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Quantifying Financial Efficiency through
Data Envelopment Analysis

Abstract:

The issue of estimating technical efficiency in financial institutions is thought to be of
particular research interest because empirical evidence shows that even though European
Union financial institutions are widely analysed with respect to performance, yet little
attention has been paid to the estimation of technical efficiency. The basic aim of this paper is
the estimation of technical efficiency in financial institutions regarding technical efficiency
attainment levels, considering a panel data model for inefficiency effects in production
frontiers, providing translog effects, as well as industry effects, applying the deterministic
nonparametric approach Data Envelopment Analysis (DEA). Technical efficiency is
determined using Data Envelopment Analysis (DEA) considering both input and output
orientation measures, under Constant Returns to Scale (CRS) and Variable Returns to Scale
(VRS) in both input and output orientation.

Key words: Technical efficiency, Transcendental Logarithmic Production Function, Data
Envelopment Analysis (DEA)

Aikaterini Kokkinou?
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1. Introduction

Data Envelopment Analysis (DEA) is a mathematical programming approach for the
construction of production frontiers and the measurement of efficiency relative to the
constructed frontiers. The basic idea of this approach consists of enveloping the data (the
observed input-output combinations) in order to obtain an approximation of the production
frontier (best-practice frontier) and using this to identify the contribution of technological
change, technological catch-up, and inputs accumulation to productivity growth.

In DEA the inefficiency is defined as the distance from the frontier of a convex
envelope of the data; therefore, due to the convexity assumption, a company might be
compared to an unobservable and fictitious linear combination of efficient observations
(Coelli et al., 2005). Thus, the efficiency score is the point on the frontier characterized by the
level of inputs that should be reached to be efficient (Simar and Wilson, 1998, 2007). DEA
efficiency score for a specific productive unit is not defined by an absolute standard, but it is
defined relative to the other units in the specific data set under consideration (Charnes,
Cooper, Lewin & Seiford 1994, Cooper, Seiford & Tone 2000, Cooper, Seiford & Zhu 2004).

The analysis assumes that there is a frontier technology that can be described by a
piecewise linear hull that envelopes the observed outcomes. Some (efficient) observations
will be on the frontier while other (inefficient) individuals will be inside. The technique
produces a deterministic frontier that is generated by the observed data, so by construction,
some individuals are efficient (Féare, Grosskopf and Lovell, 1985). Explaining the course of
technical efficiency and determining factors which might affect it, have been for a long time,
and continue to be, one of the most important topics of economic literature.

2. Data Envelopment Frontiers

DEA is used to obtain efficiency measures based on the aggregated, or ‘virtual’, inputs and
outputs. As described in McMillan and Chan (2006), let there be n producers using varying
amounts of inputs to produce outputs. There are s inputs xi (i=1, ..., s) and m outputs yr (r =
1, ..., m). For each producer, such as producer j (j=1, ..., k, ..., n), the problem is to:

max

u,v

2 UgYy
-

T S ®

subject to

2 Uy
<1 for j=1,...,n
Zvijxij (2)

u, ,v, =0

where uyj is the weight assigned each unit of output r from producer j and vj; is the
weight assigned each unit of input i used by producer;. That is, solutions are sought to
maximize the ratio of weighted output to weighted input for each producer (the ratio of
virtual output to virtual input). By normalization, the efficiency scores range from zero to
one. The same weights (virtual multipliers) that maximize h; for producer j are applied to the
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inputs and outputs of all producers in the solution to the problem for producer j. This solution
process is repeated for each producer. Hence, because the weights can vary for each solution,

the efficiency scores determined are those most favourable to each producer.

DEA compares the relative efficiency among industries. Since efficiency evaluation
in DEA is based on the concept of Pareto optima, there may be more than one industry
judged as efficient. In DEA, efficiency is computed on the basis of the envelope or efficient

frontier, formed by all values near the original point O:

Figure 1. DEA efficiency values

Source: Chen (2011)

As far as the DEA characteristics are concerned, DEA can be specified as either an
output-maximizing problem or an input-minimizing problem. Input models measure
efficiency in terms of the potential (proportional) reduction in input use while output models
measure efficiency in term of the potential (proportional) output increase. While the efficient
and inefficient units do not change, the efficiency scores can differ between the two

orientations?:

Table 1.The basic DEA models

Orientation Constant Returns to Scale | Variable Returns to Scale
Input Oriented | min&,vié min 64,6
st.—yi+Y1>0 st.—yi+YA>0
Xi— XA,v=>0 Xi— XA >0,
120 NiA=1
A>0
Output Oriented | max¢A, ¢ maxga, ¢
St.—gyi+YA >0 St.—gyi+YA>0
Xi — XA,v >0, Xi— XA >0,
A>0 Ni'A=1
120

Source: Own elaboration

2 McMillan and Datta (1998) comparisons of input-oriented and output-oriented DEA analyses suggested that

the results were not sensitive to orientation.
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The input based measure considers how inputs may be reduced relative to a desired
output level. The output-based measure indicates how output could be expanded given the
input levels. There is also a non-orienting DEA measure in which the frontier output and
various concepts of technical and economic efficiency may be determined without being
conditional on input or output levels being held constant. The two principal model options
are:

1. Standard CRS and VRS DEA model which involve the calculation of technical and scale
efficiencies (where applicable)

2. Panel data DEA model which refers to calculating indices of TFP change: technological
change, technical efficiency change, and scale efficiency change (Fére, Grosskopf, Norris
and Zhang, 1994).

Figure 2. Output — oriented technical and scale efficiency

Output 4

»

VRS

SE &
: ° (Xi,Yi)

CRS
Input

Notes: CRS: Constant returns to scale
NIRS: Nonincreasing returns to scale
VRS: Variable returns to scale

SE: Scale efficiency

Source: Own elaboration

DEA is based on either constant returns to scale (CRS), also called CCR for Charnes,
Cooper, and Rhodes (1978), or variable returns to scale (VRS), also called BCC for Banker,
Charnes, and Cooper (1984). Charnes, Cooper and Rhodes (1978) proposed a model which
had an input orientation and assumed CRS. Banker, Charnes and Cooper proposed a VRS
model. In each case a linear programming problem is solved to envelop the data in a convex
area bounded by straight lines. Under CRS, only as many DMUs as outputs can be efficient.
Under VRS, many DMUs can be efficient. Within the VRS assumption we can distinguish
between decreasing returns to scale (DRS), increasing returns to scale (IRS), non-increasing
returns to scale (NIRS), and non-decreasing returns to scale (NDRS), modifying the
restrictions in the linear optimization problem (see Cooper et al., 2006, for a summary of
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assumptions). All calculations can also be done using an output-orientation (Simar and
Wilson, 2007).

Under VRS, scale efficiency refers to operating at the scale of operation, or linear sum
of outputs, which maximizes the ratio the linear sum of outputs to the linear sum of inputs.
An economically efficient business is both technically efficient and scale efficient. Under
CRS, output-oriented technical efficiency and input-oriented technical efficiency are the
same, but under VRS, they are different, because the efficient frontier is not just one line (or
hyperplane) emanating from the origin.

The above figure presents hypothetical one-input one-output production processes
with three different technologies: Constant returns to scale (CRS), Variable returns to scale
(VRS) and Nonincreasing returns to scale (NIRS). The vertical distance from an observation
(either (xi ,yi) or (X; ,y;) to the CRS/VRS/NIRS best-practice frontier stands for output-
oriented technical efficiency under CRS/VRS/NIRS assumptions, respectively. Scale
efficiency in DEA is calculated as in Banker et al. (1984): TE(CRS)/TE(VRS).

3. DEA Analytical tool

Data Envelopment Analysis (DEA) is a benchmarking tool originally developed by Chames,
Cooper and Rhodes (1978) to evaluate nonprofit and public sector organizations. DEA is a
specific methodology for analysis of the relative efficiency for multiple inputs and outputs by
evaluation of all decision-making units (DMUs) and measurement of their performance in
respect to the best practice banks, which determine the so-called efficient frontier. The most
important advantage of DEA is that it does not require in advance assumptions about the
production function’s analytical form. DEA also has some disadvantages. First, it is sensitive
to extreme observations, and second, it does not decompose the financial institutions
deviation from the efficient production frontier into inefficiency and random error
components (Qamruzzaman and Jianguo, 016).

Efficiency in DEA is generally defined as the weighted sum of outputs divided by the
weighted sum of inputs. The set of weights for a DMU is computed in DEA with the
objective to give the highest possible relative efficiency score for the DMU, while keeping
the efficiency scores of other DMUs in the range of 0 to 1 under the same set of weights.

Efficient DMUs have the score of 1; the other DMUs which score less than 1 are
considered as inefficient. Graphically, efficiency is obtained from the ratio between the
distance from the original point to the relative point of the envelope and the distance from the
original point to the observation point (optimal value=1).

The data set used in the empirical model estimation is panel data. Unlike time series
data, in which one individual is observed over time, or cross — section data, in which multiple
individuals are observed for one point in time, panel data models can control for both
variation across time periods and individuals, or cross — sections, simultaneously (Frees,
2004, Hsiao, 2003).

An important advantage of using panel data in an empirical study is that effects of
differences across individuals (individual effects) can be distinguished from effects changing
over time within individuals. Although time-invariant and individual-specific effects are
often unobservable, they frequently account for an important share of the heterogeneity in
data. We will focus on static panel data models, in which the dependent variable does not
exhibit temporal autocorrelation. The translog stochastic frontier function is estimated with
the maximum likelihood estimation (MLE) technique, which is the preferred estimation
technique whenever possible (Coelli, Rao and Battese 1998)3. The model estimates time —

3 According to Battese and Coelli (1995), the explanatory variables can include intercept terms or any variables
in both the frontier and the model for the inefficiency effects, provided the inefficiency effects are stochastic.
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varying technical efficiencies, (incorporating ‘learning — by doing’ behaviour), considering
industry-specific fixed effects. According to Coelli et al. (2005) it is convenient for
estimation purposes, a problem with assuming uit are independently distributed. However, for
many industries the independence assumption is unrealistic — all other things being equal, it is
expected that efficient firms to remain reasonably efficient from period to period and it is
suggested that inefficient firms improve their efficiency levels over time.

The type of efficiency we estimate using the production frontier is technical
efficiency, characterized by the relationship between observed production and some ideal or
potential production, based upon deviations of observed output from the best production or
efficient production frontier. We also consider that technological progress is assumed to push
the frontier of potential production upwards, while efficiency change will change the
capability of productive units to improve production with available inputs and technology
(Batesse and Coelli, 1992, 1995).

The variable returns model of Data Envelopment Analysis (DEA) proposes a slack-
based DEA. By using slack-based efficiency measure, we obtain different frontier levels and
more appropriate performance benchmarks for inefficient industries (Kokkinou, 2010b).
First, we estimate the technical efficiency levels by country and industry under two different
assumptions regarding the returns to scale, that is why we estimate technical efficiency under
constant returns to scale and variable returns to scale. The production assumptions in DEA
are that all actual observed inputs and outputs of any industries are feasible for all industries.
as are linear combinations of observed inputs and outputs. The estimation is input-oriented,
meaning that efficiency is relative to the amount of input needed. as opposed to being output-
oriented, meaning that efficiency is relative to the amount of output that could be produced.
Each industry is evaluated by itself.

4. DEA in quantifying financial efficiency

Financial system consists of financial markets, banks, non-bank financial institutions, leasing
institutions, putting significant contribution in economic growth process and drawing
considerable attention among investors, researchers and regulatory authority due prime
sources of fund mobilization from deficit units to surplus units in the economy. Financial
institutions are integrated component in the financial system, so there is need to perform
efficiently.

Financial efficiency is very important and crucial issue in the modern era of
privatization, competition, liberalization, change in legislative environment and institutional
rules. In addition, technological changes and knowledge, transferred normally with the
increase in foreign ownership, altered significantly the operational environment for the
banking institutions and the technology of banks production, which in its turn changed the
bank efficiency (Qamruzzaman and Jianguo, 2016).

Camanho and Dyson (2005) eenhanced cost efficiency measurement methods to
account for different scenarios relating to input price information in banking industry. These
consist of situations where prices are known exactly at each decision making unit (DMU) and
situations with incomplete price information.

The assessments under price uncertainty are based on extensions to the Data
Envelopment Analysis (DEA) model that incorporate weight restrictions of the form of input
cone assurance regions. Huang and Wang (2002) estimated economic efficiency and
economies of scale, using panel data of 22 Taiwanese commercial banks over the period
1982-97, employing a wide range of parametric and non—parametric cost frontiers’ efficiency
estimation methods to estimate economic efficiency and economies of scale, using the same
panel data of 22 Taiwanese commercial banks over the period 1982-97.
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According to their empirical implementation, the two methodologies yield similar
average efficiency estimates, yet they come to very dissimilar results pertaining to the
efficiency rankings, the stability of measured efficiency over time, the consistency between
frontier efficiency and conventional performance measures, and the estimates of scale
economies. Thus, the choice of an estimation approach can result in very different
conclusions and policy implications regarding cost efficiencies and cost economies. These
findings suggest that making policy decisions and evaluations relies on multiple techniques
and specifications.

Silva Portela and Thanassoulis (2005) using parametric and non-parametric methods,
have been focusing mainly on profit efficiency and to identify the sources of any shortfall in
profitability (technical and/or allocative inefficiency). The method is applied to a set of
Portuguese bank branches first assuming long run and then a short run profit maximisation
objective. In the long run most of the scope for profit improvement of bank branches is by
becoming more allocatively efficient. In the short run most of profit gain can be realized
through higher technical efficiency.

Wheelock and Wilson (2000) use alternative measures of productive efficiency to
proxy management quality in individual U.S. banks, and find that inefficiency increases the
risk of failure while reducing the probability of a bank's being acquired. Becchetti and Sierra
(2003) investigated the determinants of bankruptcy in three representative unbalanced
samples of Italian firms for the periods 1989-91, 1992-94 and 1995-97. Two important
results are that: (i) the degree of relative firm inefficiency measured as the distance from the
efficient frontier has significant explanatory power in predicting bankruptcy (ii) qualitative
regressors such as customers’ concentration and strength and proximity of competitors have
significant predictive power.

The system of innovation approach lays emphasis on the interactive process in which
enterprises in interaction with each other and supported by institutions and organisations —
such as industry associations, R&D, innovation and productivity centres, standard setting
bodies, university and vocational training centres, information gathering and analysis services
and banking and other financing mechanisms — play a key role in bringing new products, new
processes and new forms of organisation into economic use.

As listed in Qamruzzaman and Jianguo (2016), quantifying financial efficiency and
performance using Data envelopment analysis has been widel analysed by Nenovsky et
al(2008) , Noreen(2014), Barbullushi (2016), Ahmad et al (2015), Eken &Kale, (2011),
Micajkov & Klimentin(2013),Yang (2009) &Paradi et al.,(2015), Eriki &Osagie (2014),
Singh & Kumar (2014), Kumar & Shree (2015), Nitol (2010), Tahir et al., (2009), as well as
Haron (2008), who apply SFA to assess technical efficiency of Commercial Banks, Staub et
al., (2009) on Brazelian Banking industry, Hassan et al., (2011) , Kutlar et al., (2015) on
Turkish Banking Syestem, Liu & Li (2012), Xiping &Yuesheng (2010), Kai Ji et al., (2012)
& Sok-Gee(2011) on Chinese listed commercial Banks, Benites et al., (2010) assess
efficiency level on banks in Brazilian market.

Moreover, researchers consider both non-parametic and parametic methods for
efficiency analysis like Herrmann et al., (2006) who study on German universal banks and
analyze their level of efficiency.

Apart from DEA application on financial institutions, several researchers go for
application in other sectors as well, Adeyinka(2015) on European Financial Cooperative
Sector, Tahir &Tahrim (2013) on Microfinance Institutions in ASEAN, Peggy & Review
(2005) and Basso & Funari (2010) on funds in Germany (Qamruzzaman and Jianguo, 2016).

5. Concluding Remarks
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The issue of estimating technical efficiency in financial institutions level is thought to be of
particular research interest because empirical evidence shows that even financial industries
are widely analyzed with respect to performance, yet little attention has been paid to the
estimation of technical efficiency. Nowadays, the role of financial industries to the economy
is even more important taking into consideration the slowdown in the world economy, and
the effects on the business environment created by the financial crisis. Thus, financial
industries have a very important role in creating opportunities making an important
contribution to economic growth and development. For this reason, it is of great importance,
on the one hand to analyze their efficiency level and potential, and in addition, to analyze the
factors which determine their efficiency potential.

The main recommendations revolve around the key areas innovation and research and
strengthening networks and clusters; responsible use of natural resources; and the need for
open world markets with fair competition. Clustering, collaboration and the formation of
strategic alliances are becoming increasingly important. Continuous R&D and innovation
efforts are essential elements into guaranteeing competitiveness. Strong emphasis needs to be
placed upon the management of the interfaces between R&D policy and other policy realms
competition policy, intellectual property rights, standardization, education and training,
environmental policy, labour market, employment and financial policy, to facilitate the
creation of a sustainable industry environment, along with fiscal instruments and incentives.

Finally, technical progress is another major determinant as new technologies allow the
automation of production processes that have led to many new and improved products. allow
for better and closer links between firms. and can help improve information flows and
organization of production. At the same time, technical progress can be embodied in new
equipment and trained workers can only be fully productive if they have the appropriate
equipment with which to work.

However, it is difficult to predict which industries will be the most productive in the
future, as technology and innovation trends are inherently difficult to forecast. For now, a
productive use of a larger input from skilled employment and the exploitation of ICT
investments appear the most successful policy avenues for efficiency enhancement.

Moreover, efficiency and policy planning is a major matter which due to the wide
interpretations and implications should have a clear mix of principles and priorities, mainly
focusing on the effectiveness of the related policies. Infrastructure, innovation and
investments should be among the main goals.
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1. Introduction

Productivity growth and enhancement constitutes an important element for modelling
productive capacity. As Lovell (1993) states, productivity of a firm or industry depends on
differences in production technology and differences in the efficiency of the production
process, as well as on differences in the environment where production occurs. In
neoclassical and New Growth economic studies, productivity change is exclusively allocated
to shifts in product
ion technology. However, through the evolution of productivity and managerial economics,
not only productivity, but also productive efficiency was put under extensive research
(Kumbhakar and Lovell, 2000).

This paper examines the implication of the interrelationship and the complementarities
between these factors and estimates their contribution to productivity enhancement and that a
framework more reliant upon efficiency has become an important policy objective in all
European countries to promote productivity and competitiveness.

2. Productivity enhancement

Within economic growth process, therefore, efficiency of resources productivity becomes a
critical element in economic growth, through utilising available resources more productively.
Economic growth has been defined as the process of a progressive and sustainable increase in
the production of goods and services with the aim of making available a progressively
diversified basket of consumption goods to population. While output expansion based on
increased use of resources is feasible, it is not sustainable, since this process is often being
limited by the scarcity of productive resources.

This scarcity of resources, which includes physical, financial and human resources,
has been recognised as a limiting factor on the process of economic growth. The element
which could enhance sustainability is productivity growth. Productivity growth is the basis of
efficient economic growth, since it implies ability to obtain a given amount of good or service
by using a lesser amount of input. Therefore, efficiency or productivity of resources becomes
a critical factor in economic growth for ensuring sustainable increase in the production of
goods and services (Delmas and Yesim, 2005 and Edvardsen, et al. 2006).

Finally, technical progress is another major determinant as new technologies allow the
automation of production processes that have led to many new and improved products, allow
for better and closer links between firms, and may improve information flows and
organization of production.

At the same time, technical progress may be embodied in new equipment and trained
workers can only be fully productive if they have the appropriate equipment with which to
work. Increases in physical capital are clearly necessary as there are spillovers from capital
investment to productivity growth.

Thus, it is not appropriate to consider physical capital, human capital and technology
as separate factors since their contributions are closely linked. It is the combination of these
three factors and the way in which they are organized and managed within the industry that
will determine the extent of productivity growth. For sustained output growth, it is also
important that a balance between the three main factors be maintained (Korres, et al., 2011).

As productive efficiency enhancement becomes an increasingly important issue,
production must draw on a wide range of production ideas, component technologies and
complementary capabilities. Growth and competitiveness become contingent on the ability of
firms to compose, establish and maintain external interfaces, to choose the right mode of
governance (Fey and Birkinshaw, 2005) and to link these effectively to internal knowledge
accumulation and capability development.
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The potential for technical efficiency enhancement is considered to a large extent to
depend on the EU’s capability to transform the economy towards one that makes more
productive use of its resources. Much will depend on the capacity of markets to facilitate the
reallocation of resources to industries that show rapid productivity growth. However, it is
difficult to predict which industries will be the most productive in the future, as technology
and innovation trends are inherently difficult to forecast. For now, a productive use of a
larger input from skilled employment and the exploitation of ICT investments in
manufacturing industries appear the most successful policy avenues for a European
productivity revival'.

3. Productivity enhancement and management in Europe

Globalization and worldwide competition has shifted the comparative advantage of
corporations and economies towards the factor of knowledge and innovation, where
entrepreneurship based on the technical efficiency enhancement plays a rather important role,
as far as the growth, productivity and competitiveness enhancement are concerned. In order
to promote innovation activities and technological opportunities entrepreneurship
enhancement seems to have a significant importance not only to business success, but also to
the long run performance of the economy.

Under this perspective, growth policies should focus on creating favourable
environment for the co-operation between firms and institutions that support the development
and exploitation of knowledge and innovation and technical efficiency. Furthermore, policies
should promote the entrepreneurial relations between firms and institutions, fostering the
development and dissemination of the expertise, the mobility of human and physical capital
and the enhancement of the relationships between business and research entities. Specifically,
they should encourage actions such as, promoting innovation, technology transfer and
interactions between firms and higher education and research institutes, networking and
industrial co-operation and support for research and technology supply infrastructure (Fey
and Birkinshaw, 2005 and Hammond, et al. 2002).

In particular, they can improve collective processes of learning and the creation,
transfer and diffusion of knowledge and transfer, which are critical for innovation. Such
cooperation and the networks that are formed help to translate knowledge into efficiency
opportunities. Such actions should extend to all the policy areas relevant for economic,
scientific and social development and should ideally establish a long-term policy horizon.

This, however, needs to happen not just in central parts where productivity and
employment are highest and innovative capacity most developed but throughout the Union.
Countries and regions need assistance in overcoming their structural deficiencies and in
developing their comparative advantages. Promoting technical and productive efficiency into
the European Union has resulted in a growing challenge for policymakers. Productive
disparities and inequalities are an increasing issue for the European Union to consolidate, so
have to adapt the policy agenda considering industrial and innovation policy in order to
enhance technical and productive efficiency capabilities (Carrington, et al. 2002 and Coelli,
et al. 2005).

L This topic of regional divergence and convergence has been broadly examined in: Kokkinou A. (2006b)
Innovation and Productivity: A story of convergence and divergence process in E.U. countries, 46th European
Congress of the Regional Science Association, Volos, Greece, in: Korres, G.M., Tsobanoglou, G.O. and
Kokkinou A. (2006) Technological and Industrial Policies in Europe. Lessons for Asia in Measuring the Effects
on Growth and Sustainability, Congress on Social, Political and Economic Transition of the Turkic Republics of
Caucasus and Central Asia in the 21st Century, Kocaeli University, Turkey., and Kokkinou A. (2006a)
Productivity, Innovation and Regional Growth, 10th International Conference of the Economic Society of
Thessaloniki “The Challenges of a Wider European Union”, Thessaloniki, Greece.
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Since early, European Union has identified the following key areas where the
competitiveness of the EU economy could be further strengthened in order to make
significant progress towards the Europe 2020 goals (European Commission, 2011):
= facilitating structural changes in the economy, in order to move towards more innovative
and knowledge-based sectors that have a higher productivity growth and which have suffered
less from global competition;
= enabling innovation in industries, in particular by pooling scarce resources, by reducing the
fragmentation of innovation support systems and by increasing the market focus of research
projects;
= promoting sustainability and resource efficiency, in particular by promoting innovation and
the use of cleaner technologies, by ensuring fair and undistorted pricing of energy and by
upgrading and interconnecting energy distribution networks;
= improving the business environment, in particular by reducing the administrative burden on
businesses and by promoting competition among service providers that use broadband,
energy and transport infrastructure;
= benefiting from the single market, by supporting innovative services and by fully
implementing the Single Market Regulation, in particular the Services Directive;
= supporting small and medium-sized enterprises (SMEs), in particular by favouring access to
finance, by facilitating internationalisation and access to markets.

Enterprise resource management policies are no longer exclusively in the hands of
national authorities: increasingly, national initiatives are supplemented by the activities of the
European Union. Research, technology and innovation policies of European countries clearly
reflected the profiles of their national (and regional) ‘innovation systems’, understood as the
various institutions, corporate actors and processes contributing to industrial and societal
innovation. The spectrum of implemented instruments stretches from public funding of
research institutions over various forms of financial incentives to the conducting of research
and experimental development in public or industrial research labs, up to the design of an
innovation-oriented infrastructure, including the institutions and mechanisms of technology
transfer.

The key elements for the sustainable development policy concern the efficient use of
resources encouraging the development of new productive technologies, extending the use of
productivity and efficiency enhancement schemes and encouraging both innovative and
productive activities. Within this context, the main role of European Union is to provide the
appropriate framework conditions and to make the European Union an attractive place for
industrial development and employment creation.

Additional priorities like intensifying the cooperation between research, universities
and universities, promoting ‘clustering’ and other forms of cooperation among enterprises
and other organisations involved in the innovation process and encouraging the start-up of
technology- based companies were added to the national innovation policy (Nilsson, 2004).

Furthermore, encouraging investments in intangible assets and human capital is
crucial, in order to maximize the efficiency of the current technology and its effects.
Furthermore, supporting entrepreneurship and developing industrial sectors is an objective
that goes beyond the limits of the industrial policy, by joining actions of the educational
policies, internal market, financial services and tax policy (Nica and Cuza, 2010).

Certain fields require specific intervention, in order to improve the internal market,
such as the financial or services markets, where the technical barriers and the legislative
differences limit the free trade, in order to improve the economic environment, with special
attention in areas which present the fastest technological progress. However, the development
objectives set at European level cannot be reached without a tight interconnection of the
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industrial policy measures with those of some complementary policies, such as the
commercial policy, the single market policy, transport and energy policies, research and
development policies, competition policy, regional and macroeconomic policies (Nica and
Cuza, 2010).

Moreover, today, the competitiveness of European industry crucially depends on the
quality and efficiency of the energy, transport and communication infrastructure services,
with the upgrading and modernisation of these networks being rather essential. Transport
networks need to be improved to overcome any related obstacles and improve cross-border
connections. These improvements will require massive investments and the development of
innovative financing solutions.

This implies that policies should concentrate on areas in which there is expansion and
therefore good prospects for growth, community businesses are supposed to become more
competitive, and scientific and technological progress is expected to offer a medium- or long-
term potential for dissemination and exploitation (Kuhlmann, 2001).

An open, efficient and competitive business environment is a crucial catalyst for
growth in a global context. Rising to these challenges can improve the competitiveness of
European industries, and the Commission aims to help the member states to use their limited
resources efficiently in order to increase the global competitiveness of their industries.
Addressing these challenges will improve the growth prospects of industries. A competitive
industry can lower costs and prices, create new products and improve quality, contributing
thus decisively to wealth creation and productivity growth throughout the economy.

4. Concluding Remarks
As expressed above, transition towards a sustainable, resource efficient economy is essential
for maintaining the long-term competitiveness of European industries. Overall, European
member states have made significant progress in defining and implementing consistent
national legislative frameworks for stimulating efficiency.

The quality and availability of infrastructure (energy, transport, and broadband) make
an important contribution to an efficiency promoting environment. Industrial sectors need a
modern public administration, able to deliver efficient and high-quality public services.
Coordinating clusters and networks improve industrial competitiveness and innovation by
bringing together resources and expertise, and promoting cooperation among businesses,
public authorities and universities. EU industrial and innovation policies should aim to
overcome existing market failures and funding gaps, especially to supply the bridge between
productive efficiency and productivity enhancement. At the national level, governments
could set up agencies funded by public bonds with the mission to provide venture capital,
investment credits and R&D support to new activities in the above fields.

Within this domain, regulatory reform is seen to affect innovation indirectly through
affecting the funds available for investment and market size and structure, and directly
through its impact upon the promotion of productivity.
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The Eurozone Financial Crisis:
Lessons and Prospects

Abstract:

Economic policy affects directly the socio-economic performance, along with economic
growth and competitiveness process. There is a huge literature regarding the tools of
economic policy, namely public fiscal policy and monetary policy as the determinant factors
for economic growth and competitiveness process. Today, a decade since the establishment
of European Monetary Union and European Central Bank, the member states of Eurozone are
facing a multi-faced deep economic crisis, with high public debt and public deficits for most
of the Eurozone member states. This paper aims to analyze the economic policy and to
present the effects for public debt and public deficit, in a benchmarking study for Eurozone
member states. It also attempts to estimate and present the implications for socio-economic
growth. Furthermore, it discusses the limits and the prospects regarding the convergence and
cohesion of member states within the Eurozone.

Key-Words: Public Debt, Public Deficit, Convergence, Public Fiscal Policy, Monetary
Policy, Cohesion, Growth, Eurozone
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1. Introduction

Ten years after European Monetary Union, the entry of Euro currency and the establishment
of the European Central Bank, most of the European member states face an intense financial
crisis featuring high public deficits and public debts, with Greece being today the most
severely affected European Union economy. Since January 2001 until January 2010, Euro has
appreciated by 65% against the US Dollar and by 47% against the Chinese Yuan, mostly
undermining the international competitiveness of Greek exports. The following Figure 1
illustrates the USD/EUR Exchange Rate since Greece’s Entry into the Eurozone, 2001-2018:

Figure 1. USD/EUR Exchange Rate, 2001-2018
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Following four years of recession and stagnation for the most of the Eurozone
members states, not with high unemployment rates, high inequalities, increasing poverty
rates, but also with the lowest figures of public and private investment and declining
economic growth rates, the main question today for Eurozone is whether there is any solution
or way out from the European financial crisis?

Historically, European Union was structured according to the common-vision of
solidarity, convergence and cohesion of European member states. The establishment of the
European Central Bank with the common currency (Euro) was the first step toward the
European economic integration. The ECB chose to act and announced a number of policy
changes, the most important and remarkable of which was its commitment to purchase
government securities outright in the secondary markets - an unprecedented departure both
from its past practice and from its prior view of how an independent central bank ought to
behave. Under its newly-created “Securities Markets Programme”, the ECB can purchase any
private and public securities outright in secondary markets. The European Financial Stability
Facility (EFSF) constitutes an important step towards the creation of a “minimal fiscal
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Europe” necessary for the survival and prosperity of the Eurozone for both political and
economic reasons.

Eurozone has a single currency, but however, they don't have a single or at least very
closely coordinated fiscal policy, running the risk of having part of the territory go into one
direction and other part of the territory go into another direction. And that's exactly what
happened. The Eurozone countries are especially vulnerable because they are tied into a
monetary framework that places priority on monetary control and low inflation, which leads
in a great number of irregularities as indicated also by the economies ranking (Table 1 and
Figure 2):

Table 1: Public balance, 2016 and 2017
(Net borrowing or lending of the general government sector, % of GDP)

2016 2017
EU-28 -1.6 -1.0
EA-19 -1.6 -1.0
Malta 0.9 3.5
Cyprus 0.3 1.8
Sweden 1.1 1.6
Czechia 0.7 15
Luxembourg 1.6 1.4
Netherlands 0.0 1.2
Bulgaria 0.2 1.1
Denmark -0.4 1.1
Germany 0.9 1.0
Croatia -0.9 0.9
Greece 0.5 0.8
Lithuania 0.3 0.5
Slovenia -1.9 0.1
Ireland -0.5 -0.2
Estonia -0.3 -0.4
Latvia 0.1 -0.6
Finland -1.7 -0.7
Slovakia -2.2 -0.8
Austria -1.6 -0.8
Belgium -2.4 -0.9
Poland -2.2 -14
United Kingdom -2.9 -1.8
Hungary -1.6 -2.2
Italy -2.5 -2.4
France -3.5 -2.7
Romania -2.9 -2.9
Portugal -2.0 -3.0
Spain -4.5 -3.1

Source: Eurostat Database
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Figure 2: Government Debt, 2016 and 2017
General government debt, 2016 and 2017 (*)
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Eurozone member states can be explained through the following twin deficits: firstly
the gap between saving and investment and secondly between the tax revenues and
government expenditures.

An additional burden was the so-called “demonstration effect”, that means the over-
consumption from imported non-durable goods.

In order to avoid default, three member states (Greece, Ireland, and Portugal) have
needed bailouts from the European Union and the International Monetary Fund, and more
might be necessary, with governments undertaking specific sets of reforms to balance the
budget and return the country to financial solvency, in order to avoid default. Seven European
countries have changed leadership because of the crisis, and one, Greece, reneged on $133
billion in debts. One of the main defaults for South West European Areas is the
mismanagement and the devaluation of human capital and the so-called of “human-drain”
that implies more negative effects on growth process.

2. The Greek case of the Financial Crisis
With the largest public debt and one of the largest budget deficits in the Eurozone, Greece is
at the centre of the crisis.

Greece has been the notable example of an industrialized country that has faced
difficulties in the markets because of rising debt levels. Greece is a developed country, with
the 22nd highest standard of living in the world and the economy of Greece is the twenty-
seventh largest economy in the world by nominal gross domestic product (GDP) and the
thirty-third largest by purchasing power parity (International Monetary Fund, 2008). Its GDP
per capita is the 25th highest in the world, while its GDP PPP per capita is also the 25th.

The public sector accounts for about 40% of GDP. The service sector contributes
75.8% of the total GDP, industry 20.8% and agriculture 3.4%. Greece's main industries are
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tourism, shipping, industrial products, food and tobacco processing, textiles, chemicals, metal
products, mining and petroleum. The Greek maritime fleet is the largest in the world, at
approximately 18% of the world’s maritime fleet, giving Greece a political advantage. Today,
shipping is one of the country's most important industries. It accounts for 4.5% of GDP,
employs about 160,000 people (4% of the workforce), and represents 1/3 of the country's
trade deficit. The Greek-owned maritime fleet is today the largest in the world, with 3,079
vessels accounting for 18% of the world's fleet capacity (making it the largest of any other
country) with a total dwt of 141,931 thousand.

The second most important industry of Greece is tourism. Greece attracts more than
16 million tourists each year, thus contributing 15% to the nation's Gross Domestic Product.
The number of jobs directly or indirectly related to the tourism sector represent around 17%
of the country's total employment.

Although remaining above the euro area average, economic growth turned negative in
2009 for the first time since 1993. By the end of 2009, as a result of a combination of
international financial crisis and uncontrolled spending prior to the October 2009 national
elections, the Greek economy faced its most severe crisis after 1993, with the second highest
budget deficit (after Ireland) as well as the second highest debt (after Italy) to GDP ratio in
the EU.

The 2009 budget deficit stood at 13.6% of GDP. This, and rising debt levels (115% of
GDP in 2009) led to rising borrowing costs, resulting in a severe economic crisis. Greece has
been accused of trying to cover up the extent of its massive budget deficit in the wake of the
global financial crisis. This resulted from the massive revision of the 2009 budget deficit
forecast by the new Socialist government elected in October 2009, from "6-8%" (estimated
by the previous government) to 12.7% (later revised to 13.6%). This revision has seriously
undermined Greece's credibility leading to higher borrowing costs for Greece, following
years of unrestrained spending, cheap lending and failure to implement financial reforms left
Greece badly exposed when the global economic downturn struck. This whisked away a
curtain of partly fiddled statistics to reveal debt levels and deficits that exceeded limits set by
the eurozone.

In 2004, Eurostat revealed that the budgetary statistics on the basis of which Greece
joined the European monetary union (budget deficit was one of four key criteria for entry),
had been massively under-reported (mostly by not recording a large share of military
expenses). However, even according to the revised budget deficit numbers calculated
according to the methodology in force at the time of Greece's application for entry into the
Eurozone, the criteria for entry had been met.

In fact, the Greek economy was one of the fastest growing in the Eurozone during the
2000s; from 2000 to 2007 it grew at an annual rate of 4.2% as foreign capital flooded the
country. A strong economy and falling bond yields allowed the government of Greece to run
large structural deficits. Large public deficits are one of the features that have marked the
Greek social model since the restoration of democracy in 1974.

After the removal of the right leaning military junta, the government wanted to bring
disenfrachised left leaning portions of the population into the economic mainstream. In order
to do so, successive Greek governments have, among other things, run large deficits to
finance public sector jobs, pensions, and other social benefits. Since 1993 debt to GDP has
remained above 100% (Tables 2). After the introduction of the euro, Greece was initially able
to borrow due the lower interest rates government bonds could command and currency
devaluation helped finance the borrowing.
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Table 2: Public balance and general government debt, 2014-2017 (as % of GDP)

Public balance
(net borrowing / lending of General government det_)t
consolidated general (general government consolidated
gross debt)
government sector)

2014 | 2015 | 2016 | 2017 2014 2015 2016 | 2017
EU-28 -29 | -23 | -1.6 -1.0 86.4 84.4 83.3 81.6
Euro area (EA-19) | -25 | -20 | -1.6 -1.0 91.8 89.9 89.1 86.8
Belgium -31 | -25 | -24 -0.9 107.6 106.5 106.1 | 103.4
Bulgaria 54 | -1.7 | 0.2 1.1 27.1 26.2 29.6 25.6
Czechia -21 | -06 | 0.7 1.5 42.2 40.0 36.8 34.7
Denmark 1.1 | -15 | -04 1.1 44.3 39.9 37.9 36.1
Germany 0.6 08 | 0.9 1.0 74.5 70.8 67.9 63.9
Estonia 0.7 0.1 | -0.3 -0.4 10.5 9.9 9.2 8.7
Ireland -3.6 | -1.9 | -05 -0.2 104.1 76.8 73.4 68.4
Greece -3.6 | -5.6 | 05 0.8 178.9 175.9 178.5 | 176.1
Spain -6.0 | -5.3 | -45 -3.1 100.4 99.3 99.0 98.1
France -39 | -36 | -35 -2.7 94.9 95.6 98.2 98.5
Croatia 5.1 | -34 | -0.9 0.9 84.0 83.7 80.2 77.5
Italy -3.0 | -26 | -25 -2.4 131.8 131.6 1314 | 131.2
Cyprus -9.0 | -1.3 | 0.3 1.8 108.0 108.0 1055 | 96.1
Latvia -15 | -14 | 0.1 -0.6 40.9 36.8 40.3 40.0
Lithuania -06 | -0.3 | 0.3 0.5 40.5 42.6 39.9 39.4
Luxembourg 1.3 1.3 | 1.6 1.4 22.7 22.2 20.7 23.0
Hungary -26 | -19 | -1.6 -2.2 76.6 76.6 75.9 73.3
Malta -1.7 | -1.0 | 0.9 3.5 63.7 58.6 56.3 50.9
Netherlands -22 | -20 | 0.0 1.2 67.9 64.6 61.9 57.0
Austria -2.7 | -10 | -1.6 -0.8 84.0 84.8 83.0 78.3
Poland 3.7 | 2.7 | -2.2 -1.4 50.4 51.3 54.2 50.6
Portugal -71.2 | 44 | -2.0 -3.0 130.6 128.8 129.2 | 124.8
Romania -1.3 | 0.7 | -2.9 -2.9 39.2 37.8 37.3 35.1
Slovenia -55 | -28 | -1.9 0.1 80.4 82.6 78.7 74.1
Slovakia 2.7 | -26 | -2.2 -0.8 53.5 52.2 51.8 50.9
Finland -3.2 | -28 | -1.7 -0.7 60.2 63.6 63.0 61.3
Sweden -16 | 02 | 1.1 1.6 45.5 44.2 42.4 40.8
United Kingdom 5.4 | -42 | -29 -1.8 87.0 87.9 87.9 87.4

Source: Eurostat Database

The global financial crisis that began in 2008 had a particularly large effect on
Greece. Two of the country's largest industries, tourism and shipping, and both were badly
affected by the downturn with revenues falling 15% in 2009.

In 2009, the government revised its deficit from an estimated 6% (8% if a special tax
for building irregularities were not to be applied) to 12.7%. In May 2010, the Greek
government deficit was estimated to be 13.6% which is one of the highest in the world
relative to GDP. Greek government debt was estimated at €216 billion in January 2010.
Accumulated government debt is forecast, according to some estimates, to hit 120% of GDP
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in 2010. The Greek government bond market is reliant on foreign investors, with some
estimates suggesting that up to 70% of Greek government bonds are held externally.

Greece's credit rating -the assessment of its ability to repay its debts- has been
downgraded to the lowest in the eurozone, meaning it will likely be viewed as a financial
black hole by foreign investors. This leaves the country struggling to pay its bills as interest
rates on existing debts rise.

Figure 3. Main Indicators

Figure 3(a): Greek GDP and Unemployment Rate | Figure 3(b): Greek Budget Deficit, 1970-2011
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Yields on Greek government two-year bonds rose to 15.3% following the
downgrading. Standard & Poor's estimates that in the event of default investors would lose
30-50% of their money. Stock markets worldwide declined in response to this
announcement. Following downgradings by Fitch, Moody's and S&P, Greek bond yields rose
in 2010, both in absolute terms and relative to German government bonds. Yields have risen,
particularly in the wake of successive ratings downgrading.

On May 2010, the European Central Bank suspended its minimum threshold for
Greek debt "until further notice”, meaning the bonds will remain eligible as collateral even
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with junk status. The decision will guarantee Greek banks' access to cheap central bank
funding, and analysts said it should also help increase Greek bonds' attractiveness to
investors. The Greek parliament passed the Economy Protection Bill, expected to save
€4.8 billion through a number of measures including public sector wage reductions.

Then, a loan agreement was reached between Greece, the other Eurozone countries,
and the International Monetary Fund. The deal consisted of an immediate €45 billion in loans
to be provided in 2010, with more funds available later. A total of €110 billion has been
agreed. The interest for the Eurozone loans is 5%, considered to be a rather high level for any
bailout loan. The government of Greece agreed to impose another round of austerity
measures.

Moreover, Greek economy also faces significant problems, including rising
unemployment levels, inefficient bureaucracy, tax evasion and high levels of political and
economic corruption and low global competitiveness relative to its EU partners (Figure 3):

In early 2010, fears of a sovereign debt crisis, the 2010 Euro Crisis, developed
concerning some European nations, including European Union members Greece, Spain, and
Portugal. This led to a crisis of confidence as well as the widening of bond yield spreads and
risk insurance on credit default swaps between these countries and other EU members, most
importantly Germany. Concern about rising government deficits and debt levels across the
globe together with a wave of downgrading of European government debt has created alarm
in financial markets. The debt crisis has been mostly centred on recent events in Greece,
where there is concern about the rising cost of financing government debt. On 9 May 2010,
Europe's Finance Ministers approved a comprehensive rescue package worth almost a trillion
dollars aimed at ensuring financial stability across Europe by creating the European Financial
Stability Facility

3. Eurozone Financial Crisis corrective measures

Without a bailout agreement, there was a possibility that Greece would have been forced to
default on some of its debt. The premiums on Greek debt had risen to a level that reflected a
high chance of a default or restructuring. Analysts gave a 25% to 90% chance of a default or
restructuring. A default would most likely have taken the form of a restructuring where
Greece would pay creditors only a portion of what they were owed, perhaps 50 or 25 percent.
This would effectively remove Greece from the euro, as it would no longer have collateral
with the European Central Bank. It would also destabilise the Euro Interbank Offered Rate,
which is backed by government securities.

Because Greece is a member of the eurozone, it cannot unilaterally stimulate its
economy with monetary policy. The overall effect of a probable Greek default would itself be
small for the other European economies. Greece represents only 2.5% of the eurozone
economy. The more severe danger is that a default by Greece will cause investors to lose
faith in other Eurozone countries. This concern is focused on Portugal and Ireland, all of
whom have high debt and deficit issues. Italy also has a high debt, but its budget position is
better than the European average, and it is not considered amongst the countries most at risk.
Spain has a comparatively low debt amongst advanced economies, at only 53% of GDP in
2010, more than 20 points less than Germany, France or the US, and more than 60 points less
than Italy, Ireland or Greece, and it doesn't face a risk of default. Spain and Italy are far larger
and more central economies than Greece, both countries have most of their debt controlled
internally, and are in a better fiscal situation than Greece and Portugal, making a default
unlikely unless the situation gets far more severe.
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The crisis is seen as a justification for imposing fiscal austerity on Greece in exchange
for European funding which would lower borrowing costs for the Greek government. The
negative impact of tighter fiscal policy could offset the positive impact of lower borrowing
costs and social disruption could have a significantly negative impact on investment and
growth in the longer term.

One of the central concerns prior to the bailout was that the crisis could spread

beyond Greece. The crisis has reduced confidence in other European economies. In 2010, the
27 member states of the European Union agree to create the European Financial Stability
Facility (EFSF), a legal instrument aiming at preserving financial stability in Europe by
providing financial assistance to eurozone states in difficulty.
In order to reach these goals the Facility is devised in the form of a special purpose vehicle
(SPV) that will sell bonds and use the money it raises to make loans up to a maximum of €
440 billion to eurozone nations in need. The bonds will be backed by guarantees given by the
European Commission representing the whole EU, the eurozone member states, and the IMF.
The new entity will sell debt only after an aid request is made by a country.

The EFSF will be combined to a € 60 billion loan coming from the European financial
stabilisation mechanism (reliant on guarantees given by the European Commission using the
EU budget as collateral) and to a € 250 billion loan backed by the IMF in order to obtain a
financial safety net up to € 750 billions. The agreement allows the European Central Bank to
start buying government debt which is expected to reduce bond yields. Subsequently, the
member banks of the European System of Central Banks started buying government debt.
After initially falling to a four-year low early in the week following the announcement of the
EU guarantee packages, the euro rose as hedge funds and other short-term traders unwound
short positions and carry trades in the currency.

On 23 April 2010, the Greek government requested that the EU/IMF bailout package
(made of relatively high-interest loans) be activated. The IMF has said it was "prepared to
move expeditiously on this request”. On 27 April 2010, the Greek debt rating was decreased
to BB+ (a 'junk' status) by Standard & Poor's amidst fears of default by the Greek
government. The yield of the Greek two-year bond reached 15.3% in the secondary market.
Standard & Poor’s estimates that in the event of default investors would lose 30-50% of their
money. Stock markets worldwide and the Euro currency declined in response to this
announcement.

Predictably, quite the opposite and there have been warnings of resistance from various
sectors of society. Workers nationwide have staged strikes closing airports, government
offices, courts and schools, expected to continue.

4. Concluding Remarks and Policy implications

Greece is already in major breach of eurozone rules on deficit management and with the
financial markets betting the country will default on its debts, this reflects badly on the
credibility of the euro. There are also fears that financial doubts will infect other nations at
the low end of Europe's economic scale. If Europe needs to resort to rescue packages
involving bodies such as the International Monetary Fund, this would further damage the
euro's reputation and could lead to a substantial fall against other key currencies.

Today, ten European member states are in a recession with the main problems being
the increasing public fiscal deficit and public debt. Government (or public) debt grows when
the government has a budget deficit and it stops growing when it balances its budget. When a
country runs into a sovereign debt crisis interest rates rise, capital flows stop and the country
is put into a severe period of economic contraction and fall in living standards. The inflation
unleashed by the printing of money reduces the real value of the bonds held by debt holders
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who are its own citizens and thus the government lessens the burden of its debts. Inflation
shifts the burden of debt from the state to its citizens and represents the ultimate form of
taxation. When a sovereign debtor is unable to meet its obligations it can resort to currency
depreciation. This works when a country is utilizing a flexible currency regime whereby it
allows the value of its currency to be determined by demand and supply in the foreign
exchange market.

Within this framework, member states with huge public deficit and public debt have
only two alternatives: either to reduce the expenses or to increase the revenues. Fiscal
strategy is aiming to increase taxes or to cut the public spending. An alternative strategy is to
increase the revenues from monetary issuance by the central bank. The rational strategy in
order to reduce the debt-GDP ratio, nominal GDP must grow faster than the government debt.
For this to happen, the economy must experience economic growth in output (real GDP), rise
in prices (inflation) or both. What it’s really needed is to increase the public and private
investment, so to be able to move up and to succeed the rapid growth rates. Low interest rates
also help in that they contain the interest cost of servicing the country’s debt and help balance
the budget sooner: Debt-GDP Ratio = Government Debt / Nominal GDP.

The European economic policy was the main engine pursuing economic growth,
competitiveness, convergence and consequently fostering social cohesion in European
members of Eurozone. European Central Bank was in charge mainly with the implementation
of monetary policy and the equilibrium between the money demand and the money supply.
However, the public fiscal policy was remaining at the national control for member states and
as a consequence there was a clear unbalanced between public deficit and public debt for
member states. The Eurozone is facing a serious sovereign debt crisis. Several Eurozone
member states have high, potentially unsustainable levels of public debt. In light of the large
debt loads advanced economies will have to undertake a series of fiscal consolidation
measures to reduce government spending and increase taxes which will lower the growth rate
of these economies for a number of years to come. Debt levels and deficits that exceeded
limits set by the Eurozone were revealed and exposed.

However, the Eurozone is facing a harder battle in the fight against its debt crisis, as
economic growth seems to stall in the face of budget tightening. Uncertainty is abundant for
European markets. The Eurozone is seen as lacking unified political leadership. Confidence
in European leaders and the ECB seems to be on a declining trend. The debate for a new
scenario for Eurozone financial crisis could be based on a fundamental step towards a fiscal
union has increased, (the so-called Eurobonds). Eurobonds point out that the public finances
of the Eurozone, compare favorably with other big economies such as the US, whose
government is currently able to borrow at record low yields. Thus, the currency area would
be able to benefit from low borrowing costs, helped by the liquidity advantage of creating
what would become a vast government bond market. Nonetheless, critics argue that creating
Eurobonds would weaken budget discipline, reducing the incentive for weaker states to get
their finances in order.

European leaders will have two choices, either to take a big step towards fiscal union,
or a break-up of single currency. However, moving towards a fiscal union seems unlikely
with Germany and France strongly opposed to such suggestions. The problem with the idea
of countries leaving the euro is that there is no exit mechanism and increases the cost if a
member states was to exit the single currency.

What is really needed is a concrete economic policy based in a long-term-planning, so
to avoid the so-called “myopia-phenomenon”, and also a more concrete policy from
European Central Bank with orientation to growth and development. The failure of European
Central Bank to “push” and create the economic growth in South West European States
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(SWES, namely Greece, Italy, Spain and Portugal) have implied seriously problems and
doubts for the future of Eurozone.

Crisis is a time for action, preceded by careful analysis. The future European policy
against the public debt and public deficit must oriented toward economic growth and the use
of the triangle of human capital, local resources, innovation. Human capital is the key as a
core policy for growth process. Innovation as a driver of growth and competitiveness,
cohesion and economic growth. All stakeholders must be involved in both processes, so
consensus and commitment be assured.

Competitiveness and productivity its closely related with human capital development
and growth process. The economic policy aiming solely to reduce the public expenses and to
minimize the public and social policies may also be misleading and lead to shirking growth
and moreover to increase the social inequalities and social explosions. The resolution of this
situation will most likely involve a combination of fiscal and monetary policies with a more
active role of European Central Bank. However, the political economy of fiscal tightening is
already quite complex and fraught in South West European States and the current fragile
consensus for fiscal consolidation is highly unlikely to survive until 2013 and beyond.
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Visitor-oriented strategic museum management for small regional
museums. The Greek case of the Ethnological Museum of Thrace

Abstract:

Rabid financial, technological, social and political developments have greatly influenced the
role and function of nonprofit organizations, especially Museums. Museums, as bodies of
culture, aim at cultural contribution-enabling access to cultural heritage, promoting broad
cultural participation and providing informal education- while trying to find the appropriate
means to adjust themselves to the new environment. Thus, the new competitive conditions
require management techniques which allow museums to be able not only to survive but also
to go ahead.

The present study focuses on a small regional private museum in Greece, a country
which has been suffering the most due to economic crisis, and examines the way that this
nonprofit organization has managed the new situation through adopting strategic managerial
methods.

Key words: nonprofit organization, museum, strategic management, visitor-oriented strategy
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1. Introduction

It is a fact that consumption, competitiveness, technology and constant development are
characteristics of the current era where everything changes with a pace that overwhelms the
imagination. Current literature suggests that these characteristics influence the sustainability
of companies as well as cultural organizations (Gilmore & Rentschler, 2002; Peacock, 2008;
Pop & Borza, 2015). Both for-profit and non-profit organizations are continuously called
upon to respond to new circumstances building upon tangible and intangible sources by
applying efficient and effective management. Especially cultural organizations are proposed
to develop a market-oriented culture as to achieve not only a growth in resources and higher
levels of customer satisfaction, but also a growth in reputation among peers (Gainer &
Padanyi, 2001; Yucelt, 2008; McNichol, 2005; Tobelem, 2007; Kotler, 2007).

It might be questioned whether art missions and management techniques can be
compatible, as art is connected with creative freedom, individuality and creative chaos while
management involves effectiveness, productivity and financial success (Mpitsani, 2004).
However, these spheres can co-exist if cultural management is understood as a process, which
aims at the successful creation and implementation of a project, having ensured the required
means and resources for the accomplishment of its goals, while specific persons are in place
to put forward specific goals that could be accomplished in a specific time-frame (Peacock,
2008; Kovach, 2009).

In this paper we argue that this compatibility between mission and management
strategy is necessary in a period of economic crisis, therefore in the following sections we
analyze the relevant theories, present our methodology, outline our chosen case study, and
finally conclude with a discussion of our findings.

2. Museum: a cultural organization in boom or in crisis?

According to the International Council of Museums (ICOM) "A museum is a non-profit,
permanent institution in the service of society and its development, open to the public, which
acquires, conserves, researches, communicates and exhibits the tangible and intangible
heritage of humanity and its environment for the purposes of education, study and enjoyment"
(http://icom.museum/the-vision/museum-definition/15/09/2017). ICOM’s museum definition
provides a framework that many museums in the world, if not all, relate to. However, revising
it is one of the biggest challenges of the museum community. According to Jette Sandhal,
Chair of the Committee for Museum Definition, Prospects and Potentials (MDPP) “The
importance of museum definition is that it functions as a shared framework for museums
across the world-which is itself quite miraculous. The museum definition thus seems to need
to be historicized, contextualized, de-naturalized and de-colonialized”. This is why ICOM
created in 2017 the MDPP —to explore the diversity of museums, bring experts together,
address  social trends and  advise ICOM on a possible  revision
(https://www.youtube.com/watch?v=e6eROCIL kOA&feature=youtube/15/09/2018).

In the last decades the role of museums in modern society has been redefined. Since
the beginning of the 20th century the traditional definition has been replaced by the principles
of "New Museology", which aim to propose new forms of communication and new types of
expression, marked by a focus on people (people/visitor-oriented approach) and the way they
experience a visit in a museum rather than the exhibits and the collections (McCall & Gray,
2014; McLean, 2006; Camarero et al., 2007). The object itself is no longer at the centre of
attention. These new priorities change the character of the museum itself and call for the use
of new media and technologies as well cultural management techniques (McCall & Gray,
2013, Gilmore & Rentschler, 2002; Reussner, 2010).

It is now obvious that an interactive relationship is being developed between museums
and visitors. People have the potential to explore the collections and be inspired by them
instead of passively accepting the messages set forth by the institution’s managers and
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curators (Soren, 2009; Brida et al., 2016). Moreover, modern museums are open and
accessible to multiple categories of visitors such as families, pupils, students, tourists,
disabled, elderly and people of different nationalities or religions (McNichol, 2005).

Looking specifically at Greece, there are numerous big and small museums operating
within the country (http://odysseus.culture.gr/h/1/gh10.jsp-10/09/2018). Since the 1970s,
there has been a major increase in the number of museums, which, however, has not been
accompanied by asimilar increase in the number of visitors. This has created the current
situation which is characterized by competitiveness, uncertainty and reduced financial
sources, and makes urgent the need of adopting the right management and marketing
techniques in order for museums to be able not only to survive, but also to claim their own
market share (Cole, 2008; Dolnicar & Lazarevski, 2009, Kotler & Kotler, 2000).

In short, museums have to follow a visitor-oriented policy aiming at attracting a
variety of visitors as well as the development of museum services that are appropriate to
diverse museum audiences; they need to maintain their old visitors and attract new ones. The
belief that a visit to a museum is synonymous with a boring school activity or an activity for
the elderly must be overcome. Museums should identify the needs, desires and wishes of both
their current and potential visitors and should also convince them that a single visit to the
museum is never enough (Burton & Scott, 2003). Thus, it is necessary to foster commitment
from their visitors so that their visits will be longer and more frequent (Bradburne, 2007).

In order to achieve these goals, it is crucial that appropriate management techniques be
adopted in cultural organizations, to help them define and accomplish their goals. This will
include completing necessary planning; parceling their project into specific tasks and duties;
identifying staffing issues and finding capable senior staff (leading); and applying the
required processes of evaluation and controlling aiming at the improvement of its function
(Griffin, 1988; Bradburne, 2007; Kovach, 2009). Reussner (2003) suggests a visitor-oriented
strategic museum management including goal-development, strategic analysis, strategic
orientation, strategic planning, implementation and strategic control.

3. The role of managing museums

According to Kovach (1989) the most vital element in strategic management is mission. This
expresses the reason for an organization’s existence, its identity and beliefs. Generally
speaking, museums’ mission is concerned with the curatorship, preservation and display of
their collections, as well as their educational role in society (Kotler & Kotler, 1998,
McNichol, 2005). It may be argued that museum’s mission is never completed because its
services are constantly evolving as a result of new additions to their collection as well as new
means of technology and communication (Peacock, 2008). Indeed, museums are in a state of
continuous change because of the new methods of preservation and presentation of the
exhibits, new attitudes concerning learning and education, and the contribution of new
technology to collections. For all of the above reasons, integrating managerial knowledge and
practice in museums is crucial. These practices will furthermore contribute to the museum’s
ability to respond to internal and external changes.

According to Kotler & Kotler (1998) institutional goals should be specific, realistic
and clear; they should be in accordance with museum’s identity and character and should take
into consideration museum's strengths and weaknesses, public's expectations and the
competitive environment. Goals can be categorized in three categories: a) those concerning
the increase of visitors, members, subscribers, donations and sponsorship, b) those aiming at
the improvement of services, products and programs and c) those concerning organization,
planning and competitiveness. It is important to recognize that specific goals for individual
museums can differ quite widely. One museum may aim at increasing the number of its
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visitors and consequently their income while another museum may focus on increasing the
number of its exhibits, etc.

McLean (1997) believes that one of the most important goals for a museum is the
increase of its visitors, as they play a vital role in its survival. Furthermore, exhibitions are
created for the public and if the museum is not open to them, it has no reason for existence.
Kotler and Kotler (2000) suggest three strategies for increasing the number of visitors and
improving the experience of visiting a museum. These are the enrichment of exhibits, the
improvement of products and services, and the creation of comfortable and accessible
facilities.It is important to remember that visitors divide their time in a museum between its
exhibitions, the café or restaurant, and the shop.

Managers should take into consideration the expectations and experiences of their
visitors (Sheng &Chen, 2011; Yucelt, 2001; Albrecht et al., 2016; Soren, 2009; Brida et al.,
2016; Chiappa et al., 2014). In order to do this, it is important to conduct visitor research, as
each visitor is unique. While one person may be looking to satisfy their pride in their national
heritage or history, another might be interested in increasing their knowledge in a certain area,
and yet another may see a visit to the museum as simply a break from their daily routine. For
some, simple things such as parking, accessibility, cleanliness and friendly staff play a major
role in choosing a museum for a visit.

It is possible to identify three overall strategies which can be effective in attracting
new visitors and maintaining the old ones. The first strategic category is united by a goal of
transforming visitors into users, allowing individuals to have an active role in the storytelling
of the exhibition (Goulding, 2000; Bradburne, 2001). Some methods for achieving this aim
include hosting temporary exhibitions, having an organized shop, restaurant or café, and
organizing social events such as book presentations or concerts. The second strategy relates to
the relationship between the museum and the local society; it focuses on educational programs
for pupils and adults, workshops for kids, adults and elderly people. Its main goal is the
emergence of local history and traditions (Baniotopoulou, 2000; Bradburne, 2007). Finally,
the third strategy focuses on marketing as a tool to attract as many new visitors as possible
and transform the museum into a popular leisure destination, appealing enough to compete
with similar such destinations such as cinemas, restaurants, malls etc., without losing of
course their initial identity (Tobelem, 2007, McNichol, 2005; Kotler, 2007; Robbins &
Robbins, 1981; Mclean, 2006).

Museum staff, which consists of managers, curators, conservators, educators,
administrative officers, technicians and guards, play a major role in the implementation of all
the required strategies so as the organization achieve its goals. Therefore, it is of crucial
importance museum managers to be capable to communicate efficiently any proposed change
or new method and develop a pleasant and cooperative climate among employees (Kitchen &
Daly, 2002; Higgs & Rowland, 2005; Fuchs & Prouska, 2014; Jung, 2016; Bluhm, 2016)

Museum managers should be the ones responsible for defining their goals and
planning the strategy for their implementation. Any plans should be clear, in written form and
long-term and should be communicated appropriately to the staff. Managers should also
evaluate the strengths and weakness (internal environment) as well as the opportunities and
threats (external environment) and use this information to determine the most effective and
efficient methods for achieving their goals. (Kotler et al, 2008; Abraham et al., 1999).

Managers should also support the employees’ participation in this process by creating
a relationship of strong communication and trust and giving them rewards and motivations
(Tsourvakas, 2012; Fuchs & Prouska, 2014; Knudsen, 2016). Communication and
cooperation between managers, employees and volunteers is very crucial and reflects the
internal managerial performance to the external managerial performance through the offered
services regarding education, communication and accessibility (Gilmore & Rentschler, 2002;
Jung, 2016).
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4. Methodology

The present research examines how a small private museum in Northern Greece managed to
handle the economic crisis adopting some necessary changes and applying the appropriate
managerial techniques and methods. This museum was chosen because of its importance for
its position in the border and multicultural area of Thrace, a region which still stays behind in
development in spite of its age-old culture and history. Therefore, a boost in the field of
culture is considered very important; to promote and strengthen the economic and touristic
development as well as to maintain the historic continuity.

The Ethnological Museum of Thrace is a small, regional museum which faces some

difficulties regarding funding and staff. However, this museum should find the way to survive
in order to develop. According to studies, organizations that adopted managerial techniques
managed to be more effective towards other organizations but also towards their past (Tlili,
2012; Burton & Scott, 2003, Peacock, 2008; Kovach, 2009; Pop & Borza, 2015). So, it would
be very useful for other museums of similar characteristics to examine the management
methods that were applied in order the museum to deal with the current circumstances.
The study is based in qualitative descriptive research. Data were collected via participant and
direct observations, interviews and examinations of records in the period 2013-2017. Some
data were also collected from the official site and museum's page in social media. A depth
interview with the founder and President of the Museum was taken in September 2017 while
there was a constant communication and discussion with the employees during all these years
of the research.

The chosen method was theory-building research, which might start from a strictly
descriptive aim of discovering and describing concepts that might later become relevant for a
theory. Often the objective of the study is to build and describe a typology of a phenomenon
of interest in order to get more insight into how the phenomenon looks in different situations,
but without an attempt to explain the occurrence of specific types or to find or explain effects.
Research is building and testing statements by analyzing evidence drawn from observation.
(Dul & Hak, 2008).

5. The Ethnological Museum of Thrace

The Ethnological Museum of Thrace was founded in October 2002 in Alexandroupolis — the
capital city of the Prefecture of Evros in North-East Greece, which borders with Turkey and
Bulgaria- to conserve the historical memory in the wider area of Thrace. It was created within
a distinctive historical and social context. The region is at the crossroads of roads leading to
Bulgaria and Turkey and is mainly inhabited by Greek refugees from Eastern Thrace who fled
to Greece in the ethic turmoil of the 19th-20th centuries. There are also important populations
of native Greek Muslims, Roma and Pomaks. In Thrace, multiculturalism results to a singular
cultural richness. Furthermore, due to the rural character of the region, its intangible heritage
has been preserved almost unchanged until recently. This social environment underlines its
uniqueness of its mission to safeguard these multicultural memories, traditions and practices.

The Museum is a self-funded organization and has been operating in a leased, stone-
built neoclassical building that dates since 1899. It is a livable place where anyone can meet
the Thracian customs and culture while it combines tradition with the concerns of modern
society. Its mission is the study, presentation and promotion of Thracian culture. Its goal is to
make its place a crossing point for redefinition of the tradition.

Its permanent exhibition consists of objects of tangible Thracian civilization, a rare
archive of photographs, videos and a library. There are more than 500 exhibits through which
the visitor can realize how Thracian life style looked like from the beginning of the 17th
century till the 20th century. The objects are exhibited in the first floor of 161,4 square
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meters, in the basement of 130,5 square meters and in a nearby small house of 35 square
meters. In the roofed inner yard there is a shop and a cafe
(http://emthrace.org/en/museum/10/07/2018).

The place is small but pleasant. In accordance with the principles of “New
Museology” it is open to public and takes cares for every part of society (McCall & Gray,
2013). It is accessible to the disabled, there are sufficient signs, brochures -translated in
English, Bulgarian, Turkish and Russian-, big screens, photographs and every exhibit is
accompanied by a short text that gives the required information.

Guide tour concerning the time axis described through the exhibits is being done
through a video-tour; maps, photographs, digital films and some additional historic material
are available to visitors. There is also a database created from data coming from the archive of
the Refugee Rehabilitation Commission 1928 and the digital maps of Northern and East
Thrace of 1920. Through this database the names of 18.000 refugee farmers who established
in Prefectures of Evros in 1922 are connected with their ancestral residents, contributing to
their connection with their roots and creating strong bonds with their past and even stronger
emotions and experiences (Camarero et al., 2009).

Having realized the challenges and changes of 21% century, the museum has managed
to deal with the new technologies (Peacock, 2008; Burton & Scott, 2003). The objects are
simply exhibited in the space but all the new technological and digital means, by which they
are surrounded, make the visit a unique experience. In each place there is a screen in which
digital films related to the exhibits are being projected. Visitors are being transported to
another era characterized by a different life style. In addition, the photographs, the maps and
the building itself, which seems untouchable through time, create a unique scenery of a
strange but so attractive age, turning the visit into a unique experience (Fray, 1998; Burton &
Scott, 2003; Bradburne, 2007)

6. The Ethnological Museum of Thrace towards the Greek economic crisis

The Ethnological Museum of Thrace is a Non-Profit Civil Partnership, run by a 5members
administrative council. Mrs Aggeliki Giannakidou is the Chair of Board and founder of the
museum, a woman with 30 years experience in research and study of Thracian civilization.

The museum is making a great effort according to principles and values of New
Museology. The Museum’s aim is to preserve and promote what is most authentic, most
original in Thrace: the self-expression of the ethnic groups who made their home in the area.
The ethnological and historical exhibits of the Museum, which have been collected with great
effort over a long period of time, preserve local history and tradition as part of a force that not
only looks back to the past but also helps shape the future. The Ethnological Museum of
Thrace was founded with the purpose of preserving historical memory in the wider region of
Thrace (http://emthrace.org/en/museum/20/09/2017).

Due to its size and the limited number of its permanent staff, there is not the typical
structure similar to that of other museums with specific departments, tasks and
responsibilities. However, the ambitious and change-oriented Chair of Board and its
workaholic employees are constantly aware of any developments and ready to apply any
required changes. Thus, its structure makes decision making more flexible and faster
(McNichol, 2005, Camarero et al., 2011)). There are frequent meetings for new actions and
plans; every goal is defined and communicated appropriately to the involved ones (Gil et al.,
2005; Kitchen & Daly, 2002; Liu, 2012) and a worth trusting relationship has been
established (Fuchs &Prouska, 2014). The museum follows a goal-development strategy,
through which preliminary goals are laid down and formulated in a more concrete way. A
strategic analysis consisting of an organizational analysis to identify strengths and weakness
of the museum, and an environmental analysis to learn about the threats and opportunities in
the museum context, comprise part of its strategy including strategic orientation, strategic
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planning, which produces strategies that are designed to achieve the previously defined major
goals, implementation and strategic control.

The current unstable economic situation has made museum re-define its goal, try new
activities and find out more new ways in order to attract more visitors and maintain the old
ones. Its main goal is to create a permanent relationship with the visitor and make them a user
(Tobelem, 2007; Kotler; 2007). For the above reasons there is an annual renewal of the
offered educational programs and workshops addressed to all ages, while seminars, speeches
and presentations have been hosted all year round. This makes the visitor willing to repeat
their visit to Museum and each time to have a different experience (Brida et al., 2016).
Through the years the museum has invested in its relationship with the local communities,
which is now based on mutual appreciation and trust. It should benoted that the museum’s
marketing strategy benefits directly the local cooperatives and providers by buying and
promoting their products worldwide and thus contributing to their sustainability. The
Ethnological Museum of Thrace is one of the few Greek museums that have achieved
safeguarding the heritage of the past and proposes a vision for a sustainable future for the
local people.

Being a self-funded organization, knows the cost of its operation and controls its
financial data. Having obtained a better insight into marketing theory, the museum has
developed a market-oriented strategy that focuses on appealing to new visitors according to
their needs, wants and expectations, members, sponsors and donors (Sheng & Chen, 2012;
Pope et al., 2009, Camarero& Garrido, 2011). Moreover, recognizing the specific
multicultural heritage of the region as its comparative advantage, the museum has planned a
tailor-made branding and marketing strategy with the goal to achieve financial sustainability.
The Ethnological Museum of Thrace has innovated in fully developing the potential of
knowledge, practices, and skills of the local populations. In this framework, the museum is
collaborating with the catering of the Aegean Airlines and supplies its first-class passengers
worldwide with Thracian delicacies. It is also making its way into the fashion industry and
creates contemporary clothing using traditional weaving techniques and designs from the
museum’s collection.

Because brand recognition is essential to marketing a product, the museum pays
attention in creating a superb relationship between its name and the personality that goes with
it. Through surveys, assessment forms and the guest book, explores how the visitor views the
organization’s history, origins, association, and communication of what makes it unique.
Along with segmented target audiences develops a strategic plan in order to implement its
positioning.

It is also open to collaborations; so far has cooperated with other bigger museums,
such as the Benaki Museum in Athens, universities (Democritus University of Thrace,
University of Adrianople and University of Plovdiv), local authorities (Administrative Region
of Eastern Macedonia and Thrace and Municipality of Alexandroupolis), airlines (Aegean
Airlines) and Alexandroupolis International Airport where hung posters illustrate the old city
and the history of Alexandroupolis.

In spite of its size, the few years of its operation and the limited number of its staff the
Museum has managed to produce remarkable and very considerable work that made it popular
and attractive to other organizations or people who want to present their work. Indicative of
this is the continuous increased number of the educational programs and the pupils that attend
them, the workshops and the various indoors and outdoors organized activities (Table 1).
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Year Educational Participants Workshops Activities
Programs (seminars, book
presentations,
concerts etc)

2012-2013 72 1491 7 28
2013-2014 88 1825 8 43
2014-2015 126 2864 10 48
2015-2016 125 2679 11 51

7. Adopting innovative ideas

The Museum has been organizing a variety of activities among which educational programs
for pupils and adults, workshops for children, teenagers and adults, comic workshop for
children and teenagers, drama workshop and embroidery workshop especially for elderly
women. There are also educational programs adjusted to the needs and abilities of disabled
people, programs for children and adults of different religion and programs addressed to
foreign students or adults. At times temporary photographs or jewelry exhibitions are hosted
in the Museum while concerts, recitals and book presentations are often organized. Moreover,
museum’s purpose is to be a place for research and study. Thus, seminars and lectures are also
being organized. In addition, the Museum is not reluctant to go out of its space. Therefore, it
has organized outer activities, such as cooking in the streets, photograph shooting or street
fashion-parade. There is also a museum suitcase containing educational material about
Thracian diet and culture, which travels around Greece.

The Museum uses new technology to improve its services and projects its content
(videos), communicate and create a close relationship with its audience (digital visit, e-shop,
and social media), produce cultural goods such as documentaries and films while promotes
itself via advertisement on media, hotels, airport and social media (facebook page:
Ethnological Museum of Thrace). This fun page numbers more than 6,000 followers,
developing an interactive relationship.

The Museum has also a cozy café where the visitor can find and taste local handmade
products and a picturesque shop where traditional techniques meet modern aesthetic in objects
that indicate the place and the local history. Through the shop local craftsmen and the
museum itself are being supported promoting the cultural entrepreneurship, while the
Thracian culture is being preserved and promoted.

8. Conclusion

It is obvious that the Ethnological Museum of Thrace cannot be compared with other bigger
museums in Greece or Europe as it is a small regional museum dealing with restrictions in
public funding. Our conclusions are related to specific issues such as its administration,
organization, management, communication and innovation.

The Museum applies visitor-oriented strategic management in line with cultural policy
guidelines, as there is a specific mission and each year puts forward clear and realistic goals
trying to attract new visitors together with maintaining its financial viability, without
compromising its obligations to society. In order to achieve these goals, it implements a goal-
development policy including strategic analysis, strategic orientation, strategic planning,
implementation and strategic control.

Thus, it takes advantages of its strengths, such as its brand name, the permanent
exhibition, its popular educational programs and actions, its flexible structure and its open
character and tries to deal with its weaknesses, which are the limited number of staff and the
restrained public funding. The Ethnological Museum of Thrace also knows to recognize the
opportunities in the wider political, social and economic environment, including the
increasing number of tourists coming mainly from Russia, Turkey and Bulgaria, the new
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means of technology and information and the fact that more people are interested in arts and
culture.

The Museum has already adopted the principles of New Museology and acts
according to Cultural Management methods. It has managed to create a recognizable brand
name producing remarkable work. Due to its status and its size it has the potential to be
flexible and adjust itself to new conditions. It is open to new ideas and does not hesitate to
make any changes when there is a need. Museums’s President and its employees are positive
to changes and they are constantly aware of new developments. They do not stay inactive
when something new happens in the general economic or political situation. Through
creativity, imagination and pure communication they are continuously trying to face reality
and overcome any obstacles.

The Museum is a visitor-oriented and not an exhibit-oriented one. Its aim is to turn the
visitor into a participator and partner in the process that focuses on memory, history and
place. It has already applied strategic movements in order to attract new audience, through
interactive educational programs, temporary exhibitions, the high quality of services and
goods, and through its relationship with local communities. It has also tried to approach local
society through multicultural educational programs while its work has drowned local
authorities’ interest and contribution.

The Chair of Board has a significant role in administration, organization, controlling
and evaluation. Following a transactional leadership style, she is in constant communication
and cooperation with the other members of Board, the permanent staff and the external
contractors as well as the volunteers and the local society. Her education, her passion and her
experience are mainly the reasons why she is applying an effective administration through
cooperation, teamwork, continuous improvement, strategy, controlling and visitor's
satisfaction following the management methods. The employment of specialized permanent or
temporary staff, the distribution of competences and the evaluation are factors that make the
museum competitive and recognizable.

Museum's openness to public and different population or social groups was succeeded
through innovative actions, interactive programs, social media and advertisement in central
points, such as the airport and top hotels. Strategic management is a useful tool for the
museum, as it sets the goals which will partially complete its never-ending mission. Through
strategic management a specific direction is defined and all the planned actions and decisions
lead to this one.

The Ethnological Museum of Thrace has managed to remain vital despite the
economic crisis and the unstable external political environment adopting gradually new ways
of thinking and new attitudes that make it capable to feel any possible opportunities and
protect itself from any risks. Its members are in a constant awareness trying to understand the
developments, feel the general change and capture frontier ideas. Its strategy contributes to
creating a positive illustration and strengthening its brand name and status. Thus, a dynamic
and creative work is being produced which can attract more sponsors, donors, volunteers and
museum's members.

Moreover, the existence of an effective strategy is related to an increasing public trust
as the number of visitors is continuously increased. Strategic management is a competitive
advantage for the museum. It strengthens communication, cooperation, enthusiasm, common
effort and ensures partnership, cohesion and positive attitude. It supports decision making and
facilitate goals to be achieved.

The relationship between the Museum and its audience is also very interesting. There
is a great effort to attract more visitors through innovative educational programs, workshops
or entertaining activities. New technologies and social media are also in use to make this
relationship closer and turn it to a commitment transforming the visitor to user.
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As a conclusion we can suggest that Ethnological Museum of Thrace has managed
through visitor-oriented strategic management, knowledge, awareness, cooperation and
innovation to be a livable organization, a place of research and spiritual creativeness. It
follows and applies all modern methods and principles of New Museology and cultural
management; it is flexible and is concerned in a real cooperation among museum, school and
local society.

The present research focused on a small regional museum, which have managed to be
innovative and deal with the economic crisis applying management methods. However, there
is still the need other museums especially of the public sector to be examined, where their
structure is not so flexible and to find out if strategic management is being applied. In
addition, more research is needed for other cultural, art and nonprofit organizations in order
the need and importance of visitor-oriented strategic management to be understood.
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Traditional Settlements in Greece. The Case of the Regional Unit of
loannina Law

Abstract

The study of traditional settlements is unique in its own, as it consists of the traditional
settlements’ dual dependence, both from their past and from their present. Similar cases
deserve the attention of communities because of the importance of their historical presence
over time and their continuity and survival in the present as living organisms.

The study is expected to investigate questions related to the socio-economic and
characteristics of traditional settlements, which will enable us to look at the trends that have
developed over time. We will also explore the mechanisms through which the viability of
traditional settlements is achieved during the transition from the traditional regime to modern
reality.

The present work will record their evolution over time from the 1940s until present
day. It will draw attention to the spatial planning policy of the modern Hellenic State with
regards to the design and development of settlements, as well as the legal framework for the
protection of the traditional settlements.

In particular, the research focuses on the area of the Prefecture of loannina. The
geomorphological characteristics of the traditional settlements will be examined, in relation to
their socio-economic structure, in order to draw conclusions about their viability over time as
living organisms.

Keywords: Traditional Settlements, Spatial Planning, Zagori, Monuments, Urban Geography.
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1. Introduction

Settlements are the cell through which contemporary cities have developed both at a socio-
economic level and in relation to urban space. The purpose of this article is to study a
particular category of settlements that have been characterized as Traditional Settlements.

Traditional settlements are the settlements that have managed to largely preserve their
shape and local characteristics over time. These Traditional Settlements are considered to be
monuments of particular cultural heritage and constitute the nucleus from which the cities
developed and evolved in both social and economic terms.

Preserving the traditional character of some of them is a matter of major importance

and concerns the whole of society, not just the regions themselves.
The great diversity of the buildings and their rich Greek architectural heritage are revealed in
most of the traditional settlements. Having recognized the importance of the traditional
settlements, the state has established corresponding conditions and restriction terms of
construction, depending on each settlement.

Firstly, this research will emphasize on spatial planning and the policies implemented
by the Hellenic state regarding the settlements. The legal framework governing this type of
settlements will then be examined. The research will also lay emphasis on the mechanisms
through which the viability of the traditional settlements is achieved during the transition
from the traditional regime to the modern reality. The research will focus on the area of the
prefecture of loannina (from the early 1940s until present day). The geomorphological
characteristics of the traditional settlements will be studied in relation to their social and
economic structure so as to highlight their uniqueness and importance.

2. Framework for the Protection of Traditional Settlements

In our country, securing the character of traditional settlements tracks back to the early 1950s.
This was the time when the first law of the Hellenic state was passed, a law relating to the
protection of the cultural value of settlements. The law stressed the protection of a special
category of buildings and works of art.

The legislative protection of traditional settlements is first established in 1973 with the
General Construction Regulations. In 1975 the revised Constitution of Greece followed.
According to its Article 24 (-para.6-), "Monuments, traditional areas and traditional elements
are protected by the State." Then, with the addition of legislative regulations (e.g. the General
Building Regulations of 1985), construction was further restricted in the specific settlements.
Three revisions of the Constitution followed in 1986 (March 12), 2001 (April 6) and 2008
(May 27). They are characterized by a rewording of the basic provisions concerning the
protection of natural, man-made and cultural environments, as well as those relating to spatial
planning and urban planning (Sidiropoulos and Giotis, 2011).

In addition, the Council of State plays a major role in the protection of the traditional
settlements, not only with the exercise of its cancellation power, but also during the process of
elaborating Presidential Decrees. Based on its responsibilities, the Council of State has
established, tried and tested Principles and Positions which aim at defending the architectural
and cultural form of the traditional settlements. It also assumed the role of guardian of
traditional settlements with a relevant case law developed to resolve disputes between
administration and administrators.

The case law relates to two issues. The first concerns the content and scope of the
protection provided by the current institutional framework. The second highlights the
constitutional “conflict” of this protection with other constitutional rights, such the right of
ownership (Article 17 of the Constitution) and economic freedom (Article five of the
Constitution). However, the aforementioned limitations are not unconstitutional, since the
concept of protecting the cultural environment also incorporates traditional settlements
(Sidiropoulos and Giotis, 2012).
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At an international level, after the end of the World War I, governments value the
importance of protecting cultural heritage (due to the major disasters that have occurred in
monuments). This tendency has resulted in immediate and coordinated actions by
international intergovernmental bodies in order to deal with possible risks.

At a global level, UNESCO is the organization that has undertaken the difficult task of
protecting cultural heritage, while the Council of Europe and the European Union have
undertaken this task at a European level. In 1954, under the guidance of UNESCO, the Hague
Convention was signed, dealing with the "Protection of Cultural Property in the Event of
Armed Conflict”. It was later voted by the Greek Parliament in 1981. In 1992, the Greek
Parliament ratified the Convention of Granada into law. Its aim was to preserve and promote
the ideals and the principles of Architectural Heritage (monuments, architectural ensembles,
places). Finally, the Greek Government ratified the European Landscape Convention, under
the Law no. 3827/2010 (Giotis, 2018).

In view of the above, the protection of traditional settlements is a primary objective for
the State, in order to preserve their unique features over time. The aim of the legislator is to
preserve the rich cultural heritage and to highlight the historical elements (architectural
monuments and landscapes) of each region.

3. Settlements within the sphere of spatial planning

The research has examined the policies followed by the Greek state regarding settlements,
based on the political and social conditions prevailing in Greece and in the wider region. The
research then focused on the trends dominated at a European level in relation to the way of
design, creation and development of settlements.

In Europe, since the late 19th century, housing development projects have been
developed while also taking into account other factors, such as agricultural production,
industrialization of the areas and population growth in relation to urbanization. A large part of
the settlements was designed primarily to house residents who were occupied as workers in
areas of rural and industrial development. With regards to rural settlements, the element of
detached houses dominates, while in the center is dominated by simple uses, such as
recreation and administration as the work was outside the boundaries of the settlement.
Instead, urban settlements display multi-storey complexes and functions such as work,
commerce, administration and care (Theodoraki-Patsi, 2003).

A basic element of study is also the idea of Garden City, which was developed by
Howard in 1898. Garden City was an intermediate state between a small traditional city and
the community in nature. It was a residential model of structured buildings in the developing
countries of Europe as well as in America. It is important to stress the fact that much of the
settlements designed and developed in the UK later became extensions of metropolitan areas
and they are not used today for the purpose for which they were originally designed. These
settlements surround the urban centers with their small size and the natural environment being
characteristic features of them. This type of settlement was mainly used in England and was a
model for the English Urbanism until the World War 1. The original design is based on the
idea of an Anglo-American rural settlement with a circular or square green grass area for
animal grazing, which in some cases was also the original core of urban development during
the trade and industrial revolution period (Kafkoula, 2007).

In Greece, the events of the Asia Minor Catastrophe that led to the "greater movement
of populations in history" resulted in the design and construction of the rural space again after
1923. In fact, the refugee issue of this period caused economic upheavals, which Greece had
to face at a time of grave economic conditions. The problems raised were housing, reception
and settlement infrastructure, public health and the professional rehabilitation of refugees. The
above planning was carried out by grouping all rural houses, which were mainly detached
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houses, into settlements built in the lowlands and at a distance of between four to six km
(Theodoraki-Patsi, 2003).

The way in which rural settlements were distributed until the beginning of the 20th
century related to the morphology of each region. With the end of World War | and the events
that followed the Asia Minor Catastrophe, approximately 2000 new agrarian settlements were
created in Greece, the majority of which were in Northern Greece (1700). The settlements
followed the systematic organization of agricultural production. Geometric mapping (lots and
roads) took into account the mechanization and irrigation of agriculture (systematic plan).

After the end of World War II, rural settlements were studied and designed based on

the Marshall Plan. These settlements were established in new locations, thus replacing the old
ones that were destroyed. In the 60s and 70s, the large migratory flows and urbanization lead
to the desertion of a large part of the settlements. In the early 1990s, the return of expatriates
from the former Soviet Union and the first migratory flows from former Actually Existing
Socialism countries (e.g. Albania, former Yugoslavia, etc.) brought back life to the deserted
settlements.
Most of the rural settlements were developed in the plains and in the hilly areas around them.
A network of technical and hydraulic projects which supported agriculture was created around
them. The residences of the settlements are single-storey or two-storey houses, while the
location of the church, the school and any warehouses is conspicuous (Kosmaki, 1991).

In relation to the image of the settlements, the latter shows alternations from region to
region. The settlements built up to the late 19th century (located in mountainous and semi-
mountainous areas) resemble a "spider web". The houses are built in the center of the
settlement always having a yard. Then scattered dwellings follow within the limits of the
center, within a radius of not more than 500 meters. The settlements created after the Asia
Minor Catastrophe are found in lowland areas, being designed in a rectangular grid with an
organized structure. During World War 11, several settlements were destroyed or abandoned,
while others moved from the mountain to lowland areas. The result is the construction of new
settlements with a green belt being designed between them and the road that is passing by
them.

4. Field Research Methodology

The research part of the present work concerns the traditional settlements in the prefecture of
loannina as well as in the area of Zagorohoria, where most of them are located. In our
research, apart from theoretical approaches to the issue, either primary sizes or indices
(population change per decade, sectoral employment, and unemployment) are depicted in
digital thematic maps (using a Geographic Database). These maps depict the social and
economic conditions that have prevailed over the last seventy years in the region.

The information used relates to statistical data from the population censuses from year
1940 to year 2001 at the settlement level, year 2001 and yaer 2011 financial data, year 2011
age distribution of the population, average altitude of the settlements and their
characterization as plain, semi-mountainous and mountainous areas and the record of the uses
in the buildings. These data come from the Greek Statistical Authority.

A scale of 1:50,000 was used for the geographical representation of all the above
elements, which contains the boundaries of the prefecture and its municipalities, the location
of the settlements, the basic and the secondary road network and the separation of Zagori into
three regions (Eastern, Central and West).

In relation to the problems that have arisen in the course of the survey, it should be
stressed that the results of the last population census (2001-2011), which took place in March
2011 at the settlement level, were available to the public at early 2016. Moreover, during the
censuses that took place between 1940 and 1991, the information related to economic data
was not collected at the settlement level (for city complexes only). As a result, there is a great
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difficulty in extracting timeless and safe conclusions about unemployment, employment in the
primary, secondary and tertiary sectors, the level of education during the aforementioned
periods.

It is noteworthy that many of the settlements which appear in the research during the
years 1940, 1951 and 1961 do not exist today, either because they have merged with other
settlements and have been renamed or are now part of a city, or are no longer habitable.
Consequently, there are difficulties in finding and distributing the statistical data and re-
establishing the geographic information needed to study the time course of the settlements.

It should also be noted that statistical data concerning the city departments have been
used throughout our research in the same way. Classifications of traditional settlements have
taken into account the population distributions for the city segments as there are no separate
data for their individual parts. For the city of loannina (capital of the prefecture), all statistical
data have been taken into account, although a small part of it has been classified as traditional.

5. The Geography of Traditional Settlements

The total number of active settlements classified as traditional is 974, accounting for about
9.7% of the country's settlements, according to data from the Ministry of Energy and Climate
Change, Ministry of the Interior and the Ministry of Culture and Sports.

Traditional settlements have been recorded in 46 of the 51 prefectures (not in the
prefectures of Corinth, Zakynthos, Arta, Imathia and Kilkis). Most of them are found in the
Prefecture of Cyclades (173), followed by the counties of Lakonia (111), Rethymnon (72),
loannina (69), Magnisia (67) and Dodecanese (62). Twenty-nine counties each have fewer
than ten settlements.

Based on the statistics analysis, basic conclusions were drawn with regards to the
geographical distribution of the particular category of settlements. Initially, the Cyclades and
Dodecanese counties show the highest percentage (24%) in traditional settlements. The main
element of these two prefectures is that they consist of a large number of islands (they exhibit
different characteristics from each other that make them unique), thus resulting in their
fragmentation. The island regions occupy 58% of all traditional settlements, compared to 42%
in the mainland.

The emergence of a greater percentage of traditional communities in the island regions
compared to the mainland is mainly due to the fact that in most islands, elements and
architectural features from several different cultures have been assimilated (because of the
long history of trade relations and conquests). Such multiculturalism seen on the islands is a
blending of different streams, with special characteristics giving most villages a separate
image to be protected in order to preserve and promote each settlement’s traditional, different
and unique elements.

It must be noted that 73% of the traditional settlements are located in mountainous and
semi-mountainous areas according to the official designation given by the Hellenic Statistical
Authority for each settlement.

Peloponnese holds a percentage of 18%. In the prefectures of Lakonia and Arcadia,
160 settlements have been classified by the state as traditional. 9% of the country's traditional
settlements are located in the lonian Islands. The economic relations, mainly through trade,
that developed with various regions of Italy (Venice, Syracus etc.) resulted in the transfer of
architectural and cultural elements from these areas, which were assimilated by local
population and have not changed until today (see Corfu and Kefalonia).
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Distribution of Traditional Settlements across Greece
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Similarly, the islands of the North Aegean (Mytilini, Samos, Limnos and Chios)
account for 8% of the traditional settlements. This percentage may even have been higher if
there was no major damage to settlements by earthquakes (1867 and 1899 in Mytilene and
Chios in 1881), resulting in the relocation of residents to safer areas. Consequently, the
conditions created in the above mentioned areas, and their desertification, contributed to the

failure to protect and develop the particular elements that characterize each settlement.

6. The spatial planning of traditional settlements
6.1. The population

In relation to population measurements, the settlements (up to 2000 inhabitants) are
distinguished, according to the legislation, to Small (up to 200 inhabitants), Moderate (from
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200 to 1000 inhabitants), Large (from 1000 to 2000 inhabitants) Dynamic (agglomerations
with a population of 200 or more people, over 10 years during which the population is more
than 10%) and in Stable (settlements that are not dynamic). During data processing, as
traditional settlements with a population of more than 2,000 inhabitants appeared, we have
created another category, that of "Very Large" settlements.

We drew conclusions based on a time period from 1940 to 2011. In the first decade
(from 1940 to 1951) the dynamic traditional settlements are 72 and account for 7.4% of the
settlements in question. They appear in the prefectures of Heraklion, loannina, Cyclades,
Magnesia and Rethymnon. Their small percentage accounts for the fact that many Greek areas
have suffered numerous disasters due to World War 1l and the Greek Civil War, resulting in
the evacuation and desertification of areas. During the next decade (1951-1961) there is no
change in the total number of dynamic settlements. There are internal changes in the number
of settlements per county, with an increase in the prefectures of loannina, Magnesia and
Dodecanese and a decrease in the prefecture of Cyclades. Between 1961 and 1971, the
number of dynamic settlements declined significantly to 3.8% (37 out of 974). It is the period
of great migration flows, which prevails almost in the whole of Greece, with the inhabitants
migrating either abroad or into the big cities.

The data between 1971 and 1981 show a significant increase in the number of
dynamic settlements by 11% (104 out of 974), mainly on island or coastal prefectures (Corfu,
Cyclades, Dodecanese, Magnesia) that traditionally keep the population flows through
tourism. Over the next two decades (from 1981 to 2001), the number of dynamic settlements
continues to grow to 136 and 204 respectively. It is the time that Greece is funded with
community funds to mainly aid mainly the primary sector with the aim of keeping the
population in the areas they are dealing with. At the same time, the tourism sector, offering
employment to workers and promoting the further development of agritourism in
mountainous areas of particular natural beauty.

Finally, during the last census decade (2001-2011), the number of dynamic traditional
settlements returned to the levels during 1971-1981, i.e. 111, showing a decrease of 48%. The
country is in a difficult economic situation as the agricultural sector is shrinking and a large
percentage of residents are trying to find jobs in the nearest city to secure a livelihood. Tourist
traffic and the workforce are decreasing and no new investments are made. The preservation
of the traditional dwellings concerns only what is absolutely necessary, and few are the ones
that invest money in their rehabilitation.
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6.2.Altimetry

The next criterion used for the spatial classification of traditional settlements is the altitude of
each and their categorization is distinguished in mountainous, semi mountainous and lowland
areas. Based on the characterization of each traditional settlement by the Hellenic Statistical
Authority, the number of lowland areas is 271; there are 304 semi-mountainous areas and 399
mountainous ones.

Distribution of Traditional Settlements by Mountainous, Semi-Mountainous
and Lowland based on their Altitude
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By initially examining the traditional lowland settlements in the first decade of the
survey (1940-1951), 26 of them are characterized as dynamic. In the next decade they are
reduced to 23, then in the decade 1961-1971 they are further reduced to 15, while in the
decade 1971-1981 they tripled their number at 42. In the next two decades (1981-1991 and
1991-2001) their number continued to increase to 58 and 79 respectively. In the decade 2001-
2011, the number of dynamic settlements declined to the level of the 1981-91 decade, that is,
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40. In comparison to the number of semi-mountainous dynamic settlements, they have the
same image as the lowland settlements throughout the research period.

Regarding the mountainous dynamic traditional settlements, between the years 1961
and 1971, the smallest number of them, eight, appears to be confirmed by the previous
conclusions for this decade. This number depicts the massive migration phenomenon both
abroad and in the major cities of the country, as the capitals of the prefectures displayed rapid
residential and industrial development. 62 of the most dynamic settlements appear between
1991 and 2001. During the decades 1991-1981 and 2001-2011, there existed the same number
of settlements, 34 and 32 respectively.

Number of
Traditional
Settlements Years
Based on
their
Altitude
Lowland 1940 | 1951 | 1961 | 1971 | 1981 | 1991 | 2001 | 2011
Small 95 94 102 114 116 110 104 109
Moderate 110 108 103 97 96 100 99 93
Large 21 24 23 16 14 16 20 16
Very Large 31 31 29 30 31 31 34 39
Moﬁﬁgir;ous 1940 | 1951 | 1961 | 1971 | 1981 | 1991 | 2001 | 2011
Small 112 118 127 143 143 148 147 150
Moderate 124 121 120 116 115 114 115 112
Large 35 38 34 24 23 20 20 20

Very Large 33 27 23 21 23 22 22 22

Mountainous | 1940 | 1951 | 1961 | 1971 | 1981 | 1991 | 2001 | 2011

Small 147 172 192 235 294 252 244 271
Moderate 185 174 162 129 124 119 126 102
Large 50 35 28 19 9 12 11 10

Very Large 14 15 14 13 14 13 15 13

Regarding the mountainous traditional settlements, the image depicted shows that
small settlements are dominant. They were 147 in 1940; they rose to 174 and 192 in 1951 and
1961 respectively, reaching 271 in 2011. That is, their number in 2011 has increased by 35%
compared to the number of settlements in 1940 (see table). These are facts that confirm what
has actually happened; the inhabitants fled from the mountainous small settlements. The
above can be seen in the gradual decrease of the number of moderate mountainous settlements
(indicatively from 185) in 1940, 129 in 1971 and 102 in 2011) and large settlements (from 50
in 1940 to 19 in 1971 and finally ten in 2011).

7. The data

7.1. Changes in the prefecture of loannina

Part of this study concerns the traditional settlements in the prefecture of loannina. There are
69 settlements in the prefecture which are defined as traditional, 46 of which (67%) are
located in the geographical region of Zagori, while the rest are either in the perimeter of the



Journal of Regional Socio-Economic Issues, Vol. 9, Issue 1, January 2019 54

city of loannina or the western slopes of the Pindus mountain range. The area of the
Prefecture of loannina and of Epirus in general was considered to be a barren, remote and
indifferent mountain range until five years ago. This perception is rooted in relatively recent
historical events and specific political and administrative developments that shaped the
developmental model of modern Greece.

The prefecture of loannina was productive as it communicated with neighboring and
remote geographic regions, with a flourishing trading economy. During the past decades, the
mountain was perceived as a "barren” and therefore "unfriendly™ area for a productive man,
that also identified the rural with the geographical and thus condemned the mountainous
regions to decline (Nitsiakos, 1998). The natural geographic area of the prefecture is
organized in settlements, with the city of loannina being the center.

Studies of population censuses from 1940 until today reveal that during the first
decade (1940-51) there was a decrease in the population, mainly due to the fact that the region
was a field of fighting conflicts both during the Greek-Italian war and during the Civil War.
The period that followed from 1951 to 1961 shows a marginal increase in the population.
Due to the large migration flows prevailing in almost all of Greece, the population is
significantly reduced by 13% in the next decade. This is followed by an increase of 9.5% and
7.5% respectively over the next two decades, mainly due to the role that the city of loannina
has played both in Epirus and in the wider region of southwest Greece. In the following
decade (1991-2001) the population of the prefecture has also risen by 10% and the last decade
has reduced by 1%.

Years 1940 1951 1961 1971 1981 1991 2001 2011

Prefecture | 162.150 | 153.464 | 155.174 | 134.372 | 147.084 | 158.193 | 170.239 | 168.299
of
loannina

loannina 21.877 | 32.315 | 34.997 | 40.120 | 44.829 | 56.699 | 61.629 | 64.458
City

In relation to employment, we see a very different picture compared to the other
prefectures of Greece. The most dominant sectors are those of construction, public works and
the public sector. Construction is the main area of investment in the migration flows in 1961-
71, creating a large stock of employees. The county has the lowest concentration of workers
employed in agriculture, as opposed to the corresponding index in the sector of services which
is one of the highest in the country.

7.2. Changes in Zagorochoria

Zagori is geographically divided into three sections: Eastern, Western, and Central. Eastern
Zagori is located northeast of the city of loannina in a marvelous natural environment where
16 small traditional settlements emerge. Central Zagori is located between the Vikos—Ao0s
National Park and Pindus National Park (Sikas, 2007). It includes 22 traditional settlements,
while Western Zagori includes eihgt settlements. The table below describes the number of
residents in each of the above areas. According to the 2011 census data, the inhabitants of
Zagori were 3,767, i.e. 2,173 fewer than those in the 2001 census (5,940).

Years 1940 | 1951 | 1961 | 1971 | 1981 | 1991 | 2001 | 2011

West Zagori / 1230 | 945 841 524 569 520 690 496
Population

Central Zagori | 7480 | 3667 | 4720 | 3601 | 2798 | 2477 | 2761 | 1741
/ Population

East Zagori / 5198 | 3612 | 3582 | 2571 | 2659 | 2504 | 2489 | 1530
Population
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Over the course of the study, most of the residents lived in Central Zagori, followed by
Eastern Zagori and lastly by Western Zagori. Based on the capacity of traditional settlements,
we can assume that the decades from 1940 to 1971 were marked by stagnation. From 1991 to
2001, five traditional settlements in the area are dynamic (Asprangeli, Megalo Papigo, Mikro
Papigo, Petra, Skamnelli, Tsepelos) and 41 are stagnant. During the last decade (2011-2001),
all traditional settlements are stagnant. It should be stressed that in the beginning of 2001, the
tourist sector in the area grew significantly with the creation of a large number of hotel units
and lodgings, but towards the end of 2009, when the first signs of the Greek economic
recession appeared, the touristic appeal for the region of Zagori declined.

In relation to their size, the traditional settlements in Zagori are divided into two
categories: Small and Moderate. In 1940, there were 25 Moderate Settlements in a total of 46.
Their number declined during the next decades and according to the 1991 census, they are
reduced to four. In 2001, there were seven Moderate Settlements, an increase which can be
explained by the population growth in all of the settlements in the region (by 8%, a percentage
equivalent to the population growth in the prefecture). The population change in all three
subdivisions (western, eastern, central) of Zagori has a positive sign. Apart from the fact that
the city of loannina is a pole of attraction at that time, there is also the great migration flows
(legal and illegal) from various regions of the neighboring country of Albania that
overwhelms the prefecture. Part of the migrant populations remain in the area and are
employed in the reconstruction and maintenance of a large number of traditional buildings. In
2011, their number is reduced to two, (Megalo Papigo and Tsepelovo). Moreover, the number
of inhabitants living in traditional settlements in 2011 is the smallest in 50 years, indicating
the gradual abandonment of the settlements of Zagori (Sidiropoulos and Giotis, 2012).

With regards to employment in the region, the primary sector (livestock farming and
agriculture) dominates in Eastern Zagori in 2001, while in Central and Western Zagori the
provision of services relate to tourism (tertiary sector). Unemployment rates are at a low level.
Based on the 2011 census data, the number of employees is significantly reduced in the
primary sector, while the corresponding number in the tertiary sector continues to grow.
Unemployment declines further in 2001, while the secondary sector remains stable. The
above results are mainly due to the fact that during the decade 2001-2010, a large number of
hotel units and lodgings were established, triggering a shift of the workforce from one sector
the other. Furthermore, in western Zagori we see that only one person is typically employed in
each family. In Eastern Zagori, most families have no member that are employed, while at
least one in Central Zagori the majority of settlements have families at least one person
employed (Giotis,2018).

8. Conclusions

This article initially recorded the framework for the protection of cultural heritage at a
national and international level and made a detailed description of the current legal framework
concerning the protection of traditional settlements. The trends prevailing at the international
level were also described. Moreover, the study recorded the way in which the settlements
were created and developed, as well as the policies followed by the Greek state during the
20th century. The methodology of the work followed and the problems which arose during
the survey were recorded. The geographic and spatial data of the traditional settlements were
analyzed along with the socio-economic conditions prevailing in the traditional settlements of
Zagori over the last seventy years. The main conclusions that emerged from the theoretical
framework of the creation and development of settlements—as well as the research carried
out—are the following:

1. The protection of traditional settlements is an objective of primary importance for the State,
in order to preserve their uniqueness over time.
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2. At the end of the 19th century, a large part of the European settlements was designed
primarily to house residents who worked as workers in rural and industrial development areas.
3. At the beginning of the 20th century, due to national reassignments (Asia Minor
Catastrophe), a large number of Greek rural settlements were created in lowland areas.
4. In the 1960s and 1970s, the large migration flows to foreign countries and the movement of
inhabitants to major cities led to the desertion of a large part of the settlements.
5. Problems occurred during data entry, as several of the settlements which appeared from
1940 to 1961 are not present today, either because they have merged with other settlements or
cities, they have been renamed or they no longer exist.
6. The number of small settlements from 1940 to 1971 is constantly increasing, and since
1971, their number shows minor fluctuations.
7. The prefecture of loannina, with the exception during the decades 1940-1951 and 1961-
1971, shows growing population trends. In contrast to the city of loannina, population
changes are positive during all the decades examined, encompassing some of the residents
who left the mountainous settlements.
8. In the area of Zagorohoria, the population appears to be weak and small in number.
9. In Zagorohoria, the residents are predominantly employed in the tertiary sector, not
allowing the community to cater for all its needs, while employment in the primary sector
decreases dramatically.
10. Gradual population deprivation and the minimization of economic activity drastically
reduced the development of the settlements. However, it also left their architectural heritage
almost intact, the latter being the major reason for their present re-emergence through tourism.
The general findings create a wider concern regarding all traditional settlements, in
terms of their sustainability over time and their further economic development. It seems that
particular attention should be paid to a project that will use the traditional architectural
richness of each region, while also taking into account the current economic situation. The
aim should be for the settlement to be a monument of cultural heritage and at the same time to
function according to the requirements of the present society.
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Reviewed by Vasilis Gavalas®.

The “Vulnerable Andaman and Nicobar Islands” is a book about the sustainability of
small island communities. It consists of eleven chapters and 325 pages. It includes 63 tables
and 58 figures, most of which are maps prepared by the author. Although printed in black and
white, the maps are fairly clear and depict accurately the study phenomena. Having checked
the book for content mistakes, the only one I could find was a mis-calculation regarding the
tribal population of Sentinelese in 2001. The 39 Sentinelese recorded in the 2001 census of
India made up 0.13% of the tribal population of the islands and not 0.48%, as the author has
calculated in table 1.1 (p. 5). This triviality put aside, the book is well-written in a manner that
suits not only the academics but also the general audience.

By studying the disasters that hit the Andaman and Nicobar islands from the mid-
eighteenth century until nowadays, the author establishes that no disaster is caused by the
nature alone. It is vulnerability triggered by human acts and omissions that is the root cause of
the disaster. That being said, the book is also a narrative of the history of the colonization and
“civilization” of these islands seen by the point of view of a geographer and anthropologist.

The vulnerability of the Andaman islands started when the British founded a penal
colony over there in 1858. The first colonizers of the islands, apart from the British

! Vasilis Gavalas is an assistant professor at the Department of Geography, University of the Aegean. Email:
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administrators, were the rebels of the 1857 “mutiny” in India, a revolt which in modern-day
India is known as the “First war of Independence”. The presence of the penal colony in Port
Blair (the main port of the islands) meant deforestation and rampant attacks on the settlements
of the tribal Andamanese. The sporadic retaliation of the violence by the tribal Andamanese
led the British administration to the creation of the “Andaman Homes”, an institution which
decomposed the traditional hunter-gathering Andamanese society. Thus, the tribal
Andamanese were exposed to diseases unknown to them, like syphilis, ophthalmia, measles,
mumps, Russian influenza, and gonorrhea. As a result, 90% of them died of these epidemics,
mainly of syphilis. The population of the tribal Andamanese reduced, from an estimated
average of 7.000 in 1858 to roughly 1.000 in 1900. The first disaster had taken place. On the
other hand, the population of the penal colony grew from 254 in 1858 to more than 20.000 in
1941, as more “convicts”, administrators and labourers kept coming from mainland India.

South to the Andaman islands, there lie the Nicobar islands, a smaller archipelago
with more dispersed islands. Even though the British set up a penal colony there in 1866, the
interaction of the tribal Nicobarese with the British and the convicts was limited because the
Nicobarese were not forced into “Homes” and thus the structure of their society remained
unaffected. Therefore, the Nicobarese were not afflicted by the epidemics. Nevertheless,
Nicobar islands, with a tribal population more than 10.000, could not avoid the next disaster
which came with the Second World War. In 1942 Japan took over the Andaman and Nikobar
islands. The British had evacuated the islands before the Japanese occupation and the islands
remained isolated from mainland India, with no food supplies brought to them by the British
as they were enemy territory. Since the Andaman and Nikobar islands had stop being self-
sufficient, famine and death inflicted upon them from 1942 to 1945. Air raids to the occupied
Car Nicobar islands killed tribal population along with Japanese soldiers and any cargo ship
with food and supplies was sunk by the allies. The second disaster had taken place.

A third disaster stroke the islands with the independence and partition of India in
1947. “Partition refugees” mainly from East Bengal (present day Bangladesh) were settled in
the Andaman and Nicobar islands under a resettlement scheme by the Indian government. The
successive resettlement schemes brought to the islands more than 300.000 people by the
2000s, a formidable number which exceeded the carrying capacity of the islands. The tribal
population was confined to “protected” areas, while the largest part of the islands was opened
for the non-tribal population. Another disaster, third in succession had taken place.

The last disaster that is described in the book is the tsunami that blew the islands,
along with all areas in Indian ocean, in December of 2004. The author dedicates more than
half of the book to the tsunami and its effects, as well as to the response of the local
population and the Indian government. The disproportionate big part that the tsunami
occupies in the book compared to the rest of the disasters is justified by the fact that the
author contacted a fieldwork on the islands, including the Car Nicobar island, where a special
permit is required to visit the tribal population. An analytical account of the damage caused
by the tsunami in human lives and in economic distraction is given. An analytical account of
the response in terms of humanitarian aid, compensation, damages and allotment to new
houses from 2004 to 2011 is also given.

All disasters portrayed in the book illuminate one basic parameter: throughout their
history the Andaman and Nicobar islands were rendered vulnerable by non-islanders. As the
author puts it: “Be it the epidemics, World War II or the Tsunami — or be it in the nineteenth,
twenty of twenty first century- in each and every disaster the vulnerable population was
affected and killed. [...] The islanders were treated as passive victims and relief was given to
them after the disaster” (p.306), as a charity, not with an eye to consolidate them into a more
robust economic structure. Thus, the tribal populations were neither left undisturbed to
practice their traditional way of life, nor were they assimilated into the development process.
They remain vulnerable and dependent on external aid, waiting for the next disaster to come.
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