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THE EUROZONE CRISIS, CITIES AND ECONOMIC COMPETITIVENESS

The global recession and Eurozone crisis have already had a huge impact upon the European economy
and present even greater future threats. They have sharpened the existing debate about policies for
competitiveness as policy makers struggle to make the European economy succeed in an increasingly
turbulent, global world. They have also raised questions about the contributions that different
territories make to national competitiveness. In particular they have encouraged a debate about the
economic contribution of capital and non capital cities and whether countries perform better if they
concentrate their investment in their capitals or spread investment across a wider set of cities Dijkstra
et al (2012), European Commission (2007, 2010). Recession in the property and financial services
sectors have intensified debates in some countries about rebalancing economies and raised questions
about which economic activities should take place where in future. For national governments, they
pose classic questions about the relationship between territory, economy and governance and the
shape of regional and urban policy. For the European Commission, they pose key questions about
strategic investment priorities which are sharply reflected in debates about the future of Structural
Funds.

This debate will become more important during the next decade as the crisis threatens to undermine
the real achievements made by many European cities. In the past decade, cities in many countries
improved their economic performance and made a growing contribution to national competitiveness.
But it was a result of high performing national economies and substantial investment of public
resources. Those conditions will not be found during the next decade. Many underlying economic and
social problems in cities - which had been masked by the boom - have already been intensified by the
crisis. There is a risk that economic and fiscal problems and the competition for scarce public and
private sector resources will limit the growth of cities and widen economic and social gaps within
them and between them and the capitals. So the debate is crucial. This article explores some of the
policy and research questions raised by this debate.

What do capital and ‘second tier’ cities bring to national economies? And what limits?

Many argue that agglomeration economies mean that investment in capital cities offers greatest gains
to national economies. In this view, capital cities have significant agglomeration advantages. They are
typically the centres of national political, administrative and economic power. They have stronger
private sectors. They are more integrated into global networks. They are more likely to contain
companies’ headquarters. Their producer services are typically the most advanced. They contain
major financial institutions which provide easier access to risk capital. They contain leading academic
and research institutions. They are at the hub of national transportation and ICT networks. They
attract public and private ‘prestige’ investment because they ‘represent’ their nations. Henderson, for
example, argues that capital cities receive preferential treatment from national governments because
public decision-makers find it easier to allocate resources to existing capitals rather than identify
opportunities elsewhere (Henderson, 2009). Similarly it has been argued that private sector investors
adopt the safer strategy of investing in buoyant, capital locations rather than taking risks with more
distant, perhaps more economically marginal locations.

But there are challenges to this view. There are many worries about the dominance of capital cities,
especially the costs and negative externalities of agglomeration. Agglomeration clearly produces
economic benefits. However, the economic benefits of agglomeration are not unlimited. Capital cities
can reach a point where diseconomies make them less competitive because of negative externalities
caused by unregulated urban growth and diminishing marginal returns. Other researchers have
focused more upon the positive contribution that non-capital, ‘second tier’ cities can make. Many
second tier cities contain major concentrations of economic activity, substantial wealth creation
potential, human capital and creativity. They contain higher order services and offer firms better
local access than if they were all concentrated in the capital. Second tier cities can achieve many of
the agglomeration effects of capitals, if they have the right infrastructure, facilities, capacity and
powers. And they can lift the economic performance of their regions and reduce inter-regional
inequalities, promoting territorial and social cohesion. So the issues remain contested.
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How do policy makers view and respond to this challenge?

The picture across Europe is diverse with huge national differences in policy approaches. However,
some key messages are clear. In fact few countries have explicit policies for second tier cities. To the
extent they have policies for places, until very recently most governments have focussed primarily
upon social cohesion and neighbourhood policies rather than upon economic performance. That said,
national governments typically concentrate attention and resources in capitals at the expense of
second tier cities. There has been little explicit policy debate about the relationships between the two.
However, the debate has begun in some of the Eastern countries, for example Poland and Romania,
where the dominance of the capital is a major issue. Despite national differences, the policy issues
are common to all countries. They have important implications for decisions about priorities and
investment at national and European level. They pose a crucial question: Why should policy makers
invest beyond the capital cities in an age of austerity?

What analytical explanation?

However there are few clear answers to this question, partly because decision-makers in different
countries take different views of the problems and the solution. Partly also there is not a settled view
amongst researchers and economists about the optimal distribution of economic activity and on the
underlying issues of territorial scale, balance, hierarchy and economic performance. As with policy-
makers, analytical and ideological approaches and therefore interpretations vary. But essentially
there are two contrasting schools of thought. Free market analysts stress the importance of
agglomeration economies as justification for allowing capital cities to grow in an unrestricted fashion
to reflect market demand and forces. Another school of thought focuses upon the role of the state
and public sector investment in creating the conditions where more cities can become more
competitive. This view focuses upon the costs of agglomeration and the potential greater overall
economic returns — as well as equity gains - that come from having more high performing cities rather
than a dominant capital city. For a review of competing theories, evidence and interpretations see for
example CAEE (2010), Cheshire and Magrini (2009), Gardner, et al (2011, 2012), Glaeser (2011),
Henderson (2010) Leunig and Swafield (2008) Overman (2011), Overman and Rice (2008), Puga (2009),
Sensier et al (2011), Steeples (2010)

There is not a settled view on these key analytical issues. But in recent years, the OECD has made a
significant contribution to this debate with a series of studies exploring the contribution of different
regions to national competitiveness. Some of its recent work has focussed specifically upon the middle
regions, showing that growth does not come only from a small number of leading regions at the top
but from the many more regions further down a long territorial tail of the regional hierarchy, whose
collective contribution is crucial. OECD’s policy position is that the economic contribution of the
middle regions is typically underestimated and governments should do more to maximise their
contribution if they want to maximise national competitiveness. OECD, (2006, 2012a, 2012b), IPPR
North (2012).

This article explores some of these issues. However, its focus is upon cities and city regions rather than
regions. It is based on a major study of second tier cities across Europe involving interviews with
policymakers, reviews of national policies, quantitative data about 124 second tier and 31 capital
cities in 31 European countries and individual studies of 9 second tier cities - Tampere, Cork, Leeds,
Barcelona, Lyon, Turin, Munich, Katowice, and Timisoara. This article provides some of the key
guantitative evidence from this study. But in discussing some wider policy implications, it also draws
upon the qualitative evidence in the study. On that basis, it argues that continuing over-investment in
capital cities and under-investment in second tier cities in the long run will be unsustainable and lead
to economic under-performance. It argues that although individual countries face different
circumstances, European, national, regional and city regional leaders should exploit the policy levers,
tools and resources they have to encourage more, higher performing second tier cities if they want
higher performing national and European economies.




HOW DO SECOND TIER CITIES PERFORM AND COMPARE WITH CAPITALS?

We define second tier cities as those outside the capital city whose performance is sufficiently
important to affect the potential performance of the national economy. To identify them we use the
boundaries developed by the OECD and DG Regio for metropolitan regions in Europe. (Dijkstra 2009)
These essentially capture the functional economic urban area — the city region - not the narrow
administrative area. To capture the most important we include all of them in the 23 countries with
populations under 15 million. In the largest 8 with populations up to 85 million, we include those
cities in the top two thirds of the metropolitan hierarchy of their country. This gives 31 capitals and
124 second tier cities. (Map 1) These second tier cities constitute almost 80% of Europe’s
metropolitan urban population. They lie between the capital cities which contribute a huge amount to
their national economy and the many smaller places which contribute rather less. They are the crucial
middle of the urban system.
Map 1
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The following section shows the contribution of capital and second tier cities to national economic
performance across Europe and recent changes. To measure economic contribution we use evidence
on total GDP to indicate overall economic weight and GDP per capita to show productivity. Data are
primarily available for the boom period before 2007 so our analysis necessarily focuses upon that
period. Nevertheless we do include some evidence of the impact of the recession.

Total economic contribution. Capitals lead but second tier cities matter

Capital cities do dominate their national economies. Their total GDP is bigger than that of their leading
second tier cities in all countries except Germany and Italy. Nevertheless, 12 of the 28 economically
largest cities in Europe are second tier. Figure 1 shows total GDP for capital and second tier cities and
the extent of the gap between them. Germany and Italy are the only member states where the
leading second tier city has a GDP bigger than the capital. In Germany’s case this reflects its balanced
urban system where 6 cities are of major economic importance alongside a capital whose growth has
been historically constrained. In Spain, Netherlands, Sweden and Poland the most significant second
tier city has a total GDP of between 50-80% that of the capital. In 11 countries the largest second tier
city has a total GDP between 25 and 50% that of the capital. The capitals of Croatia, Finland, Bulgaria,
Romania and Greece dominate their urban hierarchies with the GDP of their largest second tier city
less than 25% that of the capital. Capitals dominate most in countries where the largest second tier
produced only 10-15% of the GDP of the capital. These include the UK and France, where global
London and Paris dominate, and the highly centralised Eastern states of Hungary and Latvia.

Figure 1 Total GDP in PPS, 2007
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Growth in overall economic contribution. Second tier cities closing the gap but not in all countries
We have seen that capital cities do dominate their national economies. But change is also important.
And many second tier cities strengthened their position in the boom years 2000-7. During that period
in 16 of 26 countries, 1 or more second tier cities had higher annual GDP growth than their capitals. In
Austria and Germany, all second tier cities grew more than their capitals. The relatively strong growth
rates in a number of capitals and second tier cities in central and Eastern Europe, also stand out as
their economies integrated into the European economy. (Figure 2).

Figure 2 Total GDP Average Annual % Change 2000-7
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Capital growth rate higher than all second tier cities
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Shares of growth in the boom years

Figure 3 shows the sources of growth in GDP 2000 to 2007. Capitals accounted for 29% of GDP
growth. But second tier cities accounted for the same 29%. Also, second tier cities made the biggest
contribution to growth in Germany, Poland, Spain, France, and the Netherlands. The continuing
dominance of capitals in the former socialist countries stands out.

Figure 3: Share of Growth in Total GDP (%) 2000-7
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Figure 4 compares city and national growth rates in the boom period before 2007. Two thirds of
capitals were above the national average. But almost half of second tier cities also grew faster than

the national average.
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Figure 4: Total GDP - City growth rates compared with national growth rates, 2000-7
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Decentralisation helps economic performance

So far we have focussed upon cities’ economic weight in terms of total GDP. We next look at their
productivity in terms of GDP per capita. We also examine economic performance in terms of levels of
centralisation in different countries. Our classification identifies - from most to least decentralised -
federal states, unitary regionalised, unitary decentralised Nordic, unitary old and unitary new member
states from the highly centralised former socialist states. Figure 5 shows productivity in 2007. There is
a significant relationship between the level of centralisation and economic performance. For example,
in the centralised former socialist states, all capitals perform significantly better than all second tier
cities. In the three federal states Germany, Austria and Belgium, a number of second tier cities
perform better than the capitals — virtually all in Germany. This is also the case in the regionalised
state of Italy.

Figure 5 GDP per capita in PPS 2007
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Changes in productivity 2000-07. Some second tier cities outstrip their capitals

Figure 6 by contrast shows the important dimension of change. There are very significant differences
in the rate of growth of capital and second tier cities. Despite the economic dominance of capitals,
between 2000 and 2007 many second tier cities grew faster than them. For example, in the Federal
states, all of Germany’s and Austria’s and half of Belgium’s second tier cities outperformed the capital.
In the regionalised states, all of Spanish and a third of Italian second tier cities grew faster than their
capital. In the Nordic states, all grew faster than the capital. In the unitary states, all second tier cities
in Netherlands, 12 out of 15 in France, 5 out of 13 in the UK performed better than their capital. In
Greece and Portugal, however, the capitals grew faster than the second tier cities. The position in
many of the new member states is markedly different. In the former socialist states of Hungary,
Poland, Slovakia, Slovenia, Estonia, Lithuania and Bulgaria all the capital cities grew faster than all the
second tier cities and all but one in the Czech Republic.

Figure 6 GDP per capita —average annual % change, 2000-7

4.0

3.0

2.0

1.0

0.0

-1.0

Growth rate in leading second tier city over 2.5 times capital

j“llllmm.. ..._,,m|‘““IIIII||||.| Ml

Germany

Italy France Norway Spain Austria




2.11

18.0
Growth rate in leading second tier city 1 to 2 times capital

14.0

12.0

10.0

8.0

6.0

4.0

2.0

0.0
Netherlands Romania Denmark  Finland Belgium UK Sweden lreland Latvia CzechRep Croatia

Growth rate in capital higher than in second tier cities

by

Estonia  Slovenia Poland Hungary Lithuania Bulgaria Slovakia Greece Portugal

14.0

12.0

10.0

8.0

6.0

4.0

2.0

0.0

-2.0

Source: Eurostat

Impact of second tier and capital city growth upon regional inequality.

Differential growth in capital or second tier cities also affects regional performance. We examined
patterns of regional inequality, using a measure of regional dispersion, which shows the productivity
gap between different regions within a country. Figure 7 below shows the relationship between
regional inequality and the growth in capital or second tier cities 2000-7. In many of the countries
where GDP in the second tier cities grew faster than the capital, regional inequality fell. By contrast
in 10 of the 12 countries where the capitals grew faster than second tier cities, regional inequality
increased.

Figure 7: Growth of Capital & Second Tier Cities and Trends in Regional Inequality and Territorial
Cohesion 2000-7
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Decentralisation encourages improved productivity

Figure 8 supports the analysis above. It applies the Basel Economics Decentralisation Index, which
measures in quantitative and qualitative terms the extent of decentralisation of responsibilities and
resources from national to sub-national governments, to productivity data on second tier cities (Basel
Economics, 2009). It shows that greater decentralisation is associated with greater average economic
productivity of second tier cities.

Figure 8: Decentralisation and Second Tier Citi
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The crisis threatens to undermine achievements of second tier cities

Many second tier cities performed well during the boom years when they had national government
support and investment. But the recession has had a major impact on many of them - in particular
those which flourished during the boom decade. Map 3 shows the changes in GDP during the period
2007-9. More than 75% of the cities experienced GDP falls 2007-9. Capitals performed far better than
second tier cities during the crisis. The better performing places were in Eastern Europe and in Poland
in particular. The fastest growing 19 places — 12 Polish - were all in Eastern Europe. The Baltics have
been heavily hit. Major Western European countries have all been hit. In Germany only Berlin grew.
All other German cities GDP declined. In the UK all 14 cities declined. In Italy all 12 cities declined. In
Spain 8 of 9 declined.

Risk of increased gaps between secondary and capital cities

Although the crisis is still unfolding, there is evidence that the GDP gap between capitals and second
tier cities which closed in many countries during the boom years, has begun to reopen. More generally
there is a risk that the gap between the more and less successful cities across Europe will widen in the
future. There will be intense competition between places for limited public and private investment in
the coming years. There is a risk that private and public investment will focus on already successful
cities which have better economic prospects. Because of this risk, national governments will need to
be more explicit in their decisions about territorial investment programmes in the future than they
have been in the past.
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Map 3
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Capital cities dominate but second tier cities make an important contribution to competitiveness

The essential message of this article is that - with the exception of Germany - capital cities dominate
the European urban system in terms of population, employment and output. The gap between capital
and second tier cities is large and in virtually all the former socialist states of Eastern Europe growing.
The total GDP of capital cities in 2007 was greater than their leading second tier cities in all but 2
countries, Germany and Italy. In 19 countries the total GDP of the capital was more than twice that of
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the largest non-capital city and was as much as 8 times greater in 4 states - UK, France, Hungary and
Latvia.

Nevertheless our evidence shows that all second tier cities made a contribution - and some a
significant one - to economic growth in Europe between 2000 and 2007, even if many were
overshadowed by capital cities to different degrees in different parts of Europe. But many have the
potential to grow and the ability to benefit further from agglomeration economies. The size of the gap
between capitals and secondaries varies and in some cases is declining.

Signs of second tier cities improvement

Also despite capitals’ structural dominance, change measures show an important story. Despite
capitals’ dominance, second tier cities still made a positive contribution to growth and, in a significant
number of cases, demonstrated their potential for increasing this contribution. In 2000 second tier
cities accounted for 31% of population. Between 2000 and 2007, they accounted for 34% of
population growth. By 2007, three quarters of the second tier cities had positive net migration rates
and one third had rates above those of their capitals. Over the same period, they accounted for 29%
of total GDP growth. And the top 36 second tiers provided one third of the total GDP growth that
capital and second tier cities together generated.

In 16 states, 1 or more second tier cities recorded higher annual growth in total GDP between 2000
and 2007 than their capitals especially in Germany, France, Norway, and Spain. But it also happened in
3 former socialist states. And states across the Eastern parts of Europe experienced some of the
fastest growth rates, as their economies integrated into the European economy. While this growth is
under threat from the current recession it demonstrates that second tier cities can improve their
performance and break out of path dependency. Individually, the majority of second tier cities do not
match the economic contribution of capital cities. But collectively their contribution to national
economies is significant.

Decentralisation matters

There is evidence that levels of government decentralisation do matter. Between 2000 and 2007 for
example, in the Federal states, all German and Austrian and half of Belgium’s second tier cities
outperformed their capitals. In the regionalised states, all Spanish and a third of Italian second tier
cities grew faster than their capitals. In the Nordic states, all grew faster than their capital. In the
unitary centralised states of Hungary, Hungary, Slovakia, Slovenia, Estonia, Lithuania and Bulgaria all
second tier cities and all but one in the Czech Republic had lower growth rates than their capital cities.
Only in Romania, Latvia and Croatia did some second tier cities outperform their capital.

Germany - unique but instructive

Germany provides important lessons on the economic role of second tier cities. Of course Germany is
unique in Europe. It is a Federal system. It has changed the capital city whose scale and growth has
been artificially constrained. The country has been divided. Its second tier cities are typically state
capitals with extensive powers and resources. It has a unique system of regional banking and powerful
middle sized firms. It is not possible for other European countries to simply imitate the structural
characteristics of the German system. Nevertheless, the key principles of the German experience can
be transferred between different countries. Its experience particularly underlines the argument that
decentralisation of powers and resources and the spatial deconcentration of investment leads to a
higher performing national economy. Economic activity — private and public - is more evenly
distributed across a range of cities that form a powerful multi-cylinder economic engine. Over the
period 2000 to 2007 population increased faster in 6 German second tier cities than in Berlin. 9
second tier cities outperformed it in employment growth. All 14 second tier cities also had
productivity growth rates above Berlin. At a European level, 5 of the top 10 second tiers in terms of
GDP growth between 2000 and 2007 were German. 5 of the top 10 cities in terms of our measure of
performance in innovation were German. And all but one German second tiers had a drop in
unemployment between 2007 and 2009.
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POLICY MESSAGES: WHY INVEST BEYOND THE CAPITALS IN AN AGE OF AUSTERITY?

This paper has reviewed evidence for the argument that decentralising responsibilities, powers and
resources and spreading investment and encouraging high performance in a range of cities rather
than concentrating on the capital city produces national benefits. It has shown that, although the
capital cities in many countries are responsible for a significant proportion of national GDP, second
tier cities nevertheless make a significant contribution. In many cases the economic contribution that
a series of second tier cities make is greater than that of the capital itself. So the contribution of
second tier cities that lie between the successful capitals and the lagging cities is crucial to national
economic success. Individually, second tier cities may lag behind capitals. But collectively their
contribution to national economic performance is hugely significant. They are the key middle of the
economic system.

In terms of policy, some countries concentrate attention and resources on the capitals at the expense
of their second tier cities. But many are beginning to develop policies which explicitly target second
tiers. More widely, in some countries mainstream national policies which implicitly affect urban
competitiveness - innovation, diversity, skills, connectivity, place quality and strategic governance
capacity — have been used to help second tier cities develop. Most interestingly, in countries which are
less centralised and less economically concentrated, and where cities have greater powers, resources
and responsibilities, cities have performed better and helped the national economy more.

Capital cities matter -but not at the expense of everywhere else

Capital cities matter, are crucially important to their national economies and must be able to compete
in a global market. But the risk is that they dominate the rest of the urban system so the national
economy becomes spatially and structurally unbalanced. Sometimes second tier cities do benefit
from national policy. But often this happens in implicit rather than explicit ways. Most states do not
have a policy for second tier cities which means their collective interests are overlooked.

Decentralisation and deconcentration can help economic performance

The experience of Germany suggests that decentralisation, deconcentration and a strong set of
second tier cities helps drive strong national economic performance. By contrast, if the gap in
economic importance and performance between second tier cities and capitals is very large, this will
limit national performance. First, over-concentration in capitals will weaken more peripheral areas
because they will not have buoyant second tier cities and support services. Second, second tier cities
in systems dominated by capitals are less likely to feature in national policy because they are seen as
less important. Third, the dominance of competitiveness-oriented urban policies will mean that
already successful areas will be prioritised, increasing territorial imbalances. Finally, the lack of
competitive second tier cities limits the scope to reduce the pressure on capital cities’ land, property,
environmental resources, transport and infrastructure by relocation.

How many second tier cities is enough?

The number of high performing second tier cities a country can sustain will vary according to both the
country’s size and level of economic development. For example, in smaller countries there will be less
scope for a large number of places to complement the capital. Equally, in the developing economies of
the East, the capital city is the most significant driver of the national economy. In both cases, capital
cities might remain the initial focus for investment because they are most likely to have the capacity
and critical mass to succeed. Nevertheless, countries must have strategies for developing second tier
cities, to spread economic benefits and help them become the economic motors of their wider regions.
In particular, given the impact of national policies and resources, national governments should focus
their policies to encourage as many high performing second tier cities as the pattern of urbanisation
and economic development permits.
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So what should the policy approach be?

Some second tier cities could contribute more if they were given greater European and national policy
support, tools and investment. Some researchers and policy makers argue there is no need for
government intervention to address regional and urban imbalances. In their view the market itself will
self regulate and lead to increased investment in second tier cities as the costs and price of growth in
the capital become more obvious and the opportunities in second tier cities become equally obvious.
But our analysis, in keeping with much regional economic analysis, does not support that view
(Gardner et al 2012). The logic of over investment in the capitals and under investment in second tier
cities has been shown to be too strong in too many countries. The relationship between capital and
second tier cities should not be seen as zero-sum but as win-win. The capital city in virtually all
European countries makes a huge economic contribution to the overall national economy. There is
little demand for that to be artificially limited to encourage the development of second tier cities. The
policy message is that it is better to encourage the development of both rather than to constrain the
capital. The challenge is to grow the overall national urban economic pie without damaging the capital
city. And a key policy issue is how to encourage second tier cities to absorb some of the capital city’s
growth as it reaches the limits of its capacity to accommodate it and the costs begin to outweigh the
benefits.

Greater transparency about territorial investment strategies. Greater focus on second tier cities.
Urban policy across Europe is very uneven. There has been a shift in the orientation of explicit urban
policies and greater emphasis on boosting urban competitiveness. But the national and regional funds
allocated for them are dwarfed by mainstream spending programmes. Few states consider the effects
of mainstream programmes and spending on the performance of second tier cities, since most
governments are organised on functional rather than territorial lines. Also, very few states have
introduced conscious policies to promote their leading second tier cities. Governments should be
more transparent about their criteria for territorial investment and their impacts upon different city
regions. Governments should monitor and publicise the territorial impacts of their expenditure
programmes. In particular, Governments should ensure that all mainstream programmes, as well as
special urban programmes are focussed on second tier cities and not concentrated upon the capitals.
National government policies, for example, for innovation, research and development, education and
skills, transport and connectivity, infrastructure investment have a major impact upon the relative
performance of capital and second tier cities. It is crucial they are used strategically to avoid over
concentration upon and overheating of the capital as well as to avoid the limiting of scarce resources
to second tier cities. These principles will become more significant in a period of austerity.

So for policy makers at all government levels the message is clear. Strong capitals matter to nation
states’ global positioning and competitiveness. However, strong second tier cities also matter. Both
capital and second tier cities must be supported in future. It is a win-win, not a zero sum relationship.
Governments at all levels should help second tier cities so they can emerge from the current recession
with more ‘investment ready’ places to maximise future national economic performance. The
individual circumstances of countries, regions and city regions will vary and so will policy responses.
But some general principles to guide future territorial investment are clear. Specifically governments
should invest more in second tier cities when: (i) the gap with capitals is large and growing (ii) the
business infrastructure of second tier cities is weak because of national underinvestment and (iii)
there is clear evidence about the negative externalities of capital city growth.

5. WHAT POLICY MESSAGES FOR EUROPE

A final policy message is for the European Commission. City regions are crucial to the delivery of its
strategic goals identified in EU2020. (EU2010) It must take city regions - and their leadership - more
seriously in future. Commission policy for cities has varied in recent years and the economic place
making agenda has fluctuated in its significance. The issues have slipped down the Commission’s
agenda in recent years and should be reasserted. The Commission needs to exercise leadership and
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provide clarity and resources in this field. It should do more to ensure that the economic potential of
second tier cities is clearly recognised in its strategies. The territorial impact of all Commission
policies, not just those of DG Regio should be made more explicit. The sectoral policies of the
Commission should be better integrated. But the key challenge is to ensure that not only the explicit
targeted resources but all mainstream Commission funding impacts on second tier cities in a more
coherent way than it currently does. In a period of austerity, it is crucial that the Commission commits
to the importance of those cities. First it should not retreat to a policy of concentrating only on small
socially deprived areas but focus more widely upon economic place making. Second it must not focus
only on a limited number of already successful places but should make the wider longer term
investments that will bring longer term economic prosperity to more places, more countries and
hence to Europe.

Throughout the past 20 years the European Commission has played a bigger and bigger part in trying
to increase the economic competitiveness of cities but reducing social exclusion in them. Its policy has
broadened and deepened to grapple with the complex mix of opportunities and problems different
European cities face. There is now a huge urban policy debate in Europe which has been sharply
focussed by the work undertaken on the territorial dimension of cohesion by the EU Hungarian
presidency. There is growing recognition of the economic and social contribution of - but also the
challenges to - cities and urban areas to the future of Europe in a period of huge economic and
financial challenges. At the same time there is growing interest in developing integrated approaches
to urban development. During the past decade, the underlying principles have been promoted in a
series of national and inter-Ministerial documents including the Lille Action Programme, and the
Rotterdam, Leipzig and Toledo Charters and declarations. The reform of the structural funds
underlines the significance of these issues. The 5th Cohesion Report emphasised the importance of
increased attention to urban issues.

What Does EU2020 Want?

EU 2020 is the critical policy context for this study. It outlined three clear goals for Europe

development in future — it must be smart, inclusive and sustainable. Its headline objectives are to:

¢ increase employment to 75%;

e invest 3% of GDP in R&D;

e cut greenhouse emissions by 25%;

¢ reduce early school leavers from 15% to 10%, increase the numbers with tertiary education from
31% to 40 %;

¢ reduce the numbers of people in poverty by 25%.

The specific areas identified for investment were:
¢ New technologies.

e Cutting edge research.

e High speed internet access.

e Smart transport and energy infrastructures.

e Energy efficiency and renewable energies.

e Business development.

e Skills and training.

How can cities help deliver EU 2020?

So a crucial challenge is to show that cities can make a significant contribution to these 2020 targets
and demonstrate that they are potential levers which can be used to make its ambitious targets a
reality. In fact given the scale of their population and the weight of their economic contribution, many
of those headline targets and investments will have to be achieved in cities. They account for 85% of
Europe’s GDP, 75% of its population and 80% of its carbon footprint, so urban development is crucial
to delivering a sustainable Europe.

Reinforcing the urban dimension - the significance of the Budapest Territorial Agenda 2020
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As DG Regio has made clear in its document ‘Promoting Sustainable Urban Development in Europe’,

EU funds have explicitly supported intervention at the urban level not least through the Structural

funds for a arrange of reasons:

e City regions are the motors of economic growth, home to most jobs and play a key role as centres
of innovation and the knowledge economy.

e They are at the frontline in the battle for social cohesion and environmental sustainability.

e Europe’s regions benefit from city regions’ enormous potential for increased competitiveness and
employment.

e The redevelopment of deprived areas can increase economic potential by creating more
attractive locations for business investment .

As EUROCITIES has argued, these justifications can be complemented by three others:

e The main challenges to Europe’s competitiveness and cohesion will be won or lost in Europe’s
cities

e Addressing these challenges and these issues at a local level will affect the entire EU in a
demonstrable fashion and has clear EU added value

e Joining up investment at local level can bring real synergies which will have multiplier effects upon
both funding and impact of projects.

But despite this recognition of the important role of cities, and despite its implicit territorial
dimension, many partners have emphasised that the key strategic document of the future of Europe,
EU 2020, does not have a sufficiently explicit territorial focus. It does not locate its targets or
investment actions in particular places. This is an important gap in our understanding and in policy
which will limit the prospects of EU 2020 reaching its very ambitious goals. However, as a result of the
work of the Hungarian EU Presidency, the direct territorial implications of EU 2020 has been
underlined by the revised Territorial Agenda 2020 which was adopted by the informal meeting of
Minsters in May 2011. Its key argument is that: ‘The Europe 2020 strategy for smart, sustainable
growth can only be achieved if the territorial dimension of the strategy is taken into account, as the
development opportunities of the region vary.’

TA 2020 is a crucial document which clearly outlines the territorial and policy challenges that the EU

must get right if it is to create a successful Europe. Its assessment of the territorial challenges facing

Europe that urban policy makers would need to address are:

e increased globalisation and structural changes caused the global economic crisis;

¢ increased EU integration and the growing interdependence of regions;

¢ the diverse economic and social challenges facing Europe, especially the segregation of vulnerable
groups;

e climate change and environmental risks with diverse territorial impacts;

* rising energy challenges and the threats it poses to regional competitiveness;

e the loss of vulnerable natural, landscape and cultural heritage.

Many of these challenges are essentially urban in nature.

The document also made clear that despite a long history of EU interventions and despite a series of
successes and improvements, there remained some significant weaknesses in policy making at
European level which must be addressed in future. It stressed that policy in future needed:

e more effective coordination of different policies, actors and planning mechanisms and the
creation and sharing of territorial knowledge;

e more sophisticated multi-level governance arrangements to manage different functional
territories and ensure an integrated contribution of local, regional, national and European
partners;

e vertical and horizontal coordination between different levels of government and different policy
sectors;

e amore strategic approach to enhanced territorial cohesion;
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e greater recognition of the different interests and perspectives of different levels of government
should be accepted in both the implementation and monitoring of the EU 2020 strategy.

Cohesion policy in particular could make a significant contribution to territorial integration. But for
that to happen, Cohesion policy needed:

e strengthened mechanisms to ensure territorial coordination of its interventions;

e agreater territorial dimension strategic programming, monitoring and evaluation;

e more integrated place based programmes and projects;

* more integrated funding approaches;

* more experimental approaches to integrated local development;

* more involvement by regional and local actors in the programming process;

* more sharing of good practice.

Multi-level governance and development across the wider territory

TA 2020 underlined an increasingly important aspect of urban policy — creating governance at scale so
that policy makers make the right decisions for functional urban economies not administrative local
government boundaries. Getting the right relationship between urban areas and their economic
hinterlands will be an increasingly important challenge for urban policy in future. Many levels of
government across Europe are trying to develop more sophisticated territorial governance. They
recognise that city administrative boundaries do not correspond with current economic realities.
There are increased efforts to devise sub-regional institutional relationships so that cities and their
surrounding regions can work together more efficiently, partly to manage internal issues - economic
development, physical infrastructure, human capital, environment, transport issues - and partly to
market their regions externally. However a wide range of challenges remain to successful
collaboration between cities and sub-regions.

The economic and financial crisis makes this policy challenge more urgent

The importance of this study has been underlined by the scale of the economic and financial
challenges facing governments at all levels across Europe in the face of the global recession. Recession
and fiscal problems are having a major impact upon the prospects and performance of cities across
Europe. In the past decade as a result of high performing national economies and substantial
investment of public resources, cities in many countries improved their economic performance and
made a growing contribution to national economic welfare. Those conditions will not be found during
the next ten years. There is a risk that economic and fiscal problems and the competition for scarce
public and private sector resources will create big challenges for many already economically
vulnerable places and communities and encourage a pattern of unbalanced territorial development
across Europe within and between regions and cities.

But it must create others which are more appropriate to the more uncertain times. For example, the
models of development and the policy practices and principles which flourished during the boom
years will need to be adjusted to take into account the different economic, social and political
challenges and the reality that there will be less public resources at all government levels during the
next years. There will need to be a move away from a public grant model of development to one in
which public private partnerships, innovative financial engineering, more recycling of funds through
dedicated mechanisms with the public sector taking greater risks but also greater rewards .

The financial crisis is important for two related but slightly different reasons. First, many underlying
economic and social problems in cities which had been masked by the economic boom of the last
decade have been revealed and exaggerated by the crisis. Challenges of social, economic and financial
exclusion have grown dramatically especially amongst vulnerable groups - ethnic minorities,
immigrants, the young unemployed, the unskilled. The need for successful urban development
policies will be even greater in the future because the scale of the challenge will be greater. Europe
will need to make its urban areas both more competitive and more inclusive to flourish in a global
economy.
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Second, the shortage of public money will mean that all governments will need to do more with less
and find the most efficient, and effective way of addressing their problems. Good practice about what
works and what does not will become even more significant because governments will be reluctant to
spend scarce money unless they can see it makes a difference. This will be true at all level but given
potential pressures upon EU budgets, the dilemma could be particularly sharp here. So good practice -
which was desirable in the boom years - will be an absolute necessity in the austerity years.

The fluidity of the policy debate reinforces the importance

These underlying concerns have been sharpened and focussed by the intense debate taking place at
all levels of government and beyond across Europe about the future of Cohesion Funds after 2013.
There are a wide range of views about what is desirable and what is possible in future. But there are
huge uncertainties on all issues. There is no certainty about the future budgets and what can and
cannot be sustained. There are also a range of opinions about what cohesion funds should look like
and where they should focus. In addition it has been argued that the whole place agenda has been
slightly moved from the top of European policy maker’s agenda during recent years. So there are
many big policy issues to address.

What are the key principles of integrated urban development — the Urban Acquis?

There is a clear agreement about the essential features of good practice in urban development. For

example, The Rotterdam agreement identified the key principles of integrated urban policy. We would

simplify those essential principles into five key policy challenges for good urban development. It must:

e Support both places and people.

e Adopt an integrated approach and recognise the linkages between housing, education,
transportation, security, health and welfare policies rather than treating them separately.

e Provide long-term support rather than short-term interventions.

e Balance leadership from the top by national government with leadership and engagement from
below by community and local partners.

e Build long-term contracts between different partners and levels of government, which focuses
upon the outcomes of policies not short-term policy inputs.

e Encourage a wider territorial focus which links the social challenges faced at neighbourhood level
to the larger metropolitan or sub-regional economy where the problems are often created.

Implementing the principles will be more challenging in future

However, although there is agreement upon the importance of the key principles of integrated urban
development outlined in the Urban Acquis, there is less agreement about how those principles can in
future best be implemented by whom. There is less agreement about the precise role that the
Commission might play in future and what policy priorities it might adopt. What should be the balance
between competiveness, cohesion and sustainability? How could policy encourage innovation,
flexibility and risk taking? What are the advantages of mainstreaming against area based special
initiatives? What should be the policy balance between economic opportunity or social needs? At
what spatial level should policy focus — the neighbourhood, the city or the wider functional economy
and city region? How can the different programmes of different Directorates be best integrated at
urban level to maximise their impact?

Many of those policy dilemmas were rehearsed at the DG Regio’s conference ‘Building on 20 years of
Community Support to Urban Development.” DG Regio for example identified the successes of the
mainstreaming of the urban agenda that had occurred in the 2006-13 period as the following:

e The EU has succeeded in spreading and opening the idea of integrated urban development within
Cohesion Policy programmes across Europe. Half its programmes had an urban dimension.

e There had been significantly increased resources for urban development which had gone from
750 million euro in 2000-6, to 10 billion euro for 2007-13.

19



5.22

5.23

5.24

5.25

5.26

e The introduction of Jessica had signalled a shift in philosophy and strategy from simply giving
grants to a strategy of public investment, recycling and the sharing of risk and reward.

However, the following weaknesses were also identified by DG Regio:

e C(Cities should be more directly involved in the design and management of Operational
Programmes. There was a need to improve governance mechanisms so that cities were full
partners

e Akey principle of The URBAN initiative - participation and local involvement - had been partly lost
by mainstreaming in 2007-13 which was a real set back.

e There was a risk of governments returning to easy policy options based on sectoral approaches
because integrated programmes consumed time and resources.

e There had been a loss of innovation and experimentation with the loss of URBAN and its
experimental grass root projects.

Urban development policy must also recognise that Europe remains enormously diverse. Equally,
national differences in cultural and ideological value systems, economic systems and performance,
governance arrangements and government policy all have an important impact upon cities. The
experience of the past decade has also shown that the capacity of different cities in different countries
to incorporate the principles of good urban development vary enormously. Most crucially the key
principles of good practice essentially require cross sectoral working, cross departmental working,
partnership between public and private sectors, flexibility in organisations. These have proved
particularly challenging in the new member states. They typically have highly centralised government
systems, often segregated along department and sectoral policy lines, with regional and local
government have limited powers and resources and also limited incentives to collaborate across
policy and geographical boundaries. So they have often found it particularly challenging to implement
the principles of good urban development. So policy must sympathetically reflect that diversity of
places but identify common principles that they can pursue and identify ways of unblocking barriers
to implementing them.

Despite the challenges presented by globalisation, economic restructuring and institutional
change, European cities have substantial economic, social and cultural assets - and potential. Much
remains to be done - but already much has been achieved which can be built upon. Many of the
factors which attract investment and people to particular places - the quality of labour, education and
training, the cultural, residential and physical environment, the planning and fiscal regimes, the
communication and transportation infrastructure remain under the influence - if not sole control - of
cities. They can be affected by city policies, although increasingly in particular with other actors. And
there are many examples of successful responses to the new challenges.

Many cities have achieved substantial physical regeneration, especially through the renovation of
their city centres which offer impressive commercial, residential, cultural and retail facilities. Many
cities have concentrations of intellectual resources in universities and research institutions which
encourage high levels of innovation. Many play important roles as centres of communication,
decision-making and exchange. Many have substantial cultural resources which are increasingly the
source of economic growth and job creation. Cities also have enormous integrative potential with the
capacity to encourage community participation and civic identity. And despite the growth of
exclusion, many cities remain ethically and socially diverse and offer vibrant cultural opportunities
which attract visitors and residents. Within many cities there are flourishing neighbourhoods and
communities with extensive levels of social capital which are the source of community empowerment.

Across Europe there have been many successful efforts to make cities more sustainable through
innovative environmental and transportation schemes.  Also, there are a range of innovative
initiatives to develop partnerships and achieve integrated responses to social exclusion in many cities.
And despite the growth of economic competition between cities, there has been an important growth
in networking between them as they seek to trade, exchange ideas and information and share good
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practice. Substantial economic, social and environmental challenges to European cities remain. But
much has already been achieved in facing those challenges. A key aim of European urban policy
should be to increase awareness of what has been - and can be - done and to encourage the
institutional processes which will enable cities to build upon their assets and potential to achieve long-
term sustainability.

Despite the diversity of the European urban experience, its cities experience common trends and face
similar challenges. The trends are globalisation and economic restructuring, social change and
changes in institutional relationships and behaviour. The common challenge is to develop strategies,
policies and instruments which will:

e improve the economic competitiveness of cities and Europe itself by maximising their economic,
physical and intellectual assets and encourage innovative institutional and individual behaviour;

e distribute the benefits of increased economic competitiveness and reduce the growing social
exclusion which is both a threat to the economic competitiveness and social stability at a
European level;

¢ make cities more sustainable and not impose the costs of development upon their surrounding
regions, the planet itself or future generations;

e encourage innovative and flexible decision-making processes that will integrate the actions of
partners in the public, private and community sectors, from European to local level, and increase
synergy between existing institutional processes and resources;

e encourage a more balanced European urban system by discouraging unnecessary competition
between cities, support the needs and opportunities of medium-sized as well as larger cities
across the Union, encourage better urban-regional and urban-rural linkages and encourage more
effective networking between cities across the Union and between cities within regions.
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