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1 Introduction

This is the appendix to the report entitled “Future Strategic Orientation of the
EUSDR” of the project “Socio-Economic Assessment of the Danube Region:
State of the Region, Challenges and Strategy Development”." It contains the
results of the analysis of focus groups and an online discussion which were the
main methods of investigation in the second part of the study.

The appendix starts with a detailed description of how the focus groups and
the online discussion were performed and how the results of the analysis are
to be read (chapter 2). There is some overlap with the shorter description of
the task and approach of part Il of the study in the main report. However, we
decided to repeat the aspects already mentioned here again in order to have
all the relevant information of the qualitative approach of part Il of the study
at one place. We then go on with presenting the results on the obstacles for
improving the competitiveness of the Danube Region (chapter 3) and on the
remarks on the Danube Region and the EUSDR (chapter 4). In chapter 5 we
describe the programmes at the meso level and the thematic fields for poten-
tial projects which we listed in section 4.1.4 in the main report more exten-
sively.

! The report can be downloaded from the project websites of ZEW, IAW and wiiw which
carried out the study: ZEW: http://www.zew.de/en/projects/1319, IAW:
http://www.iaw.edu/index.php/-306/sozio-oekonomische-analyse-des-
donaustrategieraums-stand-herausforderungen-und-strategieentwicklung, wiiw:
http://wiiw.ac.at/socio-economic-assessment-of-the-danube-region-state-of-the-region-
challenges-and-strategy-development-pj-7.html.
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2 Objectives and approach of part Il of the study

2.1 Objectives

As already mentioned in the main report, the objectives of the second part of
the study are to develop the preliminary recommendations of the first part of
the study further and to reach at a “a preliminary strategic contribution to the
definition of a program strategy” (Terms of References) for the EUSDR which
aims at promoting the competitiveness, innovative strength and the attrac-
tiveness of the Region. This includes the identification of areas with potential
for improvement and of criteria as well as topics for meaningful projects. The
task should be carried out with the involvement of experts of and relevant
stakeholders in the Danube Region.

2.2 Approach

We chose two approaches to perform the above mentioned task. First, we
carried out so called focus group and second, we initiated a discussion on an
online discussion platform. These approaches were complemented with input
via e-mail from further persons interested in the development of the Danube
Region and the EUSDR. We describe the methods below.

2.2.1 Focus groups

Focus groups are moderator-led discussions between several persons. David
Morgan defines it as ,a research technique that collects data through group
interaction on a topic determined by the researcher” (Morgan 1996, p.130).
The idea of focus groups is to take into account not only the verbal expres-
sions of the discussion participants but also the non-verbal interactions among
the group members.

Why using focus groups in our context?

Focus groups appeared to us as a meaningful starting point for our analyses
for several reasons. First, they are an established instrument of empirical so-
cial research for defining ideas, developing concepts and identify demands.
This matched our requirements at the beginning of the second part of the
study very well. Although the quantitative analysis in the first part of the study
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helped in defining the search process for issues that should be addressed in
the contribution to the definition of the Danube Region Strategy we were still
looking for an assessment of the relative importance of the individual points.
Second, focus groups are guided by the principle of openness, which means
that the researcher should take on an observer position as much as possible.
In particular, it means that the researcher should not push the development of
the analysis in a direction that matches with his or her own experiences or
opinions. Although this holds for scientific research in general, what is relevant
here is to take into account the fact that interviewees might give a situation or
a problem a (completely) different interpretation than the researcher would
do. This appeared appealing to us because we did not want to give too much
structure on the interviews but wanted to let the interviewees speak in a ra-
ther freely and associative manner in order to find out what they are worried
about and what solutions they think are appropriate. Third, compared to indi-
vidual interviews focus groups have several advantages. These are: Interviews
in groups can lead to that the interviewees feel more comfortable so that they
are more communicative and speak more openly. More information can be
revealed through the possibility that participants can react to contributions of
their fellows. The likelihood that extreme positions are expressed and can find
their way into the results of the study is diminished either through the social
pressure in the group or through direct opposition by other participants. And
finally, in the context of our study focus groups are an efficient way to talk to a
number of people in a geographically expanded area such as the Danube Re-
gion.

Preparing the focus groups I: defining the groups

The steps for setting up the focus groups involved a) developing a concept for
the accomplishment of the discussions including aims, guiding questions and
qualification of the participants, b) identifying suitable persons and c) contact-
ing and inviting them. In total, we carried out four focus groups between No-
vember 2014 and January 2015 with experts from all Danube Region coun-
tries.

One of the guiding principles of focus groups is to identify rather homogene-
ous groups in order to find out differences between groups. We therefore
divided the countries of the Danube Region into four groups according to their
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state of economic development. In particular, we defined the following four
groups:

- Focus group 1: Baden-Wiirttemberg, Bavaria, Austria

- Focus group 2: Czech Republic, Hungary, Slovakia, Slovenia, Croatia
- Focus group 3: Bulgaria, Romania, Moldova, Ukraine

- Focus group 4: Bosnia and Herzegovina, Montenegro, Serbia’

Preparing the focus groups I: the guiding questions

As parent topic for the focus groups we defined “The Role of the EUSDR for
increasing the competitiveness of the Danube Region”. Under this overall
heading we picked up the subtopics of the first part of the study which were

” o

“Prosperity and macroeconomic performance”, “Entrepreneurship and SMEs”

III

and “Cooperation and cooperation potential”. These topics were discussed in

turn on the basis of the following guiding questions:

- What is the state of affairs with respect to topic X?

- Which factors hinder the improvement of the situation?

- What are suitable measures in order to improve the situation?
- What are the reasons that these measures are not taken?

- In what areas can cooperation take place?

- To what extent can the EUSDR be helpful?

These questions are very broad and unspecific on purpose. The reason why we
left the questions rather open is that we did not want to put too much struc-
ture on the discussion in advance in order to give the participants the chance
to formulate their opinions without too many restrictions so that we as re-
searchers could observe what is most important for them. The guiding ques-
tions of the discussion were sent around by e-mail about one to two weeks
before the day of the session so that the focus group participants could pre-
pare.

% Focus group 1 consists of the countries which we called ,,Member States Area 1“ in the
report for the first part of our study. Focus group 2 corresponds to “Members States Area
2 plus Croatia”, Focus group 3 to “Member State Area 3 minus Croatia plus Neighbouring
Countries” and Focus group 4 to the “Accession countries”.
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The special role of Baden-Wiirttemberg, Bavaria, and Austria (focus group 1)

One characteristic of the Danube Region is that is quite heterogeneous. As this
holds in general, what became clear while carrying out the focus groups is that
the countries/regions located at the headwaters of the Danube, i.e. Baden-
Wirttemberg, Bavaria and Austria (focus group 1), take on a special role. The-
se countries/regions have a significant higher level of development than the
other countries/regions of the Danube Region, if not to say they belong to the
most developed regions in Europe. In addition, they had no communist past as
the countries of the lower part of the Danube and also have much more expe-
rience with the (funding) processes of the European Union. Thus, in the con-
text of the Danube Region these countries/regions are more in an advisory
position from which knowledge and technology can flow further down the
Danube than in a position of a country/region that needs help for develop-
ment.

To be clear, this is not a structural element which we imposed on the focus
group in advance. Initially, we aimed at treating all focus groups equally espe-
cially in terms of the guiding questions. However, when carrying out the focus
groups at the middle and lower reaches of the Danube Region the special role
of the regions/countries of the headwaters became clear as the participants of
the focus groups 2, 3, and 4 repeatedly pointed to the special role of the re-
gions/countries of focus group 1. Luckily, we were able to exploit this finding
by adjusting the guiding questions for focus group 1 because we had the focus
group 1 at the end of our series of focus group discussions. In response to the
reactions we got from the participants in focus group 2, 3, and 4 we turned
the angle of view for focus group 1 away from the own area of the Danube
Region to the East by using the following guiding questions for this group:

- To what extent is it interesting for the countries/regions of the upper
part of the Danube to work together with the countries further down
the Danube?

- Which problems arise in the collaboration between the coun-
tries/regions of the upper part of the Danube and the countries further
down the Danube?

- What are the reasons to engage in the Danube Region? Do you plan to
extend this engagement?
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- What are your experiences with the countries of the lower part of the
Danube Region and the EUSDR?

- Which role does the EUSDR play for the countries/regions compared to
other EU programmes?

- What are sensible criteria for projects for the Danube Region?

- What are sensible projects? In which areas? Are there already con-
crete project ideas?

Preparing the focus groups ll: identifying appropriate person

Regarding the participants of the focus groups we looked for persons with
expertise in the competitiveness of their country/region in a broad sense be-
cause they should be able to evaluate the situation of their country/region
with respect to all three subtopics (prosperity, SMEs and entrepreneurship,
cooperation) mentioned above.? In addition, for each country we aimed at
inviting one person who has already been in contact with the EUSDR and one
person who has not yet involved in the EUSDR in order to include both the
inside and the outside perspective with respect to the EUSDR in the discus-
sion. Discussion participants should be involved in the implementation of pro-
jects because we wanted to know what kind of problems arises in defining
sensible projects and in realising them. Finally, we sought for a good mix be-
tween persons from the administration, academia and the business world in
order to consider different views.

For the ‘insiders’ (i.e. for the persons who had already been in contact with
the EUSDR) we contacted the National Contact Points (now: National Coordi-
nators) of the EUSDR. Sources for the ‘outsiders’ were the address list of wiiw
and contacts-of-a-contact information. Although it was quite demanding to
put together a list of suitable experts, convincing them to take part in our
study and to find a common date for the focus group we managed to have the
planned focus groups with at least one participant per country in the end.* The

® The alternative would have been to do a focus group for each subtopic separately. But
that would have meant that we should have done twelve focus groups which would have
exceeded our resources both with respect to time and money.

* For the Czech Republic, Bulgaria, Moldova as well as Bosnia and Herzegovina we had only
one participant. This was due to short term cancellation in all cases. For the other coun-
tries we could welcome two participants.
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size of the focus groups reached from five (Focus group 4) to nine participants
(Focus group 2) which corresponds to the recommended range of focus group
. 5

sizes.

A note for readers which are not familiar with quantitative methods: The par-
ticipants of the focus groups definitively do not represent a representative
sample of the stakeholders of the Danube Region. (This also holds for the par-
ticipants of the online discussion.) However, getting representative statements
in the statistical sense is not an aim of qualitative methods such as focus
groups and online discussions. These methods are used to discuss a specific
topic in detail apart from standardised questionnaires in order to get in-depths
insights by also allowing participants to choose the direction of the discussion
to some extent. We took account of the danger of receiving unbalanced views
by ensuring that the focus group participants (and the participants in the
online discussion) had a different background.

Implementation of the focus groups

As mentioned above, the evaluating researcher should take on an observer
position in focus groups. This comes along with the recommendation that the
researcher should not assume the role of the moderator of the discussion at
the same time in order not to blur the observer's perspective. We therefore
engaged a moderator to lead the discussion. However, we did not follow
strictly the recommendation that the researcher should only observe and not
participate in the discussion. At some point we felt that it would be useful that
we as research team would also ask some questions. This had simply to do
with the fact that the moderator came in only in the second part of the project
so that he had not the same background information as we had.® Neverthe-
less, the lead of the discussion always remained in the hands of the moderator
so that we stayed in the observer position all the time.

> Although there is no uniform recommendation about the ideal size of a focus group usu-
ally a size of five to twelve persons is suggested.

® Of course, we instructed the moderator and he also went through the report of the first
part of the project. Nevertheless, there always remains some implicit knowledge that
cannot be transferred.
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Because we had a broad spectrum of areas which were to be discussed we had
to allow for enough time for the discussion. On the other hand we did not
want to overburden our focus group participants. We therefore scheduled
three hours discussion time plus introduction and breaks which resulted in
four hours in total. For illustration, the sequence of events of the focus groups
is shown in Table 1.

Table 1: Sequence of events for the focus groups

09:00-09:30 Aims and Goals of the Focus Group, Round of Introductions, First round
of Statements on Prosperity/Competitiveness

09:30-11:00 Entrepreneurship and SMEs

11:00-11:30 Coffee Break

11:30-13:00 Cooperation and Cooperation Potential

13:00-14:00 Joint Lunch

At the end of the introduction into the aims and goals of the focus groups at
the beginning of each session (Table 1), we asked the focus group participants
for their permission to record the session. In each case, the participants
agreed so that we were able to make a sound recording of the discussions.
These sound recordings were transformed into transcripts (literal written ver-
sions of the contributions to the discussion) and then sent back to the discus-
sion participants for approval and additions.

2.2.2 Online discussion on discuto.io

Focus groups have the advantage of discussing a certain topic in detail with a
group of persons. However, for methodological reasons these groups are
comparatively small and reflect only the opinions of the participating persons.
In addition, although there is some social pressure it cannot be ruled out com-
pletely that some extreme positions are formulated without opposition. We
therefore initiated an online discussion in order to reach a larger number of
experts and stakeholders and to cross check the statements we got from the
focus group discussions. For this task we could resort to the discussion plat-
form discuto.io (https://www.discuto.io/) which has been and currently still is
developed by the moderator of our focus groups and his team of cbased
(https://www.cbased.com/de).
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Why using discuto.io?

Discuto.io exhibits some characteristics which proved to be useful for our pur-
poses. First, on the platform it is not only possible to comment on statements
but also to simply vote on them. As we had 149 statements from the focus
group this opened up the possibility to also include persons with tight time
restrictions in the discussion. Second, the results of the votes are displayed
immediately and visible for everyone so that the discussion participants could
see at any time how many of their fellows agreed with a certain statement and
how many do not. Third, the platform has an integrated ‘consensus meter’
which gives an indication for each statement to what extent the participants
of the discussion agreed with this statement. The consensus meter uses not
only the number of positive and negative votes but also applies a weighting
algorithm to offset imbalances resulting from especially negative or positive
attitudes towards the topic discussed. Finally, because the moderator of our
focus groups is among the developers of the platform we could rely on special
support also with respect to the content of the discussion.

Preparing the online discussion

In order to prepare the online discussion we extracted theses from the tran-
scripts of the focus group discussions according to the following criteria: a)
problems in increasing the competitiveness, b) criteria for projects, c) remarks
on the EUSDR, d) area of projects, and e) concrete projects mentioned. The
theses were then placed on discuto.io.

With respect to the potential participants of the online discussion we put to-
gether a list with all the contacts we made during the preparation phase of the
focus groups. In addition, we went through the list of participants of the 3"
Annual Forum of the EUSDR in Vienna in June 2014 and tried to find out their
e-mail addresses via an Internet search. The final list included 886 persons plus
the 26 participants of our focus groups.’

’ We contacted the focus group participants again in order to give them the chance to
defend their statements and to react on the contributions of the other participants.

10
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Implementation of the online discussion

The potential participants were then contacted by means of an e-mail sent out
directly from discuto.io. It turned out that 92 of the e-mail addresses did not
exist any longer. Besides the reason for establishing the contact, the contact e-
mail also included instructions how to access the discussion and how the plat-
form works. After two weeks the participants received another e-mail which
pointed to the most controversial points of the discussion and asked them to
comment again especially on these points. In addition, this e-mail also served
as a reminder for those who have not participated yet.

The discussion was open from 22" of May until 30" of June 2015. 134 persons
participated in the discussion which corresponds to a response rate of roughly
15 percent from the gross sample (including the invalid e-mail addresses) and
16 percent from the net sample (excluding the invalid e-mail addresses). The
participants gave 304 comments and 4,638 votes. They agreed with the
statements from the focus groups in most of the cases. In only five percent
(eight cases) the consensus meter suggested a change of the statement. Thus,
we can be pretty sure that we identified topics in the focus groups which are
of general interest for the Danube Region and the EUSDR.

Table 2: Overview of the online discussion

Contacted persons (gross sample) | 912 (incl. 26 focus group participants)
Invalid e-mail addresses 92

Net sample 820

Duration 22 May to 30 June 2015
Active participants 134

Response rate (net) 16%

Statements 149

Comments 304

Votes 4,638

Controversial statements 8 (=5% of all statements)
2.2.3 Further input

After completion of the focus groups and the online discussion the client of
the study helped us to get in contact with high-level stakeholders in the Dan-

11
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ube Region such as the Romanian president and the Bulgarian Minister of
Tourism. In addition, he asked the members of the steering group of the Prior-
ity Area 8 to contribute to the study. In order to integrate this input we sent
out the guiding questions we used for the focus groups via e-mail to the men-
tioned group of persons and asked them to write down their opinion and as-
sessment to the issues at hand with respect to their country. The answers of
these persons corresponded quite well with the reactions we got in the focus
groups and the online discussion. We interpret this as a further indication that
we identified relevant issues. At the end of this document, a full list of the
persons who provided us with input for the second part of the study can be
found.

2.3 Analysis and overview of the approach of part I

Once we got all the input from the focus groups, the online discussion and the
further input via e-mail we performed the analysis. ‘Analysis’ in a qualitative
setting basically means identifying statements that point in the same direc-
tion, putting them together and describing them in a condensed way. Both the
focus group and the online discussion were analysed in detail while the input
we got after completion of the online discussion served as a balancing correc-
tive. The result of the analysis can be found in the following chapters of this
appendix. The most salient features of the analysis then were the starting
point for the formulation of suggestions for policy which can be found in chap-
ter 4 of the main report. Figure 1 gives an overview of the approach in part II.

12
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Figure 1: Approach of part Il
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3 Obstacles for improving the competitiveness in the
Danube Region

We start the analysis of the results of the focus groups and the online discus-
sion with the factors that hinder a higher the competitiveness of the Danube
Region in order to identify starting points for the improvement of the situa-
tion. As we identified in the main report, improving the competitiveness of the
Danube Region basically means improving the competitiveness of the what we
call in the main report Group B countries, which basically cover all countries of
the Danube Region except the German federal states Baden-Wirttemberg,
Bavaria as well as Austria (Group A countries). The reasons are already given
above when describing the special role attributed to this subregion of the
Danube Region by the experts from the focus groups of the other subregions:
The German federal states belonging to the Danube Region and Austria are
already highly developed and they do not have to reappraise a communist
past. Therefore, the analyses in this report mainly refer to the situation in the
Group B countries of the Danube Region. This does, of course, not mean that
the views of Baden-Wirttemberg, Bavaria and Austria are suppressed. It ra-
ther means that they are not the object of analysis in the first line but take on
a kind of observer or analyst perspective themselves. We elaborate on this
dichotomy further in Section 4.1.3. However, at this point it is useful to know
that the Group A countries are ready to provide help to the Group B countries
of the Danube, certainly on their own interest, but, of course, not at all costs.
Baden-Wiirttemberg, Bavaria and Austria are already engaged in a series of
initiatives in the Group B countries.

In general, it can be said that the majority of the obstacles for improving the
competitiveness in the Danube Region arise from the communist heritage of
the Group B countries. It is quite clear that the Group B countries still struggle
with the learnt behaviour resulting from the incentives of a system of a cen-
trally planned economy. This is reflected in the self-image of the public author-
ities, the view of entrepreneurship and the entrepreneur, as well as the behav-
iour and attitudes of economic agents. For identifying sensible projects as part
of the EUSDR, this definitely provides a challenge. But we think that without
being aware of these circumstances, projects in the Danube Region are more
likely to fail than to be successful.

14
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3.1 Institutions

A recurring theme in the discussions both in the focus groups and online on
the obstacles for improving the competitiveness of the Danube Region is the
working of the institutions. In economics and the social sciences the term ‘in-
stitutions’ is used rather broadly, which is what we also do in this report. Insti-
tutions are usually defined to include the government and the public admin-
istration but also the system of rules that guide the social behaviour of indi-
viduals, groups, and communities. The latter comprises both the rules that are
formalised in laws and regulations as well as hidden behavioural rules and
attitudes. For any economy, institutions are of outmost importance for the
well-being of the population because they provide the framework in which the
actions of the economic agents take place. The incentives created by the insti-
tutions affect the behaviour of individuals and firms and, eventually, the eco-
nomic output and prosperity of a country (or region). In the discussions, com-
ments which can be related to institutions are expressed in such a high fre-
guency and in such a vehement way regardless of the country of the origin of
the experts that we think that the working of the institutions is the main ob-
stacle for improving the competitiveness of the Danube Region.?

3.1.1 Government and public administration

When it comes to the government and the public administration, the main
result can be summarised by a statement of a participant of the focus group 1:

#26: ,But always when we try to do something with public support | see
a very, very big problem.

To be more specific and to include voices from other parts of the Danube Re-
gion, governments and the public administration are often regarded as not
competent and inefficient and therefore a key barrier for improving the com-
petitiveness of the Danube Region:

® There are signs that the problems increase the further down the Danube one gets but
there were also comments from the experts of the non-German speaking countries in the
upper part of the Danube which point into this direction. We therefore concluded that this
is a general phenomenon.

15
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#08: “And last but not least, | think the biggest barrier is the government
in the Czech Republic. It’s not [only] my personal view, when we look
at the competiveness reports always the quality of the institutions, all
this 25 years it’s the worst part. We are on levels comparable to Afri-
can countries. So, it’s not true, of course, but | mean the perception is
very, very bad. So, | think this is the key problem. [...] And structural
funds, this is another, | don’t know how is the experience of other
countries, but the Czech Republic is the worst country in the European
Union in efficiency of spending the money from EU. So, this is a really
big problem also.”

#08: “Again, | would say that the businessmen or entrepreneurs try to
solve their problems somehow themselves because the government is
not efficient.”

#04: “The situation in Bosnia and Herzegovina is more or less the same
as in Serbia and Montenegro, with some more problems that we have
with respect to our political organisation which complicates the busi-
ness life very much. So, this is the main problem. [...] But generally,
the business community is very angry with our political decision mak-
ers because they just comply to each other, let’s say municipalities to
entities level, entities to the state levels. And we really [waste] our
time when we need to make some business improvement decisions
that should enhance our economy. [...] From my point of view, the po-
litical situation is the most hindering factor.”

For sure, people in all countries have a tendency to complain about their gov-
ernments and the public administration. However, the words above are excep-
tionally harsh. So, it seems that at this point there is a large room for im-
provement. An indication that this is indeed a serious point is that companies
try to avoid the contact with public authorities even if these authorities offer
help:

#18: “But occasionally we become aware of some success stories. But
these people, they ...generally when you call them to join a round ta-
ble discussion, asking them: “What do you need from the state? What
do you need from the county? How can we help you?” They generally
say: “Do not help us!””
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#29: “Yes. “Leave us alone”.

#18: “”We are fine with ourselves. We just want to keep the low profile.
Do not bother us with your research or your questionnaires. Just let us

nn

live.

#08: “Otherwise, companies are, ok we can go to various research sur-
veys, which we did, but in principle they are ok. They just say don’t in-
tervene, ok, let us be and we will manage the best. But the govern-
ment is really a disaster. This is the problem.”

#10: “..and | try to set up this projects as much as possible independent
from the government ...”

The experts mentioned some points which can help to explain why the gov-
ernments and the public administration are viewed so negatively. One is that
public authorities want to have hands on a lot of things but basically do not
know where to go:

#08: “The government is very kind of interventionist, this is this Austrian-
Hungarian tradition, | would say. They want to have hands on a lot of
things, they are like to regulate, but they are not efficient. So, this is
the key barrier.”

#24: “Ukraine really needs to improve legislation, regulation and busi-
ness rules. In Ukraine we have a very complicated system and too
many taxes which stipulate really bad business conditions in Ukraine.”

#05: “...and there is a lack of vision towards how the society will face all
these challenges, in capacity of the institutions and also corruptions
and things which are very, very frequently in the press right now.”

#25: “The main lack of management in Romania at the public authori-
ties’ level is that they design a lot of strategies and actions plans and
they started to implement but they are lost among this process.”

#24: “The most important thing, | think, is that we still have no clear vi-
sion or strategy of how we have to develop this area and a real as-
sessment of how the development of SMEs may contribute to regional
and local development.”
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#03: “This is the important issue in Slovenia but when we are talking
about the mechanism how to select companies and how to support
R&D we have a lot of different programmes, as #09 mentioned. But
the thing is, there is no mechanism since we don’t have a strategy on
the national level.”

Even if they manage to identify some strategies, they apparently fail in imple-
menting them:

#08: “We have a lot of strategies, we have a lot of programmes, but |
have never seen any strategy in the Czech Republic work, never. Real-
ly never. | mean, on the regional level, we have smart strategy, smart
specialisation, everything. On paper everything is beautiful. But when
you make an evaluation, even if there’s somebody in evaluation, this
is the question, then you make an evaluation and they said nothing
really measurable was achieved. So, there’s a big scepticism in the
country as any strategy is concerned.”

In addition, actions are also often not coordinated:

#05: “ ... there is a fragmentation of the market institution. The state in-
stitutions are very much fragmented. | can see when working in PA8
how difficult it is for me to bring consensus among different institu-
tions about projects.”

#25: “Another aspect that we have to take into account is based on Ro-
manian experience, you see, dafter the revolution we said we need to
reform our economy; we need to go from the centralised economy to
a competitive one and so on and so on. Each ministry started to re-
form something, the domain for which they were responsible. They
created strategies on the domain but they forgot to interconnect.”

#05: “There is a lack of capacity that sometimes at the local level, com-
panies themselves and the business associations and the institutions
are not too much cooperating to identify which is their vision.”

#04: “The policies for SMEs are not coordinated, generally speaking. |
will show you by the first example. For example, we do not have any
more strategy for SME development on the state level. The last one
expired in 2011. We have probably one on the entity or cantonal lev-
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el, on municipal levels but from my point of view they are not coordi-
nated.”

This clearly reflects a transformation phenomenon. In the era of the centrally
planned economies the task of the public authorities was to allocate economic
resources and to define the level of output. This implied a high degree of in-
tervention of the authorities in the economic processes. Now, the public au-
thorities do not have this part any longer and apparently struggle to find their
new role. Some public agencies obviously still follow the interventionist model
(see comment by #08 above) while others stepped into a — seemingly uncoor-
dinated and at the moment not very successful — search process for their func-
tions in the context of a market economy.

A quite unfortunate manifestation of this search process which has severe
consequences for the implementation of projects is the instability of the re-
sponsible staff in the governments and the administration. This leads to con-
stantly changing contacts and also changing priorities, which evidently makes
it very hard to pursue long-term projects:

#05: “They are also thinking after the election. But they are thinking af-
ter the election to change all the people in the public institutions in
order to put some other people and they are changing names of their
directorates, change of ministries, just for this, and then they are
naming other people and the people they do not recognise what has
been done better in the previous government.” ... “That is destroying
long-term projects like infrastructure projects.”

#20: “And we did not mention a big impediment. This is the political in-
stability. We are changing governments very frequently, not many of
our governments lasted for four years, for which they were elected
and even if they are in the position they are frequently changing the
staff. So, it is very difficult to work under these circumstances and |
think that is because of still politically not very stable situation.”

#01: “But: In some cases we saw that, while changing the contact per-
son, suddenly the focus shifted and this is, of course, for those pro-
jects, that have a middle-term component, and above all should have
long-lasting effects for the infrastructure, it’s then, of course, difficult
to realize.”
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Another aspect is that there is also not much understanding of the working of
the market economy and the role of entrepreneurs:

#10: “I think if we talk about prosperity, we have first to talk about the
necessary mind change in the political elite in all these states. Not so
much because they have no ideas or that they are not well trained,
they are very well educated but they have very less economic under-
standing.”

#25: “Yes, but we have to train them [the decision makers] to change
their philosophy about what means now competitiveness and entre-
preneurship, because they don’t know this. They are focused on the
old image of entrepreneurship.”

3.1.2 Rules and Regulations

Regarding the rules and regulation aspect of institutions, one principle of
communism is that there is, in general, no private property. According to the
advocates of the communist idea, this leads to a classless society and a better
life for everyone. In contrast, in the market economy approach property rights
are favoured because they provide incentives to the owner to use an econom-
ic resource in a productive way. Indeed, one important result of the research
in institution economics is that property rights have a significant positive ef-
fect of the prosperity of a country. According to the statements of our inter-
viewees the non-German speaking countries also suffer from a communist
legacy in this respect, at least partly. This also has significant impacts on the
implementation of projects:

#24: “Many business people from Germany and Italy visited our area and
who have been interested in the promotion of organic culture in the
area but unfortunately, because of the legislation and the suspended
question about property.”

#11:,,0f course, | also call for a strong state in these countries, with ap-
propriate ownership protection. This is somehow really essential, as
well as always connected with the SMEs. | don’t know how land regis-
ters work, whether the land property, the territory, is always com-
pletely clear. We actually do have this problem in Greece to date. We
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also have different states in the Danube region where this doesn’t
work that much.”

3.13 Effects on the behaviour of economic agents

The incentives of the former communist system, which apparently are still
present in the current system of rules and regulations are also reflected in the
behaviour of individuals in different contexts be it as a single economic sub-
ject, as part of a business or as a member of the public administration.

Although there is a high degree of activity in inventing strategies in the public
administration as mentioned above, there are signs that there is still a lack of
initiative:
#25: “The other aspect is, what my colleague said but what | also want
to focus, the lack of initiative at the local level.

#07:, | want to give an example. | have been to Hannover Industriemes-
se, the biggest industrial fair in the world, for 15 years. If Hungary
would manage to take 20, 50 entrepreneurs to the fair as tourists, to
see this fair once after all: What is Champions League? So, just such
small, practical things, only making sure that a network is created,
that organizations of self-care is created, that the producing compa-
nies ... That there is an exchange, that they can learn in engineering
schools, that’s so diverse, to establish something like that. And you
have to start somewhere, that’s life. The one that coaches the Re-
gional League has to take coaching lessons one day, to get to the Dis-
trict League at all. And just like this it has to develop.”

People tend to take a short-term perspective directed to their own quick prof-
its or benefit:

#05: “Based on the economy and business model at the national level
which is favouring only the short wins for the businesses, so rather
quick wins than going to cooperate for long-term private initiatives.”

#05: “... it is a question of culture and mentality and the capacity to go
forward with the long vision projects.”

#18: “Well, the figure of Croatia, the overall expenditure of R&D is 0.8
percent of GDP overall. Well, the business sector accounts for only 15
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percent of that. That is 0.4 percent of GDP is R&D in the business sec-
tor in Croatia. This says really much about the long-term orientation
and perspectives of these firms. We do not have large incentives to
use research in the business sector, to cooperate with the universities
or projects like that.”

#20: “Talking about our budget planning, it’s for one year, just for one
year, and, of course, it’s a great impediment in thinking strategically
to implement some strategic things like the SME strategy, industrial
strategy, things like that. We face this with cluster support. Every
year, we have to apply for a special annual program, with a special
budget and this is also very uncertain. [... ]| We are planning a budget
for one year, and next year you don’t know, will it be commitment for
the same item in the strategy or not.”

#25.: “Because of lack of financial and opportunities to be sustainable in
the medium and long run, they only focus on short-term benefits.
There are changes in the mentality as to what it means to be entre-
preneur and how to unleash our potential.”

They also engage in rent-seeking activities. This is expressed, for example, in
the still widespread corruption in the Eastern countries of the Danube Regiong.
Although this is a problem that is well known and recognized, it is useful to
show it quite plainly again how destructive and harmful it can be for the im-
plementation of projects. One of the members of the focus group 1 reported
that he/she witnessed cases where projects were completely ready for im-
plementation but could not be realised because of corruption:

#01: ,,And especially at the municipal level you can do that quiet quickly
because they also have the understanding. But then the central minis-
tries get involved, which, of course, make sure the funding. In Bulgar-
ia in particular, they had a corrupt environmental secretary, the mon-
ey flow simply stopped somewhere. In Plowdiw they were in limbo,
even though they were really committed there. They had even em-
ployed a lady, an environmental manager, she even worked in the EU

® To be fair: Also the German speaking countries of the Danube Region are not corruption
free zones. But the degree of corruption seems to be significantly lower than in the East-
ern part of the Danube Region.
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Directorate-General, so she’s very, very open-minded for these topics.
To get the cloacas out of there, but then it didn’t go any further [...].”

#01: ,And, well, in the area of environment and energy, particularly in
environmental engineering, it’s not possible without EU resources. [...]
So, we had 2-3 workshops with the persons responsible on site, that
is, the implementers. Well, not political conversations, but with the
project sponsors on site, which have to implement it on the municipal
level. And then we also have, ... we were in good dialogs after all and
then, however, the problematic with the EU means, not retrieved or
corruption issues came up. And that’s why it didn’t go any further. [...]
Well, | can only say: There are possibilities, we even had starting
points. But, of course, if then things break off locally and corruption
topics come up, we have to keep our hands off it. This is why it
failed.”

Another participant of the same focus group told us that corruption is also a

market entry barrier for firms from the Western part of the Danube Region:

#11: , Speaking of corruption, for example, this is also such an impedi-
ment which you have to take into account. Often, our companies also
just need a local partner, to chop their way through the undergrowth
of bureaucracy on the one hand, but on the other hand also with
those, in parts, difficult structures when it comes to corruption.”

#24: “And | think one of the most critical things at the moment is really
poor investment climate and investment opportunities in Ukraine.
One reason is huge corruption in Ukraine which still exists in Ukraine.”

However, corruption is not only a market entry barrier but it results in that the

companies pull back and are not very likely to return:

#11: “I know some SMEs that after the opening of the borders went to
the Danube Region full of euphoria, but then withdrew, since they
said: The cost advantage isn’t that crucial for me, because | just have
too many additional costs.”

#01: ,[...] and then, of course, our companies shift. That’s obvious. And
to have another go is then difficult, since the capacities are already
used elsewhere.”
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A participant of focus group 4 points to the fact that corruption drives people
out of the country because it impedes everything:

#04: “It’'s always the issue of the government, the reason why people
leave the country is, [...], is a very high corruption rate in the whole
society, of course, and that produces the lack of possibility for em-
ployment, for developing a business, for developing of the whole soci-
ety. So, this is probably the main reason. When | talk with the people
who are planning to leave the country or who have already have left
the country, this is the first reason why they leave, because they do
not see any perspective for them to stay in the country.”

This behaviour then has important second-round effects. There is a low level
of trust between the agents of the economic system:

#12: “We do not have sustainable agricultural associations. When you in
the region, when you speak to the farmers and you ask them: “Why
don’t associate?” So, the main problem is that they lack social capital,
they don’t trust each other. So, he tells me: “Why should | associate
with him because | don’t trust him. | don’t have to associate with

7

him.

#06: ,huge gap between “state institution” and “private-entrepreneur
entities” in former communist states (all!); we consider the state insti-
tutions (including government) thieves since we pay a lot of taxes re-
ceiving bad roads, bad education, bad social insurance systems in re-
turn, they consider us also as thieves, since we are good just in paying
taxes, but we are ready at any time to protest and say a lot against
their “work”.”

#20: “When we come to cooperation, my job was to promote this kind of
business behaviour, to overcome this big impediment in our economy,
which is first of all lack of trust and no successful record of doing
business together.

Moderator: Lack of trust in what sense?

#20: Generally.
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Moderator: Between people and the government? Or between compa-
nies?

#20: Between companies, between all levels, between companies and
the governmental institutions. Among the governmental institutions.
This is a general issue in Balkan countries. | think it is spread in all
Balkan countries not just in Serbia.

People shy away from taking responsibility:

#17: ,How would you like to “create competitive companies”? This is on-
ly possible when entering concrete projects. And to convince and
force beneficiaries of respective initiatives to consequently implement
the entire action over years. [...] This is the missing: political commit-
ment, not the money.”

#07: “Every time it comes to signing a contract and to saying: OK, now
we need 100,000 euros for a feasibility study, everyone winces and
the priorities all of a sudden are different. Suddenly the mayor goes to
underground, is voted out or whatever.”

And there is an uneven distribution of returns from the ‘economic’ activities
which again undermines the trust in the system:

#25: “You see, it’s another issue. The balance. Because, if one side the
win is very small and the other is very large, is not sustainable. The
things are broken.”

3.2 Infrastructure

Institutions are part of the foundation on which economic activity occurs. By
analogy, institutions are the rules of the game. Yet, as many games do not only
require guidelines about what is conceded and what is not but also a playing
field economic activity needs a fundament on which it can take place. This
playing field is provided by the infrastructure of an economy. From a concep-
tual point of view, the infrastructure can be regarded as equally important for
the prosperity of an economy as the institutions under which the economic
agents act. However, interestingly, the topic ‘infrastructure’ only played a mi-
nor role both in our focus groups and in the online discussion. This does not
mean that the improvement of the infrastructure is no longer an issue for the
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Danube Region. On the contrary, we, as research team, think that it is still an
important factor for increasing the competitiveness of the Region, especially in
the countries further down the Danube. But it seems that in comparison to
other factors the infrastructure is regarded to play a subordinated role for the
improvement of the economic situation in the Region. Obviously, people feel
that the infrastructure is sufficient enough so that it does not play a restriction
for economic activity at the moment or they are of the opinion that other
problems such as the bad working of the institutions must be solved first be-
fore large infrastructure projects will have a chance of being successfully com-
pleted.

There are two exceptions from this overall picture. These are Moldova and
Ukraine. The experts of these countries repeatedly pointed to the restrictions
resulting from the bad state of the infrastructure. This concerns the logistic
networks such as roads ...:

#24: “The transport system requires a serious modernization. First of all,
we need serious modernisation of roads as the state of roads in
Ukraine and in the Danube Carpathian part is really awful now. This is
one of the main issues which seriously restrict business opportunities
and opportunities for prosperity in the area. This is really a challeng-
ing thing in terms of the development of car turnover in the area, the
development of tourism and infrastructure as on the one hand we
have great and attractive facilities on the Black Sea coast, in the Dan-
ube delta, in the Carpathian part we have mountain areas interesting
for tourists. But again, because of really poor transport infrastructure,
bad condition of roads, this area loses its attractiveness for potential
tourists from the European Union and from other parts of the world.”

#32: “First of all, the particularity of this area, especially of my region
Bukovina, both South of Bukovina in Romania and especially the
North of Bukovina in Ukraine. These are the historical roots, this was
practically constructed for a few centuries as a communication inter-
change. Practically, we have at the moment the fact in Ukraine densi-
ty of rails and roads there, which are not developed.”

... as well as the water and sewage systems:
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#12: “Another issue is the health of the population; especially we have
very somehow high level of sickness of the population because of the
quality of resources. The water quality is the lowest in the region. We
could not find the standard for the water quality, especially in rural
area, water was polluted. People do not have access to qualitative
water. As well, as you take cooperation in urban and rural areas, in
rural areas, only 1% has access to sewage system. In urban area it is a
little bit better, about 50%. Everybody has access to water, but not
everybody has access to a sewage system.”

#24: “On the other hand we have the same problems about what #12
has already said in Ukraine. On the other hand, we have a lot of wa-
ter resources in the area. On the other hand, we have big problems
with water supply especially for irrigation purposes. Now we have to
think over more efficient system of water supply to maintain agricul-
ture in the area.”

Another aspect which was frequently mentioned was the malfunctioning of
the system of waste treatment.

3.3 Entrepreneurship and SMEs

3.3.1 Entrepreneurship

Entrepreneurs are important actors in a market economy. They are the ones
who organise the production of goods and services and sell them to consum-
ers. ldeally, they also contribute to the economic development of an economy
by introducing innovation and by opening up new areas of economic activity.
In this function, they can be seen as ‘agents of change’. Consequently, a signif-
icant role is attributed to them for the development of the Danube Region.
We think that this is quite justified, as entrepreneurship is about organising
production decentrally (and often also in small units, i.e. in small and medium
sized enterprises (SMEs)) and exploring new business opportunities. However,
also in this respect the Group B countries of the Danube Region still seem to
struggle with their communist past although it must be noted that the obsta-
cles seems to become more severe further down the Danube. As one of the
participants of our focus group 4 remarked:
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#22: “On the other side, we have a long tradition of not having entrepre-
neurs, relying on the state sector, and, of course, that is one more
hindering factor.”

This long tradition without entrepreneurs impacts on current entrepreneur-
ship in several ways. The most obvious and understandable is that business
skills are not widespread:

#05: “... and the level of company start-ups is very, very slow, the entre-
preneurial skills are very low ...” ... “We have a low density of enter-
prises ...”

#28: “...that they do not have knowledge about marketing, branding, ac-
cess to market information.”

#14: “The third issue is non-financial support or business services support
where there is a room for some additional support to SMEs, like for
development of business plans, informing them or supporting them
on how to apply for different sources of funding, how to upgrade their
technology etc.”

#29: “And | think there’s also one big item, which is behind this reasons:
It’s that we’re lacking the entrepreneurial skills. Not the labour force
skills, but the entrepreneurial skills itself.”

Nevertheless, it is interesting to note that even after more than a quarter of a
century after the fall of the iron curtain lacking business skills are still an issue.
One explanation for this is that the knowledge transfer in this respect occurs
rather slowly. This hypothesis is consistent with the fact that rather few com-
ments on lacking business skills were made in our focus group 2 where we had
experts from the countries of the immediate neighbourhood of Germany and
Austria.” In contrast, in this focus group there were a series of statements
which implied that the experts think that the businesses of their country were
almost on the same level as those of Baden-Wiirttemberg, Bavaria and Austria
but were not rewarded accordingly. We elaborate on this point below in more
detail.

% The exception is the Croatian experts. They also reported that the entrepreneurs in their
country do not have enough business skills. But this is no contradiction to the formulated
hypothesis as Croatia has no direct border to either Germany or Austria.
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Another explanation is that the bad business skills are again an outgrowth of
the incentives in the system. The hypothesis here is that, from the perspective
of the entrepreneur, it is not beneficial to develop skills that are useful for
productive entrepreneurship because unproductive or even destructive entre-
preneurship is rewarded as well. There is some evidence for this. For example,
the experts of the focus group reported that entrepreneurs engage in rent-
seeking activities:

#05: “They are looking for opportunities to get money and financing
without having the business model to attach to that project or to the
kind of the vision to make something which is really worth to do it.”

#04: “But also the entrepreneurs are not very well qualified. They do not
rely on knowledge, on science. They just think in terms of money.
They do not see what they have to do to produce more money. That is
the situation in the majority of SMEs. When they lack managerial
skills, experience and they also think that it is important to be con-
nected on the political level, at the municipal level, entity, or even
state level, that connectivity would help their business. In fact, it is the
situation but it is not a long-term goal, it is just a very short-term

”

one.

And they seem to regard businesses not as organisations for producing valua-
ble output but to feed friends and acquaintances:

#18: “And there is a number of other indicators that if you sum them to-
gether shows that there’s something wrong in the management, well
in the nepotism of employment policies of the firms, there’s a lack of
reliance on professional management.”

In addition, successful entrepreneurship is often not socially awarded because
the old image of entrepreneurship still prevails:

#13: “And | have the feeling that, the further you go down the Danube, a
successful entrepreneur is rather seen as someone that cleverly took
advantage of something, but not that it’s sort of his own accom-
plishment.”

#18: “And anecdotally, if you, just to add to what my colleague said, it’s
not popular in Croatia to be an entrepreneur. If your firm is on the top
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of the list of the most successful firms in terms of profits or turnover,
if you’re named the most successful manager of the year, you are
most likely to be in jail in five years and your company could be in the
bankruptcy or in least in the red. Why is that? Because with the model
of entrepreneurship oriented towards public funds, which was gener-
ally the case of Croatia, be it to directly absorb the public funds or to
subcontract to firms that are in a position to be protected from the
forces of the international market, that could be the position that
could bring you to some really positive outcomes of your economic
activities. This is not the case anymore.”

#22: “But what is more important, and that is strictly from my point of
view, is that you have entrepreneurship coming from the bottom-up,
because you can stimulate it, but if it is not from the ground, if it is
not sensed in the people who should take this risk and do it, then it is
going to give that fruitful results. So, one important measure is that
you try to put it as a good value, to promote it in the nation as a good
value, as something that should be valued and something that is
good to do.”

This again provides disincentives to develop sound business skills.

The fact of regarding successful entrepreneurs as highly suspicious can also
explain another phenomenon of the economies of the Group B countries of
the Danube Region. As described by the participants of the focus groups the
firm size distribution in the Group B countries is highly skewed to the right, i.e.
to very small firms:

#20: “Concerning SMEs, that is the biggest part of our economy when we
are talking about numbers, like 99.9%. The average SME in Serbia are
very, very small to 2.4 people per one SME, this is a great hinder to
their growth.”

#25: “Because the statistical figures show that from the total number of
companies 97% are included in this category: SMEs. It’s a good figure.
But the second figure is not so good. Because, of total SMEs more
than 95% are micro enterprises with less than nine employees, which
is a bad aspect. It’s impossible for them to be competitive because
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there are so many and they don’t have enough capital to develop
themselves during the mid-term or long-term strategies.”

Referring again to a quote from participant #18, it seems that most of the
firms also do not want to grow:

#18: “”We are fine with ourselves. We just want to keep the low pro-
file, nn

One of the reasons for this can be that entrepreneurs simply fear to be pun-
ished by wry looks or, more severely, by being thrown in jail when growing
their business. This should be kept in mind when designing policies for devel-
oping the SME sector.

3.3.2 SMEs

Foreign direct investments (FDI)

Regarding SMEs in general, the Group B countries of the Danube Region seem
to be at a crossroads. Although not explicitly formulated, we think that the
experts of the Group B countries would agree with that direct investments of
large foreign firms had played a significant role for the development of these
countries in the past. Or: It is not very likely that they would speak against
what a participant of focus group 1 formulated as:

#13: ,It’s clear that this standard of a rapid catch-up of the wealth dif-
ference in that region is, of course, extremely connected with FDls.
Because you can’t develop this level of production on your own so
quickly and even less this entrepreneurship, if you haven’t had that
for 50 years. This extreme delta the region had is, of course, extreme-
ly connected with these productivity increases that came from out-
side.”

However, they are increasingly dissatisfied with a business model that heavily
relies on foreign direct investments (FDI). This has several aspects. First, there
is the feeling that the Group B countries do not participate enough in the val-
ue created by the FDIs in the countries:

#25: “The other issue is related to FDI in Romania. We were open for
FDIs but most of them are based on short term profit gain and they
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are not sustainable. According to our statistics, more than 80% of the
profits are repatriated.”

#08: “So, again | must go back what | mentioned already, we simply
need more money to be paid for our products and be able to pay
those people more compared to the competing fields or industries.”

Second and related to point 1, there is a strong wish to move up the value
chain:

#08: “...and the part which is part of the globalised value chain, the key
to prosperity is to move up to this value chain.”

#04: “Very important, very useful for us would be that we start to pre-
pare to make final products, final food products, not just raw materi-
als for the food processing industry.”

#28: “Also projects related to the extension of the value chain in produc-
tion because one characteristic of SMEs in Montenegro, especially in
the field of agriculture, is the semi-products. We export raw material
and after that we import the final products, for example, export cher-
ries and import juice or similar products. In that case we have to ex-
tent the value chain because the value chain in all fields of production
is very short.”

#13: “Of course, this has changed a lot now and | also see this in the
business sector, that a paradigm shift takes place here, that this re-
gion wants to become sustainable, that is: It wants to have a bal-
anced current account, in other words, people aren’t as willing any-
more to act as sales area, but also want to deliver and create value
and you can see that massively.”

Third, apparently the knowledge transfer from the FDIs to the local companies
is rather low so that local companies cannot benefit very much from the exist-
ence of the foreign companies in their country:

#08: “We don’t know much, this is a bit mystery for us because these
foreign companies do not give much information about their internal
doings. It’s very difficult to get actually, to involve them in some re-
search and so on. They are really secretive, especially when they are
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asked about the specific activities in their Czech Republic affiliates.
They do not talk about their whole global brand. So, this is a big mys-
tery actually. We have kind of estimates, we have some hypotheses
but what is actually happening is not clear.”

On a more general level, the local firms seem to be not involved in the activi-
ties of the FDI:

#07: “This is exactly the key problem, That is, practically no involvement
of the local economy takes place.”

Fourth, they do not perceive that the local companies have much room for
development when the business activities are dominated by large foreign
owned firms:

#08: “We have some small subsectors which are still in Czech hands or
they are still in this group of SMEs but basically all big companies are
foreign owned. So, the place for SMEs is actually defined by these big
guys and they are mostly owned by foreign companies.”

And fifth, a strategy of relying on FDI might not always pay off:
#01: “And once you look at Nokia. And attracted by an EU subsidy ...”
#07:“Yes, and two years later they gave their keys back again.”

However, the countries apparently struggle by achieving the goal of more in-
dependence from FDIs. This seems to be a mix of (with respect to this goal)
misguided policy approaches, detrimental incentives in the system and the
wrong perceptions of the actual situation.

Regarding the policy approaches, there is apparently still a strong focus on
foreign owned firms:

#01: ,The answer is fairly simple, we know it. It’s going to be looked by
far too much, almost exclusively at foreign direct investments: every-
body wants to see that we’re bringing in foreign direct investments.”

And it seems that large foreign owned firms are deliberately favoured against
local firms:

#20: “When | was working with the IT sector in Serbia they were telling
about easier access of foreign companies to get tenders in Serbia. So,
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One reason for this is that foreign owned firms are simply better equipped.

that is the opposite of what you just said. Big investments by public
money, publicly announced money, usually goes to foreign compa-
nies. And foreign companies are favoured compared to domestic
companies.

addition, a large size might be relevant for certain tasks:

#20: “Because they have more references, they have bigger resources

and they have more competences. Actually, they are multinational
companies and our companies are small and they have this problem.

However, the preferential treatment of foreign owned firms occur even if local

firms have references from international clients and could provide tailor-made

solutions:

#20: “Especially in consultancy it is an issue. In almost all industries. We

know for certain of our IT companies in the embedded sector that
they have proven references from Vienna Airport, as a subcontractor.
They cannot take any job here because Siemens will get it. They have
a name and it is easier for those who make decisions to choose Sie-
mens because they have a brand name [...] They prefer to choose an
established brand name than a maybe better solution made domesti-
cally. The local solution can be better because it is tailor-made, easier
to maintain.”

Yet, the focus on the foreign ownership of the firms can be explained by det-

rimental incentives in the system. As one participant of the focus groups men-

tioned:

#07: ,, | only said: Simply try to get something done on your own. But,

anyway, the success came from outside, one didn’t have to do any-
thing, you just had to be sure you didn’t ... And the foreign firms
came, since, of course, the labor cost advantage was that large
there.”

A related statement is:
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#10: “Then this is very, very important: you talked about FDIs and that
this is not sustainable. Yes, | agree but it is not sustainable because
the countries forget to develop the supplier structure.”

This is again a sign of the lack of initiative resulting from the (perceived or ac-
tual) low rewards for starting own projects.

Concentration on large firms

Besides the focus on foreign owned firms there also seems to be a concentra-
tion on large firms:

#15: “There are maybe some tools for SMEs and for start-ups but they
are really just partial. They are not solving the problem. So, there is
some help for companies but really limited and companies, also SMEs
and also start-ups, have a lot of problems also with financing and in
every country the government is supporting much or less the large
companies and not the SMEs and start-ups. That’s the problem |
think.”

This focal point is interrelated to the concentration on foreign owned firms as
firms that invested in the Group B countries of the Danube Region are for the
most part large firms. Making a link to the communist past of these countries
again, the focus on firm size might be explained by the idea people have about
what makes a firm. As centrally planned economies consisted for the most
part of large state-owned enterprises decision makers might be guided by the
image that an important characteristic of a firm is a large size. And in fact, also
from the point of view of the organisation of an economy as a market econo-
my, focussing on large size is not completely off the point. A large size of a firm
can be justified by the existence of economies of scale and scope and the ad-
vantage that all relevant services can be provided from one hand. In addition,
there are industries where the production conditions require a so called natu-
ral monopoly from an efficiency point of view which very often comes along
with large firms. There has been a long discussion in economics about the ide-
al size distribution of firms in an economy (or a sector of the economy) which
is partly still ongoing (see e.g. Cabral and Mata (2003), Angelini and Generale
(2008) or Coad (2009)). However, what is apparently missing is a good mix in
the firm size distribution or more precise: The right awareness that also small

35



,Socio-Economic Assessment of the Danube Region: State of the Region, Challenges and Strategy
Development”

and medium sized firms matter. This contributes to what a participant of the
focus group 1 identified as the basic problem of the Group B countries of the
Danube Region:

#07: “...,... and this is the basic problem of all of these countries: They
are not able to create or implement their own SME sector.”

Quality of products

As mentioned above, there is a strong wish of moving up the value chain in the
Group B countries of the Danube Region. The reason is that they want to par-
ticipate stronger in the returns of the value which is created in their countries
and also do not want to serve as extended workbench any longer. In addition,
there is also the feeling that they are exploited to some extent. This holds es-
pecially for the Group B countries of the upper part of the Danube and is re-
flected in the statement of one of the participants of focus group 2:

#08: “The key challenge is, of course, to sell the products at a compara-
ble value with the Western competitors. This is for us the key prob-
lem. So, | think that we have already kind of 70%, we are at the level
as to the knowledge intensity. But the capacity to sell it for the com-
parable prices, the unit values are still low. So, we don’t get that
much part of the value, we import a lot.”

The feeling that the Group B countries do not get enough money for their
products can be explained in two different ways: Either the Group B countries
are really treated unfairly or it is still the case that the quality of the output is
not high enough to be rewarded at prices the Western companies get. It
seems that the latter is the case. When confronting the participants of the
focus group 1 with this critique they told us the following incidents:

#07: “In this case | always make a comparison with sports. That is, let’s
assume you can play tennis and, let’s say, Boris Becker can play ten-
nis. That means you want to compete with him or you want to play
with him in Wimbledon. I'll just say, and that’s how it is, there is a top
league. And if you want to deliver to Audi or Daimler, to just name
the top league, even for German suppliers, explicitly well-known ones,
that have been supplying Daimler, Porsche or whatever their names
are, it’s difficult to play in this league. [...] Because Daimler explicitly
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tries, and has tried, to find suppliers, of course in the region, initially
from Baden-Wiirttemberg, but later of course also from Hungary it-
self. Barely anyone could overcome the quality hurdles to at least,
staying with the example, play in the Champions League or with
whomever, to join at all. [...] But that’s how it works: the require-
ments are so extremely high and the things of certification, of quality,
a firm of the class in Hungary can never ever make that without a
long period of learning.”

#01: ,And then it was tried to order cast from the Czech Republic as well,
also because of the price advantage in the Czech Republic. That didn’t
go well for a long time at all, until all the cast came back. Why? Be-
cause, evidently, a prototype could once be cast well. But when they
started the serial production with those high quality requirements,
just think of an axis or a steering box or whatever, how many norms
are behind that, how many problems. [...] So, it must be seen that the
issue of quality represents a really huge challenge.”

The experts further down the problem are quite aware of it as the exemplary
quotes from experts from Montenegro and Moldova show:

#28: “Also, some local producers do not have standardised quality of the
products and do not have adequate packaging, branding or labelling
of their products [...]”

#12: “The quality of our products is very low.”

However, as the quotes from the experts from the focus group 1 suggest, the
quality of the products seems to be a problem for all countries of the Danube
Region, even for those that are close to Germany and Austria. In a sense, the
quote of the participant of the focus group 2 above already suggests that. A
knowledge intensity of the products of 70% of the western level is still far be-
low the standards. In addition, the rather low quality of the output does not
concern the rather high-tech products such as in the automobile sector but
also the output in medium and low level technologies:

#11: “But solid handicraft businesses which do things well, | would say,
they’re missing in large parts of the Danube Region.”

37



,Socio-Economic Assessment of the Danube Region: State of the Region, Challenges and Strategy
Development”

The participants of the focus groups mentioned several reasons for why the
quality of the products of the Group B countries is still lower than that of the
Western countries. One is that the knowledge flow between the FDIs and the
local companies is limited because the FDIs isolate themselves. To partly re-
peat one of the statements from above:

#08: “We don’t know much, this is a bit mystery for us because these
foreign companies do not give much information about their internal
doings. [...] They are really secretive, especially when they are asked
about the specific activities in their Czech Republic affiliates. They do
not talk about their whole global brand.”

Another reason is, however, that the companies lack the so called absorptive
capacity so that they are not in a position to do something with the knowledge
that the FDIs bring with them:™

#14: “... and first of all it is related to the limited managerial capabilities
in certain enterprises: low qualities of skills among the labour force,
limited knowledge diffusion of global practices and technologies and
lack of information about sources of finance or access to finance.”

Somehow related to the argument of lacking absorptive capacity is what the
participants of focus group 1 give as a reason about the still lower quality of
the products from the Group B countries. They argue that the countries spend
their efforts in a wrong way. As the largest investments by Western firms have
been taken place in the automobile sector the Group B countries try to devel-
op a supplier structure in exactly this sector. According to the participants of
the focus group 1 this is, at least to some extent, a waste of time and money
because:

#07: ,,That means, a SME or supplier chain in the automotive sector for
these countries without external aid is out of the question, impossible,
| think, because the others are already streets ahead of them, they’re
uncatchable.”

" The concept of absorptive capacity goes back to Cohen and Levinthal (1989, 1990) who
define it as: “a firm's ability to recognize the value of new information, assimilate it, and
apply it to commercial ends”.
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#01: ,We see that for example in India. Daimler went a completely dif-
ferent way there, namely it didn’t take the current top models, but
started with a production below, since this was just adjusted to the
local structure. Well, this is unthinkable in Europe. Here, we are in a
different situation and you can, you must be tier 1, or at least tier 2. If
not, you’re out of the chain.”

It also makes not much sense when it comes to keeping more of the returns
from the value created in the countries:

#07: ,,And this number of pieces, point 1 and point 2, every year they‘re
dictated a price reduction by Daimler, Audi. That means the number
of pieces go on and every year there has to be a 3 % reduction. And
like you said: The firms earn, | mean, the automotive suppliers really
barely earn any money ...”

What they suggest instead is that the Group B countries try to participate in
the technology transfer which takes place in the automobile sector and then
to diversify into related areas which are not yet as competitive as the market
for supplier products for the automobile sector:

#26: ,It’s a difficult situation for these supplier companies. Partly they
start to differentiate their product spectrum, to do something else. A
classic example is Renk in Augsburg, which before only produced
gears and now suddenly starts to work with wind turbines. The ques-
tion now is, of course: Are such strategies starting points, maybe also
considering certain comparative advantages that are still there, to ac-
tually implement something new in these countries?”

#01: ,That would be a good starting point, yes.”

However, this again requires that the Group B countries take initiative and
identify the areas in which they have comparative advantages.

An aspect of the level of product quality which seems to be only (or at least:
especially) relevant for the Neighbourhood countries Ukraine and Moldova is
that they are caught in a system of standards of quality which relate to the
standards of the Commonwealth of Independent States which obviously are
below that of the EU:
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#12: “We have about 40,000 standards of quality for products in Moldo-
va. 40,000! But please note here, about 18,000 are related to ghosts.
So, from common independent states. Only 7% are related to EU
standards.”

34 Qualification of the labour force and migration

Another area where obstacles for increasing the competitiveness of the Dan-
ube Region arise is the labour market. This is already a widely known problem
and there are already some measures in place to tackle it such as the introduc-
tion of a dual education system along the lines of the system of Germany in,
for example, Hungary. However, it has been emphasised by many experts of
the focus groups and in the online discussion which means that it is an urgent
problem. So, we take it up here again.

One result of our analysis in the first part of the project has been that the par-
ticipation in the labour market and the employment rates in the countries of
the Danube Region are below those of the EU27 and OECD countries. From
the remarks from our experts in the discussions we can infer that this is be-
cause of a severe mismatch of labour supply and labour demand. This mis-
match occurs both with respect to the level of education and the field of edu-
cation. With respect to the level of education, the experts note:

#25: “We don’t have a proper education for the labour market, so it is a
disconnection between what should the education system provide as
graduate [...] and the other part of labour demand is not satisfied.”

#12: “I’'m not afraid to say that we have a disaster in 2013/2014 when
we have the final examination of the students. They peak, from about
100% about only 20-30% passed the final exam because of this ambi-
tious reform. What happened? The new minister installed cameras
everywhere; they started to focus mostly on the knowledge of stu-
dents. No more bribe, corruption, or bureaucracy. This kind of exper-
iment shows the level of preparedness that Moldova has. Our stu-
dents are not prepared, mostly. Foreign investors can’t find qualified
labour force. So, it is actually a very big problem for us, finding a qual-
ified labour force.”
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#12: “There is no dialogue between educational institutions, vocational
institutions and business environment. There is no such kind of dia-
logue.”

#24: “Again, #12 told about the situation in Moldova with the education
and the same is in Ukraine as we have no relation of education and
the labour market.”

#10: “The customers, the OEMs explained: we need only two things: we
need people, well educated people, some thousand, and, of course,
these people need a good environment, that they stay. All other
things are nice and we negotiate like taxes and things like that and
subsidies or all these things, but this is not so important.”

#19: “And also for the entrepreneurs the lack of high skilled labour and
high skilled workers ...”

Interestingly, the mismatch is not always caused by a labour force whose skills
are too low but there is also overeducation such as in Slovenia:

#03: “But we have a different problem than Hungary has: We have an
overeducated workforce. So, | guess, we can cooperate in that way,
because when the transition started we reformed our higher educa-
tion system in a way that we actively supported educational attain-
ment but the industry didn’t restructure that fast. So, now we pro-
duce a lot of graduates that don’t find work on the graduate level.”

In addition, a participant of the focus group 1 reported from a case where a
craftsman who invested in Romania and Hungary could not find qualified peo-
ple to help him in his plant:

#11: “There is a company, roofing systems, for example, they made the
roofing on the Munich fair or at the airport, [...] It has created almost
2.500 jobs in Romania, in Hungary, with corresponding branches. |[...]
It just or a good year ago bought a former industrial plant in Roma-
nia, built up a production on parts of the area, on 10,000 m? [...]. It
offered to various local companies: “You can act as my supplier.” For
gutters and roofing systems, | don’t have to produce totally in the
high-tech sector. But that hasn’t worked out either yet.”
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So, there is a mismatch of labour supply and labour demand on all skill levels.

With respect to the field of education, the experts note that there are too few
technicians and engineers but too many people educated in humanities and
social sciences:

#08: “So, we have a big problem with limited supply of high skilled la-
bour force, especially engineering and technician ...”

#08: “The problem is also that the quality of pupils, | don’t know, of the
students is, of course, lower, because they are attracted by other
fields where we have this overqualification. We can export people ed-
ucated in humanities and social sciences, if anybody is interested.”

#04: “Not as many potential as maybe seven years ago because we now
lack skilled workers for industry, engineers. Our educational system
does not produce enough and quality students with a technical back-
ground, which is necessary for developing industry.”

#24: “Again, #12 told about the situation in Moldova with the education
and the same is in Ukraine as we have no relation of education and
the labour market. As we have too many people, for example, learn in
law, in bank systems and in economic fields but particularly those
people have no chance to work in this area as in reality we do not
need so many lawyers, bank clerks, etc. On the other hand we have
real gaps in many areas in terms of job creation and in terms of work-
ing places in Ukraine now.”

What also affects the labour is the high degree of migration:

#22: “...or of human capital as we have excessive brain drain as experts
are leaving Serbia so we have knowledge leakage. On the other hand,
Serbia is not recognized as an attractive country for other people to
come into ...”

#13: “For example we see that a lot of the competence of this region mi-
grates to Vienna or to the west and doesn’t stay there, this brain
drain in this sector is obviously also a defiance to put up higher value
creation. There | also see certain challenges.”
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This is also an already known problem. People leave their home country for
several reasons of which the mismatch between supply and demand on the
labour market is one factor. Other motives can be that they do not see a fu-
ture for themselves in their country because of a high level of corruption (see
the statement of #04 in Section 3.1.3 above) or they are attracted by higher
amenities such as functioning infrastructure, leisure activities or nice apart-
ments in foreign countries. In any case, research has shown that it is the highly
skilled people who tend to leave their home country in the first line (e.g.
Dustmann and Glitz (2011)). This means that a high level of migration can also
contribute to the mismatch between labour demand and labour supply when
firms need highly qualified employees but cannot find them on the labour
market because many of them left the country.

4 Remarks on the Danube Region and the EUSDR

When developing the concept of the focus groups we followed the idea of
discussing the obstacles and possible policy measures rather independently of
the perception of the Danube Region and the EUSDR. The EUSDR should only
come into play at the end as it is also reflected in the set of questions for the
focus groups in Section 2.2.1. However, it turned out rather quickly that this
approach missed an important point. We discovered that there is a strong
wish among the experts to comment on the Danube Region in general and the
EUSDR in particular. In addition, we realised that we forgot in a sense that it is
the people in the Danube Region that have to bring the EUSDR to life which is
why it is important to know about their perceptions of and the attitudes to-
wards the Region and the EUSDR. Starting with our second focus we therefore
included an explicit question on the personal views of the experts on the Dan-
ube Region and we also tried to tease out what people think about the
EUSDR." This turned out to be a fruitful approach because we got a series of
insightful statements from our interviewees. In the following we present the
results of this exercise, starting with the comments on the Danube Region
(Section 4.1) followed by the remarks on the EUSDR (Section 4.2).

2 In order to be able to also include the views of the experts of the first focus group we
sent them the set of questions on the Danube Regionand the EUSDR via e-mail and asked
them to send us their responses back.
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4.1 View of the Danube Region

4.1.1 Positive aspects to mention about the Danube Region

In principle, the attitudes of the experts towards the Danube Region are posi-
tive. In a way, this is not surprising because we interviewed only persons who
have been involved in advancing the Danube Region in one or the other way.
So, the expressed views might not reflect the opinion of the average European
about this Region. But still, the experts mentioned a series of aspects why they
think that the Danube Region is worth getting attention.

Rather straightforwardly, countries of the Danube Region which have many
common borders with other Danube Region countries, such as Serbia, consid-
er the Danube Region important. In a sense, they regarded the question of the
significance of the Danube Region a bit silly because it is the region of Europe
where they live:

#20: “Yes, definitely. The Danube Region is very important. In my opinion
it’s very important. It’s where we tend to go, where we have to go,
where we are connected with.”

#22: “It is our natural environment.”

#20: “Yes, this is our mirror to the world. We don’t have any other sea
than the Danube.”

Interestingly, the most enthusiastic comments — and also the most pro-
nounced critique as we have already seen and we will see in the following —
were expressed by the participants of the focus group 1. This is important be-
cause the participants of the focus group 1 represent the countries of the
Danube Region which are most developed and which potentially can play the
role of the engine for the development of the whole Danube Region. If there
would be no interest from the countries of the upper part of the Danube in
the Region then it would be much more difficult to enhance the competitive-
ness of the Danube Region.

From a professional perspective, the participants of focus group 1 see the
Danube Region as an economic area for the firms of the upper part of the
Danube Region:
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#01: ,But for us a very, very important economic area, also for SMEs
from Baden-Wiirttemberg.”

More specifically, they view it as a market for the products of the Western
companies and as a production location for Western firms:

#07: ,At first, point one, this area is of course a sales market. That
means it’s an export market for our firms. The first thing our firms
said: Where can | sell my machines, my devices, where my medical
technology, my things? [...] Second one, this is, of course, an im-
portant production location for our companies. [...] So, there is the se-
cond level, which is this production site, the favorable wage condi-
tions, the extended workbench, the production possibilities in these
countries. So, in this respect it has also been a great advantage, still,
to be able to produce more economically even for our companies in
the international competition, so in the mixed calculation, that is if
components are moved there, and then in the final production they
can so act more cost-effective on the world market. [...] The third level
is the whole issue of services. We have been trying to bundle a group
of engineering services, so there in this region, in Bulgaria in particu-
lar, in the sector of sewage technology, sewage-treatment facilities.
We saw a huge market there when we arrived. No waste incineration
plants, no ordered sewage removal, of course a great need, you could
really feel it.”

That is a perfectly legitimate interest because there must be benefits for both
sides, for the helping and for the needy. Or as #01 puts it:

#01: ,That means, we have a vital interest in this as well, since we see
the economic area in total, the Danube region as an important area,
for our SMEs, for the service providers definitely, we have a vital in-
terest for the SMEs to go out.”

What is interesting in this context is that there seems to be a strong prefer-
ence on the side of German and Austrian for the investing and producing in
the Danube Region compared to doing the same in China:

#01: “So, obviously there, especially for our small and medium-sized
companies, we have seen an economic area which is, for reasons of
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proximity, to the cultural background, relatively easier to develop
than the distant markets like China [...].”

#10: “ [...] we want to start an initiative to draw back electronic indus-
tries from China. Yeah, you are laughing, but this is very ... let me say,
I have enough electronic end-producing companies, companies who
produce industry-products, and they explain me: if you are able to set
up some competence in East Europe we will buy our products there.
We hate to buy these products in China. First it’s more expensive than
producing it in East Europe and it’s more far away. [...] Because China
is China. So, this is the special market. So, we don’t care about this.
They handle all their problems by themselves. We should care about
Europe.”

It is worth noting that the participants of the focus group 1 are aware of the
fact that the upper part of the Danube Region, to some extent, has to take on
the role of a development worker for the Group B countries:

#01: “I think you have to distinguish two things: Do we compete more or
less, to a certain extent as some kind of development aid workers to
help put up structures there, or do we also compete to establish our
companies there as well. | think, it has to be seen both somehow.”

And the upper part of the Danube Region is also ready to provide this help:

#01: “And our offer, that’s what we tell people we’re discussing with
over and over: We would really be happy to help you. In fact, not to
impose our ideas on you, but only to show: How are we doing it and
can you derive anything from it?”

However, the participants of the focus group 1 do not only have a professional
interest in the Danube Region but also a personal attachment. What they
think is most attractive is that there is a high creativity and culture in the Dan-
ube Region, that the people are very hospitable and that there are many pos-
sibilities for shaping the living conditions in the countries:

#11: ,,And that actually is to date what fascinates me. This creative po-
tential of that area, actually the different cultures, where | have al-
ways been saying: wow, that must/could maybe be used economical-
ly a bit.”
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#07: ,,But what did we get? It’s of course, let’s say, culture, music, we
have the Danube festival here in Ulm. So, evidently it’s also some-
thing, an enrichment for our lives, that made it definitely more divers.
Suddenly music from Hungary, food, history, all those things.”

#07: ,,What then fascinated me, that | really have to say, when | went to
these regions, is the hospitality, the openness, the interest, the view
from this area towards the West.”

#07: ,And | always found that interesting, especially countries and re-
gions on the move. [...] That means, if everything is still more or less
completely open and not yet solidly baked and not yet solidly cement-
ed, so where processes can just still develop, where you can design.
[...] In this respect it was really an exciting thing in the last 10-15
years, because then you could see: Yes, there you can still generate
impact with a chamber of commerce, with this small organisation.

#26: ,But now, | think, the chance is there. We are now in a flexible sys-
tem, we’re not as bricked up as we have been over long, long decades
and to make the best out of it is my personal conviction, that’s why
I’'m sitting here, too, to make some more out of this, where from my
point of view still relatively few exists.”

4.1.2 Current situation

However, what also should be mentioned is the current relationship between
Baden-Wiirttemberg, Bavaria and Austria and the Group B countries of the
Danube Region cools down a bit:

#13: ,And what | see as well, on the political-administrational level, we
see some development towards hostility against, as you like, the
West. [...] but it is a bit of anti-imperialism [...]

#13: ,,And then, | think, this story, Eastern Europe/the Danube region as
a chance it’s all gone flat. That’s my impression.”

#26: ,,0ur connections with Austria are great, they‘re super. We have ex-
cellent interconnections with Hungary, too, both as investment loca-
tion of our companies and also in goods trade and other things. And
then there are problematic locations. And these problematic loca-
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tions, there | think you’re totally right, they leave their marks on the
mental maps of this story right now. At the moment many decision
makers surely perceive problematic situations more strongly than the
positive aspects that surely come somehow from this cooperation.”

Most likely this has to do with the feeling of the Group B countries that they
are grown up a bit since the fall of the iron curtain and the wish in these coun-
tries to move up the value chain mentioned in Section 3.3.2. However, anoth-
er explanation could be the increasing frustration about the rate of change
which seems to be arising on both sides and on which we elaborate below.

4.1.3 Heterogeneity of the region

One decisive characteristic of the Danube Region is that it is highly heteroge-
neous with respect to the level of development of each country. This is also
not new and we as a research team understood it that the inventors of the
EUSDR explicitly put the countries together because of their different devel-
opment levels. The idea is to help the less developed countries of the region
by increasing the cooperation with the more developed countries.”® However,
this heterogeneity also provides significant challenges which are, for example,
reflected in a statement of a participant of our focus groups:

#08: “When | was participating in some other discussions, | would
strongly agree with my colleague who started, that from the point of
view of the Czech Republic the biggest problem was the big differ-
ences, especially in technology and innovation levels.”

Other experts even wonder whether the degree of heterogeneity in the Dan-
ube Region is too high to put the countries under the heading of one strategy:

#08: “We cannot pretend that we are on the same level and there .... Just
to be connected because we are located in one geographical area ... |
don’t know.”

B This is the economic perspective. From the political perspective we understood that the
goal of the EUSDR is to attach the more downstream countries of the Danube Region,
which are either rather new member states of the EU, accession countries or only neigh-
bourhood countries, more to Western Europe and the EU.
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#26: ,If you look at it completely unbiased, you may wonder: Is the Dan-
ube really a band? [...] But it’s a very heterogeneous structure that
meets there [...].”

#30: “I guess, the main problem of the Danube Region is that that there
are enormous [...] territorial disparities in this region which influences
almost all sectors, almost every fields of life and that’s how the coop-
eration is quite tricky in some fields in this region because we have
different problems in this region.”

These challenges have to be taken into account when designing projects for
the Region and developing the EUSDR further. It is therefore helpful to analyse
how the heterogeneity is seen by the experts of the Region.

Taking on a broad perspective, the Danube Region seems to be perceived of
consisting of two parts. On the one hand, there are Baden-Wiirttemberg, Ba-
varia and Austria and on the other hand, there are the other countries. There
is as strong orientation of the Group B countries towards the countries of the
upper part of the Danube. Or as a participant of the focus group 2 put it:

#29: “Personally, | see the Danube Region, | see two subregions, one is
upstream and one downstream from Croatia. And upstream is where
we want to be, what we want to achieve in terms of competiveness,
in terms of wealth, prosperity, etc. etc.”

This means that, saying it figuratively, all the Group B countries stand with
their back to the East looking at Germany and Austria but do not turn around
and look at their neighbours further down the Danube. Especially, for the
countries represented in our focus group 2 (CZ, HU, SK, SI, and HR) considering
the countries further down the Danube in the EUSDR is something they at
least need getting used to:

#08: “So, of course, there might be some questions about the relation
between Czech Republic and the other countries in this region which
are less developed. Because we mostly make all the comparisons to-
wards more developed countries. This is a bit new view for us.”

#03: “...if we compare, we also like to compare ourselves to more to
more developed countries, we compare ourselves to Finland...”

49



,Socio-Economic Assessment of the Danube Region: State of the Region, Challenges and Strategy
Development”

Consequently, there are rather weak relationships between the Group B coun-
tries themselves, if they are existent at all:

#30: “Of course, there are some group relations and the importance of
Germany and Austria is there everywhere in the region. But, for ex-
ample, between Serbia and Romania or between Serbia and Bulgaria,
these relations are very weak, almost not there.”

Another implication of the strong orientation towards Germany and Austria of
the Group B countries of the Danube Region is that they expect a lot from the-
se countries:

#07: ,,In this respect it has, of course, been a very emotional thing in the
sense that also great expectations have been set on us, as if to say:
Just bring us anything, for example employment, technology, firms
and so on.”

#20: “What could be the role of the Danube Strategy in this part? We
know that in the Upper Danube these things work very well. This is
what we would like to transfer in order to learn to use our potential,
which is substantial in the area of research and innovation.”

As mentioned above, there is a general willingness in Baden-Wirttemberg,
Bavaria and Austria to also provide this help. However, the experts of the fo-
cus group 1 explicitly point to that there are countries or regions with which
the cooperation is rather easy but that there are also countries with which
cooperation is difficult or even impossible. The countries with which coopera-
tion is rather unproblematic are HU and, although not explicitly mentioned in
the respective statement, the Czech Republic, Slovakia and Slovenia because
these countries have been rather early oriented towards the West (keyword:
third way). When it comes to Romania the assessment of the situation is
mixed: cooperation with regions in the North of the Carpates seems to be ra-
ther easy but the regions in the South of the Carpates are regarded to be
problematic. The reason given is that the “influence of the orient” (#07) is too
strong in these regions. Likewise, cooperation with Bulgaria is perceived as
difficult. The reason is here is that the Bulgarians seem to lack the ability to get
things done, even if it comes to relatively simple things such as developing a
marketing campaign that would position the country positively in the Western
part of Europe.
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Also, the Balkan countries are regarded as problematic. Serbia as well as Bos-
nia and Herzegovina still suffer from the Balkan war in the 1990s regarding
their image among Western investors. This is, although, for example, Serbia
has a quite high potential because of its industrial cores:

#07: ,Well, | always thought that Serbia, for example, has had a lot more
potential as what it made out of it, because it had industrial cores.
But this, for political circumstances, has just melted somehow be-
tween their fingers.”

Croatia is regarded as difficult because it has no manufacturing sector and
obviously has no clear strategy where to go.

Completely neglectable from the Western perspective are Moldova and the
Ukraine:

#07: “So shortly, of course | say that Moldavia can be neglect-
ed/forgotten, also in the Ukraine we have been trying [unsuccessfully]
to do some things.”

What is important here to note is that the mentioned countries are not attrac-
tive for Western investors because they do not have economic potential. It is
obviously also often the case that the countries market themselves badly.

4.2 View of the EUSDR

4.2.1 Positive aspects to mention about the EUSDR

Although the experts are in general sympathetic with the Danube Region they
are much more critical when it comes to the EU Strategy for the Danube Re-
gion (EUSDR). This may have to do with the fact that we explicitly asked for
the factors that impede the improvement of the competitiveness in the Dan-
ube Region in order to identify the weak points. So, it may be the case that
people have been already framed in the “mentioning problems” setting so
that they simply moved on with this when we discussed the role of the EUSDR
for improving the competitiveness of the Danube Region. However, the ex-
perts expressed their dissatisfaction with the EUSDR without prompting and
sometimes they even criticised the EUSDR instead of the proceeding of their
country or country group with respect to improvements in competitiveness.
So, there seems to be a high degree of frustration regarding the EUSDR in the
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Danube Region countries. We think that it is important to look carefully at the
expressed views in order to adjust the EUSDR accordingly.

Having said that, let’s start with the positive aspects mentioned about the
EUSDR. There are not many but at least a few.

Fundamentally, according to the experts the EUSDR has a role to play in direct-
ing the attention of the Western European countries and the European Com-
mission to the south-east part of the continent, which otherwise probably has
not taken place:

#11: ,1 mean, wouldn‘t there have been the Danube strategy, then, |
think, the Danube area in the end would have gone into nirvana, at
least from our Western perspective’s point of view or from Brussels’
point of view.”

This view was expressed in focus group 1 and there seemed to be general
agreement about this. So, there is obviously a need or even a necessity for an
initiative that leads the Western European countries to commit themselves to
deal with its rather new EU members and the neighbours from the south-east.

To already pour some water in the wine, it is not quite clear from our discus-
sions whether this assessment is shared by the Group B countries. There has
been an explicit statement from an expert from Serbia that the EUSDR is more
important for the country than other strategies developed for South-East Eu-
rope:

#20: “The EUSDR is more important than the SEE2020 strategy, from my
perspective. [...] From my perspective, the Danube strategy is what
we are following, what we are more familiar with. To my knowledge, |
don’t know to what extent this SEE strategy is operational and what
is in it for us.”

Also, a Romanian expert explicitly stated that the EUSDR is important for
his/her country although not generally seen as this. But there have also been
voices saying that the EUSDR is only one strategy among others and we also
made the experience when putting together the lists of our experts that there
is a rather high degree of ignorance about the existence of the strategy. Yet, in
general we think that also the Group B countries value that there is some initi-

52



Remarks on the Danube Region and the EUSDR

ative for their countries. As far as we know, the idea for the initiative came
bottom-up so that we assume that there is some need for this kind of activity.

What is valued at the EUSDR is that it covers elements that go beyond pure
economic cooperation:

#19.: “My point of view, my personal point of view, Danube Region is not
just economic cooperation. But | can say or | could say more than
economy cooperation, social, cultural, etc.”

That it tries to diminish physical and, even more, mental borders:

#18: “I think with this, with knowing this major problem of Croatian
competiveness in some way looking outside of the borders could help
it in many, many ways, in particular by removing obstacles to the pri-
vate sector development that are created by the former national bor-
ders that still exist in some other ways, not physical barriers, but in
some, let’s say, obstacles to cooperation between private companies.
So, the first of all would be to try to remove those obstacles.”

And that it encourages the countries to look outside their own borders for
best practice examples:

#04.: “Concerning the Danube Region, personally what | see as an ad-
vantage of belonging to this kind of project is that it covers countries
which have more or less the same political organisation in 1990, ex-
communist countries as we did but now they are EU members. It is a
very good opportunity to see what they did to enhance their economy
and become an EU member, which is the goal of Bosnia, in very far
future obviously. This is the advantage. We are not far away from the
Danube, let’s say 50km. That’s not so important. What is important is
that it covers Slovakia, Budapest, Romania and countries who used to
have worse economic situations in the 1980s than we had but now
are better than we are.”

4.2.2 Critique

Although there is the general understanding that there should be some initia-
tive or activity especially for the South-East part of Europe, the experts we
spoke to all have been highly dissatisfied with how the EUSDR is designed and
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how it works. It starts with that the experts are sceptical about whether a
macro regional strategy is the right instrument:

#31: “I try to be maybe slightly provocative but from my perspective very
broad European strategies more or less in many times fails, they are
not very successful.”

#09: “But to be quite honest, | think there has been a lot of initiatives, a
lot of regional ideas, especially in this region. Most of them didn’t re-
ally turn out that well, to be quite frank.”

Nice label but not much more

The main criticism is that macro regional strategies tend to remain nice labels
but nothing really important happens:

#01: ,However, what we then tried to make clear over and over again,
and still make clear, is that we have to be careful that this all together
doesn’t remain only a political event. | may say casually: that it goes
beyond mere speech bubbles and fig leaves.”

#31: “Yes, sure there is potential to improve the competitiveness and
prosperity of these regions. But everything depends on the focus of
the strategy, on the projects that will be done in the coming years and
maybe we can find here some solutions for the strategy as such.”

#09: “So, | think what is in general missing here is this part because there
are great papers, great strategies, great things to do, but things that
have not been done.”

#07: ,Yes, | would just say: It's a nice label, this Danube strategy, it
makes everything great and wonderful and everyone, when they’re
sitting somewhere in our committees, thinks: “Come on, Danube
strategy. That must be something amazing. EU-Danube strategy...”
But once you probe, once you ask ...”

#17:, The EUSDR is still only a headline and your initiative to make it a
useful instrument is very much appreciated. At present this slogan
was used to create more than 20 organisations dealing with subjects
related to the Danube but doing nothing than talking and issuing
wonderful looking brochures empty of substantial content. As long as
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self-supply of the “Danube conference community”, the always same
members of which you can find nearly every week with another Dan-
ube meeting, is the only objective of EUSDR you will not have any
tangible results.”

#21: ,In the moment we have different levels of proposals, which are in
general not always elaborated. The Priority Areas have a long list of
good ideas, but nobody is working on the consequences.”

#17: ,The idea of having a specific body dealing with Danube related ini-
tiatives makes only sense when it is an instrument developing and
implementing concrete projects. Equipped with political and financial
powers. Another platform for non-binding discussions is for sure not
required. Role of governments is at the moment that they are giving
nice words but doing nothing.”

#06: ,,| do not know about the others appetite for the same topic today,
however personally | am not so confident this political issue will be-
come reality as long as the approach is lacking a lot the creativity, the
non-conventional solutions and imagination. And, more than that, the
hard work in implementing things, and accepting failures and having
feed-back, and redoing things etc. In other words, this project is miss-
ing life (sorry for saying that).”

This leads people who have originally been enthusiastic about the EUSDR to
question the whole strategy and asking whether there are enough common
interests at all ...:

#07: ,Well I'd like to ask a general question about this whole Danube
strategy. The question is: Is there a chance at all? [...] | have also been
thinking over the last years: Can that be a success strategy after all,
this Danube strategy? | exemplified that basically, I'll just put it in a
nutshell: What does Ulm have to do with Tulcea on the Black Sea?
Niente, nothing at all. [...] The question is: Is that an endeavor without
any chance to be successful? Because, let’s say, in the initial euphoria
we also said: Sure, there is a historical link, [...], but the question is:
Are the mentalities [...] because of history and those things diverged
so much that after all there is no common link? Which we maybe just
read into it but that in reality doesn’t exist, or believe that it could ex-
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ist. [...] But | have already wondered: Does that whole thing have a
chance or hasn’t it just come into being in a phase of euphoria, when
people thought: cool, awesome, and the whole thing was given a la-
bel and people thought, something will develop, let’s make some
huge conferences and maybe in the end something happens.”

... and to finally turn away and to find other ways in order to develop projects
in the Region:

#07: ,,You know, the discussions ..., Sometimes | really run out of pa-
tience only seeing all the discussions about the Danube Strategy. On
how many conferences has this already been discussed, how many
hundreds of persons have been brought together, and if you once
draw a line and ask: What came out of it? To be honest, | can’t hear it
anymore. | refused to join on podia because | wouldn’t want to waste
my time on them. Since they only discussed air bubbles. Finally, noth-
ing came across | think. | may not have the whole overview, but
sometimes you really have to ask yourself what the whole thing is
supposed to mean.”

#01 :,And | also do it like #07. | don’t even join these journeys anymore.
Plain and simple. We try it via out networks. So, it’s not that we
would stop the cooperation, but: this is not our format.”

A worrying fact about this is that these statements were made by participants
of the focus group 1, i.e. from representatives of the countries which probably
have the highest capacities for designing and implementing projects as part of
the EUSDR. So, the strategy runs the risks of losing the engine for its drive.

Weak identification

Another issue is the level of identification with the EUSDR in the countries of
the Danube Region. As one expert put it:

#02: “In order to make a strategy take effect, it needs a certain amount
of enthusiasm and identification.”

And this degree of enthusiasm and identification does not seem to be there.
One reason of this that some countries, such as the Czech Republic and Slove-
nia, do not feel part of the Danube Region as it is defined by the EUSDR:
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#08: “We always start a discussion about the Danube Region... The Czech
Republic is not a Danube country at all, so..... Well, for the Czech Re-
public we always look to the west, maybe a bit north, because of Po-
land and around because of Visegrad. So, the Danube Strategy in the
Czech Republic is completely, | will say new, it’s completely no kind of
not important.”

#03: “Well, | would just like to add that the location of Slovenia is also in
the Adriatic Region. So, | would say that the general understanding is
more towards the Adriatic Region. [...] But | would say that in the cur-
rent state of the economy, the companies that are searching for new
markets and traditionally this Danube Region wasn’t the focus of the
exports.”

Another reason mentioned is, that the EUSDR has been, and seemingly still is,
a project of the political elites that did not made it further down to the public
administration and the population:

#13: ,,Well there we‘re, so to speak, at a similar topic that for many in
exactly this region also an elite... the positive thing of all those open-
ings has also been to some extent an elite project for many and there-
fore comes under pressure.”

This led to the fact that the EUSDR is not well integrated, if it is integrated at
all, in the national strategies and actions of the public administration:

#23: “However, a better visibility of EUSDR at national level is highly
needed, so that priorities identified in the EUSDR are embedded in the
national priorities/funding programs to facilitate implementation.”

#23: “There seems to be little awareness on EUSDR role and goals at na-
tional level, and hence, the government does not pay much attention
to the priorities identified in the strategy.”

#16: “The Romanian public administration is not aware and has no in-
wardness on EUSDR. There are people appointed by the central gov-
ernment for each PAs in several ministries, but they are not properly
prepared for the job. It looks like our government take as marginal
the EUSDR.”
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Another indication of an only weak identification with the EUSDR is that the
strategy is regarded as one of many strategies but as not necessarily the most
important as it seems to be the case in Montenegro:

Moderator: Is the Danube of any importance in Montenegro?

#14: “That’s a good question. [...] There is the South-East Europe Strate-
gy, 2020 European Strategy. There are other strategies which are re-
ally relevant for Montenegro. Of course, this is one of the strategies
which we have already decided to follow [...]. But, of course, it is not
relevant like it is for Serbia, for example, or other Danube countries.
[...] As I’'ve said, both [EUSDR and SEE2020] are relevant, but when we
are asked to mention key strategies on the European level and the na-
tional level for coming steps, this is first of all Europe 2020. [...] We
have to follow the same goals of the development of the European
Union until the year 2020 and for Danube, from my perspective, how
to be focus on some key aspects which are specific for these region of
Danube countries, not the broader region of South East Europe.”

Unclear definition of an EUSDR project

One of the factors that contribute to the high degree of frustration and low
level of identification with the EUSDR is that it is obviously completely unclear
what an EUSDR project is ...:

#05: “We have to define the Danube Strategy, it is also difficult for the
business associations to identify ways to suggest projects in the Dan-
ube Strategy.”

#33:,,0ne problem also lies in the strategy itself. There is no sharp defi-
nition what an EUSDR project really is (at the moment it could be any-
thing, local, national or international that somehow brings forward
the Danube region and the estimation whether it is an EUSDR project
could be made by anyone).

... and, even more importantly, what the value added of an EUSDR project is:

#33: “And up until now it was very difficult for potential project respon-
sibles to identify an added value in applying for the allowance at one
of the PACs to be labeled as "EUSDR project". Because this meant no
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extra money, no extra support, but more work (for the application).
Therefore, the question is still open: Why should a project responsible
who plans a good project somewhere in the Danube region run this
project under the label of EUSDR? This is valid for project responsibles
from administration, private companies and NGOs.”

What happens at the moment, if there happens anything at all, is that people
who are in favour of the Danube Region develop projects on their own initia-
tive and then put the label of the EUSDR on them just to show that there is
something going on. However, the projects would have been carried out any-
way, which means that the EUSDR is not necessary for them:

#01: “We got together with him and also put up a lot in Baden-
Wiirttemberg with him, and then over the years he probed, since his
idea is to put up a masters’ course in the field of innovation along the
Danube with different colleges, universities via a cooperation treaty.
And now he managed that they introduced a cooperation, he organ-
ised the whole thing and put together eight universities from five EU-
states. [...] And then we say: We’ll move that into the Danube strate-
gy. But to be honest, this rather came from a private or college initia-
tive, we would have done it anyway. But of course we put it in, so that
we can say once, Mr. #07, we have a project here ...”

Organisation of the EUSDR

Another source of frustration is the organisation of the EUSDR. This starts with
that meetings partly are organised quite badly:

#07: , There is so few professionalism ... [...] to invite, to have an agenda,
to be on time when you arrive at the meeting.”

Then it is unclear who is responsible for taking up the initiative, the EU or the
countries:

#21: “The participating states are convinced, that the European Commis-
sion has to do the job. The European Commission is convinced that
the governments are involved or some institutions have to do it on
their own and the European Commission can assist.”
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Also, there seems to be no clear reporting system. Or at least no transparent
reporting system that can be understood by the people who are not directly
involved in the implementation of the EUSDR in their country:

#34: “Generally, there is a little awareness, little visibility and thus little
interest, difficult communication with on the side of public authori-
ties, especially the regional ones. How and to whom do the official
representatives of the national and regional public authorities report
about what they have done for the EUSDR inside their country? | have
not heard much about it in the Czech Republic.”

However, the most important aspect is that the governance of the EUSDR is
regarded to be insufficient. The result is that there is no effective incentive
and sanction system in place that causes people to act and to behave in line
with the strategy. This is probably best reflected in the following dialogue:

#13 ,1 think, at the end of the day, if you don’t have an institutionalised
body or something like that, where you can, for example, meet insti-
tutionally, exclusively the heads of government in the region for in-
stance. Where you address problems that turn up on the administra-
tive and/or entrepreneurial level. | think then it becomes really diffi-
cult. Because, if you don’t really have a committee where people
commit to cooperate... where usually you can solve a problem eye to
eye. Why did you ... and so on. | think this is really important as well.
If this doesn’t exist, then it also dries up more. And that is then also
really difficult to put up an institution, now we have the EU, we have
_____and so on and it’s very complicated to put up a really serious in-
stitution where people meet. We now see that in the banking sector
how complicated that was during the crisis, those bilateral, not-
institutionalised meetings with the other supervisors, that was for
nothing. And only now with the bank union, with the institutionalised
cooperation the problem fields have to be worked through and that is
probably often the point in such initiatives. Where it difficult, there is
no pressure to decide.

Moderator: “And then the projects stop and so on.”

#13: , Exactly”.
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#07: ,Yes, there is no incentive system. There is no incentive and sanc-
tion system. That means, if, of course, such an institution exists and
says: We’ll have a meeting every six months and then we’ll regulate
who has to participate in it and only in this case they get something

4

#13: “Yes, where the points just have to be worked off. With minutes
where it’s written what they said.”

#07: , Exactly.”

#13: “And you have to be able to refer to them. And that’s in fact the
problem. Then it easily remains indefinite.”

#07: ,And these three ,Nos”, probably this is the flaw of this Danube
strategy. Maybe it has been tried, without money, without institu-
tions, without a legal frame, but it appeared that only because of
good will and stroking, and we’re all friends, no cooperation comes
about just somehow, since in the end there are no incentives and no
sanctions. Maybe you just have to state that it is like that.”

The result of the insufficient governance structure of the EUSDR that it obvi-
ously provides chances to tap money which the Group B countries are more
than happy to accept given their experience with the working of the institu-
tions in their countries as described in Section 3.1:

#16: “The local or regional authorities are looking to EUSDR as a cash re-
source, inventing common projects which are not linked or endorsed
by their stakeholders and community members. During previous PA8
meetings, | observed similar behaviour too also from other partici-
pants not Germans.”

#07: ,Then there is money available and you wonder: There have been
100.000 paid in. So, what has been done with that money?”
Bureaucracy in EU projects

The last criticism relates to the bureaucracy in EU projects. This does not apply
to the EUSDR in particular but to EU programmes more general. But, of
course, because the EUSDR is part of the set of EU programmes one of the
reasons why the EUSDR does not really come into operation must be seen in
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this aspect. Although everyone would agree that there must be some monitor-
ing for EU projects, the administrative burden is perceived as too high, espe-
cially as it exceeds the competences and the capacities of the Group B coun-
tries both on the side of the public administration and of the SMEs:

#35: “Well, we have to point out that bureaucracy do exist at EU level,
however, a national bureaucracy - Managing Authority and Paying
Agency in particular make the life of project applicants a nightmare. |
haven’t seen any improvement in this matter during the last decade.”

#07: “Well, | can tell you: For me it’s a horror, all these administrative
things. And | can only say, the people in these countries that really don’t
have the infrastructure and these things, they struggle extremely to gen-
erate those things.”

#01: ,But I'm really careful with the formulation, because once we put
on an EU program, we have more work on evaluation and overhead
and all that, so a bunch is spent there. So, unfortunately this is the
problem.”

#13: ,Well, when my colleague tells me that, [...] how much documenta-
tion is necessary there, well, we just managed that, because we just
have the intellectual capacities as a big company.”

#36: ,,EU funds related to EUSDR are partly covered by INTERREG pro-
jects (in our specific field). The administrative burden in these projects
is huge. In particular for the eastern countries it is difficult to partici-
pate in terms of the required resources and also experience in trans-
national activities.”

#14: “Maybe this is not directly related to education or knowledge, but
still information, companies are not so well-informed about possibili-
ties of financing of their businesses or some new business ideas, not
only about national sources but international sources, from the EU
different programmes like, for instance, COSME which is a new per-
spective for them.”

#14: “But for enterprises it’s not a high percentage of them which are
really in a position to prepare the project, to develop application for
the project.”
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#04: “So, just to add what Nina said concerning the projects from the
companies. Almost all of them are not capable to prepare projects by
themselves. But what is also important is to raise the awareness
among the management that they should employ qualified persons to
prepare such projects because sometimes when they have ideas they
waste their time in finding what to do with the ideas. Sometimes they
also prepare projects but their applications are really not successful
because there have been some situations where the government fi-
nances some innovation projects but many of them were just rejected
because probably of a bad application because they prepared the ap-
plications by themselves without engaging qualified people to do it.”

#19: “But, let’s say, what are the Hungarian SMEs hope for the Danube
Region Strategy? They think that they could finance their export or
they could finance their activity and they lack of knowledge unfortu-
nately, here in Hungary the companies lack of knowledge regarding
the EU financing, for example, the COSME or Horizon 2020. So, |
think, they think the Danube Region Strategy could help them for fi-
nancing their projects, for financing their activity or export.”

In the end, this leads to the situation that the people shy away from even con-
sidering applying for funds from EU programmes:

#07: ,And when you then see [...] the net effect and documentation ... |
tell you honestly: If today | had the choice to get EEN or not, | would
say: Forget it, forget it. Because: In the end it’s a documentation and
work without end.”

#37: “Governments in the eastern countries often do not have the know-
how and the human resources to apply or to implement EU funds.
They are very reluctant to engage and initiate large scale transna-
tional projects because of the burden of responsibility and coordina-
tion between 6-8 countries and their administrations to realize a pro-
ject.”
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5 Programmes at the meso level and potential
thematic fields for projects

In this chapter, we describe more extensively what we call ‘programmes at the
meso level’ and ‘thematic fields for projects’ in chapter 4.1.4 of the main re-
port. The information given here is intended to the reader who is interested in
the suggestions in more detail in addition to the short description given in the
main report. In addition, some further programmes are listed which are not
directly related to tackling the issue of enabling the Group B countries to suc-
cessfully implement large and long-term projects on their own.

5.1 Programmes at the meso level

There are two types of projects at the meso level. On the one hand, pro-
grammes that increase the knowledge transfer in the Danube Region directly,
and on the other hand, programmes that specifically aim at developing the
SME sector. In a sense, the essential point regarding the latter is also transfer-
ring knowledge because developing the SME sector concerns the question
how things are done. Or to put it differently: Developing the SME sector is
about how to set the framework conditions so that small and medium sized
firms can flourish. This kind of knowledge could flow down the Danube from
the Group A countries, which have been quiet successful in the past in estab-
lishing a viable SME sector, to the Group B countries. We list this as an extra
point because there were many comments on this in the focus groups and the
online discussion.

5.1.1 Programmes that increases the knowledge transfer in the
Danube Region directly

In the following, the programmes that aim at increasing the knowledge trans-
fer in the Danube Region directly are listed.

Establishing exchange programmes: A first set of projects centres on estab-
lishing exchange programmes. The idea here is to not only addressing stu-
dents, which is usually done with this kind of programmes, but extend the
target group to trainees and young officials. One participant of the focus
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groups reported that there are several initiatives between Bavaria and Bulgar-
ia where young Bulgarians do a vocational training in Bavaria. The Bulgarians
make a contract with a Bavarian firm for at least five years, three of which are
intended for the vocational training and the additional two years are a manda-
tory working period at the educating firm. After this period the employment
contract is extended or the young Bulgarians turn back to their home country.
Apparently, both countries benefit from this approach: Bavaria because its
firms can draw from a larger pool of future professionals and Bulgaria because
it can benefit from the skills of the trained people that return home. Of
course, there are also some risks related to this approach. The Bavarian firms
might get a lower rate of return for their investment in the trainees from Bul-
garia compared to trainees from Germany just because the Bulgarians may
turn back to their home country. And in Bulgaria taking up indicatives to estab-
lish an own system that better matches labour supply and labour demand can
be slowed down because the country gets educated young people as reimport
from Bavaria. However, the benefits of transferred skills are likely to be higher,
at least at the moment, than the associated costs so that it might be worth
considering extending this kind of programmes to other countries of the Dan-
ube Region.

Equally, one could think about establishing exchange programmes for young
officials. Also for this there is an example from Bavaria. Bavaria invites young
officials from several countries of the Danube Region to follow the work in the
public administration including the chambers of commerce, public cross-
border organisations and municipal bodies. The idea here is to show the young
officials how administrative actions look like in a rather well-functioning state
and what the principles are that guide these actions. The hope is that the
young officials are set into the position to implement some of the things they
have seen in Bavaria in their own agency thereby changing gradually the way
the public administrations works in their home country. The experts of the
focus groups consider this approach worth scaling up to a higher level.

There also has been the suggestion to establish exchange programmes for
students. More concretely, the proposal is to establish a Danube Valley Uni-
versity where getting the degree requires that students have attended courses
at universities of at least two different countries of the Danube Region. Alt-
hough this is also an idea worth considering it must be noted that there are
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already some activities going on in the Danube Region in this respect. One
example is the Central European Exchange Program for University Studies
(CEEPUS) which finances individual mobility grants for students and university
members in the first line. This programme exists since 1995 and currently co-
vers 15 countries many of which are Danube Region countries. Another exam-
ple is a course of studies on the master’s level in the area of innovation where
eight universities in five EU countries cooperate. So, before establishing new
exchange programmes for students it seems to be advisable to make an inven-
tory of the already existing activities in this respect.

Mentoring programmes for the public administration: An alternative way to
improve the working of the public administration in the Group B countries of
the Danube Region could be to establish mentoring programmes. The idea
here is to bring together business people and people from the public admin-
istration in order to work jointly on projects in the public administration. This
can have two effects. First, the officials gets to know which principles guide
the actions in the business world and get the chance to integrate some of the-
se in the processes of the public administration in order to increase the effi-
ciency and effectiveness of the actions of the public agencies. Second, working
together with business people allows the officials to understand better how
the business sector in a market economy works and makes them more able to
take appropriate action, e.g. when it comes to supporting SMEs. There is an
example from the Czech Republic which shows that this seems to work quite
well. However, this type of project needs not to stop at a national border. The
business people who give advice to the public administration may also come
from abroad.

Mentoring programmes for SMEs: Besides developing mentoring programmes
for the public administration there is also room for doing something similar for
SMEs. One of the observations of the participants of the focus groups is that
companies often do not want to be taught by experts who, in doubt, do not
have much practical experience. They rather prefer to learn from the experi-
ences of other companies in the same sector or even share these experiences
among each other. This knowledge exchange can be fostered by setting up
mentoring programmes with the aim of matching people (companies) who
have already been successful with a project in a given area with people (com-
panies) who are in the start-up phase of a project in a related area. As with the
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mentoring programmes for the public administration the mentoring pro-
grammes for SMEs can be designed internationally in order to increase the
knowledge flows of best-practice examples between countries.

Establishment and expansion of town twinnings: A further proposal that re-
lates to increasing the knowledge flow between the countries concerns the
establishment of town twinnings and the expansion of existing ones. Town
twinnings are a way of cooperation on a rather low level which appeared to be
quite successful in the past for fostering democratic processes and economic
development. The participants of the focus groups emphasized that town
twinnings might be a valuable approach to increase the cooperation between
the countries of the Danube Region because cities are the place where pro-
jects are to be implemented and have visible effects or, as one might say,
“come down to earth”. The incentives to actually take action are therefore
especially high on this level.

There are already some town twinnings in the Danube Region. An example for
a well-functioning town twinning with visible outcomes is Landshut-Sibiu.
However, the participants of the focus groups stressed that this instrument
could be used more extensively. In addition, they recommended that the rural
hinterland should be included when establishing town twinnings in order to
avoid that flourishing islands surrounded by suspended areas emerge. The
integration of the hinterland into a concept for a town twinning should occur
regardless of whether or not there is a border in between. This could then also
result in increased cross-border mobility.

Training for developing project applications for EU projects: One of the rea-
sons why many of the Group B countries of the Danube Region do not retrieve
the assigned EU funds to a larger extent is that they simply do not know how
to write an application for an EU project so that it will have a chance to get
accepted. Accordingly, the interviewed experts from the Group B countries
unanimously called for trainings on how to do project applications for EU pro-
jects. In principle, this can be provided in two different ways. One option is to
do it classic by offering seminars on this subject. The other option would be to
organise it in a more learning-by-doing manner in the process of applying for
funds in joint projects. The idea here is that a joint project is defined, for ex-
ample between an Austrian firm and a Romanian firm and then the Austrian
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firms shows the Romanian firm how an application for an EU project should
look like to be have a chance to get funded. We are sure that at least the latter
option is already pursued in one or the other way. However, there seems to
be a need for transferring skills in this respect so that it might be worthwhile
to think about a sort of education programme on this topic.

Helping accession and neighbouring countries with EU standards: Other are-
as were there apparently is a huge need for a knowledge transfer is the appli-
cation of the acquis communautaire and the EU standards of quality. This es-
pecially holds for the accession and neighbouring countries of the Danube
Region. These countries seem to struggle in improving their competitiveness
because they simply do not know how EU laws work, what EU standards of
quality mean and how they can be met. Thus, setting up training projects in
this area seems also worthwhile considering.

Harmonising regulations between countries: For the sake of completeness we
also would like to mention that there has been a suggestion for harmonising
the regulations between the countries. However, this is rather a project for all
of Europe because it does not make sense to make an effort to harmonising
regulations for a part of Europe if the new regulations do not match with the
ones in the rest of the continent. Harmonising regulations is also already an
ongoing project as part of establishing the European Single Market. We think
that the fact that this proposal has been made rather reflects that different
regulations are regarded as a severe impediment for cross-country coopera-
tion and eventually for the competitiveness of the Region.

5.1.2 Developing the SME sector

Developing the SME sector has been one programme that has been given
much room in the focus group and in the online discussion. The support of
small and medium sized firm is regarded as a kind of helping people help
themselves and has been especially emphasised by the participants of focus
group 1:

#01: “We are strong in SMEs, but there is no way around supporting
strongly this topic of a SME sector in those states of the Eastern Euro-
pean region which want to progress.”
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The strong emphasis of this aspect in this particular group of experts can be
explained by the fact that the experts came from a region of Europe which had
made particular good experience with relying on the strategy of fostering
SMEs (or fostering the so called German ‘Mittelstand’). In Baden-
Wirttemberg, Bavaria and partly also Austria the economic basis had to be
completely rebuilt after the Second World War but nowadays these regions
belong to the areas in Europe with the highest economic output.

As already indicated above, there is, of course, also the opposite idea, i.e. rely-
ing on large firms in the first line in order to foster economic development.
However, the current consensus in the literature is that all types of firms,
small medium-sized and large, are needed because there is no indication that
one type of firm is superior to the others in every aspect.

As explained in Section 3.3.2, the prevailing strategy of economic develop-
ment in the Group B countries of the Danube Region in the recent past has
been to rely on foreign direct investments (FDI), which are typically large
firms. What is missing is a corresponding strategy for the local small and me-
dium sized firms. There has been a consensus among all experts not only from
the participants of focus group 1 that this is highly needed. One reason given
for this is that without a competitive SME sector the Group B countries cannot
benefit from FDIs in a sustainable way without a competitive SME sector:

#25: “The other issue is related to FDI in Romania. We were open for
FDIs but most of them are based on short term profit gain and they
are not sustainable.”

#10: “Of course there are also problems around. Then this is very, very
important: you talked about FDIs and that this is not sustainable. Yes,
| agree but it is not sustainable because the countries forget to devel-
op the supplier structure.”

But also, looking at the other side, the companies from Baden-Wirttemberg,
Bavaria and Austria would clearly appreciate it if they could rely on good sup-
pliers in their guest countries:

#07: “[...] and it’s also true that the firms [the FDIs] partly didn’t even
want it, since, of course, they partly have to transport all the screws
from the Black Forest to Kecskemét to assemble an outside mirror. So
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it would be helpful for the firms if they could get the screws from
Kecskemét or the surroundings.”

And thirdly, a good and competitive SME sector provides the chance that
some national champions can develop which can then serve as a role model
for others:

#09: “What | think is the most important is you have to have a good
case. That’s a case of a company that has succeeded. If you have a
case of a company which made it a really big time then that company
attracts other young entrepreneurs and that brings ideas from stu-
dents. This is actually what is, in my opinion, the biggest problem.”

#08: “It can work quite good, but still you must have some strong do-
mestic player. At least one in theory. When there are only foreigners,
it’s difficult because there is not much confidence and dividends are
paid abroad, so they go abroad, so it’s a bit suspicious. When there is
one strong domestic player, at least one, it really can change a lot the
situation.”

This can also have some psychological effects which should not be underesti-
mated.

Key elements for developing the SME sector

The experts mentioned a number of elements which are key for developing
the SME sector. Partly, these elements are related to the problems on the
institutions mentioned in Section 3.1. A list of them includes:

e Good public administration and administrative practices

e Protection of property rights

e Reliable enforcement of contracts

e Lowering the costs for business registrations and cutting red tape

e Introduction of a law for the development of the SME sector such
as the German ‘Mittelstandsfordergesetz’.

e Alignment of demand and supply of qualifications of the workforce

e Establishing a system of subsidies, loans and grants.
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Support of visits of national and international trade fairs

Improvement of the business skills of present and future entrepre-
neurs.

Establishment and development of business associations

Establishing communities of practice, i.e. informal networks of peo-
ple who deal with similar kinds of problems

Establishing/improvement of services for businesses e.g. support in
writing business plans, in applying for funding (including EU funds),
information about how to upgrade the business technology, in how
to do marketing, in how to do business internationally or to supply
products to the big international companies that invest in the coun-
try. Also long-term companionship of companies should be consid-
ered by, for example, experts from the chambers of commerce.

Increasing the knowledge and technology transfer between busi-
ness units

Focussing on sectors where there is already some basis in the coun-
tries either in terms of (natural) resources, (industry) structure or
competences

Development of the digital infrastructure of the countries

These elements are regarded to be as basic. On a higher level the list can be

extended by:

Development of collaboration between universities and firms
Support of academic spin-offs
Creation of an eco-system of innovation

Development of a guarantee-system in order to support risky in-
vestments

Development of a system for providing public equity

Besides these elements the experts emphasised a number of further aspects.

One is that it is not only relevant that labour demand and labour supply is

aligned but also to make sure that the appropriately trained people want to
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stay in their home country (or more broadly: in the countries of the Danube
Region). According to the experts, this requires some sort of urban develop-
ment, if not country development, such that people find it attractive to live
there:

#10: | am employing in Stuttgart currently for example a Romanian lady.
Very well educated, fluently, | think, in six or seven languages. This is
excellent. But why do these people work in Stuttgart, why not in Bu-
charest or wherever? This is, and | come back to the entrepreneurship
and to the SMEs ... | think the governments should more focus to de-
velop the total environment so that these qualified people can stay
wherever they want in the world. And if they live in London, Munich
or wherever they will never come back to, let me say, Craiova or
wherever. Because there is nothing, there is no environment. If gov-
ernments do not learn that it is not enough to address investors it is
also necessary to develop the whole infrastructure, not only roads,
this is basic, of course, this is necessary but the whole environment,
let me say, nice apartments, activities, that people are happy to live
there, to invest in leisure activities and a lot of things.”

Another aspect is that it is also important to pay attention to how it is talked
about business owners and entrepreneurs in order to replace the old image of
entrepreneurs with a new, more positive one:

#22: “But what is more important, and that is strictly from my point of
view, is that you have entrepreneurship coming from the bottom-up,
because you can stimulate it, but if it is not from the ground, if it is
not sensed in the people who should take this risk and do it, then it is
going to give that fruitful results. So, one important measure is that
you try to put it as a good value, to promote it in the nation as a good
value, as something that should be valued and something that is
good to do.”

Finally, it might be worthwhile to concentrate on low and medium tech sec-
tors first in order to establish skills for running a business without being too
much concerned about the complexity of products:

#11: ,Yes, maybe just do add or to develop your thoughts a bit further,
maybe in orientation towards Austria or as well Bavaria 30 years ago.

72



Programmes at the meso level and potential thematic fields for projects

What did Austria or Bavaria do, also large parts of Lower Bavaria or
the region of Regensburg? After all, we focused on middle-tech, we
didn’t do high-tech, but we tried to do this [middle-tech] well. And
that actually is the success that many Lower Bavarian companies cur-
rently have in the Danube Region.”

#26: ,,Just shortly to this: In fact, it is like that, it‘s not always high-tech,
sometimes it’s low-tech, | think of XXX for instance, 80% world market
share and this at a production site which is generally known to be dif-
ficult for such simple things. Works as well, I’'m totally with you
there.”

It must be noted that we encountered a bit of opposition against this kind of
statement in the online discussion on discuto.io. However, we had the impres-
sion that this is rather a matter of wording than a matter of content. A more
appropriate phrasing would probably be that the countries should focus on
the sectors first in which they already have some sort of assets in terms of
(natural) resources or competencies. Nevertheless, catching-up strategies
usually start in sectors where entry barriers are low or in which a country has
comparative advantages. As in many Group B Danube Region countries cost
advantages compared to the Western countries exist and in many so called
low and medium tech industries costs and prices are a decisive factor for sell-
ing products focusing on these sectors might be worth considering as a strate-
gy for developing SMEs and countries. But, of course, we do not want to sug-
gest that the Group B countries should in no way try themselves in high tech
industries. What we suggest instead is that the Group B countries should con-
centrate on the sectors where they have particular strength which is also con-
sistent with a smart specialisation approach. This line of thinking is supported
by a statement of a participant of focus group 1:

#07: ,And the second is: In my opinion, many countries have, | men-
tioned this term before, industrial cores. For example Slovakia: They
have Kosice. Earlier, it was one of the largest steel mills in Slovakia.
Several German firms or firms from our region have settled in the sur-
roundings of Kosice. | wondered: So why? [...] That means [...] there
has to be a certain technological understanding from history. That
means, in my opinion, one has to look in the countries: Where are cer-
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tain fertile grounds and industrial cores for a specific industry? Maybe
they’re down or because of the migration of the people not existent
anymore, but at least you can start there. It doesn’t make sense to
just somehow implement a new high-tech initiative in any middle of
nowhere-place, I’'m saying that a bit drastically, but you always have
to start somewhere where there already is something. In my opinion
these would be to approaches how a SME sector could be generated.”

What also fits perfectly in here and again underlines that it is more the
strength than specific sectors that the Group B countries should concentrate
on are the remarks of the experts on the IT sector in these countries. Obvious-
ly, there is a lively IT scene in many Eastern European countries which could,
of course, be integrated in a strategy for developing the SME sector either by
supporting the sector itself or by promoting the application of ICT by busi-
nesses and individuals:

#08: “And what is interesting is the segment of start-up which are high-
tech, especially in IT, of course, Czech Republic is kind of strong in the
IT sector, IT services, but this is in other countries in Eastern Europe as
well.”

#08: “So, | think that, because, I’'m talking about this, because we have
this IT-sector, of course, it’s a big, it’s very cool, you have a lot of
companies which are very successful and so on. And we saw it also in
Eastern Europe very well, Romania and we have this IT-sector.”

Moderator: “In which areas are these fast growing companies?”

#20: “Both of them are in the IT sector. One is more in the embedded
sector and the other does software development.”

#22: “We have very strong clusters in IT, several strong clusters.”

#20: “Okay, we have four strong IT clusters here in Serbia covering all the
four major regions, where these companies are situated mainly
around the southern big universities, not mainly. Because of the obvi-
ous presence of the distinguished universities, the companies are lo-
cated around them.”
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#18: “The other one is not so well-known, there are a number of small
companies in the ICT sector.”

#01: “Well, in Romania there is a well-functioning IT-network, they’re
strongly oriented towards software, of course, they also try, since the
market is limited, to move towards us or, in the case where we also
start, because we also have been bringing up such networks, aero-
space. Romania has an aerospace industry where it could be possible
to develop something.”

#12: ,But we have very progressed in e-governance. So, here we can
speak about e-business, e-health and social. Why our IT-sector is like
a priority strategic sector for the Republic of Moldova and we have a
lot of success stories related to the IT sector. And this kind of back-
ground we can share with countries from the region.”

Some more specific suggestions for supporting the SME sector

The experts made some more specific suggestions of how the development of
the SME sector could be supported. These are listed below.

Introduction of a law for developing SMEs: As mentioned above the inter-
viewed experts agreed that it is important for the development of the compet-
itiveness of the Group B countries of the Danube Region that an environment
conducive for SMEs is created. According to the experts, one important ele-
ment for reaching this goal is the introduction of a law for developing the SME
sector such as the ‘Mittelstandsfordergesetz’ of the German federal states. If
the Group B countries are interested this could be the basis for a consulting
project where experts from Baden-Wirttemberg, Bavaria and Austria give
advice to the Group B countries.

The idea of having a law for the promotion and development of SMEs is to
make the policy regarding SMEs explicit and to designate someone, e.g. the
minister for economic affairs, who is responsible for implementing that policy.
Of course, a law is only as good as it is respected but, according to the experts,
formulating a law for developing SMEs would result in at least some sort of
commitment and would constitute a statement that SMEs are really consid-
ered an important element for the development of the country. The experts
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from Baden-Wirttemberg, Bavaria and Austria could provide help in formulat-
ing such a law by relying on their experiences made in their home countries.

Introduction of a system of dual vocational training: Another important ele-
ment identified for developing the SME sector is the alignment of labour sup-
ply and labour demand in terms of qualification. A solution provided has been
the introduction of a system of vocational training. The benefits of such a sys-
tem are seen in what a participant of focus group 1 called “endogenous poten-
tial”. If a reasonable system of vocational training is implemented a more
structured flow of knowledge can be set in motion which both includes the
transfer of professional skills and skills for running a business. This happens by
combining practical and theoretical elements in the education of trainees
which is completed with an exam.

There are already some attempts to introduce systems of vocational training
in the Danube Region. Hungary is the forerunner in this respect but also Slo-
vakia passed a law for introducing dual education in the country at the begin-
ning of 2015 and in some regions Romania German FDIs cooperate in voca-
tional training projects.

Although dual education seems to be a sensible measure to better align labour
supply and labour demand there also have been some critical voices. One par-
ticipant of focus group 1 pointed to the fact that a system of vocational train-
ing contains the risk of exploiting employees. The reason for this is that dual
education allows the employer to pay wages below averages for a certain pe-
riod of time but it is a bit tricky to check that the education really takes place.
If there is not a certain level of commitment to the educational part on the
side of the employers, trainees run the risk to be simply employed as cheap
labour. There are also some signs that the introduction of a system of voca-
tional training is used by the government to keep young people from going to
university in order to reduce the number of critical minds in the country which
can eventually stand up against the government. And finally, there already
emerged some problems in the practical implementation. For example, in
some countries underaged people are not allowed to enter into a working
relationship. And it appeared that a lot of persuading has to be done because
there is also some resistance in part of the population as the introduction of a
dual educational system comes along with a redistribution of funds and prob-
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ably also influence. (If young people get the possibility to do a vocational train-
ing less of them will attend the university. This reduces the relative im-
portance of the universities in the educational system which is most likely also
reflected in fewer funds.) Thus, although a sensible idea, the introduction of a
dual educational system seems not to be an easy task.

Organising start-up weekends: As mentioned above, the interviewed experts
identified the low level of skills and spirit for entrepreneurship as one of the
hindering factors for improving the competitiveness of the Group B countries
of the Danube Region. One rather simple way to improve the situation in this
respect to organize so called start-up weekends, such as the Google start-up
weekends. Start-up weekends rely on a mix of speed dating and learning by
doing. The idea is to bring together people from different locations and with
different backgrounds to develop a business idea over the period of a week-
end, or, to be more precise: from Friday to Sunday. The advantage of such
kind of activity is that people can try out business ideas in a rather safe envi-
ronment. And even if no real start-up is created — which is the most likely out-
come — the participants had the chance to learn from doing and to broaden
their network which may at least broaden their understanding how to run a
business.™

Establishment of start-up or technology centres: A more classical way to de-
velop business skills and foster entrepreneurship in the Group B countries of
the Danube Region would be to establish start-up centres. Although it is not
quite clear how effective start-up centres are in general it might be worth con-
sidering this strategy for the Group B countries of the Danube Region because
the facilities are there and not much money is involved. The idea of start-up or
technology centres is to provide people who want to implement a business
idea with cheap premises and some sort of coaching and business advice. Ac-
cording to the interviewed experts, there are many empty buildings in the

 We want to emphasise that we are not in any relationship with Google nor did we ever
made a project for them. We only want to demonstrate this option for improving the
business skills among the population of the Group B countries of the Danube Region be-
cause we think that it is rather easy, cheap and simple way to set a visible project on the
track and where people also can have fun which is often the best motivator for doing
things. Having said that we dare to also provide the website of the start-up weekends for
the interested reader: http://startupweekend.org/.
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Group B countries that could be converted into spaces for entrepreneurs in
the seed and start-up phase with little effort. The starting point for making this
kind of approach a cooperation project in the sense of the EUSDR is be that
the coaching and mentoring of the residents of the start-up and technology
centres is provided by people with experience of giving this kind of advice and
with knowledge about best practice examples regardless from whether they
are from the country where the start-up or technology centre is located.

Using crowdfunding as a means for selecting promising companies: This is
not really a project nor is it an idea for promoting cooperation between the
regions and countries of the Danube Region. However, we would like to list
this aspect because it might be worth considering in general.

When it came to developing the SME sector in the focus group the experts
pointed to the fact at several times that it is difficult to select companies
which are worth supporting because they are likely to create jobs or provide
other benefits for society. This is not only a problem in the Group B countries
but one for every official in the world who is in charge of implementing a SME
support programme because nobody can really anticipate what kind of busi-
ness ideas are valuable. A means to solve this kind of problem, at least a bit,
might be to rely on crowdfunding. Crowdfunding works such that many people
provide small amounts of money for a project which is only started if a pre-
defined minimum total amount of money is reached. The money lenders are
rewarded by either a share of the returns from the project or in non-monetary
terms (right or benefits in kind). On the one hand, crowdfunding is an ex-ante
type of funding of project. But on the other hand it is also a kind of market test
and can serve as a signal: If the crowdfunding auction does not lead to that the
minimum amount of money is reached then this can be interpreted that the
project idea has not a high market potential.

However, it must be noted that crowdfunding is a rather new way of funding
projects which means that there are still open questions concerning the regu-
lation of this kind of funding. An example here is that it is not quite clear yet
how the lenders can be saved from substantial losses because crowdfunding
projects or even firms is an activity accompanied with high uncertainty. Never-
theless, crowdfunding has the potential of helping selecting promising compa-
nies.
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Creation of a fund for feasibility studies: Besides the proposals for projects
that relate to a kind of knowledge transfer in one or the other way there were
also claims to improve the funding possibilities for projects. One of the sugges-
tions in this respect relates to creating a fund of feasibility studies. As men-
tioned above, projects often stop already in early stages because there are
either no funds for feasibility studies or decision makers in the Group B coun-
tries shy away from releasing money for such studies. One solution would be
to set up a special fund from which feasibility studies can be financed.

Establishment of a state guarantee scheme for SME loans: Also, according to
the experts, the financing situation of the SMEs has to be improved. One pro-
posal in this respect has been to establish a state guarantee scheme for SME
loans. Such a system would alleviate the problem that SMEs most often have
problems in getting appropriate funding for their projects because they cannot
provide enough securities for a bank credit. A state guarantee scheme could
serve as a substitute for missing securities by the state’s promise to stand in
for the loan if the borrower fails to pay back the credit. This proposal has been
made against the background of the good experience with such a scheme in
Germany. But of course: A guarantee scheme will only work if there is a suffi-
cient amount of trust and reliability on all sides (the state, the borrower and
the creditor). Therefore, establishing state guarantee schemes for SME loans
on the level of the states of the Danube Region this proposal is probably ra-
ther something for the future when the problems described in the Section on
the institutions (Section 3.1 above) are solved satisfactorily. In the meantime,
help can be provided so that SMEs of the Danube Region countries can benefit
from state guarantee schemes on the European level such as from the Inno-
vFin SME Guarantee from the European Investment Bank (EIB).

Establishment of ‘Mittelsténdische Beteiligungsgesellschaften’: This proposal
grew out from the experience of financing SMEs in Germany as well. To com-
plement the state guarantee scheme for SME loans, Germany makes use of
special investment companies for SMEs, called Mittelstdndische Be-
teiligungsgesellschaften. Every federal state maintains an independent one,
each financed by banks, insurances, unions and chambers. The holdings act as
a typical silent partner and provide the enterprises with equity capital in order
for them to be rated better when applying for external capital or wanting to
become more independent from the turbulences in the banking system. How-

79



,Socio-Economic Assessment of the Danube Region: State of the Region, Challenges and Strategy
Development”

ever, as with the state guarantee schemes above investment companies for
SMEs presuppose that there is enough trust and reliability in the system be-
cause it includes elements of a social partnership. Thinking about such invest-
ment companies therefore might again be something for the future.

Mapping of the value chains in the Danube Regions: As mentioned above,
there is a strong wish in the Group B countries of the Danube Region to move
up the value chain. In addition, it has been suggested that the countries might
establish joint value chains. However, at the same time it seems that is not
really clear what kind of value creation in what sectors goes on in the coun-
tries of the Danube Region. One proposal therefore has been to make an in-
ventory and to map the current value chains. This would be a more scientific
project.

This suggestion got much support in the online discussion (25 positive votes
but only two negative votes). However, it is not quite clear what this means in
concrete terms. Value chains normally relate to one specific industry. This
would imply that all Group B countries would agree to at least partly specialise
in one industry which might be not sensible because the countries have differ-
ent strength. In addition, it is also not clear whether and for how long coun-
tries would accept to be at the beginning of a value chain as the profit margins
tend to be higher at the end. So, this suggestion needs some further clarifica-
tion.

Reindustrialisation of the countries

In the focus group, repeatedly the claim that the countries have to be reindus-
trialised came up:

#10: “Second, | think it is necessary to reindustrialize the countries. Be-
cause it’s very simple and you can see it from the figures, if you have
no big investments in industries which employ a lot of people, then
there is no increase of GDP, though it is not necessary to invest in
power plants and things like that, these are very big investments but
they employ less people. So, you can directly see in Czech Republic, in
Slovakia and in other countries, also in Romania, if you have, for ex-
ample, automotive investments, then you have a big increase of GDP.
So, very simple.”
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#29: “Because we finally realised that we need to re-industrialise the
country. For too many years we relied on services and now we see
that this is not sustainable and that there is a real need for re-
industrialisation. [...] So, we definitively have an understanding that
re-industrialisation is absolutely necessary.”

#19: “In Hungary, the re-industrialisation began back in 2010 when the
government just launched the new re-industrialisation programme
and they wanted to create the most efficient industrial country, here
in Hungary.”

However, this claim did not go unchallenged. In the discussion on discuto.io it
got almost as many negative votes as positive (12 positive and 11 negative).
One reason for this is that it is country specific whether or not it makes sense.
There are some countries such as the Czech Republic which are already indus-
trialised:

#08: “Well, the Czech Republic has the highest share of manufacturing.
This is still the highest share in the EU, so we actually don’t have re-
industrialisation.”

Another comment qualified it in saying that if a strategy of industrialisation is
followed it must take on a cross-border perspective:

#05: “Globalization and GVC [global value chains] speaks against old
concept of industrialization. We cannot re-industrialized based on old
industrial base sector monolithic and a high degree of vertical inte-
gration in one country and region. The new industrial base should
more cross-sectorial and more specialized in intermediary products,
services and even tasks.”

On the other hand, reindustrialization is regarded to be an instrument for
supporting the SME sector because manufacturing firms often rely on a series
of service firms that support their processes:

#26: “This concentration on industrial questions, you got this right. But
for me, | think, it’s not harm by nature and in fact for a simple reason,
it’s not new at all. We just have the situation [that] we must ask our-
selves: Do | feed the snake at its head or do | powder a tail? | mean,
there are evidently many, | would say, service sector questions that
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take care of themselves. But meanwhile we have a share of employ-
ees which is still quite high in the manufacturing sector, around 35%,
we have a share of value creation that already reaches almost 30%,
one has to see that. But, of course, we know that a lot of everything
else regarding strengths we develop in the IT sector, is linked to the
fact that the other things are on-site. So you must not always attrib-
ute this to those quotas only, but also to the resulting value chains in
the broader sense.”

So, it depends on the context and the objectives whether the reindustrialisa-
tion of a country is a goal to pursue.

Basis for cooperation projects?

When going through the suggestions for projects which are related to devel-
oping the SME sector the question may come up to what extent this area is a
field for cooperation between countries and not only a matter for each coun-
try. (The exception is the proposal on the creation of joint value chains for the
Danube Region which is inherently an area for projects across countries.) In
fact, the development of the SME sector and the decision about whether or
not to reindustrialise the country seems to be above all an issue for national
policy. However, in contrast there seems to be a huge potential for coopera-
tion also in these fields. This consists in that Baden-Wirttemberg, Bavaria and
Austria are willing to provide help and advice, partly motivated by self-interest
because they want to prepare the ground for their own businesses. But there
is also some amount of altruism and goodwill:

#01: “We are willing to help, too, with assembling of such organisation
or camber structures, | mean, not like chambers of foreign trade, but
for the respective regional development. | think you have to distin-
guish two things: Do we act more or less, to a certain extent as a kind
of development aid workers to help put up structures there, or do we
also compete to establish our companies there as well. | think, it has
to be both somehow.”

#01: ,And our offer, that’s what we tell people we’re discussing with
over and over: We are happy to help. In fact, not to impose our ideas
on you, but only to show: How are we doing things and can you derive
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anything from it? Only this way you get an entrepreneurship off the
ground.”

#01: ,It could be done in a structured way, however. We really have the
people, too, which then a) can carry out a project and b) of course
help to create the formal conditions as well, in order for the financing
to come.”

#01: “You only get an SME if you leave all the possibilities of market en-
try up to it. First, to let it get a taste of it, then see, maybe to build up
a sales structure or even better to find a corporation partner. And so
this would be an approach to put up an SME structure likewise
through such a corporation partner.”

What is interesting in this context is the role that is ascribed to Austria. There
have been not that many comments in this respect but it seems that Austria is
somehow regarded to be a bit nearer, not only geographically but also mental-
ly, to the Group B countries of the Danube Region than the two German re-
gions: Maybe this must not be exaggerated but it might be good to know in
order to use it strategically:

#13: ,But what | always wonder is, if not Austria is a role model for this
region. Because Austria after all catched up to Germany so closely re-
garding growth and income — or, off the record, has actually overtak-
en it if you look at Germany as a whole — especially in the ‘70s and
‘80s, among others also at the time the German industry and also the
middle class firms started to outsource, for cost reasons with the
strikes at that time and so on. And arising from that, however, still a
SME sector has developed in the meantime in Austria. We have com-
panies, in fact SMEs, that are naturally strongly linked to the FDlIs,
Siemens or all the automotive companies, and nevertheless some kind
of SME sector has been created, partly from the ruins of the national-
ised industries as well. [...] But for this region Austria could of course
be a role model, how to put up a bit more interconnected structures
from an extended workbench.”

#32: ,But also if it will come the experience of the best practices of the
European Union countries, especially from Germany. It will be very
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fruitful. And from Austria of course because this is a generic connec-
tion, | can say.”

#04: “But maybe when | talk about Bosnia, | think that very useful would
be the cross-border cooperation with countries with which we have
traditional, historic connections. Of course, ex-Yugoslavian (?) coun-
tries are always welcome, but Austria, let’s say Austria is a very inter-
esting country because | think that they can understand our situation
much better than the other Danube countries and, of course, concern-
ing foreign direct investment we used to have Austria as one of the
leading investors in Bosnia. [...] Because, somehow Austrians can un-
derstand and they have more knowledge about our political organisa-
tions, situation and they can easily understand, more easily under-
stand, our organisation than the others.”

However, the experts from Baden-Wirttemberg, Bavaria and Austria also
strongly emphasised that their willingness to provide help must not be over-
used and that the actors in the Group B countries must always bear in mind
that there is competition between locations:

#01: ,,And one thing also has to be said very clearly: The issue of compet-
itiveness is one thing, the proximity of the cultural background, the
proximity for the SME, is a real plus. But: Our companies, especially
the SMEs, don’t have large staff units. They can’t afford one or two
flops and they look where the emerging markets are, where the big-
gest growth prospect are. And if then they get negative news [...], an
SME won’t go there. [...] We have competition between locations,
that’s a crucial point. That’s where |, at least at the moment, rather
see a certain retention concerning the Eastern European region along
the Danube. [...] So this just has to be seen. That also has to be, if you
propagate a Danube Strategy and then want to translate it into pro-
jects, it has to be taken into account, that there is a real clear compet-
itive situation among the locations.”

#01: ,0ut of sheer fun that doesn’t work. That means, they need struc-
tures in the countries: available contacts, infrastructure, of course, we
need educational structures and also such a business climate
around.”
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#01: ,And then it’s clear, then you know: Our SMEs, they’re small engi-
neering offices, suppliers of components, then we have the big plant
constructors, yes well, they look where the markets are, where they
get a contract. That’s really easy, plain and simple. This is not to be
seen selflessly. But there are experiences, we could offer this again at
any time, but we need the local partners.”

5.2 Thematic fields for projects

In this section we describe the thematic fields for potential projects more ex-
tensively.

5.2.1 Agriculture/Wood processing

With respect to agricultural and wood processing the experts made the state-
ments below. What is probably quite interesting here is the idea of aligning
agriculture to organic production:

#24: “On the other hand, we have really good opportunities for organic
production in the area. This has been of great interest from many Eu-
ropean countries, countries of the European Union. Many business
people from Germany and Italy visited our area and who have been
interested in the promotion of organic culture in the area ...”

#32: “The second what | have to say concerns the agriculture. | have
spoken with Moldavian colleague because this is developed. We have
under the support of GIS, the first Ukrainian agricultural cluster in our
area. | can show you some pictures of them. It is also necessary to de-
velop using the potential of Northern Moldova and the experience of
Romania and other countries. But also if it will come the experience of
the best practices of the European Union countries, especially from
Germany. It will be very fruitful. And from Austria of course because
this is a generic connection, | can say. The third area what | should
nominate here, this is the foresting wood. And it is also coming from
the large scale and very important. It seems to me this is the main
project in the Danube area: this is reforestation of herbs and Carpa-
thians using the common experience of further developments of wood
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production. Because this is the question of under the climate change, |
say this as a specialist, this is the water for Danube.”

#29: “Well, | will be short. The agriculture is the next thing that comes to
my mind. It’s also very common to all of us. River means fertile
ground, so agriculture could be something interesting.”

#04: “So, areas for possible cooperation, that’s the issue. From my point
of view, the area that is very interesting for stakeholders in my coun-
try is generally the agricultural sector. Because we think agriculture is
one of our advantages concerning the economy.”

#20: “Thinking about what we could do together, | think we agree that
wood processing industry, or what could be made out of the waste
from the wood processing industry could be the subject of knowledge
transfer between academia and business. Based from wood pro-
cessing could be the base for biotech technology.”

#04: “What | just want to add concerning the first question about the
sectors, | forgot to mention the wood processing industry is also very
important in Bosnia throughout the whole country in both entities.
We have a very good tradition in this sector.”

5.2.2 Tourism

When it comes to tourism the experts especially point to the potential of
health and wellness tourism but also to the fact that it can be an advantage
that at least part of the countries are still dominated by agriculture. The sug-
gestion here is to develop appropriate offers for rural tourism:

#24: “On the other hand, | already told, we have some really good capac-
ities in the area for tourism development, agricultural development.
And so we have to think about how to improve the legislation and
business conditions to encourage people to do business in this area.
And now in our area many people are interested in the development
of rural tourism as we have very good capacities for this.”

#10: “Because | think it’s a pity that we don’t have use to the hot water
because it’s available, we have to develop it.”

#25: “And also services for healthcare.”
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#10: Yes, of course.

#25: Also for some time of treatment, post-surgery treatment could be
also very interesting, because we have the natural resources, why not
using this and to connect with other type of business, small business.

#18: “Well, just to not finish with so grey, or dark picture: There are still
some success stories. Firstly, it is in tourism, for the well-known rea-
son. There are really factors of competitiveness by natural position
and natural resources and also the heritage of Croatia that brings
success in several SMEs, but also in large ones.”

#04: “Tourism is also always interesting because of the mountains we
have. But, of course, we also lack capacities that are necessary for,
let’s say, skiing, necessary for attracting foreign tourists. And, of
course, the service, the skills necessary for them. Of course, we also
have potential for developing thermal water, spa centres, and using
the thermal water for heating. So, some kind of such experience
would be very interesting and there is potential for developing be-
cause in those areas we lack access to finance as well as the know-
how for developing that.”

#14: “There is one more cross-border cluster example in health tourism
together with Croatia. So, this initiative is possible to be part under
this strategy.”

#14: Exactly. And this is very, let’s say, successful. This spa tourism is
more and more successful. With Serbia there is collaboration in this
area.

5.2.3 Green economy

Besides the more traditional areas of economic activity mentioned above

as

the interviewed experts see the green economy in the broadest sense as a

potential area of projects in the Danube Region:

#23: “| think the Danube Region has a great potential to develop the
green economy in the real meaning (i.e. sustainable on long term,
working with nature), and become an example to be replicated at EU
level.
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If one looks at the contributions made with respect to this topic more closely,
it appears that this area is probably one of the most interesting which even
has the potential of serving as a guideline for the EUSDR as regards fields of
activity, especially because three of the four pillars of the strategy (“Protecting
the environment”, “Connect the region”, and “Building prosperity”) could be
aligned to this kind of economic activity. The most obvious reason for this is,
of course, that climate change is a current problem of mankind which also
affects the Danube Region:

#23: “In the context of climate change impact, one of the major chal-
lenges mankind has to face, that already lead to water scarcity along
the Mediterranean coast or to severe floods/droughts, the EUSDR is
the perfect tool to tackle the problems before they worsen even
more.”

However, it might be that the Danube Region is especially apt to benefit from
the chances that come along with this problem. The experts point to several
reasons for this. First, the Region seems to have a variety of resources that are
favourable for developing the green economy:

#23: “The region encompasses numerous areas that could offer clean
water, healthy and tasty food, a very diverse cultural heritage, and a
unique biodiversity - managed wisely, they could support not only the
mitigation of the climate change impact, but also the development of
economic sectors such as eco-tourism, aquaculture, organic agricul-
ture, food and wine industry, etc.”

#10: “And | think we have selected a location and the location is really in
the middle of nowhere and it’s really 100% green. And at the end, this
is important, there we have hot mineral water, 65 degrees, and with
the solar cells on the roof of the plant, and with the near mountains |
think we can create really 100%, or an investment with 100% renew-
able energy.”

This also relates back to what the experts said about agriculture/wood pro-
cessing and tourism where they pointed to organic food production and rural
tourism (which also can be interpreted as a kind of eco-tourism) as potential
areas of development. Usually, these areas are regarded as part of the green
economy.
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Second, at least part of the Danube Region is currently looking for an area of
activity in which they can develop comparative advantages in the world econ-
omy:

#32: “You see, we have now a very interesting situation in general be-
cause at the equilibrium between the old ___ we should protect na-
ture and protect eco-systems and sustainable development with
and ___ anthropogenic environment. The general answer was given
in Davos two years ago, which is the green growth and the green in-
frastructure.”

Although this search process might be more pronounced in the countries fur-
ther down the Danube, also the Group B countries at the headwaters might it
find worthwhile thinking about a reorientation of the current alignment of
their economic activity. The reason for this relates back to what was described
in Section 3.3.2 under the heading “Quality of products”. The quotes there
point to the fact that the Group B countries would like to get more money for
their products but are obviously not able to meet the quality standards al-
ready established in the world market (especially in the automobile sector)
because the standards are uncatchable high. In addition, the experts of focus
group 1 noted that it is also not worth investing too much in the automobile
sector because suppliers in this sector normally do not earn very much. In-
stead, they suggest that the Group B countries apply the knowledge gained
from the automobile sector in related sectors and develop genuine areas of
economic activity where the competitive pressure is not so high. Realigning
economic activity to the green economy in general and green technologies in
particular seems to meet these criteria: Green technologies are at the begin-
ning of their development and provide a variety of yet untapped business op-
portunities. And it seems that green technologies are an area where
knowledge gained in the automobile sector can be transferred to as the fol-
lowing quote shows:

#01: “ And that’s why in Baden-Wiirttemberg you can feel a strong ten-
dency that companies which have a high share in automotive suppli-
ers try to develop more into the sectors of renewable energies, indus-
try or aerospace, because they simply see problems there.”
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A further advantage of green technologies is that this is an area which is defi-
nitely of interest also for firms from Baden-Wirttemberg, Bavaria (just to
mention the German Energiewende in this context) and Austria so that there
is a large potential for cooperation projects with a corresponding knowledge
transfer:

#04: “And Austria would also be a very good example for environmental
protection issues, waste and water management and so on.”

And lastly, green technologies also provide the opportunity to gain some inde-
pendence from fossil energy sources and their providers which might be espe-
cially relevant for some countries in the Eastern part of the Danube Region:

#24: “Another thing which is wouldn’t know to ask about re-
newable energy and alternative energy sources in the Ukraine. We
have had a few projects in the Danube delta area to promote such ac-
tivities using glycol biomass or other sources for example. But in
Ukraine now it’s a big open market in this area and this is not only a
market for European technologists, European equipment, but this is
important to think in terms of job creation in Ukraine too. On the one
hand, it sounds a bit funny, when we are telling about introduction of
renewable energy sources which is related to job creation. On the
other hand, we have preliminary estimations with this and, for exam-
ple, for small villages etc. It may a very interesting think in terms of
energy independence and on the other hand in terms of job creation.
So, I think maybe it’s a very, very interesting and important thing now
and you can also take into consideration that they can taken again in-
to account the situation in Ukraine.”

Thus, developing the green economy in the Danube Region might be worth
pursuing. However, in order to pour a bit of water into the wine: Green tech-
nologies are a new area of economic activity which definitely requires a lot of
initiative and long-term commitment. So, aligning the EUSDR to the green
economy and profiting from green projects will only succeed if the economic
agents in the Danube Region are willing to come up with ideas in this area and
feeling responsible for these projects in the long run.
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5.2.4 Water

Having made the point for aligning the EUSDR to the green economy it is nec-
essary to go into what the expert mentioned about water as an area for po-
tential joint projects. The comments in this respect are a bit unexpected but
we think that they reveal again something about the relationship of the eco-
nomic agents in the Danube Region to the EUSDR.

Looking from outside on a construction which is called Danube Region and a
strategy that is named after a river one suspects that water is regarded as a
common resource and a unifying element. However, this does not seem to be
the case between the countries of the Danube Region. Of course, there are
statements that water is an area one should think about. Examples of this in-
clude (partly already quoted in Section 3.1):

#12: “The water quality is the lowest in the region. We could not find the
standard for the water quality, especially in rural area, water was pol-
luted. People do not have access to qualitative water. As well, as you
take cooperation in urban and rural areas, in rural areas, only 1%
have access to sewage system. In urban area it is a little bit better,
about 50%. Everybody has access to water, but not everybody has ac-
cess to a sewage system.”

#24: “On the other hand, we have a lot of water resources in the area.
On the other hand, we have big problems with water supply especial-
ly for irrigation purposes. Now we have to think over more efficient
system of water supply to maintain agriculture in the area.”

#32: “Because this is the question of under the climate change, | say this
as a specialist, this is the water for Danube. This is not free. | can
speak about Schwarzwald and it will be three main sources of Danube
water. And if they will be exhausted under the ... because you know
the glaciers, the snow is practically poor perspective for the further
sources. Therefore only the high mountain forest can be the alterna-
tive source of water and conservations of sources of water for the
Danube. Because we can do in the valley what we want but without
water it will stop immediately.”

91



,Socio-Economic Assessment of the Danube Region: State of the Region, Challenges and Strategy
Development”

#32: “No, | can speak about the large projects in the water management
and flood prevention but it’s not a good area for SMEs.”

#32: “What is the core idea? We have partners and we look for partners
in many European countries, where the regions can be concentrated
on one or maybe two topics, for instance waste management, water
management, transport systems, each another.”

#24: “We have been closely involved in the harmonisation of the water
quality and water management standards in the Ukraine ...”

#27: “As regarding the paragraph “Ecological Impact”, page 129, under
the chapter of transport (respectively navigability) | would like to
draw attention about the statement that the water quality of the
Danube River is relatively bad.”

However, this kind of statements is almost exclusively made by the experts
from the Ukraine and Moldova. This can be related to the fact that these
countries are the only ones who experience serious restriction with respect to
their competitiveness resulting from the bad condition of their infrastructure
(of which sewage and irrigation systems are one part). For the experts of the
other countries water as an economic resource came only to their mind during
our focus groups in a brainstorming sort of thought:

#09: “Thank you, | might be totally of mark here but again | look at this
as a brainstorming session. So, there are no stupid questions or sug-
gestions, or whatever. In order to determine the common projects, or
something that could be an output, we have to look at the common
resource. And the obvious resource is water of course, the river itself.
So maybe we should go in that direction, although I’'m sure that in
other pillars, in other priority areas, they are looking at the river as a
resource, whether it’s environment protection or energy efficiency or
whatever. But we should also focus maybe first on the river and the
water itself and then see the potentials for cooperation because this
is the resource that connects all the countries, so it’s only natural to
look at it first.”

... or in the context of thermal water the quotes of which were already pre-
sented in the Section on tourism above (Section 5.2.2). There even has been a
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remark that expressed the tendency that people cannot much do about the
idea of treating water as the basis for economic activity in the Danube Region.

#31: [...] | try to look at the Danube Strategy as a tool that should foster
the businesses in this region and in our companies. Before, ok, water
for me is something very abstract, | drink water, but nevertheless |
would like to see some business behind this project, ok ships is ok, it’s
clear. But what could be interesting for all countries is development of
maybe technologies related to water which can be sold at foreign or
third markets, for example, in Africa or, | don’t know, South America.
Before water, if water, ok, but we should think where is the market
potential for the projects related to water.

This is not to say that water projects are completely pointless in the Danube
Region. On the contrary, we think that projects related to the water quality,
the biodiversity of the river system, the navigability of the Danube and the
sewage as well as irrigation system are of course worth pursuing. In our view,
what these statements reveal instead is that water in general and the Danube
in particular is not regarded as a unifying element between the countries of
the Danube Region. As a result, the identification with the Danube Strategy
must come from something else.

5.2.5 Social entrepreneurship

Another promising area for joint projects identified by the experts is social
entrepreneurship. This topic came up in all three focus groups with experts
from the Group B countries.” There is no commonly agreed definition of social
entrepreneurship but in general social entrepreneurship is understood as a
combination of the pursuit of social goal and economic profitability. The Euro-
pean Commission for example defines a social business as “an enterprise
whose primary objective is to achieve social impact rather than generating
profit for owners and shareholders; which operates in the market through the
production of goods and services in an entrepreneurial and innovative way;
which uses surpluses mainly to achieve these social goals; and which is man-

B Maybe it would also have been mentioned in our focus group with the expert from the
German speaking countries if we had if it would have been composed with person with a
less strong industry focus as we had.
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aged by social entrepreneurs in an accountable and transparent way, in par-
ticular by involving workers, customers and stakeholders affected by its busi-

.. 16
ness activity.”

The reason why the experts think that social entrepreneurship is an area for
joint projects is that there are some social issues which are common across all
countries of the European Union:

#08: “Because there is a big sector which is the sector of non-profit sec-
tor or social services sector which is very dynamic and challenging
and | think that the problems are very similar. And in this respect
maybe the countries are closer to each other than maybe in the case
of industry when they are more linked to their multinational mothers
and fathers. But in our experience the problems in these sectors are
very, very similar across countries, even if we have countries with
much more resources.”

Examples for activities that can be tackled in this respect include technologies
that support older people (smart aging), care for older people, ecology and
green economy (which relates back to what has been said about the green
economy in Section 5.2.3 above) and, in a bit more fuzzy way social inclusion
and “social services for everyday life”.

5.2.6 Infrastructure

Of course, infrastructure has also been mentioned as an area for joint pro-
jects. The concrete areas in this respect are:

e Establishment and improvement of the water infrastructure: sew-
age systems, irrigation systems, flood prevention

e Modernisation of roads and extension of the road network
e Modernisation of railroads, extension of the railroad network
e Waste management

e Public transport in cities

' http://europa.eu/rapid/press-release. MEMO-11-735_de.htm?locale=en, approached

on 25.08.2015.
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However, as explained in Section 3.1, the condition of the infrastructure is
only perceived to be a serious restriction for the improvement of the competi-
tiveness of the Ukraine and Moldova. For the other countries, although there
is a need for upgrading the infrastructure it is not that urgent in comparison to
the problems that arise from the misbehaviour of people as a result of detri-
mental incentives in the system of rules and regulations. However, if these
problems can be solved working together in infrastructure projects would be
definitely a sensible area which lies also in the interest of companies from
Baden-Wirttemberg, Bavaria and Austria.
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