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Summary

Theaim of this studyis to analyse the particular challenges and obstacles faced
by entrepreneurs and Small and Medisized Enterprises (SMiE on islands

and in other peripheral areas, including inner peripheries, when starting up and
running a business. itentifies and analyses good practices to foster resilience
and to stimulate innovative and sustainable entrepreneurial development in these
areas.

The analysis shows that many economies in peripheral regions suffer from
remoteness, low population densigmall size and fragmentation of markets
(including labour markets), and economic dependemtea few economic
sectors and ni ches (6monocul tur al ec
manufacturing sectorg.he predominance of small firms and the lacKawfe
companies make these economies even more dependent ois &SME
entrepreneurial initiatives than in other regions. Framework conditions for SME
and entrepreneurship development on islands and in peripheral areas are less
favourable than for other Etérritorial areasTherefore, eeas with territorial
specificities, as are islands, peripheral regions, sparsely populated areas,
mountains and outermost regiofece a number of common challenges, which

are connected to their geographic characteriskicsvever, wt all peripheral

areas have to cope to an equal extent with all challenges.

Challengescover territorial difficulties that are beyond the reach of economic
policy (e.g. isolation and physical constraints, natural disasters) and challenges
partly in the reach of public policy (e.g. remoteness, geopolitical situation,
exposure to climate change efféctslowever,most challenges for SME and
entrepreneurship development in peripheral regions can be tackled by adequate
public support policiesThey include: the small size of internal markets in
peripheral areas and islands, a reduced supply capacity and a reduced choice for
goods and services, low economies of scale, higher production and
modernisation costsompared tomore central regions, low airtiveness for
investments, dw density of population/companies and reduced number (and
guality) of services less and outdated digital infrastructures and seryvices
reduced internal competitiporain drain and migration of young people and
skilled workes, reduced opportunities for [feng learning, educed availability

of qualified workforce low centrality andattractiveness for (highotential)
entrepreneutdow density of research, development and innovatechnology

and skills gap, high intraegional disparities and, sometimes, additional
administrative and legal challenges for border areas.



Despite the numerous challenges, alpportunities can be identifiedhat are
linked mostly to the territorial specificities and to the endogenous |dtent
these areas. In particular, specific local assets and niches for economic
development might be exploited by companies and entrepreneurial initiatives
e.g. related to natural resources, afgrad value chains, blue economy, tourism,
sports and leise, culture and creative economi;T, digital services and
productsas well as geostrategic assets.

Six case studieshave been analysed to show the different secmnomic,
geographical and institutional situations of peripheral areas in Europe. dfor ea
case, relevant SME and entrepreneurship policies and programmes as well as
good practice examples are included to demonstrate the diversity of approaches
to overconmg the challenges associatetth entrepreneurship and innovation in
specific territoris.

Policy Recommendations to Regional/National Authorities

The results of the analysed case studies confirm the conclusion of previous
analysis that islands and periphenadas shouldlevelop placdased and tailer
made strategies with focus onexploiting their comparative advantages and
promotng a more efficient use of the@xisting natural, cultural and geostrategic
assetsThe complexity othechallengesdr islands and peripheral are@&sjuires
thinking in wider contexts to overcome spéecithallenges.

To promote SMEs and entrepreneurship related to local assets coordination with
other policies is needed (e.g. with transpaftastructure tourism, education,
humancapital, rural development

Approaches to entrepreneurship developnemhe potential growth fields have
to consider the constraints of traditional business mo#&etsepreneurs should
adopt business models thare built on quality, environmental values,
distinctiveness, recognition of quality and/or territorial labatsd cultural
references.

Innovation is an important factar promotng SME development and growth in
peripheral areasThe importance of primary and service activities requires
support for innovation in service sectors (tourism, retail) as well as in
agicultural and agrdood sectorsClusters along the specific value chains and
niche products of the given territory can help to stimulate collaboration and
knowledge transfer.



Universities and science/technology parks are important stakeholders when it
comes to knowledge and technology based entrepreneurship and the promotion
of enterprises in higlgrowth sectors. Approaches to entrepreneurship should
integrate these stakeholders.

Networking and collaboration should be an important tool to overcome th
effects of isolation. Networks of entrepreneurs, networks with business angels
and venture capital investoandnetworks of professional business services can
bring together business ideas with partners, suppliers, access to capital and
advice. Networksof regions and cities with the same interests can help to
shorten the learning curve for the involved stakeholders and help to test new
policy approaches and support schemes more efficiently.

Policy recommendations at EU level

Islands and peripheraleas have specific territorial features that hamper socio
economic development, including SME development and entrepreneurship. In
the common statistics that are used to depict regional disparities in the EU (e.g.
GDP at NUTS2 level), these territorial clemges are difficult to observe.
Specific indicators, e.g. on accessibility, business structure or regional
competitiveness, are therefore necessary (at NUTS 3 or2Advel) to make
theterritorial challenges of islands and peripheral areas visible.

Same challenges that might hamper SME development and entrepreneurship on
islands and peripheral areas can be compensated for by spectcingn
support as it is offered by ESIF. However, to allow for an effective and efficient
use of ESIF in peripheral geons, pos2020 cohesion policy should consider
islands and peripheral regions as territories withtcontinueto require regional

aid to overcome their structural and territorial challenges with adequate support
policies.

Some EU programmes support SME development and entrepreneursiig. (
EFSI, COSME, InnovFin, H2020) are less adequate for islands and peripheral
areas thahavepredominantly small and very small companies. To benefit from
these programmedhe integration of a territorial idhension would be needed,
e.g. in the form of specific calls for beneficiariesrfr islands and peripheral
areas

Looking for a transfer of knowledge and good practices between Member States,
regions and local authorities, the EU might support speariawkedge transfer

and management processes with regard to economic development on islands and
peripheral areas (e.g. similar to the European Network for Rural Development).



Crossborder and territorial cooperation projeetsd instrumentsINTERREG,
EGTO), but also more specialised innovation networks (e.g. JPI, EIP, KIE, Era
NETs) are important means to exploit new areas of SME growth. However,
peripheral areas usuallyavelimited resources and capacities to participate in
relevant network activities. éte, a specific support for capaehyilding
measures andupportfor participationin events(e.g. travel grantsgan help to
stimulate the participation of peripheral areas in these networks and
partnerships.



1 Introduction

The aim of thisstudy isto analyse the particular challenges and obstacles faced
by entrepreneurs anmall and Mediunsized Enterprises (SMEon islands

and in other peripheral aread the EU including inner peripheries, when
starting up and running a business. It identifesl analyses good practices to
foster resilience ando stimulate innovative and sustainable entrepreneurial
developmentAs acknowledgedn the Small Business Actor Europé, SMEs

are he most important sources of employment in the Ehé ability tocreate

new companies, open up new markets and grow depends to a great extent on the
entrepreneurial capacity and spirit of European citizens and existing companies.
However,SMEs and,in particular, small companigseltemployed peopland
entrepreneursate many challenges and suffer from information asymmetries
and maket failures Commonchallengegor entrepreneurand SMEs aré:

administrative barriers in cruciahpses of the business lifecycle
limited access to finance

limited availability of skils and specialist knowledge

entrepreneurial educatidrdining to support business creatermd growth
limited access to knowledge and low innovaton digitalisatiorcapacity
difficult access to markets (in particular, international).

=2 =A==

Thesechallenges faced by SMEs and entrepreneuesamplified when they are
located in peripheral areas such as islands, sparsely populated or mountainous
areas or border areas. Here, additional challenges emerge related to remoteness
and lack of accessibility to seces and markets, higher costs for transport and
professional services, small local markets, lack of qualified human capital and
low critical mass for collaborative activities. Even if there are policies and
initiatives in place to create a business fdignenvironment, to promote
entrepreneurship and to stimulate regional growth and development in these
areas, their specific characteristadsorequiretailor-madesolutions.

This study presents an overview key indicators and framework conditiors f
SME and entrepreneurship development specific territories (chapter)2
territorial characteristics and challenges for entrepreneurétinapter 3,
examples of good practices to popt entrepreneurship (chapter & well as
policy recommendationsotfoster sustainable entrepreneurial development in
islands and ther peripheral areas (chaptgr 5

! Overarching framework for the EU policy on Small and Medium EnterprigE). Communication from the

Commi ssion (2008). Think Smal |l E&M2808).3944nali Smal | Busi ne
2 Communication from the Commission (2012). Entrepreneurship 2020 Action Plan. Reigniting the
entrepreneurial spirit in Europe. COM(2012) 795 final.






2 Overview of Dbusiness and enterprise
development on islands and other
peripheral areas

2.1 SME development and entrepreneurship on islands
and peripheral regionsi an introduction

European policies aim to improve the environment for entrepreneurship and
business devel opment I n support of I N
creating new jobs. Policies at European, national, regional and local levels
promote entrepreneurship, fhtgite startups and support the development of

SMEs, depending on the regiepecific demand and needs. doing so, most

policies aim at enhancing local so@oonomic and territorial assets, following a
so-called placebased approach and/or ty enharme certain economic sec$or

or value chainghat are of importance the areafor example through smart
specialisation.

In particulay SMEs and entrepreneuiare in need of policy support due to the
specific market failures that hit them harder thagdaicompaniesiccording to

an EU definition, SMEs are enterpriseswith up to 250 employeesand a
maximum turnover of 50 million EUR or a maximum balance sheet total 43
million EUR. In practice manySME and entrepreneurshipolicies focus
particularly on single entrepreneurs and sethployed people, as well as micro
(less than 10 people) armndl enterprises (1219 people) as these are more
affected by market failure

At the European levekeveraldocumend form the main framework for SME
policies. Tle Small Business Act(SBA) from 2008 and its review from 2011

set out 10 principles for SMBupporf. The Entrepreneurship 2020 Action

Plan® is a major guideline for SH policy-making in the EU. It calls for actions,

by the European Commission and by MembeStates, in the areas of
entrepreneurial education at all levels, access to finance (in particular micro
finance), digital/web business, business transfer, second chance, reducing
regulatory and administrative burden, migrant entrepreretgarSince 2015the

Single Market Strategy’ aims at deliveringa deeper and fairer Single Market

% hitp://eurlex.europa.eu/legaiontent/EN/TXT/?uri=CELEX:52011DC0078

4 Communication from the Commission (2012). Entrepreneurship 2020 Action Plan. Reigniting the
entreprerurial spirit in Europe. COM(2012) 795 final.

® Communication from the Commission (2015). Upgrading the Single Market: more opportunities for people and
business. COM/2015/0550 final.



http://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:52011DC0078

that will benefit both consumers and businesS€e® areavithin this Strategyis
dedicated to helpg SMEs, starups and young entreprenetmsyrow.

The importance ofmproving access to finance has also been underlined in more
recent policy documentsncluding the Investment Plan for Europe better
known as the Juncker Pfamas well as in th&tart-up and Scaleup Initiative ’
thataims at improving the conditions fetartupsand highgrowth companies.
Overall, he European Union offers different support mechanisms for SME
development andfor strengthening entrepreneurshifhe EU financing
instruments for staips and SMEs include EFSI and InnovFin (EU Funding for
Innovators)which have a strong risk finance aspect for innovation, in part due
to their links to Horizon 2020The SME Initiativei ESIF and Horizon
2020/COSME (EU programme for the Competitiveness of Enterprises and
Small and Mediunsized Enterprises) provides via the European Investment
Bank (EIB) Groupuncapped guaranteés loans to SMEs and small midcaps
The European Structural and Investment Funds (ESiff@¢r supportin
particularvia Thematic Objective 3Hnhancing the competitiveness SMES).
Support is also offered througthe Enterprise Europe Network, tHeU
Programme for Employment and Social Innovation (EaBijithe ERASMUS+
programme. Cities and regions can also benefit femditional initiatives to
support clusters and the creation of regiomaovative and entrepreneurial
ecosystems such as the European Innovation Partnerships {EIB)e
Knowledge and Innovation Communities (KIC) promoted by the’ Bfthe S3
thematic platform®.

Support nstruments foSEMEs and entrepreneurshipayfocus on various stages
of business developmemtithin the business lifeycle from idea generation,
seed stage startup, through to growth internationalisation,and potential
transfer to other owner&\mong SMEs, a particular role for job creation and
growth can beattributed to highgrowth firms, such as technologypased
companies or scaleps-.

® https://ec.europa.eu/commission/sites/qikitical/files/2-yearson-investmeniplan_en_2.pdf

" Communication from the Commission (2016). Europe's next leaders: theuStanid Scakeip Initiative.
COM/2016/0733Jinal.

8 http://ec.europa.eu/research/innovatiorion/index_en.cfm?pg=eip

® https://eit.europa.eu/

19 http://s3platform.jrc.ec.europa.eufdematicplatforms

1 Criscuolo, C., P. N. Gal and C. Menon, 'The Dynamics of Employment Growth: New Evidence from 18
Countries', OECD Science, Technology and Industry PolipeFs, No. 14, OECD Publishing, 2014.
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North and Smallbonelistinguishvarioustypes of SME andentrepreneurship
policies which are directly concemhewith buildingup the entrepreneurial
capacity of rural regioné Overall, we can identify at least fouypes of

relevant policies:

) Policies that encourag and support entrepreneurship, including
policies that build up entrepreneurial capacity and provide
opportunitiesthrough education and training his includespolicies
that target specifitypes ofentrepreneurs such as migrants or women.

i) Policies concerned with supporting the process of starting new
business ventes, including prestartup advice and appraisal of the
dusiness iddaas well as assistance with the various aspects of setting
up a new business

iii)  Policies concerned with the growth, improvement of competitiveness
and viability of existingSMEs. Thesecover support toSMEs through
the provision ofadvice,easier access to finance and the reduction of
administrative burden

Iv)  Policies concerned with providing generic business advice, specialist
services and infrastructural amenitiesvhich are supportive of
erterprise formation and development in rural regions

According to economiaevelopmenttheory, SME and entrepreneurship are
based on certain locational factors and framework conditions. These conditions
can differ depending on thiecation ofthebusiness

Following classi@l theory, location, transport costs andarket sizeplay a
pivotal role for business developmenRelated gowth models assume that
territories with large internal markets, low transport costs and positive
agglomeration effectsarethe most favourable for economicdevelopment®.

Moreover, regional growth and institutional theories place factors such as
human capital, technology and innovation as well as formal and informal
institutions at the heart of business development. The itgmdentrepreneurs

to interact in a wide network of other actors through forama tacit rules and
habits, traditions and trust are important determinahtdevelopment. Within

this context, the access &MEs and entrepreneurs to knowledge, qualified
human capital, professional business services and innovation is key for their
survival and growtH.

2North D., Smallbone D., 2006, Developing entrepreneurshipeatetprise in Europe's peripheral rural areas:
Some issues facing poliapakers, Europeanlanning Studies, 14:pp. 43-44
13 Capello, R. (2007RegionalEconomicsOxford: Routledge
14 ||
Ibid.



New Economic Geograpftyhighlights theinteraction between geographical
centrality and urban agglomeration economies, considering that geographical
centrality creates an advantageous effect on a location, generating a local peak
of market potentialand increasedttractivenessaround thecentral location.

Thus, a higher concentrationmplies higher accessibility and attractiveness
strength while alower concentration of population and businesses implies lower
accessibility and attractiveness

A study for the European Parliamefitsummarises the differefactorsrelevant
for SME developmenflTheyinclude:

density and accessibility of the locatjon

labour market meaning availability of workers and skills
infrastructure

access/availability of financing

consumer demand and purchasing power

innovation and technology leveind

policies and regulation relevant f8BMEs.

=2 =2 =2=a=-a-a=1

These factors vary acrossiEo p e 6 s  tCenditionst acergenerally more
positive in central and metropolitaiegions that are characterised &#&ymore
favourableenvironmentfor SME development and entrepreneursiin the

other hand peripheral regions, islands and sparsely uatpd areasface
important challenges for business development, entrepreneurial initiatives and
growth These territories are usually assumed to be more vulnefraiohe an
economic point of viemdue to their small size, dependence orsnaaller
portfolio of products and geographic isolattarA study on the characterisation

of outermost regions confiritfs Th& extreme economic specialisation, and the
dependency on the exterior, has been maintained in all stages of development
until today. Inefficiency in mgets and public investment is difficult to resolve
owing to insularity and territorial size. This makes these areas vulnerable
economies, which have registered accentuated cyclic oscillations throughout
their history in terms of economic activity, largeale migrations and an
insufficient accumulation of capitalo

!5 Fujita, M.; Krugman, P. R.; Venables, A. J. (199Bhe spatial economy: cities, regions and international
trade. The MIT Press

' European Parliament (2011), Impact and Effectiveness of Structural Funds and EU Policies AMe&drat

the Regions, pB1-32.

7 Baldacchino, G. (2005fisland Entrepreneurs: Insights from Exceptionally SucabsgfiowledgeDriven

SME from 5 European laln d T e r Journal oftEntermising Culture$3(2)

'8 Mcrit (2006). The Ultraperipheral Regions of the European Union: Indicators for the Characterisation of
Ultraperipherality, p. 11.
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However, in the view of some expéfismany of these aspects do not
constitute insuperable obstacles to economic developmemind can be

overcome with adequate policiessuch as bottomup strategic plans or

0 a sls & 4 -stdhtégies that focuson tailormade approaches, local assets
effective cooperation among different policiasd a diversification of the

economy.

The next sections provide evidence regarding specific challenges isladds
other peripheral regions encounteith regard toentrepreneurship and SME
development

2.2 Territorial data on entrepreneurship andSME

This sectionfirst discusses general business statistics depidieg SME
performance of regions andecondly the territorial context data depicting
obstacles and opportunities for entrepreneurship and SME development.
Standardised SME and entrepreneurship statistics are not §eagealable at a
comparable NUTS2 level in Europe. Therefotlee following SME datais
presented on the basis of example regions, which correspond to the case study
regionspresented later in this report. The case study regions iniglagels such

as Crete (EL) antMalta (MT), island outermost regions such as Canary Islands
(ES) and LaReéunion (FR), as well as the sparsely populated eseeals as
Highlands and Islands (UK) and Vasterbotten (SE).

In addition, average data on island regiofUTS2level classifiedislands}°
and sparsely populated regidiiswhere avadble, has beenalculated and is
includedin this report

19 E.g.Behrens, K. and C. Gaigne (200 Devel oping the o6outermost regionsé®o
economi ¢ @gaenfergncapagerythiie outermost regions of EarbDpcember 15 200&lgersen E, Price

MF, Dax T, et al. (2016). Cohesion in Mountainous Regions of the EU. Brussels: Hurieasmment-
Committee on Regional Developmertiniversity of Aegean, Centre for Regional and Tourism Research,
Bornholm, University of Malta (2013). The Development of the IslanBaropean Islands and Cohesion Policy
(EUROISLANDS) Targeted Analysis 28/2/2 Final Report. Luxembourg and Geneva: ESPON and University

of Aegean North D., Smallbone D., 2006, Developing entrepreneurshipeatetprise in Europe's peripheral

rural areas: Some issues facing poiiogkers, EuropeaRlanning Studies, 14:1.

0 Island regionsincluded inthe statisticahnalysis areCyprus, lonia Nisia, Voreio Aigaio, Notio Aigaio, Kriti

(EL), lles Balears, Canarias (ES), Corse, Guadeloupe, Martinique, La Réunion, Mayotte (FR), Sicilia, Sardegna
(IT), Malta, Acores, Madeira (PT) driland (FI). See Chapter 3 for more detail on the definition of areas.

%1 Sparsely populatedareasincluded inthe statisticabnalysis are: the Northern regions of Finland, Sweden,
Norway and Scotland as well as the low densely populated areas in Sgratiral See Chapter 3 for more detalil

on the definition of areas.
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2.2.1SME and entrepreneurship statistics

The business structurén Europe expressed in number of firms and
employment,is characterised by relative dominancef micro, small and
medium sized enterpriseBhis is true for all types of territories.

The average firm sizein European regions is 15 employees. Although small
differencesexist between the case study regions, the average firmrsiz&and
and sparsely populated regionsmsiderabl lower than the European average
as shown irFigurel.

This overall pattern becomes even meradentwhen differentiating by size
classfication of SMEs On average, 61% dhe active business population of
European regions do not have employagsll (singleperson firns) while 35%

of the active business population bdvto 9 employees anohly 4% hawe 10
employees or mofé

Figure 1: Average firm size by employe&d

AverageFirm Size
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Source: Eurostat data as used by the JRC IPTS Seville
@dmart Specialisation Regional Benchmarking

This general European patteatso applies to island regions, but with large
differences between differenégions, largely following national variations. For
example the share of activeinglepersonbusinesses (nemployeey seens to
besmaller in Cyprus than in France or Malta.

22 Eurostategional statistics by NUTS classificatiorRegional business demograpiBusinessiemography by

size class and NUTS 3 regions 2014 where available otherwise 2013.

2 Data from Euostat from the Smart Specialisation Regional Structure Benchmarking available at:
http://s3platform.jrc.ec.europa.eu/regich@anchmarkingNo data available for the case study regidmes
Réunionand Highlands ahlIslands. The European averagealculated as an average of NUTS2 regions where
data available.
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As we will see latewith more detail Maltais a som&hatuntypical case for an
island territory. First, it is a Memb@&tate and not only a region and, therefore it
has much more potential to develwprastructure andgpecific policies athe
national level. Second, compared to other European island temit(eig.
outermost regions) its location is less remote from the continental mainland.
Third, it is not characterised by low population density, but ratiasa high
density for an island regiomMevertheless, Maltahares some othemportant
characterists of island regionswhich makes it a comparable case study

example(small internal market, lack of access to knowledge and professional
serviceslack of centralityetc.) and can, therefore, be considered a specific|case
of anisland territory.

A cleaer difference in business structure can be noted between island regions
and other regionsasin the casef Portugal and Francelere,the share of active
enterprises in the total population is larger than in other regse® for example
Figure 2.

Figure 2: Business structure according to size class in French NUTS 2
regions

Business str ucture according sSze classin French regions, 2013

fraseohas | | | | | | [ ———
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=Zero "From1lto 9 enployees ™10 employeesor more

Source Eurostat regional statistics by NUTS classificatidRegional structural business statistics:
SBS data by NUTS 2 regions and NACE rev. 2

Trends over timealso highlight other differencesipart frominsularity””. The
share of enterprises without employees has grown in most regions, but large
regional differenceszmain evident

The survival rate of active enterprisesalsoshows large regionalifference$®
and is not unique for islands and peripheral territories. For exa6%$e of the
active enterprises on the Finish Aland islands are still in busthessyears
after inception This is considerabhigher thanon the Canary kslands(ES)
where only 47% of the enterprises are s#livedafterthreeyears. The survival

24 Eurostatregional statistics by NUTS classificationRegional business demography: Business demography

and high growth enterjge by NACE rev. 2 and NUTS 3 regior$et population growth depict the different

bet ween new O6bornd enterprises and enterprisesd deatht
5 Eurostatregional statistics by NUTS classificationRegional business demography: Business demography

and high growth enterprise by NACE rev. 2 and NUTS 3 regions data from 2014 and 2013 for Malta.
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rates of these island regioasecomparable to national averag@&berefore, this
indicator seems to be less influencedspegcificterritorial conditiors.

Other differencespart frominsularity or low population density seem to play
bigger rolesin the share of selfemployed personsin the population. On
average the share of selfinployed personis higher on islands compared to the
European averagehis is mainly due to high shares of sethployed persons in
island regionsn Greece and Italy, whicim turn do not differ significantly from
their national average#t the same timesparsely populated aredsve on
averagdower shares of seémployal persons. Thishowever,is mainly due to
low shares in Norwegian regions whiahe in factcomparable to Norwegian
averages.

The sectoral business structureof island and sparsely populated regioss
somewhat differento average European regidhsFigure 3 shows the shares of

the business sectors by employment for islands, sparsely populated regions and
the EU average in the different bars and the growth rfatéenployment in those
sectors and region in the labels.

Figure 3: Business structure by NACE by number of persons employed and
the growth rate of employment

Employment and relative growth by sector, 2014
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Source: Eurostat regional statistics by NUTS classifioati Regional structural business statistics:
SBS data by NUTS 2 regions and NACE rev. 2

The data shows that the economic structureskainds, compared to the EU
average, has a larger sharewiolesale and retailas well agourism activities
(accommodation and food service activities), with important growth rates in the
latter as well as in real estate activities Construction and

% Eurostatregional statistics by NUTS classification Regional structural business statistics: SBS data by
NUTS 2 regions and NACE rev. 2 data from 2014.
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transportation/storage activities are also more important than for the-\iide
average. On the contrary, manutagtg activities, information and
communication as well as professional, scientific and technical activitadls
known as motors of economic developmemire less prevalent when compared

to the average EU region. The picture in fparsely populated teritories is
different. In these areas, onlgining, construction and transportation
activities are relatively more important than for average EU regi@psrsely
populaedterritories also havslightly more activitiesrelatively,in the fields of
information and communication and in real estate activities All other
sectors are less developed. The lack of manufacturing activities and the reduced
size of the economies in these regions make it difficult to develop growth trends.
However, considerable gralwcan be identified in relation &nergy/electricity

and gas activitiesas well as tavholesale andretail activities.

Overall, mining and quarrying are relatively more important in sparsely
populated regions, compared to other regions. A relativerepu&sentation of
mining and quarrying activities in sparsely populatedionsis even more
pronounced due to the large growth rate of the sector in terms of employment in
2014. Norwegian regionsn particular,contribute to this patterrBusinesses in
retail and accommodations aire turn more prevalentin island regions. This

may be due to the importance of tourism in these regitmsddition, this may
explain the relative high growth rate of the real estate sector in these regions a
they may be condered attractive regions for second residencesadiday
homes. Wholesale and retail is considerably legsronouncedin sparsely
populated areaghis may bebecause these sectoedy on large agglomeration
sizes and a large market. Therefdhe highgrowth rates are surprisinghese

may suggest different developments that counterbalance the main disadvantages
of sparsely populated regigrfer example, the more intense use -@oemerce

or certain market opportunities present in these regions

Other studies confirm thaany islands operipheral areaare characterised by
socal l ed Omonocul tur al economi esd6 with
sectors (trade, tourism, agriculture/forestry) and a lack of diversifi¢ation
Markets tend to béragmentedor niche markets. The limited number (or total

lack of) larger companiesiay hampeknowledge transfer processes and spill

over effect&’.

" Haskins, J. (2012). Building resilience in small island economies: from vulnerabilities to opportunities. CTA
policy brief. Technical Centre for Agricultural arural Cooperation (AGIEU).
“8 OECD (2014). Innovation and Modernising the Rural Economy, OECD Publishing, Paris
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2.2.2Territorial framework statistics

Territorial statistics can depictelevant framework conditions, anthus,
potentialsor obstacledor entrepreneurship and SME development. DG Regio
(European Commissignpublishes the Regional Competitiveness Index
(RCI)*® as a composite index reflecting the framework conditions for business
development and competitivenesshe European territoryThis index measures
different dimensioaof competitiveness and allovigr comparisons to be drawn
acrossEuropean regions. The RCI calculates scores per region compared to a
European average in three different-gmbups coveng various indicators

1 the basic sugroup includes indicators on institutions, macroeconomic
stability, infrastructure, health and basic education

1 the efficiency sukgroup includes indicators on higher education, labour
market efficiency and market size

1 the innovation suigroup includes indicators on technological readiness,
innovation and business sophistication (measuring the degradith
SME are involved in innovation cooperation).

Comparing the scores for island regidnsaverage EU territorieshows large
differencedn some areadut also similarities. The scores fsland regionsare
lower for infrastructure, labour market efficiency (except for Aland) and for
business sophistication (except for Maltdhwever, sland regions on average
scorebetter on health (except for the outermost regions).

Looking in more detailat single indicators of relevaftamework conditions
for SME and businesglevelopment similar patternsemergeregarding the
differences betweeislands and other peripheraegionsand European averages

The following sections provide a summaryté statistical analysis of different
indicators for business development based on data availability in Eurostat,
ESPON or through the Joint Research Centre from the Eurdp@amission

The indicators discussed below are only a small fraction of the different factors
that couldbe reflective of theotential for business developmenta territory,

and have beerselected to highlighimportantdifferences between islands and
pelipheral areas againgte backdrop overage European NUTS2 regions.

The market size of islands and other peripheral regions is on average eamall
than in most European regions basedpopulation density and purchasing
power per inhabitant. However,the variation within the groups of regions is
large. The population density of Malta is for example six times higher than

29 http://ec.europa.eu/regiah policy/sources/docgener/work/201701_regional _competitiveness2016.pdf
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average island regioné&ccordingly, the market size is higher and tmght
suggest less challenging conditions ®ME development inMalta. In areas
with a high population density and high levels of purchasing power per
inhabitant the market is bigger and tthasa potentially bigger demand for the
enterprisesd products or services.

The labour markets of island and sparsely populatedeas aregenerally
challenging for business developmedtie to their low size and the scarcity of
specialised human capitaAlthoughthe peripheral and islanggions haveon
averagdesspersons aged 65 or maretheir total populatiori and therefore a
relatively younger population large parts of the younger population leave these
areasand migrate to other regions, in particular during education and training
On averag, island regions have larger emtigration thanimmigration. This is
mainly due to large emigration from the outesnregions. The Spanish Canary
Islands are among one of the most attractive regions in Europe regarding
migration. Thenet migration of sparsely populated regions & 1,552 persons
considerably lower than for average European regioi@&@persons)This is
paired with slightly loweemployment ratesfor islands and sparsely populated
regions as shown inFigure 4. Islands in particular,have lower employment
rates compared to average European regions. Some authors argue thduthis is
to the smaller size of the markethich also meanthat labour marketsan be
evenmoredynamicas persons k& on more jobsr create more than one fiftn

Figure 4. Employment rate of persons aged 1%4 (2014)

Employment rate (15-64)
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Source: Eurostat regional statistics by NUTS classificatidRegional labour market statistits
employment by sex and agad NUTS 2 regions

%9 North D., Smallbone D., 2006, Developing entrepreneurshipeatetprise in Europe's peripheral rural areas:
Some issues facing poliapakers, Europealanning Studies, 14:p, 55
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Highly qualified human capital andinnovation activities in islands regions

are slightly below European averages, whereas they are abevEuropean
average for sparsely populated regionsbased ontertiary education
attainment and private and governmerR&D investment (GERD). It seems

that garsely populated aream particular in Northern Européenefit from

large investments fronthe national level with regard to education and
innovation For example Sweden had for many years a policy to enhance
education in all regions and supported opening tertiary education centres in all
Swedish regions, including the sparsely populated northern regions. Island
regions often lack a critical mass for universitiad atuderg often prefer togo

to other regions to study and continue their academic careers.

However, there is also evidence tlratovative activity among businessem
remote areas can also be high, indicating that the challenge of peripherality is
overcome by wider and more effective business netwbrksparticular, this is

the case in regions and countries with high indicators on social capital and with
a traditionof cooperatiorand collaborabn among firms, e.g. in cooperatives
clusters

Share ofexportsin relation tototal GDP is relatiely low in islands and sparsely
populated regions. The importanceimiernationattrade to the overall economy

of islands and sparsely populated regions is only margimhls is probably a
consequence afemoteness, higher transportation costs and a relatively weak
manufacturing sector in peripheral areAsmong the case study region3)ly
Malta has a similar export rate as average European régidimss is linked to

the fact that Malta is a Member Stated not a region within a larger country.

The accessibility of islands and sparsely populated regionscasisiderably
lower than for other European region€T canbecome an important instrument
to create networks (with suppliers, customers, profesisgamaices and others

and to overcome some of the obstacles related to low accessibhity is
confirmed by the fact thathe percentage of households with broadband
internet is only slightly lower or in some casesvenhigher in these types of
regions. Figure 5 shows the accessibility and percentage of households with
broadband internedccesdor the average European NUTS 2 regifar island,

for sparsely populatecegions andfor the case studsegions.Previous research
alertsto the factthat observed inequalities should not be attributedy to

%1 Labrianidis, L. (2006). Fostering entrepreneurship as a means to overcome barriers to development of rural
peripheral areas in Europe, European Planning Studies, 14:1, p. 6.

%2 Data from Frauenhofer 1SI and Orkestra from the Smart Specialisation Re§toneture Benchmarking
available at:http://s3platform.jrc.ec.europa.eu/regichenchmarkingNo data available for the case study
regions LaRéunionand Highlands and Islands. TE®iropean averages is calculated as an average of NUTS2
regions where data available.
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differences in the physical infrastructure endowmentsabaitalso the result of
regionaldifferences in theise and demarfor ICT service?’

Figure 5. Accessibility andthe availability of broadband (2014
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Source: Accessibility as collected from the ESPON database and available through the Joint Research
Centre for their Smart Specialisation Regional Benchmarking. Broadband internet Eurostat regional
statistics by NUTS classificatidnRegional digital economy andaetyi households with broadband
accessData not available for Crete (broadband internet connection of households).

2.3 Conclusions

Indicators related to economic development andiness structure oslands
and other peripheral aredsdfer noticeaby from the average figures for all EU
28 regions.

The analysisshows that many economies in peripheral regions suffer from
remoteness, low population density, small size and fragmentation of
markets (including labour markets)and econaonic dependenceon few
economic sectorsand niches ( 6 monocul t ur alwith éesso n o mi
representation of manufacturing secto@owth can be observed in some
sectors, but in general, it is lower than in the EU averBge sharef exports is
usually low transport costs are higher and the fabric of innovation, knowledge
and higher education centres is @stdense as in more central regions. The
predominance of small firms and thack of large companiesnake these
economies even mokkependent on SME drentrepreneurial initiativethanin

other regionsAs a final point the share of seémployment is higher thathme

EU average, further indicating the importance of entrepreneurial initiatives for
the overall economic development.

33 Labrianidis, L. (2006). Fostering entrepreneurship as a means to overcome barriers to development of rural
peripheral areas in Europe, European Planning Studies, 14.1, p
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However, weaknesseslo not apply equally to all peripheral areamnportant
variations can be observed between different islands and peripheral areas, e.g.
between southern and northern European territdogsalso between outermost
regions, island regions or island couedi

Framework conditions for SME and entrepreneurship developmentstands
andin peripherabreasare less favourable than for other EU territorial areas

1 Population density is usually low (with some exceptions)

1 Market size of the local economy Esduced.

1 The labour market is limitechoweversometimes unemployment &so
low because of low population density and more flexible employment (one
personi many jobs)

91 Net migration is less favourable than the EU average, iwiarticularthe
young popilation leaving the regior©On the contrary, regions with external
EU borders might suffer from inward migration that extends the absorption
capacity of these territories.

1 Highly qualified human capital and innovation activities are below
European average with the exception of northern European sparsely
populated areas due tbeir national support frameworkand effective
networking

1 Accessibility is lower than the EU average, but there are differences
between regions and types of territories.

1 Broadband connectionare only slightly lowet or even highein some
casesthan the EU average, even if thaseimportant variation among
countries and territoriedue todifferences inthe useof and demandor
ICT services

It can be derived from ¢hanalysis that islands and peripheral areas do not suffer
per sefrom their geographical position. Even if these territories have in many
fields less favourable framework conditions, differences in natural and fossil
resources endowment, cooperation aelftentrepreneurial spirit, social capital
and alsaodifferences inmnational support frameworks can increase or reduce the
negative effects of peripherality, remoteness and sparseness.

Therefore,as confirmed byprevious studiesmany ofthe aspects thdtamper
SME andentrepreneurshigdevelopment on islands and peripheral aczas be
overcome with adequate policiesainly bottomup o r  Glaa sssetrdtégies
that focus on tailemade approaches, local assets effective cooperation of
different poligesand a diversification of the economy
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3 Key challenges for islands and other
peripheral areas from the perspective of
entrepreneurship

This sectionintroducesthe main conceptsaand traitsof areaswith territorial
specificities It presents some of their key characteristics and bpecific
challenges and opportunitiean affect SMEandentrepreneurshigevelopment

3.1 Islands and peripheral areasn Europe

Regions with specific territoriakhturesare discussed in the Article 174 of the
Treaty of the Functioning of the European Union (TFEUJ[ é particular
attention shall be paid tp é tegions which suffer from severe and permanent
natural or demographic handicaps such as the northernmeggbns with very
low population density and island, cressrder and mountain regionso

34 Consolidated versions of the Treaty on European Union and the Treaty on the Functioning of the European
Unioni Consolidated version of the Treaty on the Functioning of the European URmiocolsi Annexesi
Declarations annexed to the FinaltAf the Intergovernmental Conference which adopted the Treaty of Lisbon,
signed on 13 December 2007, Art. 174.
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Figure 6: Islands and peripheral areas in Europe
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This has been followed up by the Green Papetenitorial cohesion in 2068
whi ch I dent i f i eegionstwith specifict gequmahic fedturesi
mountain regionsisland regionsandsparsely populated regions

% Communication from the Commission to the Council, the European Parliament, the CommittelR afitimes
and the European Economic and Sodtaimmittee, 2008, Green Paper on Territorial Cohesion. Turning
territorial diversity into strength, COM (2008) 616 final.

22



It has also been taken further by the ®ixReport on economic, social and
territori al c o0 h e gliffecentiated sthte aidhpossilalites pm i s e
islands, sparsely populated areas and other regions categorised by
geographical isolatio™,

According to the ESPON GEOSPECS stifdyareas with geographic
specificitiesinclude insular, border, mountainous, outermost regions, sparsely
populated areas, but also coastal and border regions.

It turns out that territorial specificities are only partially visibletta larger
territorial level (NUTS 2). Even at a lower (NUT$ [8vel, many territories are

not considered as peripheral, even if they have certain territorial characteristics.
To understand the concept of peripherality it is therefore impottaapply a

unit of analysis that adequately takes into considerggmyraphic specificities
Figure 6 shows theterritorial specificities h Europeper LAU-2 unit®, as
defined in the ESPON GEOSPECS study.

There are different associations in support of areas with territorial specificities.
Examples arethe Conference ofPeripheral Maritime Regions of Europe
(CPMRY)*®, the European Association of Mountain Areas (EUROMONTARA)

the Association of European Border Regions (AEBR)nd the Northern
Sparsely Populated Areas Netw8rk

3.2 Characteristics of islands and peripheral areas

Regions with specific territorial features are similar in some of the natural and
economic challenges they face. Yet, they have diffdvasélcharacteristics and
can havediverseset of needdiandicapand opportunities

Islands. Since 2010, islands are defined in the European Union as territories
havinga minimum surfacarea a minimum distance between the island and the
mainland a minimum resident populatiomndno fixed link between the island

% European Commission, 2014, Investment for jobs and growth. Promoting development and good governance
in EU regions and cities. Sixtieport on economic, social and territorial cohesion, Brussels, p.157.

3" University of Genevat al.(2012). ESPON GEOSPECS Final Repprtl.

% AU = local administrative uniis a low level administrative division of a country, ranked below a province,
region, or stateLAU-2 was previously called NUTS 5 level and corresponds in most Member States to
O6municipalitiesd.

%9 http://cpmr.org/

“0 http://www.euromontana.org/

“ http://www.aebr.eu/en/index.php

“2 http://www.nspanetwork.eu/
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ard the mainlan®f. There are manyislands and insularetritories (e.g.
archipelagos) in the European Union. Some of tlaeenwold famous tourist
destinations with considerableatural and cultural wealthlslands face
considerabléderritorial challenges. &neislandsare smalland/or mountainous
andusually characterised by situation of isolation and relative inaccessibility
being surrounded by séa The environment on islands is often fragile and
challenged byexternalities ofhuman settlements andconomic activities,
including mass tourisnislands can be sovereign states, regions with eedetf
autonomy, municipalities, or groups of municipalitiaadthis influences their
ability to react to their specific socgpatial challengesTheir sizemay vary,
they can be denselyopulated(like Malta) or have low population leve{ske

the Scottish IslandsExamples of islands in the EU are Cyprus and Malta (as
Member States), Sicily, Corse, Crete (as NUTS2 regions), smaller islands
(NUTS3 level), a well as most of the outermost regions (except for French
Guiana).Among islandsarchipelagosare group of islands which form a larger
administration grouf3. Usually, smaller areasn an archipelago suffer a double
insularitywith regardto the mainland andvith regard to the regional capital and
the other islands. Henceutward and inneraccessibilityarespecificchallenge.

This can have consequencks the integration of the local market and the
provision of education anothergeneral senzes Archipelago examples are the
Outer Hebrides in the UK, Canary Islands (ES) or the Azores (PT).

Islands can have different degreesimdfastructure endowment aretonomic
performance, based on their different and dynamic economic speciali&ations
With regard to SME development and entrepreneurshpdistance of the
islands to the mainland plays an important role as some islands can be close
to their mainland and well connectézlg. through ferries)vhile othersarenot.
Many islands ardmportant tourig attractions.In these cases, this sector is an
important driverof economic developmenOn the other handn many cases,
carrying capacity and provision of resources and services (water, waste
managementetc.) to tourists is a challengand furthemore the environment
and ecology of islands arevulnerable and might be at stake in mass tourism
models Many islands are located on the periphery of a Member State, or
constitute border regions, placing considerable limitations on their paitéonti
economic growth. Other fat¢ors, such as energy provisioar services
availability might be negative, even if this is not the case for all islaidsess

“3 Dijkstra, L. and H. Belman(2011).Regional typologies: a compilation. Regional Focus 01/2011. DG REGIO.
European Commission.

“ University of Aegean et a(2013).The Development of the IslanilsEuropean Islands and Cohesion Policy
(EUROISLANDS) Targeted Analysis 2013/2/2 Final Report. ESPON and University of Aegean

4 ESPON 2012,GEOSPECSi European perspective on specific types of territories, Scientific report,
Luxembourgp. 184.

46 University of Aegean et a(2013). The Development of the IslaridE€uropean Islands and Cohesion Policy
(EUROISLANDS) Targeted Analysis 2013/2/2 Final Report. ESPON and University of Aegean
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to services of general interest including education might be limited, of low
qguality or relatiely expensive.lslands areusually too small to allow
economies of scale or agglomeration effectSuch characteristics challenge
SME development anentrepreneurship, as islands might be isolated from
larger markets, or have difficulties being in reachsefvicesor resources for
education, training or innovatioherefore, mtworks with peers and partners
from within the region or from other territories become even more important for
business development on islands.

Mountain regions are territories wh constrains linked to topography, i.e.
generallyhigh altitudes and rough terrinAs regards low altitudeghe terrain

needs to be particularly rough for an area to be considered mountainous (e.g.
fiord landscapes, Mediterranean dry mountains endmgea cliffs); regarding

high altitudes (above 2,500 m), all areas are considered mountdirdasy

areas in the EU are characterisesnountainous to different extenamong the

most prominent examples are the Alps, the Tatra mountains, or the Garpath
Mountains are sources of significant resources, e.g. water, energy, forests and
leisure areas, which have historically favoured development in surrounding
lowland areas. There can also be conflicts between mountain areas and
surrounding lowlands, e.gvith regard to ownership and use of resources (e.g.
water) and nature protection vs. exploitation. Furthermore, mountain areas often
function as borders between states and regions. In these casesjoctdess
coordination may be needed for their managefi

Sparsely populated areasSparsity was introduced as a European geographic
specificity as part of the EU accession negotiations of Finland and Sweden, as
these countries had traditionaignsideredheir northern peripheries as sparsely
populated”. Since then, other territories, notably in Spain, have &ksen
identified as spardg populated Sparsely populated areas are defined as NUTS
2 regions with fewer than 8 inhabitants per km2 and NUTS 3 regions with fewer
than 12.5 inhabitants per kth2The majority of sparsely populated areas are
located in the Nordicountries The main challenge for the sparsely populated
areas does not predominantly irethar low population levelghemselvesbut
ratherin the distribution of thepopulation withina certain mobility distance.

This impactsthe availability and cost of accessible services, as well as the
market size fotocal businessedNevertheless, sparsely populated areas are often
tourist attractions, due to their untouched environment and nathrely offers

" Glgersen E, Price MF, Dax T, et &0(6). Cohesion in Mountainous Regions of the EU. Brussels: European
fsarliament- Committee on Regional Development

ibid.
49 ESPON, 2017 (upcoming), Policy brief on specific types of territories, p.
% University of Geneva et a[2012). ESPON GEOSPEG3nal Report, Luxembourg and Geneva.
*1 Dijkstra, L. and H. Poelman (201Begional typologies: a compilation. Regional Focus 01/2011. DG REGIO.
European Commission.
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opportunitiesfor their population. In addition, many of these regions are home
to natural resources such as foremtsl ores, or have access to fishing areas,
which offer a significant economic potential

Outermost regions* are regions with face a number of territorial specificities
Outermost regions are part ah EU Member Stai@s territory but are located in
areas remote from Europe. In total there are nine outermost regions: five French
overseas departments (Martinique, Mayotte, Gloagke, French Guyana and
Réunion), one French overseas community (Sdertin), two Portuguese
autonomous regions (Madeira and Azores) and one Spanish autonomous
community (the Canary islands). Article 349 of the TPEkecognises their
special charactettiss and status in the EWith regard tocustoms and trade
policies, fiscal policy, free zones, agriculture and fisheries policies, conditions
for supply of raw materials and essential consumer goods, State aids and
conditions of access to structural furadsl to horizontal Union programmes|

EU policies apply to the outermost regions, which benefit from ESIF and
participate intransregionatooperation programm®s These areas share some

of the characteristics discussed for the other areas with geographic specificities
and facesimilar challengeswith regard tatheir insularity, distance, topography

or climate®. Almost all outermost regions are island@sfferent characteristics

can sometimescoincide For instancethe archipelagos ofCanary Islandsand
Azores have densely populated capitals, contrary tor tbther sparsely
populated islands, while some outermost regionsatsrbe mountainoué. The
European Commission which adopted a specific delegated regulation for
outermost regions acknowledges this. The EC delegated regulation (1046/2014)
introduces measures to compensate for the related additionalicastgtain
sectorsfor these territorieslue to remoteess, insularity, small size, difficult
topography, economic dependence on a few products and climate conditions.

Inner peripheries. Although areas with territorial specificities are rather bound

to their topography and geograpay described aboyethe types of territorial
specificities can be found in Europe, in whidertain sociceconomic
specificitiesprevail. This is a relatively new concept, which has been identified
as oOinner peripherieso. According to

2 ESPON 2012,GEOSPECSi European perspective on specific types of territories, Scientiport,
Luxembourg.

“Regions with territorial specificities, among whi ch
Overseas Countries and  Territories, which are not part of the single market:
http://www.europarl.europa.eu/atyourservice/en/displayFtu.html?ftuld=FTU_5.1.7.html

>4 Consolidated versions of the Treaty on European Union and the Treaty on the Functioning of the European
Unioni TFEU, Art. 349.

%5 European Commission, 2012, Outermost Regions: European regions of assets and opportunities, Luxembourg.
% http://www.europarl.europa.eu/atyservice/en/displayFtu.html?ftuld=FTU_5.1.7.html

" University of Geneva et a(2012). ESPON GEOSPECS Firiéport, Luxembourg and Geneyg, 233 and

245
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peripheries can be i1 denti fi ey deaased o
result of significant spatialemporal socieeconomic developments, which
usually receive political responses ar
shadowd o hgmetopoyjténareas.rThe inner peripheries change over

time based on socioeconomic situatifis Inner peripheriesface socic
economic, political and geophysicahallenges These can be demographic
decline, decline in Services of General Interest, laClkeconomic diversity,

closing down of economic activities, political borders between countries or
within countriesandnatural barriers.

A specific type of territoryone that can overlap with the previous ones, are
border areas as they are not defu by territorial characteristics but rather
politically and legally. However, border regions migigo suffer from specific
geopolitical anderritorial challengesTwo main types of border regions can be
distinguished: internal border regions locatedbonders between EU Member
States and/or European Free Trade Area (EFTA) countries as well as external
border regionsMoreover, land border areas show a different dynamics than
maritime border regiong.he specificity of border areas is mainly constitubgd
An(1l) the multidi mensional nature of E
variety of associated border effects which are interrelated in a complex way and
create different ranges of mobility and interaction between neighbouring border
areas and (3n degree of territorial nofintegration which exists between areas
located along a common border with respect to the overall ssmomomic and
sociocultural condition$®®. EU external brder areas can be particularly
affected bymigration and refugee movements, as recent exampleauth and
Eastern European border regidrae shown.

Some areas can have several of the above mentioned characteristit®ye.g.
can be islands but also mountainous, as for example C¢ER), or they can
beislands and border areas such as Malta (Miijhese caseshallengesmight

be multiplied. Howeverthe effectsof challengesnay vary, dependg onsize,
populationand other geographical and sepilitical factors

% ESPON, 2013,GEOSPECSI Inner Peripheries: a soegronomic territorial specificity, Final report,
Luxembourg, p. II.

% ESPON 2013,GEOSPECSI Inner Peripheries: a soe&ronomic territorial specificity, Final report,
Luxembourg, p. 13.

¢ University of Geneva et a[2012). ESPON GEOSPECS Fiport, Luxembourg and Geneva, p. 132.

61 ADE (2012). Studyon the relevance and the effectiveness of ERDF and Cohesion Fund support to Regions
with Specific Geographical Featuréslslands, Mountainous and Sparsely Populated areas. Final Report:
Volume 1. Report prepared by ADE at theuest of the European Conssion, p. 7.
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3.3 Challenges andopportunities

Areas with territorial specificities, as are islands, peripheral regions, sparsely
populated areas, mountains and outermost regfane a number of common
challenges, which are connected to their geographic characteristics. These
challengs usually have an effect ahe SME andbusiness environment and on

the demands for SME anehtrepreneurship policie®ot all peripheral areas
have to cope to an equal extent with @llthe challenges that are presented
below. Drawing onpreviousresearh®, the challengefor peripheral areas can

be grouped in thremainareas

1. Challenges leyond the reach of economic policy and human design

1 Isolation and physical constraints such as topographygmall size,poor
soil quality, etc

91 Climate conditions and natural disasters Islands and peripheral areas
might suffer more from extreme weather conditiangnatural disasters.

2. Challenges mrtly in the reach of economic policy and human design

1 Geopolitical situation. Islands and border areas may be in the centre of
diverse geopolitical interests and may suffer more than other areas from
conflicts, migration and refugee movements.

1 Remoteness Peripheral eeas areusually distant fromthe mainland or
from metropolita areas, i.e.from larger markets withservices and
agglomerations.This leads to high installation and operating costs for
companies, households amulblic administration Transport costsare
higher by definitionand accessibilitys limited. However, tlese challenges
can partially be overcome when adequate transpsystems, service
policies networksand compensation schemes are in place.

1 Fragile environments and endangered biodiversity.Due to isolation
peripheral areas usually have fragile iemwments and a biodiversityith

2 ADE (2012). Study on the relevance and the effectiveness of ERDF and Cohesion Fund support to Regions

with Specific Geographical Featuréslislands, Mountainous and Sparsely Populatgeas. Final Report:

Volume 1.BehrensK., GaignéC . (2006) . Devel oping the 6éoutermost re
economic geography, Preliminary and incomplete firs
out er most regions of Eur op e &SPOB and Yeessity ©of AegpamESP@Nb e r 1 5,
(2013). GEOSPECS Inner Peripheries: a soeazonomic territorial specificity, Final report, Luxembourg, p.
44.Manera, C. and Garad. (2005). Los costes de la insularidad en el desarrollo econémico. Un contraste en el
mediterraneo occidental (19&0D02). University of Aegean et gR013). The Development of the Islands

European Islands and Cohesion Policy (EUROISLANDS) Targetedy8is 2013/2/2 Final Report.
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endemic species. The environment has usually a low carrying capacity
when it comes tdhe effects of human activity, including mass tourism.
Natural resources, such as water or good quality soil are limited.

Exposure to climate changeeffects. Islands and peripheral coastal areas
are particularly vulnerable to global climate change, climate variability and
sea level rise. Climateelated changes and environmental degradation may
have a significant impact on agriculturabguction and/or tourism. While
vulnerability is inherent, strategies can be put in place to mitigate the risk
causedy external shockthroughincreasing their resilience

3. Challenges that can be overcome bgconomic policy and human design

T

Small market size. The small size of the internal market hampers growth
and increases dependency on exports (not only international but also to the
mainland or to neighbouring territories) companies want to grow
However, exports have to face the challengaigher transportation costs
anda larger distance to the consumer.

Reducedsupply capacity. There is an increase@pendence on imports
supply the local population and industry with goods and services,
sometimes even with basic supplies like food aader. This goes in line

with higher consumer prices and with a higher cost of livingaddition
modernisation of public and business infrastructure has a higher cost than
in other areas.

Low economies of scale.The limited market size, low densitpf
companies and the fragmentation of the economy lead to low economies of
scale.Companies have to work with higher unit costs aadnoteasily
achievea competitiveadvantage based on price and mass production, but
ratherneed to focus on other compefd factors (quality, niche products,
availability oflocal supplies knowledgé.

Higher cost of production and modernisation. Limiting factors lead to a
lack of modernisation and limited investments in business infrastructure,
facilities, equipment andkills T in particular in smaller SME$ which
might lead toa potential decline of &ditional economic sectors and an
increasing loss of competitiveness of the overall economy.

Low attractiveness for investmentg(including foreign direct investment)

and the risk of losing existing companiesto territories with lower
production costs
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Monocultural economies.The previous factors cause a concentration on a
limited number of economic sectors and nichectivities, sometimes
associated witlnigh internalinequalities in terms of development within a
given peripheralterritory, as business activities tend to concentrate in the
more central areas (capitals or coastal areas in the case if islands) of the
territory.

Low density of population/companies and reducé number (and
guality) of services The small size of the market and the low density of
population and companies make the establishment of services of general
interest (energy, ICT, education, health etc.) and of professional business
services unattractivenefficient andless profitableThis usually leads to a
reduced number and quality of existing services and to limited choices for
the population, employees and companies.

Less and outdateddigital infrastructures and services The low density
and the reduced number of potential clients lead lmwaprofitability for

ICT infrastructure investments andperators The lack of broadband
connections and of modern digital infrastructure may hamper SME
development and entrepreneuralivity even more than in other regions,
asthese areaalreadyface the cost of remoteness and depend more on IT
services andommunication.

Reduced internal competition.Low density of companiegoes together

with a reduced internal competitiomonomlies or oligarchic structures
and, therefore, less pressure for companies to stay competitive. This may
reduce efforts in investments, customer servigaedjnnovation.

Brain drain: The limited education and training infrastructure and the
reduced numéx of companies can lead taaterioration of the educational
and qualification structure of the populatiand to themigration ofyoung
people,skilled workers and entrepreneurs to larger agglomeration centres
within the sameountry or to other coungs.

Reduced opportunities for life-long learning coupled with increased
exterior mobilityleadto a risk of norreturn of young peopléhat move
outside theboundaries of theerritory to study or workthen remain in
these new territories

Reduced availability of qualified workforce. Brain drain andhe effects

of an ageing populationtogether with a weak education and training
offering, may affect the availability of skilled labour in some peripheral
regions.
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1 Low attractivenessfor (high-potential) entrepreneurs. A major obstacle
for entrepreneurs is thah peripheral areashe full range ofservices
required to establish a new compasynot always easily available, e.g.
public registersor tax expertsAlso for certain types of entrepreurs,
peripheral areas can be less attractive, as they lack the advantages of highly
developed entrepreneurial ecosystensk (Capital, business angeksxpert
advice, mentorsncubators etc.).

1 Low density of research, development and innovationThe lack of or
reduced number of universities, research centres and large companies with
private R&D departmentasually leads to limited spillover effectsand a
structural disadvantage with regard to traditional innovation activities in
industries (everf innovation in services and in primary sectors might be
higher than in other territorieshlso, business creation out of universities
(spinoffs) tends to be lower than in mainland or metropolitan areas.

1 Technology and skills gap.Companies in the pgheral territory face
important hurdlesn keeping in trackwith the newest developments in
technology and training asamong other factorsthey receive less
knowledge transfer within their territory. This affects overall
competitiveness of the economy.

1 High intraregional disparities in terms of business activity and
entrepreneurship rate with a dominance of the relevant udydres.

1 Specific border challengesSMEs and entrepreneurs in border areas face
additionalobstacleslue to the presence adal/administrative frameworks
belonging toat least two nation states. This deamper the implementation
of procedures byompanies and employees aamttess to servicam the
other side of the border. Other obstacles might be related to difficult
gettingrecognition of qualificatiomand a lack ofnformation about labour
and business opportunitigsthe crossborder area.

In general, ballenges related togeography, topography and territorial
specificities influence the overall business envirommt and entrepreneurial
activities Nevertheless, a number of opportunities business creation and
entrepreneurshigan turn these challenges into potenéiedas for growth and
business development
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Opportunities for business creation and entreprepurship

Despite the numerous challenges, previous resgademtifies opportunitiesin
peripheral areadhat are linked mostly to the territorial specificities and
endogenous potential of these arelms particular, specific local assetnd
niches for economic developmemight be exploited bycompanies and
entrepreneurial initiatives.

Natural resources Areas with geographic specificities are usually areas with an
abundance of natural resources, the exploitation of which can contiobilneir
economic activityThe interestn promotinga bioeconomy can play in favour of
peripheral regions that usuallyave important pristine natural resourcasd
endemic specieRResource exploitation fdsiopharmaceuticals, bienergy and
renewable energy are examples Hydropower is an important sector for
mountain areas, offshore wind, wave and tidal energy can be exploited
islands, while energy from biomass can be offered from sparsely populated areas
and solar powercan be sourcedrom outermo$ region$§”. In addition
environmental pressure in peripheral areas may stimulate initiatives to make the
use of resources more efficient (energy, water, waste management, transport)
and to adopt a circular and higycle approach within the economy.

Agro-food value chains Many peripheral areas have wdiveloped value
chains in agrdood, fisheries and aquaculture or forestry sectgv®n if they

face obstacles to promog research and innovation in these secttirs, offer
available presentsnportant potential for growth with regard to the organisation

of emergent value chains that are based on biological resources, new products,
more efficient processes or improved labelling, marketing and distribution of
local products.

Blue Economy. With regard to islands and coastal periphesgions the
increased promotion of thblue economy offers an important potential
relation tothe exploitation of marine resources faodl, nutrition and health
products, the managhentand protection of mamne and coastal areasantime
transport shipbuilding andhe naval industry and services, adase for off
shore activitiesas well agnarine renewable energjy

% ESPON, 2013,GEOSPECSI Inner Peripheries: a soc&ronomic territorial specificity, Final report,
Luxembourg, p. 44Glgersen E, Price MF, Dax T, et al. (2016). Cohesion in Mountainous Regions of the EU.
Brussels: Europen Parliament- Committee on Regional Developmer®ECD (2014). Innovation and
Modernising the Rural EconomyOECD (2017). Northern Sparsely Populated Areas, OECD tdeati
Reviews. University of Aegean et #2013). The Development of the Islarid&urgpean Islands and Cohesion
Policy (EUROISLANDS) Targeted Analysis 2013/2/2 Final Report. ESPON and University of Aegean
University of Geneva et a2012). ESPON GEOSPECS Fiéport, Luxembourg and Geneva.

® University of Geneva et al2012). ESPON GESPECS FinaReport, Luxembourg and Geneva.

5 Communication from the Commission (2012). Blue Growtlpportunities for marine and maritime
sustainable growth. COM(2012) 494 final.
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Tourism. Due to the wealth of natural and cultural assets of most peripheral
areas, tourism is already one of the most important economic sectoasmynof
these regions However, in some regionsincome and growthis based
particularly on mass tourismThere is ahuge potential to establismore
sustainable typeof tourism thaaremore in line with the specific environmental
needs of these territories. Potential to grow and create new venturesirexist
relation tonew and specifitourismproducts and nichesuch as agrdourism,
ecotourism, cultural tourism, whale or bird watching tourism, nemyi or
heritage tourisfif. Also traditional tourism activities showan important
potential to be modernised andcbenenew areas for investmeas well as to
supportthegeneration of companies and jobs through innovation in tofftism

Sports and leisure In some peripheral areas, there exist niche potenhals
relation to typical sports and leisure activities (e.g. skiing, surfing, hikiruga
diving). These activities are linked to tourism, but can also offer potential for
niche manufacturing activities in relation to sports equipment, garments,
souvenirs or related products.

Culture and creative economy.The existence ofdistinctive leritage and
cultural assets (e.g. art, feasts, languages, food, beverages, textiles, handicratft) in
some peripheral regions offers a potential for entrepreneurship and SME
development based on the exploitation of the cultural assetdable for
examplein relation to a niche cultural or culinary tourism. Together with the
opportunities that .eommerceoffers, dypicald local products can be sold not
only to tourists, but also all around the world. In addition, innovation and
collaboration can add value existing traditional artisanal activitie€reative
industries offer the advantage that they can rely on global professional and
digital networks. Ifthese industrieccan be stimulated they offer another
potential growth area.

ICT, digital services aml products. ICT is often perceived as the tool to
overcome the main disadvantage of the areas with territorial specificities that are
remote from economic or services cerftted number of opportunities can be
offered through the use of ICT which can bpaatial solution to the challenges
that these areas fad€T may also be used to enhance coverage and quality of
services of general interest such as health, education.

¢ University of Geneva et a[2012). ESPON GEOSPECS Firport, Luxemborg and Geneva, p. 36.

" Decelle, X. (2004). A Conceptual and Dynamic Approach to Innovation in Tourism. Presented at the OECD
Co n f e dnaovatian an@l Growth in Tourisin, L u gla Septenibé& 2003.

® University of Geneva et al(2012). ESPON GEOSPECSInBl Report, Luxembourg and Geneva,
Luxembourg, p. 34
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Geostrategic asset In particular, outermost regions can build dmeir
geographical positioras an additional potentidbr ecological, scientific and
technological activitiegs they offer highly attractive climate conditipma$ean

air and different natural/cultural assets that might not be availabldhe
European continet. At the same timé& being part of the EU they offer a
secure and stable business environment compared to their neighbouring
countries. In addition, they might attract business hub activities for companies
and entrepreneurs that want to operate incafror Latin America and the
Caribbeaff.

Overall, areas with geographic specificities should focus on exploiting their
comparative advantages and promote aemefficient use of their assets.
Relevant strategiesan puta focus on the territorial dimensicof innovation,
where regions pick up those assets that best highlight their potentials.

69 Mcrit, 2006, The Ultraperipheral Regions of the European Union: Indicators for the Characterisation of
Ultraperipheralityp. 12.
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4 Analysis of policy approaches to
enterprise creation and expansion in
Islands and other peripheral areas

4.1 Existing policy approaches at EU and national levdir
enterprise creation and expansion in peripheral areas

EU and national policies can contributeaddressinghe different challenges of
areas with geographic specificitida. support to territoriatohesion, a number

of programmes and policies halseen put irplace to improve thehallenging
situation of these areas. In the European Uiiod for the 20142020 funding
period there are several EU and national policies that support entrepreneurship
and SME. These policies can assist regions with specificities in improving their
economic developmerdand entrepreneurshipnd increasng their employment

and labour market or their production.

Investments to overcome cohesion and development challenges

A number of ESIF Themati®©bjectives (TO) supported by the European
Regional Development Fund (ERDF) and the Cohesion Fund (CF) are dedicated
to the development of entrepreneurship and SME support.
1 TO 1 Strengthening research, technological development and innovation,
supported by ERDF, aims at increasing innovation in the regions.
1 TO 3 Enhancing the competitiveness of small and mediined
enterprises§YME). This TO is also supported by ERDF.
1 The EAFRD is responsible for supporting SEIt the agricultural sector
under this TO, while the EMFIFexists for thosein the fisheries and
aquaculture sect6t

Building entrepreneurial capacity

Knowledge transfer and information actions through vocatiorahihg and
skills acquisition activitie$ such as training courses, workshops and coadhing
corresponds td O 3 of the ERDF and tmeasure 1 of thEuropean Agricultural
Fund for Rural Development (EAFRD) The measure has been taken up by a
number of Riral Development Programmes (RDP&); example inCyprus,
Spain, United Kingdom, Portugal and others.

O http://ec.europa.eu/regional_policy/en/policy/what/glossary/t/therobtictives
"L Common Provisions Regulation on ESIF (includiFRD) 1303/2013
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Support for labour market, employment and skills

EU policies support entrepreneurship of different social groups,aswbmen,
migrants, sociallyexcluded citizens. The European Social Fund (ESF) in
supporing labour market contributes to actions on employment datour
mobility, through TO8 Promoting sustainable and quality employment and
supporting labour mobility. Furthermore, the EAFRD Reatjoh 1303/2013
(Annex V) foresees alsoneasuresto supportwomen in rural areasThe
European Maritime and Fisheries FulitMFF) supports employmerin coastal
regions, as | ndiprovding supportnto efpldyabilgy agd4 ) |,
labour mobility incoastal and inland communities which depend on fishing and
aquaculture, including the diversification of activities within fisheries and into
other sectors of maritime economy

Support for diversification of businessn rural and coastal areas

The EAFRD suppors measures for entrepreneurship in areas with territorial
specificities through the Rural Development Programmes. According to
Regulation 1305/2013 there are six priorities for EU rural development.
Priority 2imptoang theeconmsnic perforniance of all farms and
facilitating farm resructuring and modernisatian . Il n addition,
f o c u s efacilitating diversification, creation and development of small
enterprises, as well as job creaton U n EMFF, ptionites 1 and 2 focus

on promoting environmental sustainable, resource efficient, innovative,
competitive and knowledge based fisheries and aquaciltBeth aim at
supporting fishing communities to improve their situation and diversify the
business models=inally, priority 5, on fostering marketing and processing
helps withthe capitalisation of relevant produtts

In addition to the abovehere eist groups of specific measurém agriculture

in favour of the EU outermost regions and the smaller Aegslands in Greece.

The POSEI (Programmes of Options Specifically Relating to Remoteness and
Insularity’®) programmes support the European Outermost Regions which face
specific challenges due to their remoteness, topography, climate change
vulnerability dc.

2 Regulatin (EU) No 1305/2013 on support for rural development by the European Agricultural Fund for Rural
Development (EAFRD) (Rural Development Regulation).

8 Regulation (EU) No 508/2014 of the European Parliament and of the Council of 15 may 2014 on the European
maritime and Fisheries Fund and repealing Council Regulations (EC) No 2328/2003, (EC No 861/2006, (EC) No
1198/2006 and (EC) No 791/2007 and Regulation (EU) No 1255/2011 of the European Parliament and of the
Council,Art 6 (1), (2).

" bid, Art. 6 (5).

" The term originally comes from French: Programme d'Options Spécifiques a I'Eloignement et I'Insularité
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Cross-border and transnational programmes

Crossborder and transnational programnoésareas with territorial specificities
are also designetb help alleviateterritorial challenges These include the
Alpine Space OP for instance, whose territoftadus is the Alpine Space, the
Interreg VA Greec&Cyprus, the Interreg SwedéiinlandNorway (Botnia
Atlantica and Nord), theMacronesian Interreg Programme (Madehaores
Canary Islands),Caribbean Area, the Northern Periphery and Arctic, the
Mayotte ComoresMadagascar OP and others.

At European Union level, there exist further policy areas that can have an
influence on SME development and entrepreneurship on islands and peripheral
areas, namelyState Aid and competition rules, public procurement
legislation andax policy. As the specific challenges of peripheral areas hamper
the functioning of the market in many areas, the European Union has the
possibility to approve exemptions in general state aid regulfdrospecific aid
schemes for stragec investments. Some islands and peripheral regiomently
benefit from specific tax incentives or reduced tax rates. There is also potential
to adapt public procurement rules to the specific situation of peripheral areas
wherethere arausually fewerproviders of services and goods.

National policies

Nationalpolicies and support schemes @sobe driving forces to support the
areas with specificitiesn most Member States, national policfes supporting

SME development and entrepreneurship @igned with the ESIF programmes

and with the programmes offered by the EIB and the Enterprise Europe
Network. In some cases,genciesand support schemesuch as Scottish
Enterprise or the GermaB@o mmon Task Ol mproving t he
st r uct (Geneidschaftsaufgabe dverbesserung der regionalen
Wirtschaftsstruktus i GRW) offer support to SME and entrepreneurn
peripheral or disadvantaged are&kwever, most initiativedor supporting

SME and entrepreneurship development in peripheral areas are promoted by
local and regional authoritieas they are better awaretbe specific needs and
opportunities of these territorieAs mentioned before, national policies @dso
support periph@l areas through specific tax incentives or schearas through

free trade zones.

Representative cases of islands and peripheral regions have been analysed to
present the regional approachesnore detail and to identify good practidas
fosteing business development and stimulgtentrepreneurial activitieS hey

are presented in thellowing sections.
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4.2 Introduction to casestudies

Throughout the European Union there are many and diverse apprdaches
supportingSME development and entreprerghip in peripheral areas such as
islands, mountainous areas, border regions or sparsely populated territories.

Six case studies have been selected to show the differentemmriomic,
geographical and institutional situations of peripheral areas inpEufeor each

case, relevant SME and entrepreneurship policies and programmes have been
identified. Good practice examples are presented to demonstrate the diversity of
approaches available to overconmg the challenges associateavith
entrepreneurship andnovation in specific territories.

The methodologyfor elaboratingthe case study examples is based on -desk
research of existing documents, reports, studies and websites, as well as written
consultation and/or phone interviews wiilly local stakeholdergl-2 per case).

As can be observed in Figure 7, the six case sardgsrepresent different
challenges of islands and peripheral regions.

La Réunion (FR) and Canary Islands {Egalthough in different intensitiek

face the challenge of remoteness and lack of accessibility to continental Europe
and large European markets. Vasterbotten (SE) and Highlands and Islands (UK)
are characterised by their low population density, in amditio a certain
remoteness from Europeds <central terr
Mediterranean Islands have to deal with the distance to European mainland but
have different starting points.

Malta has a high population density but, being a Menshtate, can put in place
national policies to foster SME development and entrepreneurship. Crete as one
of the regional island territories in the Mediterranean is neither remote nor has it
an extreme population density. However, it represents a traditistaad
economy with an important activity in the primary sector (efguml, fisheries)

and a relatively strong tourism sector that struggles to find other and diverse
approaches to SME development and entrepreneurship.

The figure below shows the sitian of the case study areasrelation to the

main challenges of peripheral areas, namely remoteness and low population
density.
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Figure 7: Remoteness and Low Population Densitygf Case Study Regions
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4.3 Canary Islands (ES)

Regional Context

The Canary Islands are one of the 17 Spanish regions (Autonomous
Communities). They form an archipelago of 7 islands and cover two provinces.
Two of them are larger islands where the regional and provincial authorities and
many public services are locatébenerife and Gran Canaria); five islands are
smaller (Fuerteventura, Lanzarote, La Palma, Gomera and El| Hierro). In
addition, there are a number of islets without inhabitants.

The Canary Islands are located in Northern Africa, close to the southewf part
Morocco andWesternSahara. They are considered an Outermost Region in the
context of the Article 349 (TFEU)

The ptal population in 2016 was2 million people, with a population density

of 286 inhabitants per KmThe Canarian economy is dominated tburism
related business activities. The main sectors for employmenemtad services,

39



construction, etertainment and sporteeal estate, trade and ret#ilgro-food is
alsoan important sect6t

The Canary Islands as many other regions in Spaisuffer from high
unemployment rates, in particular among young people. Migration of young
people, especially of the highly skillgapulation to other regions (brain drain)

is a threat for regional development.

Specific Challenges and Opportunities

The severCanary Islands are scattered in #higantic Oceanwhich makes it
difficult to create economies of scale iretregion angdin fact results inseven

small markets instead of one. Tlaikeady mentioneghenomenon is known as
0doubl e iTransport @mongtthe éslands and to the external world is
expensive. As a result of af this, the average size @lompanies tersilto be

small. In addition, labour costs are higher in the Canary Islands than in the rest
of Spaid’, and the access to laiglusually a challenge for companiesspsce

is limited",

The Canary Islands atecatedfar from the European continent and closer to
Africa. This distanceleads toimportant disadvantages when it comes to
accessibility and transport costs for goods to be imported or exported to and
from the islands.

Case Study ProfileCanary Islands

Business structure and SME data

High-growth enterprises (growth of | 470

10 % or more)

Average firm size 6 employees

't\)/l Icro enterprises in 2 (2 e Total 0 employees | 1-9 employees| 10+ employees
usiness economy

Number of active enterprises 144214 80575 58200 5439

Growth rates of no. of firms 0.87 3.09 -2.35 4.30

Firm survival rate 3 years (%) 47 4416 5640 7653

® Source: Gobierno de Canarias, data updated on September 2016:
http://www3.gobiernodecanarias.org/empleo/portal/web/observatorio/obecan/tematica/estadisticas/empleadores/
empleadres_informes

"6Los costes de wultraperiferia de | a econom2a canar.
Fundacién Tomillo, 2002, p.11
"Batista Canino and Moreno Perdig-n, OEntorno y actiyv
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Real estate activities activities
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— .
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service activities trade; repar of motor
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Transportation and gorege

SME environment and Framework conditions

Regional National
GDP PPP (EUR) 21500 25,000
Population density (Inh /kn 2849 92.5
Net migration(persons) 9,232 -94,976
Distance from national capital km 2,000 -
Accessibility (index 6100) 24318 4352
Employment rate (%) 490 56.0
Tertiary education (%) 270 34.7
Broadband (%) 71 73

Regional Competitiveness Index (RCI) (Region in red, EU average in blue)

RCI 2016
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In addition, thetw®d capi t al 6 i sl ands have <cl ear
five smaller onesvhich leads to important intraregional disparities

With regard to the economic structure, the region has an important tourism
sector, an important share of public employmeamd a strong retail sector, but
only a low share of manufacturing activities. There is a lack of diversification
toward other sectors. The naval industry and port activity is important but
dominated by the public sector and few larger companies.
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On theother hand, dth the mild climate and geographical features have allowed
importantagrofood and fisheriesactivities to develop.The wealth of natural
resources alsoffers opportunities to developew business activities related to

the bioeconomy anderewable energy sourcédln general, the level of
competitiveness of Canarian companies is rather low and innovation capacities
are low compared to the national or 28 average.

Over the last decadthe Canary Islandfave beemromotingnew opportunities
anddiversification of the economy with important support to clustermderto
promote innovation and modernisation in relevant sectors and to support the
creation of companies in new emerging fields such as biotechnology, water
management, ICT, desigar renewable emgies. Regional and also island
strategies to promote research and innovation have been presanted,
infrastructures such as bioincubators and technology parks texgioit the
value oflocal assets and new technologies.

Policy framework to support SME and entrepreneurship

Supportin the Canares is offered from three differensources a) public
promotion of SMEs and entrepreneurship in generd)) promotion with a
specific focus on innovation and technologgtartups and technologlgased
companiesandc) entrepreneurshipromotion led by fully private bodies.

A. The public support to entrepreneurship and SME is very much led by the
Regional Government of Canariaswhich cooperates very closely with the
Chambers of Commerce,now located on 5 islands. This collaboration has
led, for example to the successful programni€reation of Companiés
which isactive since 1996 and has been getting more and more institutions
on board (Cabildos, national Governmem)l public institutions that offer
support to SME development ardtrepreneurshipre organised in theed
CIDE, a network composedf a variety of institutions and bodies
coordinated by thdnstitute for Technology Canarias. Its objective is to
promote imovation in new and consolidated companiethe Canares. The
participation of Hotel bsiness associations indicates the relevance of the
tourism sectolin the regional economyRed CIDE is a key player in the
region and offers a range of servicesupport innovation:

1 information on financing sources for R+D+l at all leyels
1 information on innovation support programmes for companies
1 information on how to manage innovation in a company

" Batista Caninoanor eno Perdig-n, 6Entorno y actividad empres
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B.

advice to focus innovation projects in companies and suppait Evels,
including the search for external financjgnd

supportfor the organisation and structuring of an innovation company idea
together with the entrepreneur, including the search for external financing.

When it comes to the promotion of innowat and technologyor SME and
knowledgebased entrepreneurship, specific stakeholders are worth
mentioning. The Regional Government of Canarias owns the public company
Institute Technology of Canarias (ITC), which is member of EBN
(European Network of Bugess and Innovation Centres) and of the
Enterprise Europe Network. ITC offers important business incubation and
support services to knowled¢pased entrepreneurs and stgss. Together

with the Regional and Provincial Governments and with ERDfurding, it

has created the Red UPE to stimulate 4tpg in growth sectorsThe
Technology Parkspromote the development of knowledgased companies

and facilitate exchangebetween universities, research centres, companies
and markets. There are three tecbggl parks in Fuerteventura, Gran
Canaria (Foundation of the University of La Laguna) and Tenerife. As an
example, the Technology Park in Tenerife aims to promote efficiently,
effectively and sustainably the creation and development of technology
based andhnovative companies in the island; to do so, it offeesnecessary
space, services and infrastructufée Astrophysics Institute in Canarias

(IAC) is also promoting publiprivate collaboration in the creation of
technology companies and products of high added value and high marketing
potential.

Innovativeentrepreneursiay find support in specific incubators such as:

T
T

two innovative spaces promoted by the Red UPE and ITC, one on Tenerife
Island and one on Gran Canaria

three innovative spaces andne co-working spacepromoted by the
Technology Park in Teneriféitp://www.pctt.es/infraestructurgsoffering
spacedor entrepreneurs and companies

a specificbusiness incubator on biotechnologfUPE BIO) created by
Red UP on Gran Canarfhattp://www.redupe.es)

a virtual bioincubator platform (http://www.bioincubadora.gqu a web
based tool to help entrepreneurs with biotechnology business mkeas
outcome from the INTERREG MAC Projects Biopharmac and Biotransfer
IATEC (http://www.iac.es/iactec.php?opl=244a space for technological
and entrepreneurial collaboration promoted by the Astrophysics Institute of
Canarias.
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C. There is also complementary private support, in particular from a number of
private foundationghat also promote entrepreneurshipy fexample,from
Fundacion Disa, Fundacion Repso] Fundacién Endesa Canarias
Fundacion Cepsa

Apart from the wide array of programmes and schemés promote SME
development and entrepreneurskpainly advisory and information services,
incubators and access to finapanimportant instrument for the promotion of
SME developmenin the Canary Islands is the speciRegioral Economic and
Fiscalframework (Régimen Econdémico y Fiscal de Canarias, REF). Direct taxes
on companies are reduced in comparison to the rest of ,Sysaamne indirect
taxe§®. This frameworkaims to encourage economic development and the
diversification of production. In additiothis frameworkhasled to the creation

of a Free Zone (Zona Especial Canaria) that allows for additional tax benefits to
companies established in the region.

Good Practice examples

Apart from national support policies, Interreg projects, e.g. with Morocco or
together with Azores and Madeira in the INTERREG MAC Programhmeese

been important sources for innovative projects to stimulate business creation,
entreprenarship and startips. Somexamples arenentioned below

The Project TRANSCREA (cbinanced by AcoredladeiraCanarias
programme 2002013) aimedat promotinga network of services to support
technologybased companies in the three regions. The objectrees to create

a network and coordination of agencies and stakeholders, to generate a larger
critical mass for offering specific services (expert advice, venture capital,
technology transfer) and to avoid duplication of services and efforts on each of
theislands.

The two projects BIOPHARMAC and BIOTRANSFER (follemp), both
financed by the AcoreBladeiraCanarias programme 20@D13 focused on a
better coordination among public institutions, universities, companies and SME
support agencies with the aiaf stimulaing economic development based on
biopharmaceutical and biotechnology products. Biotransfer was the fopiavt
Biopharma& andit set up a model of biotechnology research in line with the
c o mp ani ewhith snppatsl the creation of new companies. Both projects
led to theelaboration of strategic plans to stimulate biotechnology-sfatand

80

See Fern8ndez LIl era and Lago Pefas, 66Ul traperiferi:é

panor 8micad, September 2010
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the creation of a virtual @ incubator platform to help entreprenewrgh
biotechnologicabusiness ideas

MACIOBLUE is an ongoing project cdinanced bythe AcoresMadeira
Canarias pygramme 20142020. It focuseon blue growth and promotes the
transfer of technology to help cqaniesin the whole area develop new
processes in blue biotechnology.

A programmethat supportsSME creation by young peoplés the Youth
Guarantee (Sistema de Garantia Juvenil), in which the Regional Government
and the Spanish Ministry of Finantegether with the Chambers of Commerce
offer benefits to entrepreneurs who employ young woPkeltsis co-financed

by the ESF.

There are two additionachemedor SME andentrepreneuraimed at enabling
easieraccess toventure capital the Canarian network of business angels
(RECABA), managed by PROEXCA, and SOGAPYME
(www.sogapyme.coin which offers guarantees to entrepreneurs under certain
conditions.

Approach to support SME development and entrepreneurship

Tourism is stillthe most important sectand also the main focusf SME and
entrepreneurshipupport However,the activities supported are not ortlyosein
the traditional accommodanoor retail sector, but rathem new and innovative
tourismrelated activities such amnergy efficiency solutiondyetter water and
waste management, higher quality tourism, new tourist produdiseiragre
tourism sector andse of ICT in touristiSGME and in the promotion of products
and destinations

However, other sectors aedso actively promoted to become sousaaf new
business creation, entrepreneurship and SME growth. Among tlygedoad
activities and the bioeconomyg an importantbusinesssector being promoted.
The hugebiodiversity on the islands, the natural resources and the existing agro
food sector offer opportunities for entrepreneufbe omnipresence of the
Atlantic Ocean offers new opportunities related to the blue econanay
maritime scientific and business tiadies. Building on the competitive
advantage otlean air andow light pollution, the research centistrophysics
Institute of Canariaslevelops its activities and intentts exploretechnology

spin outs based on optical or precision technologies

81 . . . . .
https://www3.gobiernodecanarias.org/empleo/portal/web/sce/contenido_web_estatico/contenidos_web_sce e
mpleo_garantia_juvenil#usuario%20empresa
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Overall, he Canary Islands are making a big effort to diversify the type of
companies that are being created. The overall context makes it easier to focus on
traditional sectors such as tourism and agriculture, but the main stakeholders in
the region are @aking an effort to exploit the full potential of the region and its
resources to focus on more addedue activities, such as knowledogensive

and technologypased activities.

4.4 Crete (EL)

Regional Context

Crete is the largest and most populous island of Greece, 6@1h812
inhabitants (2016) represemg 5.8% oft he t ot al C O uSituatedy 6 s p
in the southern part of the country,
(2014).

Crete is anmportant tourism hotspotnd tourism is one of the most dynamic
sectors on the island. Being a region with great historical and cultural heritage,
cultural tourism is amddedincentive to visit the island. However, it is not the
only dynamic sector. Agro-food is a very important economic secton the
island, contributing to regional development. According to the regional
operational programme of Crete, agriculture accounts for 19.4% of employment,
while tourism and tradaccountfor 35.4%. Crete hokla high position in the
agricultural sector with the production mainly of olive oil, fruits and vegetables,
as well as dairy productdhe Cretan locally produced agricultural products
have made the Cretan Mediterranean diet famous, which is amoimggtigible
UNESCO heritage icons. Th@omotion of the Cretan diet and of high quality
local products is of great importance for the island, whids already
implemented some actiomsthis direction.

Crete contributes 10% to the GVA of thenpary sectorat national levelThis
percentage can be further improvieg focusing on standardisation, packaging
and promotion of the quality of Cretan agricultural prodiicts addition, Crete
also has a considerable share in manufacturing activities, such asdbssing
and packaging of agricultural products, food and beveragesmetallic
mineral products, metallic products, plastics and chemicals.

Furthermore, theenergysector with renewable energy in particulanas the
potential to develop further and becomea source of economic growth for the

8 https://ec.europa.eu/growth/toalatabases/regionainovationmonitor/baseprofile/regiorkriti
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regiorf®. Renewable energies and reduction of CO2 emissicaprisrity of the
Regional OP ERDF 20142020 of Crete, especiallyith regard tothe energy
efficiency in public buildings, the promotion of actiof® energy saving in

houses, as wellsarenewable energies promotion.

Case Study ProfileCrete

Business structure and SME data

Average firm size

| 2 employees

Professiond, scientific and Administrative and support Mining and

technical activities
Redl estate activities

Information and oommunication_/

ice ativiti .
service activities __quarying

Manufacturing

Electricity, gas, steam and ar

Congruction

Accommodation and food
service activities

Wholesale and retail trade;
repar of motor vehicles and

L conditioning supply

\ Water supply; sewerage, waste

management and remediation
activities

motorcycles

Trangportation and dorage

SME environment and Framework conditions
Regional National average

GDP PPP (EUR) 17300 19,900
Population density (Inh /kn 757 82.5
Net migration(persons) 57 -47,198
Distance from national capital in km 339 -
Accessibility (index 6100) 296 329
Employment rate (%) 525 49.4
Tertiary education (%) 220 281
Broadband (%) 64 (Nisia Aigaiou, Kriti) 65

Regional Competitiveness Index (RCI) (Region in red, EU average in blue)

Business
Sophistication

Technological
Readiness

Market Size

RCI 2016

Innovation

75

Labour Market

Efficiency Higher
Education and
Lifelong
Learning

Institutions

Macroeconomic
Stability

Infrastructure

Health

Basic Education

8 https://ec.europa.eu/growth/toalatabases/regionainovationmonitor/baseprofile/regionkriti
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Specific Challenges and Opportunities

According to the RIS3 of Créte excluding the hotel sectoentrepreneurship

on the islandemains at low leveJ]ssmallin scale and restricteith innovation.
More specifically, the challenge is the lack of business growth that results in
difficulties developing economies of scale as well as organising of production
and the introduction of innoation and product promotion to international
markets.

The main challengedor the region in terms ofSME development and
entrepreneurship can be summarised as follows:

1 lack ofanadequate bamkg sygsem to support entrepreneurship

1 the general instability in the country and the camitadtrols imposed in the
country,

T Crete needs to be more competitive
l.e. tourism, comared to neighbouring countries

1 There is hardly any link between the resbhaaad innovation community
andthe enterprises. Although there are research activities and high research
potential, this is not connected or transferre8ME and other enterprises.

On the other hand, thareas wher@pportunitiesfor entrepreneurshipgan be
maximised inthe region can be summarised as:

1 the already existing enterprises have to be more competitive, especially
regardto tourism and agriculture

1 innovation opportunities need to be exploited and new types of enterprises /
SME/ startups and spiroffs created

1 incentivesneed to be providetb stimulateeconomicsectorssuch as the
retail sector, infrastructure and real estate.

Policy framework to support SME and entrepreneurship

A number of stakeholders support entrepreneurship eteCiSome of them
function at national level antbverthe full country (thus inciding Crete), while
others are regiorcentred. Actors come from the public and private sector, as
well as from norgovernmental organisations.

8 Smart Specialisation Strategy RIS3 Cret&p.
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At regional level, the Regiah Innovation Council of Cretacts as an advisory
institution to the region of Cretan topics réatedto the promotion of innovation

and the improvement of competitiveness. Today ten working groups are in
place, among whichreworking groups dealing with entrepreneurship, tourism,
theprimary sector and development of mountainous areas.

ThePraxi network®® supports technology transfer ®Esand research centres

in Greece so as to enhance the competitiveness of Greek eeterpnd
research labs by connecting research with production, promotion of innovation
and support of entrepreneurship. The Praxi network coordinates the Greek
network of the Enterprise Europe Network.

The Science and Technology Park of Crefé helps and gides enterprises to
unleash their potential through innovatitny,secumg accesgo capital and use
of intellectual capitalpy supporing the interests and needs of enterprisesl
transfering technological advancementso innovative products and rseces.
It also functions as incubattor technologybased startip companies.

The B.I.C. of Crete (Business and Innovation Centre of Crete) is the
agricultural business and innovation centre of Crete It offers consulting
services to private enterprises, especi&MESs local authorities, and public
sector parties to enhance their competitiveness and efficiency. It supports
competitiveness in the region, helps to introduce new technologies and provide
SMEs with access to foreign markets. Among its objectives are the scientific
technical support of enterprises, the provision of incubator services and the
supply of education and training services.

Good Practice examples

A number of programmes, initiatives and projects supp®ME and
entrepreneurship in the region. They are mainly-fithtled projects, as no
regional or national funds alone are dedicated toates

EIF support i loans for Greek micro-enterprises®. Unde the EU Programme

for Employment and Social Innovation (EaSl), EIF and the R#auTr
Cooperative bank signedraicrofinanceguarantee agreement to suppore

than 1000 enterprises in Crete, Athens and Thessaloniki. A total of EUR 15
million will be provided to entrepreneurs having difficulties accessing funding

85http://www.crete.qov.qr/index.php’?option:com content&view=article&id=2688&Itemid=177&lang=el#.WM
J8BDatTY

8 http://helpforward.gr/el/whoweare/id

87 http://www.stepc.gr/indexir.php

88 http://www.eif.org/what_we do/qguarantees/news/2016/easi pancretan.htm
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from traditional banking sources. Beneficiaries will have access to reduced
interest rate loans withoan obligationto provide collateral.

Enterprise+: Innovative Potential Meets Experienc® is a project cdunded
under Erasmus+ with partners across the EU, including two partners from Crete.
It aims at reducing youth unemployment through developing youth
entrepreneurship and employment opportunities. It mainly targets youth between
16-25 yearsld.

Project £ 3 ? A A { dntegrated actions for capromotion display Cretan

Cypriot products and enterprises in Crete and Cyprug’. Funded under the
GreeceCyprus cooperation programme in 200013, the project was an
initiative of Greek and Cypriotic chdmrs of commerce with the airmof

Improving entrepreneurship arttieinternationalisation of local enterprises. The
objective was to promote the branding
buyers and consumers through taiioade promotional activities.

Approach to support SME development and entrepreneurship

The overall policy approach of the region seems to be a combinatseveral
approaches. It is largely basedsupportingthe tourism sector, but also on rural
entrepreneurship. This entails puation of localgoods agriculture, processing,
but also agrd@ourism, culturatourism, agrefood and related services.

Being the biggest and most populous island in Greece, ia asl-developed
research base and has a number of universities, rbseantres, institutions,
technological parks and incubators, as well as Chambers of Commerce, which
promote starups and SME supportto the extent possible. Social
entrepreneurshignd innovation is still rather unexploited

The regiontries to benefitfrom concentrating on its comparative advantages.
Interviews with regional representatives show that to further stimulate SME
development and entrepreneurshgpoperation with universities needs to be
enhanced, so that the region can produce more cotiveaaad niche products.

8 http://enterpriseplus.eniochos.com/index.html
90 http://www.keep.eu/keep/projeekt/11986
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4.5 Malta (MT)

Regional Context

Malta comprises five islands Malta, the largest, Gozo and Comino are
inhabited, while Cominotto and Filfla are not.

This archipelago of islands is located approximateljk®0south of Sicilyand
290 km north of Libya. Malta covers 316 kand has a population of 445,055,
according to 2015 statistics, with a population density of 1,410 person$/km2
making it one of the most densely populated countries on earth.

SMEs and entrepreneurship is a cornerstone of the economy in Malta. Only
approximately 52 companies in Malta are classified as large, every other
company falls within the SME and entrepreneurship category. Accordingly,
Malta focuses policy effortson suppoting SME and entrepreneurial
development, supporting starps and scateps, and helping entrepreneurs and
companies find sources of funding.

Case Study ProfileMalta
Business structure and SME data
Average firm size 9 employees
bM Icro enterprises [ e e Total 0 employees | 1-9 employees| 10+ employees
usiness economy
Number of active enterprises 35474 24,707 8,638 2,129
Growth rates of no. of firms -4.07 -4.35 -2.33 6.98
Congruction
Admi niarativg and
supportservice
activities
Professiond,
scientific and
technical activities Wholesale and retail
Real estate activities trade; repair of motor
vehicles and
Information and communication motorcycles
Accommodation and
food service
activities
Trangportation and gorage
SME environment and Framework conditions
National
GDP PPREUR) 23600
Population density (Inh /kth 1,3524
Net migration(persons) 3,039
Distance from national capital in km -
Accessibility (index €100) 47701

%1 National Statistics Office, Malta (2014) Malta in Figures. Available from:
https://nso.gov.mt/en/publicatons/Publications by Unit/Documents/D2 External Cooperation_and Communica
tion/Malta_in_Figures 2014.pdf
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Employment rate (%) 624

Tertiary education (%) 195

Broadband (%) 80

Regional Competitiveness Index (RCI) (MS in red, EU average in blue)

RCI 2016

Innovation Institutions

75

; Infrastructure
Readiness

Market Size Health

Basic Education

Malta has made a huge effanti mp |l ement i ng t he &6Thi nk
set by the Small Business Act of Europe. The introduction of the SME test in the
legislative cycle should prove to be an effective regulatory reform tool in
preventing goleplating and unnecessary regulatbyrdens. On the other hand,
Malta has not yet implemented all measures envisaged by the Maltese SBA.
This is also in line withthe low response rate of the administration in Malta,
mostly caused by the complex regulatory environfienthus creating
unnecesary costs for enterprises, especially in area of enforcing contracts. In
fact, the unfavourable regulatory environment of Malta for businesses is
evidenced by the low position of Malta in the Doing Business fidekere

Malta is at position 80 in the raimk), whereas most other EU MS are among the
top 50 countries.

According to Deputy Prime Minister Louis Grech, an important share of-2007
2013 ERDF funds were allocated to new investments aimed at benefitting SME,
and the improvement of infrastructure. Wit this period, financial instruments,

for example JEREMIE, had more than 100 milli@JR investment, and

92World Economic Forum, Global Competitiveness Index 2P056
% World Bank (2016). Doing Business 2016: MeasyRegulatory Quality and EfficiencyWashington, DC:
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supported more than 650 SMEIn addition, Aid Schemes for enterprises, were
introduced that reached over 575 enterpirses

In the period 20142020 t he Oper ati onal Progr amme
Growt h and Stimlatisgbprivgt® settqgr investment for economic
growth®, published in March 2015 by the Ministry of Foreign Affairs, is an
operational plan for the implementation of the Cohesion Policy of the EU, for
the priority axis: Enhancing the competitiveness of SME in Malta. This is a
programming document for the prices, with a significanemphasis orfsME

and entrepreneurship, to be impletsgehand financed tbugh ERDF in the
20142020 period.

Specific Challenges and Opportunities

The SME and entrepreneurs in Malta face diverse challenges related to access to
information, awareness of tlagailablesupport programmes, access to European
markets and internationalisation, administrative complexities, access to funding,
and growth in the innovation sector.

One weakness in monitoring the effectiveness of SME amepeneurship
policies lies in the availability of statistical information. Hence specific features
about the effects of policies can be assessed miaynigviewing Eurostatdata.
Efforts are being made to overcome this challenge, as it relies on dimpera
between business and the national statistics office to etimtnep-to-date and
comprehensive information is available.

With regard to opportunities, there are currently many -sfast and a high
number of SME in the IT sector, as well as businepportunities in
manufacturing. Malta has interesting innovation projects, and itedsare
developing slowlyh o we v er | support I's required
phase to the commercial phase.

The development of good business ideas, and acgdydistrong business
proposals, was also identified as a challenge in this regard. It is felt that funding
sources can be made availallewever, the business strategy must be of a high
quality, and this is a capacity that is currently underdevelop€aeimetgion. A
shortfall of mentoring is also felt to contribute to this challenge.

“ Mal t a Today (2017) . Mal t ads abs or mnline rarticler at e
http://www.maltatoday.com.mt/news/national/74993/maltas_absorption_rate of eu funds at 100 #WMj4AMG
8rLIX

% Malt a Today (2017) . Mal t ads ab s or mnlineo rarticler at e
http://www.maltatoday.com.mt/news/national/74993/maltas_absorption_rate_of eu_funds_at_100_#WMj4MG
8rLIX

% 2014MT16RFSMO001
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Policy framework to support SME and entrepreneurship

The Ministry for the Economy, Investment and Small Business together with
Ministry of Finance, is responsible for facilitating and implementthg
regulatory and strategic framework and programme design for the rsugdpo
SME and entrepreneurship.

Malta Enterprise (ME) is the national economic development agency responsible
for promoting and facilitating internationalvestment in the Maltese Islands.
ME is also the national contact point for the Enterprise Europe Net{kziik)
through which companies Isad in Maltacan develop links with counterparts in
other countries.

Other relevant actors in Malta are:

1 GRTU (General Retailers and Traders Union) Malta Chamber of SME,
which is the national representative organisation of private businesses and
has a rée in providing support services to its members, such as business
cooperation and networking

1 The University of Malta and Malta College of Arts, Science and
Technology which are active in promoting entrepreneurship and as a
consultation partner in poliayesign.

The Small Business Act (SBX) adopted in 2011 by the Maltese Government,
is a comprehensive fraework of commonprinciples legislative plansand
policy measureswhich aims to create an enabling environment for
entrepreneurship and SME growtdaving keenadopted as a law, it contains
obligatory legal provisions. Its adoption amsimain principles werenfluenced

by the Small Business Act for Eurdfiea Communication from the European
Commission published on 25 June 2008. SBAvpled the bass for the
implementation of numerous measures, projects and proggamfor
entrepreneurship and SME support.

The Family Business Act, adopted in 20%6th the ' of January 2017 as the
date set for all of the provisions to come into formed precededy the White
paper published in October 2015 by the Ministry for the Economy, Investment
and Small Business, is a polityat aimsto promotethe establishment of new
businesses owned by families and tovte support to existindgpusinesseslhe
policy isfocused on restablishing a supportive regulatory framework.

" Chapter 52 of Maltese LawACT X| of 2011, as amended by Acts XVIII of 2015, XXV of 2015 and
XXVII of 2016. Available at www.justiceservices.gov.mt
%1 Small Business Act for Europe COM (2008) 394
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The O6SME t ewas introguced inn thel lagislative process in Malta in
January 2015A t ot al of three OSME testsdé wer
first quarter of 2016, while morthan 25 Legal Notices required the drafting of

user giidelines and explanatory notés

Good Practice examples

The Business START(B.Start) is a seed funding programme operated by ME.
The target groups are small stapgs with a viable business concewid are in

early stages of development. It is an ongoing funding scheme with an
opportunity for businesses to apply for funds uthtd end of October 2020. In
order to receive funds, the beneficiary should operate in sectors NACE code C,
D, E, H, J, M, NQ, R, S. The maximum aid that may be provided is a cash
grant up tod25,000, whilst the total budget for the programm&5g00,000
divided equallyover5 years.

TAKEOFF Business Incubatori s Mal t ads first I nnovat
the University of MaltaThe TAKEOFF programme delivers a tailored package

of benefits and guidance to entrepreneurs from inside and outside of the
University of Malta.For these purposeBAKEOFF Seed Fund ZAAR has

been established together withe Malta Business Bureau and has a role in
providing grants for teams workg on innovative business ideadAAR is a
crowdfunding platformaimed & providing an alternative access to finance for
startups, businesgrojectsandideas.

MITA Innovation Hub providesaccelerator programmaeshich are usually
bottomup calls for starups that areasked to research, identify and solve a
problem through a business idea based on digital technology; or thematic top
down calk for startupsthat areoffered the challenge of solving a problem in
public administration or wider civil societAccelerator programnsgun twice
peryear, offeringapreseed i nvestment of u22, 000
startups per intake

Bank of Valetta 80V) JAIME (Joint Assistance Initiative for Maltese
Enterprises) Financing Package a programme through which the final
beneficiaries can receive up #600,000. It is a followup programme of BOV
JEREMIE financial package. JEREMIE was impknted inthe period 2007
2013 and was funded through European Regional Development withcdaid
totalling ul5 million disseminated to enterprises.

992016 SBA Fact Sheet for Malta, European Commidiaf; Ares(2017)48945930/01/2017
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Trade Malta, is a public private partnership set up between the Malta Chamber
of Commerce, and the government, for investing moreth@n0 0, 000 o f
funds for the development of a knowledge platform for $¥1E his knowledge
platform focuses on assisting SME iniéng exports and internationalisation

of product3®.

The Ministry of Education and Employmentis working on a programe that
helps incorporate entrepreneurship education in schools fraz K

A Microsoft Innovation Centre was launched in Malta in 2018 cooperation
with the government of Malta and the University of Maltdne centre offers
courses and training, for entrepreneurs with a focus onugiarin the early
stages of their development.

Malta Communication Authority is a national agency regpsible for
regulation of telecommunications, works in digital business, digital inclusion,
and in promoting innovation initiatives.

Approach to support SME development and entrepreneurship

Malta being a country can develop its own policies in line wghneeds and

does not depend on any mainland national authority, as in the case of Crete,
Canary Islands or La Réunion. This canseenin a welldeveloped SME and
entrepreneurship framework.

The overall policy approacko entrepreneurship and entegaricreation and
expansionin Malta is twofold. Firstly, Malta is highly dependent on the
instruments available vidhe European Regional Development Fuad funding
allocated byEU Cohesion Policy is regularly distributed me programmes,
projects and masures envisaged in a process with high level of strategic
planning and foresight. Additionally, Malta has a strong institutional framework
for implementing initiatives that should promote enterprise creation and
expansion. The Small Business Act of Maliidl be fully implemented by mid
2017, except for a survey compilation by entities servicing SMEs. The Act has
in itself enshrined the Think SmadHiirst principle Consultation Council and
now the establishment of the College of Regulators.

10 Times of Malta. (2017) Trade Malta Invests in SME PlatformOnline Article

http://www.timesofmah.com/articles/view/20170312/busingssws/TradeMalta-investsin-SME-
platform.642191

Times of Malta. (2017) Trade Malta |Invests in SME PlatfornOnline Article
http://www.timesofmalta.com/articles/view/20170312/businesss/TradeMalta-investsin-SME-

platform.642191
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Malta has sbng nonpublic partnersactive in developing and implementing
programmes for entrepreneurship suppdrtthus has a certain comparative
advantage as private entities tend to envisage support sclieatearenot
dependent @ public policies in placecreating opportunities for enterprise
creation and statip support.

Overall, Ma | tappdoach tcSME and entrepreneurial poy is manifold and
not limited to certain sectors. The approach is based on the following factors:

1 Promoing innovation projects, in particular in renewables and
bioeconomy, while continuing to support industries that have been showing
success such as TTthrough funding and enabling access to finance.
Encouragng startups, as well as growth in enterprises already established.
Improving the process for accessing finance for SME, i.e. making it more
easily accessible and making the application process more efficient.
Concerns over money laundering and other issues create very longgwait
times for financing approval, and constrict SME (for example through rules
regarding foreign / domestic ownership etc.).
1 Improving the scope and depth of data collection in order to allow more
tailor-made policy analyses to help guide regional developmen
1 Continung to focus reducing administrative and other barriers for
enterprises.

= =4

4.6 La Réunion (FR)

Regional Context

La Réunion (Reunion Island) is an outermost islavith 850,996 (2016)
inhabitantdocated in the South West Indian @oe 800 km easif Madagascar.

Its administrative capital is Saibtenis. The island is both an overseas
department and an administrative region of Frandéis particular
administrative status is known as DROM, i.e. Départements et Régions d"Outre
Mer'® Since 1997 La Réuwmion also has the status af outermost regiofl®
which, inter alia, entitles the territory to recels8IF support.

192 5ee data froISEE 2016https://www.insee.fr/fr/statistiques/2412290
193 As defined by articles 349 and 355 of the Treaty on thetfumirg of the European Union
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Case Study Profile La Réunion
Business structure and SME data

It\)/l Icro EMHENEIEES (7§ AE TEmEE Total 0 employees | 1-9 employees| 10+ employees
usiness economy

Number of active enterprises 50924 38858 10,714 2,160
Growth rates of no. of firms 5.25 784 -2.00 -041

Mining and quarying

Water supply; sewerage, waste
Administrative management and remediation
Professiond, scientific and and sipport Manufacturing activities
technical activities service
activities

Redl estate activities

Information and communication Congruction

Accommodaion and food ®rvice

activities Wholesale and reail trade;
repair of motor vehicles and
motorcycles
Transportation and gorage
SME environment and Framework conditions
Regional National
GDP PPP (EUR) 19200 29,300
Populationdensity (Inh /krf) 3361 104.5
Net migration(persons) -5,5602 59,285
Distance from national capital in km 9,365 -
Accessibility (index €100) 596
Employment rate (%) 461 63.7
Tertiary education (%) 196 33.1
Broadband (%) 61 77

Regional Competitiveness Index (RCI) (Region in red, EU average in blue)

RCI 2016
Innovation Institutions

75

Business Macroeconomic
Sophistication Stability

Technological

; Infrastructure
Readiness

Market Size Health

Labour Market
Efficiency Higher
Education and
Lifelong
Learning

Basic Education

As recognised in Article 174 TFEU, the specific nature of island territories such

as Reunion Island entails certain economic and social handicaps. Other
exogenous factors, (e.g. the financial crisis or the political instability of the
closest neighbouringountries like Madagascar) may also have negative self
reinforcing impacts on Reunion | sl and
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may stem from Reuni on | sehtranchkdecondmicst or
model, partly derived from postcolonial economapproaches.

The tourism industryre pr esent s one grimaRReconomon | s
drivers (turnover 2014: EUR 846 million; 7,000 direct jobs). Currentlis it
orienting itself more to sustainability. The ainmo f Reuni on S

developments in tourisris to becomethe Costa Rica of the regidfi. The

main paths of development of the industry involve a closer integration of local
providers €.g. organic farmers, fishermen) to create skoduits, diversifying

the offerof servicesand extending tourisactivity beyond the high season by
increasng t he vi si bgsdpdciticies (0% df theaslanslfistedhas d 0

a UNESCO World Heritage site, since 2010) aedordinglypromoting ece

tourism (ecolodges). The objective is to attrase million touristsannually in

2020. However, dependency on tourism activities is also considered as a pitfall
due to the industrydos seasonal wilt y. TI
contribute tcanavoidance of thessues linkdto economic monoculture.

Foll owi ng t he E Gbbdtomadandcplapdiasedagroathdtos t e r
economic and sociatlevelopmerd in a wider territorial dynamic Reunion

Island worked out a regional competitiveness strategy calkedtte 2014

2020%: A Policy to Foster Reuain | sl andds J @ bhera@ibemp et i
referred to as the Pacte.

Specific Challenges and Opportunities

Four main pressing challenges have been identified iRdlote 20142020

a demographic challenge;

an environmental challenge (notably climathange and sea level rise)

an energy challenge
the challenge of globalisation

=A==

If those challenges appear rather general and also impact numerous other regions
of the world, Reunion Island, due to its specificities, is particularly affected.

Re uni on ddmsdrapghypregsents both positive and negative facets. Over
30% of the population is below the age of 20 (in comparison to 25% in mainland
France) and the natality rate is also
even foresee that the population will reachmillion by 2030. However, the
number of jobs and enterprises created does not absorb the number of labour

1% nterview with a Nexa representative.
195 hitp://ec.europa.eu/regional_policy/sources/policy/themes/outenegisns/pdf/reunion_fr.pdf
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market entrants. Only four young people out of ten find a job after finishing
their studies (2013), and 43% of the youth is unemployed in the island
Moreover, despite a high quality and diversity in the educational system, 33.7%
of young people (between the age of 16 and 29) left school without a diploma in
2013 (in 1999 this was 54.3%ih 2013, 177/% of young people graduated from
University, whichrepresents a significant increase considetimagt this was
9.9% in 1999° Nonethelessl.a Reunion remains one of the French regions
with the lowest Bare of University graduatfs The brain drain of young
people, in particular the most qualified,t@inand France is a major problem,
notably for local enterprises searching for a skilled workforce.

Population increase is likewise tightly linked wignvironmental challenges
notably an increased pressure on resources use, especially:

1 water territorial and seasonal disequilibriuraf rainfall patterns low
aquifer levels

91 land decreasing land surface for agriculture usagethe expense of
urbanised areas (urban sprgwdnd speculatignincreased need for social
housing (a need estimated to be 2 tin@es supaor to any other French
region);

1 food supply:as of 2014, the island is considered -seifficient (3/4 of the
domestic consumption is covered by localbyurced productions) but the
island is progressively shifting from an agricultural econdma tertiary
economy.

Moreover, ssues of waste management (relatively low recycling rate and
landfills almost saturatedjre already pervasive on the island. These problems
are further accentuated by taege (masshourism industry.

Energy consunption is expected to follow the demographic trends and tourism
prospects. Reunion’s island dependency on imported fossil fuels requires a
significant and genuine engagement from public authorities toward a low carbon
economy. Renewable energies, marine aothr in particular have a bright
future in Reunion Island, which plans to be carbon neutral and energy
independent by 2030.

In line with the four previously reviewed challenges and opportunities, several
nonnegligible elementghat influenceSME and etrepreneurship policy are
detailed. For instance, emphasis should be dremine welldeveloped,but
ageing and rapidly deterioratingue toharsh climate conditions and seismic

198 See data froMISEE 2016https://www.insee.fr/fr/statistiques/2412290
197 See datdrom INSEE 2016https://www.insee.fr/fr/statistiques/1908447
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risks) transport systems Two airportsconnectthe island with the rest ohé
world, with a network of motorways ensurimgficient inland circulation. Three
telecommunicationhighways (submarine cables linking Madagascar, Reunion
Island and Mauritius to the rest of the world) also contribute to the strategy for
the regional exansion of broadband access.

Policy framework to support SME and entrepreneurship

As an overseas region, Reunion has more powers and broader competences than
mainland regions. Nonetheless, France is a member state without legislative
powers at the subational levels. Consequently, entrepreneurship and SME
policies aredecided at the ri@nal level. Three main institutional authorities
sharecompetencefor supportto entrepreneurship and SME in Reunion Island:

1 At the national level, théMinistry for Overseas Departments and
Territories performs three types of missioimcluding contributirg to the
territoriesd6é social and economic de
instance.

1 At the regional levelthe Regional Council which isnotably in charge of
European affairdERDF, ESF,Interreg and of determining, within the
national framework, the main policy orientations in the region.
Nonetheless, as an oversea territory, the regional authority has a particular
status and playa key role in implementing spatial planning and economic
development policié&®

1 At the local levelthe Departmental Council is a bridge between citizens
and higher administrations. The Council coordinates the functioning of all
public services, decides upon the budget allocation and directs the
implementation of selected projects.

The role of several suppt structures is also essentiblexa Agency® is the
regional innovation and development agentynvestment and innovatioand

has five main missions:1) observe and report on the state and needs of
Reunion’s economy, 2) foster innovatiby supportingrelevant initiatives and
entrepreneurs with high potential, 3) identify forwdinchking initiatives and
economic patterns, which may bring solutions to tackle tedend tomorrow’s
challenges as well asuccess stori@s4) promote the region at the énbational
level and foster its attractiveness,dgcompany and finance innovative business
projecs throughout the business creation procéssovons La Réunionis a
portal created by Nexa to present the regional strategyh@wbncrete actions

108 htp://www.reunion.developpemedtirable.gouv.fr/scherg-amenagemeregionatsarr76.html
109 htp://Iwww.nexa.refindex.php?id=14#content
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that ae implemented to foster innovation. The platform also intends to orientate
innovative project holders in the management of their initiative.

The Association for the Industrial Development of Reunion (ADIR) promotes
local industries, their products andmkforce. The association also sets an
intermediary between the industriesterprises (211 affiliatesepresentednd
public authoritiesin order to create a favourable environment for industrial
development.

The Chamber of Commerce and Industry (CCIl) is a public institution,
considered by law as the State’s intermediary bdtie. CCl works in close
cooperation withUBIFRANCE (French Agency for International Business
Development) Jointly they create or financpublic and/or private vocational
institutions.Moreover, the CCI of Reunion is the designdiaderprise Europe
Network& local contact poinfThe CClhasalso created ao-working space
Transfo, which hosts entrepreneurs and 4tpst dedicated to newmformation
and communicatiotechnologies.

Finally, several key groups are shaping the entrepreneurial ecosystem of the
island:

1 The Cluster TEMERGIE is an innovation awardinning'*° cluster of
renewable energy projects, thesnainly gather SME and micro
entrepreneurs, research centaiad local communities

1 Qualitropic is the competitive cluster of the French overseas
departments. It is an independent body which unites various actors (but
mostly companies) around one shared topic of interéstipical
bioeconomic8in the aim of promting competitiveness, performance and
economic development

1 Two mainscience parks which count withincubators for knowledge
based companiesare also established in Reunion Island, Technor and
Techsud.

Good Practice examples

Many public interventions developed in Reunion are tai@de to the different
ewmnomic sectors targetedConsideredas best practice examme SIVES
(Sch®mas doéinterpr®tation et de val or
interpretation andpromotion of eotourism) are used by the authorities to
develop an integrated approach to territorial development. SIVEs notably allow

1101 n t h e erniit&ialrArichogagetin areas facisgpeci f i ¢ chal l enged category.
theFrench Delegation for Territorial Development and Regional A¢iikTAR) in 2009
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communes to promote their specific territogg( the volcanic are@Piton de la
Fournais and their identity in the midst of a vad economic development
framework™. To support new entrants the fishing industry, the regiorhas
also created an investment fund (EUR €00) so that individual professional
fishermen can develop their activities.

ADIE (Association for the right to énomic Initiative), whichis based on
Professor Muhammad Yunus® Grameen Bank model, alsiesaut numerous
projects supporting entrepreneurs. Furthermore, ADIE supports social business
entrepreneurs andadvocates for the improvement of the institutioha
environment for microcredit. While funding remains a key challenge for
entrepreneurs, initial investments are also getting smaller and smaller. In fact,
58% of the enterprises created in 2014 were laethavith a capital inferior to

EUR 8,000 and 32% whtless than EUR @00. Along those lines, various micro
finance institutions such as Réunion Actifdie and Créasol have emerged in
responseo the growing need for very small loans. Both institutions are under
the control of the programme (managed by Regional authority) NACRE

( Nouvel Accompagnement pour | aNe@r ®at i
Support for Business Creations and Takegvers

PREFACE is an initiative managed by the General Council (Department), which
is dedicated to helping people jmmecarious situatiawho would like to start
their own business activity. A grant is given to selected beneficiaries covering
expenses related to project feasibility and the-sgautreation itself.

INTERREG V Indian Ocean consists of the cooperaidntwo outermost
regions (Reunion Island and Mayotte) aed other countries (The Comoros,
Madagascar, Seychelles, Mauritius, Tanzania, Mozambique, Kenya, India,
Maldives, Australia). The programna®ntributes to the implementation of the
Strategy Europe2020 and, notably, supports the competitiveness of export
oriented SME and networks of innovators in Reunion. The main priorities of
present relevance are the support for raising the skills level in the area and
support targetingSMES capaci tyt theoregi@nalpratiomhl aad
international levels.

Initiative Réunion Entreprendr@ is an association funded by the European
SocialFund within the national programndmployment and Inclusi@{2014

2020). The aim of this association is to creaesupport platform for
entrepreneurs, financing projects and providing guidance. Its two main
specifcities are the local anchorage (the association is autithe territory
since 1992) and its partnership cul tu

1 hitp://www.recherchenaconnais.org/tl_files/irvsm/pdf/Collogues/6eRencontresMacon/Germanaz.pdf
12 http://www.initiative-reunion.fr/nospretsd-honreur.html
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entrepreneurs are the different types of zero interestdnatgour loans) for
which no collaterals required.

Approach to support SME development and entrepreneurship

The overall policy approach to entrepreneurship and enterprise creation is
articulaed around three main focus areas, namely:

1 tropical bio-economy
1 experiential ecotourism
1 territorial agility and positioning.

Reuni onds appr oa dropicdl moveaanahnyintdndsdotremewi n g ¢
primary and industrial sector practices in sectors which are facing a structural
and endemic crisis. The approach has been selected as a way to prevent or
minimise tradeoffs between a vulnerable natural ecosystem and attempts to
satisfygrowing social needs. Reunion Island particularly stands out thanks to its
diversified agreindustrial sectors, their dynamism and performaricea
relatively rare feature of small and isolated islands. Relevant initiatives include
the support of traditiodaagrarian practices, crops and processed products
(sugar, rum, coffee, Bourbon vanilla, fish products), supporting small farmers or
producers while making sure thae benefits and added value generated remain

on the island. The focus on tropidio-ecanomy also entails the development of
economic suisectors that create jobs around actions oriented towards the
restoration of the natural environment. The creation or development of
enterprises specialised in indigenous or endemic seed production, forestry
plantation and maintenance is for example targeted. Furthermore, there is great
potential in fostering agro ecology (also extended to the marine environment)
and mobilising biodiversity resources as a tool for wealth generation (in the
health sector fomistance).

The second line of action isxperiential ecotourism (ecotourism, etourism

and emotional travel experiences), that relies on Reunion Island’s remarkable
comparative advantage: an outstanding natural heritage, tropical climate and
culture. Toursm has an immense growth potential to create diverse jobs and to
support the development of other sectors through integrated approaches, such as,
inter alia, thedevelopment of farming, traditional anddustrial production,
services, commercédjgital sdutionsford evel oping the island

Third, territorial agility involves positioning Reunion Island as tropical

European development platform for productive activity ideas, within the realm
of a knowledgebased, digital, loncarbon economyReunion Island can draw
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advantage from its entire human, social, technological and chrakztied traits.
Innovation and oubf-the-box thinking are the main pillars.

In short, key success factorsof an effective policy approach to
entrepreneurship and enterprise creation and expansion in La Réufitdn are

developng and mobilising local talent;
giving local ideas and projects a chance, the importance of proximity of
businesses, public authoritied resourcesand recognition of the value
of very small projects;
1 identifying and reinforcing the role of informal networlksg. communities
of innovators);
1 fostering business cooperation as well as developing inclusive and
collaborative goverance stuictures and mechanisms;
1 streamlining administrative services and creating effective communication
streams between institutional actors and-imstitutional ones.

T
T

4.7 Highlands and Islands (UK)

Regional Context

The Highlands and Islands of Scotland is tleethernmost region of Scotland,
which, broadly speaking, includes the Scottish Highlands, the Orkney, Shetland
and the Western Isles. It covers 51% of the landmass of Scotland, but only
accounts for 9% (462,000) of the Scottish population, with aeragy
population density of 11.8habitants per kfn Most parts of the Highlands and
Islands are classified as predominantly rural. Onlernessthe region that
comprises the largest town and only settlement over 25,000 inhabitattis

area is classifed as intermediate.

In spite of the low population density and peripherality of the region, the
Highlands and Islands of Scotland edorelatively well bothin terms of
employment rates and entrepreneurship and innové&iowhen compared to

EU, UK and Sctiish averages. Businesses in the Highlands and Islands operate
in a diverse range of sectors, from traditional land management or rbased
activities such as agriculture and fisherigsough to tourism, the manufacture

of high-tech niche products, and creative servieesh as photography and web
and graphic design.

113 As described by a Nexa representative in an interview.
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The need for a tailomadepolicy approach to rural and peripheral regiovas
realised early on in Scotland. Suppartrural areas has evolved continuously
since the Sixties, led by various reforms at EU and UK levels. Specific concerns
relating to rural businesses have persisted since the 1®Big$ recognie the

need to diversify and grow rural economies as welhasdifficulties faced by

rural business, including infrastructure challenges and skills shertage

While acknowledging the challenges faced and vital role played by rural
economies, rural Scotland is no longer set aside as something différent
appro&h is moving rather away from specific strategies for rural Scotfdnd
Nevertheless, Scotland has a number of bodies that guard over the interests of
rural Scotland such as the Scottish Governreesdited Rural Development
Council, the Scottish Rural Painent and, following the May 2016 Scottish
electiors, two Cabinet Secretaries covering rural issues.

Case Study ProfileHighlands & Islands

Business structure and SME data(SME and enterprise data from the Scottish government (2011) in
Highlands andslands in Numbers (2013) Highlands and Islands Enterprise: Inverness

Startups per 1,000 populations 3.5(against 2.8 for Scotland)
Total 0 employees | 1-9 employees| 10+ employees
Number of Business sites 25,525 5,940 15,570 4,015

Administrative and support—  Mining and
service activities _\ quarying

Professiond, scientific and
technical activities

Electricity, gas, steam and
air conditioning supply

-

Manufacturing
Redl estate activities Water supply; sewerage, waste
management and remediation

Information and communication activities

; Congruction
Accommodation and food 7"
service activities
Wholesale and retail trade;
repair of motor vehicles and
motorcycles

Trangportation and gorage

SME environment and Framework conditions

Regional National average

GDP PPP (EUR) 25600 29,900
Population density (Inh /kth 116 266.4

Net migration(persons) 559 316942
Distance from national capital in km 914 -
Accessibility (index 6100) 59 (Scotland) 673
Employment rate (%) 764 719
Tertiary education (%) 416 40.6
Broadband (%) 84 (Scotland) 88

114 Rural Policy Centre, 2016. Rural Scotland in Focus 2016.
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Regional Competitiveness Index (RCI) (Region in red, EU average in blue)

RCI 2016

Innovation Institutions

Macroeconomic
Stability

Business
Sophistication

Techneological

Infrastructure
Readiness

Market Size Health

Labour Market
Efficiency Higher
Education and
Lifelong
Learning

Basic Education

Specific Challenges and Opportunities

Despite a generally strong track record of entrepreneurship and innovation and
many entrepreneurial individuals and innovative companies, the Highlands and
Islands face a number of challenges. These are in the area of

attracting and retainingn particubr, skilled workers in the regign

raising the level of growth ambition of rural firms, which have thea
inward looking attitude

building entrepreneurial capabilities

surmounting the distance from customers

Improving access to networks

reducinghigh transport costs

improving the still poor IT infrastructuye

tackling the lack of R&D investment and increasing the number of
enterprises participating in R&D and innovatiartiaties.

=A== = =

Concerning the last point, innovation in Scotland, in geneed, dften been
characterised as a conundrum, with a high performing academic sector but
lagging business innovation performance in relation to research and
development.

The Rural Development Countil, following a wide consultatioprocesson
the contribut on o f rur al busi nessesidantdiedScot |
four steps of necessary change:

115TheScottishGovernment,ZO]Ch.ur Rur al Future: The Scottish Governr

Rural Scotland consulian (online at:http://www.gov.scot/Resource/Doc/344246/0114504.pdf

67


http://www.gov.scot/Resource/Doc/344246/0114504.pdf

. developing leadership skills and business ambition;

. adding greater value to the products and services of all rural businesses
(which could be done by businesses acting on their own, or working in
collaboration);

3. arequirement for all public bodies to make tendering processes easily

accessible and manageable foradl businesses to bid for contracts;

4. clarification of roles and responsibilities in relation to business advice and

support, especially for social enterprises and small businesses.

N

Policy framework to support SME and entrepreneurship

A large number oftakeholders support businesses and business innovation in
Scotland, involving several layers of support (EU, UK, Scotland, Highlands and
Islands, local level), which is why the available support landscape has
sometimes been criticised for its fragmentatand duplication oéfforts For

the near futurea new Scotlanavide statutory boards therefore plannetb co

ordinate the activities of the two Scottish Enterprise Agencies, including
Scottish Development International, Skills Development Scotland thed
Scottish Funding Council. Alongside nationally available business support
services, there are regional and local business support programmes in some parts
of Scotland. The most important stakeholders are:

The Scottish Government® has recently launckea new Scottish Growth
Scheme f ocus ed -sage, higimgeowth potential eoenpahigs, with

clear export plans, particularly in technoleigyensive firms and businesses in
emerging markets such as Fintech®. T h e
related initiatives such as a new RBgifferendum Business Network to provide
information and support to businesses affected by the EU referendum, the
commitment to deliver 100% superfast broadband coverage by 2021, funding

for SMEs, the offer of ondo-one support t&&MEs with growth potential, and

an expansion of the Small Business Bonus Scheme. The Government also
directly finances business infrastructure projects.

Scotland has two enterprise agencielghlands and Islands Enterprise
(HIE)*" and Scottish Enterprise™® for which the Scottish Government sets the
strategic direction. The agencies have a statutory duty to undertake economic
development, HIE in the Highlands and Islands and Scottish Enterprise in
lowland Scotland, but both enterpriseeagies also specialism different
nationwide support offers. HIE offersts clients access to a number of

118 https://beta.gov.scot/policies/supportingsiness
17 \www.hie.co.uk
118 hitps://www.scottiskenterprise.com
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entrepreneurship support programmes, training courses and activities aimed at
entrepreneurship skills development and providing networking optesin

Other important agents that support SME developmeneatrdpreneurshipre

the Business Improvement Districts Scotland (BIDS)httgs://bids
scotland.coryy Interface  Scotland h¢tp://www.interfaceonline.org.ukj,
Scotland Rural Development Programme and LEADER Local Action Groups,
as well as Chambers of Commerce.

Good Practice examples

There are several good practice examplath regard to promotion of
entrepreneurship.

The entrepreneurship support programme is delivered jointly by Scotland
Enterprise and Highlands and Islands Enterprise and includes a number of
initiatives to build the ambition and confidence of entrepres)eand teach the
skills requiredto commercialise business ideas and accelerate growth. The main
focus is on companies with growth potential. Among others, the following
support is offered

1 Access to the MIT Entrepreneurship Development Programme and MIT
|l ndustri al Li ai son Progr amme, dr awi r
the Massachusetts Institute of Technology (MIT). It involves avoeek
intensive residential executive education course at MIT in Boston and
access to MITs research and knowlettgasfer programme.

1 An Entrepreneurial Academy offering workshops on key business topics
including sales, executing a digital strategy and pitching for investment

1 A SCALE summer school on business development from business idea to
scaling up for growth.

Entrepreneurial Spark is a pilot accelerator programme offered by HIE in
partnership with Entrepreneurial Spark (NGQ@)is a free virtual accelerator

which enables entrepreneurs in the Highlands and Islands to remotely access
advice and support to help etm commercialise their business idea. Each
participant on the piloisal | ocated an O0enablsahed as
entrepreneur assess the strengths and weaknesses of their business idea and carry
out research and other tasks to make sure their pgraduservice is fit for
purpose and ready for their market. The enabler maintains regular contact with
participants by telephone or Skype throughout the duration of the pilot and
facilitates access to mentors drawn f
provide specialist advice on topics such as cyber security or cash flow as and
when required or necessary.
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The CAN DO SCALE programme'*® is designed for Scottish entrepeurs

either looking to staxtip or scaleup to a globally successful company. The
2016 programme included intensive teaching sessions, guest lectures, case
studies, team building exercises and -tmene counselling as well as
networking opportunities

Developing the Young Workforceis Scot |l andds new yout:
strategy?® contributingto raising youth employment in the regiolt.alsoaims

to plant the seeds of innovatiam school childrenThe strateggencompasses a

number ofinitiatives includingthe introduction of thedOpportunities for Ald
commitmentan offer of an appropriatdgze in learning or training to all 1

year olds not already in employment, education or trainiig, Youth
Employment Scotland Fundvhich offers recruitment incentives to help
employers employ young people, and Community Jobs Scotland which
organisegob placement opportunities for young people.

Approach to support SME development and entrepreneurship

The Scottish Government Economic Strategy focuses strongly on growth
compani es, growth markets and growth
SmartSpecialisation Strategy}. The growth sectors are defined as

1 renewable and fossil energy, with renewables being especially importa
the Highlands and Islangds

1 life Sciences, where the Highlands and Islands of Scotlamdeen rapid
growth over the last ten years

1 foodprocessing (including beverageshich is already today an important
sector in theHighlands and Island®gion

1 creative industries, which maken important contribution to the economy
and cultural life othe Highlands and Islands

1 (sustainable) tourism

1 financial and businesservices, where the Highlands and Islands
consistently hi levels of performage that outstrip other UK sites;

1 higher education sector.

In general, there is an abundance of support availabl®oth stadups and
businesses at a more advanced stage of development. The experience from the
Highlands and Islands illustrates that supporting businesses located in rural,
peripheral and more spsely populated areas requiréamlored support that

119 http://www.cando.scot/scale/

120 hitp://www.gov.scot/Publications/2014/12/7750/2

121 Reid, A., 2012.A smart, sustainable nation? A review of Scottish research and innovation policy in the
context ofthe smart specialisation agenda.
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places a greater emphasis on accessing knowledge (on market possibilities,
technologies and possible partners) and raising management capabilities and
hence levels of ambition. Businesses in very remote parts can now also access
support via a virtual acceksor.

Nevertheless, it must also be recognised that in reperipheral areas often the
reason for supporting companies is not the pursuance of a growth objective but
ratherthe securing of jobs. Also the strong focus in Scotland on only a selected
numkber of (growth) sectors ignores the reality of the situation in rural areas.
Remote, peripheral and sparsely populated regions are fragile areas that require
a more time and hencgcost intensive approach than urbanisedinterparts

which can be justifiedby the fact that rural businesses are vital the
sustainability of rural communities.

4.8 Vasterbotten (SE)

Regional Context

Vasterbotten in the North of Sweden is among one of the most sparsely
populated and most peripheral areas in Eurdpe region has onl263,378
inhabitants and a population density of about 3 inhabitants pek2a16). In
particular the inland areas are sparsely populated compared to stal evaas
which host the majotowns of the regionTr adi t i onal écgnontyhe r e
has beendominated by forestryenergyand miningwith larger companies in the
towns along the coast and many micro and small enterprises .infaegde
characteristics challenge economic development duelatge regional
differences,limited numbe of economic actors, low levels of agglomeration
economies due to large distances between the economic actors and high
vulnerability due to sector concentratith

Nevertheless the region of Vasterbotten is home to succeSMis and
entrepreneurs. Theegion aims to further enhance business development and

i ncrease entrepreneurship. The r-egi on:
20 (RUS}* and the Regional Innovation Stratéfyset out the main objectives

for current business and entrepreneurship suppbese policies mainly focus

on networking between actors in the region and actors outside the region, sector

22pybois, A. & M. Hedstrtn ( 2015) fAA spatial perspective on Small
ithe case of Swedi sh NGIragHd alniddia tiino nMcadnodn aBabtiedfpeedd)s Rur
London

123 Available  through: http:/regionvasterbotten.se/vgpntent/uploads/2012/08/V%C3%A4sterbottens
1%C3%A4nsRUS-20142020.pdf

124 Available through:  http://regionvasterbotten.se/vgontent/uploads/2014/03/Innovationsstrategi
2014%E2%80%932028ntagen.pdf
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diversification and inclusive growth allowing all types of inhabgantbenefit
from economic development.

One of the six main objectives ihd regional development strategy is ptace
based business developmemiatsbaserad naringslivutveckling With this
approach the region airemong othethings, to:

1 develop entrepreneurship in the more traditional economic sectors in the
region as welhs in cultural and creative industries;

1 invest in accommodation facilities and increase the accommodation
capacity;

1 invest in smart and innovativenergy infrastructure that enables better use
of regionalassetand export of renewable energy.

Skelleftedis the second largest town of Vasterbotten with around 32,000
inhabitants with a clear strategic development strafédyluch like the regional
strategiest hi s | ocal strategy takes the re
supporting entrepreneurship aBME developmentvith a regional perspective

Case Study ProfileVasterbotten

Business structure and SME data

New enterprises by 1,000 populatior 9.0(against 11.6 in Sweden)
(Regional statistics

Average firm size 10 employees

Administrative and s1pport _ Mining and quarying
service activities [—
Professiond, scientific and
technical xtiviti&e\

Redl estate activities

Information and communication Manufacturing

Accommodaion and food ®rvice Electricity, gas, seam and
activities air conditioning supply

Transportation and Wiater supply; sewerage, waste
storage Condruction management and remediation
activities
Wholesale and retail
trade; repar of motor
vehicles and
motorcycles

SME environment and Framework conditions

Regional National
GDP PPP (EUR) 31300 33,700
Population density (Inh /kfh 34 23.8
Net migration(persons) 1,929 76,560
Distance from national capital in km 771 -
Accessibility (index €100) 37812 51
Employment rate (%) 743 74.9
Tertiary education (%) 37 38.7
Broadband (%) 85 87

125 Available throughhttp://skelleftea2030.se/wgontent/uploads/2014/09/2030_Presentation_ ENG_webb.pdf
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Regional Competitiveness Index (RCI) (Region in red, EU average in blue)

RCI 2016

Business
Sophistication

Technological

i Infrastructure
Readiness

Market Size / Health

Labour Market
Efficiency Higher
Education and
Lifelong
Learning

Basic Education

The strategy areaknowledge and unique competedcacknowledges the
importance of innovation, creativity and entreprenkeips for future
competitivenessThe municipality strengthens therewith its roletlasregional
education centre and hotspot for interaction between students, entrepreneurs and
the graving creative industry in the town. The strategy arggobally
competitive econong/focuses on increasing regional and national cooperation
as well as strong international relationships between firms, public authorities,
academia and neprofit organisatbns. These large varieties of relaticsusd

thus potential interactionsnake the market less vulnerable to shocks and
encourage innovation, development and commercialisation of products and
services. To support these interactions and to overcome physstaha®
Skelleftea focuses thereforesalon modern reliable technologies

Specific Challenges and Opportunities

Neither the region nor Skelleftea perceive low population density and small
market size as challenge for business development. Nevertheless, there seems
to be an imbalance between the more densely populated municipalities along the
coast and the less densely populated areas towards the Norwegian border. The
Vasterbotten Innovation strategy aclknedges this challenge:iiThe
opportunities to take partin the systems and environments promoting
innovation, however, is more limited in rural areas and smaller municipalities,
which means that efforts must be directed towards dewglopethods and tools

to strengthen innovation in the entire coua?

126 |nnovation Strategy Vasterbotten 202@20http://regionvasterbotten.se/wp
content/uploads/2014/03/Innovationsstrat2@i 4%E2%80%932028ntagen. pdf
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The regional council of Vasterbotten highlights four key challenges with regard
to overall business development, innovation and entreprenelifship

1. Extending the universitindustry collaboration t@ompanies outside the
university towns.
2. Making sure that a larger part of society besdfiom development
3. Increasing the role of incubatornsm sparsely populated areas with
insufficient critical mass of actors.
4. Strengthening the availability of ventupapital in sparsely populated
areas.

Regional stakeholders perceive the relative overrepresentation of forestry and
mining sectors alsoth achallenge and opportunity.

Finally,V2 st er bottends support system for
devebped, butalsoconsists of a large number of players, which could make it
difficult for people with ideas to navigate the system acckessesources.

Policy framework to support SME and entrepreneurship

The stakeholder landscape for business development in Vasterbotten can be
described as strong networks of companies, academiaramdupported by
public authorities. Especially in the urban nodes of the region these networks or
communities are den$é

Most of the businesses in the region are strongly locally or regionally rooted
meaning that they have strong local and regional networks or suppliers, clients
and advisors. In sparsely populated regions like Vasterbotten this implies that
the geographicalistance may be large, but the actors are close in social terms.
The researchédoschma describes this as social proximity, relationships that are
based on trust, kinship and experiefiteThese business relatiorstretch
beyond the region as local businesstworks are not sufficient to overcome
disadvantages of location and size in the Northern regions of SiWedemere

Is also a need to have strong estreal links. Weltdeveloped infrastructure,
including ICT, support this in Sweden, togetheith regioral and national

127 Teras, J., A. Dubois, J. Sorvik and M. Pertoldi (20fiBjplementing Sart Specialisation in Sparsely

Populated Areas JRC working papet/2015

128\/asterbotten innovation strategy

21 n Dubois, A. & M. Hedstr°m (2015) O6A spatial per
Peripheryi t he case of S w &Mddonagh (et)@Ir o b alnidHatiinon and .Europebd
Routledge: London

pDpubois, A. & M. Hedstr°m (2015) O6A spatial perspect
ithe case of Swedi sh N®IraHalnidsba tii no RiMahdeginsRobtied@eecedd)s

London
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policies supporting internationalisation anodmmercialisatiorof products and
services as well as sharing expertise.

The region of Vasterbotten as well as local authorities strongly focus on
supporting business networksid thesharingof knowledge and experience in
these networks. The role of regional authorities is rather weak in Sweden
especially compared tthose atnational and local levef$. Nevertheless the
region (financially) supports different regional projects through EU agidmnal
funds. EUfunding such as the ERDF is administered by the region of
Vasterbottertogether with NorrlandThis fund is among others used to boost
startups and growth in SME¥. Regional support from the council of
Vasterbotten consists of donding or creatingregional development projects
with the aimof promotng connections within and outside the region. When
applying for cefunding, it is aprerequisite to describe the regional added value
and how the projects address the regional developnréegy, which clearly
states the neetb creae bridges between the different areas in the region. An
example of thiss a university based project which has to have a connection to
companies or actors in the inland area in order to get regional funduoghek
example would be a project initiated by actors in the inland area, which has to
have connections to the strong actors, academia or other innovative milieus in
the coastal region or other parts of Sweden.

There is a neefbr networks supporting busess development in the region. In a
European perspective, there is a lack of private capital and a critical mass of
actors. This is most evident in the inland region. In many parts of the region, the
municipality has to take a more active role in ordgsrtumote the local business
climate, since local business networks might be weaker oferistent. So in
addition to facilitating investments and contact with the local authorities, the
municipality has to act as a development agency. In many case)gunain

the regional development fund is crucial in order to build the necessary
structures and capacity for this, and especially for ppating in European
cooperatioror develofng business clusters and networks.

In general, local authorities, such as the municipality of Skelleftea are
beneficiaries of regional funds and have their own support mechanisms. The
municipality of Skellefted offers mostly soft support. The municipality of
Skellefteda is for example actiye supporting coordination and cooperation
between different key stakeholders, actively promoting entrepreneurship and
facilitating meetings for students and businesses and providing information and

131 Niklas Gandal, Rgional development planner fibie regon of Vasterbotten.

132 The Operational Programme 2020 for Upper Norrland is available through the website from tillvaxtverket:
https:/ftillvaxtverket.se/download/18.661748141551692c5bea894a/1468397743228/0P%2B%C3%96vre%2BN
orrland%2BEN%2Bversion.pdf
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advice on starting a busine$s.addition to the municigities, he chamber of
commerce, the regional business organisation (Féretagarna), the universities and
the regional council, and the county coumsdinly health care andleealth) are

other important actors.

Other actos in Skelleftea are for example:

1 the chamber of commerce, which focuses mostly on internationalisation
and creating national networks for firms;

the branch of.uled University in Skelleftea

Arctic Business Incubator, supporting entrepreneurs in realising their ideas
and setting up husiness and partreen an EU-funded project establishing
startup labs aiming at sharpening entrepren@business ideas;

Almi Nord, a national operating network offering venture capital,
Companion Nord, a nationally operating network offeringprmation,
advice and training in how to start your own business free of charge.

= =4

= =

Good Practice examples

There is a large variety of projects in support of SME development and
increasing entrepreneurship. The following projects are examples of concrete
actionsto increase entrepreneurship, support networks and expand markets in
sparsely populated areas.

The Interreg project Creative Edge, supported by the Northern Periphery
programme aimed at creating and piloting a practical model for sustainable
growth of rgional creative economy businesses through two main themes
addressing the access issues for regional creative enterprises., Hystly
focusing on access to international markets. Secormlydeveloping their
emerging creative talent. The region of Vastétren was involved in this project
together with partners from the count@@<Down and Armagh irreland, south

east Northern Ireland and the sub region K&minio in Finnish Lapland. In all
these regionghe creative industry has been rapidly gromegching close to
6,000 creative companies in the areas comBitietihe project resulted in seven
recommendations regarding the peripheral contexts of which some have been
takenforward by other projects in Vasterbotten and Skellefted

1 Increasing awarenesd the periphery as a creative plaicee.g. through
marketing of creative products from peripheral regions.

133 Collins, P., J. CunninghanfA. Murtagh and J. Dagg (201Zhe Creative Edge Policy Toolkit. available
through:http://www.creativeedge.eu/
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1 Catalysts to support emerging creative industfiriesg. through supporting
business hubs and providing work places at low cost in peripheral areas

1 International cooperation between peripheral regibns.g. through
learning from other experiences and strengths.

91 Better use of online social networks to enable networking and business
collaborationi e.g. through connecting creative businesses in taavbir
environment.

1 Better market access twercomethe challenges of marginality and market
access$ e.g. through-€ommerce.

1 Better understanding of, and policy instruments tailored to, the needs of
peripheral regions e.g. through identifying subectos of the creative
industry and testing multiple approaches and instruments suitable to the
environment.

1 Harneseg the spillover effects of creative industriés e.g. through
exploiting the full potential ofsynergiesbetween local food and tourism
sectos with the creative industry.

A success case of the creative industry in VasterbottéNdgh Kingdond a
digital design company founded in 2003 in Skellefiedday, thecompanyalso

has offices in Stockholm and other parts of Swebanis largely stil operating

from Skelleftea which they do not consider a disadvantage for their business
Through years of innovation and exploration in the digital mediNorth
Kingdom held on to what they feel is importaintcreative freedomquality of
work and cursity. They consider theselves a small, flexible, fastoving
team with big ideasOne of their success factors is a networkfreEnds
colleaguesclients,and partners all over the world to help them make those ideas
come alive.

The municipalities ofSkellefted, Pitea and Alvsbynarry outthe project

@dmart Growth 6 (Smart Tillvax} financed throughhe ERDF. The project aims

at increasing entrepreneurship, increasing the number of innovations brought to
the market, increasing growth in existing firmad businesses in new and
existing industries. Therefore several events are organised to inspire and inform
entrepreneurs and facilitate networking. In addition the project establishes
locations to promotethe development of ideas, knowledge, exchange and
cooperation. The E4 and Idea lab at the Skellefted campus are examples of these
so-called ceworking locations. Besides cooperation and networking, these
locations allow for testing prototype$s

Krenova is an online platform and resource for informatiand advice for
creative industries in Norrbotten and Vasterbotten who want to start or run their

134 hitp://Imwvw. skelleftea.se/lkommun/projekth-samarbeten/smatillvaxt
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own business supported bize ERDF, and with their office in Skellefted.
Krenovads main resources are divided
andanentrepreneurial programe The incubator offerto thecreators an office

space, equipmenand in some cases per sonall coach. Kr en
educational venues for creative professionals and businesses. Here contacts are
made that create the comdnsf or new and exciting col
entrepreneur programe provides the knowledge needed to start and grow a
business.

Approach to support SME development and entrepreneurship

With small internal marketsncreasingexpors andpromoting adigital business
model is importantor the region. Tie cooperation between seven municipalities
and Skelleftead kraft (large local energy company) to attract compagipger
rooms to Vasterbotters an interesting example addressing the ehgk of
small internal markets Digitalisation is favourable as Vasterbotten and
Norrbotten areprovisioned with secure and reliable green electricatyold
climate, and know howt his focus resultedor examplein the establishment of

a large serveroom forFacebook in Lule& (Norrbotten)

The above description of the main policies in Vasterbotten and the examples of
projects supporting entrepreneurship and business developmenthaamtions

taken to addredhe challenges in this region. Most dfese actions rely on ICT

and strong | ocal net wor ks. Many proj
economic structure mainly supportitige creative industryin he r egi ono s
towns. On the other handhe region emphasises pubpdvatepartnerships
supporting the strongest-desgme Cécreativee t hr
development, Ceonstructive development and @Gmovatiort*>.

The placebased approach acknowledges large regional differences and aims at
using the natural and cultural assetaikable to diversifythe economic sectors.
Therefore It woul d need to fully e X f|
knowledge, infrastructure, including IC&nd entrepreneurship. The innovation
strategy transl ates the r eVhstaobote®s c hai
territorial specificities are according to the stratagstrong breeding ground for
innovations in areas such as sustainable communityetigpment, testing,

service solutions and distanspanning technologyThe innovation strategy
focuses, therefore, on enhancing networks inside the region and between actors

in the regiorandother regions.

135 Innovation Strategy Vasterbotten 202@20http://regionvasterbottese/wp
content/uploads/2014/03/Innovationsstrat2@i 4%E2%80%932028ntagen. pdf
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To sum up, Vasterbotten and Skellefted appbplicy approach which is place
based, focused on networks and in which physical distance is not an issue.

1 The placebased policy approach favours forestry and mining due to the
natural assets of the region and creative industry due to the cultural assets
of the region.

1 Well-established and emerging networks rely on social proximity to
overcome physical distancethis is supported by a welleveloped ICT

infrastructure.
1 Distance is not perceived as a challenge. In fact, interactions take place
betweenaar i ety of players in particular

despite their small size.
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