on BREEAM projects come froBREEAM Certified Assessments
(2015);

— data on LEED projects come frdokEED Projects Directory2015).

In the analysis we focus our attention on projehts received certificates not
later than on 31 December 2014.
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Figure 9.3.Internationalization of DGNB Certificates betwedd02 and 2014 (left axis:
number of certified projects; right axis: % of mofs certified outside Germany)
Source: own based on DGNB Pre-certified and Certified Projects.
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Figure 9.4.Distribution of DGNB Certificates in Europe (numhsrcertified projects)
Source: own based on DGNB Pre-certified and Certified Projects.
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Analysis of DGNB projects database shows steadytpran number of pro-
jects certified within the framework (Figure 9.3).

Data presented on Figure 9.3 show sharp increaskaire of projects certi-
fied outside Germany in 2010. While in 2009 alljpots certified in DGNB sys-
tem were located in Germany, in 2010 approximal&lye of all DGNB certifi-
cated buildings were abroad. The share increas&f1d, to reach its peak in
2012 (approx. 22% of all projects were outside Gey). Surprisingly, the inter-
nalization rate decreased in 2013 (19%) and yehag®014 (16%).

Internationalization of DGNB certification systeminfluenced by economic
connections between Germany and other countriesg&bgraphic distribution of
DGNB certificates was presented on a map (Figute 9.

As it can be seen from the map, there are severaitdes in Europe that
have not adopted DGNB certification (for examplertere, United Kingdom,
Italy). Most projects certified outside Germany evéwcated in Austria (42), and
Luxemburg (9). Other countries with significant ruen of DGNB certified build-
ings were Denmark (8) and Switzerland (6).

BREE AN

IR

Figure 9.5.Distribution of BREEAM Certificates in Europe (nuenof certified projects)
Source: own based on BREEAM Certified Assessments.

Not surprisingly, a spatial distribution of BREEARkrtified buildings is
completely different from its German counterparteo@raphic coverage of
BREEAM certification system was presented on a iikagure 9.5). As it can be
seen from the map, the BREEAM certification systismvidespread and more
recognized within Europe. It is reflected both hymber of certified buildings
and number of countries with at least one greeidingi certified in BREEAM.
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There are not many countries in Europe that haveadopted BREEAM (one
being Switzerland). Most projects certified outsidieited Kingdom were located
in France (736), Netherlands (410), Belgium (2RHland (340), Sweden (168),
Spain (144) and Romania (106). What is interestiigprojects in Germany were
BREEAM certified, despite the presence of domestgessment system.

At the end, we focus our attention on internatiaaion of LEED certifica-
tion in European countries. Contrary to DGNB andEBRM, LEED certifica-
tions origins outside Europe. Consequently, one suspect that geographical
distribution of LEED certified projects would natlfow the same patterns as in
case of two European counterparts. Geographicarage of LEED certification
in Europe was presented on a map (Figure 9.6).

LEED

Figure 9.6.Distribution of LEED Certificates in Europe (numbarcertified projects)
Source: own based on LEED Projects Directory.

As it can be seen from the map (Figure 9.6), thEDEertification system
is present in most European countries (not a singyifeature, as it a truly global
rating tool). As in case of BREEAM, it is reflectédth by number of certified
buildings and number of countries with at least gneen building certified in
LEED. Most LEED certified projects in Europe weoedted in Germany (143),
Sweden (119), Spain (94), Italy (92), Finland (83)ditionally, 61 LEED pro-
jects were located in United Kingdom.

Competitive position of LEED, BREEAM and DGNB sysi® in Europe is
not only represented by the number of projectsifeitin each of these three
systems. One may argue that in a competitive mavket¢re developers and in-
vestors must choose from existing certificationstams, revealed preferences
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reflected in market share (both cumulative andentjrmay serve as an indicator
of competitive position. On the other hand, it dddoe noted that choice of the
certification is sometimes institutional. Germannganies operating abroad may
prefer DGNB, whereas US companies would rather shdadcED. Nevertheless,

competitive position of all three certification waesented on a ternary plot (Fig-
ure 9.7).
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Figure 9.7.Competitive position of DGNB, BREEAM and LEED in f&pean Countries
Source: own based on DGNB Pre-certified and Certified ProjpRREEAM Certified Assessments;
LEED Projects Directory.

As it can be seen from the ternary plot (Figure, BREEAM green certifi-
cation boasts dominant competitive position in Per¢as most of countries are
located close to bottom-left vertex). The countrigh dominant BREEAM posi-
tion include United Kingdom, Lithuania, Turkey, 8émia, France, Belgium,
Netherlands and Poland. DGNB certification is papith Germany and Austria,
where it has a dominant competitive position. LEd3 strong competitive posi-
tion in Greece, ltaly, Switzerland, Malta and FirdaA peculiar case is Denmark,
where popularity of each of three major green tugdcertification systems is
comparable.

9.6.CONCLUSIONS

In the chapter we discussed institutional framewwmekind green building certifi-
cation systems. We provided theoretical argumealsnl internationalization of
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real estate practices, products and services. Emapresearch indicate that com-
petitive position of major certification systemsHurope is not equal. We found
out that BREEM certification is the most populaeifly the King), whereas
LEED and DGNB are less common.
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Summary:

The aim of the chapter is to answer the question about the scope aaguemtes of the process
of Europeanization of the EU energy policy. The phenomenon is causedinby the pressure
from Brussels, but, most of all, by challenges and threais éutside the European system. The
point of reference adopted for this article is the European Uniohi{§¢lf, seen both as a source
and result of the Europeanization process. The chapter begins votreasiew of the body of
work on Europeanization and the impact of European integration on graigjgs of EU Mem-
ber States. It then proceeds to adapting theoretical assumptiabliseed in the existing litera-
ture for the purpose of analysing the Europeanization of the EUyepeligy. Based on the
proposals from M. Smith and R. Ladrech, the author identifiesgedsathat have occurred due to
the process of Europeanization and illustrates them with exampladdition, the main part of
this paper presents various dimensions of the process that arentelevthe energy sector.
Among other matters, it considers the issue of links betweemérgyepolicy and other policies
subjected to Europeanization — primarily, the economic and enwnatahpolicies.

Keywords: Energy policy; European Union; Europeanization
JEL classification; F02, F15, D02, D79

10.1. INTRODUCTORY REMARKS

The European Union may be defined as an integrafionping. Over past dec-
ades, the EU developed several mechanisms anduiiwsis, the purpose of
which is to coordinate and optimise cooperatiomien main actors of the Euro-
pean integration. As from the very beginning thergeny has been the crux of
the integration process, the issue of energy hesyal been on the table. Thus, the
aim of this paper is to analyse conditions, scomk@nsequences of the Europe-
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anization of the energy policy. Moreover, the ckaptims at answering the ques-
tion about the current stage of supranationalipatd said policy in the EU.
Therefore, it will examine the role and impact aftpcular actors in the EU sys-
tem of governance.

The beginnings of cooperation on energy policy acourse be traced back
to the 1950s and the establishment of the Eurofas and Steel Community
(ECSC) and the European Atomic Energy Communityrgdteum). However, the
analysis presented here encompasses only the yastr$ of integration within the
EU. Its time frame begins in 2007, when the Lishoraty (LT) introduced a
separate chapter on energy into the EU primaryftavthe first time. This step
not only turned the EU energy policy into an autonas, supranational phenom-
enon, but also spurred its further, even more dyo&uropeanization. The anal-
ysis ends at 2014, when the Russian-Ukrainian mbnélast fresh doubts on
whether having EU'’s fossil fuels supplied by Rudsisecure. Additionally, in
October that year the European Council adopted amwjtious goals for combat-
ing climate change. Simultaneously, the Europeami@ission was preparing a
new outline of the energy policy — the Europeanrgyné&nion.

Supranational European energy policy analysedignctiiapter has its specif-
ic horizontal character. On the one hand, it catess the agenda of the environ-
mental policy and climate policy. On the other haihé strongly linked to Euro-
pean economy (including industry development, farnsand housing). One
should also remember that today's energy policytivasdistinct dimensions —
external and internal — which vary in dynamics amdphasis on specific goals
and relevant problems. Moreover, it seems thergvamemain issues that frame
and shape the discourse on the energy policy irEtheThe first one is energy
securit)}, frequently understood strictly as security of @lyp The second one is
related to Europe's fight against climate changeréstingly, the internal dimen-
sion is increasingly interrelated with the goalghe environmental policy, while
the external dimension is dominated by the issugipply security.

10.2. LITERATURE REVIEW

The Europeanization as a theoretical concept haa bedely described in the
academic literature (Wach, 2010). One can find ifipexuggestions about where
and how the Europeanization appears, and the mischsauof the process (Borzel
2002; Bulmer & Radaelli 2004; Gawrich, Melnykovs&aSchweickert 2010;
Howell 2004, Ladrech 2010; Major & Pomorska 2008hiS&imelfennig 2007;
Smith 2001; Wach, 2014). Recent years have seemdear of research projects
utilising the Europeanization concept to investgiie dynamics and character of

! The concept of energy security, as used in thégteh, will be defined in terms of a process, tgkiscount of
economic and political determinants for achieving greserving an optimal level of security. Suarelean be
assessed by analysing various indicators, sudheashiare of imported sources in the energy balatakility of
supply, the price of energy, fuel reserves, eneffigiency and consumption, etc. (for more, seedel, 2010,
pp. 24-25).
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the energy policy in Europe. One of the works wantntioning is a book edited
by F. Morata and |. Solorio Sandoval, entitled th#anEnergy Policy. An Envi-
ronmental Approach(2012). Determinants of the European energy pdiave
been extensively described in M. Rewizorski, R. iBlasand W. Ostant's book
'Wybrane aspekty bezpieggtwva energetycznego Unii Europejski@013). An-
other important work is a volume edited by V. Lrdbifield and J. S. Dulffield,
‘Toward a Common European Union Energy Policy: Peoid, Progress and
Prospects(2011). The authors deal with the institutioratiien of the European
energy policy and characterisation of the intenmalrket's development. They
analyse the external dimension of the policy ares@nt national (French, British
and German) perspectives on its Europeanization.

Furthermore, academic journals contain numerouslestthat examine the
energy policy in the context of European integrat{®owley, 2009; Francés,
2011; Padget, 2011; Verhoeff & Niemann, 2011; Gkeviiska-Fyk, 2012;
Nowak, 2014). Their focus is on both internal axtemal EU energy policy.
Researchers have also been interested in the appodaarticular Member States
to the Europeanization of the energy policy. Thbjett is also touched on in
edited volumes covering a broad range of issuegridbki, 2013).

Another portion of materials worth considering cenire the shape of anal-
yses prepared by various think tanks. However, stvoeild be particularly meticu-
lous in a critical assessment of data, sourcescandlusions presented in such
documents (Bolton, 2013) since they are often erk#dr specific interest groups
that wish to influence the discourse on the eneaicy at the European level.

Finally, when examining changes in the Europeamgsnmarket, one needs
to reach for easily accessible source materiatdyding legal acts and statistical
data published by European institutions and puididies of each Member State.
All in all, recent years have seen a substanti@rést in the subject of energy
policy and security. One other noteworthy pointhat, especially in English-
language literature, the issue of energy secudbdérstood as access to natural
resources) is being side-lined by research ondlaion between energy policy
and environment protection, particularly the polarypreventing climate change.

10.3. THEORETICAL AND METHODOLOGICAL FRAMEWORK

The analysis presented in this paper is based @mtsbumption that the energy
policy is just one realm within a heavily interceated EU system of governance.
This system consists of at least three types ahefgs/actors. The first group
contains EU Member States (MS) (represented priynhyi governments them-

selves, but also by other public institutions & tational level). The second type
of actors are EU supranational institutions (esgdcthe European Commission).
The third group is composed of so-called markeygais interested and involved
in energy issues (e.g. corporations and comparfeE)ently, the system has be-
come more and more structured due to EU legislapoogressing institutionali-

sation and increasing awareness of common interdsthe same time, it func-
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tions in a complex and dynamic environment. Thati@hs between the system
and its surroundings are an important source @friatl systemic changes. The
scope, aims and operationalisation of the EU enpaodigy are a result of interac-
tions between the relevant actors within the sys@snwell as relations between
the EU system and its environment. In addition¢eithe whole volume is based
on the mesoeconomic perspective, the analysisuobpeanization of the energy
policy will ‘involve aspects of culture and tradition togethethwolicies, rules
and regulations(Andersson, 2003, pp. 54-56). In light of the adydhighlighting
the systemic approach is even more justified.

To fulfil analytic tasks mentioned in the introdoigt part of the chapter, the
article utilises the concept of Europeanizationtha literature on European stud-
ies, one can find a number of definitions of thenteFor the purpose of this anal-
ysis, | have adopted the conceptualization proviokedC. M. Radaelli and S. J.
Bulmer. According to these authorBuropeanization is a processes of a) con-
struction, b) diffusion and c) institutionalisatiasf formal and informal rules,
procedures, policy paradigms, styles, ‘ways of ddinings’ and shared beliefs
and norms which are first defined and consoliddatethe EU policy process and
then incorporated in the logic of domestic (natibaad subnational) discourse,
political structures and public policiegBulmer & Radaelli, 2004, pp. 3-4). One
reservation that must be made here is that thepeargzation will not be treated
as limited to adaptation and incorporation of formades, but also as transfor-
mation and internalisation of common beliefs anides.

The Europeanization itself — understood both alsesmpmenon and a process
— depends on the internal dynamics of a systemalBgimportant are infor-
mation, pressure and influences external to thestgated system. Once we
acknowledge the Europeanization as a complex phenomwhich canderive
from different stages and forms of the policy pssc@bid, p.3), we need to de-
vote special attention to its different dimensi@m the processes occurring in
other realms of integration (environment, tradansport, competition). Scholars
who theorise about the impact of European integmatin MS' public policies
point out at least four dimensions of EuropeanizatiThe first two, which T.
Borzel terms as processes of downloading and uplgg@002, pp.195-196), are
about the vertical interaction between the MS (artt the national level) and the
EU and its institutions (acting at the supranatideael). When investigating the
European energy policy, one can also name anothmmdion of the Europeani-
zation — specifically, the so-called crossloadingdpeanization that takes place
as a result of horizontal interactions betweenBbeMS (Howell 2004) orother
entities for which the EU sets the sceajor & Pomorska 2005, p. 1). Finally,
some authors distinguish a fourth possible dimensibEuropeanization, which
describes the influence of the EU on its neighbmuareas. F. Schimmelfennig
(2007) calls itEuropeanization beyond Eurdp&his way of spreading the EU'’s
norms, rules, values and ways of doing things lasteeen known as 'neighbour-
hood Europeanization' (Gawrich, Melnykovska & Sclokert 2010). Therefore,
as noted by T. Miynarskias elements of a broader system, policies of statds
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EU institutions are not linear and one-directior(al) they are mutually interre-
lated and undergo various adaptation proces&13, p. 429).

Having in mind the aim of this chapter, it is imggnt to conceptualise an
analytic model for measuring changes based on ihdicators. The existing lit-
erature contains interesting proposals on how tasme the extent, scope and
depth of Europeanization. For instance, MichaeBSmith has conceptualised the
process of domestic adaptation to political cooj@nain Europe. The authors
points our four indicators of adaptation: socidlma of elites, bureaucratic reor-
ganization, constitutional change and, finally, therease in public support for
political cooperation within the EU (2000, p. 61&)somewhat different view on
identifying the areas of change is presented byd&lrech, who, referring to
Smith's concept, proposes to focus the analysiEunbpeanization on domestic
institutional change, the change of domestic potoptent, as well as identity
change involving the elites and, possibly, pubfiin@gn (Ladrech 2010, pp. 195-
204).

Considering the existing methodologies, | havehsligaltered Smith’s and
Ladrech's proposals. Hence, the analysis presémtidn® next part of the chapter
will encompass:

1. Socialisation of elites in the spirit of principle§the common energy poli-
cy:

a. national policy content;

b. the policy-making process at the EU level.

2. Operationalisation of the common energy policy &udeaucratic adapta-
tion:

a. transposition of EU’s legal stipulations into natib legal systems;

b. institutionalisation of cooperation within the Ellthe field of energy;

c. involvement in the operationalisation of EU enepgyjicy goals.

Although both Smith and Ladrech suggest considechranges that occur in
the public opinion, this study will not contain asych attempt. There are several
reasons for that. First of all, since the Europeation of energy policy is still a
relatively new phenomenon, it is too early to fotate a credible assessment of
the impact the integration has on the opinions bgl&U citizens. Secondly, any
such analysis would require extensive qualitatind guantitative research con-
ducted in all 28 MS. Thus, it warrants further, agpe efforts that, if undertaken,
would unquestionably enrich our knowledge aboutethergy policy at the Euro-
pean level.

10.4.ANALYSIS AND DISCUSSION

The evolution and gradual development of the EUgneolicy will be assessed
with the use of the above-described model. Thelfpomt will be the suprana-
tional energy policy that has been created andeshap Member States' response
to increasing interdependence of their economigtgreal factors (including a
progressing dependence on import), as well as @mviental challenges. Europe-
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anization of the energy policy is a process thatuog according to the logic of
functional integration and takes account of thesalibrity principle. Suprana-
tional cooperation occurs, because decision-magiitgs of EU MS are increas-
ingly convinced that it is the only way to cope lwthe above-mentioned prob-
lems. The EU energy policy can be considered asghei statu nascendt its
intergovernmental component is still clearly présétowever, the time period
discussed here has seen the onset of balancineofwo basic dimensions
(downloading and uploading), while previously thed of energy was dominated
by downloading.

The analysis presented here is divided into twgestaFirstly, the author
shall examine why and how the elites undergo sgei@bn in the spirit of the
principles of the common energy policy. Secondhe author considers the op-
erationalisation of common energy policy and buceatic adaptation to EU
standards which involves implementation of the ephgal principles within spe-
cific undertakings.

Socialisation of the Elites in the Spirit of the Pinciples
of the Common Energy policy

One determinant of energy policies adopted by MS iin a high extent of inter-
dependence. It is reflected both in relations betwthe actors of the European
system and relations between the system and itsoanvent. In the case of the
energy policy, subjective interdependence enconegasappliers of natural re-
sources, owners of the transmission infrastructsuppliers of energy, as well as
consumers. Objective interdependence refers tmgtoorrelations between the
energy policy and economic, environmental, climateeven foreign policies.
While the link between energy policy and, for im&t@, climate policy is fairly
obvious, one might also take a careful look at estions between energy, for-
eign and trade policies which stem from increasiagendence of MS on natural
resources imported from outside the EU.

At the national level, energy policies of MS reflec certain collection of
needs, expectations and demands expressed by neles@rs. When creating
their identity (referred to asaison d'éta), national actors that operate at the EU
level (i.e. governmental representations from M&yehto continuously accom-
modate and balance the interests of entities flmmational level. As they shape
the vision and detailed goals of the policy, they aften forced to take account of
the interests pursued by transnational players) aadarge corporations operating
in the European market. One can assume that sghbhekient of interdependence
in a very complex (both subjectively and objectiyetystem must result in an
imperative to cooperate. Indeed, the internal dsiwnof the European energy
policy is dominated by cooperative tendencies.dresiadopted by many MS are
based on premises that include a strong Europeawpaent. As they undergo
Europeanization, these policies often provide fevaedoping a common position
(and, if necessary, reaching a compromise). Swaidtis confirmed by the fact
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that the European Council summits and the montklyd®uncil meetings repeat-
edly follow the same scenario (for more, see: Haiseg, 2005). Governments
unwilling to agree on a compromise are ostracisetlaacused of misunderstand-
ing the sense of the EU decision-making processiv@sely, those ready to
make concessions and keen on reaching an agrearemraised (EuroActiv
2012). This, of course, is a prime example of Egegjization mechanisms — so-
cialisation, learning and adaptation — at work.alRdl experienced such pressure
in 2012, when it vetoed the adoption of conclusinesn the '2050 Roadmap'
document.

Another important feature of the energy policy #sdEuropeanization is the
divergence among EU Member States as to the peefelirection of its develop-
ment. Differences emerge in two key aspects: ttiid¢ toward building a truly
unified EU energy market, and the position on kttismg it. One example of this
is a strictly pro-market strategy adopted by Gidtiain and an exactly opposite
approach espoused by France. As early as the 1B¥ifish government under-
took a broad privatisation of the energy sectorilavim France it still remains
largely under state control (for more, see: Birehfi& Duffield, 2011). A some-
what ambivalent position on building a common egar@rket is represented by
Germany. One the one hand, German authorities aljpiact as advocates of
European integration. On the other hand, howevey have Usually opposed
pro-competition proposals brought forth by the E@e European Commission —
J.D.], protecting their companies against refotni@awlikowska-Fyk, 2012, p.
30). Moreover, they have used their strong positiothe Union to exempt their
important projects from EU regulations — for instanthe OPAL pipeline (which
connects continental pipeline grid with the Nordesn?) has been granted ex-
emption from the Third Party Access principle. Mehile, most countries of
Central and Eastern Europe support the idea oflingila single market for ener-
gy, since they equate energy security with theomotif European solidarity and
securing the supply of energy sources (Gawlikowskia-2012, p. 32).

One should also take note of a significant andmgegly, genuinely objec-
tive problem. As S. Padgett noticetharket liberalisation poses a direct chal-
lenge to long-term contracting, because it enttiks break-up of oligopoly rela-
tions between the producers and suppliers, and ipitshagreements that fore-
close market(Padgett, 2011, p. 1071). Infrastructural prgentthe field of ener-
gy are extremely expensive and time-consuming. &fbeg, creating an environ-
ment of entirely free competition coulig factoparalyse the market by discourag-
ing potential investors from taking high risks witb certainty of future profits.

2 Nord Stream AG, based in Zug, Switzerland, israernational consortium established in 2005 forghepose
of planning, construction and subsequent operatfdwo natural gas pipelines through the Baltic.Séee five
shareholders of the Nord Stream consortium are @s@prom (holds 51% stake of the pipeline projeggr-
man companies Wintershall Holding GmbH (BASF) an®M (15.5%) and, finally, Dutch N. V. Nederlandse
Gasunie and French GDF SUEZ that hold 9% eachdditian, Mr. Gerhard Schroder, former Chancellothaf
Federal Republic of Germany, is the Chairman ofShareholders’ Committee (Nord Stream, 2015).
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Still, although this consideration is important,dtnot decisive, as will be ex-
plained further in this chapter.

Moreover, when one analyses statistical data (ftbenperiod considered
here, 2007-2014) that reflects long-term tendencae notices that the structure
of the so-called energy mix and dependence on invyawmies greatly across the 28
EU MS. Approximately 54 per cent of energy consurogdhe EU-28 is generat-
ed from imported natural resources (European Cosianis2013a, p. 11). Esti-
mates prepared by the Commission for 2030 putsthége at 55 per cent, and by
2050 it is likely to approach 57 per cent (Europ€ommission 2014b, p. 49).
However, upon a closer look at particular MS, theype turns out to be slightly
more complex. There are several countries thatatieely dependent on import
(Lithuania, Cyprus, Malta). For instance, Lithuamianergy mix has changed
dramatically after the nuclear power plant in Igmalwas decommissioned in
2009 — nuclear power has been replaced primarilgds/imported from Russia
and Belarus, which now amounts to 55 per cent efnlix (European Commis-
sion 2014b, pp. 169-171). Other states — namedyy, IPortugal, Spain and Ire-
land — import between 80 and 90 per cent of ensogyces. There is also a group
of countries whose dependence on import is fairyitéd (Poland, Romania,
Czech Republic), although the fact that they mbetrtdemand for energy by
using coal is detrimental to achieving long-ternjectives of the EU climate pol-
icy. Finally, there are MS such as Denmark, whaossrgy production exceeds its
domestic demand by 24 per cent (European Commis¥di3, p. 11). France
needs to be considered separately from all otherdiftee 75 per cent of its pro-
duction is from nuclear power plants. Great Britalso pursues a unique vision
of energy policy, based on its own deposits ohaill gas located in the North Sea
which cover approximately 70 per cent of domesgmednd. The remaining 30
per cent comes in the form of gas imported fromvidgr or (in liquid form) Qa-
tar. Britain's energy mix is highly diversified, thoin terms of types of natural
resources used and countries from which they ahpsed (Bolton, 2013, pp. 6-
7). A similar intentional diversification (which Bao be viewed as a positive
trait) can be observed in the case of Germany, &kosnomy is characterised by
high energy consumption (Auer, 2014). The situatieflected in the data pre-
sented above causes not only divergence in sfaeseptions of their particular
interests and goals, but also varying levels obimement and determination in
developing the common energy policy.

One other aspect is that the energy policy istsatare, strictly connected to
Member States' internal security. Complete comraéiseition of the market and
releasing it from state oversight is therefore kaili. The issue of energy is one
of the most politicised areas of the market andmastioned above, European
countries vary greatly in their perceptions of dasle directions for the develop-
ment of the common policy. In summary, one carestadt the process of defin-
ing national interests (or, strictly speaking, gyesecurity) is complex and results
from a number of factors, key among which are: gaplgical location, access to
natural resources, political and economic relatioetsveen exporters and import-
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ers, attitude toward liberalisation of the energarket, and the available infra-
structure for transferring and storing energy (d&myvak 2014, p. 42).

The above hypothesis seems to find confirmatioanpirical research. One
example is provided by Verhoeff and Niemann (20%4)o analyse how Germa-
ny's national preferences with regard to the enedlicy were being shaped dur-
ing the country's EU Presidency. Their work is jgatarly relevant to the subject
of this chapter, since it clearly illustrates thepact of the European context on a
policy that has been systemically developed andgistently implemented by a
state well-aware of its interests, challenges anifdtions. The authors emphasise
that, for several reasons, the energy policy ipasticular interest to the federal
government. First of all, Germany shapes its irggomal-political identity
through the strength of its economy which is base&nergy-intensive industries
(motorisation, shipbuilding, chemicals). As indeatby the data released by the
European Commission, between 2003 and 2012 as masid0 per cent (with
year-to-year differences no bigger than 2 per cehGermany’s demand for en-
ergy sources was covered by import (European Cosiomis2014a, p. 72). One
consequence that stems from the correlation oketlf@stors is that the German
energy industry has strong links with the countpdditical elites. Another is a
careful attention devoted by the government totiaia with states importing
natural resources. This is why when Germany wagsg@ets a moderator of the
European policy during its EU Presidency in thetfiralf of 2007, entities inter-
ested in the energy policy became particularlyvactiThe prioritised issue was
the strengthening of already close German-Russiapearation in the field of
energy. German companies (E. ON Rurhgas, BASF/\igin&d, Metro, Knauf)
pressed for completing the work on a new framevagieement between the EU
and Russia that would replace the 1994 PartneestdpCooperation Agreement.
Russian authorities hoped for the confirmation agfta's status as the EU's stra-
tegic partner. Finally, Brussels expected thatgtveernment in Berlin would run
its Presidency in an exemplary fashion, puttingittierest of the entire Commu-
nity above its own. At the same time, a group of dMdember States (most of all
Poland, Czech Republic and Lithuania) tried to tBmssels' attention to their
own problems in relations with Moscow. Unable tsalge their disputes with
Russia through bilateral dialogue, Polfrashd Lithuani sought to involve EU
institutions. In 2007, first Poland and then Lithizga blocked negotiations be-
tween the Commission and Russia on the new framleagmreement. In the end,
mediation efforts on the part of Berlin and Brusghlat culminated at the Samar
summit led to a compromise which satisfied the $Potjovernment. Verhoeff and
Niemann's research confirmed thhtéughout its Presidency, other concerns and
influences had entered the German interests foongbrocesq...) The German

% In the case of Poland, the conflict broke out afer embargo that Russia imposed in 2005 in Pdtisd
products (primarily, meat).

*In the case of Lithuania, the controversy aros€005, when Russia interrupted petroleum suppbiethé
Mazeikiai refinery. The decision to do so was matter the majority share in the facility had beemghased
from the Lithuanian government by the Polish petoh concern, PKN ORLEN.
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government thus "reprioritised” its objecti@011, pp. 1288-1289). It should be
noted, however, that in this case the process dhlésation and adaptation en-
compassed not only the elites of Germany, but #isse of the new Member
States. Illustrated with specific events, the pssoaf shaping preferences, formu-
lating interests, defining and redefining idengtief all involved actors in the
realities of intertwined planes of politics and eomy provides an example of
Europeanization in all dimensions mentioned in itteoduction. Crossloading
was plainly visible in Polish-German and Polishhlidnian relations. The so-
called 'neighbourhood Europeanization' occurredPmlish-Russian relations,
especially after Brussels made it clear that duediand's membership in the EU,
trade problems between the two countries are nigt arbilateral issue, but one
between Russia and the entire Union. Downloadingdcbe observed between
Poland and the EU, while uploading between the BJ @ermany. The case
described here proves that the policy-making pagas actually transferred
from the national to the EU level. Based on thiampgle, one can state that the
process at the supranational level begins with Weattons and negotiations, as
the EU MS seek a compromise and try to developnanoon position on a given
issue. It requires consensual attitude and pdlitiék to conceptualise strategic
interests of the entire Union with regard to thehtem at hand. Still, political
will alone is not enough to allow the EU to condaat effective public policy.
This is only possible after an appropriate concalpand legal framework has
been designed and put in place to support the gsoce

This is why the crucial breakthrough in the develept of supranational
energy policy occurred in 2007, when at its wirgemmit in Lisbon, the Europe-
an Council adopted a major treaty that reformedUh@én — the Lisbon Treaty
(LT). The work and negotiations on the documentapegfter France and the
Netherlands rejected the ratification of the sdechlConstitutional Treaty in na-
tional referenda held in 2005. One of few notalifeecences between the two
treaties was that the LT provided for complementimg EU primary law with a
separate part on the common energy policy. Théselations were added to the
Treaty on the Functioning of the European UnionEUl as Title XXI entitled
‘Energy'. As a result, TFEU specifies key objectio the EU energy policy by
stating it is meant to(d) ensure the functioning of the energy markek;efiisure
the security of energy supply in the Union; (c) rpote energy efficiency and
energy saving and the development of new and reslevi@ams of energy and (d)
promote the interconnection of energy netwo(R$-EU 2007, Art. 194). Said
goals are to be pursued in the context of the ksitabent and functioning of the
internal market, while having in mind the need tesgrve and improve the condi-
tion of the natural environment. Moreover, the Tyaanderlines that these aims
should be fulfilledih a spirit of solidarity between Member Statébid.). The
initiative to specifically express the principle slidarity in the document came
from the Polish government and was supported bgrattembers of the Visegrad
Group. At first, the idea met with a rather colécton from the 'old" EU coun-
tries (primarily France, Germany and Great Britailfimately, however, Poland
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convinced its Western European partners to actggiroposal by offsetting its
insistence on the issue with willingness to reacbrapromise on other debatable
matters (for instance the institutional reform feé Union).

Stipulations referring to energy can also be foumnother parts of the TFEU.
Title VIII (Economic and monetary policy), Chapter Art. 122 states that '(...)
the Council, on a proposal from the Commission, ohegide(...) upon measures
appropriate to the economic situation, in partiaulbisevere difficulties arise in
the supply of certain products, notably in the acdaenergy (TFEU 2007, Art.
122). Title XVI (‘Trans-European networks") contaiorovisions that oblige the
Union to tontribute to the establishment and developmentrasfs-European
networks in the areas of transport, telecommunicetiand energy infrastruc-
tures (TFEU, Art. 170). This, of course, confirms thlae energy policy is hori-
zontal in character, and its implementation fore&s bodies to take account of
objectives and strategies adopted for other compatinies.

Incorporating stipulations on the energy policyoifU primary law is an
important reference point in the process of thdécpsl Europeanization. From
that point on, all legal acts adopted at lower leveeed to be interpreted in the
spirit of the Treaty. Nonetheless, one should rebmnthat as the 2007 reform
distinguished the energy policy as a separateyeiitiinstantly placed it in the
area of competences shared between the suprarnaimhanational institutions.
This means that the scope and extent of the psliEytopeanization is limited by
the competences left to the MS.

To fully understand why the energy policy was inldd in the LT, one
needs to consider a number of events that occimrgdernational politics in the
period directly before the adoption of the Treaty ahroughout the 2-year long
process of its ratification. Firstly, the 2004 a2@07 enlargements changed the
EU's geopolitical and geoeconomic position. Fori@eviet bloc countries that
acceded to the Union had high-emission economidsoatdated, inefficient en-
ergy infrastructure® At the same time, the 'old' EU countries begaenphasise
the negative environmental impact of energy pdicdenducted by the new MS.
This trend meant that Central and Eastern Europtdas would have to adapt to
the changing realities, not only by modernisingirtiygids, but also by making
far-reaching changes to the composition of the@rgy mixes and replacing tradi-
tional fossil fuels (such as coal) with low-emissigas or renewable sources. All
these energy-related goals were subjects of saaidlpolitical discourse across
Europe, also in the context of ratification of $w®called Kyoto Protocol formu-
lated in 1997. Already in the 1990s, the EU andM& declared readiness to be-
come the world leader in preventing and combatilimgate change (for more,
see: Wolska, 2010). Ultimately, guidelines for dd golicy on this matter were

5 The case of the Ingalina nuclear power plant -afrtee conditions for Lithuania's accession toEkwas the
decommissioning of the facility which at that tippeduced approximately 90 per cent of electriciiypsumed
by this country.
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specified in the climate and energy pacKaghich introduced the '20-20-20' tar-
gets as key objectives to be achieved until 2070e package, prepared by the
Commission in the form of specific legal acts (direes and decisioﬁ}s was
adopted at the EU level in 2009.

Secondly, as was already mentioned, demand foggrssurces was steadi-
ly rising in most EU MS. Thus, security of supplyried into a vital condition of
economic development, particularly given the faett tboth old and new MS were
becoming increasingly dependent on import. Majqupdiers of energy sources
included Norway, Russia, Libya, Algeria, Columbiadathe Middle East coun-
tries (primarily Saudi Arabia and Qatar) (Europ&ommission 2014a, p. 69). Of
all these states, only Norway is considered a stdbimocracy with a free market
economy, with additional benefit of being strongiyegrated with the rest of the
EU through the European Economic Area. All othejamaxporters presented a
historically justified risk (vide 1973 and 1979 aitises) that natural resources,
instead of being a market commaodity, might be tdril¢o an instrument of polit-
ical pressure. One of the most important tools pesl at the EU level to tackle
the supply security issue was a strategy of bugldirfiully integrated and compet-
itive internal markét(Padgett 2011, pp. 1065-1066) proposed by thegaan
Commission. It is worth remembering that supramatiisation of the energy

® DIRECTIVE 2010/31/ of the European Parliament afithe Council of 19 May 2010 on the energy perfor-
mance of buildings; DIRECTIVE 2005/32/EC of the &pean Parliament and of the Council of 6 July 2005
establishing a framework for the setting of ecogiesiequirements for energy-using products and amgnd
Council Directive 92/42/EEC and Directives 96/57/B@d 2000/55/EC of the European Parliament anthef t
Council; DIRECTIVE 2006/32/EC of the European Rarlent and of the Council of 5 April 2006 on energy
end-use efficiency and energy services and rege@louncil Directive 93/76/EEC; DIRECTIVE 2009/28/BE€

the European Parliament and of the Council of 2812009 on the promotion of the use of energy fr@mew-
able sources and amending and subsequently regdaiiactives 2001/77/EC and 2003/30/EC; DIRECTIVE
2009/29/EC of the European Parliament and of then€ibof 23 April 2009 amending Directive 2003/8WEo0

as to improve and extend the greenhouse gas emisdimvance trading scheme of the Community; DI-
RECTIVE 2010/30/EU of the European Parliament ahthe Council of 19 May 2010 on the indication by
labelling and standard product information of tlkesumption of energy and other resources by eneigyed
products, The Directive on Minimum Stocks of OildalRetroleum products (2009/119/EC), Official Jouwfa
the European Union L 265/9; European Parliamerislgtye resolution of 18 June 2008 on the propésah
regulation of the European Parliament and of than€ib amending Regulation (EC) No 1228/2003 on ¢ond
tions for access to the network for cross-bordeharges in electricity (COM(2007)0531 — C6-0320/2607
2007/0198(COD)); THE REGULATION of the European IRanent and of the Council (EC) No 715/2009 of
13 July 2009 on conditions for access to the nagas transmission networks and repealing Regulg&) No
1775/2005;THE REGULATION of the European Parliament and af @ouncil, concerning measures to safe-
guard security of gas supply and repealing CouBdibective 2004/67/EC Text with EEA relevance, No
994/2010; 20.10.2010, Official Journal L 295, 122010 P. 0001 — 0022;

" A 20% reduction in EU greenhouse gas emissioma 890 levels; Raising the share of EU energy cmpsu
tion produced from renewable resources to 20% 3% @dprovement in the EU's energy efficiency.

8 DECISION No 406/2009/EC of the European Parliansamat of the Council of 23 April 2009 on the effoft o
Member States to reduce their greenhouse gas emssh meet the Community’s greenhouse gas emission
reduction commitments up to 202DIRECTIVE 2009/28/EC of the European Parliament ahthe Council of

23 April 2009 on the promotion of the use of enefigyn renewable sources and amending and subséguent
repealing Directives 2001/77/EC and 2003/30/EC; BIRIVE 2009/29/EC of the European Parliament and of
the Council of 23 April 2009 amending Directive 3087/EC so as to improve and extend the greenhgase
emission allowance trading scheme of the CommuiRECTIVE 2009/31/EC of the European Parliament
and of the Council of 23 April 2009 on the geol@gistorage of carbon dioxide and amending Counicéddve
85/337/EEC, European Parliament and Council Divesti2000/60/EC, 2001/80/EC, 2004/35/EC, 2006/12/EC,
2008/1/EC and Regulation (EC) No 1013/2006.
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policy through the establishment of a common, cditipe market, as supported
by Brussels and some MS, does not automaticalhslate into full commerciali-
sation and liberalisation of the seclor.

Communitisation of the internal energy market letalgeflection on the
functioning of the single European market overBliee movement of people,
services, goods and capital declared in the EU grgintaw is certainly one vital
prerequisite for its existence. However, withouk#ficient, communitised energy
market, conditions of competition on the single dagan market are blatantly
uneven. The health and competitiveness of natiec@ahomies, as they function
in an almost completely open environment, is affédiy differences in prices of
imported energy sources, significant disproportimnenergy efficiency, or vary-
ing availability of opportunities for utilising remwable sources (Sun, wind, wa-
ter). This is why communitisation should be vievasdthe next crucial step in the
evolution of the common market.

An important milestone in the creation of interalropean energy market
came in 2009 with the adoption of the Third EnnggckagéO which included
two directives and three regulations. The direstigencerned the shape of the
common market for gas and electricity. Two of theeé regulations referred to
transmission of natural resources, while the tbimg established the Agency for
the Cooperation of Energy Regulators. These legtal @e focused on providing
European consumers with undisturbed supply of gnatdair market prices and
in accordance with appropriate ecological standartdle Package introduced one
instrument particularly important for specifyingetmechanics of the energy mar-
ket — the so-called Third Party Access (TPA) plpi)l‘tr}i1 designed to spur compe-
tition.

The climate and energy package or the Third En®agkage are only two
of a steadily growing number of legal acts thatiingonalise and determine de-
tails of the EU energy policy. If one considersdiig legal acts (decisions, deci-
sions without address, regulations, directiveqyltg®ns), in the time period con-

9 Considering strong links between the energy paliogt energy security, a complete liberalisatiothif sector
could lead to public institutions (including, mastall, governments) losing some or all control othe shape of
internal and external security policies. Furtherepanany energy companies are privately owned, putmititu-
tions would become somewhat dependent on privatsaovhose interests are not always convergerit wit
those of the rest of citizenry. However, if statesiain dominant owners of energy sector entittesiay lead to
politicisation of this area and, possibly, decregghe sector's economic efficiency.

° The Third Energy Package comprises: DIRECTIVE 20R&EC of the European Parliament and of the Coun-
cil of 13 July 2009 concerning common rules for ititernal market in electricity and repealing 2EBEC, OJ

L 211, 14.08.2009, p. 55; DIRECTIVE 2009/73/EC loé¢ tEuropean Parliament and of the Council of 18 Jul
2009 concerning common rules for the internal mairkeatural gas and repealing Directive 2003/55/6Q L
211, 14.08.20009, p. 94; REGULATION (EC) No 714/2@33he European Parliament and of the Council3f 1
July 2009 on conditions for access to the networlkcfossborder exchanges in electricity and repgdRegula-
tion (EC) No 1228/2003, OJ L 211, 14.08.2009, p. REGULATION (EC) No 715/2009 of the European
Parliament and of the Council of 13 July 2009 onditions for access to the natural gas transmisséworks
and repealing Regulation (EC) No 1775/2005, OJ 1, 24.08.2009, p. 36; REGULATION (EC) No 713/2009
of the European Parliament and of the Council oflay 2009 establishing an Agency for the Coopenatif
Energy Regulators, OJ L 211, 14.08.2009, p. 1.

" The TPA principle means that the operators ofsirission networks must allow any electricity or gappli-

er non-discriminatory access to the transmissidwaor.
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cerned here the legislative activity of the EU waaderate (compared to other
policies).

Between 2007 and 2014, the Union adopted 126 saghative documents
(EUR-LEX 2015). While the total number of secondagislation acts that fall
under the competence of DG ENER and are currentlfoice is estimated at
around 230, most of them are dedicated to issuesuciear energy (European
Union 2014). In October 2014, the European Couaddpted new objectives of
the climate policy (for more, see: Dudek 2014; paan Council 2014), while in
March 2015 the Commission presented the proposah&Energy Union (Euro-
pean Commission 2015c). Having in mind these neveldpments, it is very
likely that another batch of regulations will bevdped in the near future.

Finally, an important factor affecting the Europelaipate on the energy pol-
icy came in the shape aiternational political situation. The work on further
communitisation of cooperation in the area of epesgrurity has been intensified
in times of conflicts and crises affecting courgrthat export energy sources or
operate transition routes. Of particular importawese disputes between Ukraine
and Russia in 2006 and 2009. Brussels respondindse situations by preparing
a broad range of initiatives aimed at diversifyihg supply sources. It was in
these circumstances that the idea for the Nabuipeime (discussed later in this
chapter) was born.

Operationalisation of the Common Energy Policy
and Bureaucratic Adaptation

The above-described conceptual framework for the@ean energy policy con-
stitutes one aspect of the problem. The other smeaifting the concept into prac-
tice through the implementation of legal regulasiostrategies, plans and pro-
jects. During such activities one can observehalliasic mechanism of Europe-
anization: adaptation to EU standards, socialisatiothe context of supranation-
ally defined values and norms, learning to optintis® implementation of supra-
national undertakings.

Adaptation of national management systems to stdeddeveloped at the
European level occurs through transposition of BW into a given country's
legal order. In general, EU regulations specify tigectives and results that
Member States are obliged to achieve. Nationalaaitibs can choose the exact
forms and methods for doing so. Each directive @iosta deadline by which all
MS have to adopt national transposition measurasahow them to include its
stipulations into national law. Data on the couasel effects of transposing all
relevant regulations adopted within the time scopthis study is far too exten-
sive to be presented in detail here. Thereforeptbgress of Europeanization will
be illustrated on selected examples. In the casthefThird Energy Package,
Member States had 18 months (unffl 8 March, 2011) to transpose the two
Directives into national law. However, many MS éailto meet the deadline,
prompting the European Commission to refer suckscékb of them, in all) to the
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European Court of Justice (ECJ). Several coun{fRedand, Slovenia, Finland,
Bulgaria, Estonia, UK and Romania) faced disciplnprocedures for failing to
transpose both the Gas and the Electricity Direstiwhile Ireland's case was
referred only in regard to the Electricity Direaivn 12 of these cases, MS react-
ed by taking necessary steps to put the legislatigrace and thus managed to
avoid consequences (European Commission 2014dje Sive adoption of the
Lisbon Treaty, the Commission may ask the ECJ fmose financial sanctions if
a Member State fails to transpose Directives beftoeespecified deadline.

A similar situation developed in the case of then@te and Energy Package
which had to be transposed until 6f December, 2010. Poland was once again
among countries that did not meet the deadlinea Assult, it was handed a For-
mal Letter of Notice in January 2011 and, subsetijpea Reasoned Opinion in
March 2012. In March 2013, the Commission refetrexicase to the ECJ, point-
ing to a incomplete transposition of the Directoue the promotion of the use of
energy from renewable sources (European CommisXddhd). As indicated by
statistical data, despite a threat of sanctionsiftbe ECJ, delays in transposing
EU legal acts are a common occurrence (for more, Baropean Commission
2015e).

From the political perspective, such tardinessuisegncomprehensible, par-
ticularly on the part of states that otherwise supfhe supranationalisation of the
energy policy (such as Poland or Lithuania). Howgitecan be explained by
certain shortcomings in other areas — for instabgeow efficiency of national
bureaucracies or flawed management systems (ateaegard to mechanisms for
balancing the interests of various groups). It almo result from incoherence or
incompleteness of systemic (lack of legal instruteenin Poland, the work on
the act on renewable energy sources took seveaas {te complete) and infra-
structural (poor infrastructure and outdated tetdgno increases the cost of im-
plementing of EU regulations) solutions.

Another equally important factor is the procesénefitutionalising coopera-
tion on the establishment and implementation ofciamon energy policy. It is
a phenomenon that typically accompanies functiamtalyration. The meaning of
the term is not limited to creating new commonitafibns (although this aspect
is also relevant). Instead, institutionalisatiordefined in the context of Europe-
anization — it is the process of creating formal arformal rules, procedures and
norms which are first established and consolidatetie EU policy process, and
then incorporated into the logic of domestic (hational and sub-national) dis-
course, political structures and public policies.

The task of supranationalising European cooperasi@ssigned primarily to
the European Commission. Its role is to develomitist strategies and plans
within the framework of a compromise reached byisien-makers from the MS.
In the time period considered here, the EC actest wioall through the Commis-
sioner for Energy and the Directorate-General fioerfgy (DG ENER) which is in
operation since 2010. Europeanization of the enedalicy is somewhat slowed
down due to Commission's limited mandate for crgaand implementing said
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policy. The EC may offset this weakness by utilisits competences in other
areas, e.g. competition and trade policies. Suathamésm was illustrated by the
Commission's intervention in Polish-Russian negiotig of a new long-term gas
supply contract. In 2010, the Union demanded tlwdh Iparties respect liberal
principles with regard to the so-called 'unbundliofyproduction from transmis-
sion and distribution. The Commission may also fiectvely involved in the
functioning of the energy sector (understood as @f economy rather than a
field of policy) by using pro-competition and profsumer instruments at its
disposal (Miynarski 2013, pp. 438-439).

Another example of the energy policy's institutiisetion at the European
level is the creation of the Agency for the Coofieraof Energy Regulators
(ACER), based on the stipulations of the Third l@gxel?ackagé‘.2 The body, with
its headquarters in Ljubljana (Slovenia), commenweedk in 2011, but the insti-
tutional consolidation in this field had begun muedrlier. 2000 saw the estab-
lishment of the Council of European Energy Regmka(@EER)ls. The Council
quickly became a partner in consultations condudtgdhe EC. In 2003, the
Commission set up the Energy Regulators Group ftacticity and Gas
(ERGEG) as its own advisory body (EGREG's membearevihe heads of na-
tional energy regulatory authorities in the 28 E$MThe Group was dissolved
after the ACER had become fully operational. ACER&IN responsibilities in-
clude facilitating the integration of gas and dlely markets — a task fulfilled
through coordinating and complementing at the Elkllehe work of national
energy regulators. According to the intentionstefcreators, ACERplays a cen-
tral role in the development of EU-wide network andrket rules with a view to
enhance competitiofACER 2015). It coordinates regional and croggeneal
initiatives which promote market integration. Anetttask assigned to ACER is
the monitoring of work done by European networksrafismission system opera-
tors (ENTSOs) — most notably, their EU-wide netwddgvelopment plans. Since
the Agency has only operated for a relatively spertod of time, comprehensive
and conclusive evaluation of its work is practigathpossible. On the one hand,
one can plausibly claim that establishing a bodyeit providing it with compe-
tences to make decisions that would be bindingv&tional energy regulators has
not contributed to the Europeanization processth@nother hand, the work of a
supranational institution, entitled to issue opiri@nd recommendations to actors
at both EU and national level, certainly facilimtihe coordination of national
energy policies. Having in mind the ongoing diseusson further development
of the Agency, it can be argued that the coopearabietween the ACER and the
CEER should be strengthened, particularly with réga promoting efficient and
transparent regulations, be it at the Europearatomal level. Moreover, ACER

2 REGULATION (EC) No 713/2009.

3 The Council of European Energy Regulators (CEERj@ished in 2000 for the cooperation of the ireep
ent energy regulators of Europe (e.g. Poland ieesgmted by Ued Regulacji Energetyki / The Energy Regula-
tory Office of Poland (URE / ERO).
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should extend its monitoring function to encompasggonal cooperation between
transmission system operators (TSOs).

Broadly understood institutionalisation of the ayyepolicy is also expressed
through the development and implementation of pisjeand programmes that
channel further cooperation. For this purpose, Hueopean Commission has
drawn up a list of 'projects of common interesthich are eligible for support
from the Connecting Europe Facility (CEF) programir@unched for the 2014-
2020 financial perspective with a total budget 264 billion, the initiative is a
follow-up to the Trans-European Networks (TEN) &gy implemented through-
out the 2007-2013 period. CEF provides funding goojects in three sectors:
energy, transport and digital services infrastriet$o far, most of the supported
projects have involved electricity and gas transiois lines, but the list of activi-
ties eligible for funding features electricity sige projects, underground gas
storage projects, LNG terminals and smart gridqmts).

Another EU initiative worth mentioning is the Pragrme for European
Critical Infrastructure in the fields of energyamisport and finances. The Pro-
gramme focuses on four main areas: 1) creation foaedure to identify and
assess Europe's critical infrastructure and leasw o better protect it; 2)
measures to aid the protection, including expesugs at the EU level and the
creation of the Critical Infrastructure Warningdmniation Network (CIWIN — an
Internet-based communication system for exchangifigrmation, studies and
best practices); 3) funding for over 100 criticafirastructure protection projects;
4) international cooperation with the EEA and therdpean Free Trade Area
(EFTA) countries, as well as expert meetings betwbe EU, USA and Canada
(European Commission, 2015a).

Finally, 'secure, clean and efficient energy' citutgts one of the priorities
for the EU research and development policy. Inriounatin energy efficiency and
an ever broader use of renewable energy sourcemmarag the objectives of the
Horizon 2020 Programme for the years 2014-2020.

Since several Member States possess substantiadittepf coal, the supply
of this resource on the European market is comdlgthigh. As a consequence,
representatives of the mining industry and govemmef countries exporting
coal call for supporting activities that promote thise of low-emission technolo-
gies of burning coal (powder combustion, coal waghigasification, CCS) or
contribute to the development of other new cleaai-technologies.

All in all, activities aimed at increasing energfficiency and improving
pro-ecological standards, initiated or inspiredpbliticians at the EU level, can in
mid- and long-term perspective lead to technoldgibanges, particularly in en-
ergy-intensive, high-emission sectors of indus®Rewizorski, Osicki & Ostant
2013, pp. 148-149). Such evolution will constitateangible result of the Europe-
anization process. The fact of achieving desirett@ues by operationalising
common priorities and objectives will also provattifturopeanization does in-
deed have certain functional merit.



210 Joanna Dyduch

With the above considerations in mind, let us exanthe issue of opera-
tionalising EU energy policy goals. Strengthening €nergy security of individu-
al Member States and the entire Union requiresugdaovercoming of obstacles
that hinder the approximation of national energligoes. This is particularly im-
portant, since security of the European system $ma qua norcondition for
developing and maintaining stability of the commaorarket. The market's
strength and competitiveness compared to otheromsi@s around the world is
strictly related to the Union's (and its MS') imational position. While the pro-
cesses described in earlier parts of this chapgeuaquestionably crucial to the
creation of a functional EU energy policy, a tralystemic approach calls also for
importance should be attributed to the constructiod development of transmis-
sion networks that connect countries exporting gneources with their recipi-
ents in the EU (without forgetting about diversation).

Several crises in the relations between the EURuskia (2005/2006 after
the 'Orange Revolution', 2008 after the Russianr@an war) showed that de-
pendence on a single supply source (in the caSewfral and Southern European
countries — Russia) is an acute problem that requan urgent reaction. An
emerging gas cartel, with Gazprom at its core anwbfgean energy companies
around it, came under increasing criticism from$els and some of the Member
States. The reaction of EU elites was particulantgng in 2009, after the Russian
concern suspended supplies heading to and throlghirid. The then-President
of the European Commission, J. M. Barroso, statdaligdy: 'Gas coming from
Russia is not secure. Gas coming through Ukraimetssecure. This is an objec-
tive fact (Runner 2009). While previously the Union focusedconcepts such as
legal packages described above, the 2009 situggiomed it to seriously consider
pan-European investments in energy infrastructure.

One of UE-supported flagship initiatives was thebideco gas pipeline. It
was designed to connect the Union with gas-rickestaround the Caspian Sea
(Azerbaijan, Turkmenistan, Kazakhstan and Georgia &ansit route) and, in a
longer perspective, with the Middle East. For thedpean end of the pipeline,
engineers chose Baumgarten — an Austrian city thigthHargest gas storage facili-
ty on the continent. The proposed route covered&id, Romania and Hungary.
Other Central European countries (inter alia: Stiajawere also interested in
receiving gas through Nabucco (Rowley, 2009). Tloekwon the project, which
began in 2002, progressed at a very leisurely géicst binding declarations on
the part of potential suppliers were not made l@09. In 2012, the Commis-
sion included the pipeline into the Trans-Europé&arergy Network (TEN-E)
strategic programme. However, the next year, opesatf Azerbaijan's biggest
natural gas field (Shah Deniz), from which Nabueas supposed to be supplied,
decided that although their gas would indeed bd smlEurope, it would flow
through the Trans Adriatic Pipeline. Such 'changleeart' happened partly due to
competitive pressure from Russia, as Moscow tieecbnvince other countries of
Central Asia to participate in its plans for builgithe Trans Caspian and South
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Stream pipelines. Not without importance was algather ambivalent position
taken by European actors (primarily, several govenmts and energy sector com-
panies) who, when faced with competing alternatisgésNabucco and South
Stream, leaned toward strengthening their ties @#laprom. All this meant that
the ambitious goal of diversifying supply sourcesuld not be achieved. Nor
would the problem be solved by the proposed Traisafic Pipeline (TAP) — the
project developed jointly by the Norwegian Stataild Swiss energy supplier
EGL Group (also included in TEN-E) was also desigme deliver gas from
Azerbaijan to Europe, but its destination countviese completely different from
those in the Nabucco proposal. Instead of reacBiegtral Europe, it would go
through Greece and Albania, cross the Adriatic &&@ end its run in Italy. If,
instead of going to Austria (which has ample stertagilities), gas was delivered
to Italy, it could not be easily distributed do @ah European states. Hence, in
terms of security of supply, the TAP could not balistically treated as a viable
alternative to Nabucco. Abandoning the latter mbja favour of the former
would represent a certain dysfunction of Europestion.

When speaking of failures of the energy policy Paanization, one should
mention the Nord Stream and South Stream pipeﬁ‘th.th are huge infrastruc-
tural projects led by Gazprom — a company contiollg the Russian govern-
ment. Both involve major players from the Europesergy market. Moreover,
many of these companies have personal links to rgovents of EU Member
States. Nord Stream was designed to directly cdriRessia with Germany and
circumvent the transit countries, while its Southeounterpart aimed at connect-
ing Russia with Italy. Both projects clearly couwlict the diversification objec-
tive. Furthermore, they threaten energy securitgtafes such as Slovakia or Ro-
mania (particularly the former) by depriving therhtbe transit country status,
while still keeping them dependent on gas impofttech Russia through Ukraine.

The above-mentioned events and processes point to:

- lack of resolve and determination on the part ofopean decision-makers
(both at the national and supranational level) withard to pursuing strate-
gic, long-term projects that are needed to ensneegy security for the en-
tire Union;

- inefficient efforts at diversifying supply sourcasd decreasing Central and
Eastern European states' dependence on Russian gas;

4 The South Stream Offshore Pipeline through thelBBea is an infrastructure Project aimed at caimgc
Central and South-Eastern Europe with Russia applisr. The project was announced in June 2002008,
Gazprom and ENI (international gas/petrochemicgbe@ation with 30 per cent of its shares held by Italian
government) set up the South Stream AG joint companSwitzerland. Several other companies joines th
project, and permissions for the construction ef pipeline were granted by Bulgaria, Serbia, GreswkHun-
gary. Other businesses were established for thgoparof managing, transporting and storing gasvaya with
the consent and involvement of governments and aaiep from the energy sector. In 2009, Russia amkey
reached an agreement on the route of the pipdiireaigh Turkish territorial waters. The same yedoyé&nia
joined the project, followed in 2010 by Croatia. December 2014, Russian authorities announced wieeg
withdrawing from the initiative. Thus, a very adead project was effectively frozen.
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- Russia's effective use of the so-called energy stiuesd strategy toward
countries of Central, Eastern and Southern Europe;

- relatively low level of solidarity between the MeerbStates (despite decla-
rations contained in the LT); this may indicatetttiee common identity (as
measured by the extent of communitisation of irsisr@and goals) in the en-
ergy policy is a prospect for the future rathemntbaday's reality

An issue complementary to the development of trassion networks be-
tween the EU and the exporting countries is thatme of a common, internal
EU market. It calls for systematic improvement ofrastructure that links the
existing transmission routes between Member StéEsopean Commission
2014c, p. 9). This, in turn, requires the use tériconnectors (facilities that ena-
ble linking energy or gas transmission networks) arstallations allowing re-
verse flowof a given resource through the same network.

As for the existing connections, Western Europe thas'North Sea Inter-
connector' which links the UK with continental Epeo(Belgium) and the 'East-
West Interconnector' between the UK and Irelandpissent, the step most im-
portant to the security of the emerging integrdebtlgas and energy market is the
implementation of the so-called 'projects of comnioterest’. In Central and
Eastern Europe these projects include the Polapdb&ia Interconnector, Po-
land-Lithuania Interconnector, Poland-Czech Repulsliierconnector, as well as
enhancement of the Estonia-Latvia Interconnectadir&tional Austrian-Czech
Interconnector and the Slovakia-Hungary IntercotorecAs for the electricity
market, facilities under construction include ictarnections between Poland and
Lithuania, as well as between Hungary and Slovedidy few of the projects to
be completed by 2016 are located in Southern otéiMe&urope: Portugal-Spain
electricity interconnection and the 3rd gas intarmction between these two
countries (European Commission 2015b). Howeveis itecognised thatnter-
connection of natural gas networks between Spaith Brance would reduce
Spain's vulnerability to interruptions to North A&fan supplies(Francés 2011, p.
41). Without a well-developed, interconnected neksmf energy infrastructure,
the execution of the 'solidarity clause' introdubgdhe Lisbon Treaty will not be
fully possible. One should also remember that tbiedf projects approved for
realisation by 2017 (and, in some cases, by 2@20hly a drop in the ocean of all
undertakings that should be completed if the comermegrgy market is to be se-
cure.

In the context of implementing and operationalisiing objectives of the Eu-
ropean energy policy, increasing importance ishatted to the possibility of stor-
ing natural resources, particularly petroleum aag. §he EU Member States are
obliged to collect and maintain certain minimalerwe<° in order to limit the risk
resulting from potential interruptions in supplp. déase of gas, this requires con-

15 Directive 2009/119/EC of 14 September 2009 impmsin obligation on Member States to maintain mimmu
stocks of crude oil and/or petroleum products; Ragn (EU) No 994/2010 of the European Parlianaamd of
the Council of 20 October 2010 concerning meastresfeguard security of gas supply and repealiognCil
Directive 2004/67/EC.
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structing or enlarging storage facilities. Among ElU countries, Germany pos-
sesses the largest storage capacity — 19.87 Himtotal. However, in states most
dependent on import (e.g. Bulgaria, Slovakia or ¢garg), the situation is far
from satisfactory. Austria, with 4.4 bin’mof available space (Malinowski, 2014)
seems relatively secure. Poland has seven stoaagitids with a combined ca-
pacity of 2,5 bin iy but analyses indicate this infrastructure is ffisient and
should be enhanced (Ministerstwo Skarbud®aa, 2015). Member States have
hitherto made such investments with a substangigd from EU funds, including
the European Regional Development Fund. Partia dathered for the purpose
of this study suggest that the energy sector (aleitly the transport sector, par-
ticularly with regard to infrastructure) will reqeithe application of the Cohesion
Policy mechanisms.

Finally, owing to the adaptation pressure from Bals, Member States will
be increasingly interested in developing the secoforenewable energy sources
(RES). UE decision-makers need to keep in mind Ehabpean countries vary
greatly in terms of conditions for developing peutar types of RES technolo-
gies. Furthermore, energy and cost efficienciethe$e solutions, and even their
environmental impact, are still being disputed.

The fact that the EU energy policy has progressedh fdeliberations and
concepts to regulations and operationalisationadggthat its Europeanization is
not merely in initial stages — in fact, it seemsofairly advanced. This, howev-
er, does not mean that it is irreversible and tmatnter-Europeanization is not
possible (for more, see:nakzak, 2010, pp. 93-105). As proven by some examples
(such as the above-mentioned Nabucco project)idudavelopment of the policy
is by no means certain.

10.5.CONCLUSIONS

Europeanization of the energy policy within the Ela process of consolidation.
It occurs not through simple adding of nationaérests and needs, but through a
tedious work on reaching a compromise, which & fionceptualised in the form
of political visions, and then translated into libghinding decisions and strategic
initiatives. It is therefore a multi-stage, proaggsphenomenon. One should also
remember that it is conditional — this means thaggpessing to the next phase
(from political conceptualisation to implementati@i specific infrastructural
projects) is only possible, if the previous oneeshavith a tangible, measurable
positive result (e.g. effective transposition of E into national systems or
prompt execution of infrastructural projects).

At this point in time, the EU energy policy (in itsternal and external di-
mension) is not a completed undertaking — be ferms of legal solutions or op-
erationalisation. There is no fully integrated gyemarket. Supranational EU
institutions (primarily, the EC) are not equippeihastrong, stable instruments
for programming and implementing a solid, systettjcarganised energy policy.
The external energy policy is even further frommigeéntirely Europeanized. This
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dimension is still largely the domain of the MemB¢ates that conduct independ-
ent activities. With regard to the internal dimemsilinked strongly to the objec-
tives of the environmental policy, one can argus this managed increasingly
through the community method. The extent of supgranalisation is clearly
broadening, as EU institutions truly gain ever mooenpetences. Meanwhile, the
external dimension is dominated by the issue oplupecurity and remains un-
der the control of individual Member States, witte tintergovernmental method
being the preferred way of making decisions (likgHe case of the foreign poli-
cy).

Generally, the level of supranationalisation of émergy policy is fairly low.
At the same time, however, energy is one of thasatieat attract most attention of
policy-makers, market players, researchers angbaidic opinion. This is so be-
cause effective coordination of the EU MS' natigpealicies constitutes a condi-
tion for further political and, to an even greaggtent, economic development of
the Union in the context of globalisation. Furthers is seems that the problem
of threats to European energy security — a thenmstaotly present in the dis-
course on Europeanization — will remain relevantli@ foreseeable future. Final-
ly, Europe is increasingly concerned with climatenrge, and there can be no
effective climate policy without a transformed emepolicy. Thus, one can ex-
pect that Europeanization of the energy policy pitigress.

Still, tangible, measurable results of the poligtsopeanization are already
visible today, especially in the internal dimensi®he same cannot be said of the
external dimension of national energy policies e Member States. Large, in-
fluential countries (such as France or Germany)particularly keen to protect
their competences with regard to shaping their ecoa relations with partners
who supply energy sources. One can therefore atgieas long as the Union is
dependent on imported resources and is not reat@kéothe ultimate step in con-
solidating the energy policy (i.e., to federaliseand thus genuinely strip its
Member States of sovereignty), the process of Eaojzation will not be con-
cluded.

One important task that has to be fulfilled if tBd wants to meet its goal of
building a competitive internal energy market, ugting a stop to certain practices
used by the Member States in their relations withoeters of energy sources (e.g.
so-called 'destination clauses' that prevent thexpert of purchased resource on
the EU's internal market). A potential solution kcblne the introduction of obliga-
tory common purchases — an instrument includedandld Tusk's proposal for
the Energy Union. As it turned out, the Member &tadre not yet prepared for
such a move.

In summary, it is worth noting that energy policadshe Member States are
Europeanized to very varying extents. There arerséveasons for that. Firstly,
this relatively new EU policy has barely any unigleng-term objectives. The
challenge of finding a stable compromise on thgsha the EU energy policy (in
its internal and external dimension) is made ditfidoy divergent interests and
preferences expressed by the MS with respect fo pheferred energy mixes or
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climate-related solutions. The analysis presentrd indicates that, for instance,
countries of Central and Eastern Europe are vaeyasted in developing a supra-
national external policy based on the principlesofidarity. Meanwhile, the so-
called 'old' EU (most of all, Germany, Denmark dhd Netherlands) press for
linking the objectives of the energy policy withveonment protection and cli-
mate policy goals.

So far, Europeanization of national energy policiegplemented by the
Member States occurred through processes in akmbions that were specified
in the theoretical section of this chapter (bottop-top-down, cross-loading and
beyond Europe). Initially, when the energy policgsabeing created, the domi-
nant types of Europeanization were bottom-up andszfoading. One point worth
noting is that not all Member States influenced iBktitutions or other govern-
ments with equal vigour. Later, after the adoptidrthe Third Energy Package
and the Climate-energy package, top-down processeg to the forefront, with
Europeanization beyond Europe occurring with lihitetensity.

Finally, it can be said that the involvement angbd@mance of all European
actors (the Member States, supranational institaticorporations and citizens) is
fairly varied. The role of MS and supranational iesdwas described above. In
turn, citizens are not particularly active in thisaurse on the energy policy.
International corporations and energy sector conggaremain highly relevant to
the policy-making process.
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Summary:
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11.1. INTRODUCTORY REMARKS

Public opinion's interest and controversy that@umds the creation and reforms
of the CAP stems not only from the amount of motiey EEC/EU has spent in
this field (Michalewska-Pawlak, 2012, p. iSh)ut also from the analysis of the
Policy's results. The doubts focus around the fipetiodel of rural and agricul-
tural development that is being implemented — atenspecifically, around bene-
fits (or lack thereof) from pursuing such a costhd, in many instances, econom-
ically irrational policy. That is why this articleims at analysing the process of
creating and shaping the CAP in the context otigrice exerted by various pub-
lic actors on the national, European and intermalidevel. Among entities that
are key to this process, scholars include EU merstaes, supranational EU
institutions (the European Commission and, sineeTiteaty of Lisbon, the Euro-
pean Parliament), organisations that bring togefheopean farmers (primarily,
the Committee of Professional Agricultural Orgatia COPA, and the General
Committee for Agricultural Cooperation in the Eueap Union, COGECA), as
well as the World Trade Organisation (WTO). The atipof these bodies and
institutions on the CAP will be analysed with refjdo its most significant re-
forms introduced since 1994: the MacSharry refatme, Agenda 2000and the
current financial framework. Understanding of tleaditions and political context
in which the CAP has been shaped is necessareifvamts to explain its present
(still controversial, despite numerous changes)ehod

The second part of the paper characterises therduxwo-pillar CAP model
that emerged from the Europeanizing pressure of lmeenstates and interest
groups, and has been shaped by the WTO-led lisatah of global trade. In the
European Commission's rhetoric, the CAP functigarainstrument for support-
ing sustainable, multi-function rural and agricudtiudevelopment model. Howev-
er, the reality and the structure of the CAP's leadgiggest that the Policy is still
aimed primarily at protecting the interests of #ygicultural sector, with an in-
creasing emphasis on environmental and climateectléunctions assigned to
European agriculture.

Drawing from the description of the CAP, the adigroceeds to analysing
its legal, financial and organisational instrumeetwisioned for the 2014-2020
financial framework as tools for Europeanizing oaél rural and agricultural
policies. This part is focused on the direct paytmeystem and rural develop-
ment programmes available within the Il pillar bEtCAP. The scope and out-
comes of Europeanization of national policies valgpending on many factors,
including the importance of the agricultural sectora given state's economy,
national political culture, institutional systenr fmanaging rural development and
national priorities with regard to agriculture.

In the 1970s, CAP took up as much as 70% of thieeeBEC budget. Since the 1990s, due to seveiaims,
the proportion has gradually declined. At presirstands at approximately 34%.
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Methodology of the article is based on the prirespbf the theory of politi-
cal economy which points to the political contextstate interventionism in
economy. According to the theory, economic poliegults from the influence of
various interest groups that can effectively pessision-makers for the realisa-
tion of their own agenda. Interest groups get medlif they can participate in the
decision-making process and thus steer it towaah@wic changes they find
desirable (Przestawska, 2006, p. 37). Theory dfipal economy provides a use-
ful framework for explaining changes the CAP hasgargone since its creation
up to the present day. Combined with the concef@wbpeanization, it is capa-
ble of pointing out the sources of this evolutioats consequences for national
systems adopted by the EU member states with taeajsupporting their agri-
culture and rural areas.

The article purposefully omits a discussion onet#ht visions of European-
ization that are broadly described in the acadditeiature — both with respect to
their conceptual and operational layer (Bache, 28@8zel, 2002; Ladrech, 2010;
Wach, 2010). It utilises Claudio Radaelli's concépat accentuates multi-
dimensional, multi-directional and multi-level neguof Europeanization (Ra-
daelli, 2004; Wach, 2014). The bottom-up dimensibthe process seems useful
for explaining the birth and evolution of the CAPhe top-down dimension, in
turn, refers to the impact the Policy's instrumdrage had on national agricultur-
al and rural policies. The main instruments for dpganization of national poli-
cies considered in this paper include legal, fimgnand organisational solutions
adopted within the CAP, together with concepts parcdigms of agricultural and
rural policy present in the public debate acrosope.

For the purpose of this article, the authors urmadseta critical analysis of
primary sources and relevant academic literatufeeyTalso referred to results
drawn from research on Europeanization of selectginal elements of support
systems for rural areas and agriculture (Chevéliddaurel, 2013; Augustyn &
Nemes 2014). The historical approach is used mastlye first part of the paper,
in the discussion of the CAP's evolution (takinga@amt of the temporal and
chronological context). The institutional analysiscompasses actors engaged in
establishing and shaping the CAP, as well as strestinvolved in its implemen-
tation. The formal-legal aspect is focused on leggllations, agendas and stra-
tegic documents of the CAP.

11.2. METHODOLOGICAL ASSUMPTIONS OF THE STUDY

Theoretical framework for the analysis of the CARtsoduction and evolution is
provided by the theory of political economy (TP&herwise known as the public
choice theory. This concept explains political demi-making mechanisms and
their impact on the economic processes. The CAP established based on a
public choice, as a remedy for the imperfectionsthef free market economy
which back in the 1950s guaranteed neither Eurgadfssufficiency with regard
to food, nor adequate income for people employeabiiculture. As Jerzy Wilkin
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pointed out, in the context of the TPE, introduatmf a sectoral policy (such as
an agricultural policy) is brought about as a resiileffective pressure from in-
terest groups that are powerful enough to forceutin changes they deem desir-
able. It can also occur due to other, objectiveadpoeconomic or political factors
that provide sufficient grounds for state intervenism (Wilkin, 2009, p. 3).

In the case of the CAP, the scope of public intetiee at the EU level can
be described as substantial, both because of hovh funds are funnelled into
rural and agricultural development and to what mixegricultural activities are
regulated by legislation. The reasons for suchatestan be traced down to two
elements identified by Wilkin. Firstly, the existenof certain entities that push
for a specific model of the CAP which they find mbgneficial, and secondly,
non-political causes for intervention, such as featety, food security and envi-
ronmental concerns.

The TPE provides a theoretical framework for exangrinterest groups at
work during the introduction and subsequent refoainthe CAP. Pressure from
these groups results in the implementation of aipenodel of the policy (char-
acterised later in this paper) that is based omuaedistribution of profits, in
both the political and socio-economic dimensiont. e purpose of this article,
the author has assumed that the CAP is subjectin iofluence of various inter-
est groups situated on two levels of political oigation: supranational and na-
tional. Some of these groups are of a governmehtalacter (EU member states
or WTO), while others are non-governmental (Eurafpde NGOs for the entities
of the agricultural sector). Still, they share ammenmon trait — they perceive the
CAP as a tool that enables effective pursuit ofrtben interests. These interests
are, of course, widely varied, depending on theerature of each involved enti-
ty. When considering member states, one can claintheirraison d'étatis in-
variably defined by the common interest of allzstis — that is, broadly perceived
security (including food and environmental secyréapd development. However,
the detailed content of these goals and ways afymug them can, and often do,
differ from one state to another.

One question that remains outside the scope ofattiisle but is certainly
worth considering is: whose interests are represehy the contemporary state?
In the concept of the New Political Economy, a deratic state is governed by
politicians preoccupied with the pursuit of thewropersonal benefits or interests
of szome selected groups, rather than the commond @erzestawska, 2006, p.
35).

It can be said that, as participants of the padalitigrocess of shaping the
CAP, states form coalitions, force their interestsl lobby for certain solutions
(with varying degrees of success) on the forum Of iEstitutions. While they
themselves are also subjected to lobbying effdrtsooial groups, organisations

2 With regard to the CAP, this hypothesis is conéidvby, for instance, a case describedlie Guardian The

British newspaper reported that in 2005, Dutch steri of agriculture, Cees Verman, who obtained radlal90

000 euros a year from the direct payments systemvieced the then-prime minister Jan Peter Balkerted
change his position on a proposed CAP reform. (Bal& Wyplosz, 2009, p. 376).
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or corporations, their activity in the area of BAP is largely similar to that of

typical interest groups. As Diana Panke rightlynped out: 'States are commonly
the object of lobbying efforts of sub-state andsraational profit and non-profit

actors, but they can also actively engage in laidpyi..). In the EU, states can
use lobbying in addition to formal means of influenespecially since they have
no formal decision-making competencies in the chiasve stage of the Europe-
an Commission, in the European Parliament, andlogtie meetings between the
Commission, the Council Presidency and the EP'4201130).

The interests of the European agricultural lobley adifferent matter: these
are strictly sectoral in nature. As a well-orgadisad efficiently operating group,
European farmers engage in lobbying also on thimmedtlevel, but their main
effort is directed toward using the CAP as meanis¢oease their income (Wil-
kin, 2009, p.2). As will be shown later in this papthe two major organisations —
COPA and COGECA - contribute substantially to sfylidg the CAP's character
as a sectoral instrument of protectionism and sawidfare. Activities of these
bodies are also a significant source of the Eunogasion of this Policy.

The analysis of interest groups involved in shapimg CAP will also en-
compass efforts undertaken by WTO with the aimilwdrilising global trade in
agricultural commaodities. It will therefore refer how trade negotiations translate
into changes of CAP instruments classified withibar, blue and green boxes
(Potter & Burney 2002, p. 35). The CAP is the musitectionist model of agri-
cultural policy found anywhere in the world. Sintbe EU is one of the biggest
producers of agricultural commaodities, its policjpstantially affects trade across
global food markets. WTO's impact can be descrdm&uropeanization through
globalisation: certain elements of the CAP's priideésm (such as duties or ex-
port subsidies) are weakened as a result of néigpoaconducted within the
WTO framework.

The theoretical approach adopted here allows wxpiain the formulation
of the CAP as a multi-stage, multi-subject, multiaded process that on the one
hand results in Europeanization of this policyte EU level, and on the other
hand makes the policy a tool for Europeanizingamat rural and agricultural
policies of EU member states. The research coradfdptiropeanization, as known
in European studies, is based on a voluminous lodditerature (from authors
such as Bache, (2008); Borzel, (2002); Ladrech @2@hd many others). The
author of this article has skipped over charadtegithe current state of debate on
the definition, scope, dimensions and instrumeritEuropeanizationFor the
purpose of explaining the Europeanization of the CR, the concept adopted
here is the one proposed by Claudio RadaellRadaelli described it as: “con-
struction, diffusion and institutionalisation ofrfoal and informal rules, proce-
dures, policy paradigms, styles, ‘ways of doinghgisi and shared beliefs and
norms which can be first defined and consolidatethe EU policy process and
then incorporated in the logic of domestic (natlosad subnational) discourse,
political structures and public policies” (Radaelp04, p. 3).
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Radaelli's concept presents Europeanization assstage process that re-
sults in the formulation of a specific policy arslijbsequently, its incorporation
into national policies and governance structures.utility stems also from the
fact that it does not limit the catalogue of erstinvolved in shaping a policy to
the EU member states. Undoubtedly, countries aait thterests largely deter-
mine the course and outcome of Europeanizationhraers to EU policies. None-
theless, in the case of the CAP, one also neetisk&account of other above-
mentioned actors. Some countries lobby for theitigaar preferences effective-
ly enough to turn them into the final, Europeanimeddel that the EU imposes
upon all its member states. This, of course, redutim their ability to convince
other participants of the decision-making procésslfding EU institutions and
the public opinion) that the solutions they puttfioare the best way of dealing
with a given problem (Meny et al., 1996, p. 5). Hmepl research shows that
states' ability to force through their preferredusons varies greatly, depending
on their financial and administrative capacitieswell as on the costs of imple-
menting a specific strategy, particularly if theus at hand is highly politicized
(Panke, 2012, p. 130).

Europeanization of particular policies can be oédi or indirect. At the EU
level, where the CAP is shaped and managed throagbtiations, it is indirect.
At the national level, where it is implemented thgh a hierarchical management
model, it directly affects national, regional almd¢dl management structures. Eu-
ropeanization of national rural and agriculturaligies adopted by EU member
states causes varying extent of adaptation of matimanagement systems to the
solutions introduced within the CAP. The literatwlevoted to methodology of
research on Europeanization contains a typologghainges that occur due to
Europeanization of domestic policies. It categaisieese reactions as inertia,
retrenchment, absorption, accommodation or transition (Bache & Jordan,
2009, p. 18). To specify the exact extent of thelsenges, one would need to
undertake in-depth qualitative research — an eraleathat clearly exceeds the
scope of this study.

11.3. ANALYSIS AND DISCUSSION
The Impact of Institutional Actors on the Creation and Evolution of CAP

The CAP was one of the first policies establishgdhe EEC and implemented
on the supranational level. Its objectives werecsjeel in the Treaty of Rome.
France and Germany became principal agents of Af8CEuropeanization, each
for its own reasons. For the French, elevatingcaditiral policy to the European
level was supposed to protect jobs of those emplagehis sector and ensure
they would be able to sell their products abroadeturn for supporting France's
position, Germany negotiated the opening of thex¢ranarket to the products of
the German industry (Szalek, 2012, p. 30). Forstkdounding member states of
the EEC, accepting the notion that agriculture wastrategic sector of national
economies (and, hence, warranted a wide scopeatd siterventionism) was
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fairly easy. Challenges encountered by agricultaegltors in all these countries
were similar. Therefore, the initial vision of tRelicy was free of any major con-
troversies and the unanimity then required in theision-making process on this
matter could be quickly reached.

Largely due to the French lobbying, the CAP gaiitednterventionist and
protectionist character. As the Policy underwentolgeanization throughout the
1960s, it encompassed elements such as commonisatjam of markets for
most agricultural commodities, unified rates of orptariff on products from
outside the EEC, and a centralised system of gixéeg (Wilkin, 2009, p. 6).
Creating these common, supranational regulatiomlsistervention mechanisms
provided the basis for further development of tbédy.

In the 1950s, the agricultural policy was aimeadwtporting productivity of
agriculture in the EEC member states, so as toremeasonable food security. At
the beginning of the 1970s, however, mechanismb asdixed prices, interven-
tion storage and high import tariffs levied on coadlities from outside the EEC
led to oversupply of food and an uncontrolled exgi@m of the CAP's budget. In
1966, the long-serving commissioner for agricultanel rural development, Sicco
Mansholt, proposed structural reforms to the seatwt changes to CAP instru-
ments. Due to a vocal opposition from the farmivigbly, the reforms never mate-
rialised in the way Mansholt intended them to, #yel Policy remained primarily
a social welfare tool.

Another opportunity for reforming the CAP emergedhwGreat Britain's
decision to accede to the EEC. Since British agjiticael differed substantially
from that in continental Europe, Britain's intesefst this area were different from
those pursued by all other Community members. Upming the EEC, the Brit-
ish were forced to incur the cost of high tariffs agricultural commodities they
imported in large quantities from other Commonweaountries. However, the
problem was circumvented without making any sigaifit change to the CAP —
Britain was compensated with generous allocations fthe newly created Euro-
pean Regional Development Fund (Pietrzyk, 200@8jp.

The first major reform to alter the character of tBAP occurred in 1992.
The so-called MacSharry reform replaced price fixivith a direct payment sys-
tem, in which financial support was 'decoupledhfrthe level of production. Di-
rect payments stabilised farmers' income and dauted to lessening agriculture's
negative impact on the environment. Initially, tegstem applied to grains,
oilseeds and beef, and was later broadened to gramother products as well.
This not only limited the excess production, bogbaved the way for reaching
the GATT/WTO agreement on the liberalisation oflbgibtrade in agricultural
commodities (Lowe, Buller & Ward, 2002, p. 2).

As is clear from the analysis above, the changdbadnstruments and im-
plementation of the CAP resulted from two fact@slecision of states facing a
crisis of oversupply and budgetary constraints o ane hand, and pressures
emanating from the GATT negotiations on the otharch The latter process saw
a certain divergence in the interests voiced by Glenmunity member states.
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Great Britain, Denmark and the Netherlands accetptedowering of guaranteed
prices and introduction of direct payments, whideirtries with more fragmented
agricultural sectors (e.g. Spain, Greece or Itdganded that dedicated protec-
tive instruments be introduced for small land-oven&efending the existing CAP
model centred around protecting the EEC's agrimeyltdrance stuck to the notion
of stabilising income through price fixing and gd all moves toward an inter-
nationally-acceptable compromise (Coleman & Tangemm 1999, p. 399).

The main argument for reforming the CAP raisedrfyithe GATT negotia-
tions referred to its negative impact on the gldbadie in agricultural commodi-
ties. Instruments considered as 'spoiling' the starcluded price fixing, export
subsidies and high import tariffs that protected turopean market against
cheaper production from other regions of the woRdt into the 'amber box’,
these tools were thought to be most harmful toptiveciple of free and fair trade,
but were also recognised as solutions crucial arique to the CAP, developed
over the course of its existence.

As a result of the GATT/WTO agreement, the instroteef the CAP have
been somewhat liberalised. Therefore, one can asshat the internationalisa-
tion has had an impact on the shape of the CAPethtb limiting the scope of
acceptable support measures that could be addrasded's agriculture. It has
replaced (or constrained) direct intervention towfth the payments system,
while maintaining the overall objective of the pgli- i.e., protecting the income
of people employed in agriculture. As an instrumemtelated to production lev-
els, direct payments were put in the 'green bod' tenrmed non-trade distorting
measures (Kroger, 2009, p. 11). In general, despitstantial reduction of tariffs
and an altered balance between various instrumirgsCAP remains protection-
ist, preserving the character it gained over tharsm of its Europeanization.
Nonetheless, cooperation with WTO spurred the EUséek new support
measures for agriculture that would adhere to tralitions of the GATT agree-
ment. Thus, it indirectly contributed to the deymtent of a whole range of the
CAP's tools and instruments.

Based on the stipulations of thgenda 200@ocument, the issues of rural
development were excluded from the scope of intdfge envisioned in the re-
gional policy and structural funds. Instead, theyeérbecome a part of the EU
Common Agricultural Policy. This way, the reforntrimduced a two-pillar struc-
ture of the Policy that now encompasses not onljcalgure itself, but also an
integrated, multi-functional growth of rural aredsollowing the MacSharry
reform's directionAgenda 200Gurther reduced price fixing in favour of direct
payments available through various market orgaoissit

Reforming the CAP has always been difficult, sifta@quires a reconcilia-
tion of contradicting interests and expectationgressed by various groups en-
gaged in the decision-making process. Countrieshired in the shaping of the
Policy have no common vision of its model and impdaitation. The most far-
reaching changes toward liberalisation are typigadibposed by Great Britain and
supported (at least partially) by the Netherlandd ®enmark (Ibidem, p. 18).
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British proposals revolve around gradual abolitadrkey support and protection
instruments at the EU level, with the purpose leéfalising the agricultural sector
and subjecting it to the conditions of free markempetition. When one looks
closely at these proposals, it appears that thgife@mentation would amount to
re-nationalising the CAP — i.e., to virtually dismtiing it at the European level.
British position reflects a marginal role that agtture holds in this country's
economy, and the resultant lack of pressure franfaiming lobby.

A completely opposite standpoint on the CAP is espnted by France and
other states that support the current model oPthiecy — Spain, Greece and Po-
land, among others. France is the EU's biggestuseydand exporter of agricul-
tural commodities. French farmers are the ones lbdmefit most from the im-
plementation of the CAP at the European levels Ithierefore hardly surprising
that they push for continuing income support andhtaiing protective mecha-
nisms against the influx of cheaper food from algsihe EU. Besides, a social
contract between the farmers and the French sodiefyd'Orentation Agricole,
agreed upon in 1998, obliges the government taelgtiprotect the agricultural
sector in the face of liberalisation pressure fMfMO and the perspective of re-
nationalising the CAP (Lowe, Buller & Ward, 2002, 7).

Although the states mentioned alongside Franceesept a roughly similar
position, their visions of the CAP differ in certaaspects — e.g. the variations in
levels of direct payments or proportions of fundtogbe allocated to both pillars
of the Policy — from the one proposed by Paris. Whay share is a common
interest in preserving the current CAP model wipcioritises the growth of the
agricultural sector and its adaptation to conterapodevelopmental challenges.

The CAP objectives adopted for the 2014-2020 perdigct the prevalence
of the French vision. They preserve the sectoratadter of the Policy by concen-
trating expenditure on direct payments. The ruiiddrpalso allocates most of its
support to farmers, with the purpose of modernisaggiculture, increasing its
competitiveness, protecting it in areas deemedirally disadvantaged', insuring
crops and animals, as well as managing risk (Eamodearliament & Council
2013).

Since the end of the 1950s, Europe has seen thegemoe of non-
governmental actors — organisations representiagnterests of both individual
farmers and farming co-operatives. Together, COR4 @OGECA gather ap-
proximately 100 associations and co-operatives fairEU member states. They
actively engage in lobbying for the agriculturattes, and their professionalism
and good organisation makes them highly effectiveluch endeavours (Krdger,
2009, p. 19). Moreover, they are not the only egiactive in this area — there are
also other organisations, such as the Europeandvamets Organisation (ELO),
the European Feed Manufacturers' Federation (FERA@RNsnational food and
agro-technical concerns (e.g. Cargill, Syngentaj tbbby for certain legislative
and financial solutions within the CAP (Zawojsk8,12, p. 66). All these entities
share a common interest — the income they obtaim fagriculture-related busi-
ness activities depends on political decisionsten @AP, rather than solely on
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free market competition. Theoretical underpinnifdhis process is descrbied by
the theory of rent-seeking which claims that anitiason wishes to influence a
public policy if it sees a possibility of reapingexific gains for the group(s) it
represents. Such gains (or 'rent) are effectigidyributed by political decision-
makers in the course of public choices they maka&lém, p. 64). This is why
representatives of the agricultural lobby sit omeoous consultation committees,
where they can push for desirable changes to the. @hquestionably, the big-
gest success of European agricultural organisattise preservation of the sec-
toral character of the Policy, which is still oried toward protecting the interests
of EU's agricultural commodities' producers, everthe importance of agriculture
to national economies of European countries coatirnio decline, and the CAP
itself is under constant criticism due to its higists and low effectiveness. Clear-
ly, no significant change to the CAP can occur wiihthe acceptance on the part
of the entities representing European farmers (Béklova & Jilkova, 2012, p.
31).

The lobbying on the part of interest groups reldatedgriculture can be con-
sidered an element of the CAP's Europeanization.iifipact of such activity can
be both negative and positive. The former takesstiape of a risk of political
corruption, domination of particularism or inefécit use of public resources. The
latter, as pointed out by Zawojska (2011, p. 6&nifests itself when lobbying
provides politicians and public officials with uséfreliable knowledge that is
necessary to make good law and pursuit a well+sméat policy.

The Europeanization of the Common Agricultural Bploccurs in the con-
ditions of conflict, negotiations and balance d&nests. It results in varying range
and extent of gains for the societies of the EUWroRaanization imbued the CAP
with a distinct feature — the shape of the Polgwirelated to the current eco-
nomic situation of the agricultural sector anddtsnpetitiveness. Instead, it de-
pends on political bargaining conducted at the BX¢l over the scope and char-
acter of public aid. Although the European Commoissstrives to turn the CAP
into a clear, transparent, universally beneficiadl accepted policy, judgements
and expectations formulated by the society presamnterous challenges regard-
ing its future reforms to the decision-makers (Ppa&an Commission, 2010).

It is also worth noting that the CAP's Europeandrgat which occurred
through the transfer of decision-making competefficga the national to the EU
level, has not entirely excluded the possibilitynational support for agriculture
and rural development. Such initiative requiressem from the European Com-
mission, but most EU member states manage to ofitaind pursue their own
active policy of supporting the agricultural secttr case of Finland, national
support is actually higher than the funding frora #U budget (Wilkin, 2009, p.
21). Nonetheless, rules and conditions for grantingh aid are subject to com-
munitisation and control from EU bodies.

When one examines the Europeanization of the CAfenbottom-up di-
mension, as well as the input of member statesoimel actors, one should also
take note of the active role played by the Europ@ammission, which '(...) can
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reshape the preferences of Member States, cretitergpossibility of adopting
policies devised by the Commission itself and negally considered by Member
States' (Coleman & Tangermann, 1999, p. 389).

The Present Model of CAP as the Result of Europearation Pressure

As the above analysis points out, the CAP model been shaped in the
course of rivalry between various actors. At présigs purpose is to implement a
specific pathway to growth for agriculture and fageas in the EU, referred to as
integrated, multi-functional, sustainable developtnélowever, while this con-
cept appears commonly in rhetoric employed by memstates, regions and local
stakeholders, it is sometimes used and interprieteliffering contexts (Baldock
etal., 2001, p. 2).

The basic principles of the CAP have been formeaéaponse to economic,
social, ecological and demographic challenges fdgedural areas and the agri-
cultural sector in the EU. Although developmenssiies vary in their extent and
range across different types of rural areas, thidalawithin the scope of interest
of European institutions. This is so because if tere allowed to deepen, they
would threaten social, economic and territorialebn of states and regions of
the Union and, hence, be detrimental to one ok#yegoals of European integra-
tion.

Initially, the Common Agricultural Policy was imbdievith a strictly sec-
toral character. Its shape was dictated by thegpéiom of agriculture as a strate-
gic branch of national economies. It was therefdirected toward achieving
goals related to protection, development, modetinisand increased productivi-
ty of agriculture. This was reflected in the stgtions of the Treaty of Rome
adopted in 1957. Despite several reforms to the ,G&Fobjectives specified in
the Treaty remain unchanged (European Union 201.262-63):

— to increase agricultural productivity by promotiteghnical progress and by
ensuring the rational development of agriculturaddoaction and the opti-
mum utilisation of the factors of production, inffgeular labour;

— thus to ensure a fair standard of living for thei@dtural community, in
particular by increasing the individual earningspefsons engaged in agri-
culture;

—  to stabilize markets;

— to assure the availability of supplies;

— to ensure that supplies reach consumers at redsqmates.

Until the end of the 1980s, the CAP, apart froormbea sectoral policy, was
shaped strictly as a social welfare tool aimeduairgnteeing sufficient income for
people employed in agriculture. It was that peribdt saw the introduction of
support for young farmers and people taking anyeatirement, as well as com-
pensation for farming in Less Favoured Areas (MielWaka-Pawlak, 2012, pp.
18-20).
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Along introducing ade factoregional policy and reforms to structural funds,
the Delors | package (1989-1993) also strengtheéhedyuidance section in the
European Agricultural Guidance and Guarantee Famiénting it toward the
restructuring of agriculture and rural areas. TH&PGnodel was complemented
by a new objective (5B) of the regional policy. Arpof funds from the European
Regional Development Fund (ERDF) and European Sbdiad (ESF) was allo-
cated to the integrated development of rural aréas. scope of the CAP was
broadened — from being focused solely on agriceltthie policy started encom-
passing elements related to development and divatidn of economic struc-
tures in rural areas, promotion of entrepreneursisim means for creating jobs,
and modernisation of rural infrastructure (Baldetlal., 2001, p. 15). The entire
process can be described as a shift from a pradlyetiriented model of agricul-
tural policy toward a multi-functional growth of ral areas. One aspect worth
remembering is that at first, structural reformsh® rural economy were based on
the principles of the regional policy, rather thha CAP itself

The outlines of the two-pillar CAP model (whichifsplemented also in the
current 2014-2020 financial framework) began to gaet the turn of the 1980s
and 1990s. Among other changes, the MacSharrymeiisiroduced intervention
instruments designed to ensure stable income foneis on the one hand, and
provide solutions for environment protection andtiFfunctional growth of rural
areas on the other hand. Starting from 1994, gteednprices were gradually
replaced by direct payments that are now the majnst EU's support for its
agriculture (Michalewska-Pawlak, 2012, p. 21).He beginning, direct payments
only encompassed certain products, but were lateadened to include most
other products as well. Although the level of paptsediffers between member-
states — a fact that spurs controversy and argwr@anbng European countries
about the scope and extent of interventionism —pthanents have become a key
instrument of today's Europeanized CAP model. Mstesn that grants farmers in
all member states (with no exception whatsoevagctlipayments from the EU
budget makes the CAP a globally unprecedented erawnfpinterventionism.
Over the recent decade, the Policy has successftdlgdened both its goals and
intended group of beneficiaries.

The non-agricultural, territorial and environmenrdapects of the CAP were
further strengthened as a result of reforms agoeeid March 1999. Implemented
as part of the Agenda 2000 package, these changesliced the current two-
pillar structure, whereby the first pillar encomges policy on agriculture and
agricultural products markets, while the second fmoeises on multi-functional,
integrated, sustainable growth of rural areas. i@Bherent feature of this model is
a conflict of sorts that occurs between the setfagricultural) and the territorial
(rural) perspective. While the former is represdrig the | pillar and its market

% The principles that in the time period discussetktdistinguished the regional policy from the CiABlude:
subsidiarity, coordination, multi-level and muléetor partnerships, programming goals and instrisneval-
uation, and others (for more, see: Pietrzyk 20001p3-196).
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Table 11.1.Comparison of the | and Il pillar of the Commonriggltural Policy

Differences

| Pillar (Market)

Il Pillar (Rural Development)

233

- increasing the productivit

of the agricultural sector;
increasing the individual
earnings of people en-
gaged in agriculture;

multi-functional development of rural
areas and agriculture;

sustainable and integrated growth off
rural areas;

involving local communities in rural

pN-

117
I

s_

Objectives securing the supply of development;
agricultural commodities;| - managing natural resources in a rati
stabilising markets of al manner;
agricultural commodities;[- promoting competitiveness of Europ
ensuring reasonable food an agriculture on global markets;
prices for consumers. - preventing climate change.
single prices; — subsidiarity;
Community preference; |- partnership;
- financial solidarity. - sustainable development;
Principles o
- programming;
- coordination;
- additionality.
direct payments system; |- programmes for the development of
production quotas; rural areas, containing a list of ac-
fixed prices; ceptable instruments (including: eco
Instruments duties and export subsi- farming, producer organisations, trar
dies. fer of knowledge, informational activ
ties, revitalisation of rural areas,
LEADER).
Approach thematic; - _territorial;
sectoral. - integrated.
European,; — European;
Level of national. - national;
management - regional,
- local.

Beneficiaries

producers of agricultural
commodities in the EU.

organisations of society or professio
als;

territorial self-governments at variou
levels;

local communities;

businesses;

individual farmers;

producer organisations;

research, educational, training and

=
1

b

consultative bodies.

Source: own presentation, based on the Consolidated version of thedfrelé Functioning of the
European Union and Regulation (EU) No 1305/2013 of the European ParliamenttiaadCotncil
of 17 December 2013 on support for rural development by the European AgatElind for Rural

Development.
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intervention tools, the latter is centred aroundneenic, social and environmental
functions of rural areas. These two componeffitsrdn terms of objectives, the
logic behind interventionism, methods of managenagnt instruments of imple-
mentation (Table 11.1).

While the reforms amounted to a substantial shithe model of CAP to be
implemented, the official name of the Policy renegirunchanged. Nonetheless,
some scholars and experts refer to the post-Ag2@@@ EU agricultural policy as
the Common Agricultural and Rural Policy for Europe, albeit they admit that
the qualitative aspect of the change was not gewelutionary (Michalewska-
Pawlak, 2013, p. 292). This conclusion is prompbgda glance at the CAP's
budget — although proportions are gradually beimgnged, it still allocates dis-
proportionately large part of its total funds te tmarket pillar. When the rural
component of the Policy was introduced in 2000, 9f%he budget was appor-
tioned for the | pillar, while only 10% remained fine 1l pillar (Haas, 2012, p.
42). In the 2014-2020 financial perspective, thepprtion stands at 74,4% for the
| pillar vs. 22,8% for the Il pillar, with the renméng 2,8% allocated for fishery
and maritime economy. The current budget for dipagtments is 17% lower than
in the previous perspective, but spending on rdeaklopment is only 9% higher
(Czyzewski & Stpien, 2013, p. 4).

Another important feature of today's CAP modelgssirong orientation to-
ward environmental issues, including landscapiriglogical diversity and pre-
venting climate change. The sustainable approachrab growth has been gradu-
ally introduced since the MacSharry reform — itigiathrough the environmental
management schemes and obligatory set-aside scl@raethe years, the range
of pro-environmental measures has been signifigdmmbadened, in part due to
the changing paradigm in agricultural developm@&ht so-called new paradigm
envisioned agriculture as not merely production,ddso as a sector that provides
public goods. Based on that premise, the EU bdie® developed a system of
instruments (mostly within the Il pillar of the CAHncluding afforestation, es-
tablishment of agroforestry systems or forest-emrinent and climate services
(European Parliament & Council, 2013). The samenme influenced changes to
the CAP's market pillar that have been implememsiade 2014, and which, for
political reasons, have met with a much tougherosjiipn. Under this latest re-
form, direct payments are granted only to thosenéas that adhere to the so-
called greening scheme which obliges them to intcedcertain practices benefi-
cial to the environment and cIimétéEuropean Parliament & Council, 2013a, p.
613). Europeanization of the CAP has thereforetipaitEU on the pro-ecological
track in pursuing the agricultural and rural depahent.

The above analysis clearly indicates that the cenriyl and multitude of ob-
jectives, or even certain contradictions in theeotr CAP model, results from the

4 Art. 37 of the Regulation No. 1307/2013 of the &ean Parliament and of the Council defines prestic
considered beneficial to the environment and theatk as follows: diversification of crops, the mtanhance of
permanent grassland, including traditional orchavtiere fruit trees are grown in low density on gfaisd, and
the establishment of ecological focus areas.
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pressure numerous actors try to exert on the shageimplementation of this

policy. Since the character of their respectivalrareas and agricultural sectors
varies, EU member states have different expecttioward the Policy. Howev-

er, they are not the only stakeholders activelpived in the shaping of the CAP.

One needs also to consider the above-mentionerestitgroups and the overall
process of globalisation. The model resulting freuch a complex Europeaniza-
tion process attempts to reconcile tensions thargein several dimensions and
aspects: the need for competitive agriculture essiptent protectionism; inten-

sive production vs. protecting natural resourcesucdl areas; agriculture as the
key branch of rural economy vs. the vision of mtudtictional rural areas. At the

same time, the CAP itself constitutes an elemera tifp-down Europeanization

of national agricultural and rural policies of Elémber states.

CAP Instruments as Tools for the Europeanization oEU Member States'
National Agricultural and Rural Policies

Europeanization of national agricultural and ryralicies occurs through a
number of legal, organisational and financial imstents developed within the
current CAP model. These instruments can be tethad' mechanisms of influ-
ence — they directly affect the shape of natiomdicies, as they are obligatorily
implemented at the national level in their entiret§thout the need for any bilat-
eral agreements between the EU and individual merstages. In turn, ideas,
concepts and paradigms of agricultural and ruraiviin debated by the European
public are indirectly involved in the Europeanipatiprocess. They appear in the
rhetoric used by EU institutions (European Commiss2010), various organisa-
tions active in this field (Carnegie UK Trust, 2008s well as policy makers,
academics, researchers and other experts (EU Sta@dimmittee on Agricultur-
al Research, 2013; Roszkowskadva, 2009). Although the impact of this dis-
cussion is 'soft' in its nature, the debate ovéeailves, priorities and directions in
agricultural and rural development (including stie® expectations toward the
CAP) is not without importance for the shape of Pudicy.

In the legal dimension, the bases for the impleatéon of the CAP come
from regulations adopted with each successive @imhmrogramming period.
Their content is subject to the so-called Ordinaegislative Procedure that in-
volves both the Council and the European Parlianiefore the Lisbon Treaty,
the Parliament's role in shaping the CAP was lichite acting as a consultative
body. In terms of funding, the key position in tBaropeanization process be-
longs to the European Agricultural Guarantee FUEAIGF) which runs the direct
payments scheme, as well as the European Agriallfumd for Rural Develop-
ment (EAFRD) (Michalewska-Pawlak, 2012, pp. 30,3%8-

Europeanization of national agricultural and rymalicies affects their goals,
institutional frameworks and management systentholigh the transfer of regu-
lations, instruments, ideas and development coadept the EU to the national
level occurs within both CAP pillars, there arefetiénces in how solutions from
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each pillar are implemented on the national level, ehence, how exactly the
CAP influences national policies.

The European Commission has developed a systemgafations and rec-
ommendations on the standard of managing natiagrawtural and rural poli-
cies with regard to administrative procedures, mogning and allocating funds
(Fatkowski, Grosse & Skwarc#gka, 2009, p. 138). Within the | pillar, these
standards directly determine the implementatiothefPolicy and refer to issues
of servicing the direct payments scheme or speitifituments typical for a given
market (e.g. production quotas or administeredegjicSimilarly, conditions for
exporting and importing agricultural commoditiesrir or to the EU are regulated
at the European level. The situation is differeithim the 1l pillar, where the im-
pact of member states, regional authorities or dweal entities on the formula-
tion and implementation of national policies is fgeater than in the entirely
communitised, hierarchically managed | pillar.

The basic tools of Europeanization within the llgsiare rural development
programmes, initiated in 2000. They contain setaativities that can be under-
taken to develop rural areas. Each state is allawexpecify its own set of pre-
ferred activities, so as to account for varyingiara! or regional developmental
priorities.

One initiative that warrants a separate descript®orihe LEADER pro-
gramme. Implemented since 1991, initially as a comity initiative of the Euro-
pean Commission, and since 2007 as an elementeo€C&P's Il pillar, it has
brought about a substantial qualitative change @amaging the growth of rural
areas. LEADER is based on the bottom-up approadtired development and
provides for the involvement of local public andvpte sectors, as well as local
communities. All these actors are meant to pasieipn shaping and implement-
ing local development strategies through a setoéfally selected projects. Such
vision is representative of the integrated, teri@oapproach in which local com-
munities are put in a position to drive positiveial) economic and environmen-
tal changes in their respective areas. In the ZIB perspective, the EU-15
countries were obliged to spend no less than 5%eif national EAFRD alloca-
tions on the LEADER priority. For those member esahat acceded to the EU in
2004, the minimum stood at 2,5% (Council of thedpaan Union, 2005, p. 13).
The actual level of spending on this priority vdrieanging from approximately
10% in Spain, the Netherlands, Ireland and Portdgain to 2,4% of the total
EAFRD allocation in Bulgaria, Romania, Latvia angp@us (Ministry of Agricul-
ture and Rural Development, 2010, p. 7). It shddchoted that adopting such a
system forces the member states to decentralisertiral policies and engage
with local communities or businesses in the procégheir implementation. The
programme stipulates that representatives of tidigpsector should make up no
more than 50% of any Local Action Group (LAGs aoglies created to manage
local development strategies). This means LEADERnNnoa be implemented
without substantial participation of civil societyrganisations and enterprises
(Council of the European Union 2005, p. 26). Th&42@020 financial perspec-
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tive sees the continuation of the programme, withma@mber states (except for
Croatia) obliged to assign at least 5% of theifamatl EAFRD allocations to this
initiative (European Parliament & Council, 2013527).

In this case, Europeanization of national ruralges through the LEADER
programme leads to a partial decentralisation inagang rural development and
to the establishment of multi-level structure faorinating CAP activities. It
also supports the principles of cooperation anthpaship between public author-
ities of various levels. Furthermore, it spurs itnelvement of private entities in
the implementation of public policies. Europearia@athrough the CAP's Il pillar
results in a more territorial orientation of rupallicies which are supposed to rely
on local potential for driving development procesgempirical research reveals
that effects of implementing LEADER differ widelyn@ng member states. Its
effectiveness depends on factors such as politickilire, administrative proce-
dures for managing the programme (established atghatby each country), pub-
lic trust or communication within sectoral partréps (Chevalier & Maurel,
2013, p. 49). Europeanization is therefore limitectreating institutional frame-
work for the participation of social and businetsksholders. Nonetheless, even
such relatively narrow scope of influence is enotmltause a vital, qualitative
change — particularly in countries with highly aafised system of implementing
development policies for agriculture and rural area

The extent to which national agricultural policie’SEU member states are
Europeanized varies, depending largely on eachtpdsiprior traditions in this
field. As pointed out by the authors of a repotitesd The Nature of Rural De-
velopment: Towards A Sustainable Integrated Ruddicl In Europe 'Countries
divide between those with a strong national ageartthinstitutional pattern and
those more influenced by the driving force of EUiggo Some have long tradi-
tions of their own in rural development policy (efgistria, the UK and Sweden).
Others (e.g. Spain) have acquired a rural developmme much more recently,
generally in response to EU measures' (BaldocK.e2Q®1, pp. VI-VII). One
hypothesis that can be found in the literature lia subject indicates that the
pressure of Europeanization on managing and coofenational policies in the
'new' member states is noticeably stronger thanngniitlJ-15 (Grosse 2009, p.
114). If one looks at how public management hasged in post-communist
countries, such claim can be considered perfeetligl vsince it can be argued that
many changes have had their source not only ipdse1989 systemic transfor-
mation, but also in the subsequent participatiothebe states in European inte-
gration. On more than one occasion, it was thegiatéon process and the acces-
sion procedure that forced them to adopt certagall@nd organisational solu-
tions.
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11.4.CONCLUSIONS

When one examines the Europeanization of the Comfsgpitultural Policy, the
image that emerges is one of a unigue phenomermnthdr state or organisation
in the world has ever developed a policy as congnsive, interventionist and, at
the same time, controversial, as the CAP. The pcoature of the Policy's Eu-
ropeanization is related only to the fact that grhe integration process, the 28
EU member states have transferred most of theisideemaking competences to
the Union. It also stems from the influence of gas interest groups. While the
CAP was one of the first policies established l&yHEEC, it has proven to be very
resistant to reforms. Being a hierarchically mawagelicy formulated at the in-
tergovernmental and supranational level, it comt&tit an effective instrument for
Europeanizing national agricultural and rural pekcof the member states — in
both the institutional and functional dimension.eTtop-down Europeanization
does not automatically lead to the unification afional support systems for agri-
culture and rural areas, since the scope and coasegs of its impact vary across
member states.

Among instruments of influence, one needs to ndraealirect payments sys-
tem that functions under the | pillar. It obligel Eountries to introduce unified
standards of administration in this field. The ramd instruments available within
the Il pillar is much broader. Funding is groupatbinational and/or regional
programmes for the development of rural areas. $uohrammes allow all rural
social groups to participate in and benefit from @AP. Additionally, under the
LEADER initiative, each group can directly contributo the management of
activities aimed at developing rural communitiemwedver, actors oriented to-
ward protecting the interests of the Union's adiral sector remain highly mo-
bilised and active. The pressure they apply makeshtcrucial players in the pro-
cess of Europeanizing the CAP and preserves a miedatly agriculture-centred
paradigm of the Policy's development.

REFERENCES

Augustyn, A. & Nemes, G. (2014). Catching up witle West ? Europeanisation of rural
policies in Hungary and Polan8tudies in Agricultural Economic416 pp. 114-
121.

Bache, I. (2008)Europeanization and multi-level governance. Cohedfolicy in the
European Union and Britain.anham MD: Rowman and Littlefield.

Bache, I., Jordan, A. (2009). Europeanization amanBstic Change. In: |. Bache, A.
Jordan (eds)The Europeanization of British PoliticBasingstoke: Palgrave Mac-
millan, pp. 17-36.

Baldock, D., Dwyer, J., Lowe, P., Petersen, J.Eayd¥N. (2001)The Nature Of Rural
Development: Towards A Sustainable Integrated RBalicy In Europe A Ten-

Nation Scoping Study for WWF and the GB Countrysédgencies. London: Insti-
tute for European Environmental Policy.



Common Agricultural Policy as the result and instent of Europeanization ... 239

Baldwin, R. & Wyplosz, C. (2009)The Economics of European Integration. Third Edi-
tion.London:McGraw- Hill Higher Education.

Bednaikova, Z., Jilkova, J. (2012). Why is the AgricuéilLobby in the European Union
Member States so Effectived?-M Ekonomie a Managemegt(15), pp. 26-37.

Borzel, T. (2002). Pace-setting, foot-dragging éemkte-sitting: member state responses
to Europeanizationlournal of Common Market Studi48 (2), pp. 193-214.

Carnagie UK Trust. (2009A Manifesto for Rural Communities. Inspiring Comityn
Innovation. <  http://www.carnegieuktrust.org.uk/getattachm@®i073cc-ac64-
4b10-82a7-75a18e092be8/A-Manifesto-for-Rural-Comities:--Inspiring-
Comm.aspx> (access: 28.01.2015).

Chevalier, P. & Maurel, M.C. (2013). The LEADER Bramme in Central Europe. A
New Local Development PolicieActa Universitatis Lodziensis. Folia Sociologica,
44, pp. 39-53.

Coleman, W.D., Tangermann, S. (1999). The 1992 ®afdrm, the Uruguay Round and
the Commission: Conceptualizing Linked Policy Gandesirnal of Common Mar-
ket Studies3 (37), pp. 385-405.

Council of the European Union. (2005). Council Ratian (EC) No 1698/2005 of 20
September 2005 on support for rural developmenthigy European Agricultural
Fund for Rural Development (EAFRDQfficial Journal of the European Uniom,

277, 21.10.2005.

Czyzewski, A. & Stpien, S. (2013)Wspdlna Polityka Rolna Unie Europejskiej (UE) po
2014 r. z polskiej perspektywRaper presented during 9th Congress of Polish Econ-
omists. Warsaw: 27th-28th November, 2013.

European Commission. (2010)he Common Agricultural Policy after 2013. Publie-D
bate. Summary RepoBrussels: European Commission Agriculture and RDexl
velopment.

European Parliament & Council. (2013). RegulatiB)Y No 1305/2013 of the European
Parliament and the of the Council of 17 decembdr32th support for rural devel-
opment by the European Agricultural Fund for Rubavelopment (EAFRD) and
repealing Council Regulation (EC) No 1698/200%&ficial Journal of the European
Union, L 347, 20.12.2013.

European Parliament & Council. (2013a). Regulafed) No 1307/2013 of the European
Parliament and the of the Council of 17 decembéiB2stablishing rules for direct
payments to farmers under support schemes witldrfrdimework of the common
agricultural policy and repealing Council Regulat{@&C) No 637/2008 and Council
Regulation (EC) No 73/2009fficial Journal of the European UniorL 347,
20.12.2013.

European Union. (2012). Consolidated version of Theaty on the Functioning of the
European UnionOfficial Journal of the European Unipi© 326, 26.10.2013.

EU Standing Committee on Agricultural Research.1@O0Agricultural knowledge and
innovation systems towards 2020 — an orientatiopepan linking innovation and
research  Brussels. <http://ec.europa.eu/research/bioecygfpuifiagricultural-
knowledge-innovation-systems-towards-2020_en.pdtedss: 29.01.15).

Fatkowski, M., Grosse, T.G., Skwieradska, E. (2009). Przypadek agencji wdxjacej-
miedzy kultug polityczm, europeizagj i wyzwaniami modernizacyjnymiln: L.



240 Malgorzata Michalewska-Pawlak

Kolarska-Bobhska (ed.)Nowe metody zagrzania w pastwach Unii Europejskiej.
Warszawa: Instytut Spraw Publicznych, pp. 133-156.

Grosse, T.G. (2009). Modernizacja obszarow wiefskicPolsce- rola standardow zarz
dzania w procesie europeizadjiieréwnaci spoteczne a wzrost gospodarci,
112-137.

Haas, D. (2012)Agrucultural Policies in the EU and USA. ComparistfrPolicy Objec-
tives and their Realizatigrsaarbriicken: AV Akademikerverlag.

Kroger, S. (2009)ldeas, interests or institutions ? The drivers etent reform of the
Common Agricultural Policylnstitute for European Integration Research Working
Paper, 2, pp. 1-35, < https://eif.univie.ac.at/dmads/workingpapers/wp2009-
02.pdf > (access: 10.02.15).

Ladrech, R. (2010)Europeanization and National PoliticBasingstoke: Palgrave Mac-
millan.

Lowe, P. Buller, H. & Ward, N. (2002). Setting thext agenda? British and French ap-
proaches to the second pillar of the Common Agtucal Policy.Journal of Rural
Studies 18, 1-17.

Meny, Y., Muller, P. & Quermonne, J. (199®)troduction.In: Y. Meny, P. Muller & J.
Quermonne (edsAdjusting to Europe: The Impact of the euro pearnobron Na-
tional Institutions and Policied.ondon: Routledge.

Michalewska- Pawlak, M. (2012). Common Agricultu@blicy. In: J. Dyduch, M.
Klimowicz, M. Michalewska-Pawlak (edsgelected Policies of the European Un-
ion. Evolution in the Context of the Treaty of loskand the Europe 2020 Strategy.
WarszawaAspra JR Publishing House, 11-49.

Michalewska- Pawlak, M. (2013). The importanceh® €Common Agricultural and Rural
Policy for Europe for achieving strategic priorgtief the EU. In: J. Dyduch, M.
Michalewska- Pawlak, R. Murphy (ed&uropean Union Development. Challenges
and Strategiegp. 285-306.

Ministery of Agriculture and Rural Development. (2). Przeghkd unijnych programéw
rozwoju obszarow wiejskich na lata 2007-20%8arsaw: Ministery of Agriculture
and Rural Development.

Panke, D. (2012). Lobbying Institutional Key Plagielow States Seek to Influence the
European Commission, the Council Presidency, aadEtiropean Parliamentour-
nal of Common Market Studieq50), 129-150.

Potter, C. & Burney, J. (2002). Agricultural multifctionality in the WTO- legitimate
non- trade concern or disguised protectionisho@rnal of Rural Studie4,8, 35- 47.

Pietrzyk, I. (2000)Polityka regionalna Unii Europejskiej i regiony vasfstwach czton-
kowskich Warszawa: Wydawnictwo Naukowe PWN.

Potter, C., Burney, J. (2002). Agricultural multifittionality in the WTOFlegitimate non-
trade concern or disguised protectionisdduirnal of Rural Studied 8, 35-47.

Przestawska, G. (2006). Ekonomiczna rolagbaa w ugciu nowej ekonomii polityczne;.
In: B. Polszakiewicz & J. Boehlke (edsgad instytucjonalny w gospodarcEorun:
Nicolaus Copernicus University Publishing House 485

Roszkowska- Mdra, B. (2009 Koncepcje rozwoju europejskiego rolnictwa i obszaré
wiejskich.Gospodarka Narodowd,0, 83-102.



Common Agricultural Policy as the result and instemt of Europeanization ... 241

Radaelli, C. (2004). Europeanisation: Solution mbpem ? European Integration online
Papers8(16). <http://eiop.or.at/eiop/texte/2004-016a.hifaccess: 02.02.15).

Roszkowska-Mdra, B. (2009). Koncepcje rozwoju europejskiegaiciiva i obszarow
wiejskich.Gospodarka Narodowd,0, 83-102.

Szatek, B.Z. (2012). Kilka prakseologicznych uwagtemat Wspdlnej Polityki Rolnej w
Unii Europejskiej. In: B.H. Toszek & A. Wojtaszalkds), Perspektywy rozwoju
Wspdlnej Polityki Rolnej po 2013(pp. 29-54). Warszawa: ASPRA JR.

Wach, K. (2010). Wokét pegia europeizacjiHoryzonty Polityki 1(1), 195-208.

Wach, K. (2014). Internationalisation and Globdlma as the Wider Context of Europe-
anization Processes from the Macro- and MicroecandPerspectiveHoryzonty
Polityki, 5(10), 11-30.

Wilkin, J. (2009). Ekonomia polityczna reform Wspéj Polityki Rolnej.Gospodarka
Narodowa,1-2, 1-25.

Zawojska, A. (2011). Pogioza rend i lobbing we Wspdlnej Polityce Rolnej Unii Euro-
pejskiej.Rocznik Nauk Rolniczych, Seria®B(3), 63-72.

About the Author:

Matgorzata Michalewska-Pawlak

Assistant Professor at the University of Wroctawléd), Chair of
European Studies. PhD in political science (20@&ithor of scientific

monographs, papers and chapters about the Commicukugral Poli-

cy, the EU regional policy and rural governancd?oland. Member of
Polish and European research teams conducts rheseaifinanced by
the National Research Centre and the European Cssiamiunder the
Horizon 2020 Programme.







The scientific editors of the monograph:

Piotr Stanek is Assistant Professor at the Department of
International Economics, Faculty of Economics and International
Relations, Cracow University of Economics (Poland).

He earned his PhD at the University of Lille 1 (France) in 2007 for a

-t dissertation on efficiency of decision making in central banks. He was a

-\ guestlecturer in Austria (WU Vienna), France (University of Lille 1, ESC

A ‘\’// | Brest-Bretagne, France Business School), Lithuania (ISM Vilnius),
M v)/ ' Moldova (ASEM), and in the USA (Grand Valley State University,

Roosevelt University Chicago). Between 2008 and 2013 he
coordinated an Atlantis programme, financed by the European
Commission and the US Government, in Studies in Trans-Atlantic
International Relations (STAIR). He published over 30 articles and
chapters in such research topics as decision-making in central banks,
global financial and economic crisis, financial market integration as well
as sovereign debt sustainability.

Krzysztof Wach is Associate Professor at the Department of
Entrepreneurship and Innovation, Faculty of Economics and
International Relations, Cracow University of Economics (Poland), the
head of the Centre for Strategic and International Entrepreneurship.

Habilitated doctor (dr hab.) of economics (2013), PhD in management
(2006), the author of several books and over 150 articles, the editor-in-
chief of the scientific quarterly Entrepreneurial Business and
Economics Review EBER (Poland), the member of editorial boards of
several scientific journals, including the bi-annual Business Excellence
(Croatia), the quarterly Studia Negotia (Romania), the annual
Entrepreneurship — Education (Poland) and Horizons of Politics
(Poland), in the years 2012-2014 an OECD and European Commission
national expert for entrepreneurship, the participant of various
international projects (e.g. Atlantis, Jean Monnet, International
Visegrad Fund, Central European Initiative, Erasmus Mundus,
Socrates Minerva, Erasmus+, CEEPUS), the visiting professor at
various American and European universities, including among others
Grand Valley State University (USA), Roosevelt University in Chicago
(USA), University of Detroit Mercy (USA), Loyola University Chicago
(USA), Northumbria University at Newcastle (UK), University College
London (UK), Technical University of Cartagena (Spain), FH
Joanneum in Graz (Austria).

ISBN 978- 83 65262-01-1

788365

262011">




	Meso-Chapter00-000-008-COVER
	Meso-Chapter00-009-010-INTRO
	Meso-Chapter01-011-023-WACH
	Meso-Chapter02-025-036-RIEDEL
	Meso-Chapter03-037-059-WIKTORSKA-SWIECKA
	Meso-Chapter04-061-094-AMBROZIAK
	Meso-Chapter05-095-111-URBANIEC
	Meso-Chapter06-113-134-PELLE
	Meso-Chapter07-135-151-BUCAR
	Meso-Chapter08-153-171-JANUS-STANEK
	Meso-Chapter09-173-191-GLUSZAK
	Meso-Chapter10-193-219-DYDUCH
	Meso-Chapter11-221-241-MICHALEWSKA-PAWLAK

