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Foreword

Three years after the launch of the EU Strategy for the Adriatic and Ionian Region, the 
need is felt to put more teeth in building a functional macro-region, implementing a 
realistic scenario of development and enhance the existing performing tools such as 
data-based policy proposals in order to trigger the actual financial capacity of the whole 
process.

Important results are already being delivered thanks to the financial ecosystem put in 
place so far by EU Institutions and financial Institutions to support investments in the 
Western Balkans and EUSAIR Region and especially in Pre-Accession Assistance 
countries.

In order to implement the Macro-region's connectivity agenda, a new "smart financing" 
strategy is needed, able to tackle both the post-crisis decreasing inflow of foreign 
capitals and the rising societal pressures, in terms of unemployment, poverty and 
migration. This strategy should include he traditional financial blending facilities, but 
also other potential resources, to be leveraged at regional, national and European level 
and directed towards the solution of most urgent infrastructural and societal problems.

As stated in the recent  Ioannina Declaration at the outcome of the 2017 EUSAIR 
Ministerial Meeting, in order to rise to the challenge the Macro-region not only needs the 
mobilization of capitals, but also the engagement of the civil society at large, in a spirit 
of cooperation involving Cities, Regions, Universities, public bodies and private 
stakeholders.

"Financing the Eusair " is an opportunity to take stock of all the successes achieved so far 
and to define the steps to be taken in order to make the Adriatic-Ionian Region an ever 
more connected, sustainable, competitive and democratic community.

Sandro Gozi

Secretary of State for European Affairs - Italy
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A recent  perspect ive on t he f low  of  resources t o 
t he EUSAIR region and t he West ern Balkans

- From 2007 to 2015 as Official Development 
Assistance (ODA) from donors all over the 
world, about 18 bn euros have targeted the 
Western Balkans, including resources from 
EUSAIR EU Member States (Italy, Greece, 
Slovenia) of which 69% were grants;

- 8.2 bn, or 45% of all ODA funds to the area 
originated fro EU Institutions;

- from 2014 to 2020 EU introduced a new 
budget support initiative to accession 
countries (IPA II) with allocated resources of 
7.2 bn euros (not including the budget 
support initiative for Turkey) and which 
comprises 2.9 bn euros of multi-country 
initiatives of which 395 mio euros dedicated 

to territorial cooperation;

- EU through its European structural Investment 
Funds  has committed 606 m io euros in 
territorial cooperation wuth EUSAIR countries for 
the period 2014-2020;

- the Western Balkan Investment Framework 
since 2009 has financed 144 projects thanks to its 
funding resources of 1.4 bn euros that have 
generated 600 mio of grants and 15 bn worth of 
investment;

- the EUSAIR area attracted, between 2014 and 
2016, 85 bn euros of FDI (an average of 33 bn 
euros per year) of which 11 bn  euros (13%) to 
Western Balkan countries (average of 4 bn euros 
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I N TROD U CTI ON : TH E CH AL L EN GE 
OF  I N VESTM EN T COORD I N ATI ON

FIN AN CIN G TH E EUSAIR  | 5

The amount of resources flowing into the 
EUSAIR region (Italy, Slovenia, Croatia, 
Greece, Albania, Serbia, Bosnia 
Herzegovina, Montenegro), under 
various chapters of intervention and 
investment is a relevant 
phenomenon.  
Whereas there is general 
recognition on the importance 
of  the regional level support  in  
South East Europe to enable 
and speed up investments  - 
especially in core projects which 
are relevant not only for the 
Western Balkan countries but 
for the entire region and the 
interconnection to the 
European Union -  the 
implementation of such coordinated 
scenario poses  a fundamental  

challenge to single countries and 
European Institutions.

The South Eastern Europe  (SEE) 2020 
Strategy provides the framework to 
guide national development plans 

towards greater regional 
integration in investment policy. 
The objective of the SEE 2020 
Integrated Growth pillar is to 
deepen regional trade and 
investment links. Programming 
and implementation of the 
Integrated Growth pillar are 
largely based on Central Europe 
Free Tarde Agreement (CEFTA) 
2006 and its structures as well as 
South East Europe Investment 
Committee (SEEIC) competences. 

The agenda of the Integrated Growth 

SEE 
Development 

pi l lars: 
- Integrated 

Grow th
- Smart Grow th 
- Sustainable 

Grow
- Inclusive 

Grow th 
- Governance for 

Grow th

Fig. 1 - SEE  2020 Strategy Goals: 
Integrated Growth pillar

Source: SEEIC



pillar reflects interdependence, 
interaction and synergies, in achieving 
the goal of increasing overall SEE 
intra-regional trade in goods by more 
than 140% and annual foreign 
direct investment (FDI) inflows 
to the region by at least 160%. 

The background of the SEE 
2020 Strategy goals sets the 
reference scenario  for all  the 
macroregion's coordination 
programs.

The EU St rat egy for  t he 
Adr iat ic and Ionian Region   
encompasses eight countries 
(Italy, Slovenia, Croatia, 
Greece, Albania, Serbia, Bosnia 
Herzegovina, Montenegro) and pursues 
an  agenda of smart, sustainable and 
inclusive growth through four pillars  

The history of Eusair, although rooted in 
Intergovernmental agreements that date 
back to early 2000s, is a recent one in terms 
of implementation, and compared to other 

cooperation frameworks (see fig. 
1) therefore any action of 
stocktaking has to take into 
consideration  the correct time 
perspective required for 
multi-actor and multi-regional 
platforms to produce results.

This overview analyses the flow of 
economic resources that  has 
been recently reaching South East 
Europe and the Eusair region  
from different sources (Foreign 

Direct Investment, Official Development 
AID,  EU funds, private investments) to 
highlight policy and investment gaps and  
the 'mobilization potential' in terms of 
additional  private resources that can be 
leveraged though grants and other funds.

EUSA IR pi l lars
- Blue Grow th 

- Connecting The 
Region

- Env i ronmentale 
qual i ty

- Sustainable 
tourism

Fig. 2-  A timeline of regional cooperation 
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1 . AT TRACTI N G I N VESTM EN T: F D I  
F L OW S AN D  STOCK S
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From 2000 to 2016  the increase of FDI 
flows into the EUSAIR region*  has been 
1.58 (158%). The picture of this inflow  by 
country performance is highly erratic (Fig. 
3) .

Since 2014 FDI inflow into EUSAIR region 
has  occurred at an average of 33 bn 

dollars per year, but only 4.4 bn dollars  
yearly have reached  EUSAIR countries that 
are not currently EU members (Albania, 
Bosnia-Herzegovina, Serbia, Montenegro 
and Macedonia) and  the annual rate of 
increase  of this inflow has somehow stalled  
at -0.32% over the last 4 years. 

Fig. 3 -  Inflow of FDI to EUSAIR countries. 2000=100 

Fig. 4 -  Stock of FDI in EUSAIR countries. 2000=100 

Source: elaboration on  UNCTAD

* = this section includes also the non EUSAIR  Former Yugslav republic of Macedonia



Moreover, the pattern of inflow from 
2009 to 20016 diverges from the one 
before the crisis from 2000 to 2008  in 
that it occurs at a slower pace and with a 
higher diversity across recipient 
countries  (table 1 and fig. 5).
Therefore the scenario set by SEE2020 of 
a 160% increase of FDI inflow by 2020   if 
justified in a six year perspective, 
appears a daunting challenge given 

recent  FDI performances in the entire 
region.

In terms of origin of FDI stock, 30% 
originates from "Berlin process" countries 
(Germany, Italy, Austria, France, Slovenia 
and Croatia), 19% from Netherlands , 14% 
from Luxembourg  and 7% from United 
Kingdom (fig. 6).

Fig. 6 -  FDI bilateral flows. Origin of FDI flows to EUSAIR countries (2012)

Source: elaboration on  UNCTAD
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Table 1 - FDI inflow to EUSAIR (subperiods in mio US dollars

Fig. 5- FDI flow as GDP% 2015



1.1 A NA LYSIS: THE EUSA IR FDI 
NETWORK

The network connecting EUSAIR 
countries with countries of origin of 
FDI  stock  can be approached 
with a measures of centrality to 
assess the relative influence and 
attraction potential. The hub 
centrality measure depicts a 
network that gives more weight to 
"well connected" countries in terms 
of investment flows. A node is 
hub-central to the extent that its 
out-links are to nodes that have 
many in-links.  Technically, an 
agent is hub-central if its out-links 
are to agents that have many other 
agents sending links to them. In 
our picture (fig.6) this reveals that 
Serbia and Bosnia Herzegovina 
benefit from an intense network of 
capital flows. 

Fig. 7 -  FDI Network. Hub centrality

A standardized matrix represents the rectangular matrix connecting EUSAIR countries with countries of origin of FDI stock. 
2012 is the last available year on Unctad open data
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Why Bosnia 
Herzegovina?

Although FDI inflows remain 
significantly lower than the 
level reached in 2007 Bosnia 
Herzegovina has attracted 3.9 
bn dollars since 2008. 
According to FDI  stock figures 
2012, the largest investors in 
Bosnia and Herzegovina are 
Austria (1.8 bn dollars), Serbia 
(1.3 bn US dollars), Croatia 
(994 million dollars) and Russia 
(621 million dolllars). The 
sectors that attract the most 
foreign investment are the 
manufacturing, banking and 
telecommunications sectors, 
although a significant portion 
of FDI is invested in trade, 
financial services and other 
service sectors. (source: 
elaboration on UNCTAD data 
and Santander Trade Portal) .

Why Serbia?

Since 2000, Serbia has received USD 25 billion of FDI.  FDI 
mainly targeted the following sectors: financial mediation, 
manufacturing, trade, real estate and logistics. Serbia 
ranked 47th in the 2017 Doing Business Report published 
by the World Bank, higher than in the previous year (59th 
place). The most significant progress concerns the granting 
of building permits and the tax payment system.

The financial and banking sectors have become important 
in the country's economy and have, in fact, helped reduce 
the trade deficit. FDI flows have been positive since 2012, 
so the stock of FDI has not stopped growing. In 2016, FDI 
amounted to USD 2 billion (as in 2015) for the period 
between January and November. The Netherlands, Austria, 
Italy and Norway were among the biggest investors in the 
country. The EU accounts for over 70% of foreign 
investment in Serbia (source:  Santander Trade Portal) 

http://www.doingbusiness.org/rankings
http://www.doingbusiness.org/rankings
http://www.doingbusiness.org/rankings
http://www.doingbusiness.org/rankings
http://www.doingbusiness.org/rankings


1.2 A NA LYSIS: THE EUSA IR 
VA LUE CHA IN

Chinese exports to Albania, Bosnia, Slovenia and Serbia has increased by 33% from 2011 to 2015. Chinese 
value of imports from the area has substant ially remained unchanged BUT intermediates'  imports from 

Bosnia, Slovenia and Montenegro have witnessed a twofold increase.
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1.3 STOCKTAKING #1 FOR FINANCING THE EUSAIR: FDI 
AND VALUE CHAINS 

Fig. 8- Trade in intermediate goods within and without the EUSAIR Region

In OECD count r ies, t hanks t o t he 
increase in inform at ion t echnology 
and innovat ion in t he t ranspor t  
sect or ,  product ion has 
becom e globalized and 
f ragm ent ed along "global 
value chains"  (GVC): 
workers f rom  dif ferent  
count r ies now cont r ibut e 
t o t he design,t o t he 
product ion, m arket ing and 
sale of  t he sam e product . 
On average, in OECD 
count r ies, a t h ird of  jobs in 
f irm s depend on dem and 
in foreign count r ies. Thir t y 
percent  of  OECD expor t  value is now  
com ing f rom  overseas (OECD, 2017).

Non-OECD count r ies are not  im m une 
f rom  t he w idespread role of  GVCs, 
and West ern Balkan count r ies also 
have a diversif ied alt hough 
rest rained share of  int erm ediat e 

goods t rade t hat  is an indicat or  of  t rade 
int egrat ion (f ig.7). The r ise of  GVCs 
par t ial ly m odif ies t he developm ent  

scenar io based on foreign direct  
invest m ent , as count r ies can 
focus on key det erm inant s 
w it hout  having t o at t ract  ent ire 
value chains and inst ead t arget  
specif ic m ult inat ionals t o 
at t ract  specif ic product ions. For  
exam ple, less advanced 
developing count r ies could 
specialize pr im ar ily in basic 
com ponent s for  a par t icular  
GVC, depending on t heir  
com parat ive advant age, and 

t hen work  t o sw it ch t o ot her  segm ent s /  
product ion phases. 
Yet  t he l im it ed int ra-regional t rade is a 
bar r ier  t o such scenar io of  FDI at t ract ion 
and calls for  policy m easures and 
coordinat ed act ions t o fost er  a "product ive 
plat form"  environm ent  across t he ent ire 
m acroregion.

Financing the 
EUSA IR 

recommendation 
#1: increase 

budget support 
to actions 
di rected to 

strengthening 
EUSA IR GVCs

Apar t  f rom  Mont enegro 
which is an out l ier ,  t he 
average 
int erdependence is 
present ly less t han one 
t h ird (31%). Albania, 
Croat ia and Bosnia and 
Herzegovina are above 
average



2 . AT TRACTI N G I N VESTM EN T: 
M ERGERS AN D  ACQU I SI T I ON S

An additional component of 
investment is represented by 
mergers and acquisitions.  In this 
section we present an analysis 
conducted on 12.000 operations 
carried out over the last five years 
in the manufacturing sector in all 
EUSAIR countries which led to a 
majority acquisition (our analysis 
on Zephyr database). Acquisitions 
"country on country" (or the so 
called "country bias") is prevalent 
for Italy, thus confirming the weak 
industrial interaction between Italy 

and the rest of the EUSAIR region.

A country bias effect is also present 
in Serbia and Bosnia Herzegovina. 
Looking at the 20 top regional 
destinations of M&As Milan ranks 
first followed by Central Serbia and 
Vojvodina.

Fig. 8 - M&As in the manufacturing sector. 
Operations country on country (country bias)

Fig. 9 - Top 20 regional destinations of 
acquisitions
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2.1 A NA LYSIS: THE EUSA IR M &A s 
NETWORK

Projecting the data of M&As into a matrix 
connecting acquiror countries and target 
countries  enables the  illustration of 
M&As dynamics  in terms of a bimodal 
network to detect patterns of 
relationship.

Central countries in this network are 
primarily Italy in term of  "hub position" 
and Slovenia in terms of higher number 
of links (i.e. M&As operations).

This network allows the detection  also of 
a "direct mobilization potential ", that is 

countries with  the higher number of 
resources and knowledge, (i.e. links)  
expressed as a sum and as a 
percentage of the total number of 
nodes in the original meta-network 
(ORA net software package). This 
potential is again high for Slovenia and 
Italy , followed by Croatia and Greece, 
suggesting a scenario of  investment 
through M&As that should try to 
leverage the connections  and 
resources of these countries.

Fig. 10 - M&As network. Hub centrality Fig. 11 - M&As network. Betweeness centrality

Fig. 12 - M&As 
network. 
Mobilization 
potential



 Based on an analysis of  a sample of  EUSAIR 
businesses (our analysis on AMADEUS 
database for the year 2014), the sectors with 
the highest investment per employee are 
energy utilit ies (? 568) and local public services 
such as waste management and refinancing 
(257), together with real estate (301) and 
construction (258), public administration and 
defense (232), transport and storage (207), 
information and communication services 
(150), and professional, scientific and technical 
activities (146). In these are activities  Slovenia 
and Croatia  have the largest average 
investment per employee. Important sectors 
for the economy of the area, such as 
agriculture (114) and manufacturing (89), are 
less capitalized, except fot the case of Italy 
(168) and Greece (189).
The average investment of firms in the 
Adriatic-Ionian area varies considerably in 
regional terms. For example, in the field of 
mechanics, the regional variation coefficient is 
2.4 for investment and 1.8 for employment.In 
the services sector, the variation coefficient is 
2 for investment and 1.8 for employment. This 
variability is reflected in a very marked 
territorial diversity in terms of investment 
capability.
There are, for example, only 18 regions with 
investment levels above the average in 
mechanical manufacturing (7 in Italy, 5 in 
Croatia, 2 in Serbia, 2 in Slovenia and 3 in 
Greece).
Investment models differ on the basis of a 
strong presence of multinationals 
(predominantly in Serbia, Slovenia and 
Bosnia-Herzegovina) or widespread 
medium-sized companies (Italy).

It is possible to distinguish between 
regions with high propensity to 
manufacturing investments (Figure 13) 
and regions with high propensity to 
invest in services (Figure 14).

In both cases, the comparison is also 
based on the employment absorption 
capacity. The normalized values of the 
two figures allow you to distinguish near 
and distant investment values and thus 
highlight the regions that are more 
distant from high investment and 
employment capability (the sector at the 
top right of the chart).
In the case of mechanics there are 
situations such as that of the Slovenian 
region of Gorenjska (Figure 13), which 
presents a high investment and 
employment absorption rate determined 
by a strong presence of foreign investors 
(German and US multinationals).
For Basilicata the presence of the Melfi 
FCA factory is a possible explanation. In 
the upper right hand quadrant there is 
also Vojvodina, which is affected by 
multinationals and foreign investments.
In the case of services, some regions of 
Slovenia, such as Spodnjeposavska 
(Figure 14), emerge which benefit from 
the centrality of pan-European 
networking links and attract foreign 
investment.

 2 .2  CORPORATE I N VESTM EN T AN D  
PROD U CTI ON  PL ATF ORM S

14 | FIN AN CIN G TH E EUSAIR



15 | FIN AN CIN G TH E EUSAIR

Fig. 13- Investment and employment in the manufacturing sector (2014). Standardized 
values

Fig. 14 - Investment and employment in the service sector (2014). Standardized values



2.3 STOCKTAKING #2 FOR FINANCING THE EUSAIR: 
LEVERAGING ON PRODUCTION SYNERGIES

A useful perspect ive for   t he 
st rengt hening of  sect oral and 
t er r it or ial invest m ent  
synergies is provided by 
t he scenar io of  l ink ing 
sect oral invest m ent s 
across t he regions of  t he 
area. 
Sect oral and regional 
bi lat eral relat ions can be 
used t o explore pot ent ial 
collaborat ion areas 
bet ween businesses and 
bet ween t er r it or ies.

There exist s, for  exam ple,  
a relat ionship bet ween t he average 
invest m ent  of  t he m echanical chain 
(our  elaborat ion on corporat e 
invest m ent  dat a refer r ing t o NACE 
code 25 t o 30) and regions specialized 
in t he m echanical chain, giving 
cent ralit y t o t he regions w it h a 
great er  diversif icat ion of  invest m ent s 
in t h is supply chain.  

For  exam ple, t he Venet o region has a 
st rong cent ralit y, t hanks t o t he 
presence of  com panies t hat  invest  in 
all segm ent s of  t he m echanical chain. 
Fur t her  synergies m ay be spot t ed by 
isolat ing som e regions w it h st rong 
m anufact ur ing specializat ion but  
com plem ent ary in specializat ion on  
dif ferent  segm ent s: for  exam ple, 
Vojvodina is connect ed t o t he 
elect ronics and m achinery segm ent s, 
Em ilia Rom agna is m ore per ipheral 

t han t he segm ent  of  elect ronics, but  
cent ral t o t he m anufact ure of  cars; 

t he Gorenjska region is 
st rongly connect ed t o t he 
elect ronics segm ent .

Fur t hem ore, t he logic of  
synergies in invest m ent  can 
be applied t o 
st rat egic t er r it or ial 
invest m ent s. 

This perspect ive could be 
applied t o t he Adr iat ic-Ionian 
m acro-region, provided it  
leads t o project s t hat  

m axim ize t he int egrat ion and 
l inkages' im pact , especially  in t he 
t our ist ic and t he logist ic sect ors. For  
exam ple, in t he logist ics chain, a 
specializat ion is h ighlight ed in t he 
t er r it or ies of  Slovenia, which also 
has a higher  invest m ent  capabil i t y. 
This evidence could lead t o 
reinforcem ent  of  cer t ain t er r it or ies'  
t rans-regional hub posit ion t hus 
exploit ing  econom ies of  scale and 
proxim it ies. 

The int er -EUSAIR logic of  
cross-regional invest m ent  could also 
represent  a viable st rat egy t o 
st rengt hen t he EU m acro-regional 
process vis a vis t he grow ing inf low  
of  foreign (e.g. chinese) capit al 
t arget ed at  geo-st rat egic in it iat ives 
of  m arket  expansion.
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Financing the 
EUSA IR 

recommendation 
#2: increased 

budget support 
to macroregional  

industrial  
synergies should 
become pivotal  
to attract FDI



3 . B L EN D I N G PU B L I C F I N AN CE 
W I TH  PRI VATE F I N AN CE

The Western Balkans Investment 
Framework (WBIF) is a regional 
blending Facility  (WBIF) 
supporting EU 
enlargement and 
socio-economic 
development in Albania, 
Bosnia andHerzegovina, 
Kosovo, the former 
Yugoslav Republic of 
Macedonia, Montenegro, 
and Serbia. The WBIF was 
established in 2009 as a 
joint initiative of the 
European Commission, the 
Council of Europe Development 
Bank, the European Bank for 
Reconstruction and Development, 
the European Investment Bank, and 

Average value: 24 m io

Private sector development projects value: 
193 mio euros (Western Balkan Enterprise 
Development and Innovat ion Facility)
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and several bilateral donors. The 
WorldBankGroup and the KFW 
Development Bank subsequently 

joined the Framework. In June 
2017, the KfW became partner 
organisatio nto the WBIF. The 
WBIF provides financing and 
technical assistance to strategic 
investments in the energy 
,environment, social, and 
transport sectors. It also 
supports private sector 
development initiatives.  As of 
December 2016, the WBIF has 
allocated ?600 million in grants 

to Western Balkans, out of which 
?492 million represent EU 
contribution. The grant allocation is 
matched by ?5 billion in signed 
loans.

WBIF sectors
-Energy

- Env i ronment
- Social

- Private sector 
development

Fig. 15

https://www.wbif.eu/about-the-wbif
https://www.wbif.eu/about-the-wbif
https://www.wbif.eu/about-the-wbif
https://www.wbif.eu/sectors/energy
https://www.wbif.eu/sectors/environment
https://www.wbif.eu/sectors/social
https://www.wbif.eu/sectors/transport
https://www.wbif.eu/sectors/private-sector-development
https://www.wbif.eu/sectors/private-sector-development
https://www.wbif.eu/sectors/private-sector-development
https://www.wbif.eu/sectors/private-sector-development


'Blending' is a mechanism that l ink s a grant element, prov ided 
by of f icial  development assistance (ODA ), w i th loans f rom 
publ icly ow ned insti tutions or commercial  lenders.

Average value: 120 mio

Energy projects value: 3.6 bioeuros

Transpor tproject  value: 2.8 bio euros

TH E PROs an d  CONs of  BLENDING

The Eur opean  Com m i ssi on  r el eased  i n  Decem ber  2016 an  Eval uat i on  Repor t  
on  the cu r r en t  st r ategy of  "bl en d i n g". Over  75% of  bl en d i n g oper at i on s ar e i n  
cap i tal -i n ten si ve i n f r ast r uctu r e sector s that  due to l ar ge pr oject  si ze w ou l d  
face pr obl em s of  v i abi l i ty  i f  fun ded  by gr an ts al on e. W her eas bl en d i n g 
gr an ts ar e r ecogn i zed  to have had  a si gn i f i can t  con t r i bu t i on  to the 
m obi l i zat i on  of  pr i vate sector  f i n an ci al  r esou r ces for  pr ojects w i th  a 
devel opm en t  m u l t i p l i er  ef fect , ther e i s ev i den ce that  speci al  l en d i n g 
schem es to n ew  an d  r i sk y bor r ow er s (eg. agr i cu l tu r al  sector  an d  sm al l  
en ter pr i ses)  ar e r el uctan t l y  tak en  i n to con si der at i on  by ban k s an d  
Fi n an ci al  In st i tu t i on s.

I t  i s est i m ated  that  abou t  10% of  Eu r opean  Ai d  assi stan ce i s bl en ded  an d  th i s 
has cer tai n l y  a val ue added  i n  ter m s of  un l ock i n g avai l abl e f i n an ce an d  
cr eat i n g h i gh  qual i ty  pr ojects, due al so to Fi n an ci al  In st i tu t i on s sk i l l s an d  
vet t i n g exper t i se. W her eas bl en d i n g w or k s ef f i ci en t l y  at  a m acr o -econ om i c 
devel opm en t  l evel  (due to the m u l t i p l i er  ef fect  of  i ts qual i ty  i n f r ast r uctu r al  
pr ojects) i t  r ai ses a few  con cer n s r egar d i n g the capaci ty  to tack l e soci etal  
i ssues l i k e pover ty  or  tar get i n g l ess pr i v i l eged  segm en ts of  the m ar k et . 

18 | FIN AN CIN G TH E EUSAIR

Fig. 16
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IPA II - MULTI-COUNTY REGIONAL INVESTMENT POLICY PROGRAM 

The object ive of  t he IPA II Mult i-count ry Indicat ive St rat egy Paper  2014-2020  is t o suppor t  ef for t s for  
im proving t he cur rent ly low  levels of  com pet it iveness, int ra-regional t rade and t rade int egrat ion in 
global m arket s and t he regional invest m ent  suppor t . The St rat egy Paper  indicat es t hat  t he regional 
level suppor t  is needed t o enable and speed up invest m ent s in core project s which are relevant  not  
only for  t he West ern Balkan where t he invest m ent  t akes place, but  for  t he ent ire region and/or  t he 
int erconnect ion t o t he Union . EU suppor t  w il l  be ar t iculat ed around t hree m ain program m e 
com ponent s:

COMPONENT 1: Suppor t  w it h t he developm ent  and im plem ent at ion of  a regional invest m ent  policy 
reform  agenda, t hrough a specif ic sect oral/ policy approach, including t he st rengt hening of  t he 
regional dialogue bet ween t he governm ent s, t he pr ivat e sect or  and t he policy advisors. Build capacit y 
and suppor t  t he ident if icat ion and im plem ent at ion of  a set  of  specif ic reform  m easures t o cont r ibut e 
t o a great er  harm onizat ion of  t he regional invest m ent  f ram ework .

COMPONENT 2: Suppor t  w it h t he hor izont al im plem ent at ion of  econom y level invest m ent  policy 
reform s in t he econom ies of  t he region, t ak ing int o account  t he pr ior it ies of  t he ERPs and t he regional 
agenda, and aim ing at  t he gradual harm onisat ion of  invest m ent  policies t o EU st andards and 
regulat ions. This w il l  ent ail assist ing governm ent s w it h t he im plem ent at ion of  invest m ent  policy 
reform s on econom y level addressing per t inent  issues ident if ied at  t he regional dialogue and ensur ing 
de-fact o reform  im plem ent at ion on ground. 

COMPONENT 3: Suppor t  w it h t he im plem ent at ion of  nar row ly t arget ed invest m ent  prom ot ion ef for t s 
t o help t ranslat e invest m ent  policy reform s int o increased invest m ent s in specif ic regional value 
chains. This w il l  ent ail suppor t  w it h t he im plem ent at ion of  nar row ly  t arget ed invest m ent  at t ract ion 
ef for t s focused on one of  t he pr ior it y sect ors def ined in t he SEE 2020 st rat egy.

Fig.16 - WBIF 



3 .1  F I N AN CI N G A CON N ECTED  REGI ON : A  
F OCU S ON  CON N ECTI V I TY (EXCERPTS F ROM  I PA I I  
M U LTI _COU N TRY ACTI ON  REPORT - CO -F I N AN CI N G OF  CON N ECTI V I TY 
PROJECTS I N  W ESTERN  B AL KAN S)
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The EU adopted, in January 2014, a new 
transport infrastructure policy to put in 
place a powerful European transport 
network across the 28 Member States. 
These new guidelines refocus transport 
financing on a tightly defined new core 
network, the Trans-European Transport 
Core Network (TEN-T core network), which 
will form the backbone for 
transportation in Europe's 
single market.

Within the WB6 framework, 
the European Commission 
and the six Prime Ministers 
from the Western Balkans 
agreed, on 21 April 2015 in 
Brussels, on indicative 
extensions of the TEN-T core 
network in the Western 
Balkans region. 
In Riga, on 22 June 2015, the WB6 
Transport Ministers confirmed the maps 
of the comprehensive and core networks 
extending the TEN-T network in the 
Western Balkans and introduced the 
corridor coordinators. The regional core 
transport network, including road, railway, 
inland waterways as well as port 
infrastructure, shall be implemented 
through specific infrastructure projects as 
well as through soft measures 
implementing EU standards.

Under the new approach, funds from the 
Instrument for Pre-Accession (IPA II) will 
support the development of infrastructure 

in the Western Balkans not only by technical 
Assistance (financing studies and 
preparatory documents etc.), but also by 
financing a share of the investment costs. 
This is vital to cope with the lack of fiscal 
space in the budgets of the IPA II 
beneficiaries and to favour economic 
development as a response to the 

continuous stagnation of the 
economies.

The support of the European 
Commission and DG NEAR to the 
connectivity agenda is reflected 
in the substantial increase of the 
available funding: around ? 
100-150 M per annum of 
regional IPA II funds have been 
earmarked for connectivity 
projects ? for co-financing in the 
period 2015-2020. The Western 

Balkans Investment Framework (WBIF) has 
been identified as the most suitable 
instrument to allocate these funds and to 
ensure efficient and coordinated fund 
allocation. Initially, IPA II regional funds will 
be only available for projects under the 
connectivity agenda for co-financing, while 
the technical assistance (TA) will continue 
for all four WBIF sectors (energy,transport, 
environment, social). National IPA 
allocations might also contribute towards 
regional projects, in a coherent approach of 
the Connectivity Agenda/Berlin Process of 
DG NEAR. 

IPA  I I  new  strategy 
supports 

f inancial ly the 
investment cost of  
the connectiv i ty 

agenda



3.2 A NA LYSIS: WBIF FINA NCIA L 
LEVERA GE 

We conduct ed t wo exercises on t he leverage ef fect  of  blending f inance w it h in t he 
WBIF facil i t y for  "project s in t he preparat ion"  st age of  t he cur rent  f inancing pipeline 
(our  elaborat ion on WBIF dat a, oct ober  2017). First  we analyzed t he leverage ef fect  of  
loans on grant s; secondly we analyzed t he leverage of  t he t ot al f inancial aid of  each 
single project  on grant s. WBIF declares t o operat e w it h a leverage of  approxim at ely 8; 
project s in preparat ion considered for  t he present  analysis point  t o a leverage of  12. 
There is a negat ive cor relat ion bet ween t he leverage index and t he coef f icient  of  
var iat ion (CV) of   project s' leverage w it h in count r ies,  indicat ing t hat  a m ore 
het erogenous f inancing por t fol io is associat ed w it h lesser  capacit y t o raise f inance. 
This is an int erest ing point  which should provide food for  t hought   for  a 
well-coordinat ed pr ior it y invest m ent  agenda w it h in each count ry and across t he 
ent ire region.  Single project s? leverages are het erogeneous (high var iance in Kosovo) 
and show expect ed higher  ret urns on energy.
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3.3 STOCKTAKING #3 FOR FINANCING THE EUSAIR: 
FINANCIAL BLENDING FOR CAPACITY BUILDING AND 
SOCIETAL PURPOSES

The new paradigm  in Developm ent  AID  
assist ance requires ef fect iveness of  
developm ent  aid as st at ed in t he 2005 
Par is declarat ion follow ing 
5 pr inciples: ownership, 
al ignm ent , harm onizat ion, 
result s, m ut ual 
account abil i t y.

Today t he paradigm  seem s 
t o be shif t ing f rom  a 
donor -recipient  
relat ionship t o a m ore 
cooperat ive f ram ework  (as 
st at ed recent ly by t he 
European Par l iam ent  
br ief ing as of  Apr i l  2017) but  it  runs t he 
r isk  of  loosing ground on t he ownership 
and alignm ent  pr inciples, due t o 
blended form s of  aid t hat  t end t o 
concent rat e on less r isky and m ore 
prof it able project s and weaken t he 
ownership of  project s on t he par t  of  
local com m unit ies and t he civi l  societ y. 

As st at ed in t he European Com m ission 
Evaluat ion Repor t  on Blending, t here is 

Social impact investment (SII) - the provision of finance to organisations 
addressing social needs with the explicit expectation of a measurable social, 

as well as financial, return - has become increasingly relevant in today?s 
economic setting as social challenges have mounted with public funds in 

many countries under pressure. New approaches are needed for addressing 
social and economic challenges, including new models of public and private 
partnership which can fund, deliver and scale innovative solutions from the 

ground up (OECD, 2015)
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an oppor t unit y for  m icro-f inance 
inst it ut ions t o com plem ent  t he 
blending m echanism  allow ing for  

unbanked and r isky 
bor rowers t o be suppor t ed in 
t heir  vent ures.

This k ind of  m icro-f inancing 
approach could in t urn elicit  
an increased cont r ibut ion of  
Inst it ut ions l ike t he Council 
of  Europe Developm ent  Bank  
on project s regarding t he 
social sect or , or  event ually 
lead t o innovat ive schem es 
based on social im pact  

invest m ent  and social im pact  bonds.

In view  of  a a r ising necessit y t o 
t ack le societ al issues l inked t o 
m igrat ion, pover t y and educat ion, a 
st rat egy t o  f inancially t ack le t hese 
problem s m ay be in order  for  t he 
next  few  years.

 

Financing the 
EUSA IR 

recommendation 
#3: blending 

should be 
appl ied also to 

social  innovation 
investment
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4 . I PA I I

The Inst rum ent  for  Pre-accession Assist ance (IPA) is t he m eans by which t he EU 
suppor t s reform s in t he 'enlargem ent  count r ies' w it h f inancial and t echnical 
help. The IPA funds build up t he capacit ies of  t he count r ies t hroughout  t he 

accession process, result ing in progressive, posit ive developm ent s in t he region. 
For  t he per iod 2014-2020 IPA had a budget  of  ? 11.7 bil l ion.

"IPA is used pro-actively for supporting 
negotiations with the governments of 
the beneficiaries for taking the 
necessary measures leading to 
reforms. This includes rewards, but 
also de-commitment of funds, together 
with a number of other measures. 
Evidence suggests a positive 
assessment as concerns the usefulness 
of IPA II for increasing the political and 
policy engagement by the respective 
beneficiary. IPA II has also managed to 
create considerable financial leverage. 
As the biggest donor in the 
beneficiaries, IPA funds offer a reliable 

financial basis, where other donors and IFIs 
can provide additional funds for the financing 
of the decided programs and actions. IPA II 
provides not only the major financing source 
of the development programs of the 
beneficiaries but is also the major factor in 
the overall leverage of funds for the 
implementation of the biggest possible part of 
the development framework of the recipients" 
(excerpt from the section on "leverage" in 
External Evaluation of the Instrument for 
Pre-accession Assistance (IPA II) - Mid-term 
2017")

Source: External Evaluation of the Instrument for Pre-accession Assistance (IPA II)

Table 2 - IPA II indicative allocations by country and sector 



t ot  ERDF  + IPA per  EUSAIR 848 m io

4 .1  TERRI TORI AL  COOPERATI ON

In this section we provide data on the territorial cooperation instruments regarding the EUSAIR 

region  and originating from European Structural and Investment Fund ESIF (European Regional 
Development Fund) and IPA II. In particular we highlight the distribution of resources by 
sector of intervention and program of intervention.

Fig.- 18 IPA Interreg

Fig. - 19 ERDF Interreg
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Fig.- 17 ERDF and IPA 
Interreg funds



4 .2  B U D GET SU PPORT TO EU SAI R PI L L ARS
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ODA are:

i.provided by official agencies, including state and local governments, or by their execut ive agencies; and 
ii. each t ransact ion of which:

a) is administered with the promot ion of theeconomic development and welfare of developing countriesas 
its main object ive; and

b) isconcessional in characterand conveys a grant  element of at  least  25 per cent  (calculated at  a rate of 
discount  of 10 per cent)

It is possible to reconstruct the flow of 
Official Development Assistance (ODA) to 
EUSAIR pillars on the basis of the sectoral 
classification contained in OECD CRS 
Database. Data regarding 23 sectors 
(matched with EUSAIR pillars' objectives) 
have been analyzed with regard to 5 
EUSAIR countries (Albania, 
Bosnia-Herzegovina, Serbia, Montenegro 
and Croatia). and 2 non EUSAIR countries 
(Kosovo, FYR,)* . The adoption of a more 
extensive time span  (2007-2015) than 
that of EUSAIR proper (2014-to date) 
allows to perform a "what-if " exercise and 
test for discontinuity after the launch of 
the strategy. This exercise  can also be 
read as an est im at e of  t he im pact  of  
t he Inst rum ent  of  Pre-Accession 
Assist ance (which act ually represent s 

*  Due to the inclusion of 2 non-EUSAIR countries, the total ODA figures may overestimate EUSAIR recipients' impact. This applies 
particularly to pillar 2 investment in which both Kosovo and FYR received the highest quantity of resources, compared with other 
pillars.

Table 3 -   Stock of ODA to EUSAIR countries*  (mio US dollars, 2006-2015)

t he t ot al EU ODA funds t o t he area) on 
EUSAIR sect ors.

The pillar that has attracted the highest 
resources since 2007 is the second pillar 
"connecting the region", followed by the 
third pillar "environmental quality". 
Sustainable tourism is the pillar receiving 
the lowest quantity of resources. Since 
OECD data allow to distinguish between 
ODA and "other official finance" (OOF, i.e. 
non concessional loans) a proxy of leverage 
in the financial blending for EUSAIR pillars 
can be produced. Table 4 contains the ratio 
between ODA resources and OOF 
resources for each pillar. Pillars 2 and 3 
present a balanced blending between 
grants and non concessional loans; pillar 1 
is totally financed by grants, whereas pillar 
4 rest for close to 60% on OOF.

our elaboration on OECD



Table 4 - ODA aid channelled into EUSAIR pillars. Mio euros

Table 5 -  Ratio of ODA component on other official finance (comprising non concessional 
loans). 2007-2015

Fig. 20-  Stock of ODA and OOF to EUSAIR countries (5 countries). 2007-2015

26 | FIN AN CIN G TH E EUSAIR

our elaboration on OECD

our elaboration on OECD



4.3 A NA LYSIS:  EUSA IR SECTORA L 
STRA TEGY A ND THE REGION'S ECONOM Y
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We conducted an exercise on ODA data (OECD Creditor Reporting System) from 2008 to 2016 
distinguishing financial aid to all sectors of the EUSAIR economies and financial aid only 
directed to EUSAIR sectors as included in the 4 EUSAIR pillars. The EUSAIR sectoral 
re-classification was conducted on data obtained from the OECD ODA open data database. 
Since ODA from EU Institutions to the western Balkans and EUSAIR region goes under the 
chapter of Instrument of pre-accession Instrument (IPA II), the present exercise estimates the  
correlation between EUSAIR allocations and some key the region economic indicators. 

We selected additional variables from the World Bank Indicators. These variables are: gross 
national income per capita (current US dollars); ODA originating from EU Institutions; receipts 
of international tourism (current dollars); FDI flow as % of GDP;  trade as % of GDP; Gross 
fixed capital formation as % of GDP. The control variables were used along the dependent 
variable (amount of ODA to EUSAIR sectors from 2007 to 2016) to build a panel model to 
verify the correlation between EUSAIR strategy and the selected economy variables.

We use two specifications (in one the dependent variable is the gross capital formation, in the 
other is the openness of trade). The selected time series extends purposefully beyond the 
EUSAIR actual time span (2014-2016) since it aims to understand if investment towards 
EUSAIR sectors was already achieving any results prior to EUSAIR official launch and if the 
launch of the strategy has altered somehow this effect. The adopted panel model 
distinguishes between a fixed effect and a random effect specification and introduces a year 
effect in both cases. The random effect model proves to be more conclusive in both 
specifications,  highlighting that each country characteristics still weigh on the regional 
economy (no "macro-regional effect"). Two additional specifications with GNI per capita and 
FDI  as dependent variables proved not significant with all control variable. As for the year 
effect,  apparently the launch of the strategy has officialized a sectoral investment 
prioritazation that was already  taking place effectively.

Source: elaboration on data from OECD and World Bank. * * * = sig. at 0.05 .  Year effect: yes

EUSAIR sect oral 
st rat egy  

cont r ibut es 
signif icant ly t o 

gross capit al 
form at ion but  less 

signif icant ly t o 
t rade openness. 

Invest m ent  appears 
t o be spur red also 

by incom e f rom  
t our ism



4.4 STOCKTAKING #4 FOR FINANCING EUSAIR: IMPROVING  
IPA AND ERDF TERRITORIAL COOPERATION LEVERAGE
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Since one of the challenges of EUSAIR is to 
enhance the capacity of the entire region 
to generate synergies at economic, 
financial, environmental and 
societal level, a crucial 
instrument is provided by  
regional and cooperation 
measures. 

Whereas the leverage of IPA 
funds is ascertained with 
regard to general terms of 
budget support, particular 
attention should be paid to 
the generation of additional 
finances and investment 
based on grants directed to 
territorial cooperation.

Certainly IPA funds, form a territorial 
perspective tackle soft instruments and 
can hardly generate high investment 

multipliers; however territorial 
cooperation is a unique opportunity to 
build the micro-infrastructures of the 

region along the connectivity 
agenda.

In this perspective the experience 
of ADRION can represent the 
example of a territorial 
cooperation program, with a 
limited endowment but with a 
huge potential to generate 
framework partnership projects 
with an impact in the 
medium-to-long term.

 In this case the financial blending 
to be pursued should correct the 
imbalances between pillars (for 
example blue growth could be brought 
to search for higher financial leverage 
while tourism could be supported by 
more grants).

Financing the 
EUSA IR 

recommendation 
#4: IPA  and ESIF 

terri torial  
cooperation as a 

platform to 
leverage 

addi t ional  
resources
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Financing the 
EUSA IR 

recommendation #4: 
IPA  and ESIF 

terri torial  
cooperation as a 

platform to leverage 
addi t ional  resources

Financing the 
EUSA IR 

recommendation 
#3: blending 

should be 
appl ied also to 

social  innovation 
investment

Financing the 
EUSA IR 

recommendation #2: 
increased budget 

support to 
macroregional  

industrial  synergies 
should become 

pivotal  to attract 
FDI

Financing the 
EUSA IR 

recommenedation 
#1: increase 

budget support 
to actions 
di rected to 

strengthening 
EUSA IR GVCs

5 . A  M AP F OR I N CREASI N G EU SAI R 
F I N AN CI AL  I M PACT
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