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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-



The economic impact of objective 1 interventions for the period 2000 - 2006 32

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.



The economic impact of objective 1 interventions for the period 2000 - 2006

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.



The economic impact of objective 1 interventions for the period 2000 - 2006 51

»  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
induce various new job opportunities in many fields. It is estimated that in 2000 (2006) approxi-
mately 270.000 (216.000) positions or 4.4 (3.3) percent of the occupied population are depending
on objective 1 interventions (Table 24 and Table 25). Community grants alone will guarantee
112.000 (92.000) positions or 1.8 (1.4) percent of al jobs.

On the supply side in the year 2000 (2006), 10.377 (9.464) million euro or 4.5 (3.3) percent of gross
domestic product are directly or indirectly induced by objective 1 interventions, and 4.290 (4.017)
million euro or 1.8 (1.4) percent of GDP on Community interventions. Capital goods producing
sectors are participating way above average in objective 1 interventions, in particular machinery,
electrical goods and building and construction. But also many other sectors will benefit indirectly
through intermediate supplies and intersectoral trade. It is estimated that the GDP would be reduced
in 2000 (2006) by 1.8 (1.4) percent if Community grants could not be transferred in this particular
year. In this situation East Germany would realise a growth rate in 2000 (2006) of 0.0 (2.2) percent
instead of 1.9 (3.7) percent.
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Table 24: Economic impact of objective 1 interventions 2000 in East Ger many

Mi01999 Euro

Level Growth| Change | Growth| Change | Growth| Change | Growth
2000 rate | induced | rate | induced | rate | induced | rate
2000 | bytotal |excludin| by public|excludin by excludin
interventi | gtotal [ interventi| g public| Communi g
ons |internve|] ons |internve ty Commu
ntions ntions | interventi | nity
ons |internve
ntions
Category Mio. Euro % |Mio. Euro] % |Mio. Euro| % |Mio. Euro| %
STRUCTURAL CHANGE
Agriculture, forestry and fishery, 5037 | -0.2 266 | -55 171 | -3.6 113 | -24
Fuel and power 791 | -6.5 9| -76 6| -7.2 3| -6.9
Manufacturing 37800 | 5.0 1305 | 1.3 841 | 26 532 | 35
Building and construction 24777 | -2.8 2805 | -13.8 1803 | -9.8 1143 | -7.2
Private services 90052 | 44 3005 | 09 1933 | 22 1225 | 3.0
Government services 60560 | 1.2 2830 | -35 1819 | -1.8 1208 | -0.8
Vaue added 219017 | 26 10220 | -2.2 6573 | -05 4225 | 06
VAT on products 13899 | -8.2 157 | -9.3 101 | -89 66 | -8.7
Gross domestic product 232 916 1.9 10377 | -2.6 6674 | -1.0 4290 | 00
ECONOMIC GROWTH
Private consumption 118 608 15 631 | 0.9 404 | 11 262 1.2
Government consumption 56 969 12 3406 | -4.8 2187 | -2.7 1458 | -14
Gross fixed capital formation 67702 | 23 8048 | -9.9 5175 | -5.6 3250 | -2.7
Changein stocks 1370 - 20 - 21 - 22 -
Exports less imports - 11733 | 0.0 -1728 | -147 | - 1113 | -95 - 701 | -6.0
Gross domestic product 232 916 1.9 10377 | -2.6 6674 | -1.0 4290 | 00
FOREIGN TRADE
Exportsto EU countries 25376 | 13.2 77 | 129 49 | 130 33 | 131
Exportsto third countries 19633 | 131 45 | 129 29 | 130 20 | 130
Exports of goods and services 45009 | 132 122 | 129 78 | 13.0 53 | 131
Imports from EU countries 30774 16 1241 | -25 798 | -11 502 | -0.1
Imports from third countries 25968 | 225 609 | 19.6 393 | 20.7 252 | 21.3
Imports of goods and services 56742 | 10.2 1850 | 6.6 1191 | 7.9 754 | 87
CAPITAL
Equipment 201580 | 23 7814 | -1.7 5028 | -0.2 3227 | 0.7
Buildings 929818 | 22 44736 | -2.7 28764 | -09 18586 | 0.2
Capital stock 1131398 | 23 52550 | -2.5 33792 | -0.8 21813 | 0.3
LABOUR (1.000 persons)
Wage and salary earners 5543 1.7 250 | -2.9 161 | -1.3 103 | -0.2
Self-employed 524 | 2.3 20 | -15 13 | -02 8| 07
Occupied population 6 067 1.7 270 | -2.8 174 | -1.2 112 | -0.2




The economic impact of objective 1 interventions for the period 2000 - 2006 57

Table 25: Economic impact of objective 1 interventions 2006 in East Ger many

Mio01999 Euro

Level Growth| Change | Growth| Change | Growth| Change | Growth
2006 rate | induced rate | induced rate | induced rate
2006 | bytotal |excludin| by public|excludin by excludin
interventi | gtotal |interventi|g public| Communi g
ons |internve| ons |internve ty Commu
ntions ntions | interventi | nity
ons |internve
ntions
Category Mio. Euro % |Mio.Euro] % [Mio.Euroj % [Mio. Euro| %
STRUCTURAL CHANGE
Agriculture, forestry and fishery 4941 | -05 224 | -5.0 149 | -35 100 | -25
Fuel and power 886 1.7 8| 08 5 11 3 1.3
Manufacturing 43864 | 2.7 1022 | 0.3 680 | 1.1 427 1.7
Building and construction 29753 | 38 2421 | -46 1607 | -1.8 1011 | 0.3
Private services 113585 | 4.1 2913 | 14 1933 | 23 1216 | 3.0
Government services 75567 | 4.0 2742 | 03 1822 15 1203 24
Value added 268596 | 3.7 9330 | 0.1 6197 | 1.3 3960 | 22
VAT on products 15689 | 2.7 134 | 1.8 89 | 21 57 | 23
Gross domestic product 284285 | 3.7 9464 | 0.2 6 285 14 4017 | 22
ECONOMIC GROWTH
Private consumption 144151 | 34 505 | 3.0 394 | 31 255 | 3.2
Government consumption 62 847 17 3172 | -34 2105 | -1.7 1394 | -0.6
Gross fixed capital formation 88848 | 5.2 7626 | -3.8 5065 | -0.8 3163 | 15
Changein stocks 8 057 - 7| 16.3 6 | 16.3 6 | 16.3
Exports |less imports - 19618 | 7.2 - 1936 | -34 -128 | 0.1 - 801 | 28
Gross domestic product 284285 | 3.7 9464 | 0.2 6 285 14 4017 | 22
FOREIGN TRADE
Exportsto EU countries 39 266 6.3 102 6.0 67 6.1 45 6.1
Exportsto third countries 30318 | 6.2 58 | 6.0 39| 6.1 26 | 6.1
Exports of goods and services 69584 | 6.2 160 | 6.0 106 | 6.1 71| 61
Imports from EU countries 48629 | 6.5 1408 | 34 934 | 44 584 | 5.2
Imports from third countries 40573 | 64 689 | 4.6 456 | 5.2 288 | 5.6
Imports of goods and services 89202 | 64 209 | 3.9 1391 | 438 872 | 54
CAPITAL
Equipment 244134 | 29 7056 | -0.1 4689 | 09 2993 | 17
Buildings 1135605 | 3.2 42184 | -0.7 28021 | 06 1799 | 15
Capital stock 1379739 | 31 49241 | -0.6 32710 | 0.7 20989 | 15
LABOUR (1.000 persons)
Wage and salary earners 5911 1.3 201 | -21 133 | -09 85| -01
Self-employed 542 | 0.7 15 | -20 10 | -11 6| -04
Occupied population 6 453 1.3 216 | -21 143 | -10 92 | -02
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As most of the structural interventions expenditure is investment oriented, private consumption is
not much affected. However, it must be acknowledged that large wage awards, an increase in real
income and purchasing power, will increase private consumption with a certain time lag. Govern-
ment consumption and gross fixed capital formation are the components of final demand which are
affected most. In 2000 (2006) about 2.6 (2.2) percent of government consumption depends on
Community grants given mainly by the European Social Fund. Most of this expenditure is spent for
salaries and training activities to improve human resources. As was indicated in Table 23, most of
structural interventions are expenditure allocated to improve physical infrastructure. In 2000 (2006),
11.9 (8.6) percent of total investment is spent on objective 1 interventions related investment, 4.8
(3.6) percent of which is funded by Community grants. It can be expected that a more modern infra-
structure will attract new activities and encourage private initiative.

A modern infrastructure and better labour skills will tend to improve the export potential of a re-
gion. So far, only a modest impact of the structural interventions on exports is envisaged. Imports
and the corresponding leakage effects are far more important. As East Germany is a small, open
economy highly integrated with the German market, many capital goods or parts of capital goods
which are required for structural interventions projects can not be produced in East Germany but
will be imported from West Germany, other European countries or even from outside the EU. If the
objective 1 interventions are successful in generating more growth, imports will tend to rise. For
2000 (2006), it is estimated that 754 (872) million euro or 1.3 (1.0) percent of total imports depend
on Community grants. A first quantification of leakage effects of Community grants, is indicating
that the leakages to EU countries (including West Germany) from induced imports in 2000 (2006)
amount to 17.0 (19.7) percent of Community grants while leakages to third countries reach 8.8 (9.7)
percent contributing to the total leakage effect of 25.5 (29.5) percent.

Structural change seems to be guided in the right direction. Selected industries will emerge as
growth poles and services are benefiting alot on indirect levels. Many new positions are created in
various sectors. In 2000 (2006), a total of 270.000 (216.000) positions will be financed by the
structural interventions, with a substantial part of new positions in private services and in govern-
ment services to improve education and vocational training. The building and construction sector
will participate positions mainly in various projects to improve the physical infrastructure. Although
the potential of the East German industry in the field of producing machinery and electrical equip-
ment is still limited, the mid-term perspective of the structural interventions offers good prospects
for these industries.

Increased expenditure for government services may induce structural change towards more govern-
ment participation in economic activities despite the official strategy for privatisation. However, the
objective to improve labour skills and the education system is so important, that a higher govern-
ment participation in economic activities is acceptable for a limited time. The accelerating process
towards the development of key industrial sectors and innovative services sectors is certainly the
best policy.

In Table 26, the annual results are summarised for gross domestic product. For 2000 it is expected
that the gross domestic product of East Germany will grow by 1.9 percent including all actions of
objective 1 interventions. If all objective 1 interventions are excluded, the GDP growth rate would
decline to —2.6 percent. For 2006, an annual growth rate of 3.7 percent is expected. The growth rate
would be reduced to 0.2 percent if alls objective 1 interventions were to be discontinued in this year.
For the period 2000-2006 an average annual growth rate of 3.2 percent is expected for East Ger-
many. If objective 1 interventions were not implemented at all, the average growth would be re-
duced to 2.7 percent. If all public objective 1 interventions (Community + national), the average an-
nua growth rate would be reduced to 2.8 percent. If finally it is assumed that only the Community
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grants were cancelled, an average annual growth rate of 3.0 percent may be expected for the period
2000-2006 on the basis of the autumn 2001 forecast.

Table 26: Objective 1 interventions and growth in East Ger many

Mio1999 Euro

Objective 1
GDP GDP without| GDP without| GDP without
total public Community
interventions| interventions| interventions
(@) 2 (©) 4)
Mio. Euro
1999 228 577 - - -
2000 232 916 222 539 226 242 228 626
2001 240 886 230 643 234 155 236 608
2002 248 856 238 442 242 014 244 543
2003 256 869 246 454 249 943 252 526
2004 264 654 255 043 258 340 260 699
2005 274 267 264 769 267 954 270 248
2006 284 285 274 821 278 000 280 268
Growth ratein %
2000 1.9 -2.6 -1.0 0.0
2001 34 -1.0 0.5 1.6
2002 3.3 -1.0 0.5 15
2003 3.2 -1.0 0.4 15
2004 3.0 -0.7 0.6 15
2005 3.6 0.0 12 21
2006 3.7 0.2 14 2.2
Average annual growth ratein %
2000-06 32 | 27 28 | 30
Reduction of growth ratesin %
2000-06 - 0.5 0.3 0.2

Given the enormous task of restructuring the economy, it does not seem likely that East Germany
can reach a good foundation for self-sustained economic growth by 2006. Many of the approved and
anticipated projects had helped and will help to establish a modern physical and human infrastruc-
ture. This, despite certain pressures on prices and inflation, will encourage private initiative and
participation in gross fixed capital formation. A modern infrastructure will reduce several con-
straints for growth and development. However, only if modern production facilities are in place

which match the public infrastructure, can rising incomes and competitive prices be realised.

2. Greece

Like Portugal, Greece is amember state with a very significant development lag. In 1999, the coun-
try realised only 68 percent of the Community average for GDP per capita. To this extent Greece is,
like Portugal, areference country for this study.
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M acroeconomic outlook
The projection of input-output tables for 2000-2006 is based on

» thelatest national input-output table for Greece of 1994,
» thelatest macroeconomic data of Eurostat and "
» the autumn 2001 macroeconomic projection of the European Commission .

Following successful stabilisation efforts undertaken for a number of years, macroeconomic funda-
mentals have improved markedly in Greece and stability has been enforced although domestic price
performance remains vulnerable particular to external shocks. Inreal terms, the catching-up process
of the new Member of the euro zone, as of January 2001, is accelerating. Despite an acceleration in
exports, the external balance deteriorated in 2000, as most of the expanding components of domes-
tic demand, in particular investment in equipment and private consumption, have strong import
content (Table 27).

Real GDP growth has been above the EU average since 1996. Economic activity accelerated further
rising by 4.3 % in 2000. As total investment was rising much faster than total output, its relative
share in GDP reached 23 % in 2000 from 18 % in 1995. Tax reforms and falling interest rates re-
sulted in a sharp increase in consumer credit and are supporting private consumption which in-
creased strongly in 2001. In view of the preparation of the Olympic Games of 2004 and of acceler-
ating financial flows from EU structural funds, investment growth is expected to rise further in the
period ahead, partly compensating for the slowdown in world demand. Total investment is expected
to approach an impressive 30.5 % of GDP in 2006. During 2000-2006 real GDP is forecast to grow
at an annual average rate of 4.5 %.

Despite buoyant economic activity, the situation in the labour market improved only marginaly un-
til 2000. After peaking to ailmost 12 % in 1999, the rate of unemployment fell to 11.1 % in 2000.
Total employment also fell by 0.3 % in 2000, as the increase in employment in the service sectors
could not compensate for continuing job losses in the manufacturing and the agricultural sectors.
During 2000-2006 employment is estimated to increase by 0.8 % per year inducing a further decline
in the unemployment rate. Sustained activity and the continuation of structural reform efforts are
expected to support an improvement in the situation of the labour market during the forecast period.

Investment, both in equipment and buildings, is expected to strengthen on the assumption that
structural reform measures will start producing positive effects on the supply side and, more di-
rectly, by the large infrastructure programme which is supported by the European Communities.

The macroeconomic strategy of the structural interventions therefore is that, under the circum-
stances, appropriate measures need to be taken if essential public investment is not to be jeopard-
ised. At the same time, increasing the efficiency of investment will be likely to lead to faster eco-
nomic growth. The Greek authorities are aware of the need to pursue a macroeconomic strategy
aimed at rectifying the public finance situation.

" 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, 2001.
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Table 27: Economic outlook for Greece
Mio. 1999 Euro

Level Percentage change at annual rate MEMO

Mio. Euro EUR15

Category 1999 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 |2000-06|2000-06
Gross domestic product 117 065 43| 41 | 35 | 42 50 | 50 | 50 45 2.6
Private consumption 83 259 15/ 31 | 27 | 29 | 38 | 40 | 40 3.1 28
Government consumption 17 602 12| 18 0.5 0.6 0.9 1.0 1.0 1.0 2.0
Gross fixed capital formation 26 836 31| 90 | 91 |103 | 105 | 100 | 99 8.8 4.6

Changein stocks - 745 - - - - - - - - -

Exports of goods and services 23575 | 132 | 57 | 26 74 | 75 | 70 | 7.0 7.2 7.7
Imports of goods and services 33462 | 10.0| 5.6 41 6.8 7.2 7.2 7.2 6.9 7.9
Capital stock 515 231 31| 35 |40 | 44 | 48 | 52 | 52 4.3 29
Occupied population (1.000 persons) 3909 | -02| 09 | 06 11 1.7 1.7 | 00 0.8 1.2

Having achieved correction of severe fiscal imbalances, the stance of fiscal policy seems to have
turned neutral. The general government deficit was reduced to 1.1. % of GDP in 2000. In the budget
for 2002, the government is targeting a surplus of 1.3 % of GDP, marginally lower than the target of
1.5 % included in the Greek Stability Programme presented in December 2000 under the require-
ments of the Stability and Growth Pact.

The strengthening and modernisation of the financial sector and of industry should make for better
allocation of resources, to the benefit of sectors with a higher value added component. Labour mar-
ket rigidities and an inadequate education system are also impeding the smooth operation of the
economy.

Objective 1 interventions

The Greek Community Support Framework (CSF) 2000-2006 *aims at contributing to a degpening
of Greece'sintegration in the EU and in the knowledge-based world economy by promoting struc-
tural change and exploiting the potential for higher productivity and employment. The strategy is
expected 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 through the use of some 22.7 billion euros of Structural funds, for
some 3.3 billion euros of the Cohesion Funds and loans and guarantees of the European Investment
Bank and European Investment Fund. 21.3 billion euros of the Structural funds will be devoted to
objective 1 interventions (T able 28).

Productivity is the key factor determining the sustainable long run growth rate and thus the condi-
tions for improved living standards. With Greece joining the European Monetary Union (EMU) in

8 European Commission, Directorate-General Regional Policies: Summary of the Community Support Framework
Greece 2000-2006, Brussels 2001.
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January 2001 productivity growth combined with the appropriate cost developments will be of par-
ticular relevance for Greece's competitiveness. The CSF's priorities are focused on the types of in-
vestment in physical, human and knowledge capital that are most conducive to increases in Greek
productivity and growth in 2000-2006. The CSF envisages also increased efforts in the fields of
natural and cultural environment, health and welfare, as well as a territorial balance in the develop-
ment of the Greek regions.

The broad strategy aims are further specified in the priorities presented below, which must be seen
as complementary in achieving the set objectives:

* Development of human resources and employment promotion
» Enhancing competitiveness for sustainable devel opment

* Communications

* Rura development and fisheries

o Quadlity of life

* Information society

* Regiona development
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Table 28: Financial programming of objective 1 interventionsin Greece

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

Mio. 1999 Euro

Communi| National | Public | National
ty public | contributi | private Total
Code |Description contributi | contributi on participati
1)+ ) +(4)
€ 2 ©) 4 ©)
10 |Productive Environment 0 0 0 0 0
11 |Agriculture 1004 417 1415 1415 2837
12 |Forestry 130 44 13 13 187
13 |Promoting the adaptation and the development of r] 1121 426 290 290 1836
14 |Fisheries 299 105 181 181 585
15 |Assisting large business organisations 136 109 400 400 646
16 |Assisting SMEs and the craft sector 964 486 1775 1775 3226
17 |Tourism 584 231 645 645 1461
18 |Research 422 151 269 269 842
1 |Productive Environment 4 662 1970 4988 4988 | 11619
20 |Human Resources 65 22 8 8 94
21 |Labour market policy 768 256 1 1 1025
22 |Social inclusion 742 247 4 4 993
23 |Developing educational and vocational training (pd 1 438 479 1 1 1919
24 |Workforce flexibility 734 245 162 162 1141
25 |Positive labour market actions for woman 352 117 45 45 514
2 |Human Resour ces 4100 1367 220 220 5687
30 |Basic Infrastructure 0 0 0 0 0
31 |Transport infrastructure 6 625 4610 3812 3812 | 15047
32 | Telecommunicationsinfrastructure and informatiof 1 518 557 521 521 2597
33 |Energy infrastructures (production 419 414 728 728 1560
34 |Environmental infrastructure (including water) 580 213 5 5 798
35 |Planning and rehabilitation 1423 505 163 163 2091
36 |Social infrastructure and public health 1272 413 0 0 1685
3 |Basic Infrastructure 11 837 6 710 5230 5230 | 23777
40 |Miscellaneous 228 86 0 0 314
41 |Technical assistance and innovative actions (ERDH 494 306 77 77 877
4 |Miscellaneous 722 392 77 77 1191
TOTAL 21321 | 10438 | 10516 | 10516 | 42275
Annual distribution
2000 2558 1253 1262 1262 5073
2001 2741 1392 1475 1475 5609
2002 3120 1534 1578 1578 6 232
2003 3248 1637 1655 1 655 6 540
2004 3229 1522 1470 1470 6 220
2005 3253 1550 1528 1528 6 331
2006 3171 1550 1548 1548 6 269
2000-06 21321 | 10438 | 10516 | 10516 | 42275
in percent of GDP
2000 21 1.0 1.0 1.0 4.2
2001 2.2 1.1 1.2 1.2 4.4
2002 2.4 1.2 1.2 1.2 4.7
2003 2.4 1.2 1.2 1.2 4.8
2004 2.2 1.1 1.0 1.0 4.3
2005 2.2 1.0 1.0 1.0 4.2
2006 2.0 1.0 1.0 1.0 3.9
2000-06 2.2 1.1 1.1 1.1 4.4
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Investment in human and knowledge capital is crucial for long term economic growth. Action fo-
cuses 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
policies to fight unemployment, on promoting equal opportunities for all, enhancing entrepreneur-
ship and adaptability, diffusing technological innovation, and promoting the Information Society.
The increase of the employment rate, in particular that of women, is also an objective. In order to
boost human capital and improve quality, Greece will further promote certification, and apply mar-
ket driven approaches and open tendering procedures. Overall, the interventions of human resources
will be closely linked to the European Employment Strategy.

As regards competitiveness, the intention is to provide the system of business support increasing the
focus on small and medium sized enterprises (SME) and business start-ups, putting tourism on a
more competitive business footing, introducing new types of financial products and intermediaries
(for example offering loan guarantees), promoting training and education actions with investment in
buildings and equipment, and finally supporting the liberaisation of energy markets and the
achievement of the Kyoto target.

Investment in transport communications infrastructure, aiming at reducing peripheraity vis-avis
the rest of Europe, and reduce transactions costs, will enhance integration with the rest of the EU
and better access to Central Europe for greater opportunities for domestic competition and trade and
improve efficiency of internal linkages in the domestic market by reducing bottlenecks, particularly
in the main traffic corridors and urban areas. With a view to sustainable development, specific at-
tentions will be given to investment needed for ensuring a rational management of environmenta
resources.

With regard to agriculture, rural development and fishing, priority is given to the overal competi-
tiveness of the rural areas against a background of sustainable and balanced development. The prin-
cipal aims are the mobilisation of private investment together with supporting actions, and the pro-
motion of quality, with interventions at the level of farming operations, processing and marketing
products. Another priority is the protection of the natural resources and the environment, and the
implementation of integrated programmes for rural development. Concerning fisheries, priority is
given to the modernisation of the production tools according to the rules of quality and environment
in order to obtain a sustainable and balanced development of the sector.

Quality of life refers to natural and cultura environment, health and welfare. As regards the envi-
ronment, a reinforced effort is foreseen to meet fully EU Directives concerning the quality of
drinking water, and the treatment of waste water. Mgor progress should be made in installing a
proper system for the management of solid and toxic waste. The financing of environmental action
should be reformed to reflect the principle that the polluter pays. As regard culture, there will be a
balance of effort covering both the cultural heritage and the development of modern cultures. As
regards the health sector, the focus will be mainly on supporting a reform of the management of this
sector through the reorganisation of health units and services, and completing the mental health re-
form.

The development of Information Society in Greece is key factor to enhance competitiveness of en-
terprises and raise the efficiency of public authority actions. This priority refers to severa fields as a
part of awider development strategy. Promoting digital literacy according to the conclusions of the
Lisbon summit and the policy orientations of the European Commission will be a central am. A
magjor effort of modernisation of the public administration is also foreseen. Finally, this priority also
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includes support for local services companies in a framework of liberalisation of the telecommuni-
cations market.

Regiona development aims at a sustainable development and at a territorial balance in the devel-
opment of the Greek regions by strengthening competitiveness, economic development, employ-
ment, social cohesion and inclusion in the regions and employment in the regions. These pro-
grammes will reflect a development strategy determined by the regions themselves but in line with
guidelines established in the CSF. These guidelines foresee as substantial effort in favour of rural
areas, especially remote, island and mountainous areas, and in favour of rura areas in the plains de-
pendent and that are vulnerable to present and future changes in the Common Agricultural Policy.
Support will aso be given to territorial employment pacts and other local initiatives, as well as to
care services for children and elderly as means to promote gender equality.

The economic impact of the structural interventions

Dueto partly to substantial grants, Greece was expected to grow at an average annual growth rate of
4.5 percent in 2000-2006 according to the autumn 2001 forecast, well above the Community aver-
age of 2.6 percent. Greece would accordingly be able to reduce the development gap with respect to
the European average. This encouraging performance can partly be attributed to the relatively high
investment quota of 26.7 percent of GDP on average during the 2000-2006 period.

In 2000-2006 Community grants were helping to finance 8.1 percent of gross fixed capital forma-
tion. The economic growth in 2000 (2006) of 4.3 (5.0) percent is to a large extent depending on
Community grants (Table 29 and Table 30). If this money for objective 1 interventions were not
available, the gross domestic product of Greece in 2000 (2006) would decline to 1.9 (2.7) percent.
Without all objective 1 interventions in 2000 (2006), Greece would be facing a stagnating gross
domestic product with a growth rate of 0.0 (0.9) percent.

Among the components of final demand, gross fixed capital formation, government consumption
and imports are affected most by objective 1 interventions. If all objective 1 interventions were
withdrawn in 2000 (2006) gross fixed capital formation would not grow at an annual rate of 3.1
(9.9) % but decline by -15.7 (-4.3) %.

Even more significant is the impact of objective 1 interventions on the labour market. In 2000, an
unemployment rate of 11.1 % was realised in Greece, more than the average unemployment rate of
8.9 % for the Euro area. It is estimated that in 2000 (2006) approximately 158,000 (165,000) posi-
tions were dependent on objective 1 interventions. Thisis equivalent to 4.1 (4.0) % of the occupied
population. Concerning Community interventions it is estimated that in 2000 (2006) approximately
89,000 (96,000) positions were dependent on objective 1 interventions. This is equivaent to 2.3
(2.3) % of the occupied population.

Quite in contrast to the labour force, the capital stock is expected to grow in line with GDP
throughout the 2000-2006 period. If in 2000 (2006) all objective 1 interventions were withdrawn the
capital stock could be reduced by 21,438 (26,673) million Euro or by 4.0 (3.9) %.

In 1993 agriculture, forestry and fishing had still a share of 13.8 % in total value added. In 2000 this
share was reduced to 7.1 % and is expected to declineto 6.7 % in 2006. This declineiswell in line
with the anticipated structural change of the economy. Growth in industrial production can be at-
tributed to the implementation of priority projects co-financed by Community grants. Community
grants will induce corresponding industrial production in many ways. This effect is equivalent to 1.4
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percent of manufacturing and 10.2 % of construction in 2000. Gross domestic product induced by
Community grants in 2000-2006 amountsto 111.6 % of the grants.

Table 29: Economic impact of objective 1 interventions 2000 in Greece
Mi01999 Euro

Level Growth| Change | Growth| Change | Growth| Change | Growth
2000 rate | induced | rate | induced | rate | induced rate
2000 | bytotal |excludin] by public|excludin by excludin
interventi | gtotal | interventi | g public| Communi g
ons |internve| ons |internve ty Commu
ntions ntions | interventi| nity
ons |internve
ntions
Category Mio. Euro % |Mio.Euro] % [Mio.Euro, % |Mio. Euro] %
STRUCTURAL CHANGE
Agriculture, forestry and fishery 8696 | 3.8 117 | 24 76 29 54 | 32
Fuel and power 336 | -15 11 | -4.6 9| -40 6 | -33
Manufacturing 14644 | 23 387 | -04 298 | 0.2 200 | 09
Building and construction 8450 | 59 1668 | -15.0 1280 | -10.1 860 | -4.8
Private services 57599 | 58 1501 | 3.0 1150 | 3.7 795 | 43
Government services 22255 | 22 1236 | -35 1141 | -31 845 | -1.7
Value added 111980 | 44 4921 | -0.2 3954 | 0.7 2760 | 1.8
VAT on products 10116 | 3.0 158 14 126 1.7 87 21
Gross domestic product 122096 | 4.3 5079 | 0.0 4080 | 0.8 2847 | 19
ECONOMIC GROWTH
Private consumption 84471 | 15 657 | 0.7 471 | 0.9 330 | 11
Government consumption 17 819 12 1652 | -82 1537 | -75 1139 | -5.2
Gross fixed capital formation 27662 | 31 5039 | -15.7 3782 | -11.0 2513 | -6.3
Changein stocks 2277 - 6 - 3 - 1 -
Exports less imports - 10133 | 25 -2276 | -205 | -1713 | -148 | - 1136 | -9.0
Gross domestic product 12209 | 4.3 5079 | 00 4080 | 08 2847 | 19
FOREIGN TRADE
Exportsto EU countries 14426 | 13.2 60 | 12.8 37 | 129 26 | 13.0
Exportsto third countries 12260 | 13.2 21 | 13.0 13 | 130 9| 131
Exports of goods and services 26686 | 13.2 81 | 129 50 | 13.0 36 | 130
Imports from EU countries 28763 | 10.0 2189 | 17 1633 | 38 1084 | 5.9
Imports from third countries 8056 | 10.1 168 | 7.8 130 | 8.3 88 | 89
Imports of goods and services 36819 | 10.0 2357 | 3.0 1763 | 4.8 1172 | 6.5
CAPITAL
Equipment 102904 | 35 4485 | -1.0 3635 | -01 2527 | 1.0
Buildings 428296 | 3.0 16954 | -11 14665 | -0.5 10558 | 05
Capital stock 531200 | 31 21438 | -11 18300 | -0.5 13085 | 0.6
LABOUR (1.000 persons)
Wage and salary earners 2173 | 0.7 110 | 4.4 92 | -35 65 | -2.3
Self-employed 1727 | -14 48 | -4.2 36 | -35 25 | -28
Occupied population 3900 | -0.2 158 | -4.3 128 | -35 89 | -25
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Table 30: Economic impact of objective 1 interventions 2006 in Greece

Mi01999 Euro

Level Growth| Change | Growth| Change | Growth| Change | Growth
2006 rate | induced | rate | induced | rate | induced | rate
2006 | bytotal |excludin| by public|excludin by excludin
interventi | gtotal [ interventi| g public| Communi g
ons |internve|] ons |internve ty Commu
ntions ntions | interventi | nity
ons |internve
ntions
Category Mio. Euro % |Mio. Euro] % |Mio. Euro| % |Mio. Euro| %
STRUCTURAL CHANGE
Agriculture, forestry and fishery, 10668 | 3.9 145 | 25 93 | 3.0 66 | 3.2
Fuel and power 366 1.9 9| -06 71 00 5| 07
Manufacturing 17599 | 37 426 | 1.2 331 | 17 225 | 24
Building and construction 11756 | 6.1 1904 | -11.1 1468 | -7.1 988 | -2.8
Private services 79593 | 6.0 2054 | 33 1578 | 3.9 1089 | 45
Government services 25 648 3.0 1523 | -31 1409 | -2.7 1043 | -1.2
Vaue added 145630 | 5.0 6060 | 0.6 4886 | 15 3416 | 26
VAT on products 13159 | 5.0 209 | 33 167 | 3.7 115 | 4.1
Gross domestic product 158789 | 5.0 6269 | 0.9 5053 1.7 3531 | 27
ECONOMIC GROWTH
Private consumption 103329 | 4.0 762 | 3.2 543 | 35 381 | 36
Government consumption 18 868 1.0 2084 | -10.2 1943 | 94 1441 | -6.7
Gross fixed capital formation 48447 | 9.9 6265 | -4.3 4725 | -0.8 3144 | 28
Changein stocks 3161 - 13 | 36 8| 37 6| 38
Exports less imports - 15016 | 7.8 -2855 | -127 | - 2166 | -7.8 - 1441 | -26
Gross domestic product 158789 | 5.0 6269 | 0.9 5053 1.7 3531 | 27
FOREIGN TRADE
Exportsto EU countries 20680 7.0 84 6.6 52 6.7 37 6.8
Exportsto third countries 17558 | 7.0 30 | 6.8 18 | 6.9 13 | 6.9
Exports of goods and services 38238 | 7.0 114 | 6.7 70 | 6.8 50 | 6.9
Imports from EU countries 41 605 7.2 2729 0.2 2049 19 1363 3.7
Imports from third countries 11649 | 7.2 240 | 5.0 187 | 55 128 | 6.0
Imports of goods and services 53254 | 7.2 2969 1.2 2236 | 27 1490 | 4.2
CAPITAL
Equipment 137248 | 56 5481 | 14 4469 | 21 3116 | 3.2
Buildings 555098 | 5.1 21192 | 1.1 18413 | 1.6 13267 | 2.6
Capital stock 692346 | 5.2 26673 | 1.1 22882 | 1.7 16383 | 2.7
LABOUR (1.000 persons)
Wage and salary earners 2415 | -0.2 121 | -5.2 103 | -45 73 | -32
Self-employed 1726 | 0.3 44 | -2.3 33 | -1.6 23 | -1.0
Occupied population 4141 | 0.0 165 | -4.0 136 | -3.3 9% | -2.3




The economic impact of objective 1 interventions for the period 2000 - 2006 68

Table 31: Objective 1 interventions and growth in Greece

Mi01999 Euro

Objective 1
GDP GDP without | GDP without | GDP without
total public Community
interventions| interventions| interventions
1) (2 3 4
Mio. Euro
1999 117 065 - - -
2000 122 096 117 017 118 016 119 249
2001 127 104 121 482 122 668 124 046
2002 131 555 125 280 126 540 128 059
2003 137 078 130 498 131 817 133 440
2004 143 988 137 763 138 901 140 393
2005 151 205 144 871 146 059 147 581
2006 158 789 152 520 153 736 155 258
Growth ratein %
2000 4.3 0.0 0.8 19
2001 4.1 -0.5 0.5 1.6
2002 35 -1.4 -0.4 0.8
2003 4.2 -0.8 0.2 14
2004 5.0 0.5 1.3 24
2005 5.0 0.6 1.4 25
2006 5.0 0.9 1.7 2.7

Average annual growth ratein %
2000-06 a5 | 39 | a0 | 41

Reduction of growth ratesin %

2000-06 ; | 06 05 03

The leakage effects through imports are estimated at 46.4 % of Community grants resulting from
imports from EC countries at 42.6 % and imports from other countries at 3.8 %. The total supply
multiplier of objective 1 interventionsis estimated at 158 %.

The corresponding average annual growth rate for the period 2000-2006 is estimated at 4.5 percent
including all objective 1 interventions (Table 31). Without objective 1 interventions the average
annual growth rates would be reduced to 3.9 %. If al public objective 1 interventions were with-
drawn the growth rate would be reduced to 4.0 %. If only Community interventions would be ex-
cluded the average annual growth rate would declineto 4.1 %.
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3. Ireland

In 1999, Ireland realised 111.6 % of the Community average for gross domestic product per inhabi-
tant in purchasing power parities (PPS). Already in 1991 Ireland was crossing the border line of 75
% for areas which qualify as objective 1 regions. During the period 1991-2000 Ireland realised a
phenomenal average annual growth rate of 7.9 % as compared to 2.1 % for the European Union
(EU15). During the period 1989-1993 and 1994-1999 Ireland received the highest allocations of
Community grants per inhabitant although the development gap was not the greatest among the co-
hesion countries. This substantial support helped to reduce the development gap in a rather short
period of time. Today Ireland qualifies as a nation whose welfare is well above the European aver-
age. This achievement can be attributed to a great extent to a successful European regional policy.

M acroeconomic outlook

Ireland is a small open economy in the huge integrated European market. Therefore, the macroeco-
nomic dimension is very important to the structural interventions for Ireland. The success of the de-
velopment effort cannot be guaranteed by simply increasing investment in selected sectors. An ap-
propriate macroeconomic environment and an overall economic development strategy is essential if
accelerated convergence is to be achieved.

During the period of the previous CSF from 1994 to 1999, Ireland had an average real GDP growth
rate of over 8 % per year, and an annual average increase of 4.5 % in employment. Despite these
developments, inflation in the same period remained low, and averaged just 2.1 %. Since the begin-
ning of 2000, however, inflation has picked up sharply and reached over 5 percent in May 2000.
While this pick-up reflects a decision (based on health concerns) to substantially increase tobacco
taxes, as well as the impact of a weak Euro and rising oil prices in a very open economy, it also re-
flects significant domestic pressures, notably from labour market devel opments.

A dramatic manifestation of economic strength in recent years has been the major improvement in
public finances. There has been a general government surplus since 1997 and the Government debt
ratio iswell below the 60 % limit set in the Maastricht Treaty. It fell to 52 % of GDPin 1999 and is
estimated to fall to 36 % by the end of 2002.

The Irish economy EIexperienced its sixth consecutive year of exceptionally strong growth in 1999.
The impact of rapid economic expansion spilled into the labour market. Unemployment continued
to fall significantly, declining from 7.8% in 1998 to 4.2 % in 2000. Long-term unemployment
(LTU) fell even faster to 2.5 %. Taken together, these trends indicate that the Irish labour market
has tightened appreciably in the recent past. Despite policy efforts to increase the labour supply, la-
bour force growth has not kept pace with employment expansion over the period 1994 to 1999. Al-
though the labour force rose by 18 % (256,000) during this period with rising participation playing a
major role, employment increased by a much stronger 370,000. As a consequence, unemployment
fell by 114,000 over this period with the unemployment rate declining from 14.7% to 5.7% of the
labour force. This represents a fundamental structural transformation of the Irish labour market in
the space of just 5 years.

° 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, 2001.
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Table 32: Economic outlook for Ireland

Mio. 1999 Euro

Level Percentage change at annual rate MEMO

Mio. Euro EUR15

Category 1999 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 |2000-06|2000-06
Gross domestic product 89029 | 115| 65 | 33 55 | 52 | 49 | 49 5.9 2.6
Private consumption 42904 | 100| 62 | 42 | 56 | 55 | 53 | 53 6.0 2.8
Government consumption 12 465 54| 6.0 3.8 2.7 35 35 35 4.1 20
Gross fixed capital formation 21085 73| 34 | 27 | 42 | 58 | 55 | 55 4.9 4.6
Changein stocks 193 - - - - - - - - -
Exports of goods and services 79000 | 178| 91 | 53 | 81 | 80 | 75 7.5 9.0 7.7
Imports of goods and services 66618 | 16.6 | 85 6.0 8.1 8.5 8.1 8.1 9.1 7.9
Capital stock 235529 58| 60 | 63 | 62 | 62 | 61 | 6.1 6.1 29
Occupied population (1.000 persons) 1616 14| 48 | 0.7 1.9 14 | 10 | 01 1.6 12

The national accounts for 2000 (T able 32) show record real GDP growth of 11.5 %. In 2001 activ-
ity has slowed significantly under the combined influence of supply constraints, especially labour
shortages, and several exogenous shocks. The economy also suffered under the international slow-
down, although moderated by the later Slowdown of European markets, the destination for a signifi-
cant part of exports. Finally, the world-wide retrenchment in the ICT sector added to the overall
easing. Compared to other European nations the growth rate for 2001 of 6.5 % is still impressive.

The fundamental determinants of private consumption have been high growth earnings per capita,
significant direct tax relief and a healthy rise in employment. Nonetheless, the pace of private con-
sumption growth witnessed in 2000 is unlikely to have been sustained, because of falling confidence
levels and a “normalisation” of sales after record figures. Investment in equipment is expected to
rise more moderately in view of lower business confidence. Housing completion in the private sec-
tor are expected to fall, athough this is partly offset by a rise in social housing construction. By
contrast, other construction is forecast to grow strongly as a result of rising public expenditure on
infrastructure under the National Development Plan. Finally, the high annual growth rates of exports
and imports mask a significant weakening through the year, given the international slowdown and
some loss in competitiveness after several years of gains.

The economy is expected to pick up strongly from about the middle of 2002. Nevertheless, in the
absence of a significant carry-over from 2001, annual growth will be far below potentia in 2002,
entailing arise in unemployment. For 2003, the projections assume that the economy will recover to
arate close to that commonly thought to be sustainable in the medium term, making a distinct shift
from a phase characterised by double-digit growth due to exceptional increases in the labour supply
and productivity.

The re-emergence of a current account deficit in 2000 after a decade of surplusesis explained by the
fact that the growing trade surplus failed to fully offset the steadily increasing deficits on both the
service balance and the balance of primary incomes. This trend is expected to persist over the fore-
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cast period, with the relatively big drop in 2001 caused by a reduction in exports of foodstuffs and
tourism services.

The steady fall in unemployment since 1996 finally came to a halt in end-2000, with a rate around 4
%. This achievement of effectively full employment has been accompanied by growing shortages of
both skilled and unskilled labour. The economic slowdown is expected to lead to employment
growth temporarily below labour force growth in 2002, even though the latter is on a downward
trend. As aresult, the forecast envisages a rise in the unemployment rate in 2002 to around 4.5 %
and asimilar level is projected for 2003.

The state of the public finances remains healthy, with the debt ratio declining further to close to 25
% of GDP in 2003, but with significantly lower surpluses than the 4.5 % of GDP seen in 2000. In
line with the National Development Plan, capital spending will rise strobngly over the forecast pe-
riod, taking general government fixed investment in nominal terms to 4.9 % of GDP from 3.8 % in
2000.

For Ireland, an average annua growth rate of 5.9 % is expected for gross domestic product during
the period 2000-2006 according to the autumn 2001 forecast. This is well above the European aver-
age annual growth rate of 2.6 %. Beginning in 2003, a substantial increase of investment is expected
which is closely linked to various projects within the Community Support Framework and other
initiatives.

Objective 1 interventions

The development strategy proposed in the Community Support Frameworkmfocu% on improving
the competitiveness and expanding the capacity of the internally traded sectors of the economy.
Meanwhile, the employment potential of economic growth is to be enhanced. The strategy of sus-
tainable, essentially export-led growth and high employment creation will be supported by a restric-
tive fiscal policy, a stable monetary policy and atight income policy. The employment target, while
realistic, isto sustain the achieved level of almost full employment.

The following key national objectives will be underpinned by the strategy for the National Devel-
opment Plan 2000-2006

» Continuing sustainable national economic and employment growth;

» Consolidating and improving Ireland’ s international competitiveness,
» Fostering balanced regiona development;

* Promoting Social Inclusion.

The above are the broad national objectives of the Plan which will apply to both the Border, Mid-
land and Western Region (Objective 1) and the Southern & Eastern Region (Objective 1 in transi-
tion). Within the regions, there will be different emphasis, as appropriate, to meet the diverse chal-
lenges arising in the regions. In pursuing these objectives, Community co-financing will contribute
to the protection and improvement of the environment.

An essential pre-condition for the success and feasibility of the major level of investment proposed
in the Plan is the continuation of macroeconomic and budgetary policies conducive to economic

19 European Commission, Directorate-General Regional Policies: Ireland, Community Support Framework 2000-20086,
Briissel 2001.
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stability. Accordingly, the annual allocations and ultimately the overall Plan commitment, will have
to be kept to alevel that respects the public expenditure ceilings set by the Government to underpin
sustainability of economic and employment growth. Flexibility in the implementation of the Plan is
expressly important in a situation where increasing evidence of supply-side constraints are emerg-
ing. Unless tackled these constraints may either inhibit growth or lead to inflationary developments
with negative effects on Ireland’ s cost competitiveness. Given the openness of the economy and de-
pendence on capital inflows, losses in international comparative competitiveness would be detri-
mental to the achievement of the objectives of the Plan.

A continuation of the successful policies from the previous Plan period plays an essentia role in
sustaining Ireland’ s economic and employment growth. The framework of this strategy consists of
low inflation, moderate wage developments, prudent budgetary policies and continuation of the So-
cial Partnership model.

Balanced regiona development is a fundamental objective of the Plan. This commitment is not
simply about policies to develop regions which are lagging behind. It also encompasses policies to
ease the pressure on urban infrastructure, to tackle urban and rural poverty and, over the long term,
to better integrate physical and economic planning through more effective land use in particular.

The Plan responds to the National Employment Action Plan process as developed in the framework
of the EU Co-ordinating Employment Strategy and will also involve a major integrated approach to
promoting social inclusion. A key element of the overall strategy is the continuation of sustainable
economic growth to promote jobs. There will also be substantial investment in education and train-
ing, childcare and recreational infrastructure and investment in people through lifelong learning and
skills development, community development and family services. The objective is that employment
is opened up to all sectors of society as thisis the best way to counter poverty and social exclusion.
However, the Plan also recognises that ensuring the correct overall economic environment for job
creation is not sufficient on its own to aleviate poverty in areas and groups throughout the commu-
nity. Targeted interventions are therefore provided for, primarily in the Regional Operational Pro-
grammes, to deal with such problems.

The National Development Plan will involve an investment of 57.1 billion euro in 1999 prices over
the period 2000-2006 through a combination of public, EU and private funds. The publicly funded
element (including EU and Public Private Partnership sources) of the investment will be matched by
an estimated 8.1 hillion euro of private investment. During the same period objective 1 interven-
tions (Table 33) comprise atotal volume of 6.8 billion euro.

Community contributions for objective 1 interventions in 2000-2006 constitute a package of 3.0
billion euro, out of which 0.9 hillion euro are spent for “Productive Environment”, 0.8 billion euro
on “Human Resources’ and 1.3 billion euro on “Basic Infrastructure”.

The strategy of the Plan is to continue sustainable national economic and employment growth and to
consolidate and improve Ireland's international competitiveness together with fostering balanced
regional development and promoting social inclusion.

The National Development Plan is designed to underpin the development of a dynamic competitive
economy over the period 2000-2006. It aims to build on the unprecedented economic progress of
recent years and to strengthen the foundation for further strong and sustainable progress in the years
ahead. The central challenge, which is addressed in the Plan, is the implementation of public poli-
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cies which will increase the capacity of Ireland’ s economy to maintain strong and sustainable output
and employment.

Table 33: Financial programming of objective 1 interventionsin Ireland

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

Mio. 1999 Euro

Communi| National . National
ty public Pupllc .| private
. ... | contributi .. .| Totd
contributi | contributi on participati
Code | Description on of CSF|on of CSF on
1)+ ) +(4)
€) 2 ©) 4 ©)
10 |Productive Environment 0 0 0 0 0
11 |Agriculture 119 85 279 279 483
12 |Forestry 32 19 37 37 87
13 |Promoting the adaptation and the development of r 41 28 17 17 87
14 |Fisheries 97 36 124 124 257
15 |Assisting large business organisations 0 0 0 0 0
16 |Assisting SMEs and the craft sector 299 219 110 110 628
17 \Tourism 55 38 101 101 194
18 |Research 297 207 377 377 882
1 |Productive Environment 939 633 1045 1045 2617
20 |Human Resources 0 0 0 0 0
21 |Labour market policy 49 35 0 0 84
22 |Social inclusion 205 143 34 34 382
23 |Developing educational and vocational training (pd 400 291 0 0 691
24 |Workforce flexibility 161 128 0 0 289
25 |Positive labour market actions for woman 10 9 0 0 18
2 [Human Resour ces 824 606 34 34 1464
30 |Basic Infrastructure 0 0 0 0 0
31 |Transport infrastructure 931 699 0 0 1630
32 |Telecommunications infrastructure and informatior 101 125 381 381 607
33 |Energy infrastructures (production 43 25 0 0 68
34 |Environmental infrastructure (including water) 213 147 26 26 386
35 |Planning and rehabilitation 0 0 0 0 0
36 |Social infrastructure and public health 0 0 0 0 0
3 |Basic Infrastructure 1288 996 406 406 2691
40 |Miscellaneous 0 0 0 0 0
41 |Technical assistance and innovative actions (ERDH 15 13 0 0 27
4 |Miscellaneous 15 13 0 0 27
TOTAL 3 066 2247 1485 1485 6 798
Annual distribution
2000 644 476 259 259 1379
2001 579 426 197 197 1202
2002 513 386 284 284 1183
2003 442 327 248 248 1017
2004 312 239 191 191 742
2005 317 207 183 183 707
2006 259 185 123 123 567
2000-06 3 066 2247 1485 1485 6 798
in percent of GDP
2000 0.6 0.5 0.3 0.3 14
2001 0.5 0.4 0.2 0.2 11
2002 0.5 0.4 0.3 0.3 11
2003 0.4 0.3 0.2 0.2 0.9
2004 0.3 0.2 0.2 0.2 0.6
2005 0.2 0.2 0.1 0.1 0.6
2006 0.2 0.1 0.1 0.1 0.4
2000-06 0.4 0.3 0.2 0.2 0.8
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Crucial associated challenges are the better distribution of the fruits of economic growth both re-
gionally and throughout society and an appropriate balance between the environment and develop-
ment. The objective of the Irish Government for regional policy in the Plan is to achieve more bal-
anced regional development in order to reduce the disparities between and within the two Regions
and to develop the potential of both to contribute to the greatest possible extent to the continuing
prosperity of the country. Policies to secure such development must be advanced in parallel with
policies to ensure that this development is sustainable with full regard to the quality of life, social
cohesion and conservation of the environment as well as the protection of natural and cultural heri-

tage.

A key component of the government’s Regional Development Policy will be to facilitate further de-
velopment of the existing major gateways and the focused development of a limited number of
strategically-placed centres, as regiona gateways, which are aready displaying the potential to
achieve strong and sustainable economic growth driven essentially by the interplay of market forces,
location and accessibility and to promote such growth within their zones of influence. The chal-
lenge, therefore, is to create the conditions whereby a second tier of larger urban centres can start to
act as regional gateways, thus spreading economic growth more widely across both Regions. De-
velopment of regional gateways as a means of wider regional development is a long-term strategy
requiring an incremental, planned and consistent approach to investment. However, the approach
must also be flexible enough to adapt to challenging economic and social conditions.

The economic impact of the structural interventions

In 2000, about 13,000 positions of the occupied population were dependent on Community grants
for objective 1 interventions (Table 34). This is equivalent to 0.8 % of the occupied population.
Without total objective 1 interventions (Community, national public, private) total employment
would be reduced by 26.000 position or 1.6 % of the labour force.

With 22.8 (22.1) % of GDP, the Irish investment quota in 2000 (2006) is above the critical border-
line of 20 %. However, the projected level is only slightly more than for the average of the Euro-
pean Union (EU15) of 20.6 (20.0) in 2000 (2003) and certainly not enough to support sustainable
growth rate in the range of 5.0 % in the later phase of the programming period.

In 2000-2006, 1.2 % of gross fixed capital formation and 0.3 % of the capital stock are depending
on Community grants for objective 1 interventions. Besides labour, investment in modern buildings
and machinery is one of the key macroeconomic variable to induce growth. In 2000 (2006) Ireland
IS expected to grow at an annual growth rate of 11.5 (4.9) % (Table 34 and Table 35). This growth
rate would be reduced to 10.2 (4.7) % if Community grants in this single year were suddenly elimi-
nated. If all objective 1 interventions were cut, the growth rate would fall to 10.0 (4.5) %.

Quite in contrast to the past, the results indicate that economic growth in Ireland is not anymore de-
pending on Community actions. Community grants in 2000 are contributing 0.7 percentage points to
actual growth and total objective 1 interventions approximately 1.5 percentage points.
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Table 34: Economic impact of objective 1 interventions 2000 in Ireland

Mi01999 Euro

Level Growth| Change | Growth| Change | Growth| Change | Growth
2000 rate | induced | rate | induced | rate | induced rate
2000 | bytotal |excludin] by public|excludin by excludin
interventi | gtotal | interventi | g public| Communi g
ons |internve|] ons |internve ty Commu
ntions ntions | interventi | nity
ons |internve
ntions
Category Mio. Euro % |Mio. Euro] % [Mio.Euro, % |Mio. Euro] %
STRUCTURAL CHANGE
Agriculture, forestry and fishery 3414 | 113 6 | 111 4| 111 3| 112
Fuel and power 108 | 3.8 1| 30 1| 32 0| 35
Manufacturing 30134 | 13.0 174 | 124 138 | 125 81 | 12.7
Building and construction 5532 | 124 260 | 7.1 222 79 129 | 9.8
Private services 35501 | 12.7 358 | 116 252 | 119 144 | 123
Government services 15652 | 10.9 532 7.1 479 75 275 8.9
Value added 90341 | 124 1331 | 108 109 | 111 633 | 116
VAT on products 8923 | 3.0 38| 25 32 2.6 19 | 27
Gross domestic product 99264 | 115 1370 | 10.0 1128 | 10.2 651 | 10.8
ECONOMIC GROWTH
Private consumption 47192 | 10.0 138 | 9.7 68 | 9.8 38 | 99
Government consumption 13137 54 672 | 0.0 609 | 05 351 | 26
Gross fixed capital formation 22626 | 7.3 996 2.6 789 3.6 453 | 5.2
Changein stocks 929 - 8 - 8 - 8 -
Exports less imports 15380 | 24.2 - 444 | 278 - 345 | 270 - 199 | 258
Gross domestic product 99264 | 115 1370 | 10.0 1128 | 10.2 651 | 10.8
FOREIGN TRADE
Exports to EU countries 58680 | 12.5 18 | 125 9| 125 5| 125
Exportsto third countries 34380 | 281 79 | 27.8 67 | 27.8 38 | 279
Exports of goods and services 93060 | 17.8 97 | 17.7 76 | 17.7 44 | 177
Imports from EU countries 47860 | 16.5 390 | 155 297 | 157 170 | 16.0
Imports from third countries 29820 | 16.8 151 | 16.2 124 | 164 73 | 16.6
Imports of goods and services 77680 | 16.6 541 | 15.8 420 | 16.0 243 | 16.2
CAPITAL
Equipment 61098 | 6.0 684 | 49 534 | 51 308 | 55
Buildings 188099 | 5.7 2339 | 44 1789 | 47 1029 | 51
Capital stock 249197 | 538 3023 | 45 2323 | 48 1337 | 52
LABOUR (1.000 persons)
Wage and salary earners 1381 | 5.0 23 | 32 20 | 35 11 | 41
Self-employed 258 | -14.3 3| -15.2 2 | -150 1| -147
Occupied population 1639 14 26 | -0.2 22 | 01 13 | 06
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Table 35: Economic impact of objective 1 interventions 2006 in Ireland

Mi01999 Euro

Level Growth| Change | Growth| Change | Growth| Change | Growth
2006 rate | induced | rate | induced | rate | induced | rate
2006 | bytotal |excludin| by public|excludin by excludin
interventi | gtotal [ interventi| g public| Communi g
ons |internve|] ons |internve ty Commu
ntions ntions | interventi | nity
ons |internve
ntions
Category Mio. Euro % |Mio. Euro] % |Mio. Euro| % |Mio. Euro| %
STRUCTURAL CHANGE
Agriculture, forestry and fishery, 4282 | 36 5| 35 4| 35 4 | 35
Fuel and power 139 | 37 0| 35 0| 36 0| 37
Manufacturing 41808 | 54 59 | 53 43 | 53 21 | 54
Building and construction 7400 | 47 112 | 31 91 | 34 54 | 3.9
Private services 48492 | 53 144 | 49 9% | 5.1 54 | 51
Government services 19 261 3.3 224 21 195 2.2 116 2.7
Vaue added 121382 | 4.9 544 | 44 429 | 45 249 | 47
VAT on products 11990 | 4.9 16 | 47 13 | 4.8 8| 48
Gross domestic product 133372 | 49 560 | 4.5 442 | 45 257 | 4.7
ECONOMIC GROWTH
Private consumption 64517 | 5.3 58 | 5.2 27 | 53 15 | 53
Government consumption 16 460 35 279 17 244 2.0 143 2.6
Gross fixed capital formation 29479 | 55 417 | 4.0 317 | 43 185 | 438
Changein stocks 1108 - - 11| 27 - 11 27 - 11| 27
Exports less imports 21808 | 4.2 - 183 | 50 - 135 | 438 - 76 | 45
Gross domestic product 133372 | 49 560 | 4.5 442 | 45 257 | 4.7
FOREIGN TRADE
Exportsto EU countries 90 957 75 9 7.5 4 7.5 3 7.5
Exportsto third countries 53283 | 75 37| 74 30| 74 18 | 75
Exports of goods and services 144240 | 75 46 | 7.5 34 | 75 20| 75
Imports from EU countries 75430 | 8.1 167 | 7.9 122 | 7.9 69 | 8.0
Imports from third countries 47002 | 81 62 | 8.0 48 | 8.0 27 | 81
Imports of goods and services 122432 | 81 229 | 7.9 169 | 8.0 9% | 8.0
CAPITAL
Equipment 88713 | 6.4 298 | 6.0 221 | 6.1 127 | 6.2
Buildings 267785 | 6.0 1024 | 5.6 748 | 5.7 435 | 5.8
Capital stock 356498 | 6.1 1322 | 57 970 | 5.8 562 | 5.9
LABOUR (1.000 persons)
Wage and salary earners 1490 | 0.0 8| -05 6| -04 4 | -02
Self-employed 315 | 03 1| 00 1| 00 1| 01
Occupied population 1805 | 0.1 9| -04 7| -03 4 | -02
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Table 36: Objective 1 interventionsgrowth in Ireland

Mi01999 Euro

Objective 1
GDP without| GDP without | GDP without
GDP total public Community
interventions| interventions| interventions
1) (2 3 4
Mio. Euro
1999 89 029 - - -
2000 99 264 97 894 98 136 98 613
2001 105 725 104 526 104 709 105 137
2002 109 204 108 019 108 293 108 682
2003 115217 114 197 114 435 114 766
2004 121 205 120 473 120 653 120 896
2005 127 145 126 460 126 635 126 843
2006 133372 132 812 132 930 133115
Growth ratein %
2000 115 10.0 10.2 10.8
2001 6.5 5.3 55 5.9
2002 33 2.2 2.4 2.8
2003 5.5 4.6 4.8 5.1
2004 52 4.6 4.7 4.9
2005 4.9 43 45 4.7
2006 4.9 45 45 4.7

Average annual growth ratein %
2000-06 594 | 58 | 58 | 5ot

Reduction of growth ratesin %

2000-06 - | 0.06 0.05 0.03

During the period 2000-2006, the Irish economy was expected to grow at an average annual rate of
5.94 % according to the autumn 2001 forecast. This forecast includes al objective 1 interventions.
Without Community grants in each year of the reference period (T able 36) the Irish economy would
grow at an average annua rate of 5.91 %. If the all objective 1 interventions did not exist, gross
domestic product would grow at an annual rate of 5.88 %. From a macroeconomic point of view
Ireland has made it. The structural interventions in 1989-1993 and 1994-1999 have been so success-
ful that Ireland in the future can dispense with objective 1 interventions on a national scale. In view
of the greater development gaps in other objective 1 regions of the European Union, Community
grants for objective 1 interventionsin Ireland will re-evaluated and gradually phased out.

The leakage effects of Community grants in 2000-2006 are estimated at 37.8 %, with 26.7 % due to
induced imports from EU member countries and another 11.1 % being imports from third countries.
The total supply multiplier of objective 1 interventionsin Ireland is estimated at 138.2 %.
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4. M ezzogiorno

During the decade 1990-99, the Mezzogiorno went through a relatively negative economic phase
compared with other Italian regions and Europe in general. In terms of development, the North-
South divide became more marked: the recorded growth was less than expected. In the first five
years of the last decade, employment in Italy fell by over a million, half of which was in the Mez-
zogiorno. In the last two years, after a period of stagnation, it has shown signs of recovery. How-
ever, employment still remains below the levels reached in the first half of the 1990s.

The production structure in the Mezzogiorno is still distinguished by considerable structural weak-
ness. The agricultural sector employs a higher proportion of the workforce than in the rest of Italy,
(9.4 % of employed persons, compared to the national average of 5.4 %), manufacturing industry is
23.5 % compared to the national average of 32 %, the proportion of low-productivity private serv-
icesislarge, and there is a very high number of employees in Public Administration. The structure
of manufacturing industry has a very high ratio of small sized businesses.

The adoption of new economic policy trends — based on a reduction of financial transfers, adminis-
trative decentralisation and the use of assessment tools for selecting investments — and the existence
of clear signs of change (mainly the cities showing a greater capacity for government and a change
of course of the criminal presence) have allowed important el ements of economic and social viabil-
ity to emerge, mainly attributable to decisions made by private investors.

However, the persistence of a major structural weakness of the Mezzogiorno economy is manifested
by the simultaneous presence of alow rate of activity, high unemployment and a large underground
economy. The unemployment rate was 21.9 % in 1998 and 22.4 % in July 1999. Among the unem-
ployed, about 75 % have been so for over twelve months. Unemployment reaches extremely high
rates in young people (in the age band up to 24 yearsit iswell over 50 %) and women (over 30 %),
who suffer more than other groups from a poor availability of prospects and inadequate information
on job opportunities.

Among the most significant failings, mention should be made of the infrastructure situation in rural
areas. In the southern regions, a very high percentage of the population (about 50 %) is resident in
areas characterised by rural features, in terms of density of inhabitants and levels of agricultural em-
ployment. With regard to size, rura areas constitute over 80 % of the territory of the Mezzogiorno.
The agricultura activity should therefore be placed in a wider economic and territorial context, in
relation to the capacity to generate income by exploiting natural, scenic and cultural resources, also
with contributions from other sectors (such as tourism and the craft industry).

M acroeconomic outlook

The economic slowdown of Italy in 2001 has turned out steeper than expected, with real GDP stall-
ing due to declining investment activity and weaker net exports. In 2002, the pace of economic ex-
pansion is forecast to remain slow at first, as private households postpone major purchases and
firms remain cautious, with the uncertain outlook likely to outweigh the benefits of the tax incentive
scheme for investment approved by Parliament in October 2001. However, with emerging signs of
the assumed global recovery, domestic demand is expected to pick up swiftly. Investment expendi-
tures especialy is forecast to accelerate as firms try to bring forward some of their investment plans
to take advantage of the tax incentive scheme before its expiry at the end of the year 2002. Private
consumption is also expected to strengthen, reflecting gained confidence. Despite the assumed re-
covery in world trade, net exports are expected to remain weak. Import growth will be particularly
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strong due to the high import content of investment, while the appreciation of the real effective ex-
change rate will weigh on traditionally price sensitive Italian exports. For 2002 GDP of growth is
forecast for Italy to average 1.3 % with much better prospects for the Mezzogiorno (2.7 %).

As for East Germany, the substance of the macroeconomic projection for the Mezzogiorno was de-
rived from the Regional Statistics of Eurostat in the Newcronos data bank. For this study a regional
input-output table for the Mezzogiorno was compiled which is reflecting the main features of the
macroeconomic data which are available for this area.

Table 37: Economic outlook for the M ezzogiorno

Mio. 1999 Euro

Level Percentage change at annual rate MEMO

Mio. Euro EUR15

Category 1999 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 |2000-06|2000-06
Gross domestic product 243133 20| 17 2.7 2.7 22 2.2 22 2.3 2.6
Private consumption 137 761 29| 18 13 2.7 2.8 2.8 2.8 24 2.8
Government consumption 66 137 16| 1.2 16 0.9 10 1.0 1.0 12 2.0
Gross fixed capital formation 40 205 6.1| 1.6 2.7 38 | 52 50 | 5.0 4.2 4.6
Changein stocks 1403 - - - - - - - - -
Exports of goods and services 36 834 9.6 | 38 1.8 6.7 6.5 6.1 6.2 5.8 7.7
Imports of goods and services 39 207 84| 38 39 7.2 75 | 7.0 7.0 6.4 7.9
Capital stock 1161 259 13| 23 | 37 | 26 | 23 | 26 | 05 22 29
Occupied population (1.000 persons) 5 666 17| 15 | 04 1.3 1.3 14 12 1.2 12

Campania, Apulia, Basilicata, Calabria, Sicily, Sardinia.
1

During the 2000-2006 period the gross domestic product of the Mezzogiorno —is expected to grow
at an average annual growth rate of 2.3 % according to the autumn 2001 forecast (Table 37), a
growth rate below the average for the European Union (2.6 %). As a consequence the Mezzogiorno
would enlarge its development gap towards the average of the European Union despite substantial
interventions of the Structural funds.

In the Mezzogiorno private consumption is expected to grow at an average annual rate of 2.4 %
during 2000-2006 more or lessin line with Italy as a nation. Government consumption with 2.4 % is
expected to grow stronger than at the national level (1.2 %). Gross fixed capital formation in Italy is
expected to grow with the same rate of 4.2 % in the Mezzogiorno and the rest of the nations. Ex-
ports of goods and services of the Mezzogiorno are projected to grow at an annual rate of 5.8 % and
the import requirements by 6.4 % indicating a significant amount of interregiona trade with the
European Union and the rest of the world.

! 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, 2001.
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Objective 1 interventions

A “break with the past” strategy is proposed in the form of the concerted action of the Community
Support Framework ~“and complementary policies at national level. These policies as a whole can
lead to a permanent improvement in the economic, social and environmental context and generate a
discontinuity in the behaviour and attitudes of economic operators.

The general aims of the CSF may be defined as follows:

* to achieve by the fourth year of the seven-year period 2000-06 a rate of growth in the Mez-
zogiorno considerably higher than that of the European Union;
» todrastically reduce socia hardship.

The structuring of the CSF in priorities is aimed at encouraging the application of the principles of
consistency, concentration and integration. The priorities are:

* Priority | — Exploitation of natural and environmental resources (Natural Resources);

» Priority Il — Exploitation of cultural and historical resources (Cultural Resources);

*  Priority Il — Exploitation of human resources (Human Resources);

e Priority IV — Expansion and exploitation of local development systems (Local Develop-
ment);

* Priority V — Improvement in quality of cities, local institutions and the associated life (Cit-
ies);

» Priority VI — Reinforcement of service nodes and networks (Service Nodes and Networks).

This identification is based on the strategic choice of an integrated approach, whereby the lines of
action which sustain each priority consist of clusters of inter-connected sectorial assistance packages
orientated towards common aims.

The strategy is so structured that the aim of environmental sustainability is shared by all the priori-
ties. Priority | aims to improve the usability of natural resources and allow their correct and efficient
utilisation in the Mezzogiorno, in order to reduce the North-South divide and promote devel opment.
The other priorities are instead orientated towards the aim of environmental sustainability by a
choice of strategiesinvolving infrastructures, production, services and research which reduce factors
of pressure on the environment.

In addition, the strategic decisions as a whole offer firm opportunities to implement the principle of
equality between men and women. Alongside the specific actions planned in favour of female em-
ployment and the improvement of access to the labour market, the other priorities include lines of
strategy in favour of utilising resources for achieving aims which are directly instrumental in creat-
ing better conditions of equal opportunities.

12 European Commission, Directorate-General Regional Policies: Community Support Framework for Objective 1 Ital-
ian Regions (2000-06), Summary, Brussels 2001.
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Table 38: Financial programming of objective 1 interventionsin the M ezzogior no

Source: Directorate Genera for Regional Policies with some own estimates for the allocation on categories.

The basis for the data are the financial tables of the programs. .
Mio. 1999 Euro

Communi| National | Public | National
ty public | contributi | private Total
Code |Description contributi | contributi on participati
D+@ () +(4)
€) (@) ©) 4 ©)
10 |Productive Environment 18 20 0 0 38
11 |Agriculture 1605 1138 2 062 2062 4 805
12 |Forestry 231 175 63 63 470
13 |Promoting the adaptation and the development of rj 1 759 1253 551 551 3562
14 |Fisheries 198 200 111 111 509
15 |Assisting large business organisations 191 208 232 232 631
16 |Assisting SMEs and the craft sector 2412 2581 2 597 2597 7589
17 \Tourism 1541 1768 862 862 4171
18 |Research 2474 2 256 536 536 5265
1 |Productive Environment 10 428 9599 7013 7013 | 27040
20 |Human Resources 0 0 0 0 0
21 |Labour market policy 1157 589 47 47 1794
22 |Social inclusion 227 123 1 1 350
23 |Developing educational and vocational training (pd 1 597 809 33 33 2439
24 |Workforce flexibility 766 366 88 88 1219
25 |Positive labour market actions for woman 390 192 8 8 591
2 [Human Resour ces 4137 2079 178 178 6 393
30 |Basic Infrastructure 0 0 0 0 0
31 |Transport infrastructure 1570 1743 412 412 3725
32 |Telecommunications infrastructure and informatiof 1 038 1086 187 187 2310
33 |Energy infrastructures (production 348 384 660 660 1392
34 |Environmental infrastructure (including water) 1681 1855 1255 1255 4791
35 |Planning and rehabilitation 1390 1473 133 133 2 996
36 |Social infrastructure and public health 267 281 15 15 563
3 |Basic Infrastructure 6294 6 822 2 661 2661 | 15778
40 |Miscellaneous 257 342 8 8 608
41 |Technical assistance and innovative actions (ERDH 400 310 20 20 731
4 |Miscellaneous 657 653 29 29 1339
TOTAL 21516 | 19152 9881 9881 | 50550
Annual distribution
2000 2948 2 562 1311 1311 6 822
2001 3278 2987 1340 1340 7604
2002 3371 3055 1338 1338 7764
2003 3448 3087 1749 1749 8284
2004 2763 2 440 1316 1316 6 520
2005 2824 2 486 1393 1393 6 704
2006 2884 2535 1434 1434 6 853
2000-06 21516 | 19152 9881 9881 | 50550
in percent of GDP
2000 1.2 1.0 0.5 0.5 2.7
2001 1.3 1.2 0.5 0.5 3.0
2002 1.3 1.2 0.5 0.5 3.0
2003 1.3 1.2 0.7 0.7 31
2004 1.0 0.9 0.5 0.5 24
2005 1.0 0.9 0.5 0.5 24
2006 1.0 0.9 0.5 0.5 24
2000-06 1.2 1.0 0.5 0.5 2.7

Campania, Apulia, Basilicata, Calabria, Sicily, Sardinia.
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The nationa part-financing is established indicatively, since with the adoption of programming ad-
ditions the percentage of participation of the Structural Fund concerned will be specified for each
measure, the shares of national part-financing for Priorities indicated in the CSF and operational
programmes may be increased or reduced, without affecting the commitments on the part of the
Italian authorities in terms of verifying additionality. The public national partfinancing of opera-
tional programmes is ensured by State and regional/local resources.

The CSF proposes to maximise the involvement of the private sector in the financing and manage-
ment of the operations, especially infrastructure projects. Greater involvement of private capital
should lead to more effective design, selection and management of projects, and is consistent with
the recent innovation introduced in the national legidative framework (which gives priority to proj-
ects that can be financed with private capital).

The above considerations show the need for the administrations to equip themselves in terms of
technical capability for preparing and monitoring the financial plans for the work they intend to
promote with recourse to private capital, defining contract documents suitable for managing the
public-private relationship and ensuring rapid procedures for obtaining authorisations. For these
reasons, recourse to project finance for financing operations to be carried out within the framework
of the Operational Programmes constitutes a significant element among the reference criteria for
all ocating the performance reserve.

The following impact analysis is based on the approved objective 1 interventions 2000-2006 for the
Mezzogiorno (Table 38).

The economic impact of the objective 1 interventions

In the year 2000 (2006), 9.577 (9.185) million euro or 3.9 (3.2) percent of gross domestic product
are depending on objective 1 interventions of all kinds (Community, national public, private), and
4.299 (4.023) million euro or 1.7 (1.4) percent of GDP on Community interventions (Table 39 and
Table 40). Without Community grants the economy would hardly grow. It is estimated that the
GDP would be reduced in 2000 (2006) by 1.7 (1.4) percent if Community grants would not be
available to finance objective 1 interventions. In this situation the Mezzogiorno would realise in
2000 (2006) a growth rate of 0.3 (0.8) % instead of 2.0 (2.2) %.

It had to be expected that government consumption and gross fixed capital formation are the com-
ponents of final demand which are affected by objective 1 interventions in a significant way. In
2000 (2006) about 2.0 (1.8) % of government consumption and 7.0 (5.4) % of gross fixed capital
formation depend on Community grants.

The impact on labour and capital is very profound. In 2000 (2006) approximately 227.000 (203.000)
positions are depending in objective 1 interventions of which Community grants are providing
102.000 (89.000) positions. The impact of objective 1 interventions on labour and capital is at com-
parable levels. If Community grants were withdrawn in 2000 (2006) the growth rate of employment
of 1.7 (1.2) % would be reduced by 1.8 (1.4 %) to —0.1 (-0.2) %. In the same situation the growth
rate of capital of 1.3 (0.5) % would be reduced by 1.7 (1.5) % to —0.4 (-1.0) %.

The most profound impact on branches has been identified for the branch “Building and construc-
tion”. If al objective 1 interventions were cancelled, the valued added of this sector would decline
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by 18.6 (15.9) % in 2000 (2006). In the case of Community grants the value added of the construc-
tion sector would decline by 7.9 (6.5) %.

Table 39: Economic impact of objective 1 interventions 2000 in the M ezzogior no

Mio01999 Euro

Level Growth| Change | Growth| Change | Growth| Change | Growth
2000 rate | induced | rate | induced rate | induced | rate
2000 | by total |excludinf by public |excludin by excludin
interventi | gtota | interventi | g public| Communi g
ons |internve|] ons |internve ty Commu
ntions ntions | interventi | nity
ons |internve
ntions
Category Mio. Euro % |Mio. Euro] % [Mio.Euro| % |Mio. Euro| %
STRUCTURAL CHANGE
Agriculture, forestry and fishery 11404 | 05 319 | -23 245 | -1.7 142 | -0.8
Fuel and power 432 | 14 9| -07 7| -03 4| 05
Manufacturing 31794 | 1.8 1314 | -24 1041 | -16 550 | 0.0
Building and construction 12605 | 0.0 2339 | -18.6 1870 | -14.9 990 | -7.9
Private services 108487 | 2.8 3456 | -05 2784 | 0.2 1455 14
Government services 63 486 13 1883 | -1.7 1749 | -15 1040 | -04
Value added 228208 | 2.0 9320 | -2.2 769 | -15 4181 | 01
VAT on products 19865 | 3.0 257 16 215 19 118 24
Gross domestic product 248073 | 2.0 9577 | -1.9 7912 | -1.2 4299 | 0.3
ECONOMIC GROWTH
Private consumption 141801 | 2.9 1359 | 19 1123 | 21 592 | 25
Government consumption 67 216 1.6 2385 | -20 2235 | -17 1338 | -04
Gross fixed capital formation 42654 | 6.1 7334 | -12.2 5747 | -82 3000 | -14
Changein stocks - 1488 - - 34 - - 27 - - 15 -
Exports lessimports - 2110 | -121 | - 1467 | -729 | - 1166 | -60.2 - 617 | -37.1
Gross domestic product 248073 | 2.0 9577 | -1.9 7912 | -1.2 4299 | 0.3
FOREIGN TRADE
Exportsto EU countries 22 629 35 122 29 98 3.0 55 | 3.2
Exportsto third countries 17755 | 18.7 74 | 18.2 61 | 183 32 | 184
Exports of goods and services 40384 | 9.6 196 | 9.1 159 | 9.2 87 | 94
Imports from EU countries 23939 | -0.7 1114 | -53 882 | -44 466 | -2.6
Imports from third countries 18555 | 229 549 | 19.3 443 | 20.0 237 | 213
Imports of goods and services 42494 | 84 1663 | 4.1 1325 | 50 703 | 6.6
CAPITAL
Equipment 258901 | 1.2 9891 | -2.7 8008 | -1.9 4320 | -05
Buildings 918003 | 1.4 34318 | -24 28656 | -1.8 15614 | -0.3
Capital stock 1176904 | 1.3 44210 | -25 36664 | -1.8 19934 | -04
LABOUR (1.000 persons)
Wage and salary earners 4187 1.9 167 | -2.2 139 | -15 77 | 0.0
Self-employed 1574 | 11 60 | -2.8 48 | -20 25| -05
Occupied population 5761 | 1.7 227 | -2.3 187 | -1.6 102 | 01

Campania, Apulia, Basilicata, Calabria, Sicily, Sardinia.
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Table 40: Economic impact of objective 1 interventions 2006 in the M ezzogior no
Mi01999 Euro

Level Growth| Change | Growth| Change | Growth| Change | Growth
2006 rate | induced | rate | induced | rate | induced | rate
2006 | by total |excludin] by public|excludin by excludin
interventi | gtotal | interventi| g public|] Communi g
ons |internve| ons |internve ty Commu
ntions ntions | interventi| nity
ons |internve
ntions
Category Mio. Euro % |Mio.Euro] % [Mio. Euroj % |Mio. Euro] %
STRUCTURAL CHANGE
Agriculture, forestry and fishery 11912 | 05 312 | -21 235 | -15 136 | -0.6
Fuel and power 478 | 1.9 7| 05 5| 09 2| 15
Manufacturing 36360 | 22 1212 | -1.2 939 | -05 491 | 0.8
Building and construction 12881 | 0.2 2046 | -15.7 1599 | -12.2 841 | -6.3
Private services 129693 | 29 3481 | 0.2 2744 | 0.7 1427 | 1.8
Government services 70 052 15 1877 | -1.2 1710 | -1.0 1015 0.0
Value added 261376 | 2.2 8935 | -13 7232 | -0.6 3912 | 0.7
VAT on products 22807 | 27 250 | 16 204 | 18 111 | 22
Gross domestic product 284183 | 22 9185 | -1.1 7435 | -05 4023 | 0.8
ECONOMIC GROWTH
Private consumption 163189 | 238 1332 | 20 1079 | 21 568 | 24
Government consumption 71 867 1.0 2317 | -23 2128 | -20 1267 | -0.8
Gross fixed capital formation 53590 | 5.0 7302 | -93 5597 | -6.0 2902 | -0.7
Changein stocks 1349 - - 5] -359 - 2| -361 2| -36.3
Exports lessimports -5812 | 156 | -1761 | -194 | - 1366 | -11.6 - 716 | 14
Gross domestic product 284183 | 22 9185 | -1.1 7435 | -05 4023 | 0.8
FOREIGN TRADE
Exportsto EU countries 30710 | 6.2 146 | 5.7 114 | 5.8 64 | 6.0
Exports to third countries 23950 | 6.1 86 | 5.7 70 5.8 36 59
Exports of goods and services 54660 | 6.2 232 | 57 184 5.8 100 6.0
Imports from EU countries 34055 | 7.0 1348 | 2.7 1041 | 37 546 | 5.2
Imports from third countries 26417 | 741 646 | 45 509 | 5.0 270 | 6.0
Imports of goods and services 60472 | 7.0 1994 | 35 1550 | 4.3 816 | 56
CAPITAL
Equipment 295634 | 04 9415 | -2.8 7456 | -2.2 3990 | -1.0
Buildings 105429 | 05 33852 | -2.7 27653 | -2.2 14972 | -09
Capital stock 1349930 | 05 43267 | -2.8 35109 | -2.2 18962 | -1.0
LABOUR (1.000 persons)
Wage and salary earners 4526 | 1.2 150 | -2.2 122 | -15 67 | -0.3
Self-employed 1654 | 14 53 | -18 41 | -11 22 | 01
Occupied population 6180 | 1.2 203 | -21 163 | -14 89 | -0.2

Campania, Apulia, Basilicata, Calabria, Sicily, Sardinia.
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Table 41: Objective 1 interventions and growth in the M ezzogior no

Mi01999 Euro

Objective 1
GDP without
GDP GDP without total | GDP without public Community
interventions interventions interventions
@ @) ©) @)
Mio. Euro
1999 243133 - - -
2000 248 073 238 496 240 161 243774
2001 252 403 241 747 243 422 247 626
2002 259 206 248 389 250 046 254 322
2003 266 075 254 649 256 852 261 127
2004 272 005 263 090 264 722 268 073
2005 278 009 268 904 270 628 274016
2006 284183 274 998 276 748 280 160
Growth ratein %
2000 2.0 -1.9 -1.2 0.3
2001 17 -2.6 -1.9 -0.2
2002 2.7 -1.6 -0.9 0.8
2003 2.7 -1.8 -0.9 0.7
2004 2.2 -1.1 -0.5 0.8
2005 22 -1.1 -0.5 0.7
2006 2.2 -1.1 -0.5 0.8
Average annual growth ratein %
2000-06 2.3 | 1.8 | 1.9 | 20
Reduction of growth ratesin %
2000-06 - 0.5 0.4 0.2

Foreign trade of the Mezzogiorno contains exports and imports with other Italian regions and trade
with EU countries and third countries. Within the scope of this study it was not possible to estimate
the interregional trade of East Germany and the Mezzogiorno with the rest of Germany respectively
with the rest of Italy. However, the input-output approach allows to assess at |east the magnitude of
trade effects for both regions outside their nation. In the case of the Mezzogiorno it is estimated that
in 2000 (2006) approximately 3.9 (3.3) % of all imports were induced by objective 1 interventions.

If we consider the volume of all objective 1 interventions in 2000 (2006) of 6,822 (6.853) million
€euro, it can be said that approximately 1,663 (1,994) euro or 24.4 (29.1 %) of objective 1 interven-
tions are leaking away through induced imports from the rest of Italy and other countries. By far the
larger part isleaking to the more prosperous areas of the European Union.

To evaluate the economic impact of objective 1 interventions on economic growth, the annual re-
sults of the impact analysis for the Mezzogiorno are summarised in Table 41 for gross domestic
product. For 2000 (2006) it is expected that the gross domestic product of the Mezzogiorno will
grow by 2.0 (2.2) % below the average of the European Union of 3.3 (2.9) %). If all objective inter-
ventions are excluded, the GDP growth rate would decline to —1.9 (-1.1). For the entire period 2000-
2006 an average annual growth rate of 2.3 % is projected for the Mezzogiorno.
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If objective 1 interventions were not implemented at all, the average growth would be reduced to 1.8
%. If al public objective 1 interventions (Community grants + nationa public interventions), the
average annual growth rate would be reduced to 1.9 %. If we assume that only Community grants
are cancelled and the national programme remains in place, then the average annual growth rate of
2.3 % would decline to 2.0 % on the basis of the macroeconomic forecast of the European Commis-
sion from the autumn 2001.

5. Portugal

In the past, and benefiting from substantial support from the European Union via the financial con-
tributions from the Funds and other structural instruments and provided for by the Community Sup-
port Framework (CSF) for 1989-1993 and 1994-1999, Portugal achieved major economic progress
in terms of nominal and real convergence and financial discipline so that ambitious objectivesin the
period 2000-2006 can be aimed at. However, Portuguese economic growth must be based on new
factors of competitiveness, adopting a development model with better conditions of sustainability.

This attention to the new factors of competitiveness takes into account the recent development of
the national economy which was reflected in profound changes in the country’s structure of produc-
tion. Among these changes, the rapid modernisation of the service sector, the establishment of a dy-
namic focus in the processing industry around transport equipment and machinery and electric and
electronic equipment, the development of the “chain of value” of some traditional industries which
are heavily export-orientated, the intense effort in the implementation of public works and con-
struction for housing, and the decline of the contribution of the primary sector to total gross value
added, stand out in particular.

The third CSF for 2000 — 2006 EIcovers the following three priority spheres of
intervention:

e Human potential
Priority for the evaluation of human potential results from the finding that low levels of pro-
ductivity constitute a weakness of the Portuguese economy. Indeed, progress in convergence
which had been remarkable in various spheres still proved very inadequate as regards peo-
ple'slevel of skillsand the results obtained in productivity terms.

* Productive activity
The aim isto achieve growth in competitiveness through support for business strategies and
consideration of other decisive factors, such as scientific progress and technological innova-
tion and the boosting of the services provided for undertakings. At the same time, provision
is made for measures to support agriculture, rural development and fisheries.

» Structuring of the territory
Considering the territory as an element of cohesion of everything national and of the inte-
gration of Portugal in the global and European economy leads in turn to mgjor guidelines as
regards the construction of infrastructures compatible with the preservation of the environ-
ment and support for the development of Portuguese regions, with aview to rectifying the
main imbal ances and regional disparities.

3 European Commission, Directorate-General Regional Policies: Community Support Framework Portugal 2000-2006,
Brussels 2001.
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On 1 July 1999, the Commission adopted its “Guidelines for Programmes in the period 2000-2006",
which the Member States had to consider when drawing up their Regional Development Plans.
These guidelines defined basic strategic priorities:

» the promotion of economic and social cohesion by according priority to sustainable growth
and regional competitiveness so as to ensure the creation of employment;

» coherence between economic growth, social cohesion and the protection of the environment,
with aview to stimulating sustainable devel opment by not only integrating the environment
in the policies pursued but also guaranteeing equal opportunities for men and women;

» equilibrium in land-use devel opment, as arequisite for interlinking the policies implemented
and as arequirement for the establishment of efficient and operative partnerships.

In general, the Guidelines referred to are applied to national territory as awhole and tallied with the
economic and socia development strategy proposed by the Portuguese authorities and negotiated
with the Commission.

Consideration of these Guidelines led, in general, to economic and social cohesion being assumed
as a priority of the development process supported by the intervention of Community funds. Thus,
as regards human resources, training and employment, the third CSF pursues differentiated and
complementary policies aiming to guarantee growth in employment and the effective utilisation of
human resources.

The development of the information society is a requirement common to the different operational
programmes, with the third CSF contributing to meeting the needs of the private sector and public
institutions in this sphere. With this in view, special efforts are being made to facilitate the use of
new technologies and information networks and communication by individuals and undertakings.

The financing of infrastructures, and especially transport infrastructures, obeys principles of effi-
ciency and integration and is based, to a great extent, on methods of financing which associate the
public and private sectors. Linking to trans-European networks remains a basic objective. Policies
are provided which aim at increasing Portuguese competitiveness in national and Community plans
and which are reflected in the increase in regional competitive capacities, contributing towards im-
proved equilibrium between the development of coastal and inland regions; the different measures
for the development of towns provided for in the regional programmes of the third CSF constitute a
powerful factor in promoting this balance.

Finally, although of fundamental importance as an essential dimension of Community intervention,
environmental sustainability is a necessary component of the development process and it does not
only gives rise to maor investments as regards the improvement of living conditions and environ-
mental protection but constitutes a dimension whose presence is sought in al the operationa meas-
ures of the third CSF.

M acroeconomic outlook

Asagenerd rule, the situation of the Portuguese economy in the period covered by the two previous
Community Support Frameworks (1989-1999) was characterised by a positive macroeconomic de-
velopment which made major gains possible in terms of nominal and real convergence, by a broad
process of structural adjustment, brought about essentially by the deepening of European integration
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and (the main negative aspect of aglobally favourable picture) by an inadequate rate of convergence
of productivity, which may be seen through the persistence of a pattern of specialisation in which
products and processes of low technological intensity, deficient organisational capacities and not
very high levels of skill anong human resources predominate.

The progress achieved in terms of nominal convergence allowed Portugal to be part, from the out-
set, of the group of Member States participating in economic and monetary union. In terms of the
per capita GDP, and for the period between 1993 and 1999, the difference in relation to the average
of the 15 countries of the European Union decreased by more than 5 percentage points. Indeed, the
rates of growth of the Portuguese economy have been greater than those of most of the rest of the
Member States and it may be anticipated that this situation will continue until 2003, if the current
positive trends of the national economy persist: heavy private consumption, resulting from a favour-
able situation on the labour market, high levels of public and private investment, stimulated by low
rates of interest in the Euro zone and by greater stringency in the management of public finances
and the acceleration of exports as aresult of afavourable international economic situation.

The economy is expected to pick up strongly from about the middle of 2002. Nevertheless, in the
absence of a significant carry-over from 2001, annual growth will be far below potentia in 2002,
entailing a rise in unemployment. For 2003, the projections in the autumn 2001 were that the econ-
omy will recover to a rate close to that commonly thought to be sustainable in the medium term,
making a distinct shift from a phase characterised by double-digit growth due to exceptiona in-
creases in the labour supply and productivity.

The re-emergence of a current account deficit in 2000 after a decade of surplusesis explained by the
fact that the growing trade surplus failed to fully offset the steadily increasing deficits on both the
service balance and the balance of primary incomes. This trend is expected to persist over the fore-
cast period, with the relatively big drop in 2001 caused by a reduction in exports of foodstuffs and
tourism services.

The steady fall in unemployment since 1996 finally came to a halt in end-2000, with a rate around 4
%. This achievement of effectively full employment has been accompanied by growing shortages of
both skilled and unskilled labour. The economic slowdown is expected to lead to unemployment
growth temporarily below labour force growth in 2002, even though the latter is on downward
trend. As aresult, the forecast envisages a rise on the unemployment rate in 2002 to around 4.5 %
and asimilar level is projected for 2003.

The state of the public finances remains healthy, with the debt ratio declining further to close to
25 % of GDP in 2003, but with significantly lower surpluses than the 4.5 % of GDP seen in 2000. In
line with the National Development Plan, capital spending will rise strongly over the forecast pe-
riod, taking general government fixed investment in nomina termsto 4.9 % of GDP from 3.8 % in
2000.

The main macroeconomic data of the macroeconomic projection for 2000-2006!EI from the autumn
of 2001 are summarised in Table 42. The pace of economic growth is estimated to decelerate from
3.4 % in 2000 to about 1.7 % in 2001, as the slowdown in the growth contribution of domestic de-
mand is only partly offset by an improvement of exports. In particular, growth of private consump-
tion has seen a sharp deceleration and investment growth is expected to decline by, reflecting a
weakening in residential construction and business investment. Public investment, by contrast,

4 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, 2001.
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picked up in 2001 partly due to a catch-up effect following problems with the new Community
Support Framework in 2000 and an investment cycle due to local elections. Export growth is esti-
mated to slow down from 8.1 % in 2000 to 6.2 % in 2001, partly reflecting a decline in exports
market growth. At the same time, weakening domestic demand brought about a strong deceleration
in import growth from 6% in 2000 to about 2.7 % in 2001. Consequently, the contribution of net
exports to output growth improved by about 1% of GDP.

Table 42: Economic outlook for Portugal
Mio. 1999 Euro

Level Percentage change at annual rate MEMO

Mio. Euro EUR15

Category 1999 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2000-06|2000-06
Gross domestic product 108 207 34| 1.7 15 23 2.8 3.0 3.0 25 2.6
Private consumption 67 562 26| 11 12 1.8 25 | 27 2.7 2.1 2.8
Government consumption 21210 25| 19 11 0.9 15 15 15 16 20
Gross fixed capital formation 29 603 53|-10 | 22 | 37 | 45 | 45 | 45 34 4.6
Change in stocks 1035 - - - - - - - - -
Exports of goods and services 32115 81| 6.2 2.0 5.2 6.3 6.3 6.3 5.7 7.7
Imports of goods and services 43318 6.0 | 2.7 19 | 41 | 55 | 55 | 55 44 7.9
Capital stock 439 253 33|33 | 34 | 35 | 37 | 39 | 39 36 29
Occupied population (1.000 persons) 4824 18| 14 0.7 0.8 0.5 0.7 0.7 1.0 12

The annual growth rate in 2001 was 1.7 %. A pick-up in economic activity was forecast from the
first half of 2002 onwards, reflecting the assumption of favourable developments in the world econ-
omy. However, in view of the negative overhang from 2001, output growth is expected to reach
only 1.5 % in 2002 before reviving to an annual growth rate of 2.3 % in 2003.

Private consumption is expected to remain subdued throughout the forecast period as consumer con-
fidence is currently low and the households' saving rate is assumed to rebound from the historically
low level reached in 1999. Moreover, the demand for durables is expected to fall back from the high
levels reached in 2000, reflecting some saturation effects and the slowdown in residential construc-
tion which is expected to have a negative impact on the demand for domestic appliances.

Total investment growth is projected to strengthen to 2.2 % in 2002 after a decline of 1.0 % in 2001.
This acceleration reflects improved prospects for export growth and the implementation of the new
Community Support Framework. Investment in equipment is expected to be fairly robust while con-
struction should remain subdued as a consequence of the ongoing slowdown in residential con-
struction — which represents some 40% of total investment — as a consequence of the projected cor-
rection in households' indebtedness levels.

In 2002, export market growth is estimated to decelerate to 2.0 % from 8.1 % in 2000. As export
market growth progressively gathers pace over the forecast period, total export growth is projected
to gain momentum. The total import elasticity of fina demand is estimated to decline in 2001, be-
cause of the marked slowdown in the demand for durables, which have a high import content. With
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the gradual revival of investment and exports, the import elasticity should edge up again at the end
of the forecast period. Overal, the contribution of net exports to output growth is forecast to be
close to zero over the forecast period.

Employment is estimated to grow by about 1.8 % in 2001. However, due to a concomitant rise in
the labour force, the unemployment rate is expected to remain unchanged at about 4 %. Employ-
ment growth is forecast to slow down to 1.4 % in 2001, whereas the unemployment rate is expected
to rise moderately to 4.5 % by 2003.

Objective 1 interventions

The present CSF defines the main strategic priorities of intervention from the Structural Funds in
Portugal for the period 2000-2006, reflecting the results of the negotiations between the Portuguese
authorities and the European Commission which allowed specific objectives for the spheres of in-
tervention accepted to be identified. The third CSF will contribute towards pursuing Objective 1 in
Portugal, through the balanced and sustainable development of economic activities, employment
and human resources, with the correction of social inequalities still being favoured. As transversal
dimensions for the different main priorities, the third CSF ensures the protection and improvement
of the environment, the promotion of equality between men and women and the development of a
knowledge-based society and innovation. The sums provided for by way of financial support from
the Structural Funds are evidently adequate for the objectives laid down, as there is equilibrium
between the strategy proposed and the financial resources planned.

Considering the general objective of an increase in productivity, viewed as a necessary condition for
remedying Portugal’s structural backwardness, as the main thread of the action of the Structural
Funds in the present programming period, the CSF is adopting the following priority spheres of ac-
tion:

* Maximising human potential
» Support for productive activity
» Structuring of the territory

The priority given to maximising human potential stems from the finding that low levels of produc-
tivity result, in the first place, from the relative backwardness of the country as regards education
and training of the population.

The improvement of the population’ s qualifications constitutes the indispensable prerequisite for the
modernisation of Portuguese society and the affirmation of the factors of competitiveness of the
economy, especialy with a view to the establishment and consolidation of a knowledge-based soci-
ety. This priority of public action entails significant efforts in the sphere of education, training and
employment, as well as the setting of ambitious objectives as regards reducing national backward-
ness in the field of innovation, science and technology. At the same time, measures are supported
which focus on the consolidation of social solidarity and take into account the needs of citizens,
mainly from the most disadvantaged strata of the population. With this in mind, the third CSF pro-
vides for specific measures in the sectors of health, social development and culture.

In the context of support for productive activity, measures are established which are directed at the
overhaul of the economy, the modernisation of the scientific and technological system and the im-
provement of basic economic infrastructures, where this is compatible with the imperatives of the
conservation of the environment. The pursuit of these objectives involves the continuation of the
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structural reforms of the Portuguese economy, particularly the reforms of markets for goods and
services, the stock market and the labour market and, at the same time, coordinated action of public
policies on the legal and administrative integration of economic activity, with aview to facilitating
the necessary changes in the national business fabric.

In the economic and financia perspective, the intention is to consolidate the foundations of a con-
tinuous process of wealth creation which makes it possible, in the long term, to go beyond deficit
situations in terms of public finances and the balance of current transactions. The existence of
higher levels of income is indispensable to generate tax revenues which allow the significant impact
of Community funds in the Portuguese economy to be substituted at the opportune time.

The objective of increasing productivity is part of a long-term strategy and requires principles of
prudent management of the territory which prevent the weakening of resources and natural spaces to
be applied. Under these conditions, the development of the country is based on principles of envi-
ronmental sustainability and economic and financial sustainability.

The principle of the effective utilisation of the territory justifies the priority attached to regiona de-
velopment and the environment, and determines the importance granted to Portugal’s geostrategic
position as Europe's first Atlantic platform. It further demands close coordination between the
measures intended to strengthen basic infrastructures in the country, including transport infrastruc-
tures and - especially prominent - environment and basic sanitation and those whose objective is the
balanced development of Portuguese regions.

Financial programming of objective 1 interventions in Portugal (Table 43) comprise a total volume
of 39.4 billion euro in 1999 prices over the period 2000-2006 through a combined effort of public,
EU and private funds. The Community contribution will be complemented by national public con-
tributions of 11.4 billion euro and private investment of 8.7 billion euro.

Community contributions for objective 1 interventions in 2000-2006 *° constitute a package of 19.1
billion euro, out of which 6.4 billion euro are spent for “Productive Environment”, 3.8 billion euro
for “Human Resources’ and 8.5 hillion euro for “Basic Infrastructure”.
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Table 43: Financial programming of objective 1 interventionsin Portugal

Source: Directorate Genera for Regional Policies with some own estimates for the allocation on categories.

The basis for the data are the financial tables of the programs. Mio. 1999 Euro
Communi| National . National
ty public PUb.“C .| private
o ., .| contributi .. .| Totd
contributi | contributi on participati
Code | Description on of CSF|on of CSF on
D+ ©RIC)
@) 2 ©) @) ©)
10 |Productive Environment 0 0 0 0 0
11 |Agriculture 1174 435 1700 1700 3308
12 |Forestry 394 237 220 220 851
13 |Promoting the adaptation and the development of r 773 389 226 226 1388
14 |Fisheries 212 75 153 153 440
15 |Assisting large business organisations 124 127 15 15 265
16 |Assisting SMEs and the craft sector 2 657 1195 5062 5062 8914
17 |Tourism 394 198 46 46 638
18 |Research 688 593 29 29 1310
1 |Productive Environment 6 415 3249 7450 7450 | 17114
20 |Human Resources 0 0 0 0 0
21 |Labour market policy 401 224 36 36 661
22 |Socid inclusion 679 397 32 32 1108
23 |Developing educational and vocational training (pd 2 488 1347 287 287 4122
24 |Workforce flexibility 276 188 60 60 524
25 |Positive labour market actions for woman 51 25 1 1 76
2 |Human Resources 3894 2181 416 416 6491
30 |Basic Infrastructure 1 1 0 0 3
31 |Transport infrastructure 3239 3184 457 457 6881
32 | Telecommunications infrastructure and informatior 502 282 0 0 785
33 |Energy infrastructures (production 473 602 4 4 1078
34 |Environmental infrastructure (including water) 738 289 2 2 1029
35 |Planning and rehabilitation 1711 836 428 428 2975
36 |Social infrastructure and public health 1842 684 22 22 2548
3 |Basic Infrastructure 8 507 5879 913 913 | 15299
40 |Miscellaneous 0 0 0 0 0
41 |Technical assistance and innovative actions (ERDH 363 146 0 0 508
4 |Miscellaneous 363 146 0 0 508
TOTAL 19179 | 11455 8779 8779 | 39412
Annual distribution
2000 3216 1835 1467 1467 6 517
2001 3111 1833 1353 1353 6 297
2002 3001 1865 1342 1342 6 209
2003 2 885 1815 1277 1277 5977
2004 2274 1437 1069 1069 4779
2005 2328 1410 1121 1121 4859
2006 2 364 1260 1149 1149 4773
2000-06 19179 | 11455 8779 8779 | 39412
in percent of GDP
2000 29 1.6 1.3 1.3 5.8
2001 2.7 1.6 1.2 1.2 55
2002 2.6 1.6 1.2 1.2 54
2003 2.4 15 11 11 51
2004 1.9 1.2 0.9 0.9 3.9
2005 1.9 11 0.9 0.9 39
2006 1.8 1.0 0.9 0.9 3.7
2000-06 2.3 1.4 11 11 4.7
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The economic impact of the structural interventions

In 2000 the economy grew by 3.4 percent and it was forecast in the autumn 2001 to grow by 3.0
percent in 2006 (Table 44 and Table 45). Without Community grants in these individual years this
growth rate would be reduced to —1.1 (0.2) %. If al objective 1 interventions were withdrawn GDP
would decline by 6.2 (3.1) %. These results clearly indicate a substantial dependency of the Portu-
guese economy on objective 1 interventions.

The sector “Buildings and construction” would loose 30.7 (19.5) % of its value added in 2000
(2006) if al objective interventions were cancelled. But also “Agriculture, forestry and fishery” are
affected with 10.0 (6.5) %, “Private services’ with 9.7 (6.1) % and “Government services’ with 9.2
(5.8) % are affected in a significant way.

Among the components of final demand gross capital formation is affected most by objective 1 in-
terventions. Including all interventions Portugal is expected to realise very high investment ratios in
2000 and 2006. With 27.9 (29.0) % of GDP the projected level for 2000 (2006) is substantially than
the expected average of the European Union (EU15) of 20.6 (20.0). This high ratio is one of the
fundamental requirements to achieve high economic growth.

In 2000 (2006) approximately 11.1 (7.0) % of gross fixed capital formation and 6.5 (4.0) % of the
capital stock are depending on Community grants for objective 1 interventions. If we relate the im-
pact to al objective 1 interventions then 24.9 (15.6) % of gross fixed capital formation and 15.5
(9.4) % of the capital stock are depending on Community grants.

During the period 2000-2006, the Portuguese economy was expected to grow at an average annual
rate of 2.5 % according to the autumn 2001 forecast, which is more or less in line with the forecast
for the European Union (2.6 %). This forecast of the Commission includes all objective 1 interven-
tions. Without Community grants in each year of the reference period (Table 46) the Portuguese
economy would grow at an average annual rate of 2.1 %. If the al objective 1 interventions were
not in existence, gross domestic product would only grow at an annual rate of 1.6 %.

In the case of Portugal, the derived |eakage effects and national GDP multiplier are impressive. It is
estimated that approximately imports of 41.9 % of objective 1 interventions are leaking into other
nations, of which 35.2 % are imported from other Member countries of the European Union. The
domestic GDP multiplier is estimated at 150.6 % of all interventions. The total supply multiplier
combined (GDP and imports) of objective 1 interventions in Portugal is estimated at 192.4 %. In
consequence: If objective 1 interventions of 1.0 million euro were cancelled in Portugal, then it
must be expected that the GDP of Portugal would decline by 1.506 million euro, total imports by
419 million SR, imports from EU countries by 352 million euro, imports from third countries by 67
million euro and total supply by 1.924 million euro.



The economic impact of objective 1 interventions for the period 2000 - 2006 9

Table 44: Economic impact of objective 1 interventions 2000 in Portugal

Mi01999 Euro

Level Growth| Change | Growth| Change | Growth| Change | Growth
2000 rate | induced | rate | induced | rate | induced | rate
2000 | by total |excludin| by public|excludin by excludin
interventi | gtotal [ interventi| g public| Communi g
ons |internve|] ons |internve ty Commu
ntions ntions | interventi | nity
ons |internve
ntions
Category Mio. Euro % |Mio. Euro] % |Mio. Euro] % |Mio. Euro| %
STRUCTURAL CHANGE
Agriculture, forestry and fishery, 3906 | 31 390 | -7.2 254 | -3.6 173 | -15
Fuel and power 298 | 4.2 19 | -23 13 | -04 8| 12
Manufacturing 21375 | 3.1 1157 | -25 811 | -0.8 515 | 0.6
Building and construction 7584 | 3.9 2330 | -28.0 1624 | -18.4 1038 | -10.3
Private services 37794 | 36 3681 | -6.5 2324 | -2.8 1543 | -06
Government services 25095 | 32 2298 | -6.2 1980 | -4.9 1329 | -22
Vaue added 96052 | 34 9874 | -7.2 7006 | -4.1 4607 | -1.6
VAT on products 15828 | 34 490 | 0.2 338 | 1.2 219 | 20
Gross domestic product 111880 | 34 10364 | -6.2 7344 | -34 4826 | -1.1
ECONOMIC GROWTH
Private consumption 69340 | 26 2616 | -1.2 1587 | 0.3 1089 1.0
Government consumption 21750 25 2360 | -8.6 2064 | -7.2 1384 | -4.0
Gross fixed capital formation 31177 | 5.3 7761 | -20.9 5452 | -13.1 3451 | -6.3
Changein stocks 807 - - 15 - - 11 - -9 -
Exports less imports - 11194 | -01 -2359 | -211 | - 1747 | -157 | - 1089 | -938
Gross domestic product 111880 | 34 10364 | -6.2 7344 | -34 4826 | -1.1
FOREIGN TRADE
Exportsto EU countries 28927 | 8.2 446 | 6.5 252 | 7.2 173 | 75
Exportsto third countries 5787 | 7.8 116 | 5.6 64 | 6.6 4 | 7.0
Exports of goods and services 34714 | 81 562 | 6.3 316 | 7.1 218 | 7.4
Imports from EU countries 34 494 19 2456 | -5.3 1740 | -3.2 1099 | -13
Imports from third countries 11414 | 204 465 | 155 323 | 170 208 | 18.2
Imports of goods and services 45908 | 6.0 2921 | -0.8 2063 1.2 1307 | 3.0
CAPITAL
Equipment 150202 | 3.1 21931 | -11.9 14228 | -6.7 9420 | -34
Buildings 303551 | 34 46858 | -12.6 29846 | -6.8 19945 | -34
Capital stock 453753 | 3.3 68789 | -12.4 44074 | -6.7 29365 | -34
LABOUR (1.000 persons)
Wage and salary earners 3533 | 20 339 | -7.8 235 | -4.8 154 | -25
Self-employed 1376 | 1.2 148 | -9.7 107 | -6.7 71 | -4.0
Occupied population 4909 1.8 487 | -8.3 342 | -53 225 | -2.9
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Table 45: Economic impact of objective 1 interventions 2006 in Portugal

Mi01999 Euro

Level Growth| Change | Growth| Change | Growth| Change | Growth
2006 rate | induced | rate | induced | rate | induced rate
2006 | by total |excludin] by public|excludin by excludin
interventi | gtotal | interventi | g public| Communi g
ons |internve| ons |internve ty Commu
ntions ntions | interventi | nity
ons |internve
ntions
Category Mio. Euro % |Mio.Euro] % ([Mio.Euro] % |Mio.Euro, %
STRUCTURAL CHANGE
Agriculture, forestry and fishery 4407 25 287 | -4.1 184 | -1.7 130 | -05
Fuel and power 357 | 38 14 | -0.3 10 | 1.0 6| 19
Manufacturing 24281 | 28 808 | -0.6 555 | 04 362 | 13
Building and construction 8938 | 33 1744 | -16.8 1189 | -104 779 | -5.7
Private services 43905 | 31 2687 | -3.2 1662 | -0.8 1130 | 05
Government services 28773 3.0 1683 | -3.1 1421 | -21 975 | -05
Value added 110661 | 3.0 7223 | -37 5020 | -1.7 3382 | -01
VAT on products 18239 | 3.0 367 0.9 248 16 165 | 21
Gross domestic product 128900 | 3.0 7590 | -31 5268 | -1.2 3547 | 02
ECONOMIC GROWTH
Private consumption 78089 | 2.7 1824 | 03 1001 | 1.3 768 | 1.7
Government consumption 23 645 15 1742 | -6.0 1493 | -4.9 1025 | -29
Gross fixed capital formation 37333 | 45 5834 | -11.8 4007 | -6.7 2600 | -2.8
Changein stocks 1073 - - 9] 08 - 6| 06 - 5] 05
Exports less imports - 11240 | 24 -1801 | -140 | - 1317 | -96 - 841 | 53
Gross domestic product 128900 | 3.0 7590 | -31 5268 | -1.2 3547 | 0.2
FOREIGN TRADE
Exportsto EU countries 39 603 6.3 386 53 214 5.7 151 5.9
Exports to third countries 7892 | 6.3 9 | 49 54 | 55 38 | 58
Exports of goods and services 47495 | 6.3 485 | 5.2 267 | 5.7 189 | 5.9
Imports from EU countries 44133 | 55 1919 | 0.9 1334 | 23 865 | 34
Imports from third countries 14 602 5.6 367 | 29 250 | 38 165 | 44
Imports of goods and services 58735 | 55 2 286 14 1584 | 2.7 1030 | 37
CAPITAL
Equipment 183857 | 3.7 16805 | -5.8 10680 | -2.3 7246 | -04
Buildings 377694 | 40 36140 | -6.0 22565 | -2.2 15444 | -0.3
Capital stock 561551 | 3.9 52945 | -59 33245 | -2.3 22691 | -0.3
LABOUR (1.000 persons)
Wage and salary earners 3699 | 0.7 225 | -54 154 | -35 103 | -21
Self-employed 1457 | 0.8 101 | -6.1 72 | 41 49 | -25
Occupied population 5156 | 0.7 326 | -56 226 | -3.7 152 | -2.2
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Table 46: Objective 1 interventions growth in Portugal

Mi01999 Euro

Objective 1
GDP GDP without| GDP without | GDP without
total public Community
interventions| interventions| interventions
1) (2 3 4
Mio. Euro
1999 108 207 - - -
2000 111 880 101 516 104 536 107 054
2001 113 776 103 721 106 548 109 080
2002 115 489 105 536 108 354 110 948
2003 118 141 108 576 111 266 113 785
2004 121 501 113 881 116 097 118 088
2005 125 145 117 406 119 702 121 646
2006 128 900 121 310 123632 125 353
Growth ratein %

2000 34 -6.2 -3.4 -1.1
2001 17 -7.3 -4.8 -2.5
2002 15 -7.2 -4.8 -2.5
2003 2.3 -6.0 -3.7 -1.5
2004 2.8 -3.6 -1.7 0.0
2005 3.0 -3.4 -1.5 0.1
2006 3.0 -3.1 -1.2 0.2

Average annual growth ratein %
2000-06 25 | 16 | 19 | 21

Reduction of growth ratesin %

2000-06 - | 0.9 0.6 0.4
4. Spain
Objective 1 regi onsE]cover atotal of 76.1% of Spanish territory but are home to only 58.5% of the

population. At 60.4 inhabitants per km? in 1996, population density is very low and below the
Community average of 116.8 inhabitants per km?.

The per capita GDP in al Spanish Objective 1 regions grew relative to the Community average
between 1994 and 1997. Taking all the regions together, the per capita GDP measured in purchasing
power standards increased from 66% of the average for the Community of 15 in 1994 to 68% in
1997. However, convergence has not been the same in all regions: while the per capita GDP in As-
turias, the Canary Islands, Cantabria, Castile-Leon and the Community of Vaenciawas already 75%
of the Community average in 1997, the other regions saw less pronounced growth.

Nevertheless, the situation on the labour market in these regions is still less favourable than in the
Community as a whole and in the rest of Spain. The activity rate and the employment rate are ap-

15 European Commission, Directorate-general Regional Policies: Community Support Framework (2000-2006) for
Spanish Objective 1 Regions (Summary), Brussels 2001.
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preciably below the average for the European Union and, in 1998, the rate of unemployment in
Spanish Objective 1 regions was still double the average for the Community of 15.

The relative backwardness of the Objective 1 regions is closaly linked to the specialised nature of
their economies and their weak business base.

The basic features of specialisation in these regions can be summarised as follows:

* arelative large primary sector,
» considerable specialisation in industries with low added value and low technology content,
» ascarcity of advanced services,

Considerable sums of public productive capital have been invested over the last ten years, particu-
larly in transport infrastructures, which have significantly reduced the relative weakness of the Ob-
jective 1 regions compared with the Spanish and Community averages. These regions nevertheless
continue to show important structural deficiencies.

Generally speaking, the technological capital of the Objective 1 regions shows serious shortcom-
ings. Thisisin essence the result of alack of spending on research and technological development
in Spain, in particular in Objective 1 regions. Spending on R&D is only 0.53% of GDP, and even
less in the private sector. In addition, public technology transfer systems do not appear to be pro-
ducing the results expected.

Finally, as regards access to the information society, which will be a mgor driving force for busi-
ness activity and improvements in living standards over the coming years, the Objective 1 regions
lag far behind the other Spanish regions when it comes to computerisation and access to and use of
the internet.

M acroeconomic outlook

Little progress was made on the convergence of the Spanish economy with that of the rest of the
European Union in the 1990s, because of the 1992/93 recession that hit Spain harder than it did
many other EU economies. However, the tendency to diverge seen at the beginning of the nineties
was turned around after 1994 when the growth of Spanish GDP in real terms again outstripped the
Community average.

According to Commission forecasts, although GDP growth was 1.3% faster in real terms than the
average for the Community of Fifteen between 1996 and 1999, this could fall to 0.4% in 2000 as the
economy of the Community as a whole improves.

During the first half of the nineties, Spain had the worst labour market situation in the European
Union. There has, however, been a turnaround since the job losses recorded until 1994 - when un-
employment peaked at 24.1% - and job creation since 1995 has been such that the unemployment
rate is now less than 15%. Growth in employment, expected to continue at a rate of amost 3%,
could bring the unemployment rate down to below 11% from 2002.

The state of public finances has improved markedly during the process of integration into the Euro-
pean Monetary Union (EMU). The reduction in the public deficit from 6.9% of GDP in 1995 to
1.1% of GDP in 1999 is a notable achievement. Tax consolidation has been achieved principally by
reductions in current expenditure, including lower interest payments as a result of areduction in in-
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terest rates and in the national debt. However, there has also been a slight reduction in public in-
vestment, which has decreased from around 4% to around 3% of GDP.

GDP rose strongly by 4.1% in both 1999 and 2000. However, economic activity has weakened sig-
nificantly in 2001, at first partly due to the negative impact from oil and unprocessed food price
hikes earlier in the year and subsequently in response to the general international downturn. Do-
mestic demand has moderated, while an earlier improving trend of the external sector has reversed.
GDP growth of 2.7% in 2001 was expected. Domestic demand is envisaged to moderate further in
2002 while external demand should recover dlightly. For 2002 as a whole, heavily influenced by the
weakness in the second half of 2001, output growth is expected to be 2.0%, markedly lower than in
2001 but with a recovery gaining strength through the year. In 2003 growth is forecast to recover to
3.2%, roughly in line with estimated potential.

In 2001 economic growth slowed with weakening of all domestic demand components and exports.
Private consumption growth has moderated as a consequence of slower job creation and growth of
disposable income, while worsening expectations have caused growth of investment in equipment
to fall sharply; in addition, although still dynamic, residential construction activity has moderated.
As for the external demand, exports have slowed down markedly as the international setting has be-
come less favourable. Despite a deceleration of imports in line with domestic demand, the contribu-
tion from the net external demand is expected to remain negative. As aresult, output growth was set
to moderate to 2.7% with a particularly weak second half of 2001.

The further fall of average growth in 2002 is based on more moderate growth of domestic demand
and a neutral contribution from the external demand. These are, nevertheless, whole-year results,
and cover a significant pick-up during the year to above trend growth by the end of the year. This
recovery should take place along with an improvement in the international setting. Annual average
growth of private consumption is expected to continue decelerating due to slower employment and
wage growth and to non-indexation of income tax brackets, resulting in a moderation in growth of
households' gross disposable income. In this context, the saving ratio is expected to increase after
having reached a minimum in 2000. Growth in investment in equipment should remain moderate
given the still adverse macroeconomic scenario in the first half of the year, while residential con-
struction should show a decelerating trend only partially offset by robust infrastructure investment.
With a slowdown in growth matched on the side of exports their net contribution to output growth
should be neutral.

The pick-up in economic activity in 2003 is underpinned by a recovery of domestic expenditure, as
the contribution from the net external demand will turn negative. Employment, as measured by full-
time equivalent jobs, was foreseen to rise by 2.3% in 2001 although on a clearly decelerating path in
line with labour market indicators. In 2002, growth is expected to moderate further to 0.9%. Thisis
mainly based on an expected deceleration of activity in more labour-intensive branches, especially
construction and services, which have seen the more dynamic job creation in the recent past. In
2003, employment should accelerate following the stronger economic growth. Despite less vigorous
job growth and with little change in the activity rate, the unemployment rate continues to decrease
during the forecast period.

The following impact analysis is based on the macroeconomic forecast for Spain of Autumn 2001E|,

which is summarised in Table 47. Gross domestic product of Spain in the 2000-2006 period is ex-
pected to grow at an average annual rate of 3.3 percent, well above the average of the European

'8 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, 2001.
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Union of 2.6 %. The growth rates of gross fixed capital formation remain relatively low. The mod-
erate expected growth ismainly driven by capital formation and exports.

Table 47: Economic outlook of Spain
Mio. 1999 Euro

Level Percentage change at annual rate MEMO

Mio. Euro EUR15

Category 1999 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 |2000-06|2000-06
Gross domestic product 565 337 41| 2.7 20 3.2 3.7 3.8 3.8 3.3 2.6
Private consumption 335822 40| 26 16 | 31 | 35 | 35 | 35 31 2.8
Government consumption 98 602 41| 20 2.4 2.2 25 25 25 2.6 20
Gross fixed capital formation 135 961 56| 38 | 26 | 42 6.2 | 65 | 65 5.0 4.6
Change in stocks 2 562 - - - - - - - - -
Exports of goods and services 155 215 95| 49 3.9 7.6 8.6 8.6 8.6 74 7.7
Imports of goods and services 162 825 98| 50 | 38 74 | 90 | 9.0 | 9.0 75 7.9
Capital stock 2278989 33|33 | 34 | 35 | 37 | 39 | 39 36 29
Occupied population (1.000 persons) 15163 30| 23 0.9 21 29 2.7 2.7 24 12

Sound macroeconomic management will be necessary for the economy to be kept on a smooth path
of favouring investment and reducing unemployment, as well as price stability and sufficient exter-
nal balance. The structural objectives of the Regional Development Plan require, moreover, that this
be combined with appropriate policies at the microeconomic level, particularly as regards the labour
market.

Objective 1 interventions

The basic priorities of the development strategy set out in the CSF for 2000-06 reflect the principal
factors that influence the competitiveness of the regions. They take into account not only the results
of previous CSFs but also current trends, which point to a future increasingly open to competition
and demand, and a more rapid transition, from a development strategy designed to promote eco-
nomic development by improving the basic factors influencing the competitiveness of the regions,
to a more complex strategy centred on the productive base, investment and innovation. Additional
priorities consist in guaranteeing that economic growth in the regions creates the jobs necessary to
maintain the rate of fall in unemployment seen over recent years and that growth is compatible with
the generally accepted requirement that development does not harm the environment.
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Table 48: Financial programming of objective 1 interventionsin Spain

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

Mio. 1999 Euro

Communi| National . National
ty public PUb.“C .| private
. ... | contributi .. .| Totd
contributi | contributi on participati
Code | Description on of CSF|on of CSF on
D +@ (3 +(4)
€) (@) ©) 4 ©)
10 |Productive Environment 0 0 0 0 0
11 |Agriculture 1540 806 1 606 1 606 3952
12 |Forestry 884 456 0 0 1340
13 |Promoting the adaptation and the development of rj 2 329 1204 68 68 3602
14 |Fisheries 853 471 7 7 1331
15 |Assisting large business organisations 1084 439 0 0 1524
16 |Assisting SMEs and the craft sector 2358 1077 0 0 3435
17 \Tourism 536 299 0 0 835
18 |Research 1940 803 0 0 2743
1 |Productive Environment 11 525 5555 1681 1681 | 18761
20 |Human Resources 23 8 0 0 31
21 |Labour market policy 4159 2016 0 0 6175
22 |Social inclusion 530 201 2 2 733
23 |Developing educational and vocational training (pd 1 248 688 0 0 1936
24 |Workforce flexibility 2 669 1069 30 30 3769
25 |Positive labour market actions for woman 238 65 0 0 303
2 [Human Resour ces 8 867 4048 32 32 | 12948
30 |Basic Infrastructure 0 0 0 0 0
31 |Transport infrastructure 9017 5644 0 0| 14661
32 | Telecommunications infrastructure and informatior 359 170 0 0 529
33 |Energy infrastructures (production 293 300 0 0 593
34 |Environmental infrastructure (including water) 3778 1654 0 0 5432
35 |Planning and rehabilitation 2325 960 0 0 3284
36 |Social infrastructure and public health 1671 749 0 0 2420
3 |Basic Infrastructure 17 442 9478 0 0| 26920
40 |Miscellaneous 6 2 0 0 7
41 |Technica assistance and innovative actions (ERDH 204 72 1 1 276
4 |Miscellaneous 209 73 1 1 283
TOTAL 38043 | 19154 1714 1714 | 58912
Annual distribution
2000 5110 2 409 6 6 7524
2001 5 468 2727 246 246 8441
2002 5595 2 900 297 297 8791
2003 5706 2943 302 302 8951
2004 5 287 2777 283 283 8 347
2005 5389 2 709 288 288 8 386
2006 5490 2 689 293 293 8472
2000-06 38043 | 19154 1714 1714 | 58912
in percent of GDP
2000 0.9 0.4 0.0 0.0 1.3
2001 0.9 0.5 0.0 0.0 14
2002 0.9 0.5 0.0 0.0 14
2003 0.9 0.5 0.0 0.0 14
2004 0.8 0.4 0.0 0.0 1.3
2005 0.8 0.4 0.0 0.0 1.2
2006 0.8 0.4 0.0 0.0 1.2
2000-06 0.8 0.4 0.0 0.0 13
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The strategy and funding for the CSF for 2000-06 is accordingly based on five basic priorities,
which relate to the factors which are decisive in improving competitiveness and creating jobs, and a
sixth priority, aimed at ensuring sustainable devel opment:

* Improving competitiveness by diversifying and modernising production, organisation and
technol ogy.

* Promoting the knowledge society by increasing technological capacity and developing the
information society.

» Making better use of and improving the qualifications of human resources.
» Developing and improving communications and energy supply infrastructures.

» Tapping the regions indigenous growth potential by promoting local and urban develop-
ment.

» Thesixth and final strategic priority consists in making development sustainable by ensuring
that it takes account of environmental concerns. Thisis a horizontal priority that must be re-
flected in all the other priorities.

The financial programming of objective 1 interventionsIE| in Spain is presented in Table 48. The
striking element of the financial allocation compared to other objective 1 regions is the fact that
presently virtually no private participation is included in objective 1 interventions. While in all ob-
jective 1 areas combined (East Germany, Greece, Ireland, Mezzogiorno, Portugal, Spain) Commu-
nity contributions constitute 49.9 % of all objective 1 interventions, Spain is planning to realise a
contribution of 64.6 % of the Community in all Spanish objective 1 interventions. In our view this
distortion is unacceptable.

The financial programming of objective 1 interventions allocates 30.3 % of total expenditure for
“productive Environment”, 23.3 % for “Human Resources’, 45.8 % for “Basic Infrastructure” and
0.5 % for “Miscellaneous’. Special emphasis is laid to improve the physical infrastructure of the
country, in particular in transportation.

Economic impact of the objective 1 interventions

In 2000 (2006), Community grants were inducing about 1.2 (1.0) percent additional growth in Spain
as compared to the previous year (Table 49 and Table 50). If al objective 1 interventions in 2000
(2006) are excluded, the economy of Spain would have grown by 2.4 (2.2) percent instead of a
growth rate of 4.1 (3.8). In this calculation its assumed that all objective 1 interventions are only ex-
cluded in the respective individual year of 2000 (2006). If we assume that only Community grants
are withdrawn in 2000 (2006) then the expected growth rate of 4.1 (3.8) % would decline to 2.9
(2.8) %.

In absolute terms the sector “ Private services’ is affected most with a dependency of value added by
2.860 (3.311) million euro in 2000 (2006) on objective 1 interventions, followed by the sector
“Buildings and construction” and the sector “Government services’.

7 European Commission: Directorate-General for Regional Policies, Community Support Framework (2000-2006) for
Spanish objective 1 Regions, Brussels 2001.
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Among the final demand components investments into buildings, machinery and transport equip-
ment in the magnitude of 7.367 (8.367) million euro isinduced by objective 1 interventions in 2000
(2006). Inview of the total allocations for objective 1 interventions of 7.524 (8.472) million euro it
can be said that through various multipliers induced investment corresponds to expenditure level for
objective 1 interventions.

The impact of objective 1 interventions on foreign trade is particularly significant for induced im-
ports. It is estimated that imports from EU countries of 1.062 (1.401) million euro are induced by
such interventions. If we argue in terms of total supply it can be said that objective 1 interventions
of 7.524 (8.472) million euro in 2000 (2006) are inducing a total supply of 11.555 (13.291) of
which 17.0 (20.1 %) can be attributed to imports. In consequence the leakage effect of objective 1
interventions for the 2000-2006 period is estimated in the range of 17-20 %.

Due to the magnitude of objective 1 interventions the impact on capital and employment is very
profound in Spain. It is estimated that in 2000 (2006) approximately 288.000 (316.000) persons of
the occupied population are depending on interventions for objective 1 regions. Thisis 1.8 (1.8) %
of the labour force in'y country which is severely affected by unemployment (14. 1% unemployment
rate in 2000). Almost the same dependency can be identified for the capital stock. If all objective 1
interventions were withdrawn he capital stock of Spain could decline by 1.7 (1.6) % with the corre-
sponding effects on investment and the capital goods producing industries.

In Table 51 it is shown by how many percentage points the annual real GDP growth rate would be
affected if objective 1 interventions were withdrawn and on the other side by how many percentage
points the real growth rate would decline, if the Community grants were withdrawn through the pe-
riod 2000-2006. If all objective 1 interventions were cancelled throughout the period, the GDP
growth rate would decline by 0.2 %, and by 0.1 % in the absence of Community interventions.
During the period 1000-2006 Spain is capable to reduce its development gap, not by a substantial
margin but at a steady pace. Without objective 1 interventions in 2000-2006 Spain (3.3 %) is till
expected to grow above the European average of 2.6 % per annum. The European Union should be
encouraged to support Spain as much as possible to close the development gap in the near future.
Like in the case of Ireland, this would release more funds for other deserving regions in the Euro-
pean Union.
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Table 49: Economic impact of objective 1 interventions 2000 in Spain

Mi01999 Euro

Level Growth| Change | Growth| Change | Growth| Change | Growth
2000 rate | induced | rate | induced | rate | induced | rate
2000 | bytotal |excludin| by public|excludin by excludin
interventi | gtotal | interventi| g public| Communi g
ons |internve|] ons |internve ty Commu
ntions ntions | interventi | nity
ons |internve
ntions
Category Mio. Euro % |Mio. Euro] % |Mio. Euro] % |Mio. Euro| %
STRUCTURAL CHANGE
Agriculture, forestry and fishery, 23202 1.0 366 | -0.6 350 | -05 242 | -0.1
Fuel and power 1635 | 0.1 20 | -11 20 | -11 14 | -0.7
Manufacturing 125887 | 4.2 1438 | 3.0 1426 | 3.0 9%4 | 34
Building and construction 42389 | 2.0 2388 | -3.8 2374 | -3.7 1612 | -1.9
Private services 256354 | 49 2860 | 3.8 2849 | 38 1938 | 4.1
Government services 114296 | 3.6 2411 | 14 2475 | 14 1742 | 2.0
Vaue added 563763 | 4.1 9484 | 23 9494 | 23 6510 | 29
VAT on products 24704 | 4.1 104 | 37 104 | 3.6 72 | 3.8
Gross domestic product 588467 | 4.1 9587 | 24 9598 | 24 6582 | 29
ECONOMIC GROWTH
Private consumption 349254 | 4.0 643 | 38 638 | 3.8 446 | 39
Government consumption 102597 | 4.1 3068 0.9 3152 0.9 2222 18
Gross fixed capital formation 143613 | 5.6 7367 | 0.2 7298 | 0.3 4902 | 20
Changein stocks 1719 - 1 - 1 - 2 -
Exports less imports -8716 | 145 | - 1492 | 51 - 1492 | 51 - 991 15
Gross domestic product 588467 | 4.1 9587 | 24 9598 | 24 6582 | 29
FOREIGN TRADE
Exportsto EU countries 125474 | 9.6 410 9.3 393 9.3 272 9.4
Exportsto third countries 44554 | 9.3 66 | 9.2 65 | 9.2 45 | 9.2
Exports of goods and services 170028 | 95 476 | 9.2 458 | 9.2 317 | 93
Imports from EU countries 70 462 9.8 1062 8.1 1050 8.1 699 8.7
Imports from third countries 108282 | 9.8 906 | 8.9 900 | 89 609 | 9.2
Imports of goods and services 178744 | 9.8 1968 | 8.6 1949 | 86 1308 | 9.0
CAPITAL
Equipment 478701 | 2.9 7893 | 1.2 7861 | 1.2 5369 | 1.8
Buildings 1875497 | 34 31923 | 1.6 31830 | 1.6 21856 | 22
Capital stock 2354198 | 3.3 39816 | 1.6 39692 | 1.6 27225 | 21
LABOUR (1.000 persons)
Wage and salary earners 13049 | 38 253 1.8 254 | 1.8 175 | 24
Self-employed 2575 | -0.7 35| -20 34 | -20 23 | -16
Occupied population 15624 | 3.0 288 11 288 | 1.1 198 1.7
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Table 50: Economic impact of objective 1 interventions 2006 in Spain

Mi01999 Euro

Level Growth| Change | Growth| Change | Growth| Change | Growth
2006 rate | induced | rate | induced | rate | induced | rate
2006 | bytotal |excludin| by public|excludin by excludin
interventi | gtotal | interventi| g public| Communi g
ons |internve|] ons |internve ty Commu
ntions ntions | interventi | nity
ons |internve
ntions
Category Mio. Euro % |Mio. Euro] % |Mio. Euro] % |Mio. Euro| %
STRUCTURAL CHANGE
Agriculture, forestry and fishery, 22921 | 01 407 | -1.7 375 | -15 257 | -1.0
Fuel and power 1548 | -05 19 | -17 18 | -1.6 13 | -13
Manufacturing 154258 | 4.1 1581 | 3.0 1516 | 31 1012 | 34
Building and construction 44 403 1.1 2458 | -45 2361 | -4.3 1584 | -25
Private services 324264 | 4.6 3311 | 35 3188 | 3.6 2146 | 3.9
Government services 133248 | 3.1 2725 | 1.0 2701 | 1.0 1878 | 1.6
Vaue added 680642 | 3.8 10500 | 2.2 10159 | 2.2 6890 | 27
VAT on products 29828 | 3.8 125 | 34 121 | 34 83 | 35
Gross domestic product 710470 | 3.8 10625 | 2.2 10281 | 23 6973 | 28
ECONOMIC GROWTH
Private consumption 416253 | 35 624 | 34 597 | 34 412 | 34
Government consumption 117 964 25 3682 | -0.7 3653 | -0.7 2543 0.3
Gross fixed capital formation 191917 | 6.5 8367 | 1.8 8009 | 20 5314 | 35
Changein stocks 219 - 17 | -70.3 17 | -70.4 18 | -70.5
Exports less imports -15883 | 164 | - 2064 | 1.2 -1995 | 1.7 - 1314 | 6.7
Gross domestic product 710470 | 3.8 10625 | 22 10281 | 23 6973 | 28
FOREIGN TRADE
Exportsto EU countries 188 503 8.6 523 8.3 483 8.3 331 8.4
Exportsto third countries 66584 | 85 80 | 84 75| 84 52 | 84
Exports of goods and services 255087 | 8.6 603 | 83 559 | 83 383 | 84
Imports from EU countries 106 836 9.0 1401 7.6 1340 7.6 883 8.1
Imports from third countries 164134 | 9.0 1265 | 82 1215 | 82 814 | 85
Imports of goods and services 270970 | 9.0 2666 | 7.9 2554 | 80 1697 | 83
CAPITAL
Equipment 579302 | 35 8908 | 19 8573 | 20 5792 | 25
Buildings 2334192 | 4.0 37018 | 23 35663 | 24 24223 | 29
Capital stock 2913494 | 39 45926 | 2.3 44236 | 2.3 30015 | 2.8
LABOUR (1.000 persons)
Wage and salary earners 14934 | 2.7 279 | 0.8 272 | 0.8 185 14
Self-employed 2932 | 28 37| 15 3| 16 23 | 20
Occupied population 17866 | 2.7 316 | 0.9 306 | 1.0 209 15
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Table51: Objective 1 interventions and growth in Spain

Mi01999 Euro

| 0.2

Objective 1
GDP GDP without | GDP without | GDP without
total public Community
interventions| interventions| interventions
©) @) ©) 4)
Mio. Euro
1999 565 337 - - -
2000 588 467 578 880 578 869 581 885
2001 604 349 593 604 593 895 597 315
2002 616 434 605 185 605 544 609 198
2003 636 131 624 728 625 094 628 788
2004 659 681 649 100 649 437 652 903
2005 684 488 673 917 674 258 677 614
2006 710 470 699 845 700 189 703 497
Growth ratein %
2000 4.1 24 2.4 29
2001 2.7 0.9 0.9 15
2002 2.0 0.1 0.2 0.8
2003 3.2 13 14 20
2004 3.7 2.0 2.1 2.6
2005 3.8 2.2 2.2 2.7
2006 3.8 2.2 2.3 2.8
Average annual growth ratein %
2000-06 33 | 381 | 31 | 32
Reduction of growth ratesin %
2000-06 - 0.2 0.1
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Appendix on M ethodology

In atime of structural change and innovation a macroeconomic analysis without sectoral disaggre-
gation would only allow the study of afew and possibly less important impacts of the structural in-
terventions. In this case, the analysis would remain cursory and potentially misleading. As a quanti-
fication of various structural effects is the main target of the analysis, it has been decided to imple-
ment an input-output approach. For Europe in general and an integrating market in particular, this
type of impact analysis of structural interventions seemsto be the best choice.

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. A set of harmonised input-output tables with labour and capital
stock datais used which has been established by Eurostat in co-operation with the author. The pro-
jected 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.

1. Data Base

An input-output approach is only appropriate if the data base for the analysis system is not outdated.
In recent years some countries have considerably reduced the time lag for the publication of input-
output tables. However, the problem remains that many applications of input-output analysis are
obsolete because the data base is outdated. It is costly to establish harmonised input-output tables
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for the European Union as they rely to a great extent on surveys and primary statistics. Therefore,
Eurostat decided in the past to establish a sequence of five-yearly input-output tables. As supple-
ment for the years in between, but also to cover the time lag between the last input-output table and
the latest set of national accounts, Eurostat is updating input-output tables based on new a method-
ology. At present, the submission of annual supply and use tables and five-yearly symmetric prod-
uct-by-product input-output tables is an integral part of the official submission programme for the
European System of Accounts 1995 (ESA 1995) for all Member countries of the European Union.

The main element of the data base is a set of harmonised input-output tables for the EU (Figure 6)
which have been established by Eurostat. It comprises matrices for domestic production of goods
and services, imports from member countries of the European Communities, imports from third
countries and value added. As supplement matrices an employment matrix is given for occupied
population and wage and salary earners and a capital stock matrix for buildings and equipment. In
the future it may be extended by other satellite systems on energy, pollutants and waste.

As sectora information in the national accounts of Eurostat is given for 30 branches (P31) it has
been decided to update and project Eurostat input-output tables (Figure 7) according to the follow-
ing classification of activities:

Z
o

Activities

Products of agriculture, hunting and forestry

Fishing products

Mining and quarrying of energy producing materials
Mining and quarrying except energy producing materials
Food products, beverages and tobacco

Textiles and textile products

Leather and leather products

Wood and wood products

Pulp, paper and paper products; publishing and printing
10 Coke, refined petroleum products and nuclear fuels

11 Chemicals, chemical products and man-made fibres

12 Rubber and plastic products

13 Other non-metallic mineral products

14 Basic metals and fabricated metal products

15 Machinery and equipment n.e.c.

16 Electrical and optical equipment

17 Transport equipment

18 Products of manufacturing n.e.c.

19 Electricity, gas and water supply

20 Construction work

21 Wholesale and retail trade services; repair of motor vehicles, motorcycles and personal and household goods
22 Hotelsand restaurants services

23 Transport, storage and communication services

24 Financial intermediation services

25 Real edtate, renting and business services

26 Public administration and defence services, compulsory social security
27 Education services

28 Health and social work services

29 Other community, social and persona services

30 Private households with employed persons

O©CoOoO~NO UL WNPE
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Figure 7: Input-output table and satellite systems
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The economic outlook for Italy and Germany has to be regionalized, as only the southern respec-
tively the eastern part of the country is affected by the actions of the Structural Funds. Based on the
projected national input-output tables 2000-2006, aggregate regional input-output tables have been
estimated for the north and south Italy and West and East Germany respectively. These regional in-
put-output tables do not include estimates of interregional trade within Italy and Germany (shaded
areas in Figure 8). However, these tables comprise complete estimates on trade with EU countries
and the rest of the world. To take into account interregional trade flows, which could affect the im-
pact of the Structural Funds, these tables may be substituted in the future by the socia accounting
matrix for the Mezzogiorno or various regional input-output tables for individual regions.

Figure 8: Regional input-output table

North South
Agri Export | Agri Export | Output
culture to third | culture tothird| (1-72)
count count
ries ries
1 : : 36 37 : : 72 73
Agriculture 1 Pro
Energy : Domestic intermediates Imports from North duction
Industry : North
Services 30
Agriculture 31 Pro
Energy : Imports from South Domestic intermediates duction
Industry : South
Services 60
Agriculture 61
Energy : Other Imports Other imports Import
Industry : EU/third
Services 90
Consumption of fixed capital 91
Taxes on production lesssubs. 92 Value added Value added Value
Salaries and allowances 93 added
Operating surplus 94
Input (1-94) 95 Production North Production South

2. Availability of input-output tables

Input-output tables constitute an ideal data base to identify direct and indirect impacts of the struc-
tural interventions on regional development and structural change in Europe. However, innovation,
technology and structural change are so dynamic that in many cases the last available input-output
table is outdated and does not reflect the real situation in the region concerned. Therefore, essential
requirements for the use of input-output tables within the impact analysis system are up-to-date
structures, solid foundation on basic sources (surveys, production statistics, foreign trade statistics
etc.) and harmonised sectora disaggregation. On behalf of the Directorate-General for Regional
Policies we have conducted a survey on existing regiona input-output tables for areas which are
affected by the CSF. This showed that an impact analysis, based on regional input-output tables, is
feasible and can be recommended.
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Harmonised five-yearly input-output tables have been published since the early sixties and are
available in the input-output tables database of Eurostat. The available years and countries are
shown in Table 52. The national input-output tables, produced by the National Statistical Offices
and sent to Eurostat, are expressed in national currencies. Based on them, Eurostat computes con-
solidated tables for the European Community in euro.

Table 52: Five-yearly input-output tables of Eurostat

1959 | 1965 | 1970 | 1975 | 1980 | 1985 | 1990 | 1995 | 2000

Belgium B X X X X X e e e -
Denmark DK X X X X e e -
Germany D X X X X X X e e e
Greece GR - - - - e e e e e
Spain E - - - X X X e e e
France F X X X X X X e e -
Ireland IRL X X e X e e e
Italy I X X X X X X e e e
L uxembourg L X - e X e e -
Netherlands NL X X X X X e e -
Portugal P - - - - X e e e e
United Kingdom | UK - - X X X X e e -
Austria AT e

Finland Fl e

Sweden SE e

EUR12 - - - - e e e - -
EUR15 - - - - - - - e -
X = available

e = estimated by Eurostat

Eurostat is presently engaged to establish a new series of harmonised input-output tables for 2000
on the basis of the latest national input-output tables (Table 53) As soon as possible these input-
output tables will be substituted which have to be submitted to Eurostat as part of the officia data
submission programme for the ESA 1995.

So far aggregate input-output tables for the year 2000 with 30 branches have been established Ger-
many, Greece, Ireand, Italy, Portugal and Spain. The tables comprise imports matrices and export
vectors for trade with EU countries and third countries and supplementary matrices for labour and
capital. In the future, the input-output system of the European Union will incorporate satellite sys-
tems on energy requirements and emission of pollutants. This will help to carry out environmental
evaluations of structural interventions.
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Table53: Latest national input-output tables of the European Union

No. Country Y ear Rows Columns ;g;?ly 52[2?{: Ir:]nart)ﬁ: 1EgSgAL\-_>

1 |Belgium 1990 59 products 59 products X X X

2 |Denmark 1995 130 industries | 130 industries X X

3 |Germany 1995 59 products 59 products X X X

4 |Greece 1994 60 products 60 products X X 1)
1995 25 products 25 products X X
1996 25 products 25 products X

5 |Spain 1995 71 products 71 products X X X

6 |France 1995 39 products 39 products X
1995 114 products - X

7 |lreland 1993 41 products 41 products X

8 |ltay 1992 92 products 92 products X X X

9 |Luxembourg

10 |Netherlands 1995 104 industries | 104 industries X
1996 104 industries | 104 industries X
1997 104 industries | 104 industries X
1998 104 industries | 104 industries X

11 |Austria 1990 178 products 178 industries X
1995 55 products 55 products X X X X

12 |Portugal 1994 49 products 49 products X 2)
1994 49 products 49 products X 3)
1995 49 products 49 products X 2)
1995 49 products 49 products X 4)
1995 X
1996 X
1997 X

13 |Finland 1995 68 industries 68 industries X X

14 |Sweden

15 |United Kingdom | 1990 123 products 123 industries X X X 2)

1) Mixed ESA 79 and ESA 95

2) ESA 79

3) In constant prices of 1993
4) In constant prices of 1994

3. Projection of input-output tables

In recent years, some countries have considerably reduced the time lag for the publication of input-
output tables. However, the problem remains that many applications of input-output analysis are
obsolete because the data base is outdated. It is costly to establish harmonised input-output tables
for the European Communities, as they rely to a great extent on surveys and primary statistics.
Therefore, Eurostat decided to establish a sequence of five-yearly input-output tables. As supple-
ment for the years in-between, but also to cover the time lag between the last input-output table and
the latest set of national accounts, Eurostat is updating input-output tables based on a new method-
ology. The new updating procedure for input-output tables avoids arbitrary changes of important

input coefficients, which sometimes occur if traditional RAS-procedures are applied.



The economic impact of objective 1 interventions for the period 2000 - 2006 112

The following assumptions form the basis of the new update procedure: Substitution processes are
changing inputs (rows), production effects are influencing outputs (columns) and price effects are
affecting inputs and outputs. The new update method EURO avoids the shortcomings of projection
methods like RAS, MODORP, Linear Programming Method or the Statistical Correction Method. Al
these methods have been the cause of theoretical dispute and practical problems.

EURO corresponds to the basic idea of the RAS bl approach. However, it encompasses al the ele-
ments of an input-output table and, consequently, all quadrants of an input-output table in an activ-
ity analysis approach. In this interpretation, the columns of the input-output table represent basic
activities which are treated on an equa basis. The basic idea of the new update method is to use
only official relevant information or macroeconomic forecasts as exogenous input for the iterative
procedure. Column and row vectors for intermediate consumption and final demand are derived as
endogenous variables, rather than accepted as exogenous variables from unspecified sources.

Figure 9: Projection of input-output tables

Input of production activi- Final use of goods and services
ties
Agri Ener Indu Servi| Pri Gov- Gross Chan Ex  Ex Output
cul gy stry «ces |vate ern- fixed gein port port (1-36)
ture con ment capi stocks toEU to
sump con ta third
tion sump forma coun
tion tion tries
1 : : 30 | 31 32 33 34 3 36 37
Agriculture 1
Energy : Domestic
Industry : production
Services 30
Total (1-30) 31
Agriculture 32
Energy : Imports
Industry :
Services 61
Total (32-61) 62
Consumption of fixed capital 63
Taxes on production 64 Value
Salaries and allowances 65 added
Operating surplus 66
Value added (63-66) 67
Input (31+62+67) 68| Domestic production Final demand

|:| = Forecast of real growth rates for final demand components
|:| = Forecast of real growth rates for value added by branch

'8 Stone, R.; Brown, JA.C.: A long-term growth model for the British Economy, in: R.C. Geary (ed.): Europe's Futurein
Figures, North-Holland, Amsterdam 1962; Bacharach, M.: Estimating hon-negative matrices from marginal data, in:
International Economic Review 1965, Vol. 6, pp. 294.
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Figure 10: Projection of input-output tables
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With this methodology, a new procedure to update and project input-output tabl &SEI on the basis of
macroeconomic forecasts has been implemented in empirical research. The basic idea of the ap-
proach is to derive a set of input-output tables, which is consistent with official macroeconomic
forecasts for GDP but avoids arbitrary adjustments of input coefficients to ensure a consistent sys-
tem. With the following methodology, column and row totals for intermediate consumptions are
derived rather than accepted as exogenous variables. No macroeconomic forecast is referring to a
projection of intermediate consumption. Normally a projection of GDP, final demand and value
added of selected sectors (see shaded elements in Figure 9) is given . With the following procedure
real growth rates for output (activity levels) are derived, which are consistent with the official mac-
roeconomic forecast of the Commission.

Starting point of the iteration procedure is an input-output table which comprises six quadrants for
domestic production, imports and value added. The iteration procedure starts with the assumption
that, in the first iteration, the given growth rates for value added will be used to define a starting
point for the unknown growth rates characterising the activity levels of output sectors and input
sectors. Later on, these growth rates will be marginally changed until the projected exogenous vari-
ables are reproduced. The growth rates for domestic input and output correspond during the process
of iteration, while the growth rates for imported commodities drift away from the corresponding
growth rates for domestic commodities, until the projected level of total importsis reproduced.

Each element of all six quadrants is weighted in an iterative procedure with the growth rates for the
activity levels of the corresponding input and output sector. After the process of weighting the
transactions it can not be expected that the resulting input-output table will be consistent. Therefore,
atraditional input-output model with projected final demand and new technology is solved to guar-
antee the consistency of the system in terms of supply and demand.

In a second step, a consistent input-output table is calculated by applying the quantity model of in-
put-output analysis. In athird step, the projected real growth rates for value added and final demand
components are compared with the macroeconomic forecast. If deviations occur, growth rates for
input and output levels of the corresponding sectors are marginally changed for the next iteration. It
must be noted that sectoral growth rates for value added and output of a sector only correspond in
thefirst iteration. The general approach is presented as flow chart in Figure 10.

The projection is completed, if the model results correspond to the projected macroeconomic vari-
ables at a one percent margin or less. In contrast to the RAS procedure, this method guarantees that
innovative sectors gain in relative importance in al activities, while declining sectors decrease in
importance everywhere. Consequently irrational changes of individual coefficients against the trend
of technology and market forces are avoided which arise when RAS with given row and column to-
talsis applied. Innovation and technical trends and not the enforcement of consistency have priority
in the new update procedure.

However, this methodology is no substitute for original input-output tables which rely to a great
extent on primary sources and survey results. It is a valuable instrument to project input-output
structures for specific purposes at low cost. It will help to reduce the undue time lag of official in-
put-output tables. A basic feature of the new methodology is the fact that all economic activities are

19 J6rg Beutel (with M. de March, J. Heuschling und P. Ungar) Harmonized input-output data for the European Union,
in: Verband der Automobilindustrie and Internation Input-Output Association (Ed.): The role of the automaobile industry
as akey sector - An application of input-output analysis, Frankfurt 1994. An earlier version of the update methodology
was presented in: Penzkofer, H.; Schmalholz, H.; Scholz, L.; Beutel, J.: Arbeitsmarktwirkungen moderner Technologien
- Innovation, Wachstum und Beschéftigung, de Gruyter, Berlin 1989.
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treated equally in this approach. From an activity point of view an input-output table encompasses
all economic activities represented by the various columns in the table. In modern times, private
households are more interested in generating certain consumption activities (recreation, journey to
work, cooking, living, hobbies etc.) than merely purchasing certain quantities of goods and services.
Consequently, private consumption activities are treated similar to production activities in project-
ing input-output tables. The essential feature of the methodology is to project unknown growth rates
for al activity levelsincluding final demand activities.

Sep 1: Updating intermediate and final inputs

For the update, all transactions of quadrants | to IV are weighted with the arithmetic mean of the
corresponding output growth rates (wo) and input growth rates (wi).

(1) To=wo* Tq

(2 T3=T1*wi

(3) T4 = (T2 + T3)/2Arithmetic mean
respective

(4 T4=sqrt(T1 #T2) Geometric mean

T4 = intermediate consumption and final demand of goods and services (r x p)

T2 = matrix of weighted transactions with growth rates of commaodity output (r X p)

T3 = matrix of weighted transactions with growth rates of activities (r x p)

T4 = matrix of weighted transactions for quadrants| to IV (r x p)

wo = diagonal matrix of growth rates of domestic output and imports by commodity (r X r)
wi = diagonal matrix of growth rates of production and final demand activities (r x p)

r = number of domestic and imported commodities

p = number of activities (production and final demand)

Sep 2: Updating value added by sector

Value added by sector is updated by multiplying value added of the base year with the diagona ma-
trix of input growth rates (wi).

(5) Tg=va* wi

Tg = row vector of weighted transactions for value added with growth rates of input sectors (1 x p)
va = value added by sector (1 x p)

wi = diagonal matrix of growth rates of input sectors (r X p)

p = number of activities (production and final demand)
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Sep 3: Aggregation input-output table A

A first approximation of the updated input-output table is established through horizontal concatena-
tion. Input and output levels are till inconsistent after step 3. The result is called input-output table
A.

Sep 4: Calculation of input coefficients for input-output table

In step 4, it is assumed that the new technology is represented by the input structure of input-output
table A. The complete set of input coefficients is calculated for domestic commaodities, imports and
value added.

(6) &j = Xjj/x |
(7) bij = mij/x |
(B cj=VjiX;

gjj = input coefficients for domestic goods and services

bj ji= input coefficients for imported goods and services

Cj= input coefficients for value added

Xjj = intermediate consumption of domestic goods and services
mjj = intermediate consumption of imported goods and services
v j = value added

X j = domestic production

Sep 5: Input-output model

Based on the input coefficients of step 4, the inverse is calculated and then multiplied with the vec-
tor of final demand which was derived from input-output table A.

9) X = (I-A)-1y

X = column vector of output (domestic production)
A = matrix of input coefficients &j;

| = unit matrix

(1-A)~1 = matrix of cumulative input coefficients (inverse)
Y = column vector of final demand

Sep 6: Input requirements

The input requirements are calculated to determine the transaction for the balanced input-output ta-
ble, which will be aggregated in the next step.

(10) Z = B*(1-A)-1y

B = Matrix of input coefficients for domestic and imported intermediates and value added
Z = input requirements
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Sep 7: Aggregation of input-output table

The consistent input-output table B is established through vertical concatenation. However, the lev-
els for value added and final demand components do not correspond to the exogenous projection.
Therefore, the following iteration is started.

Sep 8: Iteration

Growth rates for output (wo) and input (wi) are marginaly changed during the iteration until the
projected growth rates for value added and final demand in input-output table B correspond with the
given projection. The higher the number of iterations (k), the better the projected variables will be
reproduced. The growth rates are adjusted in k iterations until the projected values for fina demand
and value are reproduced at an 1 % error margin.

The deviation between projected macroeconomic variables and model resultsis defined as.
(11) dev = pro/mod

dev = deviation
pro = exogenous projection of macroeconomic variables
mod = input-output projection (model result)

The observed deviations can directly be used to correct the growth rates wo and wi in an additive
procedure. In this case, the multipliers and the adjustment functions of type A are defined as:

For dev>0

(12) mult=dev - 1
(13) wo = wo + mult
(14) wi = wi + mult

For dev <0

(15) mult =1 - dev
(16) wo = wo - mult
(17) wi = wi - mult

The adjustment functions A are efficient in finding a solution without too many iterations but cycli-
cal fluctuations can lead to instability of the system.

A convex adjustment function of type B can be recommended to adjust the growth rates during the
iteration in a more careful procedure. If the model underestimates (overestimates) the projected
macroeconomic variables, the corresponding growth rates wo and wi respectively are increased (de-
creased) according to the convex adjustment function. The adjustment elasticity in the graph was set
at c=0.5.

The function is defined as:

(18) wo = wo * mult
(29) wi =wi * mult
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where

(20) mult = 1 + [(dev-1)100]€/100 for dev > 0
(21) mult = 1 - [(1-dev)100]€/100 for dev < 0

mult = diagonal matrix of adjustment multipliers for growth rates

wo = diagonal matrix of growth rates for domestic and imported commodities
wi = diagonal matrix of growth rates for production and final demand activities
¢ = adjustment elasticity

In concluding this section, the following comments are in order. Macroeconomic analysis without
sectoral disaggregation in a time of structural change and innovation can be misleading. The main
advantages of the new update procedure EURO are:

 robust update procedure at low costs

 limited data requirements

» only official sources are used for the update

* integrated estimation of all four quadrants of the input-output table

» no arbitrary changes of input coefficients

» row and column totals for intermediate consumption are derived within the procedure
* structural composition of final demand are estimated during the iteration

» consistency of supply and demand is provided by input-output model

» dual version with input or output coefficients

Certain disadvantages mainly result from the ssimple structure of the update procedure and the un-
derlying theory. It is certainly a constraint that primary forecasts for output levels are not normally
available. So far, the structural composition of final demand estimates are not based on econometric
functions. The impact of relative prices and other important economic variables such as innovation,
technical progress, and productivity is not fully anticipated. In a sophisticated econometric model,
intermediate consumption would be derived in a cost minimisation approach.

However, limited data requirements, low costs and the potential for a high degree of automation are
the benefits of EURO. Updates for Portugal, Greece, Ireland, Italy and Spain have been successfully
implemented and ex post tests for atime series of existing input-output tables of Germany indicate
that a useful tool has been developed which will help to update input-output statistics. The purpose
of EURO isto fill the gap between the five-yearly harmonised input-output tables of Eurostat. An-
other objective is to update the official input-output tables according to the latest results of national
accounts as reflected in the Cronos data bank of Eurostat.

4. Impact analysis

The same analytical approach is used for entire countries (Greece, Ireland, Portugal, Spain) and re-
gions (East Germany, Southern Italy). Input-output tables are not available for all European regions
which are affected by the CSFs. In these cases, derivative regiona input-output tables and other
secondary sources are used.

The first task is to establish the data base for the base year for the reference periods 1999-2006 of
the structural interventions. With the projection of the input-output table 1999 the foundation for the
impact analysis system is given. The objective 1 interventions were approved in constant prices of
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1999. Therefore, al results and in particular the sequence of input-output tables for 1999-2006 will
be projected in constant prices of 1999.

The main objective of the impact analysis is to estimate net effects which are induced by the struc-
tural interventions. Therefore, three input-output tables for each reference year will be projected.
The first table is including the full impact of the structural interventions corresponding to the offi-
cial macroeconomic forecast of the European Commission. The second input-output table is re-
flecting the situation without the structural interventions a third table the situation without Commu-
nity grants.

The flow chart in Figure 11 represents the general features of the impact analysis system EI The
anaysis will place the Directorate-General for Regional Policies in a position to evaluate and
monitor the various economic impacts of the structural interventions on the basis of a harmonised
approach. If the structura interventions are successfully implemented, significant impacts on eco-
nomic development and structural change may be expected. A quantification of these effects is the
main objective of the impact analysis. In broad terms, the structura interventions will affect the
structure and level of final demand, in particular of investment, but will also induce changes in
technology, employment and imports and the wage bill. The main advantage of an input-output ap-
proach is that all results may be disaggregated by sector and separated into individual and integrated
segments.

Thus, it will be possible to identify the economic impact of the structural interventions which isin-
duced through

» changein final demand (consumption, investment, exports),

» changein economic integration (foreign trade) and

» change in technology (primary and intermediate inputs).

Presently, the latest set of harmonised input-output tables which is available is for the year 1995 and
1999. Therefore, these tables are the starting point of analysis. They comprise detailed information
on production for (30 branches) and on final demand components (private consumption, govern-
ment consumption, gross fixed capital formation, change in stocks, exports to EU, exports to third
countries, imports from EU, imports from third countries) and separate matrices for employment
and capital stock data.

In the future, Eurostat may include supplementary elements such as, energy flows and emission of
pollutants. These elements in particular indicate the potentia of the approach for a careful and pro-
found analysis. It is this data base which is the ideal framework for impact analysis, as al structura
interventions and CSF priority projects and activities can be identified in the various segments of
thetable.

% An earlier version of the impact analysis system isincluded in: Gerstenberger, W.; Beutel, J. u.a.: Analyse der Struk-
turellen Entwicklung der Deutschen Wirtschaft - Strukturberichterstattung 1980, Textband und Methodenband, Berlin
1989.
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Figure 11: Impact analysis system of Structural Interventions
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The first objective of the study is to update and project a sequence of input-output tables for 1989-
1993 and 1994-1999 on the basis of official Eurostat statistics and the macroeconomic forecast of
the Directorate-General for Economic and Financial Affairs. It is assumed that the macroeconomic
forecast fully reflects the impacts of the Community Support Frameworks and all other interven-
tions.

In a second step, the objective 1 interventions 2000-2006 are transformed into macroeconomic vari-
ables (gross fixed capital, primary inputs, operations and maintenance) and deducted from the vari-
ous quadrants of the projected input-output tables

5. The dynamic input-output model

Expenditures of the Structural Funds will affect the structure and level of final demand, in particular
investment, but will also induce changes in technology, imports, value added and labour and capital
use

Autonomous i nvestment

In the first step it will be estimated how a reduction of final demand will affect the economy. In
matrix notation atraditional model of input-output analysis will be used to quantify the effects.

(1) AX +Y =X
2) (IFA)X =Y
(3) (I-A) 1y = X

X = column vector of output

Y = column vector of final demand

| = unit matrix

A = matrix of input coeffcients for intermediates

(1-A)-1 = matrix of cumulative input coefficients (inverse)

Wages and salaries

In the second step the contributions of Community grants to the components of value added are re-
flected. If for instance the contributions of the Social Funds for various training activities are with-
drawn it must be expected that the wage and salary bill of supported branches will be reduced. Asa
consequence the absorptive capacity of the economy will be reduced and the purchasing power of
final demand is affected.

I-A| -D| | X| | Y|
(4) [----- S R R PP
Bl ol lzl L]

-1
I-A| -D Y] | X|
(5) |----- s B EERI AR P
Bl ol LI 2]
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X = output

Y = fina demand

Z = final demand of constrained branches

| = unit matrix

A =input coeffcients for intermediates

(1-A)-1 = cumulative input coefficients (inverse)

B = input coefficients for primary inputs

D = dummy variables for endogenous final demand
L = primary inputs of constrained branches

An alternative would be to assume that a reduction of value added by reduced contributions of the
Structural Funds for salaries and allowances will affect the absorptive capacity of the economy. This
approach has been used in the study in the following way:

X

| |0
o= ---
|

|
(6) |----- -o-] ]
o1 | R

<!

-1
| X |
(7) [----- L -~
0 | Y|

ol |
- =
wil |
X = output

Y =final demand

W = primary inputs

| = unit matrix

A = input coefficients for intermediates

(1-A)-1 = matrix of cumulative input coefficients (inverse)
B = input coefficients for primary inputs

R = input coefficients for final demand

Induced investment

Step 1 (final demand) and step 2 (primary inputs) were both directed to evaluate short-term demand
and supply effects. However, the activities of the Structural Funds are directed towards the long-
term goal to reduce the development gap of objective 1 regions. Therefore, it isimportant to cover
the long-term supply effects of the Community Support Frameworks. In step 3 (induced investment)
a dynamic input-output model has been designed which covers these long-term effects.

Intermediates reflect the flows of goods between sectors which were purchased for current produc-
tion needs during a particular period of time. However, some inputs contribute to the production
process but are not immediately used up during production. In other words, a sector has a certain
capital stock of machinery, buildings and transport equipment that is also necessary for production.

The dynamic input-output models are designed in line with the multiplier-accelerator analysis of
macroeconomic theory. According to thistheory it is expected that investment isinduced if final
demand is expected to grow.

If we assume that induced investment is a function of expected growth, the typical equations of the
dynamic input-output model would become:

(8) Xt =AXt+Ct +lt
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(9) I = BXt+1 - BX¢

(10) Xt = AX¢ + Ct + BXt+1 - BX¢

(1) (F-A+B)X¢ = Ct + BX¢+1

The production of period t is defined:

(12) Xt = (I-A+B)1 (Ct + BX41)

while the production of period t+1 is determined by:
(13) Xt+1 =B-1{(I-A+B)X¢ - Cy

C = exogenous final demand
| = induced investment

Thisisasystem of linear difference equations, since the values of the variables are related for dif-
ferent periods of time. Practical problems relate to the matrix B of capital coefficients. Only afew
of the branches produce capital goods. Therefore it can not be expected that the matrix B has an in-
verse. Thereisalarge literature on the singularity problem in the dynamic input-output model and
many problems remain for empirical applications.

If we assume that investment in period t+1 is afunction of actual growth, the dynamic input-output
model is defined as:

(14) Xt+1 = AXt+1 + Ci+1 + lt+1
(15) lt+1 = BXt+1 - BX¢
(16) Xt+1 = AXt+1 + Ci4+1+ BXt4+1 - BX¢

(17) (I-FA-B)Xt+1 = Ct+1 - BX¢

The production of period t+1 is determined by:

(18) Xt+1= (I-A-B)"1 (Cp41 - BXp)

If al branches are producing at full capacities the accel erator mechanism can result in unstable
fluctuations depending on the parameters estimated. Therefore, we decided to relate induced in-
vestment to the stable components of final demand, namely consumption and exports.

A substantial part of investment is required for replacement of capital goods. New capacities are
required if the final demand components are growing. Capacities, on the other hand, have to be re-
duced if final demand is reduced. The growth of final demand which may be attributed to CSF ex-
penditures has been estimated in the previous steps. In the third part of the model, induced invest-
ment is estimated which can be related to the activities of the Structural Funds. With this model
element it will be possible to quantify the long-term direct and indirect impact of the Structural
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Funds on gross fixed capital formation.

Ll

The design of the dynamic model
follows:

which has been implemented in this study is as

(19) Xt = AXt + Cp + It

(20) It = B(ZC¢ - ZCt.1)

(21) z = (I-A)1

(22) Xt = AXt + Ct + B(ZCt - ZCr.q)
(23) Xt = Z{C + BZ[C; - Ct-11}

Induced investment is afunction of actual growth of exogenous final demand.

2 Eurostat: Input-Output Manual, Chapter 15: Applications (Author: Joerg Beutel), forthcoming, Luxembourg 2002.
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Documentation

The empirical results have been estimated with the Statistical Analysis System (SAS) and Excel
spreadsheet using the dynamic data exchange between the two software systems. Required are SAS
Release 8.2 and Excel 2000. The flow chart of the impact analysis system isinclude in Figure 12.

Figure 12: Softwarefor the impact analysis system
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SAS software for impact analysis 2000-2006 (Reference case I reland)
1. Input-output table for base year

ieiotnat93a.xls  Input-Output table of Ireland 1993 (41 branches)
ieiotnat93a.xls  Aggregated input-output tables of Ireland 1993 (P31)

2. Projection of input-output tablesat current prices

ieiot9300b.xlIs  Input-Output table of Ireland 1998-2000 at current prices (P31)
ieiot9300b.sas  Projection of input-output tables 1998-2000

3. Projection of input-output tables at constant prices of 1999

ieiot9906b.xlIs  Input-output tables of Ireland 1999-2006 at 1999 basic prices
ieiot9906b.sas  Projection of input-output tables 1999-2006

4. Input-output tables at constant pricesof 1999 with intra EU and extra EU trade

ielom9906b.xIs  Input-output tables of Ireland 1999-2006 with intra EU and extra EU imports and
exports

5. Evaluation of Objective 1 interventions

iefun9906¢.xls  Financial tables 2000-2006

ietfundO6c.sas  Evaluation of total Objective 1 interventions (Community, national public,
private)

ieefundO6c.sas  Evaluation of Community Objective 1 interventions

iepfundO6e.sas  Evaluation of public Community Objective 1 interventions (Community, national
public)

ieimp06e.xls Results of impact analysis

6. Final Report

d:\beutel\dg16\final\objectivelp.doc Final report
d:\beutel\dg16\final\csfrmultO6g.xls Tables and figures
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