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This Report, prepared by the Department for Development and Cobesion Policies
(DPS) of the Ministry of Economy and Finance, provides an outline of economic trends
and development policies at a territorial level.

All units of DPS were involved in writing the Report: under the responsibility of
the Research Service headed by Letizia Ravoni, these include the Service for Territorial
Development Policies headed by Paolo Signorini, the EU Structural Funds Policy Service
beaded by Paola De Cesare, the CIPE (Interdepartmental Committee for Economic
Planning) Secretariat, the Service for External Cooperation, the Evaluation Unit co-or-
dinated by Laura Raimondo, and the Verification Unit coordinated by Aldo Mancurti.

The Report was planned and co-ordinated by the Head of Department, Fabrizio
Barca, with Letizia Ravoni and Paola Casavola. The responsibility for individual chap-
ters was entrusted to Francesco Stella, Laura Raimondo, Mariella Volpe, Letizia Ravoni,
Giampiero Marchesi and Paola Casavola. The Appendix was overseen by Paola
Casavola, Lorenzo Paccusse and Norina Salamone.

The following people also contributed to this Report: Cinzia Aloisantoni, Carlo
Amati, Francisco Barbaro, Tito Bianchi, Monica Brezzi, Lorenzo Caccianini, Umberto
Cafiero, Alfonso Cammarano, Antonio Caponetto, Francesca Cappiello, Patrizia
Cappellaro, Paolo Caputo, Luca Celi, Raffaello Cervigni, Laura Cisterna, Angela Corbo,
Leopoldo Cozzolino, Oriana Cuccu, Silvio D’Amico, Sabina De Luca, Simona De Luca,
Michele D’Ercole, Vincenzo Donato, Marta Foresti, Cristiano Galli, Vincenzo Gazerro,
Emanuela Incicco, Sabrina Lucatelli, Marco Magrassi, Barbara Majano, Erica
Mallarini, Luca Manieri Elia, Nicola Masi, Marina Maselli, Saverio Massari, Giuseppe
Mattiozzi, Teresa Mazzitelli, Daria Mendola, Giampiero Meriano, Teo Muccigrosso,
Alessandra Nicita, Federico Nusperli, Marco Orsini, Silvio Pancheri, Raffaella
Panebianco, Gessica Paolini, Livia Passarelli, Pasquale Patella, Guido Pellegrini, Aline
Pennisi, Paolo Pratico, Giorgio Pugliese, Federico Risi, Rosanna Romano, Tiziana
Rosolin, Piero Rubino, Rossella Rusca, Amalia Senesi, Antonio Sferrazzo, Marco
Spampinato, Luigi Stieri, Benedetta Stratta, Laura Tagle, Alessandra Tancredi, Flavia
Terribile, Attilio Turri Bruzzese, Andrea Umena, Francesca Utili, Salvatore Vescina,
Piero Volpicelli.

Franco Acquaviva, Marina Bugamelli, Elvira Germogli, Simona Panei, Paola
Picciotti, Cosimo Maio and Lucia Di Blasi contributed to the layout of text and tables.
The presentation and distribution of this Report were overseen by Emanuela Poli, head
of the Office for Communications and External Relations, together with: Oriana Blasi,
Chiara Bocchino, Monica Bramucci, Roberta Guerrieri and Alessandro Arrigo.

Special thanks go to all the staff involved in the preparation of this Report for
their dedication and care.



This year’s Report of the Department for Development and Cohesion Policies
(DPS) provides us with a picture of our Southern regions which once again shows
positive and encouraging elements, encouraging us to continue our efforts to iden-
tify new strategies and tools for economic growth.

Yet again, EU resources were fully utilised within the end-of-year deadline
and, thus, no Region of the South was subject to automatic decommitment of
funds. This is no longer a novelty (indeed, since 2002 this has happened every
year), but the consolidation of positive results testifies to a definite leap forward in
quality achieved by the administrations in programming and in spending funds
such that only pessimists could continue to maintain that this is merely due to
chance.

Secondly, in terms of additional national resources financing works included
in the Framework Programme Agreements, contract award tendering procedures
for a majority of the works were finally carried out in 2004. The acceleration of
this process was due, in particular, to the new performance-rewarding and penal-
ty mechanisms introduced in 2002 by the Interdepartmental Committee for
Economic Planning.

However, the full use of EU reimbursements and national resources is not in
itself a positive result, though it is clear evidence that, for a number of years now,
Italy has begun to develop the most backward areas of the country. The results are
becoming apparent. Indeed, this Report highlights a significant improvement in
the water and energy sectors; the conditions for the general improvement of ser-
vice provision to citizens and for a real reduction in the infrastructure gap in the
transport sector have been determined. Furthermore, it is a point of pride for me,
personally, to be able to recall that 2004 was also the year in which the Palermo-
Messina highway, begun in 1969, was finally completed.

Encouraging signs are also evident in the growth of the number of businesses,
in the substantial and constant drop in the unemployment rate, and in the level of
exports from the South, which confirms the growing competitive capacity of an
area that was traditionally lagging in the foreign trade sector.

These and yet other signs are positive and encouraging but, in all honesty, it
must be admitted that there are still many areas that are suffering and lagging in
the South of Italy. In my opinion, despite the important steps forward, further
work is needed to formulate new national strategies in the tourism sector, to fur-
ther increase investment in research and innovation, and to continue to improve
the still-lagging sectors of health and education.

Today, we are facing a very delicate phase. Right now, Italy - which is one of
the principal net contributors to the European Union - is negotiating reform of EU
cohesion policy for the years 2007-2013. We are strongly supporting the need for
clear rules to guarantee the quality of expenditure, genuine additionality and



greater links between cohesion policies and competition policies. The credibility
that we have achieved in the use of EU funds allows us now to take a tough posi-
tion on these issues.

It is now necessary to carry on, to believe in and stake our chances on devel-
opment, fully aware of our potential. It is evident that where political renewal has
been accompanied by government stability, development strategies and interven-
tions have been more able to unleash their positive effects. Nor can it pass unno-
ticed that where good and sound policy management has been able to rely on a
modern and rigorous public administration, results have been achieved which
were inconceivable in the past.

Optimism, formulating planning strategies, renewing the political class,
modernising the public administration, rigour and stability of government: this is
the message to be drawn from our Southern Regions, in order to face the challenge
of growth and competitiveness. With the certainty of success.



There is nothing inevitable in the social and economic backwardness of a ter-
ritory. But overcoming backwardness depends on the determination with which
business and political leaders demand and help deliver greater competition and
better services. This is one of the lessons from the new development of the South
of Italy (the so-called Mezzogiorno) portrayed in this Report.

The document, prepared by the Department for Development and Cohesion
Policies (DPS) of the Ministry of Economy and Finance, reports annually to the
Parliament on social and economic trends and policies implemented in different
regions of the country, namely in its under-utilised areas!. Particular attention is
paid to the South of Italy and to some disadvantaged areas of the Centre-North,
which are the subject of two coordinated regional policies: EU policy, implement-
ing the European Treaty, and national policy implementing the Italian
Constitution (Article 119, paragraph 5), through the Fund for Under-utilised
Areas.

The picture of the Mezzogiorno which emerges defies easy stereotypes. This
is evident from the successes obtained, namely persistent entrepreneurial and
administrative renewal, less external economic dependence (less aid and lower
net imports), ongoing progress in infrastructure and services, dissemination of
points of excellence (including urban services) and some signs of credit recov-
ery. It is also apparent from the critical points, such as hindered growth
(though greater than in the Centre-North), still seriously inadequate quality
of many essential services, still excessively high aid expenditure compared to
spending on tangible and intangible infrastructure, deficit of competition, in-
cluding the presence of organised criminal pressures, and the low-level con-
tribution of credit to development.

The familiar Mezzogiorno continues to exist, since weakness in both compe-
tition and collective services, which holds back the Italian economy and soci-
ety in general, retains a systemic character and blocks growth in productivity
and well being. But we are no longer dealing with the same Mezzogiorno of the
past.

Today’s Mezzogiorno is not quite like that of the early 1990s, when subsidies
and aid still dominated and both responsibilities and financial resources were
lacking at local level. Nor is it the same as that of the mid-90s, with signs of new
vitality but lacking the guidance of economic policy. It is not even the
Mezzogiorno of the late 1990s, when the new policy had only taken its first steps.
Today, we are dealing with an area in ferment, with strong processes of change

! The term “under-utilised areas” refers to all areas which are deemed worthy of development intervention over
and above ordinary intervention, through recourse to EU (and national co-financing) resources — objectives 1 and
2 areas of the 2000-2006 EU Programme — or national resources (cf. the paragraph 5 of Article 119 of the Italian
Constitution). For a description of the way in which these areas are identified, including 8 Regions of the South
of Italy and the areas of all the Regions of the Centre-North, refer to the Executive Summary and par. III.1.2 of
the Third DPS Report.
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and strong elements of resistance. Regional institutions are at times unrecog-
nisable compared to their state a few years ago, although the decision-making
process for priority selection needs to be reinforced; infrastructure and services
are improving, although the impact on productivity is taking a long time to be
felt; non-agricultural employment is growing, although the labour market re-
mains depressed.

The economic policy employed in recent years is not extraneous to the posi-
tive results. True, the new phase began midway through the last decade due to the
healthy reaction of society and the markets, to the sudden reduction of State in-
tervention. But when the State resumed a policy for the South, it did so according
to a completely new methodology. It stayed away, as far as possible, from subsidies,
and opted instead for a supply policy aimed at better services, competitiveness and
institutional renewal.

It was, and still is today, a difficult path, which does not deliver immediate re-
sults and requires determined persistent business and political leaders ready to
break with established rents.

kock

During 2004, a positive cyclical turnaround took place. However, in the
South of Italy, as in 2000, this manifested itself later than it did in the Centre-
North (fig. 1)
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Source: for the period 1996-2003 ISTAT - Territorial Economic Accounts; for 2004 provisional DPS estimates
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According to this reading, the new phase - which since the mid-1990s has
seen the South of Italy grow a half point more than the Centre-North every year,
a positive differential never seen in the Republic’s history - is still in progress. It
is a trend which finally sees a per capita GDP growth in Italy inversely proport-
tionate to the starting value (fig. 2). Changes in productivity, which between 1995
and 2003 grew by 1 per cent per annum in the South of Italy, as against 0.4 per
cent in the Centre North, have been determining factors in this trend.
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Compared to the previous years, 2004 was marked by the slow pace of tourism
flows, while the strong entrepreneurial dynamism and the improvement in exports
was confirmed (fig. 3). The reduction in external economic dependence is indeed
turning out to be one of the main features of the new development of the South.

Ministry of Economy and Finance
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A slight recovery was also evident in the level of employment, once again on
the rise in the South of Italy after the downturn that took place starting from the
middle of 2002. Labour supply, which for more than a year dropped more rapidly
than demand (indicating a drop in people’s confidence to look for a job) has sta-

bilised (fig. 4).

Total employed Labour supply
114 114
112 0',‘ > 112
110 7 110

ﬂ-"
PR

108 P 108 FoSnnnt
106 "--'M o6 "

&

. -
104 U 104 rs.Lid
g OO \_—
102 - ‘//// 102 _gl--“
100 100
1999 | 2000 | 2001 | 2002 | 2003 | 2004* 1999 | 2000 | 2001 | 2002 | 2003 | 2004+

Southern ltaly = = = Centre-North ‘

* Until the third quarter.
Source: processing of Istat, continuous labour fource survey

Ministry of Economy and Finance



DPS Annual Report - 2004 - Summary

The rate of unemployment has thus undergone a further drop (to 14.7 per cent).

The persistence in the South of Italy of a condition of “hindered development”
is mostly due to the quality of collective services. The analysis undertaken in this
Report for all European Regions shows that it is not the peripheral nature of
Regions per se - measured by their distance from the European centre of gravity -
which explains differences in productivity, but rather the quality of services such
as education and transport infrastructures.

Current policy for the South is aimed at reducing the lag in the supply of col-
lective services. Only the persistence of this policy as planned in national pro-
gramming documents, and in agreements with the European Union, can reduce
the lag which has accumulated over time.

The commitment to improve infrastructures and their management is beginning
to address backwardness in the South of Italy for several important public utility ser-
vices, such as water and waste collection. Only persistence with this commitment,
however, together with an increase in the degree of competition in the market for ser-
vices and a concentration of providers, can enable a positive and timely outcome. For
water, efforts made in the South, due in part to the incentives and rules defined by EU
programming, have achieved a result greater than expected: the appointment in mid-
2004 of relevant Authorities in all the water basins, a pre-condition for any further
progress and a better result than that obtained in the Centre-North. The completion
of this process now requires overcoming the strong fragmentation of supply and a re-
vision of the current tariff mechanism. The delays, achievements and opportunities in
the area of disposal of urban waste are similar (fig. 5).
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1The targets of differentiated urban waste collection (the 15 percent by 1999 and the 35 percent by 2003) are determined by art. 24
of D.Lgs 22/1997 (so called "Decreto Ronchi"). In ltaly the 2003 target has been seldom achieved and overcome only by Veneto and
Lombardia, while the eight southern regions did not reach in 2003 the 1999 target.

Source: processing of Istat data
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For the big networks, especially transport, a reversal of past trends has be-
gun with the coming into force of the so-called “Legge Obiettivo” (a law for pub-
lic works projects), which by the end of the decade should also set a rebalancing
process in motion between the two areas of the country. It involves 162 projects
throughout Italy, of around 24 billion euro in public expenditure. 8.5 billion
were decided on by CIPE (the Interdepartmental Committee for Economic
Planning), 49 per cent of which were allocated to the South of Italy. After the
intervention on procedures and the acceleration of sub-contracting, it is now
necessary, by means of cogent monitoring, to verify and promote a timely im-
plementation of public works.

So wide is the gap that has developed in the South in the field of education,
that the progress made towards reducing the school dropout rate is not sufficient
to bridge it. A recent study carried out by the OECD in 49 countries on the math-
ematical abilities of 15-years-old students, essential for contributing to competi-
tiveness, especially with the existence of highly-evolved and specialised technolo-
gies but also due to the increased complexity of all social and economic contexts,
shows a particularly lagging situation in Italy despite the rather positive results of
its northern Regions. The percentage of students with abilities that go beyond car-
rying out clearly described procedures, and which allows complex problems to be
solved, is equal to 20.4 per cent in Italy, compared to the OECD average of 33.7
per cent (fig. 6). The Centre-North areas have figures between 28 and 40 per cent,
while the South does not exceed 10 per cent, revealing a serious gap within the
country. This is a gap which, according to general evaluations that the OECD has
itself carried out for all industrialised countries, could to a rather significant ex-
tent be due to the school attended.

Percentage of 15 years-old students with abilities
that allow complex problems to be solved, in some
Oecd countries

Public junior high school dropout rate
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Social services are also insufficient, both as regards recourse to Local Health
Centres and to Casualty Wards (judged to be problematic by 15 per cent of fam-
ilies, as against 9 per cent in the North), as well as in relation to the state of
housing. Accessibility remains a strong impeding factor to development in the
South. Around 70 per cent of municipalities in protected areas, where the im-
portance of the natural heritage is protected and is a source of particular inter-
est, manifest accessibility conditions lower than the average accessibility of lo-
cal tourist systems, while this same statistic is around 10 per cent in the North
and 30 per cent in the Centre (fig. 7).
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Share of municipalities in
local work system (SSL) with accessibility greater or lower @ Greater M Lower
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Note: Data refer to municipalities with more of 10 percent of surface included in protected areas, excludin? the “metropolitan
areas capitals”. In the graphs the share of municipalities belonging fo the local work system (SSL) with values of uccessibﬂig
index (defined by ISFORT) greater or lower than the median value of the local work tourist system (Tourist SSL) is represented.

In the field of law and order, the pressure of organised crime remains higher
in the South, with 10.8 crimes of this nature committed for every 10,000 inhabi-
tants, as against 8.9 in the Centre-North. However, despite the continued pres-
ence of specific and serious situations of emergency, the strong commitment of
crime prevention and crime-fighting policy has, in recent years, reduced the gap
between the two macro-areas, due also to a significant decrease in the South of
some serious crimes (homicides, smuggling, and serious robberies). In 2003, there
was on average a substantial re-alignment at the national level of perceived secu-
rity by families in relation to their area of residence (27.9 per cent of families in
the South declared that they lived in an at-risk crime area, compared to the Italian
average of 27.4 per cent?).

2 Source Istat, Multipurpose survey “Aspetti della vita quotidiana” (“Aspects of daily life”)

Ministry of Economy and Finance
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The Report illustrates policy trends in terms of financial commitments and
institutional changes.

In the South in the period 1999-2002 only 609 euro per citizen was spent
annually on tangible and intangible infrastructure, compared with 710 euro in
the Centre-North. This serious gap existed, despite a higher capital expendi-
ture commitment in the South than in the Centre-North (1,056 euro per capi-
ta as against 973 euro). For this reason, it is important to shift the balance of
capital expenditure from incentives to public investment in infrastructure. In
the last five years, the share allocated to public investment in tangible and in-
tangible infrastructure, as against total capital expenditure in the larger public
sector, has grown by around 4 points (fig. 8), but the progression is not con-
tinuous, and remains lower than planned.

Per capita average values 1999-2002 Share of investments on the overall expenditure
(Larger Public Sector) for Southern in Italy
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1 The Larger Public Sector includes, besides the public administration, also firms such as ENEL, Ferrovie dello Stato, ENI, Poste
Italiane, directly or indirectly ruled by public bodies.

Source: Territorial Public Accounts and “Indicatore anticipatore”

In absolute terms, capital expenditure of the public administration aimed
at the South has grown significantly, from an average value of around 17 bil-
lion euro in 1998-2000 to an average value of 20.5 billion euro in 2001-2003,
also with a slight increase (from 39 to 39.5 per cent) in the share of total cap-
ital expenditure of the country. The achievement of EU spending objectives in
the coming years, a clear progress in spending capacity also for national re-
gional funds, the timely allocation and use of resources assigned by the 2005
Budget Law to the Under-utilised Areas Fund (7,8 billion euro, equal to 0.56

Ministry of Economy and Finance
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Source: Quadro Finanziario Unico

per cent of the GDP), and the more rigorous pursuit of the objective of chan-
nelling to the South 30 per cent of funds allocated for ordinary capital expen-
diture: all these represent the conditions for a further increase in capital expen-
diture in the South according to the profile set out in figure 9 and undertaken
with the European Union in December 2004. Though these total and addi-
tionality targets are lower than those originally fixed, they nonetheless repre-
sent rather demanding goals.

Providing these goals were to be achieved and the balance between incen-
tives and public investments were also to take place, together with higher qual-
ity of spending, the objectives for GDP growth in the South set in the new pro-
gramming documents could be achieved. As shown by the simulations carried
out using the Department’s econometric supply model, results depend not on-
ly on the multiplier effect of public expenditure, but especially on the positive
externalities that the improvement of services can produce in a local context.
Greater caution in setting the forecasts was anyhow suggested by the experi-
ence gained in previous years, when effective GDP growth in the South was in-
ferior to that originally planned, not only (for about two thirds) due to the in-

Ministry of Economy and Finance
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ternational cycle - lower than forecasted - but also (for the remaining third) due
to lower capital expenditure and the lack of these supply-side effects original-
ly foreseen. GDP growth in the South is then now expected to exceed the
European average only since 2007 and not, in any case, to exceed 3 per cent per
annum (cf. fig. 10).

1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

——e—— Programmatic targets - - -® - = Model: no externalities scenario
- - =& - - Model: low externdlities scenario — -B — Model: high externdlities scenario
EU15

Source: DPS processing

The effectiveness and integration of EU and national regional policies, and
of these two policies with economic policy as a whole, were reinforced within
the context of the intense European debate during 2004 over cohesion policy,
on its role and its limits in the achievement of the competitiveness objectives
set in Lisbon.

The critical points brought to light by the frank debate helped set the foun-
dations to make the current regional policy more binding and strategic, both
in the South of Italy and in the Centre-North. The functioning of the Under-
utilised Areas Fund, the progressive adoption of rules and guidelines for na-
tional regional policy partly inspired by those which govern the use of EU
funds, and the strong regional commitment to mark a turning point in the
multilevel governance tool (the Framework Programme Agreements) through
which Regions and the central State coordinate their interventions, have al-
ready produced tangible effects. Others will come about through the work

Ministry of Economy and Finance
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which has already been started, together with local authorities and social and
economic actors, on elaborating the National Strategic Framework for the
2007-2013 period (cf. fig. 11).
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This framework explains, together with financial considerations, Italy’s strong
backing of the Commission proposal for the 2007-2013 Financial Perspectives and
the strong stance in the negotiation. Both in the South of Italy and in the Centre-
North, cohesion policy is a tool generating service quality and institutional re-
newal and consolidation of a national regional policy depends on cohesion policy
being retained. Together with rural development policy, cohesion policy repre-
sents the only line of intervention contributing to the net financial balance with
the European Union.

Ministry of Economy and Finance
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The positive results obtained in the management of EU funds contributed to
strengthening Italy’s negotiating position. The end of 2004 saw not only a new
success, namely the avoidance of automatic decommitment of resources (cf.
tig. 12), but also a significant increase in the efficiency of the responsible admin-
istrations, which, spurred by performance-rewarding mechanisms, reduced the
seasonal nature of their expenditure. Thanks to the advance timing with which
payment requests were received, 4.6 billion euro in reimbursements were obtained
by 31 December from the EU budget, which contributed to reduce the net in-
debtedness of public administrations. These results were obtained in the context
of the results of the mid-term review of EU programmes, both in the South of Italy
and in the Centre-North, which re-confirmed the strategic priorities, while intro-
ducing some adjustments in the implementation process.

130
125
120
115
110
105
100

95

Target
value

Education Program
Research Program
Fishing Program
Security Program
Campania Program
Transports Program
Calabria Program
Basilicata Program
Sardegna Program
Molise Program
Sicilia Program
Puglia Program
TOTAL SCF

Technical Assistance program
Local Development Program

Source: DPS processing of data on the bills to the European Commission

As regards the use of EU funds, tangible and intangible infrastructure projects
are turning out to be more concentrated than in the past. The ten most significant
projects absorb over 1 billion euro of resources, while the first one hundred exceed
4 billion euro. These first one hundred projects show a concentration in some pub-
lic utilities (water, waste and energy at about 900 million euro), train and metro-
politan transports (at about 1.3 billion euro), roads and motorways (at about 1 bil-
lion euro) (cf. fig. 13).

Ministry of Economy and Finance



Framework Programme Agreements (FPA), whose programming strongly ac-
celerated in 2002 and 2003, in 2004 witnessed a positive turnaround in the
awarding of contracts. The binding obligations and incentives introduced by the
CIPE in 2002-2003 and Regions’ learning process contributed to this result. For
FPA financed in 2002, 40 percent of all funds were contracted by June 2004; in
the following months there was a further acceleration, driven by the deadline (31
December 2004) set by CIPE for the commitment of resources. The final outcome
will be made public in March 2005.

Figure 13 - PRINCIPAL 100 INFRASTRUCTURE PROJECTS LAUNCHED BY THE COMMUNITY
SUPPORT FRAMEWORK 2000-2006 OBJECTIVE 1! (units, million euro)

Tipologies Number Expected cost
Water and sewer plants 29 537
Waste disposal plants 5 325
Energy network 3 65
Infrastructure and services for enterprises 5 102
Cultural and recreational structures 6 120
Railways 21 914
Subways 8 361
Airports 8 111
Ports 8 54
Highways 2 411
National and regional roads 16 564
Monitoring systems for crime prevention 4 181

! Infrastructure projects already financed by the Support Community Framework (SCF), and for which at least the 5 percent of their
cost has been paid.

Source: DPS processing.

Progress is extending to national regional policy which had long been af-
fected by strong inefficiency in the implementation process. A difficulty on the
part of administrations in making accurate forecasts for spending time still ex-
ists. The DPS has dealt with this issue - a correct assessment of cashflow needs
is indispensable for improving the trade-off between budget rigour and spend-
ing objectives — by making its own forecasts. The ability to spend of adminis-
trations is anyhow improving: from an implementation cost equal to 4.4 per
cent per annum for agreements signed in 1999, the share has risen to more than
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6 per cent for agreements signed in 2003, and a further increase seems to have

taken place in 2004 (cf. fig. 14).
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Source: DPS processing

FPA are also relevant in the Centre-North, where they are worth 8.8 billion
euro. The contribution of regional (29 per cent) and private (32 per cent) resources
is particularly high and greater than in the South, while the contribution of addi-
tional resources deriving from national and EU regional policies and allocated for
territorial rebalancing, is clearly lower, though significant (cf. fig. 15).
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100,0
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Source: DPS.

Centre-North

W Regional (and from other bodies)
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B European resources
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In September 2004, the allocation of more than 10 billion euro by CIPE
brought about a further shift from incentives to infrastructure spending.
Around 60 per cent was allocated to public investment in infrastructure, and of
this more than a third was assigned to research and large national strategic pro-
jects, selected through the Evaluation and Verification Units of DPS. In par-
ticular, 1.1 billion euro was allocated to 11 large transport and water interven-
tions under the so-called “Legge Obiettivo”, selected through a ranking based on
expected implementation timing. A penalty mechanism for delays was intro-
duced (cf. fig. 106).

Figure 16 - GENERAL ALLOCATION OF THE UNDER-UTILISED AREAS FUND OF SEPTEMBER 2004!

million allocation

euro %

Tangible and intangible infrastructures 6.447 63,7
National strategic infrastructure interventions: 2.424 23,9
e acceleration of "Legge obiettivo" big infrastructures 1.130 11,2

e research, information society and education 540 53

e security; water, land and energy; cities; others 754 7.4

Infrastructure interventions selected by the regions: 4.023 39,7
¢ in the Southern ltaly 2.823 27,9

e in the Centre-North? 880 8,7

¢ management efficiency 320 3,1

Incentives 3.676 36,3
* Tax relief grants3 3.376 33,4

¢ Self-entrepreneurship and self-employment 300 3,0

Total 10.123 100,0

! excluding appropriated funds for 2.168 million euro
2 for the research and information society, 109 million euro
3 for investments 2.476 million euro, for employment 850 millon euro, for advertising campaigns 50 million euro.

Source: DPS.

Behind these results and further results to come is a decisive factor both in
the South and in the rest of the country: the institutional renewal of adminis-
trations and markets. Of particular significance in 2004 were:

e the consolidation and dissemination of institutional changes achieved in the
preceding period thanks to the EU performance reserve of 6 per cent, now moni-
tored and made available to the public to enhance a “name and shame* pressure

(fig. 17);
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Objectives

Puglia
Sardegna
Sicilia
Fishing
Research
Education
Security
Local
Development
Transports

Basilicata
Calabria
Campania

Regional and national programs

A.1 appointment of executives

A.2 Implementation of
managementinner control unit
A.3 Creationand functioning of
the evaluation units

A.4 Information society in public
administration

Regional programs

A.5 "single oﬁicg' for enterprises
by the 30.09.2002) 2

A.6 Services for employment

(by the 30.09.2002) 2

A.7 Implementation of territorial
and landscape planning

A.8 Integrated service

A.9 Implementation of urban waste
disposal in “"ATO"

A.10 creation and effectiveness of
the “ARPA”

Targets achieved
by the 30.09.2002
by the 30.09.2003
by the 07.2004

not achieved

1 The table refers to the progress with respect fo requirements and indicators of 6 percent performance reserve (as voluntarily up-
dated by the regions) and does not include possible progress achieved regarding further information. A selection of them is in

table V.2 of the Report.
2 The survey of the information for these two indicators is conducted by the Public Administration Ministry — Formez and by the
Ministry of Labour - Isfol. The updated information will be available by February 2005

Source: DPS processing.

e the adoption of performance-rewarding mechanisms by individual
Regions for their own local authorities, as proof of the dissemination of a
methodology which was, until recently, unknown in Italy’s administrative sys-
tem,;

e the launch by the DPS of a “Programme for knowledge transfer”, which,
as in the case of EU cohesion policy, assists Regions and Central administra-
tions in the implementation of national regional policy, with monitoring, pro-
duction of statistics, analysis, training, evaluation, verification of critical
points, and implementation of pilot local development and bilateral coopera-
tion projects.

Coming to State aid, in 2004, the reform process continued, addressing
three distinct objectives: to compensate for the higher unit costs of disadvan-
taged areas of the country; to correct capital market failures, particularly
strong in disadvantaged areas and for investments in research and innovation;
to support the attraction of investment and the development of local business
incentives to be negotiated, case by case, between the State and private firms
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(cf. fig. 18). In particular, the transformation of capital grants into interest-re-
lief grants (increasing banks’ responsibility) is being extended to all incentives.
This process should be sustained by the creation -under the 2005 Budget Law-
of a rolling fund.

Figure 18 - REFORM OF THE SYSTEM OF INCENTIVES FINANCED BY THE UNDER-UTILISED
AREAS FUND'

Available resources

at the end of 20042
Category Incentive State of the reform
implementation million  share
euro %
Automatic, to compensate - investiment tax relief grants 4.889 23,1
for costs - employment tax relief grants reformed 2.470 11,7
- advertising campaigns 130 0,6
By announcement,to - entrepreneurship and self-employment reformed 1.765 8,4
correct capital
failuress - 488/92 Law being reformed 6.243 29,5
- territorial pacts reformed being /reformed4 2.945 13,9
By negotiation, - area agreements 578 2,7
being reformed
to integrate - program agreements 1.911 92,0
infrastructure action - agroindustrial agreements pilot projects being 100 0,5
- location agreements reformed 100 0,5
Total incentives 21.131 100,0

1 Further resources will be come available at disposal through the rolling fund introduced by the Budget Law 2005, which
completes the incentives reform.

2 They do not include funds already paid by the end of 2003.

3 Interventions for research financed by the 208/98 Law has to be added.

4 By the 488/92 Law.

Source: DPS.

A strategy to attract foreign investment was finally developed in 2004 by
Sviluppo Italia and a new tool, called “localisation contract”, was experimented
with the settlement of some initial contracts. In order to ensure that 2005 consti-
tutes the “take-off” year for this initiative, a new simplified incentive tool was ap-
proved in the 2005 Budget Law.

Incentives to promote self-employment as well as micro-enterprises and fran-
chising were continued. The strong role played by the loans makes it a more suit-
able tool than others to promote, not substitute, credit relationships between
banks and business initiatives. Effectiveness in supplying financial means to par-
ties who already have work experience, makes it a tool capable of encouraging the
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emergence of irregular labour into regular labour. After its suspension in 2002,
this tool was re-launched with new criteria (figure 19).
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Source: DPS processing of Sviluppo ltalia dta.

The completion of the incentives reform is also called-for by some positive ini-
tial signs which come from the banking-business relationship.

In the second half of the 1990s and at the beginning of the current decade,
the available indicators showed that the credit system, despite a deep reform
(which reduced, especially in the South, the number of banks, and increased
the number of counters as well as profitability) was not contributing to the
new phase of development in the South. The ratio of loans to GDP actually fell
(from 28 per cent in 1998 to around 26.5 per cent in 2001 and 2002), becom-
ing less than half of that of the Centre-North; the interest rate differential re-
mained high, even when adjusted for the different sectoral composition of the
two macro-areas (about 1 point per cent). But in the most recent period, quan-
titative and qualitative signs seem to indicate that the reform of the credit sys-
tem could finally bear fruit even in the South. A more active credit policy
seems to characterise both the branches of institutions incorporated by large
banks of the Centre-North, as well as smaller-sized credit agencies. Moreover,
the loans/GDP ratio rose in 2003, returning to the level of 1998; and at the be-
ginning of 2004, the risk factor of credit users fell in the South to reach the
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levels of the Centre-North (cf. fig. 20), even if this has not yet been reflected
in the interest rate gap.

Loans/GDP ratio' Riskiness index: decay rate?
(percentage values) (percentage values)
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! Loans of not financial enterprises.
2 For the definition of the “decay rate”see “Bollettino Statistico”.

Source: DPS processing of Bank of Italy data.

The conditions could be ripe for a new banking-business relationship in the
South of Italy. Whether this opportunity is taken depends on a number of fac-
tors: the capacity of the public sector to complete the reform of current incen-
tives, the commitment of businesses to soliciting the banking system and indi-
vidual banks, the commitment of banks to investing in new sources of profit in
the South. These factors might all have a rather relevant role in allowing the
growth rate of the South to actually overcome the European growth rate.
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