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Introduction

This Inception Report has seven sections. Section 1 details the objectives and main tasks to
be carried out in the Study. Section 2 focuses on Task 1 which is the Literature Review and
the selection of the 15 regions for Task 2. Section 3 outlines the methodology for Task 2,
the analysis of ERDF in the 15 regions and the choice of six regions for Task 3. Section 4
focuses on the case studies. Section 5 deals with the policy recommendations under Task 4.
Section 6 outlines the report templates for the Study deliverables. Section 7 details the
Study Organisation and Management Plan.
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1. Study Context and Overall Objective

1.1 Overall Study Objective and Tasks to be carried out

The first objective of this study is to assess the extent to which cohesion policy interventions
made through the ERDF and the Cohesion Fund have been and are both appropriate and
effective, during respectively the 2000-06 and 2007-13 programming periods, in regions
with specific geographical features, namely islands, mountainous and sparsely populated
regions, given the specific conditions for their socio-economic development these features
are conducive to, i.e. permanent structural handicaps but also specific opportunities and
assets.

The second objective is to explore policy and governance approaches in implementing
territorial cohesion in these regions with a view to identifying good practices followed by
main stakeholders (decision makers, actors and beneficiaries) at several levels (regional,
national, European).

Conclusions will be drawn regarding the policy implications of these findings, i.e. practical
recommendations for managing authorities regarding the optimal use of cohesion policy
interventions in these regions, at a time when the present programming period already
reached its midterm and when the future EU regional policy is under preparation for the
next programming period (post 2013), in the overall context of the EU 2020 strategy.

The study will cover both Convergence and Regional and Competitiveness objectives, and
will be undertaken at both NUTS2 and NUTS3 levels, focusing on a sample of regions to
be determined from the list of NUTS3 regions annexed to the tender specifications.

The methodology for this Study is focused on trying to really understand the nature and
extent of the specific features and their economic impact, and the types of policy response
that can be best developed for these regions. This is crucial in order to understand the
differences between the respective ERDF programming periods as well as the synergies
with national and other European funding instruments.

Overall the methodology consists of four main phases, as outlined in the tender
specifications: the Literature Review (Task 1); the desk analysis of 15 regions (Task 2); six
case studies with field missions (Task 3); and the deriving of conclusions and policy
recommendations (Task 4). Case studies under Task 3 are the core part of the study.
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Clearly, a combination of methodologies will be used and an appropriate mix will be
specifically designed for each phase and Task, around the following elements (see the
diagram above and subsequent sections for more details).

* Documentary review and desk research (most of Task 1 and 2, part of Task 3);

® Collection and analysis of primary and secondary data, with quality control (part of
Task 2 and task 3)

» Stakeholder consultations with appropriate decision makers, programme managers,
intermediate bodies and other relevant officials (part of Task 2 and a main element of
Task 3), including remote questionnaires and semi-structured interviews;

=  Exchange of expert views on the lessons learnt and good practices to emerge from the
Study through a dedicated workshop.

The objective is to assess how Structural Fund interventions have been utilised in the
regions with specific geographical features as well as the effects of these interventions. This
requires, therefore, an analytical framework that can be used to explain the socio-economic
dynamics of these regions, in order to test the extent to which ERDF and Cohesion Fund
(CF) has been effective (or not) in such regions. Prior to detailing this framework, the next
section provides a brief summary of the regions that are the focus of this Study.

1.2 Regions with specific geographical features: islands,
mountainous and sparsely populated areas

1.2.1 Specific Geographic Features : what are we talking about?

The tender specifications distinguish between three categories of regions according to their
types of specific geographical features: island, mountainous, and sparsely populated areas.
Moreover, an interesting point to note is that some of the regions actually belong to two of

the three geographical categories (as listed in Annex 1 of the tender specifications for the
Study)'.

Whilst a priori the three geographic categories of regions do not necessarily share many
common points at the geographical level per se, there are certainly commonalities in terms
of the socio-economic effects and consequences of the respective specific geographical
features. Of course, each situation is different and the mix and intensity of the features as
well and hence their impact change in relation to each individual territory. After a
preliminary analysis of the literature, the most common types of characteristics that are
apparent in these regions are defined below:

1 In fact, there are 12 NUTS 3 regions in this situation. All of them are mountainous regions, except for one that is an
island and sparsely populated (Eilean Siar, UK). One region is classified in all three categories, this is the Greek region
of Evrytania.
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* Remoteness: from major markets, services or industrial “poles’ or clusters;

* Territorial (small) size: in terms of population, density and/or GDP

* Low density: in terms of population per squared meter;

= Physical constraints: in terms of insularity, slopes, boundaries, poor quality of soils
etc;

* Extreme climate conditions: i.c. hot/cold, dry/wet, windy,

* OQutstanding and/or preserved environment and habitats: in terms of the
biodiversity of flora and fauna;

* OQutstanding and/or preserved cultural heritage: historical traditions linked to
the landscape, specific cultural identities;

These are inherent or quasi-inherent characteristics on which the population has little or no
influence in the short to mid-term, and even ad infinitum in some cases. In the latter case,
these could be described as zatural constraints, as opposed to structural ones, since structural
obstacles can be addressed and indeed, changed or reversed, in the longer run, provided
appropriate policies are implemented, whereas natural characteristics, such as the
geographical remoteness of an island, simply cannot. This approach will be reviewed in
more detail during the Literature Review (see section 2 below). The inherent or quasi-
inherent characteristics lead, in each particular territory, to specific socio-economic
circumstances each with particular economic advantages and disadvantages, to which we
quickly turn now.

1.2.2 Contrasting socio-economic performance amongst the regions with
specific geographical features

A preliminary analysis of the socio-economic performance of the regions’ listed in the
tender specifications was carried out in order to assess and compare their overall
performance. The findings illustrate that, in fact, these regions differ considerably in view
of their economic performance, in terms of both levels of income as well as growth trends.
A summary of the analysis is provided below:

1) GDP per capita (2007): €30,000 or above:
- A total of 27 regions (all former EU15), representing more than 10 per cent of the
list;
- Number of regions in: Austria 8; Germany 5; Denmark 1; Spain 1, Finland 1;
France 2; Italy 5; Sweden 3; UK 1;
2) GDP per capita (2007): less than €10 000:
- A total of 29 regions;
- Number of regions in Bulgaria 11; Portugal 3; Czech Republic 2; Poland 3;
Romania 7; Slovakia 3;
3) GDP per capita (2007): between €10,000 and €15 000:
- A total of 22 regions;
- Number of regions in: Greece 11; Malta 1; Portugal 6; Slovenia 4;

2 This includes 150 mountainous regions, 40 island and only 14 sparsely populated areas.

Revised Inception Report —February 2011 Page 4



RELEVANCE AND EFFECTIVENESS OF ERDF AND COHESION FUND SUPPORT TO REGIONS WITH
SPECIFIC GEOGRAPHICAL FEATURES - ISLANDS, MOUNTAINOUS AND SPARSELY POPULATED AREAS ADE

In terms of growth trends, again there are large differences between the regions:

4) Best performers: GDP per capita average annual growth rate, 1996 to 2007:
- above 10 per cent per annum: 11 regions (8 Bulgarian and 3 Slovakian);
- between 7 and 10 per cent per annum: 23 regions (1 Bulgarian, 1 Czech, 2
Spanish, 8 Greek, 1 Polish, 4 Slovenian, 3 Slovakian, 3 UK);

5) Poorest performers: GDP per capita average annual growth rate, 1996 to 2007:
- Less than 2.5 per cent per annum: 29 regions (3 Austrian, 20 German, 3 Greek, 2
Italian and 1 Swedish);
- one single region, from Greece’, experienced a negative rate, i.e. a GDP per
capita in 2007 lower than in 1996.

While somehow confirming the neo classical (traditional) growth theory, these
observations also fit well with the conclusions of the Monfort (2009) paper, as included in
the indicative bibliography enclosed in the tender specifications. Monfort concludes that if
the regions with SGE “perform relatively poorly compared to the EU-27 average’, each of the
category of territories reviewed — border, mountainous, island, sparsely populated and
outermost — ‘includes a wide variety of situations’ and that ‘most of these categories can therefore not be
considered as groups where development potential is systematically lower than the EU average’ (...) ‘this
reflects the wide variety of regional fundamentals and contexts within each category’” (Monfort, 2009, p.
10), let alone differences between each category, that might add up or not to the in-
category variety.

Moreover, as the next section discusses, this scenario of contrasting performance strongly
suggests that there are other drivers at work influencing the socio-economic outcomes of
these regions.

1.2.3 Explaining economic divergence: the role of public policy and
governance

The conventional wisdom, which will be explored more in the Literature Review (Task 1),
is that ‘geographical specificities” have often been viewed as ‘handicaps’ or ‘constraints’ to
economic development. Whilst this view is clearly valid, another approach is to also
consider the specificities as opportunities or factors that can be utilised, building on the
right forms of public (and private) interventions if needed, in order to improve the socio-
economic situation of particular areas. For example, opportunities with ICT and broadband
have really opened up the potential for a new set of opportunities for economic growth as
well as public service provision. Put simply, in certain circumstances, geographical
specificities can also provide socio-economic opportunities.

3 Interestingly, the Greek case is unique in that its regions are substantially represented in both groups of extreme
performers (best as well as least good).

4 According to which the lower the initial GDP per capita is, the higher the GDP growth rates will be for a given
period, everything else being equal — this is the so-called ‘Solow’ effect which is due to the fact that capital
productivity is supposed to be bigger where the capital stock is smaller. In the Eurostat database one can easily
observed that the highest average annual growth rates are to be found in countries and regions from Eastern Europe
which presented a GDP per capita much smaller than the EU average when they joined the Community..
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The key point is that economic performance of any particular region with specific
geographical features will vary with the quality of its policy-making, including the policies
aimed at mitigating specific constraints, specialisation policies, and so on. In that regard
these economies do not differ from any other economies: after all, authorities of any
economy shape their own destiny. The very fact that economic performances may vary,
over any given period of time, according to both the particular set of specific geographical
circumstances and the quality of the policies that have been implemented helps to
understand why the regions under the scope of this Study present such divergent economic
scenarios in terms of GDP per capita figures and/or growth rates.

It is necessary, therefore, to provide an overall analytical framework to analyse the different
territories and in particular to find issues that are common to all. In this regard, a SWOT
based approach provides an interesting way of comparing and contrasting the different
territories, not least to focus on strengths as well weaknesses and opportunities rather than
just threats. Annex 3 provides a summary of the SWOTs that were carried out in the
Inception Phase for each of the three groups of territories, which will be further elaborated
upon during the Literature Review. Indeed, developing respective sets of SWOTSs helped to
frame the main questions and issues as well as the subsequent methodological framework
for the rest of the Study.

This analytical framework we will be referring to is outlined in Figure 1 below.

It shows that the three geographical categories of regions concerned (see first column on
the right of the figure) do present some inherent characteristics such as remoteness, small
size, extreme climate, and so on (see second column) that are of specific intensity and
combination for any given such territory but in all cases remain mostly out of reach of
human action — this is why we name them inherent. In other words, they are “natural” (i.e.
mostly given by nature) and can not at all or not much be altered in the longer run — in this
sense they are different from structural features that can be changed through time thanks
to an appropriate long term policy. At best, policies can accommodate natural constraints,
not change them.

These inherent characteristics will lead, to specific sets of constraints and assets for
development, depending on their specific intensity and mix and on the quality of the
governance and policy-making setting of the territory in question, and from there to (bad
or good) economic performance.

This specific set of constraints and assets in each region (which is shown under the third
column of figure 1) evolves through time according to the external environment but also,
and above, according all to policy decisions and initiatives. This is in this regard that
specific SWOT packages can be detailed for each of the three categories of territory — or if
needed of any single territory — so as to better identify a specific context for action so as to
feed into the appropriate public (or private) decisions for action. This is why we intend to
base our analysis on detailed sets of SWOTs.

We finally end up with a causal chain, from inherent characteristics to the individual set of
constraints and opportunities shaped by development policy, then to social and economic
performance (shown under column 4 in the figure).
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Figure 1:
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1.2.4 Main issues at stake regarding the role of the Structural Funds

The aim of this Study, then, is precisely to explore the point about the importance of policy
intervention and governance ie. to examine the role that ERDF/Cohesion Fund has
played in regions with specific geographical features in order to assess the effect that
ERDF has had (or not) in these territories across the EU.

The study will shed as much light as possible on the following main questions and issues
relating to the role of ERDF:

To what extent are cohesion policy interventions designed to address specific
geographical features (or structural handicaps) faced by the regions (e.g. in terms
accessibility and cost of transport)? Or, to the contrary, are these interventions
implemented so as to seize particular opportunities that such specificities can present
(e.g. in terms of developing tourism or exploiting renewable energy resources)?

Was the EU support through cohesion policy instruments really needed in all the
concerned regions, given their heterogeneous level of development, the nature and
intensity of their geographical constraints, and finally taking due account of
interventions implemented from the national side?

What are the results of ERDF funding in these regions? Does national support
increase in response to a decrease of EU support (e.g. when the Objective 1 status was
lost)?

What complementarity and coherence can be found between interventions at several
levels — regional, national and European ones, including, as for the latter, EU
instruments other than ERDF?

What are the main results achieved in these regions under the cohesion policy
interventions? Are the main stakeholders satisfied with these results?

What is the effect of the elimination of territorial zoning within the current
period, together with the new approach for the ‘earmarking’ of funds? Does this leaves
some of the concerned regions with a reduced level of support?

What is the impact on regional governance, if any, of the level at which the regional
administrative divisions appear with regard to the geographical specifics: is the
governance better when the local/regional governments coincide with the
island/mountainous/SP area, e.g. an island being corresponding to the NUTS3 or even
NUTS2 region, rather than when the latter is only a part of it, e.g. a wider local
government including an island, or a few islands, together with parts of the mainland
littoral? Or are other idiosyncratic elements at regional or even national level actually
morte decisive?
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1.3 Methodological points to bear in mind

1.3.1 Availability and comparability issues with the data

Carrying out the data analysis for the Study is not straightforward. This is because the core
part of the analysis is to be undertaken at the NUTS 3 level, where the regions with specific
geographical features are mostly to be found. However, most of the ERDF/CF related
documentation (OPs, evaluation, activity reports, and so on) basically refers to NUTS 1 or
NUTS 2 regions. The challenge, therefore, is to get adequate comparative information at
the NUTS 3 scale.

During the Inception Phase of the Study, the focus has been on identifying the particular
data issues to be tackled in order to develop relevant approaches to overcoming them.
These are outlined here and then discussed in more detail in the relevant section in the
Study.

Firstly, how to conduct the analysis at NUTS 3 level in this context? For the analysis of
ERDF interventions under Task 2, we propose to select 15 NUTS 2 regions, so that the
basic documentation is ready at hand, in which we will check if and how the regions with
specific geographical features are specifically taken on board in the programme design and
implementation (see section 3 below). As for the six case studies under Task 3, they will
exclusively concern NUTS 3 regions (see section 4 below).

Secondly, as for the study data needs, we need to distinguish two aspects:

@) Data related to ERDF/CF interventions at NUTS 3 level;

(i) More general socio-economic data at the regional level;

Regarding (i), following our preliminary analysis, the OP related financial and monitoring
data are available at NUTS 3 level, for transversal analyses, from the SWECO Study
prepared for DG Regio for 2 digit expenditure categories (20 categories) for the CF, ERDF
Objective 1 and 2 in the period 2000-06 (see section 3.3 below).

Regarding (ii), the two main sources of comparative socio-economic data are Eurostat and
ESPON: although they have some limitations, they will be utilised in the Study. In addition,
to complement these, national data sets will be utilized as appropriate, paying due attention
to the issue of regional/subregional data reliability, which does vary between Member
States. Some statistical analysis of these national data might also prove useful in relation to
the case studies for Task 3.

Lastly, a complementary and tentative statistical method will be used in the study, namely
assigning scores to regions under analysis, in relation to:

(a) the intensity of each specific geographical feature,
(b) the proportion of ERDF/Cohesion Fund interventions addressing these features
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This will be based to the maximum possible extent on an objective assessment of ready at
hand observations.

In relation to the intensity of each feature, this could be related for example to distance,
with the bigger assigned score indicator the stronger the expected constraint for
development (i.e. from 0 for a short 