[
Prometh Si Output document, 07 March 2024

PromethEUs event

Digital Transformation in Southern Europe:

Innovation, Competitiveness, and the EU Internal Market

Conclusions from the mid-term workshop

The PromethEUs network hosted a mid-term workshop in Athens, held by Foundation for Economic
and Industrial Research (IOBE) think tank, on March 07, 2024, to talk about the current state and
future directions of the digital transformation in Southern Europe. The event was composed of think
tanks’ perspectives, institutional views from each Southern European country -Greece, ltaly,
Portugal, and Spain-, and the approach from the coordinator of the Greek digiGOV-innoHUB, the
general manager of the EEKT-Greek Mobile Operators Association as well as, from the Director-
General at DigitalES and an EU Digital Expert.

The workshop explored the link between innovation, digital technologies, and competitiveness, the
technological gap of EU to US and Asian markets, as well as the EU single market challenges including
the regional imbalances between Member States.

The link between innovation, digital technologies, and competitiveness

According to economic literature, innovation is a key driver of competitiveness and economic
growth, enabling businesses and nations to adapt, differentiate, and thrive in an increasingly
competitive world. A great part of innovation is channeled through digital technologies and
companies with high R&D expenditure that embrace digital technologies and innovate strategically
are well-positioned to thrive in today's fast-paced and digitally driven economy.

The combined forces of innovation and digital transformation have a profound impact on the
competitiveness of individuals, businesses, and nations in today's global economy. Digital
transformation provides a platform for accelerating innovation across various sectors but also
enables businesses to streamline operations, automate processes, and optimize resource
utilization. Leveraging digital channels such as e-commerce, social media, and online marketplaces,
businesses can increase their competitiveness by reaching a broader audience and capture market
share beyond their traditional geographic boundaries. Innovation and digital transformation
empower businesses to respond quickly to changing market dynamics and customer demands as
well as to deliver personalized and seamless customer experiences through data analytics, artificial
intelligence, and digital communication channels. Businesses that invest in recruiting and retaining
top digital talent gain a competitive advantage in innovation and execution. By fostering a culture
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of continuous learning and providing opportunities for skill development, companies can attract the
best talent and build a workforce capable of driving digital transformation and maintaining
competitiveness. Digital transformation introduces new regulatory challenges and cybersecurity
risks so, businesses must implement robust compliance programs and cybersecurity measures that
can mitigate risks, protect their reputation, and gain a competitive advantage.

Technological gap to US and Asian markets

Information and Communications Technology (ICT) can be considered a general-purpose technology
that positively affects total factor productivity. According to some studies, most of the 1995-2005
US productivity revival was driven by ICT-intensive industries producing market services and
computer hardware while on the other hand, the EU in the same period experienced a slowdown in
growth due to insufficient investments in ICT. Achieving the EU Digital Decade framework targets
could unlock over €2.8 trillion in economic value, equivalent to 21% of the current EU economy.
The EU is maintaining its edge in advanced manufacturing and loT however, it has lost ground in
robotics, mostly to China, and is visibly behind both China and the US in Al and Big Data. Some US
technology companies invest in R&D more than the larges Member States. A recent study by the
European Commission, comparing public sector R&D public allocations vs Big Tech in 2022, ranked
Amazon as first (€69.6 bn), followed by Germany (€43.1 bn), Alphabet (€37.6 bn), Meta (€33.6 bn),
Apple (€25 bn), Microsoft (€23.3 bn), France (€17.9 bn), Italy (€12.6 bn), Spain (€7.9 bn) and the
Netherlands (€7.7 bn). In 2022, venture capital in the EU was at 0.09% of GDP, double the level of
2018 (0.04%) but lower year-on-year and still a fraction of the level in the US (0.75%) and China
(0.58%). Regarding connectivity, in 2022, the fiber optic coverage was 56% in the EU compared to
99.7% in Japan and South Korea and 48.8% in the US which, however, has traditionally relied on
cable connectivity. Regarding 5G roll-out, South Korea has deployed more than 5 times the number
of 5G base stations per 100,000 inhabitants than the EU, and China almost triple that. However, in
comparison to the US, the EU system is more affordable to users and more user centric. The EU
regulation offers protection not only to firms but to citizens also, which is not true in the US, and
through the EU Digital Market Act firms operating in EU will be obliged to protect citizens’ rights
from malintent situations. Some national digital markets in the EU have a high ranking in the
international classification system but the problem is that the US is a single market whereas the EU
is not.

EU single market

The absence of a functioning single market in several aspects, like digital and financial, obstructs the
emergence of innovative EU players by restricting access of EU startups to funding, particularly
venture capital, by increasing the costs of operating outside the country of origin and not allowing
full exploitation of economies of scale, by reducing talent mobility as well as by not providing R&D
organizations with the opportunity to achieve the needed critical mass to succeed at global level.
The EU single market has the problem that it does not have a clear plan. The speed towards
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achieving the single market is too slow mainly because each Member State has different approach,
priorities, resources, and mapping of capabilities as well as because of the regional imbalances that
seem dependent on the average education level, the employment rate, the average population age,
the share of SMEs but also the level of adoption of targeted policies.

Some big operators identify single market with consolidation, but these two are not the same.
Consolidation is the merger and acquisition of many smaller companies into a few much larger ones,
but it does not mean that they will serve the whole market. These companies do not usually have
the intent to operate at a pan-European level but just to increase their profits by participating in
some Member States. Governments are also not clear as to what a single market means, while some
do not want a foreign operator to take stock in their national markets as a matter of sovereignty.
The role of the EU to promote the single market from a digital perspective is mainly expressed
through 3 instruments: digital regulation, industrial policy, and foreign policy. Under the Spanish
presidency, the Council of EU promoted digital regulation, at first under provisional agreement by
the 27 Member States, including the Al Act, the Digital Identities framework and its update, the
Cyber Solidarity Act, and the Cyber Resilience Act. Besides regulation, the EU also updated its
industrial policy in 2021 aiming to organize the digital and green pillars, through several initiatives
and most notably through the Important Projects of Common European Interest (IPCEls). So far,
these projects do not have the expected impact because although they did produce some partial
results on communications sector, on cloud infrastructure and created some European alliances on
Al data and robotics, these activities were undertaken by only few stakeholders from 5-7 Member
States. As a result, the goal of 75% of firms to integrate Big Data, Artificial Intelligence, and cloud
services by 2030 will most likely not be achieved as the current projections show that only 60% will
manage to do so. Besides the regulations and the industrial policy, there is a need to promote
international partnerships which EU currently aims to establish through digital partnerships (with
Singapore, South Korea, and Japan), with trade and technology councils (with US and India), digital
alliances (with Latin America and Caribbean countries) and digital economy packages (with the
African Union and other African countries).

Regional imbalances

The European Innovation Scoreboard 2023 ranks EU Member States in four different performance
groups: innovation leaders (Belgium, Denmark, Finland, the Netherlands, and Sweden), strong
innovators (Austria, Cyprus, France, Germany, Ireland, and Luxembourg), moderate innovators
(Czechia, Estonia, Greece, Hungary, Italy, Lithuania, Malta, Portugal, Slovenia, and Spain), emerging
innovators (Bulgaria, Croatia, Latvia, Poland, Romania, and Slovakia). The gap between the best and
worst performers is still very wide, though between 2016 and 2023 performance differences among
the 27 Member States have become somewhat smaller. Regarding digitalization, the EU average
increased by 16.6% with the top-5 best performing Member States include four innovation leaders
(the Netherlands, Finland, Denmark, and Sweden) and one moderate innovator (Spain). For 22
Member States, performance improved between 2016 and 2023, with the highest performance
increase achieved by Cyprus (44.2%), followed by Finland, Croatia, and Romania while, for 4
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Member States performance declined, markedly in Greece (-6.1%), followed by Latvia, Austria, and
Belgium.

The digital connectivity strategy of Greece is not complete but the target of whole population
coverage by 2030 should be achieved through the collaboration of the government with the mobile
operators and the announced investments by the latter. The national fiber network coverage is
significantly lagging to the EU average though it is expected to catch up within the next 3 years. With
respect to transport networks, Greece is taking steps to provide all highways with 5G network but
lacks connectivity in other infrastructure installations, like logistic centers, ports and especially
railways where a radical upgrade is needed. Regarding ports connectivity, one of the first private
networks is already operational in the port of Piraeus and there are announced logistics centers that
will supply state of the art infrastructure. With respect to the Public Sector, the Greek digiGOV
innoHUB aims to support the development of a new generation of public services based on open-
standards and open-source solutions for citizens and businesses by utilizing advanced digital
technologies (Al, Blockchain, mobile Internet, 5G, HPC, loT, Cloud, etc). It also seeks to enrich the
ecosystem of digital transformation actors, advance their skills and synergies, and strengthen the
communities of practice, to foster innovation in Public Administration and transforming it into a
large innovation buyer and investor, as well as to facilitate networking intra-regional and
international cooperation, and Synergistic activities while endorsing Open principles in governance
and digital transformation. The Greek DigiGOV EDIH initiative has put the basis for a strong
multistakeholder coalition on Al, leveraging high-end expertise, capacity, relevant infrastructures,
and initiatives of its partners. Among its priorities is a) to accelerate the use of Al for new, innovative
public services and thus allowing SMEs and startups to participate in public procurement, b) to
provide the necessary skills on Al to public servants and organize joint actions with the National
Centre of Public Administration (EKDDA) to reskill public servants in future and emerging
technologies, c) to engage Al/ML practitioners and solution providers, and connect them with
service design practitioners and other stakeholders as well as d) to facilitate the development,
training and deployment of Al/ML tools and platforms (e.g. Greek LLMs).

Portugal is a Moderate Innovator with performance at 85.6% of the EU average. Its performance is
below the average of the Moderate Innovators and is increasing at a rate lower than that of the EU
(-8.5% points). The action plan "Portugal Digital" of 2020 signifies a comprehensive approach that
aims to enhance digital transformation and innovation across various sectors. This action plan
predates the Recover and Resilience Plan from which Portugal is set to receive 20 billion euros, out
of which 2,7 billion euros concern the digital transition and as of February 2024, about 25% of them
are paid out. Regarding connectivity, Portugal already has a high level of high-speed internet
coverage clearly above the EU average, and the action plan includes efforts to expand high-speed
internet access across the country, including rural and remote areas, ensuring that all citizens and
businesses can participate in the digital economy. Through initiatives like INCoDe.2030, Portugal
has focused on improving digital skills at all levels of education and training, which are pretty
constant at the EU average, aiming to reduce the digital divide and prepare the workforce for a
digital economy. This initiative a) promotes lifelong learning opportunities for digital skills
development, targeting not only students but also the adult workforce, including vocational training
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and professional development programs, b) aims to reduce the digital divide by ensuring that
disadvantaged groups, including the elderly and people living in rural areas, have access to digital
technologies and the skills to use them effectively, c) supports research and innovation in digital
technologies by fostering collaboration between academia, industry, and government, while aiming
to drive advancements in fields such as artificial intelligence, big data, and cybersecurity, d)
encourages collaboration between the public sector, private companies, and educational
institutions to develop and implement digital skills training programs and e) focuses on integrating
digital education across all levels of the educational system, from primary to higher education. The
“Digital School”, one of the initiatives to support the latter aspect of digital skills axis, aimed to
finance through the RRP the procurement of thousands of computers to equip schools, and relevant
investments have already been absorbed by 48%, while its reform regarding digital competences
for teachers and other personnel is ongoing. The action plan also includes the digitization of public
administration processes and the implementation of comprehensive e-Government services, which
currently lie at the EU average, allowing citizens and businesses to access various government
services online, streamlining processes and improving efficiency. In terms of the RRP, about 23% of
the foreseen investments has taken place, 50% of the non-monetary reform are done, and only 17%
of the investments regarding information systems for public finance. The digital transformation of
businesses is about the EU average, has double the percentage of businesses with Al, but falling
behind on Big Data. "Portugal Digital" includes a) support for the startup ecosystem via StartUp
Portugal, b) the establishment of Digital Innovation Hubs to support businesses in their digital
transformation processes, c) the certification of technological and innovative companies to attract
skilled IT professionals from outside the European Union, addressing the skills shortage in the tech
sector, d) support for smart cities initiatives, leveraging 10T, Al, and other technologies to improve
urban infrastructure, energy management, transportation, and public services as well as e) making
provisions for increased investment in research and development, particularly in digital
technologies, to boost innovation and support the development of new products and services. In
terms of RRP, 21% of the foreseen investments towards economic justice and business environment
have been absorbed, 50% of the reforms are done while only 10% of the Firms 4.0 program, which
aims for investments in companies’ systems and innovation creation.

“Digital Spain” is one of the fundamental pillars of the Recovery, Transformation and Resilience Plan
of Spain and relies on eight digitalization plans: i) Plan for Connectivity and Digital Infrastructures,
ii) Strategy for the Promotion of 5G Technology, iii) National Cybersecurity Plan, iv) National Artificial
Intelligence Strategy, v) Public Administrations Digitalization Plan 2021-2025, vi) SME Digitalization
Plan 2021-2025, vii) Plan to Boost the Audiovisual Sector and viii) National Digital Skills Plan. In
addition, Spain has developed the “Digital Kit” program which subsidizes the costs of adopting basic
digital solution packages in Spanish SMEs and aims to promote a public-private partnership
mechanism to accelerate the digitization of small businesses, to minimize the barriers between
levels of digital maturity as well as, to boost the digitization of SMEs. In addition, this program
provides for intermediate firms, the “digitalization agents”, that channel funds to small firms but
also, for people, the “change agents”, that help SMEs to train their workforce in digital technologies.
There are many Spanish universities for education on digital technologies but few programs on
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vocational training. The latter helps people to get access to employment easier and faster than
universities. This shortcoming was addressed recently through a regulation framework while a new
law provides for credentials for any such program that one goes through. A recent development,
that may also help Spain to promote single market, is the launch of “Public company for
technological transformation” that aims to channel and strategically allocate funding towards
specific technologies.

The future of EU digital transformation

The main causes for the lack of digital competitiveness of the EU that are most referred to in the
economic literature and policy discussions are the absence of a functioning single market, the
smaller size, compared to US and China, of technology companies, the heavy regulation of products
and labor markets, the slow technology spread and the ageing population. The EU digital
competitiveness could be enhanced by increasing the budget of Digital Europe program and
introducing more coordination in key technology investment but, governments may also need to
alter their business models to be able to compete with market players that operate in more than
one country. Public procurement must be utilized to increase demand for innovation, especially for
goods and services supplied by startups, while the latter should be encouraged to scale up,
envisioning ambitious cross-border regulatory sandboxes and strengthening existing financial
facilities. It would be of help to speed up the creation of sectoral dataspaces and open digital
ecosystems while facilitating interoperability. To that direction the Capital Markets Union should be
expanded, and the EU digital legislation streamlined to become simpler and consistent.

The new digital world differs to prior economies because the “winner takes it all” is the only reality.
The EU lags to the US and China, and the Southern European countries lag to the rest of Europe so,
the south is in a real danger of becoming users of all these new technologies rather than co-
developers, and this will lead them to a middle-income trap. SMEs in Greece, Spain and Portugal
comprise most of the market with more than 90%, and SMEs face difficulties participating in the
process of digital transformation where the usual constraints involve human and financial
resources, and significant lack of workforce skills. These kinds of firms do not usually measure their
performance and thus do not create data, and thus neither Big Data so, the first step is to create
incentives for them to start using metrics in their performance and then the market, through data
analysts, CRM developers, etc., will support them, but some sort of public support is also required.
Economies that will lead the digital transformation have flexible educational and research systems
that connect to the applications of the new technologies. The much-needed acquisition and
retention of talent requires availability of such personnel and wages that are satisfactory, both of
which need the support of the public policies with specific programs to upskill and reskill current
management and workforce, though the development of relevant skills seems the policy area which
is much more is expected.



