THE OBJECTIVE 1ITALIAN PERFORMANCE RESERVE:
A TOOL TO ENHANCE THE EFFECTIVENESS
OF PROGRAMMESAND THE QUALITY OF EVALUATION

lolanda Anselmo and L aura Raimondo® -

Unita di Valutazione degli I nvestimenti Pubblici - Ministero del Tesoro

ABSTRACT

With a view to increasing the effectiveness with which the Community Structural Funds
are used, the Council regulation establishing genera provisions on the Structural Funds
provides for the implementation of a performance reserve. The amount of this reserve is
set at 4% of the commitment appropriations.

The Italian government has considered the performance reserve as a key element of the
st of rules that will govern implementation of Community Structural Funds for the
period 2000-2006 in Objective 1 areas. On this basis, it has decided to add up to the 4%
reserve requested by regulations a 6% performance reserve. The latter is conceived as a
tool to strengthen adminigtrative and ingtitutional reform and the effectiveness of public
spending on loca development. The resulting 10% reserve represents an adequate
incentive to enhance the quality of the programming process and the effectiveness of
public investment.

A technica proposa for the implementation of the reserve was produced and partially
integrated in the Community Support Framework for Objective 1. The final proposa for
both reserves was then adopted by the Monitoring Committee.

The paper, after an overview of the main features of the ingtitutional framework and of
strategic choices of the new planning period, analyses the main criteria being used to
measure the performance of managing authorities and the structure of the incentive
system. The paper then focuses on the role of the reserve as a tool to strengthen the
effectiveness and accuracy of evauation, and therefore of programmes.

1 The authors are both members of the Evaluation Unit at the Ministry of Treasury (iolanda.ansd mo@tesoro.it;

lauraramondo@tesoro.it) and represent the Unit in the technical group in charge of monitoring the
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of the official technical papers on the performance reserve, in which other members of the Unit were involved, in
particular Monica Brezzi and Francesca Utili, who gave a fundamental contribution to the definition of the performance
reserve mechanism. Useful insights for the paper came aso from Fabrizio Barca, from the members of the OECD
mission in charge of the preparation of the forthcoming “Territoria review on Italy” and from some participants of the
Edinburgh Conference, in particular Massimo Florio and Raffaele Brancati. The usual disclaimer applies.




1. THE2000-2006 OBJECTIVE 1 DEVELOPMENT PLAN: STRATEGY AND RULES

The 2000-2006 objective 1 planning process gave to the Itdian government a chance to shift
towards a more adequate policy approach that is meant to increase territorid competitiveness of
Mezzogiorno and attract increasingly mobile capitd; this comes after a period of regiona policies
which were designed to compensate competitive disadvantages of lagging-behind regions with a
sectoria, top-down approach, based mainly on incentives to the private sector.

The dgnificant amount of resources (40 hillion Euro of European and naiond public resources),
the posshility of desgning a new set of rules conditioning their use, the condraints in terms of
accountability and credibility of results requested by the European co-financier, made it possible to
put into action some lessons learnt in the last decade, when profound changes occurred in the
economy and society of Southern Itdian regions, despite the dgnificant decresse of public
investment since 1992.

In the Nineties, a very lively entrepreneurid climate in some aress led to an increase in the turnover
rale of non agriculture firms and in locd firm agglomerations, in  exports and inward flows of
foreign tourists. Locd partnerships between private and public actors based on the definition of
common projects, financed by the centrd government (territorial pacts) proved to be an effective
indrument to fogter private invesment and locd rdations. The reform of the municipd eectord
sysem which increased responsbility and accountability of mayors by empowering them through a
direct election, made it possible the resurgence of some urban areas. The experience of the Nineties
showed that dgnificant changes can teke place in the Mezzogiorno, if a proper inditutiond design
isdevised and if responghility isincreased a alocd leve.

The plan therefore ams a enhancing the postive dgns regisered in the Nineties, through the
definition of a drategy and of a st of rules which focus on the lasing objective of increasing
territorid  competitiveness of Mezzogiorno and aitract increasngly mobile capitd, turning into a
magjor asset the chalenge of the Monetary Union.

The Plan drategy rationde lies in the idea that Southern Itdy is endowed with dgnificant naturd,
human and cultura resources, which lie largely idle and could be better used to produce a
sgnificant socid and economic return. Moreover the area is dready characterised by scattered but
numerous agglomerations of firms that, despite their high propendty to export and the good quality
of labour, show a wesk sysem of internd forma and informd reaions hindering the inflow of new
investments. Proper economic exploitation of idle resources and enhancement of relational capita
within clugters, together with reduction of barriers to mobility and competition and strengthening of
communication, were chosen as policy priorities to reduce current diseconomies negatively
affecting both expectations and investment productivity of private investors and creste postive
upply externdities. This will induce, through podtive expectations on growth rates, an increase in
private investments and consequently a steady increase of employment rates.

In order to be successful, this drategy needs to be implemented within an adequate inditutiona
desgn. Moreover it has to be credible in order to convince private investors to make ther
invesments before programme effects on territorid competitiveness fully display, thus fostering a
virtuous cycde of sdf fulfilling prophecies

The success of the drategy requires a generd upgrading of public invesment and Public

Adminigration. The governance of the programme is therefore based on a set of rules amed a
reeching this objective by supporting a the same time competition and partnership between
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different levels of government (centrd, regiona and locd government), but aso within the same
government levd (among regions or municipdities). Competition is induced by applying some of
the principles of NPM: the dlocation of more clear responshbilities a different government levels
the introduction of a mechanism of rewards and sanctions, the definition of clear operationd targets,
the srengthening of monitoring and evauaion functions. Partnership, both inditutiond and socid,
is deemed necessary in order to dlow the trandfer of knowledge needed for enacting the Plan. The
srategy has indeed a high knowledge content. Knowledge reeded to implement the Strategy is often
tacit and is spread a different government levels and among private actors. Unlike respongbilities,
it cannot be easly transferred from one levd to the other via formd protocols. This asks for
informd interactions among actors to be developed and encouraged.

The plan alocates most of the funds (de facto 80 per cent) and the responshility for sdecting
projects to the 6 Objective 1 regions (Campania, Baslicata, Caabria, Puglia, Scilia and Sardegna)
and to 1 phasng out region (Molise). The centrd government is directly responsible only for some
operational programmes (communication, research and development, education, enhancing law
enforcement). It aso acts, through the Treasury, as a co-ordinating authority, with the task of setting
generd rules and guiddines for monitoring and evauation. The Tressury is the managing authority
both of the CSF and of an operational programme financing central government technicad assstance
and innovative actionsin favour of the regions.

The increesed responshilities alocated to regiona governments are the outcome of the politica
choice, made during the nineties, to decentrdise, and are judtified by the fact that regions are in the
best pogtion to involve loca private and public actors, who possess much of the knowledge needed
to enact the Plan. On the other hand, regiona governments are traditiondly inclined to prefer
severd smdl and scatered investment projects with more immediate and visble effects, rather than
integrated projects concentrated in some territories which are necessary to implement the drategy of
the plan. Furthermore complex programming and a high-quaity project sdection require a deep and
rapid modernisation of Region’'s adminidtrative structure.

In order to guarantee the qudity of planning and the actua implementation of the drategy a the
regiond level, it was thus firg intended to set conditions for the use of resources. The later were
agreed upon during a long and complex partnership process, where dl indtitutional and socia actors
involved contributed to fix common priorities, objectives, targets and define  common
implementation rules ensuring the quaity of invesment in each CSF priority axis and safeguarding
horizontd priorities (such as environment, equa opportunities, employment).

That was not consdered however enough. Appropriate incentive devices had to be st s0 as to
pressure Regions to implement adminidrative reforms and to pursue high quality of projects, both
concentration and integration. Smilar devices were dedgned to goply dso to centrd
Adminisrations. The peformance reserve foreseen by Regulations® was considered as an
opportunity to hasten the upgrading of managing authorities and reach higher quality standards. The
Commisson proposd was therefore strengthened (with the addition of a 6% nationd reserve) and
tuned into a reward sysem whose criteria and implementation mechanisms embody the main
principles of the Plan.

The following sections am a showing how the performance reserve system was adapted to the plan
drategy and governance rules. Section 2 shows to what extent factors conditioning the success of
the drategy, such as the transfer of knowledge from the private sectors or the strengthening of
human cepitd in managing authorities, are built into performance reserve criteria Section 3

2 Regulation n. 1260/99 article 44



andyses the implementation mechanism of the reserve, showing thet it is designed in such a way to
foster competition and patnership between different leve of governments and within each
managing authority. With a customised design, the performance reserve system is a powerful mean
to push forward principles and objectives commonly agreed and chosen because they are expected
to influence pogtively the outcomes of the Plan. This is why, as section 4 shows, the performance
reserve can contribute to the achievement of objectives, enhancing the role of ex-ante and on going
evauation.

2. THE PERFORMANCE RESERVE CRITERIA AND INDICATORS AND THE UPGRADING OF PUBLIC
ADMINISTRATION

The two reserves (4% and 6%) are based on the same generd principles. They are thought to be
complementary in addressng a complex set of objectives dl aming a upgrading the effectiveness
of public adminigtration action and qudity of public spending.

As provided for in Regulation n.1260/99, the performance reserve of 4% is assessed aganst
financid, management and effectiveness criteria = Neverthdess, differences exig  between the
ltdian mechanisT® and the Commisson guiddines * and these are twofold: &) the Itdian system
does not reward attaining the declared performance foreseen ex-ante within each operationd
program; it rewards, on the contrary, reaching/satisfying a benchmark sat exogenoudy and
common to al programmes, below which access to the performance reserve is denied;, b) a few
indicators of the Commisson proposa have been subgtituted or integrated in order to make the
Italian performance reserve mechanism more coherent to the modd and the set of rules that govern
the Italian CSF. Thereward is obtained if at least 6 out of 8 indicators are satisfied.

The complete list of indicators of the Itdian 4% reserve is presented in anex A. Mog of the
indicators are directly or indirectly linked to the effort of upgrading the qudity of programming and
screening public investments and deepen the capacity to interpret the socio-economic conditions of
the territory on which those invesments will perform. Improving the qudity and expanding public
invesment is the turning point factor triggering off growth rates in the economy of Mezzogiorno
regions in the 2000-2006 period. The upgrading of public investment qudity is the direct result of
an ovedl effort of public action enhancement where factors such as detailed knowledge of the
functioning of the sodo-economic sysem, a trustful mechanism for the implementation of the
public investment program, careful methods of investment sdection (to choose only those which
better enhance endogenous development factors) play asgnificant role.

Three indicators can be looked a more specificaly in order to show the link with the model and st
of rules of CSF: project selection, public-private partnership and the andlysis of the labour market.

For the criterion related to project sdlection (see Annex A, indicator A.2.3), it was decided to
reward the use of feashility sudies and preference premiums for proper integration of
environmenta and gender concern in project desgn. Benchmarks are set sufficiently high to cdl for
thorough project preparation work and sdection. Coherently to such premises, the indicator
referring to the private capitd leverage induced by Structurd Funds is subdituted, in the Itdian

% A complete and detailed description of Italian 4% reserve criteria and mechanism design is contained in the document
agreed with the European Commission and approved by the first objective 1 CSF Monitoring Committee on November
7, 2000 “ QCS Ohiettivo 1 — 2000-2006; Criteri € meccanismi di assegnazione dellariservadi premialitadel 4%”

4 The Commission proposal for the 4% reserve is contained in “Implementation of the performance reserve for
objective 1,2 and 3" — Working document 4 - DIRECTORATE GENERAL REGIONAL POLICY AND COHESION;
Directorate G: Programme Coordination and Eval uation of Operations



proposal, with a measure of the effort of adminidrations, a any levd of government, to perform
public-private partnership schemes, including project finance (see Annex A, indicator A.3.2).

The improvement of public invesment qudity is expected to be generated dso by attracting and
pogtively exploiting the knowledge and experience matured in the private sector working in
infrastructure congtruction and management. Project finance schemes are seen as a way to capture
such knowledge content of private sector contribution plus the capability of properly screening
financidly viable infragtructure.

The development model underneath the CSF requires a high degree of knowledge and
consciousness from the public adminidration, a wide range of information to be avalable and
andyticd cgpabilities to be developed. In this perspective, the Commisson proposd to measure,
among effectiveness criteria, results in terms of employment effects is being turned into one giving
a reward to those adminidrations that establish cgpabilities (both in terms of human resources and
andyticd functions) to andyse and understand the loca and regiond labour market (see Annex A,
indicator A.2.5).

The national reserve of 6%° is designed to create proper incentives to achieve conditions, such as
a) specific aspects of the modernisation of the Public Adminidration, which ae deemed to be
essentid to reach the expected results and b) concentration of funds on a few priorities and
integration of actions to reach defined objectives.

The mechaniam desgn, that will be anadysed more in depth in section 3, is different from the 4%
and varies between the firg and the other two blocks of indicators. The first block, relating to
inditutionad enhancement, includes 10 indicators for Regions and 4 for Centrd Adminigrations
measuring the modernisation process of the PA, the diffuson of inditutiond innovation and the
degree to which reforms are being implemented in some of the sectors crucid to the achievement of
the defined development objectives. The device rewards the Adminidraion for each indicaor
reaching the minimum standard, which, as for 4%, is set exogenoudy. As for the other two blocks
of indicators, integration and concentratior?, they both include only one indicator. In this case, the
mechanism is based on benchmarks resulting from the average of the performance of al regiond
adminigtrations, so as to create a competition among them.

As for the choice of 6% reserve indicators, the complete list presented in annex B, while some
examples are given below for each block.

For inditutiond enhancement, among the different features of the adminidrative reform, the
performance resarve mechanian rewards the trangtion from the former normative-hierarchica
goproach to adminidration functioning to a performance-oriented one where officids are delegated
higher responsbilities and have to peform defined targets (see Annex B, indicator B.1.1) and
where such eements are part of a contract that is monitored. Along the same lines is the reward for
implementing an internal management control system (see Annex B, indicator B.1.2).

As highlighted previoudy, the success of the CSF depends dso on the capacity of regiond
governments, to which the implementation of most funds is delegated, to screen and sdect the
interventions which are mogst pertinent for their teritory and to monitor and evauate ther impacts
in terms of their contribution to improve supply externdities and intermediate objectives. A proxy

®> A complete and detailed description of Italian 6% reserve criteria and mechanism design is contained in the 2000-
2006 Objective 1 CSF (86.5 and annex D) and in the document “QCS Obiettivo 1 — 2000-2006; Criteri e meccanismi di
assegnazione dellariservadi premialitadel 6%”

® The concentration criterion applies only to regional administrations.



for this is the indicator that measures if regiond and centrd adminigrations have st up and
implemented monitoring and evauaion functions and equipped the responsble units with sufficient
qualified human resources to perform those functions (see Annex B, indicator B.1.4).

Increasing the competitiveness of southern regions cannot be only the result of the flow of qudified
public investments, even if in conspicuous amounts, but is conditioned to the contextud
implementation of other policies which dlow Public Adminidration to provide good services.
Competitiveness and market competition in southern regions are among those policies.  In this
context, the proposal rewards the implementation of sector reforms that spur competitiveness and
market competition in public service provison such as in water and solid waste services (see Annex
B, indicaors B.1.8 and B.1.9). These ae services that will benefit consderably from structura
funds because ae expected to contribute sgnificantly to the achievement of nationd program
priorities.  The indicators were defined to measure the degree of implementation of the reform and,
a the same time, the capacity of locad public adminigration to externadise some of their previous
functions or privatise them.

As for integration and concentration, both criteria are based on the underlying assumption that when
resources are limited, as they dways are, there is only a restricted number of objectives that can be
achieved and that, for each objective to be reached, dl pertinent interventions have to be
implemented following both a logica and tempord integration path. Both economies of scope and
agglomeration should materidise providing for a higher return from those interventions. It is dso
assumed that regiond governments, through their negotiation with centrd inditutions and socid
partners will be able to identify the path which is most pertinent to meet growth and employment
targets that are edimaed to amplify convergence. The indicators suggested here catch only
partialy both aspects and imperfectly measure the principles that the plan intended to push forward.
They have to be accepted as proxies. They do require , in particular integration, the capacity of
regionad and locd adminidrations to identify idess and implementation rules that are enough
precise and clear to give substance to territorid integrated projects.

3. THE PERFORMANCE RESERVE MECHANISM AS A TOOL TO FOSTER COMPETITION AND
PARTNERSHIP

The rules governing the implementation of the reserves am a fodtering both competition and
partnership between different levels of government and within each managing authority (among
different offices).

For both reserves competition generdly occurs in the second round of the performance screening
process. only the existence of a program thet is not efficient, according to the set of indicators and
benchmarks defined, can open the way to the distribution of the reserve, virtudly dlocated to that
program, to the other competing programs which qudified as efficient. It is a second-degree
competition mechanism, occurring only after having alocated the reserve to efficient programs.

In the case of the 4% resarve, in the first round a Programme will be alocated the 4% of its initia
budget appropriation if it satisfies a least 6 of 8 indicators. As for the 6% reserve, a more flexible
device is foreseen, where single portions of the reserve can be dlocated for any single benchmark
satisfied. The latter mechanism is based on the bdief that each target, if satisfied, can postivey
contribute to improve the programming process and its implementation. In the case of regiond
adminigrations, for each of the 10 inditutiond enhancement indicators whose benchmark is
sidfied, a 0.35% of the initid budget appropriation is therefore dlocated. This means tha
potentially any regiona Operational Programme can be awarded the 4% reserve plus the quota



(35%) of the nationd 6% reserve devoted to inditutiona enhancement’. Competition occurs then
only in the second round, if some programs do not qudify for the 4% or for some of the
inditutiona  indicators. However, in both cases fixing common peformance dandards for dl
programs ( even if differences are factored in for centra and regiond adminigrations) introduces a
higher degree of comparability of the behaviour of competing adminigtrations and, to a limited
extent, some competition dso in the firg round. As for the 6% reserve criteria of integration and
concentration, a direct competition among adminigrations is introduced dready in the firs round,
by means of benchmark definition. For both indicators benchmarks are indeed fixed on the bass of
the average performance of dl programs. In this case there will be, by definition, programmes that
will not be dlocated the full amount of the quota of the 6% reserve devoted to integration and
concentration. Only those regiond Operational Programmes which will be ranked very close to the
average will qudify for the dlocation of a 0.8% for integration and a 0.6% for concentration, to
which another 0.7% for integration and a 0.4% for concentration could be added if the programme
performs better than the average 8. Therefore, while the first benchmark could be reached by any
Operationa Programme, the second benchmark can only be reached by best peforming
programmes.

The Itdian desgn is therefore meant to foster a higher degree of competition among
adminigrations, if compared with the Commisson proposa. Neverthdess, the second-degree
competition rule and the introduction of “affordable’ benchmarks alow for reducing the risk of
favouring too much those regions that for their history, tradition and dimenson can peform better
than others. Moreover, the access to single portions of the reserve can provide the right incentive
adso to the lesst efficient adminidtrations to focus their efforts on a few indicators and not dl,
helping them to reach at least afew results.

The competition fostered by the reserve dso affects loca governments. At least one third of the
liged indicators measure the performance of the regiond territory and not necessarily of the
regiona inditutions. Again, within the framework of decentrdised responghilities it is the overdl
performance of the territory that can hep meeting the benchmarks.  While it is true that the design
of the procedures for the reserve dlocation is slent or unable to reward those loca governments
that perform well, there are internd incentives that can be built into the sysem to help digtributing
the benefits of the reward. The necessity to perform well for the 4% reserve system (for example
in terms of financid and physical implementation) and the wide share of resources dedicated in the
6% reserve system to indicators for which loca governments play an important role (integration,
concentration, one-stop shop, implementation of the reform in water and solid waste services)
conditutes an incentive for regiond adminidrations to st up an internd reverse reward system
according to which those loca governments that hep getting the reward, will in turn get a share of
it®.  Indeed, some regiond governments have dready regulated and st up an intend reward
system, and therefore reversed the incentive scheme towards loca governments and bodies.

The incentive scheme is part of a sysem where inditutiona and socid interactions among levels of
government and actors play an important role in the definition of objectives and targets The
identification of patterns that are essentid to the success of the program was carried out by sharing

" In the case of central administrations, potentially any Operational Programme can be allocated, other than the 4%
reserve, a quota (3.6%) of the national 6% reserve devoted to institutional enhancement, i.e. a0.9 % of the initial budget
appropriation for each of the 4 institutional indicators satisfied.

8 In the case of central administration, for which only integration applies, those satisfying the first benchmark will be
allocated a 1.4%, to which another 1% could be added if the second benchmark is reached.

% For similar reasons, a reverse reward system could be applied within regional governments, among the different
offices involved in the implementation of the operational programme, whose performance contribute to the attainment
of the benchmarks of some indicators (output, financial absorption, quality of project selection).



experience, andytica results and knowledge by means of a verticad and horizontd partnership. The
main gructure and indicators of both reserve proposas were discussed at least one year before the
forma approva of the CSF. Loca governments, regional and central administrations had therefore
enough time to organise themselves and get their share of the reward. Because it was clear that it
would have been onerous for some of the less efficient adminidtrations to produce the expected
results (strengthening  effectiveness on  screening,  programming, monitoring, evauaing public
invesments and implementing them) a certan degree of flexibility was introduced in the 6%
reserve.

A drong incentive system, as the one described here, built within a process of decentralisation and
reform of the public adminigration , srengthen the exposure of regiond and locd adminidrations
vis-arvis their politicad market; it helps reducing the degree of uncertainty which characterises dill
the didogue among different levels of government and hep assuming cdear responshilities as
compared to at least alimited set of objectives and targets.

The drength of the system is heavily dependent upon reducing the risk of renegotiating agreed
rues and of tensons on the reserve dlocation that would originate pressures to change rules. This
risk does exis, however some characteristics of the process leading to the definition of the rules
makeit lesslikely to occur:

1. The incentive device is the outcome of a patnership effort, which will accompany its
implementation until the final dlocation of the reserve resources,

2. The credibility of the process and the commitment of dl the actors is ensured by having made
the latter pat of an intergovernmental agreement with a sovranationd partner, the European
Commisson;

3. Indicators, targets and redlocation rules were clearly defined since the beginning, while a
monitoring device has been st to provide adminigtrations with a feedback on how to improve
their action to attain the benchmarks;

4. Ity recently had a podtive experience of competition among adminidrations. In the case of
the dlocation of 2000 Meuro to projects presented by regiona and centrd adminidrations, a
30% was dlocated with a reward mechanism and there was no pressure to renegotiate rules.

As sad before, we expect that the reserve sysem will hdp improving effectiveness of public
invetments. Because the programming of dructurd funds was mainly based on a cooperative
modd, monitoring and evduation of the resarve are dedgned 0 as to fully share information
among dl actors involved. A technica group will be appointed to monitor and assess every year
the progress made by each adminidration againgt their benchmarks. The assessment will then be
performed with the help of each management authority (centra adminidtration or regiona one) and
their evduation unit. Every year, dating from 2001, each management authority will provide the
technical group with a report on both reserves gating the attainment of each indicator. On this basis
the technical group will provide the CSF Monitoring Committee  with a technica report assessng
progress, bottlenecks and obstacles to implement the two reserve requirements The CSF
Monitoring Committee will then formulate specific recommendations to each adminigtration. For
some indicators, namely those cdculated on financid and physicad monitoring data, basic data will
be avalable with a higher frequency from the generd monitoring system. The latter will then report
every three months the progress attained for these indicators.

The assessment of the atainment of criteria for the alocation of the two reserves will be made with
reference to data contained in the last annua report on reserves provided by OP managing
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authorities. The deadline for fina reports is the end of September 2002 for the 6% and the end of
July 2003 for the 4%. In generd, benchmarks have to be satisfied by the same time. However for
some indicators, the benchmark either refer to a previous deadline or it is expressed in a complex
form, as a set of requirements to be satisfied at different times.

An effective monitoring and assessment system is crucid in order to  provide the necessary
information required to readdress or modify measures and actions being carried out to meet the
reserve objectives.  Therefore its outcomes will be immediady integrated into programming and
implementation through a feed-back process. The sequence of collecting properly the data,
monitoring, evauating, feeding back adminidrations with reevant recommendations and advice is
expected to be effective in interndisng evaudion results and dlowing dl adminidration to saisty
as many indicators as possble. The feedback system is deemed to work because of the
powerfulness of incentives.

4. THE PERFORMANCE RESERVE AND THE EVALUATION PROCESS

The performance reserve, as desgned in the Itadian scheme, and the evauation process underlying
plaoning and implementation of Srructura Funds are both expected to help improving the
effectiveness of the programme. The two processes, both in the Commisson and in the Itdian
approach, are designed as separate exercises, following different rules. However, they underpin one
another and it is worth concalving them as complementary parts of a unique system, in order to
maximise their postive effects.

As Section 2 and 3 showed, the performance reserve criteria embody some of the factors
conditioning the success of the plan, while the implementation mechaniam of the system is designed
in such a way to maximise the chance of success of each managing authority in satisfying the
requested conditions. Most of the factors built into criteria were identified during the ex-ante
evauation process, and in paticular in the SWOT andyss applied to each priority axis. Even if
generd principles and implementation rules in the plan take into account the results of the SWOT
anadyses, only few of the conditions identified could become mandatory in Operationd Programmes
(i.e. their respect enabling the use of resources). An dternative way to induce the satisfaction of the
conditions highlighted in the ex-ante evauation, particulaly those directly affected by the action of
the managing authority, was then to reward their respect with additional resources. The
performance reserve indicators represent therefore intermediate objectives, conditions considered
necessxyy for ataning one of the most important find objective of the Fan, i.e. upgrading the
effectiveness of public adminigration action and the qudity of public spending. The reserve can
however push forward only some of the objectives and principles that are expected to influence
positively the outcomes of the plan and only to alimited extent.

The choice of criterig, indicators and benchmarks was limited by the need of identifying ambitious
yet affordable incentives and of reducing the risk of a biased assessment. The reward system had
indeed to be focused only on indicators that could be affected by the administration managing the
programme, dther directly or by dimulaing locd government through reverse mechanisms.
Moreover, benchmark had to be fixed with reference ether to messurable entities or to the
accomplishment of some precise requirements.

To be more effective and to attain the find objective of improving the qudity of public spending,
the reserve mechanism needs therefore to be complemented by other tools.

Technicd assgance and diagnostic monitoring to regiond and centrad  adminidrations are
particularly important in those cases where targets ae expressed in terms of procedura
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requirements and guiddines, set for some indicators to give dricter quditative requisites, are not
avalable (for ingance qudity of the services provided by the one stop shop). For these indicators it
was decided to be less specific in defining requirements since they have to adapt to the specific
needs of each region. They will differ and the knowledge necessary to shape them can only arise
localy during implementation. Targets are therefore expressed in a rather generd form.  On the
other hand generdity presents the risk that intermediate targets do not necessarily lead to find
results, i.e. the procedura requirement (setting up the ore stop shop) could be satisfied without truly
enhancing adminidrative effectiveness (services deemed very reevant by the locd busness
community or by would-be investors are not provided). Technical assstance and diagnostic
monitoring come therefore in place in order to avoid this risk and help the adminidration in
carrying on the adminigrative reform in away more adequate to its specific needs.

The process through which criteria and indicators were desgned and ther feashility was verified
guarantees the credibility of the system, where benchmark are ambitious but affordable for any
managing authority. It is therefore likdy that managing authorities will concentrate ther effort to
satisfy as many criteria as possble and will apply the reverse mechaniam to dimulate their offices
and locad governments to contribute to the attainment of required benchmarks. Diagnogtic
monitoring and technical assstance help to reduce the risk that the attainment of the benchmark is
limited to the stisfaction of procedura requirements. The reserve mechanism therefore contributes
in adgnificant way to the fina objective of improving the quality of public spending.

On going evduation is another important component of the sysem desgned to increase the
effectiveness of the plan and to improve the qudity of public spending.

Among its vaious functions, on going evduaion has a fundamentd role in enhancing the
attainment of those objectives and principles that are expected to influence postively the outcomes
of the Plan. Evauaion detects indeed the effectiveness of the plan adso for those intermediate
objectives that are more difficult to quantify and that could not be included in the reserve system.
Not relying on a reward mechanism, evduation is more flexible than the reserve mechaniam in the
definition of the scope of the andyss. However, without an incentive system, evauation needs
other mechaniams in order to be effective and hence dimulate the improvement of the qudity of

public spending.

The effectiveness of evauation is usudly messured in terms of its feedback on intervention design
and implementation. The interndisation of evauaion results depends heavily on the qudity of the
evaduation process, on the diffuson of rdevant information among partners, on the capacity of the
|atter to give avoice to unmet premises and on the accountability of decision-makers.

The drengthening of the evduation sysem foreseen by the Objective 1 CSF is likdy to make
evadudion more effective than in the previous period. Therefore, evaduation qudity is expected to
improve and evauation results are expected to be interndised more often in the implementation
process. Both 4% and 6% reserves play a ggnificant role in improving the qudity of the evauation
process and in enhancing the effectiveness of evauation. The accuracy of evduation is directly
enhanced by the srengthening of instruments and skills foreseen by some criteria Factors such as
the st up of monitoring and evauaion units within managing authorities (B.1.4) or the set up of on
line monitoring sysems (A.2.1) contribute to increesng the avalability and qudity of data and
diffusng evauation methods and results.

Moreover, after the recent change in the regional eectora system, Regions Presdents are directly
elected, endowed with more power and directly accountable. Together with the increased role of
partnership in the definition and implementation of the CSF, this means that Presdents have a
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dronger incentive to implement efficiently the programme and to make good use of evauation
results.
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ANNEX A: CRITERIA AND INDICATORSFOR THE ALLOCATION OF THE 4% RESERVE

CRITERIA AND
INDICATORS

DESCRIPTION

Al EFFECTIVENESS

A.1.1.Basket of outputs

Comparison of actud and planned outputs for some measures
(covering at least hdf of the vaue of the programme)

A.2 MANAGEMENT

A.2.1 Qudlity of the Introduction of a system of indicators and of monitoring procedures

Monitoring System responding to nationa agreed standards and guarantesing the
availability of financia, physical and procedurd data from January
2001

A.2.2. Qudity of Upgrading of the control system to the mode proposed in the CSF

Financia Control

A.2.3 Qudlity of Project Application of selection procedures based on feasbility sudiesand on

Sdection Systems criteria favouring environmenta sustainability and equa opportunities
(for aggnificant amount of projects measured in terms of % of tota
financid commitments)

A.2.4 Qudlity of the Appointment of the independent evauator by October 2001 and

Evauaion Sysem definition of terms of reference responding to nationa standards

A.25 Quadlity of the Set up within the managing authority of a system of andyss of the

labour market andysis most sgnificant aspects of labour market and of employment effects of

system interventions, diffuson of results

A.3 FINANCIAL MANAGEMENT

A.3.1Financid
absorption

Attainment of 100% of declared expenditure in relation to planned
expenditure in the financid plan for 2000 and 2001

A.3.2 Public-private
partnership

Implementation of a least 4 public-private partnership schemes for the
financing of projects
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ANNEX B: CRITERIA AND INDICATORSFOR THE ALLOCATION OF THE 6% RESERVE

CRITERIA

INDICATOR

B1. INSTITUTIONAL ENHANCEMENT

Implementation of the nationd legidation
fostering the process of public
adminigtration reform and procedura
dimming

B.1.1 Deegation of manageria responghilitiesto
officids (legidative decree n. 29/93)

B.1.2 Set up and implementation of an internd
control management unit

B.1.3 Implementation of one back-stop shop
B.1.4 Implementation of employment services

Design and implementation of
organizationd and adminigtrative
innovation to accelerate and make effective
Structura fund spending

B.1.4. Set up of regiona and centrd adminigtration
evauation units

B.1.5 Development of the information society in the
PA.

Carrying out of measures aming & the
implementation of sector reforms

B.1.6 Preparation and approvad of territorid and
landscape programming documents

B.1.7 Concession or management by a private-public
operator of integrated water services (L.36/94)

B.1.8 Choice of management mode and its
implementation for urban solid waste within optimal
service arees

B.1.9 Set up and operationa performance of regiond
environmental agencies

B.2INTEGRATION

For regional adminigtrations
Implementation of territoria integrated
projects

B.2.1 Incidence of commitments of integrated
territorid projects on the total amount of resources
budgeted for integrated territoria projectsin the
operaiond programme

For central adminigtrations
Degree of integration of nationd
operationa programmes with regiond
planning

B.2.2 Share of commitments of the investments
programmed within a programme framework
agreement (Accordo di programma quadro) or any
other negotiated agreement between centrd and
regiond adminigtrations over totad commitments

B.3 CONCENTRATION

Concentration of financia resources

B.3.1 Concentration of financial resources within a
limited amount of measures
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