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Executive summary.
A macroeconomic perspective

Even though theADRIONcountries have been converging, on average, with EU27 for the period 2008,
they still present a heterogeneous set of countries spanning from EU higlteerme group, the intermediate
income Croatia ad nonEU lowerincome countries when measured as GDP per capita in PH3uring that
same period, the GDP PPS differences among the lower income candiolattries increased after 2015, while
countries the GDP PPS differences for the higheome EU mmbers decreased for the period 20Z018.

The situation is even more challenging when looking closer at local level (NUTS 3 and especially NUTS 3),
where the internal inequalities are rising, when measured with the coefficient of variatiohthe GDP per
capita at current market prices.

Namely, while some primary cities of the higand intermediateincome countries from theADRIONregion

can compare with the EU27 average GDP per capita at market prices, still, secondary cities are |agdiimgl

as they cannot compete effectively with primary cities given the agglomeration effects, productivity growth
and higher earnings in primary cities. We also identified significant inequalities between coastal NUTS 3
regions and the internal NUTS 3 raans inADRIONbut the inequalities between the coastal and internal NUTS

3 regions have been decreasing in the period 22117, when measured in GDP per capita at current market
prices.

Fostering inclusive growth and the need for infrastructure investmie human capital improvement,
addressing deficiencies in the labour market (especially targeting lgtegm unemployment) could be
beneficial at regional level in th&DRIONcountries.

Policies to address potentials of NUTS 2 and NUTS 3 regions and the cafal stock gaps. The inequalities
illustrate that the secondary and internal cities are failing to employ their full potentials. This is important for
the ADRIONarea, because cities are driving the growth and the territories where the secondary interitiakc

are placed canto a large extent improve the growth of theADRIONountries. That is why giving opportunity

on the equality of the potentials across regions can increase their competitiveness and finally accelerate the
convergence with EU27 avege. The challenge remains to find the right policy to identify and to help the
potential growth poles in the secondary and internal cities (challenges with the urban/rural difference,
proximity/remoteness to high growth gravity centres, coastal/internal dhotomies for example).

Policies could move toward equality of the potentials across regions and their better utilization especially for:

1 The quality ofhuman potential in the ADRIONregion countries could be improved bpncreasing
competences and skillsf the unemployed, e.targeting NEET in the 184 agegroup

1 IncreaseR&D as percentage of GDP but also, endorse a business environment favourable to higher
spending in R&D.

1 Improvements in theunemployment structure to address the londerm unemploymen, the youth
unemploymentand active ageindy working on the skill mismatch.

1PPS (Purchasing Power Standards) is a common measure eliminating the differences in price levels between countries
and allowing meaningful volume comparisons of GDP between countries (Eurostat).

2 Coefficient of variation measures the average dismersif distribution of outcomes and is defined as the ratio of the
standard deviation to the mean of a set of outcomes from a variable. In our case it measures the average dispersion of
the GDP per capita at market prices for regions within a sets of Nagjis (NUTS 1, NUTS 2, NUTS 3).
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9 Capital stock gap needs to be addressed by improving teastainableroad and rail transport
infrastructure especially in the EU candidate countries.

A spatial perspective

The ADRIONregions is still characterised by evidespatial and socioeconomic disparities . Alongside more
advanced economic development poles, it features numerous territories that are lagging behind, often due to
their isolation . The historical dichotomy between inner and coastal areas are clearly visible in some countries
and less in the others. Seeking a more balanced and cohesive territorial developmeADREONorogramme
should counter-balance the existing disparities by privileging spatial and economic integration, which
means activating interventions and actions that privilegetegrated spatial approaches and strategies .

To this end, the strategic geographical position of tA®RIONegion, extending from the Mediterragan Sea

to the Central and Eastern part of the European continent, provides it with a clear gateway connotation, in
turn offering a number of opportunities for further integration within both the Danube economic system as
well as the Adriaticlonian one. h this light, theADRIONprogramme should aim at seizing this opportunity,
positioning the region aspace for connection between people, goods, services and environmental resources
Z rather than a space of transit. Attention should be given to valoriséstg intra-regional flows and
synergies, as well as to provide spatial anchorages to exégional processes that are growingly
incorporating the ADRIONarea within integrated European territorial patterns.

From a spatial perspective, overcoming bordethrough the development and further consolidation of
functional interconnections should be one of the main goals of tAdRIONprogramme, to be pursued
through increasing attention to the development potentials and synergies existing in national andsdyosder
functional regions. Beside the existing functional regions, mostly located on the Western side of the Adriatic
Sea, the polymorphic nature of thtDRIONegion presents a number of territorial potentials for developing
links between similar geognahical realities such as coastal areas, mountain settlements and islands. In so
doing, particular attention should be paid on developing synergies among these emerging functional networks
and the potential functional urban areas that characterise the regia, in order to valorise urbasrural
development potentials and counteract those territorial disparities that still characterise each country as well
as the region as a whole.

A Territorial Analysis

The ADRIONorogramme spans @eographicallyand politically fragmented region, rich for its environmental
and cultural heritage, strongly interconnected at economic level but where the divide in GDP per capita and
infrastructural investments is considerable and the pace of convergence remains slow.

PO1: a smarter Europe. Overall, ADRIONis not a region standing out for itsnvestment in R&D,
digitalisation, internationalisation or innovation capacity in the business sector: small, medium and micro
enterprises are the cornerstone of the local economies in all sectors.

All differences taken into account, among the most relevant problétesitified among SMS in the region there
is the digital transformation. In a region where the digital skills of the workforce were up to now well below
EU27 average, a positive legacy of unfolding pandemics might be the input fadithalisation of thepublic
administrations, the business sectors and the societies at large.

Wholesale and retail trade is the most prominent sector in almost eveADRIONcountry except for Italy,
where most SMEs operate in tmeanufacturing. Targeted investments in the biechnology and food sector
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could boost a sustainable development of agriculture, food production and aquaculture that are core sectors
ET OEA OACEIT 086 AAITTiTiuUS

PO2: a greener Europe. The ADRIONregion is especiallyich in biodiversity, but it is alsovulnerable to
natural disasters, such as earthquakes, floods, wildfires, storms, droughts and climate change is making the
situation even more unpredictable. Moreover, as experienced lately with the €¥jdhe region discovered
itself unpreparedto face canplex emergencies that may include large epidemics. The transnational initiatives

to prevent and address environmental hazards cannot overcanadl of a sudden the long standing lack of
cooperation culture and the limited institutional capacities to tkle disaster risk reduction.

The Adriatic, lonian and Aegeaseas have beeroverexploited for decades and now are seriously at risk.
Recently, Marine Protected Areas (MPASs) have been introduced as well as Fisheries Restricted Areas (FRA:
that are effectively contributing to the rebuilding of fish stocks in the Adriationian Sea basin. However,
problems such as high levels of contaminants and marine litter affect the region.

Despite the fact that théADRIONegion has great potential for the developmenfrenewable energy sources
notably, solar and wind energy, it performs below the EU average as folirmoavation and energy efficiency.
Nonetheless, it is encouraging to notice that investments in solar and wind energy are increasing in some
countries ard that legislative frameworks are in place throughout the regions.

Decarbonisation of the energy sector, to abide by the EU Green Deal initiative, constitutes a major challenge
for the majority of ADRIONcountries: private heating is a major cause of aiplfution in SouthEast Europe
and the increasing urbanisation is worsening the situation.

Theenergy infrastructure needs modernisation to limit significant distribution losses. By offering incentives
for the renewal of the building stock, the region coulgiickly improve in energy consumption performance
and reduce air pollution.

The recycling rate of municipal waste is low and landfilling is still the common way to dispose of collected
waste. Overall, there is a high consumption of water and secondarytexaater treatment deserve stronger
efforts, to enforce the legal and regulatory frameworks for waste management already adopted within the
region.

There is a growing interest of private companies in investingdincular economy activities as well as to
develop organised electricity markets within the region. Some countries have either launched or have under
preparation/consultation revised energy strategies, adopting lower emissions arrangements. It is noticeable
the growing environmental awareness in the local civil society and the effective networking capacity with
the international civil society.

Climate change originated events, particularly floods and heat waves, may affect as well the touristic
attractiveness, that constitutes a strong component betregional economies. At present, the negative impact
of Covid19 emergency on the tourism industry is worrisome and the sector may remain in a stalemate for an
unpredictable period.

PO3: a more connected Europe TheEU integration of the Western Balkanss a fundamental process
shaping the future of théADRIONegion, for the MSs as well as the candidate and potential candidate countries
and, among other aspects, it is central for the normalisation of the political relations that are key for regional
prosperity.

Major international players such as China, whicis increasing its presence in the region with its Belt and

2T AA )T EOEAOEOAR OEIi x OEA bpi OAT OEAI AOOOAAOQOEOAT AO
global market.

Yet, it is the heavieU investments that ensure the bulk of the imastructures for regional connectivity and

offer opportunity for its economic integration.
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The ADRIONregion is a geographically fragmented area where coastal, mountainous and insular areas all
demand investments on technical infrastructures and the apption of new mobility methods.

The network ofairports has inadequate capacity to sustain tourism development and connectivity in general,
mostly due to doubtful economy of scale of the related catchment area. Various bottlenecks have limited the
develgpment opportunities stemming from thi&lotorways of the Seaconcept throughout the regiorRailway
transportation is lagging behind the EU average both in terms of infrastructure as well as in freight and
passenger volumes. In mo&DRIONcountries, there g poor and unsafe rail systems.

Road transport dominates the freight sector and, especially in the sowetistern part of the region, the

i 61 OEi 1T AAT OOAT OPT OOAOQGEITT OUOOAI EO O1 AAOAAOGAI T PA
Western Blkans within the enlargement process and international financial institutions are willing to invest

in the WB transport sector.

A fewports across theADRIONegion are committing to multimodality and there is a renewed consciousness
for the need of invetments on railway infrastructures and services. There are new investments in airports and
initiatives for new means of transportation (seaplanes). Finally, new approaches, as MaaS (Mobility as a
Service), will offer new opportunities to existing transpattion infrastructure.

PO4: a more social Europe.ln a context characterised by demographic decline, ageing population and low
fertility rates, by and large, the labour force is old and/or unskilled and features higitemployment rates.
Indeed, there are pnounced inter and intra-regional disparities in social capital distribution, unemployment

as well as social protection expenditures. They include a north and south divide and, for the Western Balkan
area, between urban and rural areas.

As foryouth unemployment, for instance, there are strong disparities between the Southern and Northern
ADRIONareas. It is worrisome to note that NEETSs are highly above EU27 average but the highestl&avirs
rates are concentrated in a central area &iDRION consising of Sicilia, Calabria, Puglia and Albania. Looking

at the considerable gender gap, one notices that the tertiary education attainment is in favour of women but
it does not entail employment rate in almost every region.

Emigration depletes the region garts of its qualified workers that leave due the unfavourable local context
and missing opportunities, either in terms of salaries, professional perspectives or welfare offers. Indeed,
migrant remittances play an important role for some countries and coteeir negative trade balance, but the
brain-drain is impoverishing the region of iteuman capital and is vanishing the effort in public education
services.

The region is strongly interested bynmigration waves and is at the centre of the two main magnts' routes

in Europe: the Central Mediterranean and the Balkans route. The Western Balkan countries are working to
harmonize their reception system to the EU one but despite the technical and financial support provided, the
presence of the EU external faer cutting across the region puts nemember states under severe strain.

PO 5: a Europe closer to citizens Clearly in theADRION-egion the rich naturalenvironment as well as the
cultural heritage of the regionwith 72 cultural and natural properties belonging to UNESCO World Heritage
List, or 15% of the whole European continent, plus 44 elements inscribed in the UNESCO list of Intangible
Heritage Humanity- operate as valuable attractors for totism development.

The ADRION-egion is heavily dependent on mass tourism. In the most attractive places, it has already created
a situation of over-tourism at the expense of natural resources, cultural heritage and welfare of local
communities. Moreover,hie tourism industry is characterised by higbeasonality affecting employment,
environment and availability of local services. What the rich cultural and natural heritage of the region would
benefit from are expenditures and investments fmnservation, maintenance, protection and promotion .

SOGES SA CCI/OBCT Xl
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There are notable differences in tourism infrastructure in the region, with most of the-&hhmember states
lagging behind in terms of marketing, promotion, standards of accommodation. Although the digitalisation of
the tourist industry demands for new products (sites, experiences etc) there is a low investment of R&D in this
sector. However, new emerging patterns in the tourism industity terms of customer approach, new products

and experiences, and supply sideall for quick innovative reactions.

Transnational networks of cultural routes and eneagastronomic stakeholders provide the basis for extending
the offer on rural and active tourism. Cities and territories in the inland regions have great cultural and natural
heritage potential and they show rising rates in touris arrivals.

Rural and cultural tourism could provide employment opportunities to inland marginal areas, isolated from
the main lines of development and affected by depopulation and emigration. The interconnection of tourism
with the creative and cultural eonomy could improve and benefit the underperformingltural and creative
industries of the region.

Tourism and cultural heritage strategies are often limited to a local or statéde level, lacking the
transnational element and failing to promote thADRONregion as a whole. The presence of transboundary
cultural and natural heritage elements provides opportunities to enhance networking between stakeholders
and to promote the destination as part of@nique tourist region .

In order to create a shared taistic destination, there are inadequate or missimgnnections between coastal
areas, (minor) insular areas and inner territories, these latter being particularly vulnerable in the Western
Balkans even though there are spaces for development in the ttarsector.

COVIBE19: a disclaimer

This territorial analysis was conducted during the weeks of the outburst of the @é&nyiandemics. The
economic consequences of this global health crisis are expected to be extensive and entail a drastic drop in G
and the deterioration of the fiscal position of all the countries involved iABRIONegion with negative long
term impacts as the recovery in 2021 is foreseen as incomplete.

The present territorial analysis could not take into full account poteciasequences of the health emergency.
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1. Territorial analysis

1.1. Policy objective 1 A Smarter Europe

1.1.1. INNOVATION
The ADRIONN O AAOO DPAOAI Oi EIlcompéailvenEss hnd sokidl pradrdsd | a2 lotated in
Northern Italy, Slovenia (Zahodna Slovenija), and Attiki in Greece (OECD 2019:16). The Croatian regions
show an average level of competitiveness performance, while the lower performing regions are located in

Southern ltaly, Greece and in th candidate and potential candidate countries (Albania, Montenegro, North
Macedonia, Serbia and Bosnia and Herzegovina).

Among the indicators of the strengthening research, technological development and innovation one can
consider the level ofR&D spending. The EU set the target of the 3% of GDP to be invested in the R&D sector
by 2020 but, as noted by OECD (2019), across tA®RIONregion there is a remarkable heterogeneity of
the research and development expenditures and no country is even close to thefided goal.

Gross domestic expenditure on R&D as a percentage of GDP - 2017
Graph. 1. Gross domestic  250%
expenditure on R&D

2.00%
Source: UIS, Eurostat, own

elaboration
1.50%

Research is crucial for the
development of innovative
services, processes and
products.

1.00%

Such a statement affects
also those matire sectors, oo _ _
Bosnia and Greece Croatia ltalia Montenegra Narth Serbia Slovenia EU28
not traditionally linked to Herzegovina Wacedonia
the mainstream of research COUNTRY
priori ties such astourism.
Indeed, the tourism sector represents an important share oADRIONS O AT 01 OOEAO ' $0
challenged by new demands stemming from the establishment of sgic measures issued for containment
of the COVIDP19 pandemic. An immediate and general push towards innovative measures is registered, as
well as a stronger need of widening the scope of digitalised support services.

According to the Oslo Manual (2018)firms can undertake different activities in pursuing innovation, first
of all research and experimental development activities. R&D activities are conducted in order to increase
the stock of knowledge and to devise new applications of available knowledgeSPON, 2018).

The inquiry conducted for the European Commission (1:2017) with the Estonian European Semester
highlights that in the EU there are three categories of research and innovation (R&l) policy challenges: the
low quality of public R&l systems, wak sciencebusiness linkages and bottlenecks in investment.

The European Innovation Scoreboard (EIS) provides a comparative assessment of the research and
innovation performance in the EU Member States and in selected third countries. Based on the average
scores in selected indicators, the EIS summarises the performance in the Summary Innovation Index. It
classifies the countries in four groups: innovation leaders, strong innovators, moderate innovators and

SITA sriz CCI/OBCT 1
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modest innovators. Croatia, Greece, Italy, Slovanand Serbia are considered moderate innovators, while
North Macedonia is a modest innovator (EIS 2019).

The European Innovation Scoreboard (2019) stresses that the inclusion of all the Western Balkans
countries is foreseen, but they can be covered onliydata are available for at least twenty indicators. At the
moment, there are data for eight indicators in Albania, ten indicators in Bosnia and Herzegovina and fifteen
indicators in Montenegro.

For the EU, the document highlights that performance improvelly 8.8 percentage points between 2011

and 2018. The only country in theADRIONarea whose performance has worsened over the period
considered is Slovenia{10.6%), that used to be the best performing country in thdDRIONregion, and its
current negative turn is almost entirely due to declining performance in 2018 on doctorate graduates. In
OEA OAT A UAAOOh .1 O00E -AAAATTEAGO PAOAI Oi AT AA OAI
relative to the EU going from 37.9 to 43.4. Nevertheless, the atty remains in the group of the modest
innovators.

The Regional Innovation Scoreboard (RIS) is the regional extension of the EIS. According to the last
publication (RIS 2019), in Greece the performance has increased for all regions except for Notio Aigaid

the Kriti region is the only strong innovator. In Croatia, the performance of Kontinentalna Hrvatska has
increased, while Jadranska Hrvatska has worsened. In Italy, regional performance differences are high:
Friuli-Venezia Giulia (the only strong inn@ator in the country) performs 80% higher than Sicily. In Serbia,
Beogradski region and region Vojvodine are the most innovative regions.

The level ofinnovation of the firms is one of the most important dimensions to analyse while looking at
theinnovatii T T &£ A AT 01 6ous /T A T AAOGOOAIT AT O ET Al Odaled EIT
skills of their personnel. Relying on Eurostat and MakStat (for data related to North Macedonia), it is
possible to note that Serbia and Slovenia have the higét percentage of enterprises providing training to
develop or upgrade ICT skills (29% and 28% respectively). The lowest performance of the region is
registered by North Macedonia (14.1%) followed by Greece (15%). (Italian figure refers to the whole
country).

Percentage of enterprises that provided training to develop/upgrade ICT skills of their _ o N
personnel - 10 persons employed or more - 2019 Graph. 2. Enterprise providing training

on ICT
30.00%

Source: Eurostat and MakStat, own
elaboration

Another interesting dimension
concerning the human resources
is the level ofR&D personnel as
a percentage of total employees
of a region. The best performing
regions in the ADRIONarea are
1000% Zahodna Slovenija (2.4%) and
Emilia Romagna (2.2%). The
worst performing countries are

20.00%

0.00%
Albania Bosnia and Greece Croatia Italia Montenegro North Serbia Slovenia
Herzegovina Macedonia

COUNTRY
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North Macedonia (0.25%) and Montenegro (0.27%).

Graph 3. Percentage of R&D staff o, pepy personnel/total employees - 2017

Source: Eurostat and the Agency fc ;404
Statistics of BiH, own elaboration

The goal of the European
Commission (2016)
Strategy on research and
innovation defined in 2016
is to involve a large group of
actors in the innowation
process. To do so, it is
fundamental to let
knowledge circulate more
freely through digital and  oso%

collaborative  technology

and R&l should be

characterised by

international COOpel’ation in oo Albania  Bosniaand  Greece Croatia ltalia  Montenego  North Serbia Slovenia

the research community. remanire Hocesine

10 OEA %5 #I1

Orientation Paper (2020)

stresses one can observe a low level of cooperation (links and synergies) between research centres, the
higher education sector, public administrations and private companies; technology transfer and capacity
building. In terms of RTD collaboration patterns, OECD (2019) notes that the -patents and scientific
publications co-authored across theADRIONregion show a considerable WeglEast divide.

150%

1.00%

COUNTRY

The expectation is that the transnational EU programm@DRION by promoting an increased degree of
collaboration, favours knowledge sharing and learning process in the area. This should take place across
regions and between stakeholders.

1.1.2. SMART SPECIALISATIGN RATEGY

Since 2011, the European Commission has provided\dde to regional and national authorities on how to
AAOGAT T B AT A Ei DI AT AT O OEAEO Oi AOO O EshArESpdcili€aioO E T 1
01 A O AThi Platform facilitates mutual learning, data gathering, analysis, and networking opganities

for around 170 EU regions and 18 national governments.

Cohesion Policy encourages EU regions to build regional coalitions to support the creation of new European
value chains in areas associated with strategic growth; for this reason, in 2015 tle¢hematic S3 platforms
have been launched, to provide an interactive and participatory environment in fields related to AgRood,
Energy and Industrial Modernisation. Thethematic S34 platforms are contributing to building an

3 The data derive from our own elaboration of two indicators: the total R&D personnel and the level of employment.
The sources of these data are Eurostat and the Agency for Statistics of Bosnia and Herzegovina.

4 SmartSpecialization Strategy (S3) has been introduced in the context of the 2044 1 LIN2 A NJ Y Y A-y 3 LIS N
FydS O2yRAGAZ2YIEAGEE 6 AGKA(resedch and Bnoiatbi (it is BaFed 6nk3 &nXint siepsO  h 6
ARSYGATE SIngtks aniSaipaafi@ assels{ipNditise research and innovation investment in competitive
areas and define a shared vision for regional innovation.
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increasing number of interregional partnerships across the EU, exploiting synergies across partnerships
and across sectors.

The countries and regions belonging to thADRIONspace outlined their S3 strategies on the basis of a global
SWOT analysis of the economic system, through a dialogue with local stakeholders and a process of
"entrepreneurial discovery”. This approach embraces a broad view of innovation including, but damly

not limited to, technology-driven approaches, and can be summarized in the followingreas of
specialization 5:

B[lgw d&ggnmj‘g\n and I,gpjﬁ(;/& EREECE CROATIA ITALIA SLOVENIA ALBANIA BOSNIA MONTENEGRO SERBIA NMACEDONIA
HEATIFE I

ICT systems and technologies: Industry 4.0, smart cities and X X X X X X X X

communities, cyber security, big data, gamification. internet of things.

digital platforms, solutions for e-government

Energy and sustainable environment, disaster prevention: Energy X X X X X X X

efficiency and saving, smart grids, circular economy, biomass
transformation, eco-materials, reduction of carbon footprint, biodiversity
protection, disaster prevention and mitigation, early warning systems
Health and quality of Life: Biomedicine, preventive medicine and X X X X X X X
diagnostics, biomaterials, functional foods and putraceuticals. e-health,
regenerative medicine, active ageing

AgriFood and safe nutrition: products traceability, sustainable food X X X X X X X X
production and processing, food quality and security, aquaculture
Sustainable Tourism and creative economy: Social innovation. X X X X X X

imaging technologies, open innovation, experience tourism , living labs.
digital media production, creative design, solutions for e-education

wiopeld €5 Uo 8|qe|ie Ae BlEp ON

Smart mobility: zero emissions vehicles, Euro NCAP security X X X X X
standards, e-mobility, smart logistics systems and ipteconnectivity
Innovative production technologies and advanced materials: X X X X X X

megchatronic systems, smart sensors, nanomaterials. polymers, robotics
and human-machine interface. automation, aerospace, marine mineral

resources
SOURCE: s3platform.jrc.ec.europa.eu

Tablel. Areas of specialisation for regional innovation policies

The apparent overlapping of chosen themes repsents a converging view on the development strategy and,
as it is the case for tourism in Croatia, the background idea is not to underestimate the importance of that
industry, but to acknowledge its widely scattered presence in terms of crosscutting intest based on a vast
network of small-scale operators.

In 2019 the ADRIONprogramme launched its third call for proposal on priority axis 1, specifically targeted
on two topics: Social innovation andlue Growth on S3. Specific support should be also providd to inland
areas (Serbia, North Macedonia) to be aligned and match with the needs of Adriaiimian coastal areas
when developing projects orBlue growth.

Regional systems should ensure a stronger planning and impact orientation, and a greater role of
transnational and interregional cooperation through macreregional strategies (e.g. Interreg, Vanguard
initiatives). In addition, greater synergies are considered also possible between shared programming and
EU nonstructural funds (e.g. Horizon Europe, CQ&E) that should be fully exploited by local initiatives.

S3 approach is considered as a key ingredient for the forwafldoking evidencebased economic
cooperation in the macreregion, as well as a facilitator of implementation of the innovation strategies
across the macreregion and beyond. With reference to the EUSAIR strategy, Blue Growth is one of its pillars
and has identified three main topics on which to concentrate its intervention in the area: Blue technologies;
Fisheries and aquaculture, and Marithe and marine governance and services. In 2017, the representatives
of the ADRIONcountries Governments recognized the significant potential of the Blue Economy and
confirmed their commitment to support sustainable growth in the marine and maritime sectorof the
Adriatic and lonian Region, by promoting sustainable growth and jobs through research, innovation and
business opportunities in the blue economy. Since many regions are currently in the process of revising

5 ADRIONtalian regions.
4 SITA srik CCI/OBCT
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their S3, anupdated andperiodic analysisof the Macro regional innovation potentials should be developed
in order to constantly align theADRIOND OT EAAOOS6 AEAI T AT CAO xEOE OEA 1
territories involved.

1.1.3. DIGITAL ECONOMY

Digital connectivity is considered a social ght in the EU (DESI 2019:3). The availability of information and

AT i1 OTEAAOGETT OAAETTITCEAO j)#40q AEEAAOO DPAT PI AB
quality of, information and communication

technologies is among the priorities for theEU  Households with access to the interet at home - 2018 (Percentage)

cohesion policy. 10000%

Two relevant indicators to understand the ICTs

usage in households are the broadband acces e
and the internet access. ‘
Graph.4. Households with broadband access e
Source: Eurostat, own elaboration

. . . 25.00%
The proportion of households in the EU with
access to the internet was 89%, while the

broadband access was 86%. As for teDRION
region, the proportion is lower (78.4% and  Households with broadband access - 2018 (Percentage)
77.4%, respectively). Yet, the WB countries
recorded significant increases from 203
onward, improving significantly their position
Eurostat (2019a). Zahodna Slovenija is the =
region that scores better in both the indicators
with 90%. Slovenia is also the best performer

as a country, while Bosnia and Herzegovina is
the worst, reaching ony 69% in both the
indicators. Among the Italian regions that
belong to the ADRION space, Molise is the
worst performer with 75% and 72% for
internet and broadband, respectively.

Bosnia and Herzegovina Greece Croatia Halia Montenegro  North Macedonia  Serbia Slovenia
Graph.5. Number of households with home access to COUNTRY
Internet

Source: Eurostat, own elaboration

There is a clear urbarrural divergence in terms of internet access in many countries. The divide is
particularly strong in Greece. On the contrary, in Italy, although the indicator is higher in the cities, theise
no major discrepancy in the number of households with internet access between towns and rural areas
Eurostat (2019b). Moreover, the differences in broadband speed between European regionsr digital
divide - are considerable in the region and have aimpact on the development chances.
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The Digital Economy and Society Index (DES$ a comprehensive way to measure the digital performance
among EU countrie$.Looking at the DESI indexthe EU Member States, on average, compare well with the
non-EU countries and the top EU countries are among the best performers globally, with six EU Member
States in the "top ten".

However, as underlined by the DG Connect (2018), the average hides sigmifit differences between MS
and similar differences can be found within MS themselves. This is true for tA®RIONregion as well where
countries such as Slovenia score high as well as the Italian EmiRwmagna but southern Italian regions are
among the worst performing in the EU space.

In the Western Balkans IDESI covers only Serbia that recorded the largest increase in performance as it
increased its score by 75 per cent inDESI between 2013 and 2016 and rose from the last position amongst
the 45 courtries analysed to 34th place (DG Connect 2018).

One index connected to the digitalisation of society where aADRIONcountries are all covered measures
the percentage of individuals who use the internet for interaction with public authorities. In this cas
relying on Eurostat regional data, it is possible to see the differences between and within EU and +ield
States.

While Slovenia and Greece are the best performers in tRd®RIONregion in 2019, Bosnia and Herzegovina,
Italy and Montenegro are the lowes performers (the data for Albania refers to 2018). Sicily is the worst
region among the considered ones, with only 15% of individuals using the internet for interactions with
public authorities.

Gl’aph.ﬁ. Use Of Internet in interations Individuals who used the internet for interaction with public authorities (last 12 months) - 2019 (Percentage of individuals)
with PA

Source: Eurostat, own elaboration

The uptake of digital solutions

for the public administration,
not only increases the internal
efficiency and facilitates
interactions between

administrations, citizens and

businesses, it also serves as the
main drivers of the digital

transition of territo ries (ESPON

COUNTRY

20.00%

The DiGiX is another useful

index to examine the digital economy (Camara & Tuesta 2017). It summarises relevant indicators about the
digital performance of 100 countries, including all theADRIONcountries except Bosnia and Herzegovina.
The DiGiX analyses the factors that enable a country to fully leverage the ICTs for increased competitiveness.
It is structured around six dimensions: infrastructure, households' adoption, enterprises' adoption, sts,
regulation and contents.None of the countries of theADRIONregion has a DiGiX above the average of the

6 The DESI index takes into account five dimensions, themselves divideadimsrisions, in order to track the progress

of the EU Member States in the digital economy: 1) the demand and the supply side of fixed and mobile broadband; 2)
0KS AYRAQGARdzZE £ aQ €S@St 2F RAIAGHE &a1Af & AlayiR QF AN RASB R
employment); 3) the frequency and types of activities and transactions of citizens online; 4) the digitisation of the
business sector and@mmerce 5) the digitalisation of public servicesz@vernment and #ealth.

6 SITA srig CCI/IOBCT
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100 countries analysed globally (0.48). Not even Slovenia, that is the highgdaced country in the region
and it is the only one ranked among té first 50 countries analysed by the index.

Digitization Index - DiGiX - 2016

05

Graph.7.DiG,X index (2016)

Source: Camara & Tuesta (2017),
own elaboration

04

03

02

Albania Greece Croatia ltalia Montenegro  North Macedonia Serbia Slovenia

COUNTRY

1.1.4. SERVICES TO SME

The 20192024 Agenda for Europe stresses that small and mediusized enterprises (SMES) i vital for
the economy, accounting for two thirds of private sector jobs in the EU and representing around 99% of all
enterprises DG REGIO (2020).

The Cohesion policy is the largest European source of investment in SMEs. Funds are essential to address
the challenges that the SMEs face due to their dimension in different areas, such as access to finance,
decarbonisation, digitalisation, internationalisation and innovation.

According to the Annual report on European SMEs (EASME 2019), for the first timas@ 2008 the sector
expanded in all EU countries in terms of both employment and value added. In 2018, the SMEs in EU
generated on average 56.4% of total value added and had an employment share of 66.6%.

The fact sheets published in the framework of the Safl Business Act for Europe provide information about
the SMEs in Member States and WB countrié&holesale and retail trade is the most prominent sector in

almost every ADRIONcountry except for Italy, where most SMEs operate in thenanufacturing , and

Montenegro, for which data are not available.

Overall, the most relevant problems are identified in digital transformation, cooperation between
businesses and research centres, weaknesses in the business environment and internationalisation
(although some countries in the region perform well in some fathese dimensions).

7 As for labour force and digitalisation see below the chapter devoted to social rights in the labour
market.
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1.1.5. ALBANIA

In 2017, SMEs in the Albanian nofiinancial business economy created 80.3% of all employment,
corresponding to four out of five Albanian jobs and generated 68.3% of total value added. The most
challenging dimension is the intenationalisation of SMEs (EC 2019a).

I AAT OAET ¢ O1 OEA AT AOI AT O Owl OOADOAT AOGOEAI %A1 OU
11171 OAGET T DOT EAAOR AO OEA OAOI OEITT1 OAOGEI T 6 EO C
be classified @ innovative in the Albanian context (Hach and Trenkmann 2019: 12). The survey carried out

by the Albanian Institute of Statistics for the period 20162018 on SMEs belonging to NACE sectors related

to ICT, reveals that 46.9% of these enterprises have beémovative, and the majority of innovating
enterprises belong to the group 89 employees (95.6%). According to the same source, 73.5% of the
surveyed SMEs state that the most important factor in preventing innovation from happening is the high

cost of innovation activity (INSTAT 2019). In 2017, 24,924 new businesses were registered in Albania.
Among them, 95% are micro enterprises. The numbers suggest that most activities remain in traditional
sectors such as agriculture, forestry and fishery (5,767 regisdtions), accommodation and food services
(4,268) and trade (6,237), suggesting little innovative activities.

Cooperation between government, academia and industry remains weak. Transfer of knowledge is rare and
only takes place with highly entrepreneurialprivate universities as the POLIS university.

1.1.6. BOSNIA AND HERZEGNA

In 2016, SMEs generated 66.3% of total value added and 71.9% of employment. Wholesale and retail trade
contributed the most to SME value added, with a share of 32.9%, along with a shafe30.9% in SME
employment. The manufacturing sector was the second sector for SMES, generating 26.3% in value added
and 28.6% in employment. SME value added fell in both information and communication and real estate
activities (EC 2019b).

Access to fimnce performs in line with the EU average, while internationalisation and information
availability perform below the EU average. The country should increase investment in R&l and take
measures to prevent brain drain. According to the Agency for Statistiasf Bosnia and Herzegovina, the
percentage of small enterprises which were innovatioractive in the period 20142016 is 36.8%. The rate
of medium enterprises which undertook innovation activities stood at 49.7% in the same period. The most
relevant barrier in the implementation of innovation activities is identified in the lack of funds (Agency for
Statistics of Bosnia and Herzegovina 2018).

Strategies exist only at entity and cantonal level, as there is not a countrywide framework for SMEs policy.
The Fedeation entity implemented the scholarship programme for the professions required by industry,
xEEIT A 2APOAI EEA 30DPOEA OOAOOAA OEA O)1 11 OGAOGEITT Al
digitalisation and to raise innovation and research capaties (EC 2019b).

1.1.7. GREECE

In 2018, SMEs in Greece have an employment share of 87.9% and represented 63.5% of total value added.
Wholesale and retail trade and manufacturing generated nearly half of SME value added. The increase in
SME employment in 20142018 was due to growth in the food products suksector, due to its synergistic
relationship with other sectors such as agriculture and tourism.

In 2018, Greek SMEs in the specialised knowledg®ensive services and hightech manufacturing sectors
accounted fa 24.5% of the value added in the services and manufacturing sectors (the EU average is 33
percentage points).

8 SITA srig CCI/IOBCT
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The country is in line with the EU average in skills & innovation. Fiscal incentives have been introduced to
encourage the development of the R&ompetencies of SMEs. Four measures were adopted during the
AOOOAT O OAEAOAT AA DPAOET Ag-créatel1 TOIAGA O Ao ARQAIT QOAIT A& Ad

ATTTAAOGETTO AAOxAAT 20) AT A AOOET AOON OEA QLOEGAAC
that aims to encourage the recruitment of young scientists in manufacturing, ICT and construction;

0" OOET AGO ()1 11 O0AOGEIT ' OAAAAGHh AAOGECT AA & O Al OAOE
AT A Y#4n OSECEOAI vdigtEaims © preEio® dighd kilsOAT ' OAAAAG R

Policy action is needed to improve the internationalisation. The country has among the lowest share of SMEs
purchasing online (6%) and selling online (11%) (EC 2019c).

1.1.8. CROATIA

SMEs account for 68.9% of employment anir 59.4% of value added in 2018. In the period 2012018,
SME value added in the wholesale and retail trade sector increased by 37.5%, but the level is still lower than
in 2008. The accommodation and food services sectors generated a strong growth, assalt of government
programmes aimed at stimulating tourism.

#O0l ACEA EAO OEA 11T xA0O PAOA&E Oi ATAA ET OEA %5 ET
third best score in internationalisation and it is above the EU average for environment.

The lack of a qualified workforce continues to be a relevant issue. Between 2017 and 2018 there were
improvements in the share of adults who intend to start a business and in the entrepreneurial activity of
in the specialised knowledge intensive services and higlech manufacturing sectors, R&D intensive,
accounted for 26.6% of SME value added in the manufacturing and services sectors, significantly betoav
EU average (33%). However, there are improvements in the percentage of SMEs introducing product or
process innovations and marketing or organisational innovations.

A policy measure implemented by the Government is the introduction of innovation vouchefor SMEs, that
facilitate the cooperation between entrepreneurial activities and scientific research organisations through
the provision of expert support to SMEs (EC 2019d).

1.1.9. ITALY

The share of employment generated by SMEs is 78.1% in 2018, while thdueaadded is at 66.9%. Micro
firms are particularly important, providing 44.9% of employment. 30.4% of overall SME value added is
generated in the manufacturing sector.

Italy has one of the lowest scores in responsive administration, state aid & public grarement. Italy is in
line with the EU in skills & innovation, but the share of SMEs selling online is low, as is the introduction of
product or process innovation. With regard to the internationalisation, Italy performs below the EU average
but its share of SMEs exporting outside the EU is above it.

4EA ¢mpe O)1 AOOOOEA 18mn6 bi AT AAOAA AO Al ET AAT OE
1.1.10. MONTENEGRO

In 2017, SMEs accounted for 80.1% of total employment and 69.5% of total value added. Tinare of SMESs
selling online and the resulting turnover ranks well below the EU average. Montenegro ranks among the
highest performers in border agency cooperation and online exports outside of the EU (EC 2019f).
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1.1.11. NORTH MACEDONIA

SMEs generated 74.2% of joband 63.4% of value added in 2017. Most SMEs (40.7%) operate in the
wholesale and retail trade sector. Information and communication was among the fastest growing sectors
in 2012-2017.

North Macedonia performance in skills and innovation is below the EU axage. The country has one of the
lowest shares of SMEs selling and purchasing online. The SMEs selling online are only 3%, while the EU
average is 18%.

The business in the country is faced with weaknesses in the business environment and informal economy.
With regard to the environment, North Macedonia is the worst performer of all the countries considered.
The internationalisation is in line with the EU average, but the contribution to exports is the lowest of the
Western Balkans (EC 2019q).

1.1.12. SERBIA

99.8% of all firms in the Serbian nonfinancial business economy are SMEs. They account for 66.3% of
employment and 55.6% of total value added in 2017. One third of SMEs operate in the wholesale and retail
trade sector, followed by the manufacturing sector.

Between 2017 and 2018, the proportion of SMEs purchasing online decreased, while those selling online
increased. The percentage of employees with ICT skills decreased from 20.7% to 18.2% (EC 2019h).
1.1.13. SLOVENIA

The employment share of SMEs in Slovenia (72%), agll as the value added (64.5%), exceed the EU
average in 2018. The majority of SMEs are active in wholesale and retail trade and manufacturing.

One of the most relevant issues is the lack of qualified workforce. Other challenges are the slow digital
transformation and the low level of cooperation between business and research, development and
innovation institutions. The percentage of SMEs offering green products or services dropped from 33% in
2015 to 23% in 2017. Slovenia performs in line with the EU &rage in internationalisation (EC 2019i).
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Percentage of small enterprises (10-49) selling online - 2019 and Percentage of medium
enterprises (50-249) selling online - 2019

B Percentage of small enterprises (10-49) selling online - 2019 [l Percentage of medium enterprises (50-249) selling online - 2019

40.00%

30.00%

20.00%

10.00%

0.00%
Bosnia and Herzegovina Greece Croatia Italia Montenegro Serbia Slovenia

COUNTRY

Graph.8. Online selling for SMEs

Source: Eurostat, own elaboration

'T EI b1 OOAT O ET AEAAOT O E le-cdnihdrce 3whith@diers @EhE frablit® of@oost 1 1
and services over computer networks (Eurostat 2019c). The EU average of small enterprises 49
persons employed) selling online is 16 percentage points, while regarding the medium enterprises (239
persons employel) the average is 25 percentage points. In tht@DRIONregion, Serbia is the best performing
country for both the categories of enterprises (respectively 28 and 31%). Greece is the worst performer
(8%) with respect to small enterprises. Considering medium mterprises, the worst performing country is

Italy (15%).

Looking at the Italian regions included in theADRION ISTAT data show that Calabria is the best performer
with regard to the percentage of enterprises with more than 10 employees selling online (284), while
Molise is the lower performer (8.6%).

Enhancing the competitiveness of SMEs is among the goals of the EU structural funds. Progress in the digital
economy is critical to improve the competitiveness (Eurostat 2019c¢). The use of the internet byterprises
is not limited to e-commerce, as it is related to many different dimensions.

Between them, it is interesting to look at thepurchase of cloud computing services. Data provided by
Eurostat allows to make a comparison of the enterprises with 10 psons employed or more that bought
cloud computing services in 2014 and in 2018. The EU average was 19% in 2014 and grew to 26% in 2018.
Slovenia was aligned to the EU average in 2018, while Croatia was the only country in &i2RIONregion
above it (31%l). The Italian case is apparently relevant, as the percentage fell from 40% in 2014 to 23% in
2018 in official statistical terms, though this is due to a change in data criterion collection. On the other
hand, the percentage has almost quadrupled in Serb{fxom 4% in 2014 to 15% in 2018). Cloud computing
services were mostly used in 2018 for email, storage of files and office software.
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1.1.14. PARTICIPATION TO HZD PROGRAMME: INNOVAON AND RESEARCH

The first priority of the new EU Cohesion Policy covers a crudieole in European policy investments; as the

Al O A0 #1111 EOCOETTAO A O 2 A Chartispetialisation vitllAde motelinpiriark  # ¢
than ever in the posR020 period. For these strategies to express their full potential in the coming gjeae

need two things: more partnership and more ownership, especially in those regions that need to catch up the
most. This initiative will help prepare the ground for solid innovation strategies in the post 2020 peridd."
facilitate this process, Comnssion is helping Europe's regions to prepare for the future, with solid
innovation strategies supported by EU funds in the next lonterm EU budget for 20222027, for example
xEOE OEA ET EOEAOQOEOA O3 0AEOxAU OI exp@rasA fo tedidndladyging O E A
behind in terms of innovation and helps regions to identify adequate EU resources to finance innovative
projects, and pair up with other regions with similar assets to create innovation clusters.

A new programmez Horizon Euro pe z will build on the achievements and success of the previous research
and innovation programme,Horizon 2020 (H2020), and keep the EU at the centre of global research and
innovation. H2020 showed its capability to help to create jobs and growth, tackléggest societal challenges
and improve people's lives, with a clear European added value, producing demonstrable benefits compared
to national or regionaklevel support. The table below shows the high number of participating organisations
in the H2020 Prggramme in the 20142020 period from ADRIONCountries.

6000 -1 5695

5000 -t
3000 -
2000 -
992
1000 -t
546 405
36 94 44 82

‘@9 N

Graph.9. Number of organisations participating to H2020 projects and based in kieRION

It should be noticed the high participation in the Programme especially by organisains from Italy and
Greece (respectively 5,695 and 3,766), but even the remarkable participation of IPA countries, Serbia (405
entities), BosniaHerzegovina (94) and North Macedonia (82).

About two-thirds of Europe's economic growth over the last decadelas been driven by innovation, to
which H2020 contributes with more than 10 BEUR/year (80 BEUR in the-year programme period).
Horizon Europe is expected to generate new technologies, promote scientific excellence, and to have
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positive effects on growthtrade and investment and significant social and environmental impact. Each euro
invested by the programme can potentially generate a return of up to 11 euro of GDP over 25 years.

1.2. Policy objective 2 A greener and low carbon Europe

1.2.1. HABITATS AND BIODIMESITY
Natura 2000 isthe ELi Ai AAO OOAOAOGG 1T AOx1 OE 1T £ DPOT Otkrhduvival AOA,
of most valuable and threatened species and habitats listed under both the Birds Directive (2009/147/EC)
and the Habitats Directive (92/43/EEC). The Eerald Network is an ecological network of Areas of Special

Conservation Interest (ASCIs) set up by the Contracting Parties to the Bern Conventiancluding a wider
group of countries.

The ADRIONregion contains 3,027 NATURA 2000 sites in the member séat with a total area of 117,993
square kilometres and 1,338 natural protected are@dn the non-member states with a total area of 16,894
square kilometres.

Natura 2000 sites in the ADRION region, | 2= £
by extension in hectares
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Map 1. Natura 200 sites

Source: Natura 2000 database (2020), own elabonatio

8 https://www.coe.int/en/web/bern _-convention/emerald -network

9 https://www.protectedplanet.net
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The share of protected areas is much larger among Member States as compared with candidate and
potential candidate countries in the WB. This indicates a different approach in designation and management
of the areas to be protected.

The process of EU irggration is going to improve the environmental protection in the WB with the large
acquis communautairen this field. Indeed, the accession process to the European Union (EU) provided
Croatia the chance to join the ecological network Natura 2000. The natial designation of protection areas
should be founded on scientific criteria but a review of these processes in different EU member states
shows, however, that many factors affect the designation process, such as power and influence of different

interestCOT OPO AT A AAPAAEOEAO T £ OEA AAIT ET EOOOAOQEITO

Table 1 Environmental situation, some basic context indicators

Albania 65 26 43.1 NA 135 99.6 40 -
Bosnia . 55 42.7 43.1 NA 1.4 64.9 52 -
Herzegovina
Greece 45 31.6 47.6 80.4 11 825 21 29
Croatia 20 34 27.6 10.6 23.6 73.2 43 -
Italy 35.2 31.7 43.2 49.7 13.4 202.9 30 19
Montenegro 65 61.4 19 NA 4.2 457 33 -
North — 72 | 395 50.2 26.5 9.7 83.4 42 i
Macedonia
Serbia 44.2 31.1 39.3 12.2 6.6 91 44 20
Slovenia 40 62 30.6 0.4 55.1 102.9 45 -
Nordregio
(2004), FAO Aquastat | World Ban Eurostat | World Bank | World Bank
Source FAO (2016)
MakStat | (2016) (2020) (2018) (2018) (2018) (2018)
(2020)
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1.2.2. CLIMATE CHANGE

Climate change is due to natural and mamade hazards and risksThe current transformations that climate
is experiencing are not to be neglected. The wholEDRIONregion's temperature is higher now than it was
a few decades ago.

The changes, however, are not the same for every subregion. As it is evident from the data visualization, the
Adriatic regions are more exposed than the lonian ones. In general, only Greexzeems to be marginally
affected, whereas the other countries have experienced major changes when it comes to their climate

Map 2. Mean temperature change iADRIONarea

Source: original elaboration of ECMWF data

1.2.3. FORESTS

According to the Food and Agriculture Organisation of the United Nations (FAO), forests are land with tree
canopy cover of more than 10% and an area of more than 0.5 hectares. Besides providing numerous
ecosystem services, such as soil protection againstosion and regulation of climate, they generate
resources and sources of employmeénForests extend over at least 34.7% (FAO, Eurostat data, 2015) of the
ADRIONTregion, their coverage ranging from 6.9% in Puglia, Italy, to 67.6% in Zahodna Slovenija. The
macro-regional share is in line with the EU28 average (36%).

10 hitps://www.ecmwi.int/en/research/projects/uerra
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