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Executive summary

Structural interventions of the Commission comprise expenditures for objective 1, objective 2 and
objective 3. The three priority objectives of the Structural Funds are:

» promoting the development and structural adjustment of the regions whose development is
lagging behind (objective 1);

» supporting the economic and socia conversion of areas facing structural difficulties (objec-
tive 2);

» supporting the adaptation and modernisation of policies and systems of education, training
and employment. (objective 3).

The purpose of this study is to quantify the economic impacts of objective 1 interventions of the
Structural Funds for the period 2000 — 2006. The expenditures of the Structural Funds for objective
2 and objective 3, the Cohesion Fund, the Instrument for Structural Policies for Pre-accession
(ISPA) and loans which are granted by the European Investment Bank (EIB) are not included in the
analysis. The study quantifies how much of expected development can be attributed to objective 1
expenditures for

e Community interventions (Structural Funds),
e publicinterventions (Structural Funds, national public interventions) and
« total interventions (Structural Funds, national public interventions, private participation).

The study uses the autumn 2001 forecast and medium-term projection of Directorate-General for
Economic and Financial Affairs of the European Commission in order to calculate a baseline for the
impact assessment. Today, the forecast itself seems rather optimistic. However, this does not cause
problems for the analysis in this report, because the objective is to estimate the impact of the struc-
tural funds. In other words the objective isto estimate, for example, the additional growth caused by
the structural funds and not to forecast growth as such. Therefore, whether the forecast as such will
materialise is of no consequence for the impact analysis in this study.

In Europe areas qualify as Objective 1 regions whose per capita gross domestic product measured in
purchasing power parities are less than 75 percent of the Community's average. The development
gap of the objective 1 regions in the European Union is significant. In 1998 the objective 1 regions
reach only 70 percent of the European average. However, it had improved from with 63 percent in
1988. On a national level Greece, Portugal, Spain are lagging behind most. Among the larger re-
gions the Mezzogiorno (Campania, Apulia, Basilicata, Calabria, Sicily, Sardinia) and East Germany
(Brandenburg, Mecklenburg-Pomerania, Saxony, Saxony-Anhalt, Thuringia, East Berlin) have sig-
nificant development lags.

As widening regional disparities within Europe could threaten the successful realisation of the sin-
gle market, the successful implementation of the Community Support Frameworks and other Com-
munity initiatives is an important step to market integration and equal opportunities within Europe.

In order to evaluate the economic impacts of Structural Funds interventions, an analysis system has
been developed for the Directorate-General for Regional Policies including a harmonised data base
and methodology for impact analysis. A macroeconomic analysis without a minimum of sectoral
disaggregation allows only to study a few impacts of the Structural Funds. The evaluation of eco-
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nomic impacts would remain cursory and potentially misleading. As the quantification of various
structural effectsisthe main target of the analysis, it has been decided to implement an input-output
approach covering a significant amount of branches. With a new set of harmonised input-output ta-
bles comprising labour and capital stock data, Eurostat is providing the appropriate data base for
such analysis.
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EA = East Germany (Brandenburg, M ecklenburg-Pomerania, Saxony, Saxony-Anhalt, Thuringia, East Berlin)
WE = West Germany

ME = Mezzogiorno (Campania, Apulia, Basilicata, Calabria, Sicily, Sardinia)

NO = Northern Italy

PPS = Purchasing power parities

Source: European Commission, Eurostat, Newcronos, April 2002.

With this impact analysis system, a valuable instrument was established for an assessment of the
economic effects of Structural Funds intervention. The software of the dynamic input-output model
encompasses impact analysis, follow-up and update of the Communities structural and regiona op-
erations. The analysisis focusing on the global economic impacts of Community assisted operations
during the period 2000 - 2006 on economic variables such as growth, employment, capital use and
leakage effects through trade.

The main task of the study is to analyse how far effects and impacts of the Structural Funds inter-
ventions affect the development and structural change of the target regions. The objective is to find
comparable answers for the beneficiary Member States on the following main questions:

* How much of the expected economic growth can be attributed to the objective 1 interventionsin
general and to Community interventionsin particular?

* How will the objective 1 interventions and the Community grants influence the economic aggre-
gates and the structure of the beneficiary economies? In particular, what part of the Community
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grants will be transformed into demand and production in the target region?

» How big ashare of theinterventions will leak to more prosperous regions via increased demand

for imports?

* How can we assess the employment effects of the implementation of the priorities agreed for the
objective 1 interventions, i.e. how many jobs depend upon the achievement of the actions of the
objective 1 interventions, and more particularly upon the envisaged financial transfers from the

Community?

* How isthe capital stock affected by the objective 1 interventions?

For the period 2000-2006 the European Commission approved objective 1 interventions of 137 bil-

lion Euro.
Objective 1 interventionsin the European Union 2000-2006
1999 Euro
Community Public Total _Commur_1ity ' PUb”(.: ' Total_
i X i X i ) interventions| interventions| interventions
mterv;nnons mterv;:)nnons mterv;ntlons in percent of | in percent of | in percent of
GDP GDP GDP

Mio. Euro | Mio. Euro | Mio. Euro % % %
Belgium 645 1302 2222 0.04 0.07 0.12
Denmark 0 0 0 0.00 0.00 0.00
Germany 20 602 32936 50 064 0.14 0.22 0.33
Greece 21321 31758 42 275 2.18 3.25 4.33
Spain 38 043 57 198 58 912 0.85 1.27 1.31
France 3946 7453 8770 0.04 0.07 0.08
Ireland 3 066 5313 6 798 0.38 0.65 0.84
Italy 21516 40 669 50 550 0.25 0.48 0.59
L uxembourg 0 0 0 0.00 0.00 0.00
Netherlands 126 407 471 0.00 0.01 0.02
Austria 271 365 860 0.02 0.02 0.06
Portugal 19 179 30633 39412 2.30 3.68 4.73
Finland 948 1896 3612 0.10 0.20 0.38
Sweden 748 1360 2049 0.04 0.08 0.12
United Kingdom 6 056 11181 13822 0.06 0.11 0.13
EU interregional cooperation 531 708 741 0.00 0.00 0.00
European Union 136 998 223180 280 558 0.22 0.36 0.45

Source: European Commission, Directorate-General Regional Policies, Brussels 2002.
1) Community contribution (ERDF, ESF, EAGGF, FIFG)
2) Community contribution + national public contribution (central, regional, local, other)
3) Community contribution + national public contribution + national private participation
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The aid package in favour of the least developed Community regions has sometimes rightly been
compared to the European Recovery Programme (ERP), when in the period from April 1948 to June
1952 Western Europe received 12 hillion dollars of aid, a sum that was equivalent to 2.1 percent of
the average of the receiver nations GDP. Indeed Community grants made available for major ob-
jective 1 areas during the seven year period from 2000 to 2006 represent a similar magnitude in
terms of GDP.

The finance made available through the Funds amost doubled between 1989 and 1999, rising from
0.27 % to 0.46 % of EU GDP. In view of the development and structural adjustment needs of the
regions whose development is lagging behind, the expenditure volume of objective 1 interventions
is substantial in relation to expected gross domestic product. For 2000-2006 the highest expenditure
levels of Community interventions in relation to gross domestic product (GDP) is attained by Portu-
gal and Greece. The biggest recipient country is Spain.

For the seven year period 2000-2006 the total volume of objective 1 Community expenditures will
constitute 0.22 % of GDP with 0.9 % for Spain, 2.3 % for Portugal and 2.2 % for Greece. As are-
sult the average amount of aid per head will be maintained for the period 2000 to 2006 at the same
level asin 1999 in the lagging regions. Overall, 60 percent of the total of Structural and Cohesion
Funds will be allocated to Member States, which account for not more than 20 percent of EU GDP
and 70 percent will be concentrated in lagging regions. The start of the new programming period in
2000 involved satisfying two requirements. the greatest possible integration of all structural assis-
tance into the general strategy for combating unemployment and stimulating growth in the most dis-
advantaged areas.

On a national level, the share of objective 1 interventions in percent of GDP is too small in most
member states to allow a macroeconomic analysis of the economic impacts of objective 1 interven-
tions. Therefore, it was decided in cooperation with the Directorate-General Regional Policies to
concentrate the impact analysis on the following nations/regions:

» East Germany (Brandenburg, Mecklenburg-Pomerania, Saxony, Saxony-Anhalt, Thuringia

East Berlin)
 Greece
e Irdand

* Mezzogiorno (Campania, Apulia, Basilicata, Calabria, Sicily, Sardinia)
e Portugal
* Span

For 2000-2006 the objective 1 interventions comprise a total volume of 248.0 billion Euro (1999
prices) for the six regions considered in this study of which community grants account for a volume
of 123.7 billion Euro. The Council of the European Union agreed that the resources of the Structural
Funds should be evenly spent between 2000-2006.

Objective 1 interventions are mainly directed towards the creation of an productive environment,
the development of human resources and the improvement of the basic infrastructure. The specific
development priorities of the programmes include creation of economic infrastructure, support for
productive investment and directly related infrastructures, development of human resources, agri-
cultural and rural development, industrial conversion and restructuring, development of the region's
growth potential and local development and technical assistance. The greater part of expenditure
will be spent on investment in new physical infrastructure (buildings, other construction, machinery,
equipment). A substantial part is alocated for salaries, alowances and transfer payments to develop
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human resources. Only a negligible share will be spent on the purchase of materials and supplies for
operations and maintenance.

Objective 1 interventions and gross domestic product 2000-2006

1999 Euro
Community Public Total
Community Public Total interventions | interventions | interventions
interventions | interventions | interventions | inpercent of | in percent of | in percent of
GDP GDP GDP
Mio. Euro Mio. Euro Mio. Euro % % %
East Germany 1) 20 602 32936 50 064 1.14 1.83 2.78
Greece 21321 31758 42 275 219 3.27 4.35
Ireland 3 066 5313 6 798 0.38 0.66 0.84
Mezzogiorno 2) 21516 40 669 50 550 1.16 2.19 2.72
Portugal 19179 30633 39412 2.30 3.67 4.72
Spain 38 043 57 198 58 912 0.85 1.27 131
Total 123 726 198 507 248 011 0.85 1.27 131

1) Brandenburg, Mecklenburg-Western Pomerania, Saxony, Saxony-Anhalt, Thuringia, East Berlin.
2) Campania, Apulia, Basilicata, Calabria, Sicily, Sardinia
Source: European Commission, Directorate-General Regional Policies, Brussels 2002.

As the general thrust of Structural Funds interventions is directed towards a strengthening of the
economic structure in favour of more productive and competitive sectors of the areas concerned,
positive economic impacts from the demand as well from the supply side can be expected. The de-
mand induced impulses are of short term nature as they result directly or indirectly from the increase
in final demand induced by the implementation of the priorities of the objectives of the Structural
Funds. The supply side effects are of a longer term nature and they constitute the most decisive
factor in the structural catching up process of the regions. These supply effects emanate from the
creation of new productive capacities, from improving the qualifications of the labour force, from
the opening up of the assisted regions by creating a network of suitable infrastructure, by the dis-
semination of technical progress and finally by increasing the technology level of production.

In the medium to longer term the supply side efforts of the Structural Funds should lead the back-
ward regions to attain higher levels of productivity and competitiveness and by these means to con-
verge with the average European living standards. It should however be recalled that economic con-
vergence, which is the overriding goal of all Community assistance, is also a problem relating to the
conduct of general economic policy. A carefully dovetailed interaction between Community opera-
tions and nationa economic policies will play a decisive role in ensuring that the anticipated effects
of the Structural Funds intervention will be fully realised.

The Community Support Frameworks state that the Commission and the Member State shall ensure
that the increase in the appropriations of the funds has a genuine additional economic impact in the
regions concerned. It shall result at least in an equivalent increase in the total volume of officia or
similar (Community and national) structural aid in the Member state concerned, taking into account
the macroeconomic circumstances in which the funding takes place. By agreeing to the Community
Support Frameworks, the Member state also confirms its commitment to this legal obligation of ad-
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ditionality. The Commission will check the application of this commitment on a regular basis by
undertaking a periodic assessment of additionality throughout the period of implementation of the
Community Support Frameworks. While national participation in the financing of the Community
Support Frameworks is monitored by an internal follow-up system of the Directorate-General for
Regional Policies, the following analysis tries to give a broad assessment of whether the Commu-
nity interventions results in a genuine additional economic impact.

Financial plan of objective 1 inter ventions 2000-2006
Mio. 1999 Euro

Productive Human Basic

. . Miscallaneous Tota
environment resources infrastructure

Community interventions

East Germany 1) 8 583 6 102 5553 364 20 602
Greece 4 662 4100 11 837 722 21321
Ireland 939 824 1288 15 3 066

Mezzogiorno 2) 10 428 4137 6 294 657 21516
Portugal 6 415 3894 8 507 363 19179
Spain 11 525 8 867 17 442 209 38 043
Total 42 551 27924 50 922 2330 123 726

Public interventions

East Germany 14 241 9 169 9026 500 32 936
Greece 6 631 5 467 18 547 1114 31758
Ireland 1572 1430 2284 27 5313

Mezzogiorno 20 027 6216 13117 1310 40 669
Portugal 9663 6 075 14 386 508 30633
Spain 17 080 12 915 26 920 283 57 198
Total 69 214 41 272 84 280 3742 198 507

Total interventions

East Germany 21648 13937 13719 760 50 064
Greece 11 619 5 687 23777 1191 42 275
Ireland 2617 1464 2691 27 6 798

Mezzogiorno 27 040 6393 15778 1339 50 550
Portugal 17114 6 491 15299 508 39412
Spain 18 761 12 948 26 920 283 58 912
Total 98 799 46 920 98 184 4108 248 011

1) Brandenburg, Mecklenburg-Western Pomerania, Saxony, Saxony-Anhalt, Thuringia, East Berlin.
2) Campania, Apulia, Basilicata, Calabria, Sicily, Sardinia.
Source: European Commission, Directorate-General Regional Policies, Brussels 2002.
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Annual allocation of objective 1 interventions 2000-2006

Mio 1999 Euro

2000 2001 2002 2003 2004 2005 2006 Total
Community interventions
East Germany 1) 2960 2981 3022 3069 2815 2871 2 885 20 602
Greece 2558 2741 3120 3248 3229 3253 3171 21321
Ireland 644 579 513 442 312 317 259 3 066
Mezzogiorno 2) 2948 3278 3371 3448 2763 2824 2884 21516
Portugal 3216 3111 3001 2885 2274 2328 2 364 19179
Spain 5110 5468 5595 5706 5 287 5389 5490 38 043
Total 17436 | 18157 | 18622 | 18797 | 16680 | 16981 | 17053 | 123726
Public interventions
East Germany 4669 4753 4 856 4957 4552 4571 4578 32936
Greece 3811 4134 4654 4 886 4751 4803 4721 31758
Ireland 1120 1005 899 769 551 524 444 5313
Mezzogiorno 5511 6 265 6 426 6 534 5204 5311 5419 40 669
Portugal 5051 4944 4 866 4700 3710 3738 3624 30633
Spain 7 519 8195 8494 8 649 8 064 8 098 8179 57 198
Total 27681 | 2929 | 30196 | 30494 | 26832 | 27045 | 26964 | 198507
Total interventions

East Germany 7 266 7237 7 398 7 458 6930 6 881 6 894 50 064
Greece 5073 5609 6 232 6 540 6 220 6 331 6 269 42 275
Ireland 1379 1202 1183 1017 742 707 567 6 798
Mezzogiorno 6 822 7604 7764 8284 6 520 6704 6 853 50 550
Portugal 6 517 6 297 6 209 5977 4779 4 859 4773 39412
Spain 7524 8441 8791 8951 8 347 8 386 8472 58 912
Total 34582 | 36390 | 37577 | 38228 | 33538 | 33868 | 33828 | 2483011

1) Brandenburg, M ecklenburg-Western Pomerania, Saxony, Saxony-Anhalt, Thuringia, East Berlin.
2) Campania, Apulia, Basilicata, Calabria, Sicily, Sardinia.
Source: European Commission, Directorate-General Regional Policies, Brussels 2002.

The European Regiona Development Fund (ERDF), the European Social Fund (ESF), the European
Agricultural Guidance and Guarantee Fund (EAGGF), the Cohesion Fund and specific programmes
for the development of industry and transport systems have participated in this ambitious activity.
Community loans may partly help in financing important projects through the European Investment
Bank (EIB). The impact of the Cohesion Fund and of loans however is not covered in the following

analysis.

With a GDP per head of 23.684 Euro per head Ireland has attained a level which is well above the
average European level. Therefore, it is planned to phase out objective 1 interventions in the near
future. Greece is receiving twice the alocations per capita of Community interventions compared to
the Mezzogiorno despite a comparable development lag. Portugal and East Germany are facing
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more or less the same development gap. However, the Community contributions per capita for Por-
tugal are significantly higher than for East Germany.

Community interventionsfor objective 1in Member States 2000-2006

1999 Euro
. Community | Community
Poriglgg " linterventions| interventions| Share| Rank GDP Glagager Share | Rank
2000-2006 per head

1.000 persony Mio. Euro | Euro/person | % Mio. PPS | PPS/person| %
East Germany 1) 13 936 20 602 1478 116 | (3) | 214597 15 399 95 4
Greece 10538 21 321 2023 159 | (1) 152 979 14 517 89 )
Ireland 3 756 3066 816 64 (6) 88 950 23 684 145 (6)
Mezzogiorno 2) 19283 21516 1116 88 (4 | 277962 14 415 88 D
Portugal 10079 19179 1903 150 | (2) | 156464 15524 95 3
Spain 39 626 38 043 960 75 (5) | 692647 17 480 107 (5)
Tota 97 218 123 726 1273 100 1583598 | 16289 100

1) Brandenburg, M ecklenburg-Western Pomerania, Saxony, Saxony-Anhalt, Thuringia, East Berlin.
2) Campania, Apulia, Basilicata, Calabria, Sicily, Sardinia.
Source: European Commission, Directorate-General Regional Policies, Brussels 2002.

To assess the impact of objective 1 interventions a dynamic input-output model was been imple-
mented for Greece, Spain, Ireland and Portugal on the national level and for the Mezzogiorno and
East Germany on the regional level.

Economic growth

The effort of the Community through its structural policy will be successful if the target regions per-
form ahead of Community average growth and if they change their economic structure towards in-
novative and competitive sectors. Nations and regions can only reduce the development gap if they
perform above the European average. For the period 2000-2006 an average annua growth rate of
2.6 percent was forecast in the autumn of 2001 for the European Union. At the time Ireland (6.0 %),
Greece (4.3 %) and Spain (3.2 %) were expected to grow above the European average, Portugal (2.4
%) dlightly below. While East Germany (3.2 %) was expected to grow above the European average,
and the Mezzogiorno (2.3 %) more or less to maintain its present position during the years 2000 —
2006.

The set of GDP growth rates was derived from the following sources:

* Eurostat: Newcronos (1999-2000)
» Directorate-General Economic and Financial Affairs, Economic Trends (2001-2003)
» Directorate-General Economic and Financial Affairs, Medium-term projections (2000-2005)
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Economic growth 2000-2006

1999 Euro
GDP . | Real growtlh ratesin % | .
Mio. Euro Annual
1999 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 |Average
Belgium 235538 4.0 1.3 1.3 2.8 2.8 2.8 2.8 25
Denmark 163 216 3.2 1.3 1.6 25 25 25 25 2.3
Germany 1974 300 3.0 0.7 0.7 2.8 2.8 2.7 2.7 2.2
Greece 117 065 4.3 4.1 35 4.2 5.0 5.0 5.0 4.4
Spain 565 483 4.1 2.7 2.0 3.2 3.2 3.7 3.8 3.2
France 1350 159 3.1 2.0 15 2.6 2.6 2.8 2.8 25
Ireland 89 029 11.5 6.5 3.3 5.5 5.2 4.9 4.9 5.9
Italy 1108 497 29 1.8 1.3 2.7 2.7 2.8 2.7 2.4
L uxembourg 18 449 9.5 4.0 3.0 5.4 54 4.9 4.8 5.3
Netherlands 373 664 35 15 15 3.1 3.1 29 29 2.6
Austria 196 658 3.0 11 1.2 2.4 24 25 25 2.2
Portugal 108 217 34 1.7 15 2.3 2.8 3.0 3.0 25
Finland 120 485 5.7 0.5 1.7 2.9 29 3.2 3.2 2.9
Sweden 227 607 3.6 14 1.6 2.6 2.6 29 29 25
United Kingdom 1368 181 29 2.3 1.7 3.0 3.0 2.8 2.7 2.6
European Union 8016 548 3.3 1.7 1.4 2.9 29 29 29 2.6
Mezzogiorno 243133 2.0 1.7 2.7 2.7 2.2 2.2 2.2 2.3
East Germany 228 577 1.9 3.4 3.3 3.2 3.0 3.6 3.7 3.2

European Commission, Eurostat, Newcronos, April 2002.
European Commission, Directorate-General Economic and Financial Affairs, Economic Trends, October/November 2001.
European Commission, Directorate-General Economic and Financial Affairs, Medium-term projection 2000-2005, 2001.

The forecast from autumn 2001 until today seems somewhat optimistic. However, this does not af -
fect the results for the impact analysis. According to our model results, Community interventions in
2000-2006 make the biggest contribution to the anticipated growth in the case of Portugal and
Greece , where the level of GDP on average will be respectively 3.5% and 2.2% higher than it
would have been without Community grants. The contribution of Community objective 1 interven-
tionsis also impressive in the Mezzogiorno (1.7 %), East Germany (1.6 %) and Spain (1.1 %). The
efforts of Euro-solidarity towards these regions becomes particularly significant in the light of these
findings: without the massive support from Community transfers none of the regions would experi-
ence enough economic dynamism to be able to achieve above European average growth, i.e. to close
the development gap.

If al public objective 1 interventions (EU and national) were phased out and not substituted by
other expenditures, the level of GDP would decline in Portuga (5.4 %), Greece (3.2 %), Mez-
zogiorno (3.1 %), East Germany (2.6 %) and Spain (1.6 %).
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Objective 1 intervention and economic growth 2000-2006

Deviation from basdline level in %

Community Public Total

interventions interventions interventions
East Germany 1) 16 2.6 3.9
Greece 24 35 4.4
Ireland 0.4 0.7 0.8
Mezzogiorno 2) 1.7 31 3.7
Portugal 35 5.4 75
Spain 11 1.6 1.7

1) Brandenburg, Mecklenburg-Western Pomerania, Saxony, Saxony-Anhalt, Thuringia, East Berlin.
2) Campania, Apulia, Basilicata, Calabria, Sicily, Sardinia.
Note: Deviation from baseline level in real terms (1999 prices).

If all objective 1 interventions would be withdrawn, the level of GDP would be lower in Portugal
(7.5 %), Greece (4.0 %), East Germany (3.9 %), Spain (1.7 %) and Ireland (0.8 %). With the excep-
tion of Ireland, in al other instances there would be a considerable set back and Portugal in par-
ticular would be hard pressed to avoid dliding into recession. This is obviously a theoretical sce-
nario. However, the estimation shows the overal weight of the CSF s in the economic development
of the six nations/regions.

I nvestment

Investment is by far the most dynamic component of economic growth. The proportions of capital
formation induced by the Structural interventions provide a rough indication of the Structural inter-
ventions influence on the supply potential of the economies concerned.

Rea growth of capital formation has been weak since 2001 despite the initiatives in the previous
period. Induced investment by Community interventions in 2000-2006 as a proportion of total in-
vestment are substantial in Portuga (8.9 % of total investment), Greece (8.1 %) and the Mez-
zogiorno (6.6 %). The participation rates reach 20.4 percent in Portugal, 16.5 percent in the Mez-
zogiorno and 16.2 percent in Greece if national expenditure in objective 1 interventions intervention
is included. In this regard, the shares given clearly indicate the crucial importance of a steady im-
plementation of the Community Support Frameworks for the potential growth of the six na-
tions/regions, since a considerably lower growth in capital formation would be experienced without
the positive capital transfers according to the Euro-solidarity effort.
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Objective 1 intervention and capital formation 2000-2006

% of GFCF % of GFCF % of GFCF
depending on depending on depending on
Community public total
interventions interventions interventions
East Germany 1) 4.2 6.8 10.3
Greece 8.1 122 16.2
Ireland 1.2 21 2.8
Mezzogiorno 2) 6.6 12.8 16.5
Portugal 8.9 14.4 20.4
Spain 3.2 4.9 5.1

1) Brandenburg, Mecklenburg-Western Pomerania, Saxony, Saxony-Anhalt, Thuringia, East Berlin.

2) Campania, Apulia, Basilicata, Calabria, Sicily, Sardinia.

Note: Gross fixed capital formation in real terms (1999 prices).

Capital

In view of the participation rates of objective 1 interventions in gross fixed capital formation sub-
stantial effects have to be expected for the capital stock. It is estimated that in 2000-2006 approxi-
mately 1.7 percent of the capital stock in the covered countries is depending on Community inter-
ventions. The highest dependency is given in Portugal (5.1 %) and Greece (2.6 %). Therefore, there

isaclear support to the creation of amodern capital stock in the Cohesion countries.

Objective 1 intervention and capital stock 2000-2006

% of capital stock | % of capital stock | % of capital stock

depending on depending on depending on
Community public total

interventions interventions interventions
East Germany 1) 1.7 2.7 4.1
Greece 2.6 3.6 4.2
Ireland 0.3 05 0.7
Mezzogiorno 2) 1.6 3.0 3.7
Portugal 51 7.8 121
Spain 11 1.7 17
Total 17 2.7 3.6

1) Brandenburg, M ecklenburg-Western Pomerania, Saxony, Saxony-Anhalt, Thuringia, East Berlin.

2) Campania, Apulia, Basilicata, Calabria, Sicily, Sardinia.

Note: Capital stock in real terms (1999 prices).
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Employment

Given the importance of objective 1 interventions and of Community grants, substantial employ-
ment effects are to be expected from the realisation of the operations under the Community Support
Frameworks and other interventions. During 2000-2006, approximately 1.4 million positions or 3.5
percent of the work force in the covered regions depend per annum upon the implementation of the
total of actions foreseen. 1.8 percent of the work force or 0.7 million positions depend solely on
Community grants. The impact of objective 1 interventions on employment as indicated here, does
not represent in al cases new jobs created but certainly contributes to a reduction in unemployment
in the assisted regions. The numbers given indicate how many positions during the period 2000-
2006 depend on Community grants implemented through the objective 1 interventions.

Objective 1 interventions and employment 2000-2006

0, 0, 0,
Occupied Occupied Occupied % O.f % O.f % O.f
: : : occupied occupied occupied
population | population | population . . .
: ) . population | population | population
depending on| depending on| depending on X ) i
. . depending on| depending on| depending on
Community public total . .
. . . . . . Community public total
interventions| interventions| interventions| . ) . . . .
interventions| interventions| interventions
1.000 persons %
East Germany 1) 101 160 243 1.6 2.6 3.9
Greece 100 143 175 25 35 44
Ireland 8 14 17 0.5 0.8 1.0
Mezzogiorno 2) 101 187 228 1.7 31 3.8
Portugal 187 290 410 3.7 5.7 8.1
Spain 209 311 319 1.3 1.9 1.9
Total 706 1103 1391 1.8 2.8 35

1) Brandenburg, Mecklenburg-Western Pomerania, Saxony, Saxony-Anhalt, Thuringia, East Berlin.
2) Campania, Apulia, Basilicata, Calabria, Sicily, Sardinia.

A very substantial amount of the labour force depends on a successful implementation of the vari-
ous projects which are financed by objective 1 interventions, including the public and private par-
ticipation in the Cohesion countries and other regions. During 2000-2006 in Portugal approximately
8.1 percent of the occupied population is attached to objective 1 interventions, in Greece 4.0 per-
cent. For Community grants the dependence is significant for Portugal (3.7 %) and Greece (2.5 %).
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The Directorate-General for Economic and Financial Affairs provided separate projections for
capital, labour and value added for the period 2000 — 2006. These projections alowed to asses the
productivity of capital of labour during the anticipated period. The productivity of capital is ex-
pected to be stagnant in the objective 1 regions thoughout the period 2000 — 2006. However signifi-
cant increases of the labour productivity can be expected for Ireland (4.3 %), Greece (3.6 %), East
Germany (2.0 %), the Mezzogiorno (1.0 %) and Spain (0.9 %). As aresult the wealth of the objec-
tive 1 regions will increase. This development is not only a consequence of the structural funds, and
the actual outcome will depend on the extent to which the economic projection materialise, but the
structural funds will make an important contribution to this positive development.

Labour and capital productivity 1999 and 2006

| | | |
Labour productivity Capital productivity
Average Average
1999 2006 annual 1999 2006 annual
growth rate growth rate

Euro/person | Euro/person % Euro/Euro | Euro/Euro %

East Germany 1) 38 320 44 055 2.01 0.207 0.206 -0.04
Greece 29948 38 346 3.59 0.227 0.229 0.13
Ireland 55 092 73 890 4.28 0.378 0.374 -0.15
Mezzogiorno 2) 42 911 45 984 0.99 0.209 0.211 0.08
Portugal 22 431 25 000 1.56 0.246 0.230 -1.00
Spain 37284 39767 0.93 0.248 0.244 -0.24
Total 36 382 40 864 1.67 0.236 0.234 -0.07

1) Brandenburg, Mecklenburg-Western Pomerania, Saxony, Saxony-Anhalt, Thuringia, East Berlin.
2) Campania, Apulia, Basilicata, Calabria, Sicily, Sardinia.

Labour productivity = GDP (Euro) per person

Capital productivity = GDP (Euro) per unit of capital (Euro)

Structural Change

The selection of the priorities in the objective interventions contribute to a structural change of the
backward economies. Structural change in the objective 1 regions is moving in the appropriate di-
rection. Agriculture is declining in importance in amost all regions while private services are gain-
ing in importance. Selected industries will emerge as growth poles and the marketabl e service sector
will benefit considerably from the approved projects and programs.

The impact of objective 1 interventions in general and of Community grants in particular are in-
ducing more industrial production. This must be expected as most of the expenditure is investment
oriented. Direct impacts on manufacturing and backward linkages with other industries will cer-
tainly help to improve the industrial base and export basis of Community Support Framework re-
gions.

In al objective 1 regions which were covered in this study structural change is steering towards a
significant development of private services, whereas government services is declining, with the ex-
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ception of East Germany. In some countries and regions manufacturing is loosing momentum (East
Germany, Greece, Portugal).

Table 20: Structural change 2000-2006

Share in value added
1999 2006 Change
% % %
East Ger many

Agriculture, forestry and fishery 24 1.8 -0.5
Fuel and power 0.4 0.3 -0.1
Manufacturing 16.9 16.3 -0.5
Building and construction 11.9 111 -0.9
Private services 40.4 42.3 1.9
Government services 28.0 28.1 0.1
Vaue added 100.0 100.0 0.0

Greece
Agriculture, forestry and fishery 7.8 7.3 -0.5
Fuel and power 0.3 0.3 -0.1
Manufacturing 133 121 -1.3
Building and construction 74 8.1 0.6
Private services 50.8 54.7 39
Government services 20.3 17.6 -2.7
Value added 100.0 100.0 0.0

Ireland
Agriculture, forestry and fishery 3.8 35 -0.3
Fuel and power 0.1 0.1 0.0
Manufacturing 33.2 34.4 1.3
Building and construction 6.1 6.1 0.0
Private services 39.2 39.9 0.8
Government services 17.6 15.9 -1.7
Vaue added 100.0 100.0 0.0

M ezzogior no

Agriculture, forestry and fishery 5.1 4.6 -0.5
Fuel and power 0.2 0.2 0.0
Manufacturing 14.0 13.9 0.0
Building and construction 5.6 4.9 -0.7
Private services 47.2 49.6 25
Government services 28.0 26.8 -1.2
Value added 100.0 100.0 0.0

Portugal
Agriculture, forestry and fishery 4.1 4.0 -0.1
Fuel and power 0.3 0.3 0.0
Manufacturing 22.3 21.9 -0.4
Building and construction 7.9 8.1 0.2
Private services 39.3 39.7 04
Government services 26.2 26.0 -0.2
Vaue added 100.0 100.0 0.0

Spain

Agriculture, forestry and fishery 4.2 34 -0.9
Fuel and power 0.3 0.2 -0.1
Manufacturing 22.3 22.7 0.4
Building and construction 7.7 6.5 -1.2
Private services 45.1 47.6 25
Government services 204 19.6 -0.8
Value added 100.0 100.0 0.0

Note: In real terms (1999 prices)
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Foreign trade

Most of the covered nations and regions can be classified as small open economies with a narrow
industrial base, where many capital products or parts of such goods which are vital for the imple-
mentation of the priorities of the Structural interventions are not produced at home but have to be
imported from the industrialised EU-economies or from third countries. As a consequence, Com-
munity grants are only partially transformed into the gross domestic product of the regions con-
cerned. The following table estimates the magnitude of the leakage effects due to increased imports
induced by the Structural interventions.

The estimates indicate that production losses due to import leakages to countries outside the Euro-
pean Union do not constitute a problem of major concern. On average about 133 percent of objec-
tive 1 interventionsis transformed in 2000-2006 into regional gross domestic product of the covered
countries. For small open economies like Greece, Portugal and Ireland with their close links to EU
member countries and other trade partners it must be expected that a substantial part of Community
grants is leaking to other EU and third countries. Consequently, the more developed regions of the
European Communities can expect to benefit indirectly from Community grants. For 2000-2006 it is
estimated that 24 percent of Community interventions are leaking from the six areas considered to
other EC countries (for the Cohesion countries 28%). Another 9 percent of Community interven-
tions are leaking through induced imports from third countries outside the European Communities.

Import leakages of Community objective 1 inter ventions 2000-2006

Induced regional | Induced leakages to | Induced leakages to Induced suoolv as
GDP as % of EU countries as % | third countries as % . pp y
. o o % of objective 1
objective 1 of objective 1 of objective 1 . .
. : . . : : interventions
interventions interventions interventions
East Germany 1) 141.8 18.9 9.4 170.1
Greece 111.6 42.6 3.8 158.0
Ireland 100.4 26.7 111 138.2
Mezzogiorno 2) 143.4 17.4 8.6 169.5
Portugal 150.6 35.2 6.7 192.4
Spain 128.3 14.7 13.2 156.3
Total 133.1 24.2 9.1 166.3

1) Brandenburg, Mecklenburg-Western Pomerania, Saxony, Saxony-Anhalt, Thuringia, East Berlin.
2) Campania, Apulia, Basilicata, Calabria, Sicily, Sardinia.
Note: In real terms (1999 prices).

It is not surprising that some Community Support Framework expenditures are leaking to the rest of
Europe or third countries. Certainly the greatest part of project expenditure will be spent in the tar-
get regions and result in contracts with national companies, especially construction companies.
These private enterprises and government authorities may very well directly or indirectly import
some commodities or services from abroad, especially capital goods which are required to establish
a modern infrastructure in objective 1 regions. By far the greater parts of induced imports is im-
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ported from EU countries recycling partly the contributions of the richer countries to finance the
structural funds of the European Union.

Analytical approach

In the previous studies for the periods 1989-1993 and 1994-1999 the main issue was to identify the
short-term supply and demand effects of the Community Support Frameworks for the objective 1
regions. The impact analysis system was designed as a comparative static input-output model to as-
sess the quantitative impacts of the Structural Funds on economic growth, structural change, foreign
trade and employment. The results have been presented in the annual report on the Structural Funds
of the European Commission.

In extension of the previous studies a dynamic input-output model was developed which is capable
to evaluate the long-term supply and demand effects of the Community structural policies. Expen-
ditures of the Structural Funds will affect the structure and level of final demand but will also in-
duce changes in technology, imports, labour and capital use. In particular the long-term effects on
capital and labour, output and productivity are the focus of interest and will be covered by the dy-
namic input-output approach. A set of harmonised input-output tables with labour and capital stock
data is used which has been established by Eurostat in co-operation with the author. The projected
input-output tables are based on harmonised National Accounts of Eurostat and the latest economic
forecasts of the Directorate General for Economic and Financia Affairs.

The dynamic input-output model is designed in line with the multiplier-accelerator analysis of mac-
roeconomic theory. According to this theory it is expected that new capacities are required if final
demand components are growing. Therefore, induced investment is estimated which can be related
to the activities of the Structural Funds. In the first part of the model it is estimated how an increase
of gross fixed capital formation will affect the economy which was financed by the Structural Funds
to improve the infrastructure of public and private institutions. In the second part it is analysed how
the contributions of Community interventions affect value added. In the third part of the impact
analysis system a dynamic version of the input-output model is used to evaluate the long-term sup-
ply effects of the Structural Funds.

In the previous studies the impact of Structural Funds expenditure was analysed for individual years
assuming that the Funds were still active in the previous year. The short-term impact of the Struc-
tural Funds activities revealed that the growth potential of the economy would be substantially re-
duced inindividual years if the Structural Funds were not in existence. In the dynamic version of the
model it is a sequence of years which will be affected and consequently the supply effects are more
profound. The results of the dynamic input-output model reflect a different growth path of the econ-
omy which would be realised in the absence of the Structural Funds.
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A. Introduction

Structural interventions of the Commission comprise expenditures for objective 1, objective 2 and
objective 3. The three priority objectives of the Structural Funds are:

» promoting the development and structural adjustment of the regions whose development is
lagging behind (objective 1);

e supporting the economic and social conversion of areas facing structural difficulties (objec-
tive 2);

e supporting the adaptation and modernisation of policies and systems of education, training
and employment. (objective 3).

The purpose of this study is to quantify the economic impacts of objective 1 interventions of the
Structural Funds for the period 2000 — 2006. The expenditures of the Structural Funds for objective
2 and objective 3, the Cohesion Fund, the Instrument for Structural Policies for Pre-accession
(ISPA) and loans which are granted by the European Investment Bank (EIB) are not included in the
anaysis. The study quantifies how much of expected development can be attributed to objective 1
expenditures for

*  Community interventions (Structural Funds),
e publicinterventions (Structural Funds, national public interventions) and
« total interventions (Structural Funds, national public interventions, private participation).

The study uses the autumn 2001 forecast and medium-term projection of Directorate-General for
Economic and Financial Affairs of the European Commission in order to calculate a baseline for the
impact assessment. Today, the forecast itself seems rather optimistic. However, this does not cause
problems for the analysis in this report, because the objective is to estimate the impact of the struc-
tural funds. In other words the objective is to estimate, for example, the additional growth caused by
the structural funds and not to forecast growth as such. Therefore, whether the forecast as such will
materialise is of no consequence for the impact analysisin this study.

In Europe areas qualify as Objective 1 regions whose per capita gross domestic product less than 75
percent of the Community's average measured in purchasing power parities (PPS). The development
gap of the objective 1 regions in the EuropeanEHJnion is significant. In 1998 all objective 1 regions
reach only 70 percent of the European average —. However, with 63 percent the development gap in
1988 was still much larger.

The corresponding results in Figure 1 for all Member states of the Union have been calculated for
the base year 1999 of the study. On a national level Greece, Portugal, Spain are lagging behind
most. Among the larger regions the Mezzogiorno (Campania, Apulia, Basilicata, Calabria, Sicily,
Sardinia) and East Germany (Brandenburg, Mecklenburg-Pomerania, Saxony, Saxony-Anhalt,
Thuringia, East-Berlin) have significant development lags.

As widening regional disparities within Europe could threaten the successful realisation of the sin-
gle market, the successful implementation of the Community Support Frameworks and other Com-
munity initiatives is an important step to market integration and equal opportunities within Europe.

! European Commission: Unity, solidarity, diversity for Europe, its people and its territory. Second Report on Economic
and Social Cohesion, Volume 2, Statistical annex. P. 64, Brussels 2001.
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Figure 1: GDP per head in Member States 1999
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Source: European Commission, Eurostat, Newcronos, April 2002.

In order to evaluate the economic impacts of Structural Funds interventions, an analysis system has
been developed for the Directorate-General for Regional Policies including a harmonised data base
and methodology for impact analysis. A macroeconomic analysis without a minimum of sectoral
disaggregation allows only to study a few impacts of the Structural Funds. The evaluation of eco-
nomic impacts would remain cursory and potentially misleading. As the quantification of various
structural effectsisthe main target of the analysis, it has been decided to implement an input-output
approach covering a significant amount of branches. With a new set of harmonised input-output ta-
bles comprising labour and capital stock data, Eurostat is providing the appropriate data base for
such analysis.

With this impact analysis system, a valuable instrument was established for an assessment of the
economic effects of Structural Funds intervention. The software of the dynamic input-output model
encompasses impact analysis, follow-up and update of the Communities structural and regional op-
erations. The analysisis focusing on the globa economic impacts of Community assisted operations
during the period 2000-2006 on economic variables such as growth, employment, capital use and
leakage effects through trade.

At this stage attempts to quantify the impacts of the concentration of Community assistance in fa-
vour of the least developed regions using other types of analysis, is faced with considerable prob-
lems of a methodological and of a statistical nature. Thisisthe case, in particular, for the medium to
longer term consequences of the improvement of the supply factors, which should increase the
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growth potential of the beneficiary regions. However, these evaluations rely essentially on the ap-
propriate economic modelling of the possible development patterns of the Community as a whole
and of the beneficiary regions in particular. Even if such modelling attempts are undertaken they are
for the time being hardly comparable as they differ in methodology and in many other respects.

The main task of the study is to analyse how far effects and impacts of the Structural Funds inter-
ventions affect the development and structural change of the target regions. The objective is to find
comparable answers for the beneficiary Member States on the following main questions:

e How much of the expected economic growth can be attributed to the objective
linterventions in general and to Community interventionsin particular?

* How will the objective 1 interventions and the Community grants influence the economic
aggregates and the structure of the beneficiary economies? In particular, what part of the
Community grants will be transformed into demand and production in the target region?

*  What magnitude will leak away viaincreased demand for imports from more prosperous re-
gions?

» How can we assess the employment effect of the implementation of the priorities agreed for
the objective 1 interventions, i.e. how many jobs depend upon the achievement of the ac-
tions of the objective 1 interventions, and more particularly upon the envisaged financia
transfers from the Community?

How isthe capital stock affected by objective 1 intervention?

In the previous studies for the periods 1989-1993 and 1994-1999 the main issue was to identify the
short-term supply and demand effects of the Community Support Frameworks for the objective 1
regions. The impact analysis system was designed as a comparative static input-output model to as-
sess the quantitative impacts of the Structural Funds on economic growth, structural change, foreign
trade and employment. The results have been presented in the ‘ Sixth Annual Report on the Struc-
tural Funds 1994’ of the European Commission.

In extension of the previous studies a dynamic input-output model was developed which is capable
to evaluate the long-term supply and demand effects of the Community structural policies. Expen-
ditures of the Structural Funds will affect the structure and level of fina demand but will also in-
duce changes in technology, imports, labour and capital use. In particular the long-term effects on
capital and labour, output and productivity are in the focus of interest and will be covered by the
dynamic input-output approach.

However, an input-output approach is only appropriate if the data base for the analysis system is not
outdated. Eurostat is presently establishing a set of harmonised input-output tables for 2000 for the
European Communities with labour and capital stock data in co-operation with the author. In the
past, harmonised input-output tables for 1990 has been compiled for all member countries including
a consolidated input-output table for the European Union. These tables include separate import ma-
trices for goods and services which are imported from EC countries and other countries. In particu-
lar this information will allow the quantification of leakage effects of the CSF. With a new set of
harmonised input-output tables Eurostat is providing the appropriate data base for the impact analy-
Sis.
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The analytical system is based on the following sources:

SOURCES

Objective 1 Interventions 2000-2006
European Commission, Directorate-General Regional Policies, Brussels 2001.

Economic Forecasts 2001 - 2003
European Commission, Directorate-General Economic and Financial Affairs. Economic Trends,
Autumn 2001 Forecasts, Brussels 2001.

Medium-term Projections 2000 - 2005
European Commission, Directorate-General Economic and Financial Affairs: Medium-term
Projections 2000 - 2005, Brussels 2001.

Sectoral Forecasts 2000 - 2005

Cambridge Econometrics. Sectoral Analysis and Forecasts up to the Y ear 2005, Final Report
for the Directorate-general Economic and Financial Affairs of the European Commission,
Brussels 2001.

National Accounts
Eurostat: National Accounts (Newcronos), Luxembourg 2002.

Input-Output tables
Eurostat: Harmonised input-output tables 2000, Luxembourg 2001.

Regional Accounts
Eurostat: National Accounts (Newcronos), Luxembourg 2002.

A modern input-output methodology IElwill be used to project a sequence of input-output tables for
1994-99 for the aggregate regions of the CSF. The projected input-output tables are based on har-
monised National Accounts of Eurostat and the latest economic forecasts of the Directorate Generdl
for Economic and Financial Affairs of the European Commission. In general, it can be assumed that
the economic impacts of the Structural Funds are fully reflected in the macroeconomic projections
of the Directorate-General for Economic and Financial Affairs including dynamic elements and
multiplier effects. This is the main reason why we fedl that it is not appropriate to develop further
sophisticated econometric projection models for the analysis of these impacts.

Our main objective is to determine the extent of economic growth and structural change, as esti-
mated in the macroeconomic projection, that can be attributed to objective 1 interventions. The
presentation will focus on the economic impact of objective 1 interventions in 2000 and in 2006, the
first and last years of the approved financia plans for 2000-2006. Annual results for the years in
between are included in the statistical annex.

The dynamic input-output model is designed in line with the multiplier-accelerator analysis of mac-
roeconomic theory. According to this theory it is expected that new capacities are required if final
demand components are growing. Therefore, induced investment is estimated which can be related
to the activities of the Structural Funds. In the first part of the model it is estimated how an increase

2 See Penzkofer, H.; Schmalholz, H.; Scholz, L.; Beutel, J.: Innovation, Wachstum und Beschaftigung - Ar-
beitsmarktwirkungen moderner Technologien, de Gruyter, Berlin, New Y ork 1989.
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of gross fixed capital formation will affect the economy which was financed by the Structural Funds
to improve the infrastructure of public and private institutions. In the second part it is analysed how
the contributions of Community interventions affect value added. In the third part of the impact
analysis system a dynamic version of the input-output model is used to evaluate the long-term sup-
ply effects of the Structural Funds.

In the previous studies the impact of Structural Funds expenditure was analysed for individual years
assuming that the Funds were still active in the previous year. The short-term impact of the Struc-
tural Funds activities revealed that the growth potential of the economy would be substantially re-
duced inindividual years if the Structural Funds were not in existence. In the dynamic version of the
model it is a sequence of years which will be affected and consequently the supply effects are more
profound. The results of the dynamic input-output model reflect a different growth path of the econ-
omy which would be realised in the absence of the Structural Funds.

B. Objective 1 interventions

For the period 2000-2006 the European Commission approved objective 1 interventions of 137 bil-
lion Euro. The aid package in favour of the least developed Community regions has sometimes
rightly been compared to the European Recovery Programme (ERP), when in the period from April
1948 to June 1952 Western Europe received 12 billion dollars of aid, a sum that was equivalent to
2.1 percent of the average of the receiver nations GDP. Indeed Community grants made available
for major objective 1 areas during the seven year period from 2000 to 2006 represent a similar
magnitude in terms of GDP.

In view of the development and structural adjustment needs of the regions whose development is
lagging behind, the expenditure volume of objective 1 interventions is substantial in relation to ex-
pected gross domestic product. The finance made available through the Funds almost doubled be-
tween 1989 and 1999, rising from 0.27 % to 0.45 % of EU GDP. The transfers were most pro-
nounced in the cohesion countries Spain, Portugal and Greece.

For 2000-2006 the highest expenditure levels of Community interventions in relation to gross do-
mestic product (GDP) is attained by Portugal and Greece (Table 1). For the seven year period the
total volume of objective 1 Community expenditures will constitute 0.22 % of GDP with 0.9 % for
Spain, 2.3 % for Portugal and 2.2 % for Greece. As aresult the average amount of aid per head will
be maintained for the period 2000 to 2006 at the same level as in 1999. Overall, 60 percent of the
total of Structural and Cohesion Funds will be allocated to Member States, which account for not
more than 20 percent of EU GDP and 70 percent will be concentrated in lagging regions. The start
of the new programming period in 2000 involved satisfying two requirements. the greatest possible
integration of all structural assistance into the genera strategy for combating unemployment and
stimulating growth in the most disadvantaged areas.
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Table 1: Objective 1 interventionsin the European Union 2000-2006
1999 Euro
Community Public Total .Commupi ty : Publ i.c : TOtaI.
) X ) ) ) ) interventions | interventions| interventions
mtervgnuons mtervgnuons mtervgqtmns in percent of | in percent of | in percent of
GDP GDP GDP
Mio. Euro | Mio. Euro | Mio. Euro % % %
Belgium 645 1302 2222 0.04 0.07 0.12
Denmark 0 0 0 0.00 0.00 0.00
Germany 20 602 32 936 50 064 0.14 0.22 0.33
Greece 21321 31758 42 275 2.18 3.25 4.33
Spain 38043 57 198 58 912 0.85 1.27 131
France 3946 7453 8770 0.04 0.07 0.08
Ireland 3066 5313 6 798 0.38 0.65 0.84
Italy 21516 40 669 50 550 0.25 0.48 0.59
L uxembourg 0 0 0 0.00 0.00 0.00
Netherlands 126 407 471 0.00 0.01 0.02
Austria 271 365 860 0.02 0.02 0.06
Portugal 19179 30 633 39412 2.30 3.68 4.73
Finland 948 1896 3612 0.10 0.20 0.38
Sweden 748 1360 2049 0.04 0.08 0.12
United Kingdom 6 056 11181 13822 0.06 0.11 0.13
EU interregional cooperation 531 708 741 0.00 0.00 0.00
European Union 136 998 223180 280 558 0.22 0.36 0.45

Source: European Commission, Directorate-General Regional Policies, Brussels 2002.
1) Community contribution (ERDF, ESF, EAGGF, FIFG)
2) Community contribution + national public contribution (central, regional, local, other)

3) Community contribution + national public contribution + national private participation

On a national level, the share of objective 1 interventions as percent of GDP is too small in most
nations to allow a macroeconomic analysis of the economic impacts. Therefore, it was decided in
cooperation with the Directorate-General Regional Policies to concentrate the impact analysis on the

following nations/regions:

» East Germany (Brandenburg, Mecklenburg-Pomerania, Saxony, Saxony-Anhalt, Thuringia,

East-Berlin)
 Greece
e Iredand

* Mezzogiorno (Campania, Apulia, Basilicata, Calabria, Sicily, Sardinia)

* Portugal
* Span
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The planned objective 1 interventions in East Germany, Greece, Ireland, the Mezzogiorno, Portugal
and Spain are summarised in Table 2 separately for Community interventions, public interventions
(Community and national public) and total interventions (Community, national public, national pri-
vate).

Table 2. Objective 1 interventions and gross domestic product 2000-2006

1999 Euro
Community Public Total
Community Public Total interventions | interventions | interventions
interventions | interventions | interventions | in percent of | inpercent of | in percent of
GDP GDP GDP
Mio. Euro Mio. Euro Mio. Euro % % %
East Germany 1) 20 602 32936 50 064 1.14 1.83 2.78
Greece 21321 31 758 42 275 2.19 3.27 4.35
Ireland 3066 5313 6 798 0.38 0.66 0.84
Mezzogiorno 2) 21 516 40 669 50 550 1.16 2.19 2.72
Portugal 19179 30633 39412 2.30 3.67 4.72
Spain 38043 57 198 58 912 0.85 1.27 131
Total 123 726 198 507 248 011 0.85 1.27 131

1) Brandenburg, M ecklenburg-Western Pomerania, Saxony, Saxony-Anhalt, Thuringia, East Berlin.
2) Campania, Apulia, Basilicata, Calabria, Sicily, Sardinia.
Source: European Commission, Directorate-General Regional Policies, Brussels 2002.

For 2000-2006 the objective 1 interventions comprise a total volume of 248.0 billion Euro (1999
prices) for the six regions considered in this study (Figure 2) of which Community grants constitute
avolume of 123.7 billion Euro.

Objective 1 interventions are mainly directed towards the creation of an productive environment,
the development of human resources and the improvement of the basic infrastructure. The specific
development priorities of the programme include creation of economic infrastructure, support for
productive investment and directly related infrastructures, development of human resources, agri-
cultural and rural development, industrial conversion and restructuring, development of the region's
growth potential and local development and technical assistance (Table 3). The greater part of ex-
penditure will be spent on investment in new physical infrastructure (buildings, other construction,
machinery, equipment). A substantial part is allocated for salaries, allowances and transfer payments
to develop human resources. Only a negligible share will be spent on the purchase of materials and
supplies for operations and maintenance.

The Council of the European Union agreed that the resources of the Structural Funds should be
evenly spent between 2000-2006 (T able 4).

As the general thrust of Structural Funds interventions is directed towards a strengthening of the
economic structure in favour of more productive and competitive sectors of the areas concerned,
positive economic impacts from the demand as well from the supply side can be expected. The de-
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mand induced impulses are of short term nature as they result directly or indirectly from the increase
in final demand induced by the implementation of the priorities of the objectives of the Structural
Funds. The supply side effects are of a longer term nature and they constitute the most decisive
factor in the structural catching up process of the regions. These supply effects emanate from the
creation of new productive capacities, from improving the qualifications of the labour force, from
the opening up of the assisted regions by creating a network of suitable infrastructure, by the dis-
semination of technical progress and finally by increasing the technology level of production.

Figure 2: Objective 1 interventions 2000-2006
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In the medium to long term the supply side efforts of the Structural Funds should lead the backward
regions to attain higher levels of productivity and competitiveness and by these means to converge
with the average European living standards. It should however be recalled that economic conver-
gence, which is the overriding goal of all Community assistance, is also a problem relating to the
conduct of general economic policy. A carefully dovetailed interaction between Community opera-
tions and nationa economic policies will play a decisive role in ensuring that the anticipated effects
of the Structural Funds intervention will be fully realised.

Table 3: Financial plan of objective 1 inter ventions 2000-2006
Mio. 1999 Euro

Productive Human Basic .
environment resources infrastructure WleEzlET=ars UEE)
Community interventions
East Germany 1) 8583 6 102 5553 364 20 602
Greece 4 662 4100 11 837 722 21321
Ireland 939 824 1288 15 3066
Mezzogiorno 2) 10 428 4137 6 294 657 21516
Portugal 6 415 38%4 8 507 363 19179
Spain 11 525 8 867 17 442 209 38 043
Total 42 551 27 924 50 922 2330 123726
Public interventions
East Germany 14 241 9169 9026 500 32 936
Greece 6 631 5 467 18 547 1114 31758
Ireland 1572 1430 2284 27 5313
Mezzogiorno 20 027 6 216 13117 1310 40 669
Portugal 9663 6 075 14 386 508 30633
Spain 17 080 12 915 26 920 283 57 198
Total 69 214 41272 84 280 3742 198 507
Total interventions

East Germany 21648 13937 13719 760 50 064
Greece 11 619 5 687 23777 1191 42 275
Ireland 2617 1464 2691 27 6 798
Mezzogiorno 27 040 6 393 15778 1339 50 550
Portugal 17 114 6 491 15 299 508 39412
Spain 18 761 12 948 26 920 283 58 912
Total 98 799 46 920 98 184 4108 243 011

1) Brandenburg, Mecklenburg-Western Pomerania, Saxony, Saxony-Anhalt, Thuringia, East Berlin.
2) Campania, Apulia, Basilicata, Calabria, Sicily, Sardinia.
Source: European Commission, Directorate-General Regional Policies, Brussels 2002.
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The Community Support Frameworks state that the Commission and the Member State shall ensure
that the increase in the appropriations of the funds has a genuine additional economic impact in the
regions concerned. It shall result at least in an equivalent increase in the total volume of officia or
similar (Community and national) structural aid in the Member state concerned, taking into account
the macroeconomic circumstances in which the funding takes place. By agreeing to the Community
Support Frameworks, the Member state also confirms its commitment to this legal obligation of ad-
ditionality. The Commission will check the application of this commitment on a regular basis by
undertaking a periodic assessment of additionality throughout the period of implementation of the
Community Support Frameworks. While national participation in the financing of the Community
Support Frameworks is monitored by an internal follow-up system of the Directorate-General for
Regional Policies, the following analysis tries to give a broad assessment of whether the Commu-
nity interventions results in a genuine additional economic impact.

Table4: Annual allocation of objective 1 inter ventions 2000-2006

Mio 1999 Euro

2000 2001 2002 2003 2004 2005 2006 Total

Community interventions

East Germany 1) 2960 2981 3022 3069 2815 2871 2885 20 602
Greece 2558 2741 3120 3248 3229 3253 3171 21321
Ireland 644 579 513 442 312 317 259 3 066

Mezzogiorno 2) 2948 3278 3371 3448 2763 2824 2884 21 516
Portugal 3216 3111 3001 2885 2274 2328 2364 19179
Spain 5110 5468 5595 5706 5 287 5389 5490 38 043
Total 17436 | 18157 | 18622 | 18797 | 16680 | 16981 | 17053 | 123726

Public inter ventions

East Germany 4669 4753 4 856 4957 4552 4571 4578 32936
Greece 3811 4134 4654 4 886 4751 4803 4721 31758
Ireland 1120 1005 899 769 551 524 444 5313

Mezzogiorno 5511 6 265 6 426 6534 5204 5311 5419 40 669
Portugal 5051 4944 4 866 4700 3710 3738 3624 30633
Spain 7519 8195 8494 8 649 8 064 8 098 8179 57 198
Total 27681 | 29296 | 30196 | 30494 | 26832 | 27045 | 26964 | 198507

Total interventions

East Germany 7 266 7237 7398 7458 6930 6 881 6 894 50 064
Greece 5073 5609 6232 6 540 6 220 6331 6 269 42 275
Ireland 1379 1202 1183 1017 742 707 567 6798

Mezzogiorno 6 822 7604 7764 8284 6520 6 704 6 853 50 550
Portugal 6 517 6 297 6 209 5977 4779 4 859 4773 39412
Spain 7524 8441 8791 8 951 8 347 8 386 8472 58 912
Total 34582 | 36390 | 37577 | 38228 | 33538 | 33868 | 33828 | 248011

1) Brandenburg, M ecklenburg-Western Pomerania, Saxony, Saxony-Anhalt, Thuringia, East Berlin.
2) Campania, Apulia, Basilicata, Calabria, Sicily, Sardinia.
Source: European Commission, Directorate-General Regional Policies, Brussels 2002.
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The European Regiona Development Fund (ERDF), the European Social Fund (ESF), the European
Agricultural Guidance and Guarantee Fund (EAGGF), the Cohesion Fund and specific programmes
for the development of industry and transport systems have participated in this ambitious activity.
Community loans may partly help in financing important projects through the European Investment
Bank (EIB). The impact of the Cohesion Fund and of loans however is not covered in the following
analysis.

Table5: Community interventionsfor objective 1 in Member states 2000-2006

1999 Euro
. Community | Community
Popll;,lgg on interventions | interventions| Share | Rank GDP Gﬁ;ger Share | Rank
2000-2006 per head

1.000 persond Mio. Euro | Euro/person| % Mio. PPS | PPS/person| %
East Germany 1) 13 936 20 602 1478 116 | (3) | 214597 15 399 95 4
Greece 10538 21 321 2023 159 | (1) | 152979 14 517 89 2
Ireland 3 756 3 066 816 64 (6) 88 950 23 684 145 (6)
Mezzogiorno 2) 19 283 21516 1116 88 (4) | 277962 14 415 88 Q)
Portugal 10079 19179 1903 150 | (2) | 156464 15524 95 3
Spain 39 626 38 043 960 75 (5) | 692647 17 480 107 (5)
Total 97 218 123 726 1273 100 1583598 | 16289 100

1) Brandenburg, Mecklenburg-Western Pomerania, Saxony, Saxony-Anhalt, Thuringia, East Berlin.
2) Campania, Apulia, Basilicata, Calabria, Sicily, Sardinia.
Source: European Commission, Directorate-General Regional Policies, Brussels 2002.

With a GDP per head of 23.684 Euro per head Ireland has attained a level which is well above the
average European level (Table 5). Therefore, it is planned to phase out objective 1 interventions in
the near future. Greece is receiving twice the allocations per capita of Community interventions
compared to the Mezzogiorno despite a comparable development lag. Portugal and East Germany
are facing more or less the same development gap. However, the Community contributions per cap-
itafor Portugal are significantly higher than for East Germany.

The estimates for structural interventions related investments, salaries and materials in Table 6 will
be used to assess the impact of the programme in the input-output approach. Detailed information
on the transformation of CSFs by priority axis to economic variables is included in the statistical
annex.

Investment in new infrastructure will increase final demand and reduce constraints for economic
growth. Education, vocational training and other training activities will improve the labour skills
and efficiency in production. As these activities are labour intensive, a substantial amount will be
spent for salaries and allowances mainly in the public domain increasing value added and national
income. Higher income, however, will induce more consumption and possibly related investment.
Expenditure for materials and other supplies will increase intermediate consumption of various pro-
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duction activities. All three effects will jointly induce growth, improve skills and purchasing power
of the population and reduce the development gap.

Table 6: Financial plan of structural interventions by category

Mio. 1999 Euro

Gross fixed capital formation
Total Electrical | Transport Value

Tota investment Buildings | Machinery equipment | equipment | added

1=2+7 |2=3+4+5+6

@ &) (©) (4) ©) (6) @)

Community interventions

East Germany 1) 20 602 10 425 6 268 2162 1362 633 10 177
Greece 21321 11 864 6 857 1198 2273 1535 9 456
Ireland 3 066 1554 939 217 270 128 1512
Mezzogiorno 2) 21 516 9798 4909 1843 2 286 759 11718
Portugal 19179 6 604 3825 1023 1127 630 12574
Spain 38 043 19 606 11716 3 266 2314 2310 18 437
Total 123 727 59 851 34 515 9710 9632 5995 63 875

Public inter ventions

East Germany 1) 32 936 17 396 10 357 3755 2303 982 15540
Greece 31758 18 798 10971 1830 3327 2670 12 961
Ireland 5313 2694 1 606 369 493 225 2620
Mezzogiorno 2) 40 669 19916 9 952 3783 4 665 1516 20 753
Portugal 30633 11779 6 788 1859 1982 1150 18 854
Spain 57 198 30410 17 867 4937 3539 4067 26 788
Total 198 507 100 992 57 540 16 532 16 310 10610 97 515

Total interventions

East Germany 1) 50 064 26 443 15742 5707 3501 1492 23621
Greece 42 275 27 036 15874 3032 4790 3340 15239
Ireland 6798 3509 1855 442 868 344 3290

Mezzogiorno 2) 50 550 27 159 13523 5581 6 028 2028 23390
Portugal 39412 13534 7679 2085 2 236 1535 25878
Spain 58 912 31775 18 583 5080 3782 4332 27 137
Total 248 011 129 457 73 256 21 926 21204 13070 118 554

1) Brandenburg, Mecklenburg-Western Pomerania, Saxony, Saxony-Anhalt, Thuringia, East Berlin.

2) Campania, Apulia, Basilicata, Calabria, Sicily, Sardinia.

The first and very important objective of the study was to transform each category of the indicative
financia plans into macroeconomic variables such as gross fixed capital formation (buildings, civil
engineering works, machinery, transport equipment) and primary inputs (salaries, alowances, sub-
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sidies, transfer payments). The distributions are mainly drawn from a data base of the Directorate-
General for regional policies. The data base has been discussed and verified with the responsible
national authorities. Only in some cases was it necessary to make additional estimations in order to
achieve a complete and consistent set of data for our purposes.

In 2000 -2006 on average 52 percent of aid is envisaged to be spent on infrastructure and plant and
equipment (Table 6), giving in particular a considerable boost to the construction sector of the bene-
ficiary economies as 30 percent of aid directly affects this sector. Besides the substantial concentra-
tion of financial resources on gross fixed capital formation, the priorities decided under the Com-
munity Support Frameworks also envisage an improvement of the skill endowment of the labour
force. Increasing and modernising the capital stock and enhancing the skill level of human capita
are two of the essential factors required to lift backward economies on to a permanently higher
growth path, in order that they be able to sustain the longer term catching up process with the more
prosperous parts of the European economy.

C. Macroeconomic outlook

The effort of the Community through its structural policy will be successful if the target regions per-
form ahead of Community average growth and if they change their economic structure towards in-
novative and competitive sectors. Nations and regions can only reduce the development gap if they
perform above the European average.

Table 7: Economic growth 2000-2006

1999 Euro
GDP . | Real growtlh ratesin % | .
Mio. Euro Annual
1999 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 |Average
Belgium 235538 4.0 1.3 1.3 2.8 2.8 2.8 2.8 25
Denmark 163 216 3.2 1.3 1.6 25 25 25 25 2.3
Germany 1974 300 3.0 0.7 0.7 2.8 2.8 2.7 2.7 2.2
Greece 118 007 4.3 4.1 35 4.2 5.0 5.0 5.0 4.3
Spain 565 483 4.1 2.7 20 3.2 3.2 3.7 3.8 3.2
France 1350 159 3.1 2.0 15 2.6 2.6 2.8 2.8 25
Ireland 89 029 115 6.5 3.3 55 55 52 4.9 6.0
Italy 1108 497 29 1.8 1.3 2.7 2.7 2.8 2.7 2.4
Luxembourg 18 449 9.5 4.0 3.0 5.4 5.4 4.9 4.8 5.3
Netherlands 373 664 35 15 15 3.1 31 29 29 2.6
Austria 196 658 3.0 11 1.2 2.4 24 25 25 22
Portugal 108 217 34 1.7 15 2.3 2.3 2.8 3.0 2.4
Finland 120 485 5.7 0.5 1.7 29 29 3.2 3.2 29
Sweden 227 607 3.6 14 1.6 2.6 2.6 29 29 25
United Kingdom 1368 181 2.9 2.3 1.7 3.0 3.0 2.8 2.7 2.6
European Union 8017 490 3.3 17 14 2.9 2.9 2.9 2.9 2.6
Mezzogiorno 243133 2.0 17 2.7 2.7 22 22 22 2.3
East Germany 228 577 1.9 3.4 3.3 3.2 3.0 3.6 3.7 3.2

European Commission, Eurostat, Newcronos, April 2002.
European Commission, Directorate-General Economic and Financial Affairs, Economic Trends, October/November 2001.
European Commission, Directorate-General Economic and Financial Affairs, Medium-term projection 2000-2005, 2001.
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For the period 2000-2006 an average annual growth rate of 2.6 percent was forecast in the autumn
of 2001 for the European Union. At the time Ireland (6.0 %), Greece (4.3 %) and Spain (3.2 %)
were expected to grow above the European average, Portugal (2.4 %) dlightly below. While East
Germany (3.2 %) was expected to grow above the European average, and the Mezzogiorno (2.3 %)
more or less to maintain its present position during the years 2000-2006 (Table 7). The combined
average annual growth rate for the objective 1 regions combined (3.3 %) is expected to be higher
than average of the European Union (2.6 %) (Figure 3).

The set of GDP growth rates was derived from the following sources:

* Eurostat: Newcronos (1999-2000)

» Directorate-General Economic and Financial Affairs, Economic Trends (2001-2003)

» Directorate-General Economic and Financial Affairs, Medium-term projections (2000-
2005)

As mentioned in the introduction, at present this projection from autumn 2001 seems optimistic.
However, thisis of no consequence for the present analysis, which is mainly concerned with the im-
pact of the objective 1 interventions and not with the forecasting of overall economic growth of the
Member States.

Figure 3: Economic growth in Eur ope 2000-2006
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Note: Average annual growth rates of gross domestic product in 1999 prices;
EU = European Union, ME = Mezzogiorno, EA = East Germany.
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The rﬁacroeconomic forecast 2000-2006 of the Directorate-General for Economic and Financial Af-
fairs™ has been disaggregated for 30 production activities. The main foundation for this sectoral dis-
aggregation is given in tEIe economic outlook by sector which has been recently established by
Cambridge Econometrics = for the European Commission. In addition, the projections for Germany,
Spain and Italy have been separated for East and West Germany and Northern and Southern Italy
(Mezzogiorno) using input-output techniques.

D. The economic impacts of objective 1 interventions

The economic impacts of objective 1 interventions have been estimated for the period 2000 -2006.
The main element of thisimpact analysisis a system of harmonised input-output tables for the
European Union which has been established for Eurostat for the year 2000. Within this study a set
of harmonised input-output tables has been estimated for 1999 — 2006 at constant prices of 1999.

These estimates comprise

1. Germany, 2. Greece, 3. Ireland, 4. Italy, 5. Portugal, 6. Spain, 7. East Germany (Brandenburg,
M ecklenburg-Pomerania, Saxony, Saxony-Anhalt, Thuringia, East Berlin) and 8. Mezzogiorno
(Campania, Apulia, Basilicata, Caabria, Sicily, Sardinia).

Table 8: Economic outlook for the six objective 1 regions combined 2000-2006
Mio. 1999 Eurc

Level Percentage change at annual rate MEMO

Mio. Euro EUR15

Category 1999 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2000-0¢ 2000-0¢
Gross domestic product 1351348138 | 30 | 25 | 33 | 35 | 36 | 36 3.3 2.6
Private consumption 784213| 34 | 27 | 20 | 31 | 34 | 35 | 35 31 2.8
Government consumption 272292 26 | 1.8 | 19 | 16 | 19 | 19 | 19 19 20
Gross fixed capital formation 3199001 49 | 33 | 35 | 48 | 61 | 6.2 | 6.2 5.0 4.6

Changein stocks 5366 | - - - - - - - - -

Exports of goods and services 366501118 | 65 | 43 | 73 | 7.7 | 75 | 7.6 75 7.7
Imports of goods and services 396924104 | 61 | 48 | 71 | 79 | 78 | 7.8 7.4 79
Capital stock 5736701 28 | 35 | 39 | 33 [ 34 | 37 | 33 34 29
Occupied population (1.000 persons) 37143119 |13 |12 |11 |11 11 | 11 1.6 1.2

East Germany, Greece, Ireland, Mezzogiorno, Portugal, Spain.

European Commission, Eurostat, Newcronos, April 2002.

European Commission, Directorate-General Economic and Financial Affairs, Economic Trends, October/November 2001.
European Commission, Directorate-General Economic and Financial Affairs, Medium-term projection 2000-2005, 2001.

% European Commission, Directorate-General for Economic and Financial Affairs: Economic Trends, Autumn 2001
Forecasts for 2001-2003, Brussels October/November 2001; Medium-term Projections 2000 — 2005, Brussels 2001.

# Cambridge Econometrics: Sectoral Economic Analysis and Forecasts up to the Y ear 2005, Draft Final Report for the
Directorate-general Economic and Financial Affairs of the European Commission, Cambridge August 2001.
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Table 9: Macroeconomic outlook 2000-2006 of objective 1 regions

Mio. 1999 Euro

T T 1

Level Annual growth rate at 1999 pricesin %
Category 1999 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 |2000-06
EAST GERMANY
Private consumption 116905 | 15 32 | 32 33 | 34 34 | 34 3.0
Government consumption 56276 | 1.2 13 17 1.7 17 1.7 17 1.6
Gross fixed capital formation 66210 | 2.3 2.9 4.3 5.0 5.2 52 5.2 4.3
Changein stocks 918 - - - - - - - -
Exports of goods and services 39762 | 132 | 104 | 89 70 | 65 62 | 6.2 8.3
Imports of goods and services 51494 | 102 | 11.1 | 9.3 72 | 66 64 | 64 82
Gross domestic product 228577 | 19 34 | 33 32 | 30 36 | 37 32
Capital stock 1106440 | 23 | 45 | 46 24 | 25 31 | 31 32
Occupied population 595 | 1.7 06 | 02 14 13 14 13 11
GREECE
Private consumption 83259 | 15 31 | 27 29 | 38 40 | 40 31
Government consumption 17602 | 1.2 18 0.5 0.6 0.9 10 1.0 10
Gross fixed capital formation 26836 | 3.1 90 | 91 |103 | 105 |10.0 | 99 8.8
Changein stocks - 745 - - - - - - - -
Exports of goods and services 23575 | 132 | 57 | 26 74 | 75 70 | 70 7.2
Imports of goods and services 33462 | 100 | 56 | 4.1 6.8 7.2 7.2 7.2 6.9
Gross domestic product 117065 | 43 41 | 35 | 42 | 50 50 | 50 45
Capital stock 515231 | 31 35 | 40 44 | 48 52 | 52 43
Occupied population 3909 | -02 | 09 | 06 11 | 17 17 | 0.0 0.8
IRELAND
Private consumption 42904 | 100 | 6.2 | 42 5.6 515 53 53 6.0
Government consumption 12465 | 54 6.0 38 2.7 35 35 35 41
Gross fixed capital formation 21085 | 7.3 34 | 27 42 | 58 55 | 55 49
Changein stocks 193 - - - - - - - -
Exports of goods and services 79000 | 178 | 91 | 53 8.1 8.0 75 | 75 9.0
Imports of goods and services 66618 | 16.6 | 85 | 6.0 8.1 8.5 8.1 8.1 9.1
Gross domestic product 89029 (115 | 65 | 33 55 | 52 49 | 49 5.9
Capital stock 235529 | 538 6.0 | 6.3 62 | 62 61 | 61 6.1
Occupied population 1616 | 14 48 | 0.7 1.9 14 10 | 01 16
MEZZOGIORNO
Private consumption 665782 | 2.9 18 | 13 27 | 28 28 | 28 24
Government consumption 200599 | 1.6 12 16 0.9 1.0 1.0 1.0 12
Gross fixed capital formation 210543 | 6.1 16 | 27 38 | 52 50 | 50 42
Changein stocks 8442 - - - - - - - -
Exports of goods and services 281906 | 10.1 | 3.8 18 6.8 6.6 6.2 6.2 59
Imports of goods and services 259973 | 83 38 | 39 72 | 75 70 | 7.0 6.4
Gross domestic product 1107299 | 29 18 | 13 27 | 28 27 | 27 24
Capital stock 5256223 | 2.2 24 | 25 27 | 29 31 | 09 24
Occupied population 22687 | 1.6 | -04 | 04 13 13 13 13 1.0
PORTUGAL
Private consumption 67562 | 2.6 11 | 12 18 | 25 27 | 27 21
Government consumption 21210 | 25 19 11 0.9 15 15 15 1.6
Gross fixed capital formation 29603 | 53 | -1.0 | 22 37 | 45 45 | 45 34
Changein stocks 1035 - - - - - - - -
Exports of goods and services 32115 | 81 62 | 20 52 | 63 63 | 6.3 5.7
Imports of goods and services 43318 | 6.0 27 | 19 41 | 55 55 | 55 44
Gross domestic product 108207 | 34 17 | 15 23 | 28 30 | 30 25
Capital stock 439253 | 33 33 | 34 35 | 37 39 | 39 3.6
Occupied population 4824 | 18 14 | 0.7 08 | 05 07 | 07 1.0
SPAIN
Private consumption 335822 | 4.0 26 | 16 31 | 35 35 | 35 31
Government consumption 98602 | 4.1 20 24 22 25 25 25 2.6
Gross fixed capital formation 135961 | 5.6 38 | 26 42 | 6.2 65 | 65 5.0
Changein stocks 2562 - - - - - - - -
Exports of goods and services 155215 | 95 49 | 39 76 | 86 86 | 86 7.4
Imports of goods and services 162825 | 9.8 50 | 38 74 | 9.0 90 | 9.0 75
Gross domestic product 565337 | 4.1 2.7 20 32 3.7 38 | 38 853
Capital stock 2278989 | 33 33 | 34 35 | 37 39 | 39 3.6
Occupied population 15163 | 3.0 23 | 09 21 | 29 27 | 27 24

European Commission, Eurostat, Newcronos, April 2002.
European Commission, Directorate-General Economic and Financial Affairs, Economic Trends, October/November 2001.
European Commission, Directorate-General Economic and Financial Affairs, Medium+-term projection 2000-2005, 2001.
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All macroeconomic data and projections are based on harmonised National Accounts and on eco-
nomic forecasts of the Directorate-General for Economic and Financial Affairs of Autumn 2001.

The direct and indirect impact of objective 1 interventions is fully reflected in the macroeconomic
projections of the European Commission for the year 2000 — 2006. For this period the European
Union is expected to realise an annual real growth rate of 2.6 for GDP. For the objective 1 regions
East Germany, Greece, Ireland, Mezzogiorno, Portugal and Spain combined the corresponding
growth rate is estimated at 3.3 percent (T able 8). Concerning the components of GDP it is expected
that private consumption, gross fixed capital formation, the capital stock and employment will grow
above the average level of the European Union.

In Table 9 the macroeconomic outlook 2006 — 2006 is included which has been established for the
covered objective 1 regions.

Economic Growth
The effort of the Community through its structural policy will be successful if the target regions per-
form ahead of Community average growth and if they change their economic structure towards in-

novative and competitive sectors.

Figure 4: Economic growth in objective 1 regions 2000-2006
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EA = East Germany (Brandenburg, M ecklenburg-Pomerania, Saxony, Saxony-Anhalt, Thuringia, East Berlin)
ME = Mezzogiorno (Campania, Apulia, Basilicata, Calabria, Sicily, Sardinia)

Total = Objective 1 areas combined
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A first assessment of the economic impact of Structural interventions is given in Figure 4. During
the 2000-2006 period, the GDP of the European Union was expected in the autumn 2001 to grow at
an average annual real growth rate of 2.6 percent. With 3.3 percent, the objective 1 regions under
consideration were expected to grow above the average of the Community. Without Community
grants, the Cohesion countries would grow at an annual rate of 2.5 percent. If all structura inter-
ventions including the national participation are withdrawn, the Cohesion countries would grow at
an annual rate of 1.9 percent, well below the European average of 2.6 percent. This aggregate result
clearly indicates that the Cohesion countries can only reduce the development gap if Community
grants are provided.

During 2000-2006 Ireland (6.8 %), Greece (4.5 %), Spain (3.3 %) and East Germany (3.2 %) were
expected to grow above the European average. Portugal would probably grow in line with the Euro-
pean average while the Mezzogiorno was forecast to dightly increase the development gap despite
structural assistance from the European funds. According to these estimates the biggest contribution
to anticipated economic growth in 2000-2006, namely around 0.4 percent per annum, can be as-
signed to Community grants for Greece and Portugal. In the Mezzogiorno the difference in the an-
nua growth rateis 0.3 percent and in East Germany 0.2 percent.

The efforts of Euro-solidarity become particularly significant in the light of these findings, since in
the absence of objective 1 interventions only Greece, Ireland and Spain would experience enough
economic dynamism to be able to achieve above European average growth, i.e. to close the devel-
opment gap. If Community interventions were phased out and not substituted by other expenditures,
the Cohesion countries in 1994-99 would fall back from an average growth rate of 3.2 percent to 2.5
percent, increasing year by year the development gap with the rest of Europe.

The resultsin Tables 10-11 reflect the assessment of economic impacts on the basis of the dynamic
analysis at the beginning and end of the reference periods.

In 2000 (Table 10) the objective 1 regions were realising a good amount of economic growth as
many other member countries of the European Union. The gross domestic product in the objective 1
areas covered increased by 3.8 percent including al interventions. If all (national and EU) inter-
ventions were excluded the gross domestic product of the objective 1 regions would have declined
in 2000 by 2.8 percent. In the absence of Community interventions the gross domestic product in
2000 would have been reduced by 1.7 percent.

For 2006 (Table 11) areal growth rate of 3.6 percent is projected for the covered objective 1 re-
gions. If al interventions were withdrawn in that year the real growth rate would be reduced to 1.0
percent in the absence of all interventions, to 1.5 percent in the absence of all public interventions
and to 2.3 percent in the absence of Community interventions.

The impact analysis system is comprising detailed information on the supply and demand side of the
economy. The impact of the interventions can be verified for structural change (30 branches), eco-
nomic growth (demand components), foreign trade (exports and imports), capital (equipment and
buildings) and labour (wage and salary earners, self-employed).

In Table 12, two growth scenarios are envisaged for the 2000-2006 period. In column (1) gross do-
mestic product of the covered objective 1 regions is presented including the full impact of the all
objective 1 interventions. In column (2) the growth pattern of gross domestic product excluding all
objective 1 interventions (Community, national public, national private) has been estimated whilein
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column (3) a projection of gross domestic product excluding all Public interventions and in column
(4) aprojection of gross domestic product excluding Community interventions has been calcul ated.

Table 10: The economic impact of objective 1 interventionsin 2000 for the six areas combined

Mio01999 Euro

Including total Excluding total Excluding public . Ud”?g
. . . . . : Community
interventions interventions interventions . .
interventions

Level Growth| Change | Growth| Change | Growth| Change | Growth
rate induced rate induced rate induced rate
Category

Mio. Euro % Mio. Euro % Mio. Euro % Mio. Euro %

oy 2 ©) (4) ©) (6) () (8)

STRUCTURAL CHANGE

Agriculture, forestry, fishery 55 659 1.9 1464 -0.7 1100 -0.1 727 0.6
Fuel and power 3600 -1.0 68 -2.9 55 -2.5 36 -2.0
Manufacturing 261 634 4.8 5774 24 4 555 29 2841 3.6
Building and construction 101 337 15 11791 -10.3 9174 -1.7 5772 -4.3
Private services 585 787 49 14 861 2.2 11 293 29 7099 3.6
Government services 301 344 28 11191 -1.0 9643 -0.4 6 439 0.6
Value added 1 309 361 4.0 45 150 04 35820 11 22915 21
VAT on products 93 335 15 1203 0.2 916 0.5 580 0.9
Gross domestic product 1 402 696 38 46 353 0.4 36 736 11 23496 21
ECONOMIC GROWTH
Private consumption 810 666 34 6 044 2.6 4290 2.8 2758 3.0
Government consumption 279 488 2.6 13542 -2.3 11784 -1.7 7 893 -0.3
Gross fixed capital formation 335434 4.9 36 546 -6.6 28 243 -4.0 17 570 -0.6
Changein stocks 5614 4.6 - 13 4.9 -5 4.7 9 4.5
Exports less imports - 28 506 -6.3 - 9766 -384 | - 7576 | -31.2 - 4734 | -21.9
Gross domestic product 1 402 696 38 46 353 0.4 36 736 1.1 23496 21
FOREIGN TRADE
Exportsto EU countries 275512 10.0 1132 9.6 838 9.7 565 9.8
Exports to third countries 134 369 15.7 402 154 299 155 189 15.6
Exports of goods and services 409 881 11.8 1534 114 1136 115 754 11.6
Imports from EU countries 236 292 7.6 8452 3.7 6 400 4.7 4020 5.7
Imports from third countries 202 095 14.0 2848 124 2312 12.7 1468 132
Imports of goods and services 438 387 104 11 300 7.6 8712 8.3 5488 9.1
CAPITAL
Equipment 1253 386 2.7 52 698 -1.6 39294 -0.5 25171 0.6
Buildings 4643 264 28| 177127 -1.1| 135551 -0.2 87 588 0.9
Capital stock 5896 650 28| 229826 -1.2| 174845 -0.3| 112759 0.8
LABOUR (1.000 persons)
Wage and salary earners 29 866 2.7 1142 -1.2 901 -0.4 585 0.7
Self-employed 8034 -0.5 314 -4.4 240 -35 154 -24
Occupied population 37900 20 1456 -1.9 1141 -1.0 739 0.0

East Germany, Greece, Ireland, Mezzogiorno, Portugal and Spain
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Table 11: The economic impact of objective 1 interventionsin 2006 for the six areas combined

Mi01999 Euro

Including total Excluding total Excluding public CEc;( ni':ﬂ::?
interventions interventions interventions . . y
interventions

Growth| Change | Growth| Change | Growth| Change | Growth

HEE rate induced rate induced rate induced rate

Category
Mio. Euro % Mio. Euro % Mio. Euro % Mio. Euro %

@ o) 3 (4) ©) (6) (7 (®)

STRUCTURAL CHANGE

Agriculture, forestry, fishery 59131 1.2 1379 -1.1 1040 -0.6 692 0.0
Fuel and power 3774 11 57 -04 46 -0.1 29 0.3
Manufacturing 318 170 3.7 5108 21 4063 24 2538 29
Building and construction 115131 2.6 10 684 -6.9 8315 -4.8 5257 -2.1
Private services 739 532 4.3 14 589 2.3 11 200 2.7 7 063 33
Government services 352 549 3.0 10 774 -0.2 9258 0.3 6231 11
Vaue added 1588 287 3.6 42 592 0.9 33922 14 21 809 2.2
VAT on products 111 712 35 1100 25 842 2.8 539 3.0
Gross domestic product 1699 999 3.6 43 692 1.0 34 765 15 22 349 2.3
ECONOMIC GROWTH
Private consumption 969 528 35 5194 29 3731 31 2 400 3.2
Government consumption 311651 19 13 276 -2.5 11 566 -1.9 7814 -0.7
Gross fixed capital formation 449 614 6.2 35811 -2.3 27719 -04 17 307 2.1
Changein stocks 14 967 0.3 12 0.2 12 0.2 16 0.2
Exports less imports - 45761 11.7 | - 10601 -14.2 - 8264 -85 - 5188 -0.9
Gross domestic product 1699 999 3.6 43 692 1.0 34 765 15 22 349 2.3
FOREIGN TRADE
Exportsto EU countries 409 719 7.6 1249 7.3 934 7.4 631 7.5
Exportsto third countries 199 585 74 390 7.2 286 7.2 183 7.3
Exports of goods and services 609 304 7.6 1639 7.3 1220 7.3 814 7.4
Imports from EU countries 350 688 7.6 8972 49 6 820 55 4309 6.3
Imports from third countries 304 377 8.1 3268 6.9 2 665 7.2 1693 7.5
Imports of goods and services 655 065 7.8 12 241 5.8 9484 6.3 6 002 6.8
CAPITAL
Equipment 1528 888 3.2 47 963 -0.1 36 089 0.7 23264 1.6
Buildings 5724 670 34| 171411 0.3 | 133064 1.0 86 337 18
Capital stock 7 253 558 33| 219374 0.2 | 169153 09| 109601 18
LABOUR (1.000 persons)
Wage and salary earners 32975 17 984 -1.4 790 -0.8 517 0.1
Self-employed 8 626 15 250 -15 192 -0.8 123 0.0
Occupied population 41 601 16 1234 -14 981 -0.8 641 0.1

East Germany, Greece, Ireland, Mezzogiorno, Portugal and Spain
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Table 12: Interventionsand growth in objective 1 regions for the six areas combined

Objective 1
GDP GDP without | GDP without | GDP without
total public Community
interventions| interventions| interventions
1) 2 3 4
Mio. Euro
1999 1351 348 - - -
2000 1402696 | 1356343 | 1365960 | 1379200
2001 1444243 | 1395722 | 1405399 | 1419812
2002 1480744 | 1430851 | 1440791 | 1455751
2003 1529511 | 1479102 | 1489407 | 1504433
2004 1583034 | 1539349 | 1548150 | 1561052
2005 1640259 | 1596327 | 1605237 | 1617948
2006 1699999 | 1656307 | 1665234 | 1677650
Growth ratein %
2000 38 0.4 11 21
2001 3.0 -0.5 0.2 12
2002 25 -0.9 -0.2 0.8
2003 33 -0.1 0.6 1.6
2004 35 0.6 1.2 2.1
2005 3.6 0.8 14 2.2
2006 3.6 1.0 15 2.3

Average annual growth ratein %
2000-06 33 | 29 | 380 | 31

Reduction of growth ratesin %
2000-06 ; | 0.4 03

The annual growth rates in the second part of the table refer to a situation in which the structural
interventions were discontinued in one single year. Therefore the growth rates in columns (2)-(4)
relate to the gross domestic product in column (1). If for instance al interventions would be im-
plemented in the previous years but be discontinued in 2006 the real growth rate of gross domestic
product of 3.6 percent would be reduced to 1.0 percent, a reduction by 2.6 percentage points in this
single year. However, the average annual growth rates for 2000-2006 relate to a different growth
path of the economy which is reflected in column (2) for a situation excluding all interventions, in
column (3) for a situation excluding al public interventions and in column (4) for a situation ex-
cluding all Community interventions.

I nvestment

Even though the results below, showing the proportions of gross fixed capital formation that are due
to objective 1 interventions, take into account only the demand effects of the interventions, they
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provide a rough measure of the relative influence of Structura interventions on the supply potential
of the economies concerned.

The shares of investment which is induced by objective 1 interventions to total gross fixed capital
formation are given in Figure 5. These clearly indicate the crucial importance of a steady imple-
mentation of Structural interventions for the potential growth of the economies of above all Greece,
Portugal, Ireland but also Spain. For all these economies the forecast investment growth is such that
negative growth in capital formation would be experienced without the positive capital transfers of
the Euro-solidarity effort. Indeed, only for Ireland and Spain, nationa efforts are such that an in-
crease of capital formation would be expected without Community assistance.

Figure5: Structural interventions and capital formation 2000 — 2006
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Investment is by far the most dynamic component of economic growth. It is expected to gain some
impetus at the end of the approved objective 1 interventions and obviously be enhanced by the
building of a single market in Europe. However, real growth of capital formation has been weak
since 2001 despite the initiatives in the previous period. Induced investment by Community inter-
ventions in 2000-2006 as a proportion of total investment are substantial in Portugal (8.9 % of total
investment), Greece (8.1 %) and the Mezzogiorno (6.6 %). The participation rates reach 20.4 per-
cent in Portugal, 16.5 percent in the Mezzogiorno and 16.2 percent in Greece if national expenditure
in objective 1 interventions intervention isincluded (Table 13).

Investment is an important indicator of the growth potential of an economy. Investment as measured
by gross fixed capital formation (GFCF) is higher in relation to GDP in the objective 1 areas under
consideration (East Germany, Greece, Ireland, Mezzogiorno, Portugal, Spain) than in the European
Union. The investment ratio (share of investment in GDP) of the objective 1 areas under considera-
tion isrising 23.7 % in 1999 to 26,4 % in 2006 while the investment ratio of the European Union is
only expected to rise from 21.1 % to 22.3 %.
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Table 13: Impact of objective 1 interventions on gross fixed capital formation 2000-2006

Expected annual % of GFCF % of GFCF % of GFCF
grovvth rate c.)f G.FCF depending ontotal | depending on public dependi ng. on
including objective 1 . . . . Community

interventions Interventions Interventions interventions

% % % %
East Germany 4.3 10.3 6.8 4.2
Greece 8.8 16.2 12.2 8.1
Ireland 4.9 2.8 21 1.2
Mezzogiorno 4.2 16.5 12.8 6.6
Portugal 34 20.4 14.4 8.9
Spain 5.0 51 4.9 3.2
Totad 5.0 9.8 7.6 4.7

In real terms (1999 prices).

The level of investment, however, differs significant between the objective 1 areas. In the European
Union the three nations respectively regions with the lowest level of GDP per head (Greece, East
Germany, Portugal) have the highest investment in relation to GDP, while the prospects for the
Mezzogiorno (18.9 %) will most likely only alow investment to guarantee the replacement re-
guirements.

Table 14: Investment ratio

Gross fixed capital formation in % of GDP

1999 2000 2001 2002 2003 2004 2005 2006
Objective 1 regions
East Germany 29.0 29.1 28.9 29.2 29.7 30.3 30.8 31.3
Greece 229 22.7 23.7 25.0 26.5 27.8 29.1 30.5
Ireland 23.7 22.8 221 22.0 21.7 21.9 22.0 221
Mezzogiorno 16.5 17.2 17.2 17.2 17.4 17.9 18.4 18.9
Portugal 27.4 27.9 271 27.3 27.7 28.1 28.5 29.0
Spain 24.0 24.4 24.7 24.8 25.1 25.7 26.3 27.0
Total 23.7 23.9 24.0 24.2 24.6 25.2 25.8 26.4
European Union
EU15 21.1 21.3 211 211 21.3 21.6 22.0 22.3
Capital

In view of these participation rates of objective 1 interventions in gross fixed capital formation sig-
nificant effects have to be expected for the capital stock(Table 15). It is estimated that in 1999 ap-
proximately 3.8 percent of the capital stock in the cohesion countries is depending on Community
interventions. The highest dependency is given in Portugal (5.1 %) and Greece (2.2 %) with a clear
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trend from 1989-93 to 1994-99 to support the creation of a modern capital stock in the Cohesion
countries.

For the six areas considered, in view of these participation rates of objective 1 interventionsin gross
fixed capital formation substantial effects have to be expected for the capital stock. In Portugal, for
instance approximately 20.4 % of GFCF are depending on objective 1 expenditures. Consequently,
the impact on the capital stock must be significant. It is estimated that in 2000-2006 approximately
1.7 percent of the capital stock in the covered countries is depending on Community interventions.
The highest dependency is given in Portugal (5.1 %) and Greece (2.2 %) with a clear trend to sup-
port the creation of a modern capital stock in the objective 1 areas.

Table 15: Community interventions and capital stock 2000-2006

Mio. 1999 Euro
0, I 0, I 0, I
et | o BRI e | PORTENEN o | POETEERIE]
Average stock stock stock
. dependent on . dependent on ) dependent on .
capital stock . |depending on . depending on depending on
Community . public . total
2000 - 2006 | . . Community | . . public . . total
interventions| . . interventions| . . interventions | . .
interventions interventions interventions
Mio. Euro | Mio. Euro % Mio. Euro % Mio. Euro %
East Germany 1) | 1261 729 21716 1.7 34119 2.7 51 834 4.1
Greece 603 684 15 632 2.6 21 868 3.6 25 586 4.2
Ireland 300 215 933 0.3 1617 0.5 2190 0.7
Mezzogiorno 2) 1273094 20844 1.6 38 752 3.0 46 924 3.7
Portugal 504 423 25772 5.1 39 342 7.8 61 197 12.1
Spain 2617 107 29550 11 44 018 1.7 45 447 1.7
Total 6 560 251 114 446 1.7 179 717 2.7 233178 3.6

1) Brandenburg, Mecklenburg-Western Pomerania, Saxony, Saxony-Anhalt, Thuringia, East Berlin.

2) Campania, Apulia, Basilicata, Calabria, Sicily, Sardinia.

Total objective 1 interventions: Communityinterventions + national public interventions + private interventions.
Public objective 1 interventions: Community interventions + national public interventions.

Employment

Given the importance of objective 1 interventions and of Community grants, substantial employ-
ment effects are to be expected from the realisation of the operations under the Community Support
Frameworks and other interventions. During 2000-2006, approximately 1.4 million positions or 3.5
percent of the work force in the covered regions depend per annum upon the implementation of the
total of actions foreseen. 1.8 percent of the work force or 0.7 million positions depend solely on
Community grants (table 16). The impact of objective 1 interventions on employment as indicated
here, does not represent in all cases new jobs created but certainly contributes to a reduction in un-
employment in the assisted regions. Therefore, the numbers given indicate how many positions
during the period 2000-2006 depend on Community grants through the implementation of objective
1 interventions.
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A very substantial amount of the labour force depends on a successful implementation of the vari-
ous projects which are financed by objective 1 interventions, including the public and private par-
ticipation in the Cohesion countries and other regions. During 2000-2006in Portugal approximately
8.1 percent of the occupied population is attached to objective 1 interventions, in Greece 4.0 per-
cent. For Community grants the dependence is significant for Portugal (3.7 %) and Greece (2.5 %).

Table 16: Objective 1 interventions and employment 2000-2006

0, 0, 0,
Average of which el e oo of which e e oo of which el ooy
; force force force
Occupied |dependent on ) dependent on ) dependent on )
. .| depending on - depending on depending on
population | Community Communit public ublic total total
2000 - 2006 | interventions| . . y interventions| . P . interventions| . .
interventions interventions interventions
1.000 1.000 % 1.000 % 1.000 %
persons persons persons persons
East Germany 1) 6 228 101 1.6 160 2.6 243 39
Greece 4021 100 25 143 35 175 4.4
Ireland 1749 8 0.5 14 0.8 17 1.0
Mezzogiorno 2) 5961 101 1.7 187 3.1 228 3.8
Portugal 5045 187 3.7 290 5.7 410 8.1
Spain 16 627 209 13 311 1.9 319 1.9
Total 39 632 706 1.8 1103 2.8 1391 35

1) Brandenburg, Mecklenburg-Western Pomerania, Saxony, Saxony-Anhalt, Thuringia, East Berlin.

2) Campania, Apulia, Basilicata, Calabria, Sicily, Sardinia

Total objective 1 interventions: Communityinterventions + national public interventions + private interventions.
Public objective 1 interventions: Community interventions + nationa public interventions.

The Directorate-General Economic and Financial Affairs provided Finance and separate projections
for capital, labour and value added for the period 2000 — 2006. These projections allowed to asses
the productivity of capital of labour during the anticipated period. The productivity of capital is ex-
pected to be stagnant in the objective 1 regions thoughout the period 2000 — 2006. However signifi-
cant increases of the labour productivity can be expected for Ireland (4.3 %), Greece (3.6 %), East
Germany (2.0 %), the Mezzogiorno (1.0 %) and Spain (0.9 %). This achievement will help to re-
duce the development gap in the European Union and the increase the wealth of objective 1 regions.
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Table 17: Labour and capital productivity 1999 and 2006
Labour productivity Capital productivity
Average Average
1999 2006 annual 1999 2006 annual
growth rate growth rate
Euro/person | Euro/person % Euro/Euro | Euro/Euro %
East Germany 1) 38 320 44 055 2.01 0.207 0.206 -0.04
Greece 29948 38 346 3.59 0.227 0.229 0.13
Ireland 55092 73890 4.28 0.378 0.374 -0.15
Mezzogiorno 2) 42 911 45 984 0.99 0.209 0.211 0.08
Portugal 22431 25 000 1.56 0.246 0.230 -1.00
Spain 37 284 39 767 0.93 0.248 0.244 -0.24
Total 36 382 40 864 1.67 0.236 0.234 -0.07

1) Brandenburg, Mecklenburg-Western Pomerania, Saxony, Saxony-Anhalt, Thuringia, East Berlin.
2) Campania, Apulia, Basilicata, Calabria, Sicily, Sardinia.

Labour productivity = GDP (Euro) per person

Capital productivity = GDP (Euro) per unit of capital (Euro)

Table 18: Effectivenessindicator of Community inter ventions on employment

Employment in persons induced per Mio. Euro of Community interventions
East Greece Irland | €220 Portugal Spain Total
Germany giorno

2000

Wage and salary earners 35 25 18 26 48 34 34
Self-employed 3 10 2 9 22 5 9
Occupied population 38 35 20 35 70 39 42
2006

Wage and salary earners 30 23 14 23 44 34 30
Self-employed 2 7 2 8 21 4 7
Occupied population 32 30 16 31 64 38 38
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The higher participation rates of labour compared to the participation rates of capital indicate that
the objective 1 interventions support a modest substitution of capital by labour. In other words, the
results reveal that objective 1 interventionsin general and Community grants in particular, relatively
speaking support more the creation of new jobs than of capital.

The highest effectiveness of Community grants on employment can be observed in Portugal. In this
country 70 employees in 2000 would be laid off if the Community withdrew grants of the magni-
tude of 1 Mio Euro (Table 18). Spain is aso reported with a relatively high effectiveness indicator
for the impact of Community grants on employment. In 2000, approximately 39 positions per 1 Mio
ECU depend on Community grants. The lowest value can be observed in Ireland.

Table 19: Weighted effectivenessindicator s of objective 1 interventions on employment

at 1999 prices
% of employment induced | % of employment induced | % of employment induced
by Community by public interventions/ by total interventions/
interventions/ Community | Public interventions as % of| Total interventions as % of
interventions as % of GDP GDP GDP
2000 2006 2000 2006 2000 2006
West Germany 1.45 1.40 1.43 1.38 1.43 1.38
Greece 0.98 1.04 0.98 1.03 0.98 1.01
Ireland 1.20 1.20 1.19 1.17 1.14 1.13
Mezzogiorno 1.49 141 1.46 1.39 1.43 1.36
Portugal 1.06 1.07 1.06 1.07 1.07 1.07
Spain 1.46 151 1.44 1.49 1.44 1.48
Total 141 141 1.40 1.39 1.40 1.38

A given grant is capable of creating fewer jobs in a country with higher incomes. Therefore, a stan-
dardisation is necessary on the basis of the value of the grant relative to the national GDP. To iden-
tify the effectiveness of interventions on employment, a weighted indicator was developed in which
the employment supported is related to the volume of interventions in relation to gross domestic
product (Table 19). The lowest indicator can be observed in Greece and Spain while Spain has the
highest with increasing efficiency over time. The interpretation to be put on these results is that
Spain has the most employment-oriented objective 1 interventions, while in Greece and Portugal the
interventions are least directed to sustaining employment.

Structural Change

The selection of the priorities in the objective 1 interventions contributes to a structural change of
the backward economies. Structural change in the objective 1 regions is moving in the appropriate
direction. Agriculture is declining in importance in amost all regions while private services are
gaining in importance. Selected industries will emerge as growth poles and the marketable service
sector will benefit considerably from the approved projects and programs.
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Table 20: Structural change 2000-2006

Share in value added
1999 2006 Change
% % %
East Germmany

Agriculture, forestry and fishery 24 1.8 -0.5
Fuel and power 0.4 0.3 -0.1
Manufacturing 16.9 16.3 -0.5
Building and construction 11.9 111 -0.9
Private services 404 42.3 1.9
Government services 28.0 28.1 0.1
Vaue added 100.0 100.0 0.0

Greece
Agriculture, forestry and fishery 7.8 7.3 -0.5
Fuel and power 0.3 0.3 -0.1
Manufacturing 133 121 -1.3
Building and construction 7.4 8.1 0.6
Private services 50.8 54.7 3.9
Government services 20.3 17.6 -2.7
Value added 100.0 100.0 0.0

Ireland
Agriculture, forestry and fishery 38 35 -0.3
Fuel and power 0.1 0.1 0.0
Manufacturing 33.2 34.4 1.3
Building and construction 6.1 6.1 0.0
Private services 39.2 39.9 0.8
Government services 17.6 15.9 -1.7
Vaue added 100.0 100.0 0.0

M ezzogior no

Agriculture, forestry and fishery 51 4.6 -0.5
Fuel and power 0.2 0.2 0.0
Manufacturing 14.0 13.9 0.0
Building and construction 5.6 4.9 -0.7
Private services 47.2 49.6 25
Government services 28.0 26.8 -1.2
Vaue added 100.0 100.0 0.0

Portugal
Agriculture, forestry and fishery 4.1 4.0 -0.1
Fuel and power 0.3 0.3 0.0
Manufacturing 22.3 21.9 -0.4
Building and construction 7.9 8.1 0.2
Private services 39.3 39.7 0.4
Government services 26.2 26.0 -0.2
Value added 100.0 100.0 0.0

Spain

Agriculture, forestry and fishery 4.2 34 -0.9
Fuel and power 0.3 0.2 -0.1
Manufacturing 22.3 22.7 0.4
Building and construction 7.7 6.5 -1.2
Private services 45.1 47.6 25
Government services 204 19.6 -0.8
Vaue added 100.0 100.0 0.0

Note: In real terms (1999 prices)
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The impact of objective 1 interventions in general and of Community grants in particular are in-
ducing more industrial production. This must be expected as most of the expenditure is investment
oriented. Direct impacts on manufacturing and backward linkages with other industries will cer-
tainly help to improve the industrial base and export basis of Community Support Framework re-
gions.

In al objective 1 regions which were covered in this study structural change is steering towards a
significant development of private services, whereas government services is declining, with the ex-
ception of East Germany. In some countries and regions manufacturing is loosing momentum (East
Germany, Greece, Portugal).

Foreign trade

Most of the covered nations and regions can be classified as small open economies with a narrow
industrial base, where many capital products or parts of such goods which are vital for the imple-
mentation of the priorities of the Structural interventions are not produced at home but have to be
imported from the industrialised EU-economies or from third countries. As a consequence, Com-
munity grants are only partially transformed into the gross domestic product of the regions con-
cerned. The following table estimates the magnitude of the leakage effects due to increased imports
induced by the Structural interventions.

The estimates indicate that production losses due to import leakages to countries outside the Euro-
pean Union do not constitute a problem of maor concern (Table 21) . On average about 133 per-
cent of objective 1 interventions is transformed in 2000-2006 into regional gross domestic product
of the covered countries. For small open economies like Greece, Portugal and Ireland with their
close links to EU member countries and other trade partners it must be expected that a substantial
part of Community grants is leaking to other EU and third countries. Consequently, the more devel-
oped regions of the European Communities can expect to benefit indirectly from Community grants.
For 2000-2006 it is estimated that 24 percent of Community interventions are leaking from the sic
areas to other EC countries (28 percent for the cohesion countries). Another 9 percent of Commu-
nity interventions are leaking through induced imports from third countries outside the European
Communities.

Table 21: Import leakages of Community objective 1 inter ventions 2000-2006

Induced regional | Induced leakages to | Induced leakages to Induced suooly as
GDP as % of EU countries as % | third countries as % ) pp y
. o o % of objective 1
objective 1 of objective 1 of objective 1 . .
. : . . : . interventions
interventions interventions interventions
East Germany 1) 141.8 18.9 9.4 170.1
Greece 111.6 42.6 3.8 158.0
Ireland 100.4 26.7 111 138.2
Mezzogiorno 2) 143.4 17.4 8.6 169.5
Portugal 150.6 35.2 6.7 192.4
Spain 128.3 14.7 13.2 156.3
Total 133.1 24.2 9.1 166.3

1) Brandenburg, Mecklenburg-Western Pomerania, Saxony, Saxony-Anhalt, Thuringia, East Berlin.
2) Campania, Apulia, Basilicata, Calabria, Sicily, Sardinia.
Note: In real terms (1999 prices).
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It is not surprising that some Community Support Framework expenditures are leaking into the rest
of Europe or third countries. Certainly the greatest part of project expenditure will be spent in the
target regions and result in contracts with national companies, especially construction companies.
These private enterprises and government authorities may very well directly or indirectly import
some commodities or services from abroad, especially capital goods which are required to establish
a modern infrastructure in objective 1 regions. By far the greater parts of induced imports is im-
ported from EU countries recycling partly the contributions of the richer countries to finance the
structural funds of the European Union.

Conclusions

The aim of the study was to assess the results of the structural policiesin objective 1 areas over the
last programming period. The study is based on the latest macroeconomic forecast of the European
Commission and the most readlistic financia plan of objective 1 interventions at this stage of opera
tions. The analysis focuses on the extent to which appropriations for objective 1 interventions have
actually been accepted. Not yet accepted projects have been included in the analysis to reflect the
full size of the programme. At each stage of the analysis a separate treatment of accepted and not yet
accepted projectsis possible.

We demonstrated already that a convergence of GDP per head in objective 1 regions could be ob-
served during the period 1988-1998 towards EU average. Defined in purchasing power parities
(PPS) terms, objective 1 areas on average reduced their development gap from 63 % of the EU av-
eragein 1988 to 70 % in 1998. Thisis a profound achievement towards integration and cohesion of
the European Union.

The objective of the study is to find comparable answers for the beneficiary Member States on the
following main questions:

» How much of the expected economic growth can be attributed to the objective 1 interventions in
general and to Community interventionsin particular?

During the period 2000-2006 the covered objective 1 areas (East Germany, Greece, Ireland,
Mezzogiorno, Portugal, Spain) are expected to grow at an annual rate of by 3.3 %, without
Community interventions the real growth rate would decline to 3.1 % and to 2.9 % without all
objective 1 interventions.

» How will the objective 1 interventions and the Community grants influence the economic aggre-
gates and the structure of the beneficiary economies? In particular, what part of the Community
grants will be transformed into demand and production in the target region?

For the objective 1 areas combined the calculation indicate that objective 1 interventions during
the period 2000-2006 induce a regional GDP of 133.1 %. Each 1.0 Mio. Euro intervention is
transformed into regiona GDP of 1.3 Mio. Euro changing the demand structure towards more
investment and the supply structure towards the development of human resources in the antici-
pated way. The input-output approach allows to assess the various multipliers in the process of
interdependent production.
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»  What magnitude will leak away viaincreased demand for imports into the more prosperous re-
gions?

Due to the integration of the European market it must be expected that objective 1 interventions
are leaking away through induced imports into the more prosperous regions of the European
Union. For smaller objective 1 areas higher interregional exports and imports are induced
through objective 1 interventions than for larger regions or even nations. For 2000-2006 24.2 %
of objective 1 interventions are leaking to EU countries and 9.1 % are leaking to third countries.
It is estimated that approximately 1/3 of objective 1 interventions is leaking away to other coun-
tries through induced imports. The overall multiplier for total supply (GDP + imports) is esti-
mated at 166.3 %. Consequently, the more prosperous regions of the European Union can expect
to regain a substantial part of their contributions to finance the Community Support Frameworks.

* How can we assess the employment effect of the implementation of the priorities agreed for the
objective 1 interventions, i.e. how many jobs depend upon the achievement of the actions of the
objective 1 interventions, and more particularly upon the envisaged financia transfers from the
Community?

For the period 2000-2006 on average 3.5 % or 1.4 million persons of the occupied population in
the covered objective 1 areas (East Germany, Greece, Ireland, Mezzogiorno, Portugal, Spain) is
depending on objective 1 interventions (Community, national public, private). Approximately 1.8
% or 0.7 million persons of the work force are depending on Community interventions in objec-
tive 1 areas. Significant difference in labour productivity can be observed for objective 1 areas.
The labour productivity is expected to increase by 1.7 % per year in objective 1 areas while the
capital productivity remains more or less the same at comparable levels.

» How isthe capital stock affected by objective 1 intervention?

Almost with the same rate as employment the capital stock of objective 1 areas is depending on
objective 1 interventions. For 2000-2006 it is estimated that 3.6 % of the capital stock (buildings,
machinery, transport equipment) can be related to objective 1 interventions. Approximately 1.7
% of the capital stock is depending on Community interventions. By far the highest dependency
can be observed in Portugal .

E. Theimpact of objective 1 interventionsin each region
1. East Germany

East Germany is a region with a significant development lag in relation to Europe. In 1999 it real-
ised a per capita GDP of 72.2 percent of the Community average. To reach the average level of
West Germany (Friheres Bundesgebiet) or the European Union, East Germany (Neue Bundeslénder
und Berlin-Ost) has still to go along way. Since the reunification of Germany in 1989 East Ger-
many has experienced a fundamental transformation of the economic system. The gross domestic
product is the leading indicator to measure the output of aregion.

During the period 1991 - 1998 the GDP of East Germany (Neue Lander) has grown at an annual rate
of 5.4 %. In the same period West Germany and the European Union witnessed substantially lower
growth rates of 1.3 % and 1.6 % respectively. In consequence East Germany could reduce its devel-
opment gap towards West Germany and the European Union. However, it must be noted that East
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Germany mainly realised this reduction in 1992 — 1996. The growth rate of East Germany in the
years 1997 and 1998 was lower than in West Germany.

The high growth rates in the early years after the reunification are reflecting the induced demand
and supply which was caused by substantial transfers from western to eastern regions of Germany.
The reduction of growth ratesin the later years was caused on the one side by the expected normali-
sation of the construction activity, on the other side they are also reflecting that the dynamics of the
east German economy is still too low.

The productivity of aregions is a decisive factor for the wealth of a region. In 1991 the GDP per
person in East Germany was substantially lower than in West Germany or the European Union.
However, during the period 1991 — 1998 productivity in East Germany was growing at the remark-
able rate of 8.3 % per year. During the same period productivitiesin West Germany (1.9 % per year)
and in the European Union (1.8 % per year) were increasing at a much lower pace but starting from
much higher levels. In consequence East Germany was successful in reducing development lags
during the period 1991 — 1998.

M acroeconomic outlook

The substance of the macroeconomic projection for East Germany El/vas derived from the Regional
Statistics of Eurostat in the Newcronos data bank. For this study a regional input-output table for
East Germany was compiled which is reflecting the main features of the macroeconomic data which
are available for East Germany. It was fortunate that we could derive from the Cronos data bank
time series on value added and employment by sector for 1995 — 1999. During this period real GDP
grew at an average real growth rate of 1.3 percent followed by a stagnation of employment at around
9.0 Mio. Persons.

Gross domestic product of East Germany was expected to grow by 3.2 percent on average during
the 2000-2006 period according to the autumn 2001 forecast (Table 22). Thisis considerably higher
than the expected growth rate of 2.6 percent for the European Union. The main driving forces are
gross fixed capital formation and exports.

Germany as a nation is expecting a real growth rate of 2.1 % during 2000-2006. This period was
hampered by a recession in 2001 and 2002, which reduced the growth rate in Germany to 0.7 % in
both years. The decline in production growth was partly caused by the negative impact of the decel-
eration in world demand. The relatively high share of capital goods in German exports and the de-
cline of foreign demand in this sector affected the Germany economy in these years. However, in
2003 a strong acceleration for exports is expected mainly due to the assumed growth profile for the
United States of America.

In East Germany private consumption is expected to grow at an average annual rate of 3.0 % during
2000-2006compared to 1.8 % for Germany. Government consumption with 1.6 % is expected to
grow in line with Germany (1.5 %). While gross fixed capital formation in Germany is only ex-
pected to grow at an annual rate of 2.2 %, investment in East Germany is more dynamic (4.6 %).
Imports and exports of services of East Germany are projected to grow at an annual rate of 8.2 %

® European Commission, Directorate-General for Economic and Financial Affairs: European Economy, Financial
Trends, Autumn 2001 Forecasts for 2001-2003, October/November 2001; Medium-term projection 2000-2005, June
2001.
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indicating a significant amount of interregiona trade with the European Union and the rest of Ger-
many.

Table 22: Economic outlook for East Ger many

Mio. 1999 Eurc

Level Percentage change at annual rate Memo

Mio. Euro EUR15

Category 1999 | 2000 2001 | 2002 | 2003 | 2004 | 2005 | 2006 |2000-04 2000-04
Gross domestic product 228577 19 | 34 | 33 | 32 | 30 | 36 | 3.7 3.2 2.6
Private consumption 116905 15 | 32 | 32 | 33 | 34 | 34 | 34 3.0 2.8
Government consumption 56276| 1.2 | 1.3 | 1.7 | 1.7 | 1.7 | 1.7 | 1.7 1.6 20
Gross fixed capital formation 66210 23 | 29 | 43 | 50 | 52 | 52 | 52 4.3 4.6
Changein stocks 918 | - - - - - - - - -
Exports of goods and services 39762( 132|104 | 89 | 70 | 65 | 6.2 | 6.2 8.3 7.7
Imports of goods and services 51494 (102 | 111 | 93 | 72 | 66 | 64 | 64 8.2 79
Capital stock 1106440 23 | 45 | 46 | 24 | 25 | 31 | 31 3.2 29
Occupied population (1.000 persons) 595| 1.7 | 06 | 02 | 14 | 13 | 14 | 1.3 11 1.2

Brandenburg, Mecklenburg-Western Pomerania, Saxony, Saxony-Anhalt, Thuringia, East Berlin.
Own estimates

The realisation of this macroeconomic scenario will depend to a large extent on the implementation
of a medium-term programme for restructuring public finances. It is assumed that national authori-
tieswill set restrictive cellings on overall non-interest expenditure and that another marked increase
in public investment will be accommodated by a strong effort of current expenditure moderation.

Objective 1 interventions

The strategy for the regional policy for East Germany B is to create the conditions for higher long
term sustainable growth and real convergence with the rest of the EU in terms of GDP per capita. Its
implementation will take place though the use of some 20.6 billon euros for objective 1 interven-
tions of Structural Funds during the period 2000-2006.

The broad strategy aims are further specified in the priorities below which must be seen as comple-
mentary in achieving the set objectives:

» Enhancing competitiveness for sustainable development (productive environment)
» Development of human resources and employment promotion (human resources)
» Development of basic infrastructure for regional development (basic infrastructure)

® European Commission, Directorate-General Regional Policies: Gemeinschaftliches Forderkonzept, Tiel1 und Ziel 1 —
Ubergangsunterstiitzung in Deutschland 2000-2006, Briissel 2001.
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Table 23:

Financial programming of objective 1 interventionsin East Ger many

Source : Directorate General for Regional Policies with some own estimates for the allocations on categories.
The basis for the data are the financial tables of the programs.

Mio. 1999 Euro

Communi| National . National
. Public .
ty_ . pub_l '€ | contributi prl_vgte .| Tota
contributi | contributi on participati
Code | Description on of CSF|on of CSF on
D+@ () +(4)
@) (@) (©) (4 ©)

10 | Productive Environment 0 0 0 0 0
11 |Agriculture 921 479 728 728 2127
12 |Forestry 101 34 70 70 204
13 | Promoting the adaptation and the development of rurg are2s394 1158 1847 1847 5399
14 |Fisheries 0 0 0 0 0
15 |Assisting large business organisations 708 637 699 699 2044
16 |Assisting SMEs and the craft sector 2652 2238 2543 2 543 7432
17 | Tourism 227 206 225 225 657
18 |Research 1580 908 1294 1294 3782
1 | Productive Environment 8583 5658 7 406 7406 | 21648
20 | Human Resources 0 0 0 0 0
21 | Labour market policy 2 062 1082 1635 1635 4779
22 | Social inclusion 1257 607 969 969 2834
23 | Devel oping educational and vocational training (persgns 950 497 753 753 2200
24 |Workforce flexibility 1269 599 971 971 2839
25 | Positive labour market actions for woman 563 282 439 439 1284
2 |Human Resour ces 6 102 3067 4768 4768 | 13937
30 |Basic Infrastructure 0 0 0 0 0
31 | Transport infrastructure 3173 204 2718 2718 7945
32 | Telecommunications infrastructure and information sqciety 172 119 151 151 442
33 |Energy infrastructures (production 12 9 11 11 31
34 |Environmental infrastructure (including water) 1248 609 966 966 2823
35 | Planning and rehabilitation 947 682 848 848 2477
36 | Social infrastructure and public health 0 0 0 0 1
3 |Basic Infrastructure 5553 3473 4694 4694 | 13719
40 |Miscellaneous 0 0 0 0 0
41 | Technical assistance and innovative actions (ERDF) 364 136 260 260 760
4 |Miscellaneous 364 136 260 260 760
TOTAL 20602 | 12334 | 17128 | 17128 | 50064

Annual distribution
2000 2 960 1710 2 597 2597 7 266
2001 2981 1772 2484 2484 7237
2002 3022 1834 2542 2542 7 398
2003 3069 1888 2502 2502 7 458
2004 2815 1737 2378 2378 6 930
2005 2871 1700 2 310 2310 6 881
2006 2 885 1692 2 317 2317 6 894
2000-06 20602 | 12334 | 17128 | 17128 | 50064

in percent of GDP

2000 1.3 0.7 1.1 1.1 3.1
2001 1.2 0.7 1.0 1.0 3.0
2002 1.2 0.7 1.0 1.0 3.0
2003 1.2 0.7 1.0 1.0 29
2004 11 0.7 0.9 0.9 2.6
2005 1.0 0.6 0.8 0.8 25
2006 1.0 0.6 0.8 0.8 2.4
2000-06 11 0.7 1.0 1.0 2.8
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The objective to create a productive environment in a region comprises the intention to provide a
system of business support by assisting business organisations, small and medium establishments
(SME), the craft sector and tourism. Another aspect is the support of rural development and fishing
for its sustainable development. The principal aims are the mobilisation of private investment to-
gether with supporting actions, and the promotion of quality, with interventions at the level of
farming operations, processing and marketing of products. Another priority is the protection of natu-
ra resources and the environment, and the implementation of integrated programmes for rural de-
velopment. Concerning fisheries, priority is given to the modernisation of the production tools ac-
cording to the rules of quality and environment in order to obtain a sustainable and balanced devel-
opment of the sector.

The development of human resources is crucial for long term economic growth. Actions focuses on
strengthening the employability of the labour force, in particular through the improvement of the
education and vocational training systems and the adoption of preventative and individualised poli-
cies to fight unemployment, on promoting equal opportunities for all, enhancing entrepreneurship
and adaptability, diffusing technological innovation, and promoting the information society.

The development of basic infrastructure includes the replacement and enlargements of the physical
infrastructure which is required for modern production activities, the improvement of infrastructures
for transportation, telecommunications and energy, the environmental infrastructure, socia infra-
structure and public health. The improvement of the environmental infrastructure includes invest-
ment into water distribution and sewage treatment plants, reduction of gas emissions and energy
consumption, as well as investments into waste disposal.

The following impact analysis is based on the approved objective 1 interventions 2000-2006 for
East Germany (T able 23).

The economic impact of the objective 1 interventions

Despite substantial economic growth of 3.2 percent in the reference period according to the autumn
2001 forecast, employment is only expected to grow at an average annual rate of about 1.1 percent.
The objective 1 interventions, however, will support a substantial amount of existing positions and
in