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Regulation of Financial Reporting and Corporate Governance in Nigeria

Abstract:

This paper critically examined the meaning and reasons for regulations and standards, and the
various regulatory authorities and financial reporting standards in terms of coverage and
uniformity to avoid corporate governance failure in Nigeria. the study reviewed the existing
financial reporting regulations to ascertain good Corporate Governance in Companies in
Nigeria and how the Nigerian Statement of Accounting Standards were examined using
International Financial Reporting Regulations and other variables like intangible assets,
research and development, inventories, disclosure of accounting policies, consolidated
financial statement, depreciation accounting and reporting financial information by segment
and accounting for leases. The methodology involved the use of secondary data and a review
of available literatures and journals on the subject matter. The results shown that there are
some discrepancies in financial reporting requirements of the regulations and standards.
Moreover, the National Accounting Standards are not measuring up to the IFRS in terms of
coverage and uniformity. The regulatory bodies are to harmonize the existing regulations and
put in more efforts to enhance same standards coverage and uniformity in all ramifications.

Keywords: Regulatory bodies, Financial Reporting Standards and Corporate Governance in
Nigeria

Prof. Aigbokhaevbolo, O. M.,! Ofanson Edeghawe Julius PhD,
Omoregie Nosa PhD & Ofanson Christopher Ehijie M.Sc,

! Department of Accounting, & Banking & Finance, Faculty of Management Sciences, Ambrose Alli University,
Ekpoma, Edo State, Nigeria, Tel:08036986394, 08174702968, 09026719131 & 07063358944. Email:
ofansonce@aauekpoma.edu.ng
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1. Introduction

The story of the tower of Babel signified that anything can be achieved when there is
uniformity in language. In this same way, standards regulation seen how the language of
business must strives towards uniformity for this to go well. Regulation of financial reporting
involves setting standards for disclosures in the financial report as well as ensuring that non-
compliance is punished. It also involves providing adequate mechanism to monitor adherence
to the standards of disclosure required in financial reporting. Financial reporting in Nigeria is
regulated the same with other developed and developing countries. Work and Tearney (1997)
financial reporting is a regulated activity. The objectives of financial statements according to
IASs (1997) are to provide information about the financial position, performance and changes
in financial position of an enterprise for users to make economic decisions and also to show
results of stewardship of management or the accountability of management for resources
entrusted to it. Okoro (2002). Cited thst accounting standards are authoritative statements
aimed at narrowing the areas of differences and varieties in accounting practice. Accounting
standards are not only seen as relevant regulatory devices but also act as a unifying template
connecting the interest of the users of financial statement. Glautier and underdown (2001)
cited that the need for the imposition of standards arose because of lack of uniformity existing
as to the manner in which periodic profit are measured and the financial position of the
organization. Van Tendeloo and Vanstaelen (2005). Cited that accounting theory through the
issuance of standards provides direction and guidance on how business organization could
achieve the goal of proper record keeping transparency, uniformity, comparability to enhance
public confidence in financial reporting. People in every work of life are effected by business
reporting. Business reporting is the cornerstone upon which our capital process allocation is
built. Hendriksen and Brenda (1997). Noted that although accounting policies are being
established through the International Accounting Standards Committee (IASC), the
compliance with its standards is limited to the acceptance of the standards by the representing
professional accounting societies and other organizations and government agencies.

There are various financial reporting regulations and regulators in Nigeria. The
regulatory bodies include; the Nigeria Accounting Standards Boards, (NASB), Corporate
Affairs Commission (CAC) the Central Bank Of Nigerian (CBN),), the National Insurance
Commission (NAICOM), the Nigeria Stock Exchange (NSE), Nigerian Communication
Commission (NCC) and the Securities and Exchange Commission (SEC), while the
regulatory documents include the Companies and Allied Matter Act (CAMA) 2004, , the
Banks and Other Financial Institutions Act (BOFIA) 2002, the Insurance Act 2003,
investment and securities act 1999, and the Nigeria Accounting Standard Boards (NASB). In
recent years there has been a surge in corporate governance reform around the world however,
Corporate Governance is a system that is concerned with the relationship among stakeholder
of an organization and the rules and laws that govern such relationships. It is the rules and
laws that govern the relationships between the managers and shareholders of companies as
well as other stakeholders, and application of these rules and laws towards the achievement of
the entity's goals. (Rossouw 2005). There has been greater demand for transparency, reliable
and accountable financial reporting that would ensure adequate protection of corporate
stakeholders. This was because it was generally believe that the financial scandal in which
people lost billions of naira were caused by distortion in the corporate govornance structure
and financial reporting of the affected companies operations. The fundamental concern of
corporate governance is to ensure the conditions whereby a firm's directors act in the interest
of the firm and its shareholder, and to ensure means by which managers are held accountable
to capital providers for use of assets. The primary vehicle for disclosure of all relevant
information about the entity and stewardship and accountability report by managers is
financial report. Financial reporting therefore becomes a crucial element necessary for the
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corporate governance system to function effectively (Wikipedia Free Enclyclopedia 2006).
Motivation for this study was to critically review the existing financial reporting regulations
whether the standards guiding financial reporting accord with International Financial
Reporting Standards (IFRS), and to ascertain the adequacy of these regulations in enhancing
corporate governance objectives. The result of this research may be useful for regulators in
Nigeria as they continue to deliberate upon the appropriate corporate governance principles
and codes required for companies in Nigeria. This study will also adds to the existing
literature on regulation of financial reporting and corporate governance in Nigeria.

The question the study set out to answer are; can the Nigerian financial reporting
regulatory system handle the challenges of the current move towards good corporate
governance in an organization? Can financial reporting regulatory bodies in Nigeria ensure
greater accountability and transparency? How can the financial reporting in Nigeria be made
more reliable to enhance good corporate governance in business environment? Will there be
positive effort towards this global move to ensure the integrity and credibility in the stock
market? What is the key to our economic transformation and growth? This paper will examine
the uniformity of standards regulating financial reporting and also to ascertain adequate
regulations that will enhance the achievement of corporate governance objectives in Nigeria.

This paper is executed in five sections and the sections are structured as follows,
section Il focuses on the review of related literature and theoretical framework. Section 111
contains the methodology. Section IV is on data analysis and discussion of findings, while
section V centers on conclusion and recommendations.

1.1 Problem Analyses

The recent corporate accounting scandals has cast doubt on the quality of financial reporting
in Nigeria and the ability of the existing regulations and standards to effectively constrain
financial reporting of companies across the world and Nigeria in particular (Badawi, 2008;
Enofe, 2010). The study reviewed the regulation of financial reporting in Nigeria to enhance
corporate governance initiative. It identifies the relevant regulations and standard guiding
financial reporting in Nigeria. For the purpose of this study the regulatory framework and
standard guiding financial reporting examined are, IFRS, CAMA 1990 as amended to date,
BOFIA of 1991 as amended, the IA of 2003 and the ISA of 1999, The Statement of
Accounting Standards issued by NASB. The Statements of Accounting Standards were
examined in line with the International Financial Reporting Standards (IAS/I FRS). The other
existing regulatory documents/framework of financial reporting in the Country were
examined to ascertain the extent to which they are harmonized and uniform to achieve a
common goal of transparency and accountability.

2. Review of Literature
Conceptual Definitions
Regulation means an official rule made by government or some other authority. It is a set of
specific rules or agreed behavior either imposed by some government or external agency or
self-imposed by explicit agreement within the industry that shave the activities and business
operations of the institutions in the industry to achieve a defined objective (Chris, 2003).
Regulation is seen as a body of specific rules of agreed behavior either imposed by some
government explicit agreement within the industry that limit the activities and operations of
financial institutions (Olorushola, 2003). It can be observed that, financial regulation stand in
position to ensure rules are followed, behavior is sanitized and operations among stakeholders
are guided toward effective and efficient financial system.

Financial regulation according to Eatwell (1998) is vexed, there is no commonly
accepted set of theoretical principles defining it, and that a major problem is building coherent
theory of regulatory practice is that potential scale of losses associated with extreme event.
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Nonetheless, an attempt could be made to establish the components of financial regulation. It
is a set of specific rules or agreed behavior imposed by government or its agencies to be able
to control and guide the activities financial system for the achievement of desired objectives
(Chris, 2003). The essence of financial regulation can be disaggregated from the above
definition into its constituent components, thus; (a) Ensure that products and services
provided by financial institutions synchronize with the operating legal and regulatory
frameworks. (b) Enable each financial institution locates its activities within the boundaries
defined by the laws and set of regulations that guide the domain of the market. (c) Protect
investors and depositors from the exploitative vagaries of financial institutions. (d) Ensure
competitive equity, by creating and maintaining level playing field among operators. Kama
(2003) opines that the need to regulate financial institutions cannot be over emphasized,
although banks and other financial institutions have profit motive and profit related decisions
in their daily operations, financial service have generally being viewed as a matter of public
interest. From the forgoing, financial regulation serves as a hub to the efficiency and stability
of financial reporting

2.1 Financial Reporting and Regulation in Nigeria
Corporate practice is that aspect of law that deals with the practice of law as it relates to
companies and business corporations. To ensure that the practice of corporate law is carried
out with utmost diligence and professionalism, there are certain bodies that carry out various
responsibilities in ensuring that this is achieved. This paper will be highlighting some of these
agencies.

The Corporate Affairs Commission (CAC) was established by the Companies and
Allied Matters Act (CAMA) Cap C.20 LFN 2004, The Act provides the basis for preparation
and interpretation of financial statements, it provides the form and content of profit and loss
account and balance sheet, including the disclosure requirements for companies operating in
Nigeria. In section 331, the law specified the type of accounting records to be kept. Section
335 provides that the content and form of financial statements must accord with the
provisions in schedule 2 of the act and with statements of accounting standards issued from
time to time by the Nigerian accounting standards board (NASB). (CAMA) Cap C.20 LFN
2004 which was promulgated in 1990 to regulate the formation and management of
companies in Nigeria. The Companies and Allied Matters Act sets the general framework for
financial accounting and reporting by all registered companies in Nigera, and stipulates the
basic minimum requirements with regard to financial reporting.

2.2 Overview of Financial Reporting Council of Nigeria (FRCN)

The financial reporting council of Nigeria (FRCN) was established by the financial reporting
council act, 2011 (Section 1) . the act established for the council a board which shall have
overall control of the council and further gave the composition of the board.

2.3 Overview of the International Financial Reporting Standards (IFRSs)

The term IFRS consists of International Financial Reporting Standards (IFRS) issued by
International Accounting Standards Board (IASB); International Accounting Standard (1AS)
issued by International Accounting Standard Committee (IASC); and interpretations issued by
the standard interpretations Committee (SIC) and the International Financial Reporting
Interpretation Committee. The International Accounting Standard states how particular types
of transactions and other events should be reported in financial statements. The standards
issued by IASC were known as IAS. In 2000, IASC member bodies approved the
restructuring of IASC“s foundation and in March 2001, the new IASB took over the
responsibility of setting the international Accounting Standards from IASC. IASB adopted the
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standards set by IASC and continued to develop new standards and called the new standards —
IFRS. Both IFRS and IAS are equally enforceable. (Ikpefan and Akande, 2012) In 2001, the
IASC was reconstituted into the IASB. The IASB has 14 full - time board members who
deliberate on new financial reporting standards. The IASB is advised by the Standards
Advisory Council, which is composed of about 50 members representing organizations and
individuals with an interest in international financial reporting. (Robinson, Greuning, Henry,
and Broihahn, 2009) Fowokan (2011) opined that in early days, the IAS were aimed to
promoting best practice in the preparation of financial statements whilst permitting different
treatments for given transactions and events. The application of IAS in preparing financial
statements did not always result into uniform and comparable financial information simply
because similar transactions and events were not necessarily reported in a like way. IFRSs
are developed through an international due process that involves accountants, financial
analysts and other users of financial statements, the business community, Stock Exchanges,
regulatory and legal authorities, academics and other interested individuals and organizations
from around the world. This due process is conducted by the IASB, which has complete
responsibility for all technical matters including the publication and issuing of standards and
interpretations. (Kakamanou and Nishiotis, 2005; Josiah et al, 2013) The adoption of IFRS is
said to instigate Nigerian reporting entities in using the same reporting framework as their
peers worldwide, which would enhance the relevance of their reports in the international
arena. (Josiah 2013).

2.4 International Financial Reporting Standards (IFRS) and Nigerian Generally
Accepted Accounting Policies (GAAP)

International financial reporting standards IFRS provide entities with more accounting policy
choices and applying them will require greater use of professional judgment than Nigeria
GAAP, in some cases, international financial reporting standards IFRS will lead to the same
or similar conclusion as Nigeria GAAP. The Nigerian stock exchange NSE has urged quoted
companies to comply with adoption of the IFRS. Companies will therefore need to take the
necessary time to identify the anticipated impact on their financial reporting of adopting IFRS
and develop effective plans for making the change in order to meet the requirement to
disclose their transition plan in their annual filling.

The theoretical foundations underpinning of GAAP policies and IFRS are not
altogether similar. As such there will be increased responsibility in setting sound accountant,
who must also be ready to explain and justify these policies in the context of the IFRS
framework. The major objective and important of IFRS include; (a). To develop a single set
of high quality understandable and enforceable global accounting standard that require
transparent and comparable information in financial statement. (b). To help participant in
various capital markets (investors , stockbrokers etc) across the globe to understand financial
statement. (c). To work actively with the national standard setting to bring about convergence
of national accounting standards. (d). IFRS requires that financial statement gives a true and
fair view.

2.5 Rationale for the Adoption of IFRS

IFRS has already been embraced by over 122 countries across the globe. The adoption of ifrs
in Nigeria is the enactment of the financial reporting council act, 2011.the sense of belonging
and not feeling left out can be seen as positive when the growth and development of the
nation is astake. It is expedient and in the best interest of the nation to raise a benchmark on
the quality of financial reporting on current global best practices by adopting IFRS in other to
achieve its goal of becoming one of the largest economics of the world come year 2020
(vision 2020) Obazee (2011) stated that the move towards adopting IFRS was majorly
triggered by the nation’s objective to realize the full gain of cross border listing.
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2.6 International Federation of Accountants (IFAC)

In 1997, IFAC started issuing public sector Accounting Standards. This body has undergone
some constitutional changes since the year 2000.lts International Audit and Assurance
Standards Board (IAASB) has issued up to seventeen (17) international public sector
accounting standards including standards for cash basis and accrual basis of accounting. All
these moves are aimed at ensuring increased transparency and global credibility in the process
of developing and promoting acceptable and rigorous international accounting and auditing
standards (Groom 2005).

2.7 International Organization of Supreme Audit Institution (INTOSALI)

The objectives of this international body are to (a) Formulate and publish auditing standards
that are in the public interest, to be observed in the audit and presentation of audit reports and
to promote their worldwide acceptance and observance. (b) Improve and harmonise
regulations, audit standards and procedures relating to the presentations of audit reports. This
body has expanded its accounting standards framework to include Management Discussion
and Analysis (MDA) section. This section provides a guide to what accountability report
should contain (Ghartey 2002). All these global regulatory efforts on improvement of
International Accounting Standards, International Auditing Standards, and Public Sector
Requirements are: (a) To ensure greater transparency and accountability in financial
reporting; (b) To restore public confidence in corporate governance and financial reporting;
(c) To restore the credibility of financial statements in the international market; (d) To ensure
that accounting and auditing contribute to the stability of the capital market; and (f) To restore
the credibility of accounting professions globally.

2.8 Effort of Accounting Profession towards IASB, IFRS, and SAS

The accounting profession has contribution to make towards the efforts directed at achieving
financial reporting. International Accounting Standards Board (IASB), which replaced
(IASC), stated operations in 2011. The body was charged with new responsibilities, which
include (a) working in liaison with other national standards setting bodies and (b) working
towards harmonization by working hand in hand with other regulatory bodies. The term IFRS
consist of International Financial Reporting Standards (IFRS) issued by International
Accounting Standards Board (IASB), International Accounting Standards (IAS) issued by
International Accounting Standards Committee (IASC), and international issued by the
Standards International Committee (SIC) and the international financial reporting
interpretation committee. IASB adopted the standards set by IASC and continued to adopt
new standards and called the new standards IFRS. Both IFRS, SAS and IAS are equally
enforceable. (Ikpefan and Akande, 2012). Preparation and presentation of financial reports
under IFRS, IAS and SAS have substantial differences. In the opinion of Ikpefan and Akande
(2012), the major differences between ifrs and sas is that the former is more robust and
principle based set of accounting standards with detailed disclosure requirements. While
Michel, Francois-Eric and Jean-Yves (2011) identified the main characteristics of IFRS to
include a principle-based approach, fair-value orientation, the concept of comprehensive
income, the entity theory underlying consolidation, and improved transparency. Other key
areas of differences include; change in format, components and nomenclature of certain items
of financial statements. These differences are further explained below;

2.9 The Financial Statement Presentation;

The financial statement presentation differs under the local accounting system when
compared with the international accounting system. SAS 2 states that information to be
disclosed in the financial statements, income statement (profit and loss account), now



Journal of Regional Socio-Economic Issues, Vol. 9, Issue 2, June 2019 12

Statement of Profit and Loss, (balance sheet) now Statement of Financial Position and other
Comprehensive income like cash-flow statement, value added statement, five year financial
summary, accounting policies and notes constitute minimum financial statements requirement
for a public limited liability company. In the case of international accounting system ( IAS 1-
presentation of financial statements), statement of comprehensive income (including income
statement), statement of financial position ( balance sheet) , statement of cash flow, statement
of changes in equity, accounting policies, notes and significant management estimates and
judgments constitute financial statement requirements. This also constitute a difference
between international and national accounting system.

2.9.1 Intangible Assets in Nigeria

Accounting standards in Nigeria deals with accounting for property, plant and equipment
under the historical cost concept, the standards is to provide a guide for the uniform and
acceptable methods of determining and reporting depreciation on items of property, plant and
equipment whether such items are stated at the historical cost or revalued amount.

2.9.2 Research and Development

Accounting standards prescribes treatment for research and development as cost expected to
provide an acceptable and uniform accounting practice for entities that engage in research and
development activities whether for product or service development or as a grant to research
entities for related purposes.

2.9.3 Inventories

This standard prescribes the accounting treatment for inventories under the historical cost
system. A primary issue in accounting for inventories is the amount of cost to be recognized
as an asset and carried forward until the related revenues are recognized.

2.9.4 Disclosure of accounting policies
This standard prescribe the specific principles, bases, conventions, rules and practice adopted
by an enterprise in preparing and presenting financial statements.

2.9.5 Consolidated Financial Statement
Holding company owns majority of equity capital but less than half of voting stock.

2.9.6 Depreciation Accounting

This standard provides a guide for uniform and acceptable methods of determining assets,
depreciation on items of property, plant and equipment whether such items are stated at their
historical costs or revalued amount.

2.9.7 Reporting Financial Information by Segment
In Nigeria, the development of accounting of Nigeria AAN (now Institute of Chartered
Accountants of Nigeria ICAN). The AAN was formed on the 17" of November 1960 and
granted official recognition on 28" September 1965, under the federal parliament act number
15 of 1965, to regulate accountancy profession in the country. History suggested that ICAN
was responsible for the formation of the Nigerian accounting standards board (NASB) before
it was taken over by government (Josiah, Okoye and Adediran, 2013; Basoglu and Goma
2007)

The Nigeria Accounting Standards Borad (NASB) was established in 1982 as a private
sector initiative closely associated with the institute of chartered accountants of Nigeria
(ICAN). NASB first became a government parastatal in 1992 as a component of the then
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federal ministry of trade and tourism. The NABS issued a total of 32 statement of accounting
standards (SAS). The Nigerian Accounting Standards Borad Act of 2003 provided the legal
framework under which NASB set accounting standards. Membership includes
representatives of government and other interest groups. Both ican and the association of
national accountants of Nigeria (ANAN) nominate two members to the board. The primary
functions as defined in the Act were to develop, publish and update statements of accounting
standards (SAS) to be followed by the companies in the preparation of their financial
statement and to promote and enforce compliance with the standards. On the 3™ of June 2011,
president Goodluck Ebele Jonathan signed into law financial reporting council of Nigeria act,
no 6, 2011 and therein repealed the Nigerian accounting standards board (NASB) act no 22,
2003, the financial reporting council (FRC) act, 2011 establishes the FRC as the federal
government agency charged with the responsibility of developing and publishing accounting
and financial reporting standards to be observed in the preparation of financial statements in
Nigeria and for related matters. (Obazee, 2011; FRNC Act, 2011).

2.9.8 Accounting for Leases:

Nigeria: This standard is to ensure that published financial statements contain sufficient
information about lease transactions to make it possible for users of such statements to
determine the effects of lease commitments on the present and future operations of the
reporting enterprises and to ensure uniform disclosure of terms and classes of leases in
financial statements.

2.10 Non- Financial Disclosures and Transaction;

Non-financial disclosures are observed to be more under IFRS when compared with sas. Also
in the case of transaction, sas expects disclosure but this is limited. IFRS however sets out
detailed guidance on identification of disclosures and transactions as contained in IAS 24
disclosures. Theories of accounting standards harmonization

2.10.1 Innovation Diffusion Theory

Innovative diffusion is defined as the process by which the innovation is communicated
through certain channels over time among members of a social system. Innovation diffusion
theory explained and describe the mechanism of how a new invention in IFRS can be adopted
and becomes successful (Clarke, 1999). Sevcik, (2004). Stated that not all innovations are
adopted, and that it will take a longer time for an innovation to be adopted and added that
resistance to change may be an obstacle to innovation diffusion.

2.10.2 Institutional Change Theory

Hatch, (1997). Institutionalization is a process by which actions are repeated and given similar
meaning by self and others. He also saw Institutional theory as that organizations that adapt
not only to the strivings of their internal group but also to the value of external society. He
stated that actions are supported by norms, values, expectations and cultural influences.
Actions are sometime repeated because of a desire to be or look like another institute. These
actions are governed by social influence. Dimaggio and Powel (1983). identified three
mechanisms theories of institutional change; and they are; coercive, mimetic and normative
isomorphism.

2.11 Corporate Financial Disclosure in Nigeria

Okike (2000) investigates the corporate reporting practices in Nigeria. She observes that it is
weak and accounting reports have been found deficient in the sense that they lack vital
information. Ofoegbu and Okoye (2006) investigate the extent to which Statement of
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Accounting Standards are complied with in Nigeria. Using a sample of seven standards ( SAS
3, 7, 8, 10, 11, 18 and 19) conveniently chosen, they analysed the annual reports of 41
companies publicly quoted at the Nigerian Stock Exchange. Adeyemi (2006) considers SAS
1 to SAS 21 and using a sample of 96 listed companies with year- end between 2003 and
2004. In addition, he empirically determined the relationship between disclosure and some
company characteristics. Umoren (2009) considers SAS 1 to SAS 30 and IAS 1 to 41, using a
sample of 90 listed companies that cut across 25 industries on the NSE. The study undertakes
a single period analysis as all the companies used were those that published their annual
reports during the period January 31 and December 31, 2006.

2.12 Corporate Governance

There are various definitions of corporate governance in corporate governance literature.
Ghartey (2002) defined Corporate Governance as the system by which governing institution
and all other organisations direct and control their functions and relate to their communities
and stakeholders to improve the quality of life of the communities and stakeholders".
Wikipedia, Free encyclopaedia (2006) defined Corporate governance as the set of processes,
customs, policies, laws and institutions affecting the way a corporation is directed,
administered or controlled. It includes the relationship among the many players involved and
the goals for which the corporation is governed. Corporate governance involves a set of
relationships between a Company's management, its board, its shareholders and other
stakeholders (OECD 2004). Other stakeholders include employees, customers, suppliers,
banks and other lenders, regulators, the environment and the community at large (Wikipedia,
the Free encyclopedia 2006). However, the key players in corporate governance structure are
the shareholders, management and the board of directors. The aim of corporate governance
initiative is to improve the quality of life of members of the institution, It is also seen as a
system that is concerned with the relationships among stakeholders of an organisation and the
rules and laws that govern such relationships. For the purpose of this study, corporate
governance is defined as the rules and laws that govern the relationship between managers
and shareholders of companies as well as other stakeholders and the application of these rules
and laws towards for the achievement of the entity's goals. In a company, the board of
directors are supposed to be accountable to shareholders by properly monitoring management.
To monitor the management effectively the board must keep an arm's length relationship. This
means that directors must be independent from management they are to monitor. But in an
organization where a large controlling shareholder is present, the board is often neither
independent from management nor accountable to small shareholders (OECD 1999:). The
reason is that majority shareholders can appoint board members without the approval of, other
small shareholders at the expense of the minority shareholders, a situation that renders
internal control system ineffective. As a result various codes of corporate governance
principles have been issued in various countries in the area of audit, accounting, and internal
control and audit committees, for observance by corporate bodies to avoid corporate fraud.

2.13 Good Corporate Governance

CBN (2006) notes that transparency and adequate disclosure of information are key attributes
of good corporate governance Good corporate governance should be that which motivates the
board and management to pursue objectives that are in the interest of the company and its
shareholders and should facilitate effective monitoring. An effective corporate system of
govemance within an individual company and across an economy as a whole helps to provide
a degree of confidence that is necessary for the proper functioning of a market economy. The
system also ensures that accounting and auditing contribute to the stability of the capital
market. Adherences to good corporate governance will help to generate foreign capital,
improve domestic investors confidence, reduce the cost of capital, underpin the good
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functioning of financial markets (OECD 2004). The OECD code is subject to revision in the
light of significant changes in circumstances. The OECD code (2004) on Disclosure and
transparency stated that information should be prepared and disclosed in accordance with high
quality standards of accounting and financial and non-financial disclosures.

2.14 The role of regulation of financial reporting in achieving good corpor.ate
governance

It would not be an exaggeration to say that accounting is the soul of corporate govemance
because without it corporate management cannot be monitored nor held accountable and
corporate performance cannot be assessed”. Regulation of financial reporting helps to ensure
that preparation of and information disclosure in the financial statements are based on high
quality accounting standards and best legal framework. This will complement the global
corporate govemance efforts. Financial reporting framework is a very critical area on which
investors, creditors, regulators, analysts, and other constituencies focus. This is because
financial conditions of an entity are revealed through accountability report package in the
financial statements. This calls for an improved regulatory framework that will respond to this
challenge by improving its quality framework. As Dallas (2005) puts it "the growing
complexity of business transitions, the globalization of financial markets, and the increasing
need for information, coupled with tougher infernal audits and lingering concerns over the
adequacy of accounting and internal control systems, will undoubtedly focus continued
attention on financial reporting discipline”. The author emphasized the inadequate financial
reporting will not enhance good corporate governance. It can only work for the benefit of
insiders such as directors and chief executives to the detriment of outside stakeholders, those
who have no hands in management of the organisation such as shareholders and creditors.
One of the principles entrenched into this codes is "disclosure and transparency”. The code
stated that the corporate governance framework should ensure that timely and accurate
disclosure is made on materials matters regarding the corporation including financial
situation, performance, ownership and governance of the company. Disclosures should
include, among other things, the financial and operating results of the company, related party
transactions.

2.15 Effort of the Accounting Profession towards Good Corporate Governance

The accounting profession has contribution to make towards the efforts directed at achieving
good corporate governance in companies worldwide. High quality accounting standards on
which information preparation and disclosure should be based must be set to complement the
global corporate governance efforts. Realizing the importance of adequate financial reporting
in achieving good corporate governance, the profession has therefore sustained efforts in the
following areas through the following bodies:

3. Methodology

The study reviewed the regulation of financial reporting in Nigeria to enhance corporate
governance initiative. It identify the relevant regulations and standard guiding financial
reporting in Nigeria. For the purpose of this study the regulatory framework and standard
guiding financial reporting examined are, IFRS, CAMA 1990 as amended to date, BOFIA of
1991 as amended, the IA of 2003 and the ISA of 1999, The Statement of Accounting
Standards issued by NASB. The Statements of Accounting Standards were examined in line
with the International Financial Reporting Standards (IAS/I FRS). The other existing
regulatory documents/framework of financial reporting in the Country were examined to
ascertain the extent to which they are harmonized and uniform to achieve a common goal of
transparency and accountability.
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4. Discussions of results and findings

The section discusses the results and findings of the study as following: each proxy for
standards regulatory bodies is expected to influence financial reporting differently,

I. There are a lot of general inconsistencies in the regulations guiding financial reporting.

ii. There is no uniformity in the time allowed for annual returns of financial statements by
companies to regulatory bodies. That is, while the companies and Allied Matters Act requires
that companies to make returns to Corporate Affairs Commission after its presentation to
annual general meeting which should be held not more than 9 months after its preparation,
insurance companies are expected to make their own returns not later than so" September
every year. For banks, the returns should be made not later than 4 months after the end of its
financial year. The date for submission can be regularized and be made more specific to make
for easy observance of the standards and monitoring of compliance.

iii. All the regulations stipulate punishment in form of fine or conviction for non-compliance
with the regulations, As stated earlier in this work, regulation is not only establishment of
rules for observance but in addition there must be adequate mechanism for the enforcement of
the regulation.

iv. CAMA 1990, BOFIA 1991, IFRS IASB and SAS require that proper records be kept.
They all laid emphasis on keeping the records in such a manner that would ensure that
financial statements show true and fair view of the financial position of the company and its
profit and loss account can be prepared from the records. This makes for transparency and
better accountability,

v. Companies and Allied Matters Act 1990

This regulatory framework is not updated. The amounts for offences committed are no longer
relevant. They are too small that companies can decide to commit the offences and pay the
fine. Example, some of the contraventions carry a daily default fine of #10.00 or #50.00.
Compliance is not strictly monitored. Some of the provisions are inconsistent with the
International Financial Reporting Standards e.g. In methods of stock valuation, qualification
for finance lease, disclosure of preliminary expenses in the balance sheet etc.

vi. Banks and other Financial Institutions Act 2002 (BOFIA)

This Act accords significantly with the Companies and Allied Matters Act in all its
ramifications. It requires banks to observe the standards as may be prescribed by banks.

vii. International Financial Reporting Standards. (IFRS)

The International Financial Reporting Standards (IFRS) started with the formation of the
International Accounting Standards Committee in 1973 as a result of an agreement by
professional accountancy bodies of major countries (United Kingdom and lIreland, United
States, Australia, Canada, France, Germany, Japan, The Netherlands and Mexico) to develop
a set of accounting principles across the globe. In its early days,

viii. International Accounting Standards Board (IASB)

Aghator & Adeyemi (2009) stated that with the dawn of globalization and increasing demand
for transparent, comparable financial information in the markets, the IASC was restructured in
the year 2001 by creating the International Accounting Standards Board (IASB), among other
changes. The IASB is responsible for developing, in the public interest, a single set of high
quality, comprehensive and enforceable global accounting standards that require transparent
and comparable information in general purpose financial statements and other financial
reporting to help participants in the various capital markets of the world and other users of the
information to xi. Statement of Accounting Standards (SAS)

The number of SAS in issue is far below the number of International Accounting Standards in
issue. There are some areas of operations where there is no existing SAS examples are,
Related party disclosures, Business combinations, Discontinued operations to mention but a
few. In those areas companies are expected to adopt International Accounting Standards. Now
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that the world regulating community is talking about international harmonization and
convergence of acoounting standards, where would Nigeria really start since it has not had
any of these standards at all to assess how the harmonization will affect her practice locally.
In areas like consolidation, Related Party Disclosures, Business Combination, Accounting for
investments there are no equivalent national standards as can be seen from the current list of
applicable Interactional Accounting Standards.

4.1 Recommendations

1. The regulatory authorities should harmonize the existing regulations to avoid
inconsistencies in preparation and presentation of financial statements. The time for annual
returns to the regulatory bodies should be harmonized. Timely filing of annual returns must
be strictly checked, enforced and made compulsory before publication of annual reports. By
this the companies' will be forced to observe every bit of the laws and standards required for
financial reporting.

2. The Nigerian Accounting Standards Board has very big challenges facing it. It should join
the global regulatory community in an effort to strengthen the nature of accounting and
reporting on stewardship. This will complement the effort being made towards achieving
good corporate governance in Nigeria. The board should strive to issue standards requiring
more disclosures that would guarantee greater transparency and accountability in financial
reporting process. This is because there is need for more disciplined and realistic information
feed to investors whose protection is aimed at through corporate governance codes. New
standards should be issued to measure up with the numbers of 1AS in issue. Moreover those
that were issued many years ago should be reviewed to accord with the current desirable
disclosure requirements. Nigeria may not be able to survive the experiences of the United
Kingdom in early 80's and early 90's. To avoid the possibilities of such events happening in
our country, our standards must be strengthened to accord with the international regulated
standards. The unwanted and undesirable events re-stress the urgent need for reassessment in
accounting and auditing standard setting and in ethics for the accounting profession.

3. There should be adequate monitoring mechanism for compliance with standards and other
financial reporting regulations by all the regulatory authorities. This will help to reduce the
inefficiencies that may arise from moral hazard and adverse selection of disclosure
requirements. Information provided by management to investors is checked for accuracy and
adequacy.

4. Companies and Allied Matters Act 1990 must be reviewed and the financial reporting
provisions must be made to accord with the International Accounting Financial Reporting
Standards.

5. The Central Bank of Nigeria has taken a bold step in lunched corporate governance codes
to be observed by banks in Nigeria. In the 2003, the Securities and Exchange Commission
introduced a code of corporate governance principles for application to quoted companies and
public companies quoted in the stock market. The purpose of all these is to protect the rights
of shareholders and to define the respective responsibilities of the board of directors and
management, the audit committees and the board's relationship with shareholders and
investors. Efforts must be made from this very beginning to harmonize these principles to
avoid multiplicity of corporate governance codes and principles

6. Accounting standards should be reviewed in the light of new development (technical,
financial, legal, and economical fraud) and international practices. The Accounting standards
should harmonize not only with international standards but with other applicable corporate
and taxation legislation. To incorporate social justice, environmental issues, economic
reforms and social context, vis-a-vis to make professional managers and directors more
accountable to shareholders and other stakeholder, accounting standards should narrow the
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choice of alternative accounting practices that make fair disclosure of accounting and
financial information

5. Conclusion

Financial reporting regulations in Nigeria have helped in no small measures in ensuring that
there is uniformity in presentation of financial reports, The regulators have equally
contributed their own quota through enforcement of the regulations, The non compliance of
the enactment of relevant regulatory bodies and standards by some firms has not only
affected the requirements of SAS and IFRS by quoted firms in Nigeria but also has reduced
the variability in the application of the standards among firms. The statement of accounting
statements is therefore complimentary to the international accounting standards therefore
there is need for an update and a frequent review from time to time. The efforts of all these
regulations are geared towards ensuring that management of organizations exercise greater
accountability for its stewardship and transparency in its financial reporting for the protection
of all stakeholders, This is equally the objective of corporate governance, This means that
there has been an existing desire and effort to achieve good corporate governance through
regulation of financial reporting, But now that there is greater emphasis on corporate
governance as a result of new development in the society and technology as well, Nigerian
should join the rest of the world in observation of corporate governance principles and
improvement of its financial reporting regulations and standards, This will enable her compete
for foreign investment which will be made possible through globally acceptable financial
reports, The benefits of such improvement include stable and strong stock market, and stable
economic growth,
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7. Appendix

Table 1: Provisions by Financial Reporting Regulations

S/IN | ITEMS CAMA | BOFIA | IAS SAS IFRS
2004 2002 1997 | 2006 2017

1 Intangible Assets A A A A A
2 Research and Development A A NA A A
3 Inventories A A A A A
4 Consolidated Financial Statement A A A A A
5 Depreciation A A A A A
6 Reporting Financial Information Segment A A A A A
7 Sufficiency of Accounting Records A A A A A
8 Accuracy of Accounting Records A A A A A
9 Content of Financial Statements NA NA A A A
10 Form of Financial Statements NA NA A A A
11 | Requirement of Annual Returns A A A A A
12 Time of Annual Return A A A A A
13 | Penalties for Non Compliance A A A A A
14 | Monitory Unit NA NA A A A
15 | True and Fair View of Statement of Financial | A A A A A

Position and Statement of Profit and Loss

and other Comprehensive Income
16 | Share Based Payment A A A A A
17 | Joint Arrangements A A A A A
18 | Publication of Annual Accounts A A A A A
19 Revenue from Contract with Customers A A A A A
20 Disclosure of interest in other Entities A A A A A
21 Fair Value Measurement A A A A A
22 | Investment by owner and distributions to A A A A A

OWners
23 Financial and non financial information NA NA NA NA A

Sources: Various Financial Reporting Regulations
A Stand for Available
NA Stand for Not Available

Interpretation of Data Presented

a. The Companies and Allied Matters Act 1990

The Act provides the basis for preparation and presentation of financial statements. It
provides the form and content of profit and loss account and balance sheet, including the
disclosure requirements for companies operating in Nigeria. In section 331, the law specifies
the type of accounting records to be kept. Section 335 provides that the content and form of
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financial statements must accord with the provisions in schedule 2 of the Act and with
statements of Accounting Standards issued from time to time by the Nigerian Accounting
Standards Board (NASB). In section 345, the law requires that directors of a company shall at
a date not later than 18 months after incorporation of the company and subsequently once at
least every year, lay before the company in general meeting copies of the financial statements
of the company up to a date not exceeding nine months previous, to the date of the meeting.
The directors are required to deliver to the corporate affairs commission, annual returns with a
copy of the balance sheet, the profits and loss account and the notes on the financial
statements, which were presented, to the annual general meeting (Section 345:3).
Contravention of Section 345 attracts a penalty of #50 per day of default for small companies,
unlimited companies and limited by guarantee. But for other companies, the penalty is #500.
There are so many other offences, and penalties for noncompliance with various sections of
the act.

b. The Banks and Other Financial Institutions Act (BOFIA) 1991

Section 24 of the act requires every bank to keep proper books of accounts. It describes proper
books of accounts as ones that are necessary to explain the bank’s transactions and also give
true and fair view of the state of affairs of the bank, such records must be in compliance with
the accounting standard as may be prescribed for banks. Section 27 requires banks to publish
their annual accounts in daily newspapers printed and circulated in Nigeria and approved by
the CBN, not later than 4 months after the end of its financial year. Every balance sheet and
every profit and loss account of a bank must give a true and fair view of the state of affairs of
the bank as at the end of the reporting period. Non-compliance with the publication
requirement attracts a penalty of #100,000 if found guilty. This true and fair view is
emphasized in the CAMA 1990 Section 335. 26

c. Nigerian Accounting Standards Board (NASB)

The objectives of establishing the body as outlined in the NASB act of 2003, include among
others:

* To promote and enforce compliance with the accounting standards developed or reviewed
by the board;

* To review from time to time, the accounting standards developed in line with the prevalent
social, economic and political environment. To receive from time to time notices of
compliance with its standards from the preparer, user or auditor of an account; and

* To receive copies of all qualified reports together with detailed explanations for such
qualification from auditors of the account within a period of 60 days from the date of such
qualification.

Table 2. Current List of Applicable International Financial Reporting Standards (IFRS), International
Accounting Standards (IAS) and Statement of Accounting Standards (SAS)

SIN | IFRS DATE SIN IAS DATE SIN | SAS DATE
ISSUED ISSUED ISSUED
1 First Time Adoption 2009 1 Presentation of Financial 1975 1 Disclosure of 1984
of International Statement Accounting
Financial Reporting Policies
Standards
2 Share Based Payment | 2005 2 Inventories 1975 2 Information To | 1984
Be Disclosed In
Financial
Statements
3 Business Combination | 2009 7 Cash Flow Statement 1977 3 Accounting for | 1984
Property , Plant
And Equipment
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4 Insurance Contract 2005 8 Net Profit or Loss for the | 1977 4 Stocks 1986
Period, Fundamental
Errors and Changes in
Accounting Policies
5 Non Current Assets 2005 10 Events after the Balance 1974 5 Construction 1986
Held for Sales & Sheet Date Contracts
Discounted
6 Exploration for & 2006 11 Construction Contracts 1978 6 Extraordinary 1986
Evaluation of Mineral Items and Prior
Resources Year
Adjustments
7 Financial Instruments | 2007 12 Income Taxes 1979 7 Foreign
Disclosure Currency
Conversion and
Transactions
8 Operating Segments 2009 14 Segmental Reporting 1981 8 Accounting for | 1990
Employees
Retirement
Benefit
9 Financial Instruments | 2015 15 Information Reflecting 9 Accounting for | 1989
the Effect of Changing Depreciation
Prices
10 | Consolidated Financial | 2013 16 Property, Plant and 1981 10 Accounting by
Statement Equipment Banks and Non
Bank Financial
Institutions
11 | Joint Arrangements 2013 17 Leases 1982 11 Leases 1991
12 | Disclosure of Interest | 2013 18 Revenues 1982 12 Accounting for | 1992
in other Entities Deferred Taxes
Replaced With
SAS 19
13 | Fair Value 2013 19 Employees Benefits 1983 13 Accounting for | 1992
Measurement Investments
14 | Regulatory Deferral 2016 20 Accounting for 1982 14 Accounting in 1993
Accounts Government Grants and the Petroleum
Disclosures of Industry;
Government Assistance Upstream
Activities
15 | Revenue From 2017 21 The Effects of Changes in | 1983 15 Accounting by | 1996
Contract With Foreign Exchange Rates Banks and Non-
Customers Bank Financial
Institution
22 Business Combination 1983 16 Accounting for | 1997
Insurance
Business
23 Borrowing Costs 1983 17 Accounting in 1997
the Petroleum
Industry;
Downstream
Activities
24 Related Party Disclosures | 1984 18 Statement of 1997
Cash Flow
26 Accounting and Reporting | 1986 19 Accounting for | 2000
by Retirement Benefit Tax
Plans
27 Consolidated Financial 1988 20 Abridged 2001
Statement & Accounting Financial
for Investment in Sub Statement

Subsidiary
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28 Accounting for 1988 21 Earnings Per 2002
Investment in Associates Share

29 Financial Reporting in 1989 22 Research & 2005
Hyper Inflationary Development
Economies Cost

30 Disclosure in the 1990 23 On Provisions 2006
Financial Statements of Contingent
Bank & Similar Financial Liabilities &
Institutions Contingent

Assets

31 Financial Reporting of 1990
Interest in Joint Ventures

32 Financial Instruments 1996
Disclosure & Presentation

33 Earnings Per Share 1997

34 Interim Financial N/A
Reporting

35 Discontinued Operations | N/A

36 Impairment of Assets N/A

37 Provisions Contingent N/A
Liability & Contingent
Liability

38 Intangible Assets N/A

39 Financial Instruments N/A
Recognition &
Measurement

40 Investment Income N/A

41 Agriculture N/A

Sources: IFRS, IAS & SAS Publication
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A Note on Theory and Measurement of Productivity Issues

Abstract:

Productivity is a relationship between production and the means of production. Or, more
formally a relation of proportionality between the output of a good or service and inputs
which are used to generate that output. This relationship is articulated through the given
technology of production. This paper investigates the relationship between productivity and
technological change.
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1. Introduction
Technological progress has become virtually synonymous with long-term economic growth.
This raises a basic question about the capacity of both industrial and newly industrialised
countries to translate their seemingly greater technological capacity into productivity and
economic growth. Usually, there are difficulties in estimating the relation between technology
change and productivity. Technological change may have accelerated, but in some cases there is
a failure to capture the effects of recent technological advances in productivity growth or a
failure to account for quality changes in previously introduced technologies. The countries of
Europe have a long cultural and scientific tradition and the major scientific discoveries and
developments in technology are products of European civilisation. There is a close relationship
between innovation and productivity levels. However there are large technological disparities
between the member states, which affects productivity performance, increases economic
disparities and hinders economic integration. There are various explanations in the literature for
the slow-down in productivity growth in the OECD countries. One source of the slow-down may
be substantial changes in the industrial composition of output, employment, capital accumulation
and resource utilisation. Another may be that technological opportunities have declined; or else
new technologies have been developed but their application to production has been less
successful. Technological factors act in a long-term way and should not be expected to explain
medium-term variations in the growth of GDP and productivity.

This paper attempts to measure the relationship between technology and productivity,
or more precisely, to investigate the correlation between technological development and the
decline in productivity growth.

2. The theory of Productivity and Technical Change

Productivity growth is crucially affected by technological change. Their relationship is so
close that the two terms are often used interchangeably. Productivity is a wider concept. Even
though a crucial one, technological change is only one of the many factors which affect
productivity growth. Other being social, cultural, educational, organisational and managerial
factors. Better management of workers and machines and appropriate incentive structures can
increase production and/or reduce costs. But these are different from technological change.

It is not easy or straightforward to disentangle the effects of technological change from
social and cultural factors. One simple way to conceptualise the differences is in the following
way suggested by Spence (1984). If changes concern primarily people then they may
reasonably be considered as being social in nature. On the other hand, if they appear to be
fundamentally about material products and related processes then they can be more easily
viewed as technological.

There is no simple answer to this question. Marjit and Singh (1992) have explored
various aspects of this question. We confine ourselves to one directly relevant for our study.
In the standard neo-classical economic model technology refers to a collection of techniques,
or ways of specifying how much of various outputs can be produced using given quantities of
various inputs. In most textbook situations this is simplified as a single output production
function which specifies the maximum quantity of output predicable from given quantities of
labour and capital. Technology is then the production function. It is generally represented
graphically with the help of level curves or isoquants. Technological progress in this simple
framework is a shift upwards of the production function, or shift downwards of the
representative isoquant. An alternative way is to look at cost functions which relate levels of
cost of production to level of output and to factor prices. In many situations cost functions are
easier to characterise production functions. The data for cost functions is more easily
available.
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Given input prices, one can view technological improvement as a downward shift of
the cost function. Technology has two aspects, ‘embodied’ or ‘disembodied’. The former is
identified with ‘hardware’ and consists of tools, machinery, equipment and vehicles, which
together make up the category of capital goods. Disembodied technology is identified with
‘software’ and encompasses the knowledge and skills required for the use, maintenance,
repairs, production, adaptation and innovation of capital goods. These are often called the
‘know-how and the know-why of processes and products’.

Technological change does not affect all factors equally. When it does, it is considered
neutral technical change. Otherwise, it may have a specific factor using or factor saving bias.
The terms technological change and technical change are used interchangeably in the
literature under review, both being indicators of a shift in the production function. It would
have been useful to reserve the latter term for indicating change in techniques or processes.
The terms technological progress and technical progress are synonymous with technological
change and technical change respectively, all change being considered as being for the better
(Korres, 2009).

3. Reviewing the Measurement of Productivity

There are many different approaches to the measurement of productivity. The calculation and
interpretation of the different measures are not straightforward, particularly for international
comparisons. Most productivity measures are procyclical; they tend to accelerate during
periods of economic expansion and decelerate during periods of recession. This is partly due
to measurement: variations in volume output tend to be relatively accurately reflected in
economic statistics, but variations in the rate of utilisation of inputs are at best only partially
picked up. Even if capacity utilisation is accurately measured, the standard model of
productivity fits the realities of the business cycle somewhat awkwardly. Much economic and
index number theory relies on long-term, equilibrium relationships involving few unforeseen
events for economic actors.

The economic model of productivity measurement is therefore easier to implement
and interpret during periods of continued and moderate expansion than during a rapidly
changing business cycle. It is therefore appropriate to examine productivity growth over
longer periods of time or to adjust productivity estimates for cyclical fluctuations. Whereas,
the capital productivity is the ratio of output to capital and the labor productivity is the output
per employed person.

The notion of a production function is central to the meaning of technology. It is
consequently crucial for the measurement of productivity. A production function is a
technological relationship which specifies the maximum level of output of a good which can
be obtained from a given level of one or several inputs. In its general form a two input
production function can be written as
Vt = f(Kt ,Lt) (1)

where: Vi = level of net output (value added).
Kt = capital input (or service of factor capital)
Lt = labour input

t =time

There are three principal approaches to measurement of productivity growth. These are:
e (i). The index number approach,

e (i) parametric approach and

e (iii) non-parametric approach.
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In the present survey we focus primarily on studies which have estimated productivity
growth using the first approach. Wherever appropriate, the results from the estimation of cost
and production functions have been mentioned in support of as alternative explanations to the
results of the first approach. The non-parametric approach which is based on linear
programming models of relative efficiency is not reviewed here.

Total factor productivity (TFP) extends the concept of single factor productivity such
as output per unit labour or capital to more than one factor. Thus TFP is the ratio of gross
output to a weighted combination of inputs. For the case of production function shown above,
TFP at time t would be given by:

_ Vt
AT oKD @

where: At : Index of TFP at time t.
g : the aggregation procedure implicit in the specific production function adopted.

Different functional forms of the production functions imply different aggregation
procedures or weighting schemes for combining factor inputs. At this stage, choice exists in
regards to the specification of output as value added (V) as in equation (1) above or gross
value of output (Y). In the latter case, material and energy inputs are explicitly accounted for
in both the left and the right hand sides in the production function. This would give rise to the
following general functional form which in recent years has come to be known as KLEM type
production function.

Yi= g(Kt, L:, Ei, My, t)
where: Yt = level of gross output per unit of time,
Kt = capital input (or service of factor capital)
Lt = labour input
E¢ = input of energy,
M¢ = material inputs.
t =time

The choice between one form of the other depends on what one believes to be the
correct measure of output. It also depends on whether one believes the production function to
be separable in factor and material inputs or not. The above functional forms give rise to
alternative concepts of productivity. One can define the productivity measure associated with
the value added (V) production function as total factor productivity (TFP) and that associated
with gross output (Y) production function as total productivity (TP).

The observed growth in output is sought to be explained in terms of growth in factor
inputs. The unexplained part or the residual is attributed to growth in productivity of factors.
It consists in assuming a certain functional form for the producers’ production function and
then deriving an index number formula that is consistent (exact) with the assumed functional
form. Preferred functional forms are the flexible ones. These indices differ from each other on
the basis of underlying production function or the aggregation scheme assumed. Following
are some of the most commonly used indexes.

Kendrick's index of total factor productivity for the case of value added as output, and
two inputs can be written as

Vv
A=—r—""— @3)
(rO Kt + WO Lt)
where: At is the value of index in a given year,

V¢ is the value of gross output,
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Wo and ro denote the factor rewards of labour and capital respectively in the base year.

The index measures average productivity of an arithmetic combination of labour and
capital with base year period factor prices. It assumes a linear and a homogeneous production
function of degree one. Besides constant returns to scale and neutral technical progress, it
assumes an infinite elasticity of substitutability between labour and capital. The index can be
generalised to allow for more than two factors. If a sufficiently long time series for this index
can be constructed, then a trend rate of growth can be estimated econometrically. From the
time series of Kendrick index yearly series (gt) can be formed by writing growth between
successive years as

gtf—l = (A[+1 _A[)/A[

The growth rates thus obtained can be appropriately averaged for sub-periods.
Solow’s measure of productivity growth for two input case is given by (4)

Y, L K

t+1
t

S {Vm _Vt } _ { Lt+l — Lt + Kt+l — KI

t t

where,
Vj = measure of output,

This measure is based on the general neo-classical production function. It assumes
constant returns to scale, Hicks-neutral technical change, competitive equilibrium and factor
rewards being determined by marginal products. Under these conditions, the growth of total
factor productivity is the difference between the growth of value added and the rate of growth
of total factor inputs. The latter is in the form of a Divisia index number i.e. a weighted
combination of the growth rates, the weights being the respective shares.If we assumed
specific Cobb-Douglas production function, with unit elasticity of output (unlike in the
general functional form above) and took base year factor shares as weights, we would get
Domar’s geometric index of TFPG.

Assuming A; = 1, a time series of Solow index of productivity (A¢) can be formed
from the formula:

A=A @+ gts+l)

Over forty years ago Malmquist (1953) proposed a quantity index for use in
consumption analysis. The index scales consumption bundles up or down, in a radial fashion,
to some arbitrarily selected indifference surface. In this context Malmquist's scaling factor
turns out to be Shephard's (1953) input distance function, and Malmquist quantity indexes for
pairs of consumption bundles can be constructed from ratios of corresponding pairs of input
distance functions.1 Although it was developed in a consumer context, the Malmquist
quantity index recently has enjoyed widespread use in a production context, in which multiple
but cardinally measurable outputs replace scalar-valued but ordinally measurable utility. In
producer analysis Malmquist indexes can be used to construct indexes of input, output or
productivity, as ratios of input or output distance functions.

The period t output-oriented Malmquist productivity index is

Mé(xt, yt ’ Xt+l’ yt+l) — D(t) (Xt+l, yt+l)/ Dé (Xt, yt)

t+1 t+1

M (x"', y' x™ y™) compares (x*,y"™)to (x',y") by scaling y** to Isog P'(x"*%),

that is, by using period t technology as a reference. Although D;(x',y') <1, it is possible that
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Dy(x',y") >1, since period t+1 data may not be feasible with period t technology. Thus

Mg (x', y', x"*, y*)Z1according as productivity change is positive, zero or negative between
periods t and t+1, from the perspective of period t technology.

The period t output-oriented Malmquist productivity index decomposes as

Mé(xt, yt , XHl, yt+l) — ATE(Xt ’ yt , XHl, yt+l) * ATI (Xt ’ yt , XHl, yt+l) —

_ Dé+1(xt+1’ yt+1) . Dé (Xt+1, yt+1)
Dé (Xt ’ yt) Dé+l(xt+l’ yt+1) !

where ATE(*) refers to technical efficiency change and ATY(*) refers to technical change.

Translog measure of TFPG is given by:

Y

L L K K
gtT+1 — |n|: t+1j|_|:{st+l+st :|*In{|‘t+l}+|:st+l +St }*|n|: Kt+l:|:| (5)
Y, 2 L, 2 K,

This expresses TFP as the difference between growth rate of output and weighted
average of growth rates of labour and capital input. This is equivalent to Tornquist’s discrete
approximation to continuous Divisia index. The index is based on the translog function which
describes the relationship between output and inputs and also between the aggregate and its
components. The homogeneous translog functional form is flexible in the sense that it can
provide a second order approximation to an arbitrary twice continuously differentiable linear
homogeneous function. This functional form helps overcome the problem which arises with
the Solow index where discrete set of data on prices and quantities need to be used in a
continuous function. This index also imposes fewer a priori restrictions on the underlying
production technology. The index can be generalised for more than two inputs.

Like in the previous case, from year to year changes in productivity growth one can
construct a time series of the translog index as follows:

A[+1 = A[ * (1+ gl—l)

Parametric approach consists in econometric estimation of production functions to
infer contributions of different factors and of an autonomous increase in production over time,
independent of inputs. This latter increase, which is a shift over time in the production
function, can be more properly identified as technological progress. It is one of the factors
underlying productivity growth. An alternative to estimation of production functions is
estimation of cost functions using results from the duality theory. Below we give some
commonly used specifications of production functions.

The general form of Cobb-Douglas Function has the following form:
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V = Ag'LK (6)

where, V, L, K and t refer to value added, labour, capital and time. a and b give factor shares
respectively for labour and capital. Ao describes initial conditions. Technological change takes
place at a constant rate I. It is assumed to be disembodied and Hicks-neutral, so that when
there is a shift in the production function, K/L ratio remains unchanged at constant prices. In
log-linear form this function can be written as

logV=a+alogL +plog K+ X (7)

The estimated value of | provides a measure of technological progress, which is often
identified with total factor productivity growth.

The general form of Constant-Elasticity of Substitution Function has the following
form:

V= Ae (L? + - K )" (8)

where | is the efficiency parameter, 6 the distribution parameter, p the substitution parameter
and u is the scale parameter. The elasticity of substitution ¢ = 1/(1 + p) varies between 0 and
l. Technical change is Hicks neutral and disembodied. The value of A (a measure of technical
progress) can be estimated using a non-linear estimation procedure, or by using the following
Taylor-series linear approximation to the CES function:

IV =In A, + At +vsInL+v(L—8)InK — 1/2) pvd@—5)(InL — In K)? 9)

This function can be estimated by OLS.

The general form of Transcendental Function has the following form:
logV = a, + /3, (19 L) + f,c (109 K) + 2 fy, (109 L)? + 3 S (10g K)

22

+ P (109 L)(log K) + 5, (1og L)t + i (log K)t-+ (10)

where a's and B's are the parameters of the production function.
The rate of technical progress or total factor productivity growth is given by

Y — g+ B+ (10g L) + B (log K) a

where: oy is the rate of autonomous total factor productivity growth.
Bt is the rate of change of TFPG, and
BLt,, Pt define the bias in TFPG.
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If both Bt and Bkt are zero, then the TFPG is Hicks-neutral type. If Brt is positive then
the share of labour increases with time and there is labour using bias. Similarly, a positive Bkt
will show a capital using bias.

Due to results of the duality theory, one may estimate a cost function instead of
production function to calculate technical progress. In its general form a four factor cost
function can be written as

C = C(PL, Pk, Pg, Pm, Q, t) (12)

Specific forms of cost functions corresponding to each of the above functional forms
can be derived. We give below the translog cost function which has many desirable properties
sought out by researchers and which has been used most commonly in recent years.

The general form of Translog Function has the following form:

logC = 4, +Z,E log p, + ZZIog p.log p; + B, logQ +

1 1
+EﬁQQ (logQ)? + By logQlogt + B, Iogt+5ﬂtt(logt)2 +

+ZﬁQi logQlog p; +Zﬂti logtlog p; (13)

Using Shepherd's lemma one can estimate demands for individual factors and shares
in total cost of individual factors as follows:

logC X p;
=——+=S =0 logp. o logt 14
|Og pi C i ﬂ|+2ﬂu gp] +ﬂQ| gQ+ﬂtl g ( )
Rate of technical progress (A is given by
logC 1
(t) = ? (ﬂt + By logt+ By logQ +Zﬂt. log p; j (15)

Technical progress has a factor i using bias if Bt > 0. It is neutral with respect to factor
i if B = 0 and it is factor i saving if Bt is < 0.

4. Conclusions

Many studies have suggested that there is a close correlation between technological
development and productivity (see for example Abramovitz, 1986; Fagerberg, 1987, 1988,
1994), and economists have analysed different possible views of why productivity growth has
declined. These alternative explanations can be grouped into the following categories (Korres
1997):

= the capital factor, for instance investment may have been insufficient to sustain the level
of productivity growth;

= the technology factor, for instance a decline in innovation might have affected
productivity growth;
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= the increased price of raw materials and energy;

= government regulations and demand policies that affect the productivity level;

= the skills and experience of the labour force may have deteriorated or workers may not
work as hard as they used to;

= the products and services produced by the economy have become more diverse; and

= productivity levels differ greatly across industries.

The technological gap models represent two conflicting forces: innovation, which
tends to increase productivity differences between countries; and diffusion, which tends to
reduce them. In Schumpeterian theory, growth differences are seen as the combined result of
these forces. We have applied an economic growth model based on Schumpeterian logic. This
technological gap model provides a good explanation of the differences among various
countries. The empirical estimates suggest that the convergence hypothesis applies for
industrialised countries. Research on why growth rates differ has a long history that goes well
beyond growth accounting exercises. The idea that poorer countries eventually catch up with
richer ones was advanced as early as in the nineteenth century, to explain continental Europe’s
convergence with Britain. In the 1960s one of the most basic model was the Marx~Lewis
model of abundant labour supplies, which explained the divergent growth experience of the
Western European countries.
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Measuring Financial Institutions Efficiency in European Union: A Cobb
Douglas Stochastic Frontier Model

Abstract:

In stochastic frontier model analysis, it is acknowledged that the estimation of production
functions must respect the fact that actual production cannot exceed maximum possible
production given input quantities. Consequently, one of the main questions is to investigate
the relationship between inefficiency and a number of factors which are likely to be
determinants and measure the extent to which they contribute to the presence of inefficiency.
Following these fundamental approaches, there has been a rapid increase in the volume of
research on analysis of efficiency in production, both in theoretical and empirical research.
For this reason, financial researchers had dedicated a large effort to discover the factors that
explain differences in the enterprises’ financial performance during several years. Around the
world stock markets have fallen, large financial institutions have collapsed or been bought
out, and governments in even the wealthiest nations have had to come up with rescue
packages to bail out their financial systems. In this context, all agents focus their attention on
productivity and efficiency gains since both are central to the growth of firms in any industry.
For this matter, inefficiency can be due to structural problems or market imperfections or even
other factors, resulting in firms producing below their maximum attainable output.

This paper focuses on reviewing the stochastic frontier analysis literature regarding estimating
inefficiency in financial markets level, as well as explaining producer heterogeneity along
with the relationships with productive efficiency level. The paper begins with a general
overview of the main research papers on estimating productive efficiency in financial
markets, both in aggregate and disaggregate level, providing the main hypotheses and results
of each case. Then, the paper continues with explaining producer heterogeneity, as well as the
main determining factors towards efficiency differentiations.
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1. Introduction

Efforts to measure how efficiently a firm (a Decision Maker Unit, known as DMU in
literature) produces outputs with its inputs have led to the development of a number of
efficiency concepts, including scale efficiency, scope efficiency, economic efficiency, and
technical efficiency (Ferreira and Souza, 2015).

A question of interest is whether inefficiency occurs randomly across producers, or
whether some producers have predictably higher levels of inefficiency than others. If the
occurrence of inefficiency is not totally random, then it should be possible to identify factors
that contribute to the existence of inefficiency (Reifschneider and Stevenson, 1991). The
important task is to relate inefficiency to a number of factors that are likely to be determinants
and measure the extent to which they contribute to the presence of inefficiency. Following
these foundamental approaches, there has been a rapid increase in the volume of research on
analysis of efficiency in production, both in theoretical and empirical research (Cowan and
Salotti, 2015 and Iftekhar and Soula, 2017).

However, due to their nature, these markets are characterized by being very
heterogeneous since they differ in their endowments of resources as well as on the risks
involved in their productive activities. For this reason, it is of great importance, on the one
hand to analyze their efficiency level and potential, and on the other hand, to analyze the
factors which determine their efficiency potential. This analysis is the main aim of this paper,
which focuses on the most current innovative methods on estimation of technical efficiency.
Thus, this paper is expected to provide meaningful insights into the level of industry-specific
technical efficiency along with factors determining and affecting efficiency. The core aim of
this paper is to understand and evaluate the impact of technical efficiency on productivity and
growth and combine the theory (theoretical background) and the empirical applications.

This paper focuses on financial markets, the role of which 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, medium and high
technology financial markets have a very important role in creating opportunities making an
important contribution to economic growth and development. Nonetheless, financial markets
have shortages of different types of resources necessary to develop and implement their
strategies. These shortages may include financial, marketing, technological and managerial
resources, or skilled personnel. Overcoming those shortages and increasing technical
efficiency has become critical for their long term survival and profitability. More specifically,
this paper focuses on reviewing the stochastic frontier analysis literature regarding estimating
inefficiency it industrial level, as well as explaining producer heterogeneity along with the
relationships with productive efficiency level. The paper begins with a general overview of
the main research papers on estimating productive efficiency in different industries, providing
the main hypotheses and results of each case. Then, the paper continues with explaining
producer heterogeneity, as well as the main deterring factors.

2. Financial Institutions Efficiency

A measure of evaluating the performance at producer level is technical efficiency through
production frontier, a concept which compares the transformation process of converting input
into output. If the occurrence of inefficiency is not totally random, then it should be possible
to identify factors that contribute to its existence. In this case, estimating these efficiency
measures involves estimating the unknown production frontier: the current state of technology
in the industry, representing the maximum output attainable from each input level is called the
efficiency frontier. Stochastic production frontiers indicate the maximum expected output for
a given set of inputs. They are derived from production theory and are based on the
assumption that output is a function of the level of inputs and the efficiency of the producer in
using those inputs. This function defines the output associated with the best practice use of the
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inputs, while also recognizing the stochastic nature of the data arising from mis- or un-
measured determinants of production.

The difference between actual output and the potential output is generally attributed to
a combination of inefficiency and random error (i.e. the stochastic element in production).
Methods have been developed to separate out the random component from the efficiency
component, so that a more realistic assessment of potential output can be achieved. That is,
large levels of output that may have occurred through chance rather than as a consequence of
normal practice do not overly influence the estimates. When one considers productivity
comparisons through time, an additional source of productivity change, called technical
change is possible. This involves advances in technology that may be represented by an
upward shift in the production frontier. This is presented in the following figure by the
movement of the production frontier from OFo to OFy in period 1:

Figure 1. Production frontiers and Technical Efficiency
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In period 1, all firms can technically produce more output for each level of input,
relative to what was possible in period 0. When we observe that a producer has increased
productivity from one period to the next, the improvement need not have been from efficiency
improvements alone, but may have been due to technical change or the exploitation of scale
economies, or from some combination of these three factors (Coelli et al., 2005).

The optimum is defined in terms of production possibilities, and efficiency is
technical. It is also possible to define the optimum in terms of the behavioral goal of the
producer. As in Wang et al. (2002), productivity and efficiency are the two most important
concepts in measuring performance. However, the terms productivity and efficiency have
been used frequently interchangeably, even though they are not precisely the same things
(Coelli et al, 2005).

The difference between efficiency and productivity can be simply illustrated, as shown
in the following figure. As in Coelli et al. (2005), to illustrate the distinction between these
two terms, it is useful to consider a simple production process in which a single input (x) is
used to produce a single output (y). Points A, B and C refer to three different producers. The
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productivity of point A can be measured by the ratio DA/OD according to the definition of
productivity where the x-axis represents inputs and the y-axis denotes outputs.
Figure 2: Efficiency and Productivity
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In this figure we use a ray through the origin to measure productivity at a particular
data point. The slope of this ray is y/x and hence provides a measure of productivity. If the
firm operating at point A were to move to the technically efficient point B, the slope of the ray
would be greater, implying higher productivity at point B. However, by moving to the point
C, the ray from the origin is at a tangent to the production frontier and hence defines the point
of maximum possible productivity (exploiting scale economies). The point C is at the
technically optimal scale. Operation in any other point of the production frontier results in
lower productivity.

Given the same input, it is quite clear that productivity can be further improved by
moving from point A to point B. The new level of productivity is then given by BD/0OD.
Clearly, productivity can be represented, therefore, by the slope of the ray through the origin
which joins the specific point under study. The efficiency of point A, on the other hand, can

AD /0D

BD /0D

The above efficiency is normally termed Technical Efficiency, and includes output-
and input-oriented technical efficiencies, i.e., the producer can either improve output given
the same input (output-oriented, point A to B) or reduce the input given the same output
(input-oriented, point A to E) by improving technology. The curve OF in the figure is the so-
called production frontier. All the points on the production frontier are technically efficient,
whilst all the points below or lying to the right of the efficient frontier are technically
inefficient (Wang et al., 2002).

Central to frontier productivity analysis is the determination of the efficient production
technology, identification of those efficient decision-making producers on the technological
frontier and of those inefficient producers not on the frontier and, for the latter, determination
of the degree and sources of their inefficiency. Estimation and quantification of efficiency
measures is useful for several reasons: Relative measures of efficiency facilitate comparisons
across similar production units.

As rigorously described in Kumbhakar and Lovell (2000), productive efficiency
represents the degree of success producers achieve in allocating the inputs at their disposal

be measured by the ratio of the productivity of point A to that of point B, i.e.,
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and the outputs they produce, in an effort to meet specific set productive objectives. Thus, in
order to measure productive efficiency it is first necessary to specify producers’ objectives
and then to quantify their degrees of success.

Efficiency performance is conventionally judged utilising the concept of economic
efficiency, which is generally assumed to be made up of two components: technical efficiency
and allocative efficiency. The former is defined as the capacity and willingness of an
economic unit to produce the maximum possible output from a given bundle of inputs and
technology level. The latter concept is defined as the ability and willingness of an economic
unit to equate its specific marginal value product with its marginal cost.

As analytically described in Kalirajan and Shand (1999), while the concept of
technical efficiency is as old as neoclassical economics, interest in its measurement is not.
This is probably explained by the fact that neoclassical production theory presupposes full
technical efficiency. Then, the question raises as to why should one measure technical
efficiency. Technical efficiency becomes central to the achievement of high levels of
economic performance at the producer level, as does its measurement.

The basic concept underpinning the measurement of technical efficiency starts with
the description of production technology. Production technologies can be represented using
isoquants, production functions, and cost functions or profit functions. These four models
provide four different tools for measuring technical efficiency. Although analyses based on
these models appear to be distinct, they constitute the same basic approach and ideally their
results should converge:

In deterministic frontiers analysis, it is assumed that each of N producers faces the
same production technology represented by the conversion of a vector X of inputs into a
single output y. For simplicity, and following Aigner and Chu (1968), assume that efficient
production can be represented by a Cobb—Douglas production function with two inputs:

y = Axfix;® (1)

This production function, showing the maximum output from given input usage, will
serve as the basis for efficiency measurement. Allowing inefficiency, production function
becomes:

y = A xfou @

where u <lrepresents inefficiency. Models that seek to estimate u are considered
deterministic because measurement error and other statistical noise are assumed away.

In addition, it is generally regarded as a disadvantage that the distribution of the
technical inefficiency has to be specified (i.e., half-normal, normal, exponential, log-normal,
etc.). Ideally, this would be based on knowledge of the economic forces that generate such
inefficiency, although in practice this may not be feasible.

One method for estimating a production frontier is to envelop the data points using a
function. Aigner and Chu (1968) considered a Cobb-Douglas production frontier at the form:
Inyi=xf—u,i=12,..1 (3)

where yi is the output of the ith producer, xi is a (kx1) vector containing the logarithms of
inputs, £ is a vector of unknown parameters, and ui is a non — negative random variable
associated with technical inefficiency. Technical efficiency of the i-th observational unit is the
ratio of observed output to maximum feasible output:
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If the observed output yi reaches its maximum obtainable value f(xi, £) then TEi = 1.
That is, the producer is operating at the frontier of production and is 100% efficient. Values of
TEi < 1 measure the shortfall of observed output from maximum feasible output. Note that
this model is deterministic (contains no statistical noise). Letting:
TE, = eXp{_ui }1ui >0 (5)

will ensure that 0 < 7Ei <1 and that observed output yi for the i-th producer will lie below the
frontier f(xi, p) that is yi <A(xi, f).
Equation Inyi = xif —ui,i =1,2,...1 can then be rewritten as:

yi=f(aB)expi-u;fu; 20 (6)
where ui represents the shortfall of output from the frontier for each observational unit. If
productive technology takes a log-linear Cobb- Douglas form.

This production frontier is deterministic insofar as yi is bounded from above by the
non —stochastic (deterministic) quantity exp(xi $5). Therefore, any shortfall in output yi from
maximum feasible output f(xi, £i) is solely attributable to the inefficiency of the producer. The
goal is to estimate the unknown parameters of the model.

Nevertheless, in this case, no account is taken of any measurement errors and any
statistical noise (all deviations from the frontier are assumed to be the result of technical
inefficiency. Introducing a random variable representing statistical noise, the resulting frontier
is a stochastic production frontier.

In a deterministic production frontier model, output is bounded from above by a
deterministic production function. Any deviation from the best performance is imputed to
inefficiency, which means random noise is not accounted for.

However, the possible influence of measurement errors and other statistical noise upon
the shape and positioning of the estimated frontier is not accounted for. More specifically,
deterministic models assume that any deviation from the frontier is solely due to inefficiency,
since they do not accommodate for stochastic shocks to production.

Measurements of inefficiency in financial markets were first constructed by estimating
deterministic frontiers and subsequently by using stochastic frontiers. Aigner and Chu (1968)
were the first researchers to estimate a deterministic frontier using Cobb-Douglas production
function through linear and quadratic programming techniques. They argued that for a given
industry producers might differ from each other in their production processes (Covitz et al,
2013 and (Dharmendra and Fida , 2015).

The distinguishing features among producers could be represented by:

(1). attained values for certain technical parameters in an industry production function,
(2). differences in scales of operation, and
(3). various structures in their organization

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
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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.

These conditions are largely related to economic competitiveness and include, among
others, the capacity of a regional economy to generate, diffuse and utilize knowledge and so
maintain an effective regional innovation system. 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.

3. Conclusion

After the global financial crisis, the first signs of a sovereign debt crisis spread among
European financial players. The regulation of the markets by European Commission and
European Central Bank created limitation to obtained great amount of liquidity in commercial
banking sector. In this context, the successful survival of some European banks became in a
dangerous situation.

Financial sector plays an important role in the growth and stability of an economy. It
helps in channelizing the household savings to corporate and industries where it is optimally
used for the development of the country. Therefore, financial institutions work as an
intermediary and if this financial intermediation is efficient it is going to add value to
economy as a whole. Thus, the performance of the financial system is important and is a point
of concern for all the stakeholders. The performance measurement is of prime importance for
all the economies. Performance of financial sector can be measured either by using financial
ratios or by measuring its efficiency. Efficiency is defined as ratio of output and input of the
firm. Proper and efficient utilization of resources or inputs to get desired quantity and quality
of output is always expected by the management.

As compared to past, today financial industry is facing a tough competition and the
probability of bankruptcy is also high as the financial markets across the world are integrated.
Because of integration, risk in one part of the world is easily transmitted to rest of the
countries. In this uncertain scenario, it is essential to measure the technical efficiency of the
sector. The present study is an attempt to quantify the degree of overall technical efficiency
and detect the source of inefficiencies either in management or in handling resources used to
run an organization. The measure of scale efficiency provides the ability of the management
to choose the optimum size of bank or, to choose the scale of production (Dharmendra and
Bashir, 2015).

These conditions are largely related to productive and technical efficiency and include,
among others, the capacity of a regional economy to generate, diffuse and utilize knowledge
and so maintain an effective production system.
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A Review for Regional Growth: European Policies & Perspectives

Abstract:

European reality of the last decades was severely impacted by the forces of Globalisation and
European integration that brought about profound changes and transformations in economic,
financial, social and territorial terms. On the one hand, the changing of relations among
territorial units manifests itself in processes of “urbanisation” or imbalanced regional
development. Urbanisation indicates an increasing concentration of employment, public
services and population at selected points of the European territory, the big cities or
metropolitan areas. At the same time, rural areas are left on the margin of socio-economic
development. On the other hand, European efforts to deepen political, social and economical
integration between Member States have set off a process of decentralisation and
deconcentration of the activities of national authorities and resulted in a loss of autonomy of
decision in fields that have long been subject to the absolute sovereignty of the nation state. In
order to face the changing socio-economic conditions and to ease their negative effects, some
of the necessary authorities are therefore transferred to regional level, which gives rise to new
forms of sovereignty and autonomy of the regions. This transitional changes and the increase
in importance of European regions and local areas caused by the processes of Globalisation,
also effects people’s sense of themselves as communities giving rise to regions as new units
of reference and basis for cultural identity. This paper attempts to an analyse the phenomenon
of tourism and regional growth in E.U.
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1. Introduction

European regional policies are legally backed up by the European Community’s fundamental
principle to “promote throughout the Community a harmonious, balanced, and sustainable
development. The aims to “reduce disparities between the levels of development of the
various regions and the backwardness of the least favoured regions or islands, including rural
areas”. In order to put into action and taking into account the territorial, economical and
social changes that Europe has been experiencing in the last decades, European policy makers
have been working out a strategic programme for territorial development for the period of
2001-2006, the European Spatial Development Perspective (ESDP). General concept of the
overall strategy is to create sustainable development by treating the three fundamental aims of
regional development - cohesion, sustainability and competitiveness - as a whole, rather than
as separate policy objectives.

In the course of the ESDP, the European Spatial Planning Observation Network
(ESPON) has been launched, a programme that runs for the same period of 2001-2006. The
ESPO Network consists of national institutions responsible for spatial planning that observe
and analyse tendencies of development of territorial and regional development in Europe. The
Network additionally gives financial assistance to scientific research in the field of European
spatial planning. The ESPON has also been playing a fundamental role in developing the
European Spatial Development Perspective (ESDP). This represents a proposal by the
European Commission for concrete regional policy measures for the period 2001-2006, taking
into account the strong relationship among sustainable development, the natural environment,
matters of health and the quality of life as well as with the maintenance of the supply of
energy. Other policy fields, like the European enlargement and agricultural policies are also
considered within the ESDP.

The European regional development efforts receive financial assistance from various
structural funds provided by the European Community. In general, these funds support
initiatives that aim to enhance coherent territorial, economical and social development. The
European Regional Development Fund (ERDF) aims to reduce the disparities between the
levels of development of the various regions of the European Community, the European
Agricultural Guidance and Guarantee Fund (EAGGF) gives financial assistance to the
agricultural sector and the Financial Instrument for Fisheries Guidance (FIFG) supports the
sector of European Fisheries. The European Social Fund (ESF) represents the financial
support for European social policies and the European Cohesion Fund refers to the
maintenance of the natural environment and national infrastructures.

All these structural funds are in various intensity consulted by the European regional
development initiatives, launched in the course of the strategic development programmes for
the period 2000-2006. The initiative INTERREG Il aims to stimulate interregional
cooperation in the EU, the LEADER+ initiative is designed to help rural actors consider the
long-term potential of their local region, the Community initiative EQUAL is devoted to the
fight against discrimination and inequality in the work market and URBAN 11 is the initiative
for sustainable social development in the troubled urban districts of the European Union.

This garnered from efforts to promote regional development in developing nations are
substantially parallel to those from Western Europe. In terms of the general environment, the
key factors are education of the population and provision of adequate infrastructure. A better-
educated workforce is necessary to promote employment into higher-income, nonfarm
occupations. With respect to infrastructure, the summary notes that numerous studies have
documented how constrained access of enterprises to power, transportation (especially roads),
and telecommunications has restricted growth. With the promotion of small industry, ensuring
access to credit is Key. The most successful projects are those that are locally based, lend to
groups of firms, disperse small initial loans with additional lending conditional on repayment,
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and charge realistic interest rates.Projects aimed at strengthening small enterprises have in
some cases been successful but because of the dispersal of firms in the countryside, such
service delivery tends to be expensive.

A Regional Development Concept (RDC) serves as a strategic frame for the
development of a region. It is an integrated concept which designs a targeted and specific
strategy for implementation on the basis of regional co-operation. Hence, an RDC
coordinates and prioritises the implementation of different measures and projects of public
and private institutions and persons within a region. As a result of the integrated approach,
activities from different sectors are harmonised and innovative solutions and ideas for
regional development are created. In contrast to formal regional plans, an RDC is not legally
binding and thus relies on consensus and the commitment of the participating players.
Nevertheless, RDCs have a high political significance as they are also increasingly seen as an
appropriate basis for the implementation of EU funded projects. The European Commission
funds more and more projects under the condition that they are based on an integrated concept
(see Community Initiatives URBAN, LEADER). A move from a single project funding
towards programme-based funding is recognised. Integrated RDCs, as they have been
developed for five pilot regions of the INCORD project, respond to this movement.

Integrated approaches to regional development and regional partnerships are gaining
in importance. This is due to the increasing relevance of the regional level of economical,
political, social and environmental aspects and the growing complexity and interdependency
of processes. Through regional co-operation, forces within the region can be bundled,
innovative ideas can be developed and available resources can be used in a more efficient
way. A partnership makes results possible, which would not be achieved through
conventional, administrative management. For those reasons, regions and regional initiatives
are increasingly the recipients of funding from the EU and the national states. RDCs imply
different advantages for the development of the region:

e The development of an Rregional Development Concept (RDC) facilitates and stimulates
the communication between private and public players. All activities and projects are co-
ordinated and regional forces are

concentrated on key measures.

e The RDC provides orientation by formulating aims of regional development.

e Through the RDC, new innovative activities and projects are initiated or/and existing
ideas are strengthened.

e The RDC shows ways for the management and the realisation of projects and the
organisation of the entire regional development process.

e Projects embedded in an integrated strategy, such as an RDC, are easier to implement and
are more enforceable.

e Scarce public funds can be used more efficiently as financial and personal resources are
bundled by an RDC process.

e Outside the respective region, a regional framework like the RDC can:

- sharpen the regional profile

- promote projects of regional importance

- serve as a basis for marketing instruments

¢ In addition to this, the RDC is often a basis to apply for funding.

2. European Regional Growth: Policy and Regional Programmes

Economic progress in the Community will clearly depend on dealing successfully with a very
wide variety of regional problems. There are regions still greatly dependent on agriculture for
employment; in these regions, which are situated mainly in France, Ireland and Italy, jobs in
agriculture are between 20 per cent and 40 per cent of the total. Yet in the last two decades
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employment in agriculture inside the Community has fallen by 50 per cent-some 10 million
workers thus creating new problems for these same agricultural regions. Other regions are
characterised by the decline of traditional regional industrial activities, requiring widespread
industrial change and re-equipment. In many cases the decline of traditional industries is due
to the exhaustion of certain resources or to competition from rival products. The most notable
example has been that of the coal industry; in the last two decades its production fell by nearly
one half and its level of employment by 60 per cent-more than one million-in the Community
as a whole. But this decline also affects many other branches of industry, especially in present
circumstances. The regions which have suffered particularly badly in this respect are mainly
in the United Kingdom, but there are others in Belgium, Holland, Germany and France.
Figure 1 illustrates the Human Development Index (HDI) for Euroepan and regional-world-
levels in 2005.
Figure 1: The Human Development Index trends (HDI) 1990-2017 for Euroepan and
regional-world-levels.
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The symptoms of all these problems are similar: a high level of emigration, a high rate
of unemployment or under-employment, a low level of, or rate of growth in, income. They are
often accompanied by serious deficiencies in regional infrastructure. But regional problems
are not only those of under-development. At the other end of the scale are the major
conurbations. Sometimes these involve very large proportions indeed of the population of
Member States. For example, the Greater London area comprises 18 per cent of the
population of Britain; Paris comprises 20 per cent of the French population, and Copenhagen
35 per cent of the Danish population. While these concentrations of people often reflect the
most sophisticated and the most rewarding activities, the congestion which they create also
leads to a continuous decline in their environment and quality of life. Thus the restoration of a
better regional balance within the Community is necessary to help not only the under-
developed regions but also those regions in process of expansion. The problems of frontier
regions lying between two or more Member States of the Community should also be noted.
Some neighbouring regions are handicapped by inadequate cross-border infrastructure and
by income, currency and legal differences between states. Figure 2 illustrates the level of
yeras-life expectancy at birth for aggregate Euroepan and regional-world-levels since 1950.
Two types of experience are relevant in considering the design of a national government
program in Central Europe for stimulating rural, especially nonfarm, development. One is the
experience of the European Community with the European Regional Development Fund. The
other comes from the broader results drawn from regional and rural development programs in
other parts of the world. EU Experience: The European Regional Development Fund (ERDF)
has been strongly oriented to supporting infrastructure investments as a tool for regional
development. For example, for the 1975-1988 period 80 percent of committed funds went to
infrastructure investments.Other elements included investment in priority industries and
service sectors and, more recently, upgrading human capital in a target region.

In particular, the principles for successful rural development not addressing on-farm
actions are:

e The highest returns occur when expenditure is directed to the provision of infrastructure to
make areas more attractive to businessmen looking for a location and more pleasant for
people to live. Infrastructure programs should thus have priority for the use of additional
resources.

e The government’s job is to improve the general conditions in rural areas, not to target
particular types of enterprise or to try and pick “winners.”

e The most sustainable increases in rural employment and business activities occur in rural
areas that are located close to major urban centers. These centers provide a larger client base
and markets, and stronger and more stable access to labor, communications, and services.

Efforts to locate rural development around growth points have been unsustainable,
while deliberate programs to relocate major governmental institutions or bodies close to rural
areas have had a sustained impact on rural development. The EU has built upon these findings
in designing its pre-accession assistance program to stimulate rural development in the
Central and Eastern European countries.

E.U. has devoted substantial effort to examining the efficiency of the use of the
structural adjustment funds. A range of studies has documented a variety of absorption
problems. Absorptive incapacity means that the receiving region is unable, given its
administrative skills, to devote all the transfers it receives to productive investment. For a lack
of management skills, a considerable part of the transfers is wasted. A recent comprehensive
assessment of the EU absorption problems with the structural funds gives the following
conclusion about the likely situation in the accession countries: at a low level of development
administrative bottlenecks are a major impediment to transforming transfers into productive
capital. The CEEC [accession countries] definitely exhibit such bottlenecks due to unfinished
administrative reforms (e.g., decentralization and the reinvention of regional and municipal
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entities), problems with age structure (limited possibilities for recruiting young and
productive staff because of job guarantees for the elderly employed and the need to reduce the
number of civil servants), retraining of staff and low pay (as a result of severe budgetary
restrictions). Figure 3 indicates the level for Gross Domestic Product per capita index fworld-
levels in 2017. Structural change in the European urban system as a process of
economic/functional re-hierarchisation. If the restructuring of the European urban system is to
be considered as a process of economic and functional hierarchisation, then analyses of the
urban system which focus on density and development of the population are not very
meaningful. On a European level, the most populous cities or urban regions are often not the
economically powerful centres.
Figure 3: GDP per capita index, 2017
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Structural change in the European urban system will be characterised primarily by an
increased hierarchisation of cities as regards the concentration of directive and control
capacity and innovative production structures. The process of European integration is leading
to a more accentuaated polarisation in the urban system caused by increased
internationalisation in the enterprise sector and expanded control Networks between urban
regions. The number of enterprice mergers and the purchase of majority shares in the
industrial sector has risen in the 1980s by a yearly average of 25 % in the countries of the
European community alone, with a marked increase of international mergers on a European
level.
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In 1982/83 there was a total of 117 mergers/ takeovers of majority shares in the EC, of
these, 38 came under the category of European transactions; in 1988/89 under the category of
European level: In 1988/ 89 the number of mergers/takeovers was as high as 492 with 197 in
the category of European international concentrations activities. The urban system is subject
to an intensified hierarchisation by growing capital concentration. The ‘globalisation’ of
capital related enterprice interconnections in Europe triggered by a wave of concentration
runs parallel to a partial ‘regionalisation’, an increasing significance of regionally internal
interconnections of fims as regards the development of competitive urban production
structures.

3. Strategies and the Puzzle Regional Growth

Corporate competitive strategies encompass a variety of practices and approaches, which can
be summarised in terms of ‘weak’ and ‘strong’ competition. ‘Weak’ competition revolves
around securing competitive advantage within a given technical-organisation paradigm of
production by seeking cheaper sources of inputs to production than are available to
competitors. ‘Strong’ (or Schumpeterian) competition involves seeking to gain advantage by
re-defining production paradigms via product, process, and/or organisational innovations,
with these often inter-linked. In addition, in both forms of competition, firms may collaborate
via a variety of ‘networking’ strategies, involving sub-contracting and out-sourcing of
production of components and services. Strategic alliances, acquisitions and mergers
represent other longer-term options, which may be used in pursuit of either ‘weak’ or ‘strong’
competition. But the key point is that these are analytic distinctions. Firms may combine and
simultaneously pursue elements of these analytically distinct approaches as part of their
competitive strategies.

Recognising the pervasiveness of inter-firm co-operation highlights the necessity to
conceptualise production as a system organised across as well as within firm boundaries. A
production system may be defined as a distinctive form of organisation of production with
corresponding technical, social and spatial divisions of labour and modes of regulation. These
modes of regulation, which constrain the behaviour and strategies of individual firms, each
have their own geographies, emphasising the ways in which production is embedded in
particular socio-spatial settings. Within these constraints, firms have different degrees of
power and influence with production systems, with important implications for their
geographies and the economic success of firms. Some forms of networked relationships
involve relatively egalitarian ‘horizontal’ inter-firm relations — most notably in the arch-
typical industrial districts of central and northeast Italy. More generally, however, there are
complex, variable and asymmetric geometries of power and influence that link firms into
production systems. While some ‘lead’ firms exercise considerable power and influence and
have a choice of ‘strong’ or ‘weak’ competitive strategies, others in subordinate positions are
typically constrained to pursue strategies of ‘weak’ competition. Moreover, depending upon
the character of the product, the location of ‘lead’ firms within the structure of the production
system can differ markedly. The locations of these firms, and decisions as to the location of
different stages of production within and between firms (that is, the spatial distribution of the
technical and social divisions of labour), has important ramifications for geographies of value
production, transfer and appropriation and for the developmental possibilities and trajectories
of different places. As well as companies, workers and trades unions seek to influence the
location of economic activitie. Although in a structurally weak position relative to capital,
unions can nonetheless, in specific circumstances, influence corporate (dis)investment
strategies and geographies of production. However, trades unions occupy an ambiguous
position in seeking to influence economic geographies. While uniting fractions of the working
class, trades unions at the same time divide that class — for example, by industry, occupation,
gender and territory. Because of this, trades unions have become involved in inter-territorial
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competitions for employment and investment, sometimes in collaboration with companies
whose interests are tied to particular place. In some circumstances other social and
environmental groups constituted in civil society also seek to influence the geography of
production systems, usually by developing countervailing sources of power to contest
corporate decisions.

Table 1: Basic Socio-Economic Indices for European Union

Life
Human expectancy | Education Income Gini
Development index index index coefficient
Index (HDI) Value Value Value (2010-
Value (2017) (2017) (2017) (2017) 2017)
Ireland 0.938 0.922 0.891 0.759 31.9
Germany 0.936 0.913 0.915 0.763 31.7
Sweden 0.933 0.937 0.870 0.789 29.2
Netherlands 0.931 0.925 0.858 0.792 29.3
Denmark 0.929 0.905 0.880 0.798 28.2
United Kingdom 0.922 0.912 0.880 0.726 33.2
Finland 0.920 0.920 0.887 0.802 27.1
Belgium 0.916 0.909 0.815 0.788 21.7
Austria 0.908 0.922 0.830 0.760 30.5
Luxembourg 0.904 0.921 0.718 0.805 31.2
France 0.901 0.930 0.768 0.739 32.7
Slovenia 0.896 0.912 0.866 0.766 25.4
Spain 0.891 0.945 0.671 0.676 36.2
Czechia 0.888 0.876 0.879 0.771 25.9
Italy 0.880 0.944 0.708 0.687 34.7
Malta 0.878 0.901 0.762 0.761 29.0
Estonia 0.871 0.850 0.849 0.694 32.7
Greece 0.870 0.912 0.728 0.642 36.0
Cyprus 0.869 0.900 0.714 0.707 34.0
Poland 0.865 0.847 0.825 0.697 31.8
Lithuania 0.858 0.797 0.840 0.649 37.4
Slovakia 0.855 0.831 0.819 0.744 26.5
Latvia 0.847 0.792 0.834 0.661 34.2
Portugal 0.847 0.918 0.635 0.674 355
Hungary 0.838 0.822 0.789 0.710 30.4
Croatia 0.831 0.853 0.752 0.675 30.8
Bulgaria 0.813 0.788 0.753 0.604 37.4
Romania 0.811 0.797 0.714 0.647 28.3

Source: Human Development Report, United Nations, 2019.

However, the strategies of companies, trades unions and other social groups are
constrained by modes of supra-national and national state regulation. There are three main
ways in which states become involved with regulation of the economy. Firstly, they define
the rules and laws that define acceptable conduct in market transactions. Secondly, they seek
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directly to influence the actions of others in markets— for example, via financial incentives
that attempt to influence the location of private sector investments and decisions as to
currency exchange rates. Thirdly, they may replace the private sector as a provider of goods
and services and the market as the allocative mechanism (for example, by taking industries
into public ownership).

State polices can be thought of as organised ‘horizontally’ by spatial scale and
‘vertically’ by substantive domain. For example, vertically, there are distinctions between
policies for labour and product markets, competition, merger and acquisition, research,
technology and development, and trade. Horizontally, there are important distinctions
between the supra-national EU, national states and sub-national units, linked in various ways
in pursuit of economic development at different scales. It is, however, important to recognise
that the national retains a key role in this new multi-scalar architecture, not least in shaping
the scope and extent of local and regional economic development strategies and modes of
governance. The emphasis upon governance is symptomatic of the increasing involvement of
a range of social actors from within civil society in formulating and implementing local and
regional economic development policies. Within the EU there is ‘a discernible move towards
stressing the institutional agency of territories in enhancing their own regional economic
development prospects and enhancing cohesion within complex multi-level and multi-scalar
systems of government and governance, as new scales and scalar architectures of governance
and regulation are created and change’. However, ‘the region is [not] automatically endowed
with the agency to modify network positions and play the games of ‘scale politics’’.
Moreover, there are marked differences in the capacities and capabilities of regions to
exercise such agency.

In summary, the changing geographies of production are a result of the interaction of
corporate, trades union and state policies, linked within complex webs of power relations.
While structurally loaded in the favour of capital (especially multinationals) and states
(especially powerful national states), it by no means follows that the determinants of a given
decision as to the how, what and where of production within Europe (or indeed beyond it)
simply follow from this as these are contested processes. The ways in which the causal
powers of structural relations unfold is a contingent matter. European policies in their entirety,
however, take account of the slow process of integration of cultural aspects into development
efforts in the international debate.The construction of European Structural Funds and of
European integration measures clearly reflects this international emphasis on environmental
protection and social development.

4. Policy Implications and Conclusions

From the different legal positions given to European regional and cultural policies on level of
Community law it seems easy to derive that European cultural policy objectives are aligned to
European regional policy objectives. Thus, even though both policy domains dispose of
objectives specifically focused on the specific policy field, they are in general terms going
into the same direction, because they are aligned to common overall aims of the European
Community spelt out by the strategic documents Agenda 2000 and the Lisbon Strategy. Of
these two strategic documents, the one giving more precise policy orientation to European
regional development is the Agenda 2000. The Agenda 2000 is the one of the Commission’s
documents giving the European Community a direction in which to go in the future and which
aims at strengthening growth, competitiveness and employment, for modernising key policies
and for extending the Union's borders through enlargement.

European regional development efforts specifically refer to the policy priorities spelt
out in the Agenda 2000, such as maintaining economic and social cohesion through more
effective Structural Funds and through a further reform of the Common Agricultural Policy
(CAP). Apart from that the European Commission wishes to develop internal policies for
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growth, employment and quality of life. These aspects of regional development clearly have a
cultural dimension, considering the influence culture can have on the policy priorities
mentioned: The creation of the conditions for sustainable development and employment, as
well as the development of knowledge policies and the modernisation of employment
systems. The “Strategy of Lisbon” of 2000, also gives reference and orientation to European
regional development efforts, yet in a more indirect manner than the Agenda 2000 and more
clearly incorporating a cultural dimension. It is the document which contains propositions of
the Commission to face the upcoming challenges of the European enlargement, hereby
focusing on employment, economic reform and social cohesion. The overall aim “to become
the most competitive and dynamic knowledge-based economy in the world capable of
sustainable economic growth with more and better jobs and greater social cohesion”, should,
among other things, be reached by investing in people and building an active welfare state.
This, the strategy spells out, should include efforts to promote social inclusion and create
more and better jobs for Europe, aspects that fall into the responsibilities of cultural policies .

Thus, in the course of promoting economic, social and human development, the
European Structural Funds allocate parts of their expenditure to regional development projects
that frequently have a cultural dimension and receive funding from the ERDF, the ESF and
the EAGGF. Such projects might involve restoring and developing architectural and cultural
heritage, building cultural facilities, setting up cultural and tourist services or providing
training in the arts or in the management of cultural activities.

Another proportion of the Funds are earmarked for the Community initiatives that
promote cooperation between regions and that incorporate a cultural dimension. The initiative
INTERREG Il1I, for example, includes transnational and interregional cultural cooperation
projects and the initiative LEADER+ encourages the establishment of networks between rural
cultural organisations.Moreover, European cultural policy makers, among other things, focus
on the contribution culture can make to employment and social cohesion within regional
development efforts. This focus is based on a Communication by the Commission, published
in 1996, on “Cohesion policy and Culture”, pointing out that culture not only represents a
major source of jobs, but can also raise the economic attractiveness of regions and can
promote “social stimulation and integration and in this respect helps to achieve social
cohesion within the Union”. Thus, within the framework of the European Social Fund and its
objective 3 projects aiming to expand the job market and make it easier for the unemployed to
find a job, training projects for young people are included, some of which relate to activities
such as arts and crafts.

The enlargement process has provided a strong impetus for conflict prevention, good
governance and sustainable development, and has thus contributed to the goal of poverty
reduction. As the world’s leading working example of a regional union, the EU has a special
role to play in supporting regional peace and development. In summary, the countries of
Europe require a breakthrough in their approach to the spatial and regional problems of their
development. Strong arguments exist for assuming the following principles as part of the
foundation for regional policies:

e Regional policies should be subordinated to the strategic objectives of the country as a
whole. These objectives reflect the necessity of “catching up” with other countries more
advanced in socio-economic development, through deep structural reform and the promotion
of high rates of economic growth.

e As the pattern of polarised regional development must be acknowledged as a real and
inevitable phenomenon in national development, regional policy should be oriented towards
efficiency. This principle allows for accelerated growth and increasing new capital formation,
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which is necessary for changing obsolete economic structures. Therefore, regional policy
should not have as a main priority the equalisation of regional differences — at least not during
the first 1015 years.
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A Note for Competition Policy and Innovation Activities

Abstract:

Research and Development directly related with industrial infrastructure, productivity effects
and regional development. The term of “national system of innovations” indicates the
national technological capabilities, and also the structure and the planning on research and
development. European technological policy has an important role for the economies of
member states. Technological policy aims to reinforce the competitiveness, and to succeed
the convergence between member states. The purpose of this paper is to analyse and
examine the evaluation and the development of Community's policy and how it can be
implemented to the member states. This paper also attempts to examine the effects of
innovation activities and the impact of innovation policy on growth and productivity, and
integration process.

Keywords: Innovation, national system of innovations, integration and convergence.
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1. Introduction

The growing importance of technological change in world production and employment is one
of the characteristics of the last four decades. Technological change is not only a determinant
of growth, but also affect the international competition and the modernisation of a country.

The term "innovation” is somewhat ambiguous: in common parlance it denotes both a
process and its result. According to the definition proposed by the OECD in its “Frascati
Manual”, it involves the transformation of an idea into a marketable product or service, a new
or improved manufacturing or distribution process, or a new method of social service. The
term thus refers to the process. On the other hand, when the word “innovation” is used to
refer to the new or improved product, equipment or service which is successful on the market,
the emphasis is on the result of the process.

In the first sense of the term (innovation process), the emphasis is on the manner in
which the innovation is designed and produced at the different stages leading up to it
(creativity, marketing, research and development, design, production and distribution) and on
their breakdown. This is not a linear process, with clearly-delimited sequences and automatic
follow-on, but rather a system of interactions, of comings and goings between different
functions and different players whose experience, knowledge and know-how are mutually
reinforcing and cumulative. This why more and more importance is attached in practice to
mechanisms for interaction within the firm (collaboration between the different units and
participation of employees in organisational innovation), as well as to the networks linking
the firm to its environment (other firms, support services, centres of expertise, research
laboratories, etc.).

The first important point is to distinguish between diffusion and the adoption of
technology. In the analysis of adoption one considers the decisions taken by agents to
incorporate a new technology into their activities. This paper investigates the mechanisms of
knowledge economy. In addition, it examines the national system of innovations within the
framework of the European technological policy and its effects to the member states.

2. Innovation, Competition and the Knowledge Economy

The overall long-term tendency towards a more strongly knowledge-based economy, in terms
of both input proportions and the nature of the output, is accelerating. At the firm level, this is
reflected in the fact that the shift in the demand for skills is strongest in firms introducing
information technology. The dramatic decrease in the cost of obtaining data and information
produces a shock effect, while the decline in the price or information is at the core of a new
wave of productivity growth. This is especially true for organisations and institutions strongly
involved in the production, use and distribution of knowledge (education, research,
development, but also firms as learning organisations).

Recent research reports show that the economic benefits from basic research are both
real and substantial. Domestic R&D affects the rate of innovation and the quantity of
knowledge that can be absorbed from others. R&D funding explains why the United States
leads Britain and Germany in manufacturing productivity. Publicly-funded R&D can be
viewed as an investment in a society's learning capabilities.

Table 1 indicates the multifactor-productivity, that is the total, annual growth rate
(%), 2005 — 2017. Multifactor productivity (MFP) reflects the overall efficiency with which
labour and capital inputs are used together in the production process. Changes in MFP reflect
the effects of changes in management practices, brand names, organizational change, general
knowledge, network effects, spillovers from production factors, adjustment costs, economies
of scale, the effects of imperfect competition and measurement errors. Growth in MFP is
measured as a residual, i.e. that part of GDP growth that cannot be explained by changes in
labour and capital inputs. In simple terms therefore, if labour and capital inputs remained
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unchanged between two periods, any changes in output would reflect changes in MFP. This
indicator is measured as an index and in annual growth rates.

Table 1: Multifactor productivity. Total, Annual growth rate (%), 2005 — 2017
2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017

Austria 199 |-044)|-215| 1.00 | 0.70 | 0.28 | -0.29 | -0.16 | 0.77 | -0.21 | 0.58
Belgium 0.83 |-132|-1.95| 157 | -0.67 | -0.77 | -0.00 | 0.42 | 0.73 | -0.17 | -0.15
Denmark -0.65 | -2.23 | -2.84| 2.66 | 0.28 | 0.98 040 | 1.13 | 1.19 | 0.42 | 0.87
Finland 274 |-140|-631| 279 | 151 | -1.83 | 0.08 |-0.26 | 0.11 | 2.06 | 1.90
France -0.60 | -1.27|-1.98| 0.93 | 0.78 | -0.25 | 0.60 | 0.43 | 0.33 | -0.29 | 0.85
Germany 134 |-0.18 |-3.68| 255 | 2.04 | 0.29 046 | 1.02 | 0.51 | 1.23 | 0.83
Greece 1.00 |-2.67|-421| -241 | -539 | -3.42 | -1.09 | 1.85 | -0.98 | -0.10 | 0.12
Ireland 033 |-442| 066 | 819 | 256 | -1.66 | -1.95 | 3.96

Italy -042 |-1.38|-350| 1.72 | 0.23 | -1.19 | 0.12 | 0.18 | 0.42 | 0.03 | 0.77

Luxembourg 288 |-6.14|-355| 238 | -0.76 | -3.18 | 1.21 | 0.66 | 0.46 | -0.88 | -1.74

Netherlands 028 | 0.14 |-3.16| 146 | 040 | -0.79 | -0.05 | 0.62 |-0.24| 0.35 | 1.00

Portugal 0.58 |-0.83|-203| 182 | -025 | -0.86 | 0.28 |-0.59 | 0.26 | 0.35

Spain 0.26 |-0.87|-0.22| 0.66 | -0.18 | -0.29 | -0.22 | 0.07 | 0.77 | 0.61
Sweden -0.05 | -2.60|-3.90| 3.38 | 0.42 | -093 | 0.26 | 0.92 | 2.09 | -0.19 | 0.11
Uf‘“ed 1.04 |-0.67|-329| 147 | 0.08 | -0.64 | 0.10 | 0.16 | 1.29 | -0.55 | 0.49
Kingdom

United States | 0.24 |-0.23| 1.06 | 2.10 | -0.13 | 0.06 | 0.04 | 0.25 | 0.64 | -0.02 | 0.62
Source: OECD Database

Innovation has a variety of roles. As a driving force, it points firms towards ambitious
long-term objectives. It also leads to the renewal of industrial structures and is behind the
emergence of new sectors of economic activity. In brief, innovation is:

* The renewal and enlargement of the range of products and services and the associated
markets;

* The establishment of new methods of production, supply and distribution;

* The introduction of changes in management, work organisation, and the working
conditions and skills of the workforce.

The innovative firm thus has a number of characteristic features which can be grouped into
two major categories of skills:

+ Strategic skills: long-term view; ability to identify and even anticipate market trends;
willingness and ability to collect, process and assimilate technological and economic
information;
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+ Organisational skills: taste for and mastery of risk; internal cooperation between the
various operational departments, and external cooperation with public research, consultancies,
customers and suppliers; involvement of the whole of the firm in the process of change, and
investment in human resources.

It is this global approach which lies behind, for example, the success of Swatch
watches. In practice, this amounts to four simultaneous innovations in:

e Conception (reduction in the number of parts);
e Production (assembly of the housing in a single part);
e Design (new concept for the presentation of the watches);

e Distribution (non-specialised sales outlets).

Research, development and the use of new technologies - in a word, the technological
factor - are key elements in innovation, but they are not the only ones. Incorporating those
means that the firm must make an organisational effort by adapting its methods of production,
management and distribution. Human resources are thus the essential factor. In this respect,
initial and ongoing training play a fundamental role in providing the basic skills required and
in constantly adapting them. Many studies and analyses show that a better-educated, better-
trained and better-informed workforce helps to strengthen innovation. The ability to involve
the workforce to an increased extent, and from the outset, in the technological changes and
their implications for the organisation of production and work must be considered a deciding
factor. Innovation in work organisation and the exploitation of human resources, together
with the capacity to anticipate techniques and trends in demand and the market, are frequently
necessary preconditions for the success of the other forms of innovation. Since the life-cycle
of products and services is becoming ever shorter, and generations of technologies are
succeeding each other at an ever faster rate, firms are often under pressure to innovate as fast
as possible. The time of entry into the market and the moment of introducing a new product
onto it are becoming crucial factors in competition. Finally, it is the dissemination of new
techniques, products and services to the whole of the economic fabric which allows full
benefit to be gained in terms of competitiveness.

There are a lot of reasons suggesting that a "free-enterprise market system" without
government intervention (particularly for small size countries) is likely to support insufficient
scientific effort and sometimes this does not allocate to an efficient pattern. We can
summarise some of these reasons:

e First, companies (especially small medium enterprises) are usually unable to allocate the
appropriate and adequate share of total gains in such efforts.

e Second, risk and uncertainties associated with such efforts that cannot be undertaken fully
by private agents.

e Third, social problems that imply the transmission of scientific and technological
activities.

e Fourth, imperfections in capital markets that is in the provision of funds for scientific
efforts and technological changes.

¢ Fifth, avoidance of wasteful duplication of scientific services.

e Sixth, consideration of national security.

e Seventh, the development of large scale-economies and the importance of the markets.
These reasons advocate that the government technological intervention is an important point
for the development of research and scientific activities.
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Usually, it is also true that the small and weak technological countries have fewer
resources than the larger countries. Small countries can be allocated to fewer resources for
research and technological activities than the larger countries. Due to these reasons, the small
size countries are usually forced either to allocate their resources more thinly in different
areas and related activities, or to select some "certain areas™ for research and technological
priorities.

On the other side, the advanced technological countries are usually investing in the
development of new technologies in "associated strategic industries™ that aim to increase the
competitiveness, the economic growth and the living standards. However, in practice different
countries choose different priorities for technological and economic subjects and put
emphasis, in these areas in which they believe they will have more potential in future.

The advanced technological countries make their plans with more long-term scientific
intensive criteria and usually the priorities that choose are based in the most expensive and
high technology areas, while sometimes they carry out research in collaboration with other
countries.

Therefore, the small countries tend to follow the "direction™ set by the leading-large
countries, and sometimes they are forced to follow even if the relevant research and
technological topics are not the most appropriate and necessary to cover their specific needs.
It is necessary, for the small countries to pay more attention to identify the specific priorities
that can exploit the particular advantage (such as natural and human resources, and to
increase their research expenditures). An important thing for the weak technological countries
is to establish and to improve the technological infrastructure.

There are a lot of proposals and strategies that can be followed and developed from
the small size and weak technologically countries. Among them, an interesting view
suggesting that they should develop some "new high technology areas" that may have not
been developed and expertise, but the perspective potential economic benefits may be greater
and they can develop a comparable advantage in the future. Another interesting view for the
small countries suggesting the relevant strategies that are related to "specialisation™” in some
certain points for research and technological activities, in order to make an appropriate use of
available resources. Alternatively, it has been suggested that it might be more appropriate for
small countries to abandon the idea of competing with the large and more advanced
technological countries and to concentrate on the improvement of their technological
infrastructure, in order to enforce and to compete mostly in the medium technological sectors.

3. European Innovation and Competition Policy

Action at Community level, while respecting the rules of subsidiarity is necessary to draw up
and enforce the rules of the game, particularly those on competition, intellectual property
rights and the internal market. This level will also provide the necessary overview and enable
exchanges of experience to be organised and best practice to be propagated. Lastly, the
Commission should show an example by mobilising its own instruments, above all the
Framework Programme for Research and Development, and the Structural Funds.

The Green Paper on Innovation opened up a number of pathways. For the sake of
efficiency, this “First Action Plan” refers to a limited number of priority initiatives to be
launched very soon at Community level and includes a number of schemes put into action or
announced since the launch of the Green Paper, identified as essential to the innovation
process. The Action Plan for Innovation identifies three areas for action:

e to foster an innovation culture;
e to establish a framework conducive to innovation;
e 0 better articulate research and innovation
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3.1 European Innovation policy

Innovation requires, first and foremost, a state of mind combining creativity,
entrepreneurship, willingness to take calculated risks and an acceptance of social,
geographical or professional mobility. At national level, continue reviewing courses and
teaching methods, above all for their ability to stimulate creativity and a spirit of enterprise
from the earliest age, and think about any changes which may be necessary to the training of
trainers. Member States should also continue to develop life long training. The Commission’s
contribution will be to set up a permanent “training and innovation” forum to stimulate the
exchange of experience and best practice in this area. Member States are invited to adopt
similar measures and to set up the conditions for making this mobility a reality. Greater
priority should be given at both national and Community level to disseminating organisational
innovations and using information and communication technologies in this field. The
Commission will see to favour the use the instruments at its disposal (the framework
programme, the Structural Funds and the training programmes) to this end. The European
Union and the Member States should first of all make efforts to improve the European patent
system, making it more efficient, more accessible and less expensive. The public debate has
confirmed the needs of users in this field. Many of the defects in the current situation stem
from the coexistence in the European Union of three patent systems: national, European and
Community. The Commission recommends that Member States put in place instruments for
assisting SMEs and universities in the event of litigation, to raise awareness in SMEs and to
develop training schemes in this area. The Commission needs to work on propagating good
practice and facilitating its adoption, particularly with the support of pilot projects but also by
mobilising the Structural Funds and newer instruments such as the European Investment Fund
(EIF). This action should be guided by three objectives:

e First, investment in risk capital and equity needs encouragement. This applies
particularly to start-up investment and innovative, high-growth firms, which are a major
source of new jobs. Long term sources of funding (pension funds, life insurance, “business
angels” and save-as-you-earn schemes) should be directed more towards risk investment.

e Secondly, the conditions within which European capital markets for innovative, high-
growth companies (such as the New Market Federation or EASDAQ) develop must be
secured, which means reviewing a number of legal and fiscal provisions and seeing to it that
the necessary expertise is available.

e Thirdly, the interfaces between technological innovation and financial circles need to
be strengthened. Support is needed for the transnational dissemination of good practice and
the testing of new methods in this area. Also, closer links between Community research and
risk capital should improve the exploitation of the results of the research. An information and
guidance service on this topic will be set up for those taking part in the framework
programme.

3.2 Human resources, education and training

Education, vocational training, further training, and concern for the skills level of the entire
work force are strong elements in the innovation policies. However, educational budgets in
Member States are more decentralised than budget lines of most other innovation policy
relevant actions. The observation that science subjects trail in popularity among school
children and young people has become a concern to most Member State governments.

The linkages between university level education and the enterprise sector: in this field most
policies and measures aimed at supporting the mobility of university graduates into their first
jobs and to promote the exchange of research staff. Table 2 illustrates some of the main
factors affecting and explaining the American and Japanese success.
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Table 2: Some of the factors explaining the American and Japanese successes

United States

Japan

» A more important research effort

e A larger proportion of engineers and
scientists in the active population

» A more important research effort

e A larger proportion of engineers and
scientists in the active population

» Research efforts better coordinated, in
particular with regard to civilian and
defence research (in particular in the
aeronautic, electronic and space sectors).

» A close University - Industry relationship
allowing the blossoming of a large number
of high technology firms.

» A strong ability to adapt technological
information, wherever it comes from. A
strong tradition of cooperation between
firms in the field of R&D

» An improving cooperation University /
Industry, especially via the secondment of
industrial researchers in Universities

» A capital risk industry better developed
which invests in high technology.
NASDAQ, a stock exchange for dynamic
SMEs.

» A cultural tradition favourable to risk taking
and to enterprise spirit, a strong social
acceptation of innovation.

» Stable and strong relationships between
finance and industry fostering long term
benefits and strategies.

» A culture favourable to the application of
techniques and on going improvement.

» A lower cost for filing licenses, a single
legal protection system favourable to the
commercial exploitation of innovations

» Reduced lead time for firms creation and
limited red tape

» A current practice of concerted strategies

between companies, Universities and
public authorities

» A strong mobility of staff within
companies.

Source: Our Elaboration

Recent national White Papers and Action Plans show the need to rationalise the
framework conditions to support SMEs and industrial competitiveness. The following
examples are listed under some main categories related to entrepreneurship and innovation
finance. The excessive costs of patent protection in Europe compared with patent costs in the
United States are addressed in most Member States. The variety of measures demonstrates the
difficulty of combining the benefits of protection (allowing a pay-back to the
inventor/innovator) with the benefits of wider exploitation of new products, processes (in
particular in biotechnology), or services.

The new theories of growth (known as "endogenous”) stress that development of know-
how and technological change - rather than the mere accumulation of capital - are the driving
force behind lasting growth. According to these theories, the authorities can influence the
foundations of economic growth by playing a part in the development of know-how, one of
the principal mainsprings of innovation.

The authorities can also influence the “distribution” of know-how and skills throughout
the whole of the economy and society, for instance by facilitating the mobility of persons and
interactions between firms and between firms and outside sources of skills, in particular
universities, but also by ensuring that competition is given free rein and by resisting
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corporatist ideas. The relationship between innovation and employment is complex. In
principle, technological progress generates new wealth. Product innovations lead to an
increase in effective demand which encourages an increase in investment and employment.
Process innovations, for their part, contribute to an increase in productivity of the factors of
production by increasing production and/or lowering costs. In the course of time, the result is
another increase in purchasing power, which promotes increased demand and, here again,
employment.

4. Conclusions
In knowledge-based economies, the efficient systems are those which combine the ability to
produce knowledge, the mechanisms for disseminating it as widely as possible and the
aptitude of the individuals, companies and organisations concerned to absorb and use it. The
crucial factor for innovation is thus the link between research (the production of knowledge),
training, mobility, interaction (the dissemination of knowledge) and the ability of firms,
particularly SMEs, to absorb new technologies and know-how.
The diffusion of the systems innovation approach - in different versions and variations
— has been surprisingly fast in academic circles, and is also very much used in a national
context by national governments as well as supranational organizations like the European
Union and the Organisation for Economic Co-operation and Development. The approach
seems to be very attractive to policy makers who look for frameworks to understand
differences between national and regional economies and various ways to support
technological change. The attractively stems from three basic characteristics of the approach
that deserve to be summarized here:
e First, it places innovations and knowledge creation at the very centre of focus, and goes
beyond a narrow view of innovation to emphasize the interactive and dynamic nature of
innovation.
e Second, it represents a considerable advance over the network school of innovation by a
decisive shift in focus from firm to territory, from the knowledge creating firm to the
knowledge-creating territory.
e Third, it views innovation as a social process that is institutionally embedded, and, thus,
puts special emphasis on the institutional context and forms [i.e. formal and informal
institutions] through which the processes of knowledge creation and dissemination occur.
Small countries are likely to need a more comprehensive and oriented policy of co-
operative innovative effort, in order to develop their future capabilities and to make the
necessary choice for technological priorities. Technological diffusion is the process by which
innovations (by the new products or new processes) spread within and across economies. The
various factors which might influence the incidence of innovation and the speed of its
diffusion are the following:
e the technical applicability;
e profitability;
e finance, (lack of financial resources might delay the diffusion of new processes);
e size, structure and organisation, (large companies may for a number of economic and
technological reasons which behave differently from the SMEs;
e management attitudes, (which is the most difficult to assess or to quantify, but
nevertheless they may be as important as economic factors in influencing the rate of adoption
of new methods);
e other factors, such as research and development activities, access to information, the
labour market availability of certain skills, licensing policy, the market situation and more
precisely the growth of demand for the product as well as the competitive position with
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special regard to the import competition. All these illustrate the wide range of factors which
could contribute to explain the differences in the speed of diffusion.

It will take the necessary steps to ensure effective coordination of the measures
deriving from various policies and will strengthen interaction with Member States. It invites
the Member States to do the same. The Commission will draw up a detailed implementation
schedule and will precisely quantify the costs of the measures it is proposing. On this basis it
will submit the corresponding legislative and regulatory proposals to the Council, the
European Parliament, the Economic and Social Committee and the Committee of the
Regions. It will report regularly to the European Council on the implementation of the action
plan, including, where necessary, proposals for any adjustments or additions which may
prove necessary in the light of developments or in view of the specific contexts in which the
plan is applied.
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1. Introduction

Joseph Schumpeter is the first economist having drawn attention to the importance of
innovation, the evolution of which can be presented briefly with the five following
approaches:

1. Technology push theory/engineering: that is innovation is derived from science.

2. Market pull theory of innovation: in principle innovation is derived from market

needs.

3. Chain —Link theories : in such an approach innovation is derived from linkages

between actors in markets

4. Systems of innovation: this point of view is referred to the importance of sources

of information, external to the firm, such as clients, suppliers etc.

5. Social network theory of innovation: i.e. innovation is derived from social

networks.

The Oslo Manual, clarified the definition of the two more technical definitions but still
it appears that «innovation» is not easy to define precisely. The concept «entrepreneur» is
derived from French, originated in a French dictionary in 1437 - the most general meaning
denoting a person who is active and gets things done.

The societies have relied upon knowledge and information. This trend underpins the
contemporary knowledge-based economy (KBE). The long term tendency towards the
knowledge and its assimilation, are part of a single process. We have a bitten feeling looking
on the number of innovations in Greece — the only business that makes me happy, was that on
yogurt! Recently small companies provide excellent software, with no relevant success on
promoting it abroad — although the EU countries, among the others, should not be considered
as “abroad”.

The Lisbon conclusions called for production of indicators (and reports) to be used to
assess EU progress towards the Lisbon Summit's strategic goal that Europe should become
"the most competitive and dynamic knowledge-based economy in the world" by the end of
the decade.

The governance of technological change — insofar as it is a matter for politics rather
than markets — is likely to play an important role in shaping this evolution. The issue of
‘governance’ is a relatively new one, with the White Paper only being published in late 2001.
However, it is central to thinking about policy-making and is likely to have a large impact
across all policy areas.

2. Experience for the Greek and Female Entrepreneurship

From the data collected from 372 fairs replied to our study see Kitsos et al. (2006a, 2006b)
we believe that the main points on Greek Entrepreneurship, are still valid — and will be valid
if no crucial decisions will be made.

The decisions in Greece concern Laws, supporting the economic growth. The Laws,
usually, take time to be discussed, to be prepared, then to be absorbed, never are totally
accepted, and usually are changed very often, creating an unstable economic environment.
Recently there is an interest on increasing the taxes, and not unfortunately, to receive the
taxes, or even worse, to receive the unpaid loans, mainly to fairs. Thus, in Greek society, the
Entrepreneurship, unfortunately to our opinion, is facing, a criticism. Moreover either
Conservatives or Socialists worked on Nationalizations rather, than really helping the Private
Sector to be developed. This “suspicious friendship” surviving in “Parallel Universe”, the
State and the Private sector cannot be any longer valid.

The dynamic role of women in Greece is continuing. The number of female students
increased in ‘70’s, mainly as teachers. Then they moved to engineering, medicine and in 90’s
the female students moved in Business, Marketing etc. | believe the female participation in
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Greek Entrepreneurship started that decade. From the 372 fairs, 178 reported that were
involved in process innovation, with 49 to declare that women were participating. The main
factors reported hampering innovation activities in Greece are: Lack of qualified personnel
and of information on technology (they do not have communication with Universities). In
Kitsos et al. (2006a) appears that 30.9% were the women that participated to an innovation
product, while 27,7% participated to an innovation process. When the company co-operates
with another company the participation of the women is reduced to 18.3%. The percentage of
women increased at workplace is almost the same with the percentage of female University
graduate, see Halkos and Kitsos (2006). The percentage of the women working is decreased
as the age is increasing, while the percentage of women managers remains stable, about 20%.
For a logit analysis for innovation, turnover etc, see Halkos and Kitsos (2006).

3. Conclusion
In the above sections we presented in a compact form the main points of our line of thought.
The problem we have studied, adopting Statistical techniques to eliminate the risk in
decisions. Comparing EU and Greece, the Pareto analysis was adopted, Kitsos and Hatzikian
(2010). The main result, could be, “listen the Greek lady entrepreneur”. Helpful can also be:

I. Increase the ability of the Greek female to participate on new technologies.

ii. Promote the development of women entrepreneur networks in EU.

iii. Increase in Greece the level of trust in Public services for SMEs.

iv. Stable the macroeconomic environment to underpin the entrepreneurship.

v. Simplify the administrative regulations and costs, following the EU rules.
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Tourism products and coastal erosion. Impacts on Marketing in Tourism
and Tour Operating. The case of Greece and implications for the
Mediterranean region

Abstract:

This paper explores one of the factors affecting the quality of tourism supply and the
effectiveness of the tourism marketing functions. This factor is coastal erosion and its impact
on tourism destinations. Besides the obvious loss of land and coast, as a consequence of such
a phenomenon, there are also adverse effects on other areas, such as customer markets,
environmental degradation, the effectiveness of the marketing functions and advertising
efforts on the part of various businesses (hotels, tourism agencies, etc.), as well as on the part
of destination management organisations and, ultimately, the overall quality of the tourism
product on offer. Unfortunately, this issue has not received extensive attention in the scientific
tourism literature, despite its importance. Taking Greece as a case study and taking into
consideration tourism data of the Mediterranean region, this paper aims to identify the issues
affecting all the parties involved in the delivery of tourism products and services and to
suggest a series of measures to tackle the problem. These measures could also apply to other
countries in the Mediterranean or other coastal areas around the world whose economies focus
on the offer of sustainable tourism products and services.

Key words: tourism products, coastal erosion, tourism marketing, tour operating
JEL: M31, R11

Vitouladiti Ouranial

! Corresponding Address: Dr Ourania Vitouladiti. University of West Attica. Tourism Management Department.
Email: ranivito@uniwa.gr, ouraniavitouladiti@gmail.com



mailto:ranivito@uniwa.gr
mailto:ouraniavitouladiti@gmail.com

69 Journal of Regional Socio-Economic Issues, Vol. 9, Issue 2, June 2019

1. Introduction

It is well known worldwide that tourism services and the various tourism products are sources
of economic growth. In the Mediterranean countries the tourism sector is one of the main
contributors to the national economies. Greece, as one of the countries in the area which also
has several comparative advantages, is an international tourism destination with the potential
to further strengthen its role.
The natural beauty of the landscape, the unique cultural heritage, the richness of the islands
and the extensive, diversified coastline are considered some of Greece’s numerous
competitive advantages and have been the focus of advertising by tourism companies, public
and private tourism development organisations as well as international tour operators dealing
with millions of incoming tourists. This feature is also relevant to other Mediterranean
destinations.

Most of the above described tourism activity and the supply of various tourism
services and products (in fact the tourist motives for travel) are developed, concentrated,
based on or supported by coastal areas and the islands. As a result, their significance becomes
obvious, but so does the burden affecting these areas caused by human activity and the
numbers of mass tourism. In addition, over several years now a series of natural phenomena
as well as climate change have been shown to increase such burden.

One of the effects of this burden is coastal erosion and the penetration of the sea into
the land, resulting in consequences on the ecosystem, the economy, coastal settlements and all
the activities taking place in coastal areas, with a major impact on the quality and the features
of tourism products and services and ultimately on the effectiveness of tourism promotion and
development efforts at national, European and international level.

The need for effective planning at national and European level along with the adoption
of comprehensive measures designed in collaboration with the scientific community, the local
authorities and all relevant actors and stakeholders is more imperative than ever. No tourism
management and marketing strategy could deliver and achieve the goals set by either the
public or private sector, without the provision for safeguarding primary tourism supply
elements, such as the sea and the coasts.

2. Benefits of the supply of sustainable tourism products in tourism marketing, the
travel industry and the economy

Tourism is the main source of income in Greece. Forecasts for the coming years are positive,
therefore it is required that the state takes under serious consideration and applies measures to
protect the significance and the contribution of the tourism sector to various sectors of the
economy and, overall, to society and employment.

The supply of tourism products and services, in general, and of sustainable coastal
tourism products and services, in particular, has a number of benefits for the countries, both
for tourism and travel marketing strategies and the economy as a whole. The size and range of
these benefits lead to the adoption of measures and most importantly to their implementation.

The main benefits for tourism marketing are the following: establishing a competitive
advantage, attracting efficient customer markets, high pricing of the product, working with
specialised distribution channels (tour operators, travel agents), effective promotional and
advertising efforts.

The main benefits for the economy are as follows: the contribution to local economies,
foreign exchange inflow, the contribution to public revenue, job creation, the promotion of
infrastructure investments (Benefits of Sustainable Coastal Tourism, n.d.).

For Greece to continue to enjoy the aforementioned benefits and their multiplying
effects, measures must be taken to address a phenomenon that has already contributed to the
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decline in the competitiveness of the tourism product offered in other Mediterranean countries
(World Travel and Tourism Council, 2013).

3. The phenomenon of coastal erosion and its causes

Coastal erosion is defined as the erosion of the coastal landmass resulting in the retreat of the
shoreline (Poulos and Karditsa, 2017). The coastal environment is transforming as a result of
the interaction between waves, wind, ocean currents and man-induced activities (Carter and
Woodroffe, 1997). The sustainability of coastal ecosystems depends on their use by
stakeholders and the impact of exogenous natural hazards related to global warming and sea
level rise (Berry et al., 2014; Ye et al., 2014).

Coastal erosion is a problem many European countries face, which puts at risk the
countries’ natural resources and their cultural heritage. It is particularly acute in the
Mediterranean region, due to the increasing pressure caused by human activities, including
the poorly controlled effects of mass tourism (Parliamentary Assembly, 2003). Coastal
erosion is a long-standing large-scale issue across the Mediterranean (Pranzini and Williams,
2013) and the assessment of coastal vulnerability has received much attention (Jimenez et al.,
2009; Bosom and Jimenez, 2011; Sousa et al., 2013; Vousdoukas et al., 2012; Hinkel et al.,
2013).

More precisely, coastal erosion may be due to a variety of factors (Mesochoritis,
2017): a. Because of changes in climate: Changes in wind occurrence and intensity, high
waves, mean sea level increase, changes in the intensity and frequency of rainfall and b.
Because of human interventions: Coastal constructions, quarries, construction of dams,
intense urbanisation of coastal areas.

In addition to the above, the uncontrolled growth of mass tourism and the concurrent
unreasonable use of natural resources add to the burden on ecosystems and to the factors that
cause erosion.

4. Coastal erosion in Greece and the Mediterranean region. Evidence and data — the
current situation

It is a well-known fact that the global tourism services market is an important source of
economic growth. This is especially true among the Mediterranean countries, where tourism
is one of the key sectors in national economies.

The flow of tourists in the Mediterranean coastal areas is expected to increase from 135
million in 1990 to between 235 and 355 million in 2025. It is worth noting that in some
countries coastal tourism represents up to 90% of all tourism in the area (Parliamentary
Assembly, 2003).

Consequently, as most of mass tourism as well as alternative forms of tourism activity
is focused on coastal areas, coastal erosion is becoming a major threat, among others, to
coastal economies, which are heavily dependent on tourism revenues. The environment in
coastal areas is constantly changing due to human interference, climate change and natural
phenomena (Alexandrakis et al, 2015).

Greece has an exceptionally long coastline — 16,300 km — considering the country’s
size, the percentage representing coastline/perimeter is 93%. This shows the dominance of the
coasts in its geomorphology and places the country in the fourth place, after Iceland, Great
Britain and Norway (Mesochoritis, 2017). It is therefore immediately apparent that a country
like Greece, whose economy is based on tourism, should take under consideration the
problem of coastal erosion as one of particularly high importance.

The effects of coastal erosion are translated into a series of economic and social
problems, such as the loss of coastal land, the deterioration of infrastructure, environmental
degradation, etc., and thus a reduced capacity to offer sustainable tourism products and
services. The partial and total loss of beaches has, as is evident, a very significant impact on
the country's tourism supply, given that 12 out of 13 Regions have coasts, around which many
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tourism activities take place, including alternative forms of tourism, such as maritime tourism,
cultural tourism, diving tourism, sailing tourism, natural tourism, hiking, etc.

The supply of tourism products and services is primarily concentrated on 22% of the
country’s beaches. As for the specific tourism areas, the highest percentages are found in the
lonian Sea coastline at 23%, in the Peloponnese at 26%, in Crete at 34% and in the Aegean
Sea at 20%. A percentage of more than 50% among the developed tourism areas is directly
related to the presence of infrastructure (adjacent settlements, tourism facilities), while in
more than 55% of them there are coastal erosion protection works in place (Poulos and
Karditsa, 2017).

At a relevant conference organised by the Technical Chamber of Greece (TEE, 2017)
participating speakers (Chiotakis, 2017) presented data on the extent and the effects of this
phenomenon, according to which:

-Coastal erosion in Greece amounts to at least 28% of the country’s coastline.

-The shoreline diminishes every year, meaning that each year over 1 square metre of coastal
area is lost for every beach metre.

-Around 7,000 km out of the 16,000 km of the Greek coastline are sandy beaches. These areas
feature low slopes, delta rivers, lagoons and other coastal ecosystems and are most affected by
sea level rise. These phenomena are expected to intensify in the coming years, as their causes
also intensify.

Besides, several facts further affect the extent of such phenomenon:

- Sea level is expected to rise significantly. The demand for water is constantly increasing,
resulting in the need for the construction of dams.
- The already weighty human intervention is steadily increasing due to the high socio-
economic importance of the coastal zone.
- Competing land uses and the impact of all the aforementioned activities cause a serious
burden on the coastal environment.

Hence, coastal erosion poses a significant threat both to the value generated by
tourism activity and to coastal biodiversity with further negative impacts.

5. Impacts on marketing in tourism and tour operating.

Industrial, commercial, tourism and other infrastructure construction along the Mediterranean
coast has led to the overexploitation of its resources as well as to interventions in the
formation of beaches and, consequently, additional coastal erosion. In their attempt to attract
more arrivals, the Mediterranean countries are led to create more and more facilities, such as
restaurants, hotels, entertainment and leisure facilities, mooring facilities for ships and boats,
etc., as well as roads, passageways and points of access. The result of all the above is the
disappearance of natural beaches, coastal erosion and environmental degradation.

However, such overexploitation of the coastline and extensive construction lead not
only to environmental degradation but, consequently, to the degradation of the tourism
product offer. These factors also affect the tourism destination’s life cycle, forcing it into
phases associated with undesirable market segments, a low level of services and a reduction in
arrivals.

Therefore, the above facts and findings are alarming not only with regard to the extent
of coastal erosion and the general effects on economic activity, but also because they entail
several effects on the field and the activities of marketing in tourism and tour operating. In
other words, these factors have an impact on the main areas of tourism marketing as well as
on its effectiveness as applied to the various tourism destinations. More specifically, the
degradation of the features of the tourism product on offer affects both the categories and the
quality of the target markets that the tourism destination can attract, together with the pricing
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options, the effectiveness of the various promotional activities and, as a result, the efficiency
of its various other functions.

It has been shown that the areas in the Mediterranean region, which are already
witnessing coastal erosion and a loss of beaches and coastal zones, continue to have a
clientele, whose characteristics nevertheless are showing signs of decline in terms of quality.
This, in turn, results in a reduction on the destination’s arrivals, a growing dependence on tour
operators, revenue cuts and the attraction of customer markets with undesirable
characteristics. Inevitably, the competitiveness of these countries is decreasing and, therefore,
tourism activity has no longer a positive effect for the host destination.

Indeed, according to the World Travel and Tourism Council (2013), the decline in
competitiveness of several Mediterranean countries (e.g. Spain) as destinations is a result of
the deterioration of their tourism infrastructure and the excessive exploitation of the coastal
environment.

As coastal areas are eroded and shrunk, customer markets will also be eroded and
shrunk in terms of arrivals, socio-economic profile, spending in the tourism destination,
environmental issues awareness and respect for local culture and the cultural features of host
areas. In this case, those in charge of the destination management as well as the entrepreneurs
have no option but to accept the situation, resolving to a series of compromises and
“discounts” on the quality of the services provided, the recruitment of trained staff, their
collaboration with tour operators, etc. The practices applied in these cases are fragmentary
rather than part of an integrated strategy, in a short-term effort for the business and/or the
destination to be profitable.

5.1 Tourist motives — Tourism promotion

It is a known fact that climate conditions and the existence of beaches are the key motives for
the choice of destinations by tourists and for tourist travel. The various destinations use in
their promotional campaigns a series of features that attract their potential customers, such as
the mild or warm climate, good weather, sunshine, beautiful and long beaches and a series of
activities offered in such destinations (for example: swimming, sports, diving, walking, the
admiration of nature, alternative forms of tourism, etc.). The advertising efforts on the part of
destinations focus on the promise of sun and sea, the cultural assets and the facilities
available, most of which are concentrated in their coastal areas. Similarly, tour operators
around the world advertise tourism packages, emphasising the sun and the sea, as well as the
activities they allow, some of which are related to the seaside environment.

If the destination features that are used as the key motives of tourism demand and

travel — and as the basis of advertising — disappear or change significantly, then the demand
for tourism packages and tourism products offered by tour operators and destinations will also
be affected in a variety of ways.
While every invested party is aware of this problem and realises its breadth, it seems that
there is no concerted effort to deal with it on the part of the bodies and organisations involved.
It is therefore imperative that measures be taken by those responsible for the mitigation of
impacts, in general, and for the protection of the various tourism products and services
offered, in particular, in Greece and the various tourism areas in the Mediterranean.

6. Measures, actions, dealing with coastal erosion — protection of tourism products and
services

Due to the economic importance of tourism in the area, it is clear that the Mediterranean
region cannot do without mass tourism. At the same time, there is a need to protect the
coastline, that is the actual resource on which the tourism industry depends. Thus, a balance
must be achieved between the preservation of the Mediterranean coasts and mass tourism
development (Parliamentary Assembly, 2003).
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Taking under consideration the catalytic effect of coastal erosion on the quality of
the environment as well as on one of the country’s most important economic activities, that is
tourism and the supply of various tourism products and services, a series of measures at
different levels is necessary. The actors involved in the development of coastal zones are
tourism enterprises, accommodation units, local, regional and national authorities,
environmental organisations and the public and private sectors (Ariza et al., 2014). They are
the ones who need to collaborate to take care of and deal with the phenomenon of coastal
erosion.

At a relevant conference organised by the Technical Chamber of Greece (TEE, 2017)
participating speakers (Chiotakis, Barka, Batmanoglou, Marmara, 2017) representing the
public sector referred to a series of measures to be taken and offered their recommendations
on how to address the issue in a methodical, no longer fragmentary, approach. Among the
various points discussed, they made the following suggestions:

- Determining the responsibilities, uses and management of coastal areas through legislative
initiatives and spatial planning.

- Creating a database with coastal and shore data for the whole country. A national coastline
registry, the data of which will be regularly updated, keeping track of erosion.

- Establishing Observatories in each Region for preventing and managing the risk of coastal
erosion.

- Establishing a national programme, structured at regional and local level, specialising in the
protection of the coasts from erosion through the implementation of concrete measures,
projects and initiatives and the assessment of the needs as specified based on reports and the
identification of risk areas in the country.

- Updating and improving the legislation on the implementation of projects for the protection
of coasts from erosion.

- Developing Regional Plans in the 13 Regions of Greece, with the participation of
representatives of the scientific bodies, the academic community and all stakeholders, to draw
a national and regional planning for the implementation of actions and projects, by
concentrating on the individual and special conditions that each region has and identifying the
required actions and measures, timetables and funding bodies.

- Raising awareness in local communities and all parties involved with regard to the required
processes.

- Updating the legislation on the definition of the shoreline to resolve problems in coastal
areas.

- Taking measures to prevent erosion and abolish construction without the required permits.

- Putting into place control and monitoring mechanisms.

- Aiming at the active participation of local entrepreneurs and residents.

At the same conference (Technical Chamber of Greece TEE, 2017) participants from
the scientific community also made a reference to a series of issues and measures on the
subject under investigation, such as:

- Simplifying the processes required to issue permits for coastal erosion protection projects
(according to data, such permits currently need 18 to 20 months to be issued). Simplifying the
processes between competent ministries and organisations.

- Undertaking studies with a focus on scientific knowledge and accountability.

- Construction of coastal technical protection projects and artificial coastal restoration.

- Collaboration among scientists of different specialties.

- Identifying the parameters for the study of the coastline.

- Integrated coastal zone management based on the ICZM protocol of the Barcelona
Convention.
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6.1 Integrated oastal zone management according to the ICZM protocol

In any case, in addition to the above measures, coastal erosion also needs to be addressed as
part of an Integrated Coastal Zone Management (ICZM). This important issue must be treated
as an integral part of the complex coastal system in which nature and people need to coexist in
harmony (Cicin-Sain and Knecht, 1998). The direction encouraged by the European
Commission towards an Integrated Coastal Zone Management Strategy involves several
guidelines for the establishment of an integrated framework which will put together the
initiatives and the implementation of various methodologies, as a result of synergies at
Member State level.

As Papageorgiou et al. (2017) remark, the sustainable and viable tourism development
and the integrated coastal zone management are parallel, complementary and interlinked
processes, based on the rationale that the multitude of tools offered by ICZM enables a more
rational tourism development, which in turn makes the ICZM process more effective.

The same authors (Papageorgiou et al., 2017) underline that tools such as the Strategic
Environmental Assessment (SEA), the Carrying Capacity Assessment (CCA), the
environmental impact assessment and the sustainability indexes must be implemented at the
various stages of tourism development and planning and within a clearly defined regulatory
and legislative framework, as the best guarantee of sustainable tourism activity and its
successful coexistence with other activities in well-preserved environments.

Due to their significance, the concept of sustainability, the research on sustainable
tourism and other related actions are now categorized under the concept of “responsible
tourism” (Mihalic, 2016).

6.2 The Tour Operators’ Initiative for sustainable tourism development (TOI) —
marketing strategies

The Tour Operators’ Initiative for Sustainable Tourism Development (TOI
www.toinitiative.org) in addition to underlining the intention towards the implementation of
relevant strategies, it also brings together tourism stakeholders from all over the world to
promote the development and marketing of tourism in a sustainable way. The initiative has
received the full support of the World Tourism Organization (UNWTO), which currently
hosts the TOI Secretariat, and the UN Environment Programme (UNEP).

A growing number of tour operators are actively moving towards sustainability
through their marketing strategies. This approach is not gaining ground only to respond to the
expectations or even in some cases the requirements of various market segments, but also
because tour operators are aware of the fact that the sustainability of tourism destinations is a
prerequisite for the long-term survival of the tourism and travel industry. As a result, more
and more tour operators prefer to work together with suppliers that act in a sustainable manner
e.g. with hotels and accommodations which use “green” policies in their operations and,
generally, with businesses which respect and care for local culture.

Goffi et al (2018) argue that with the introduction of corporate sustainability
strategies, tour operators can maintain their own financial capital, all the while preserving the
natural and social capital. The same scholars argue that regarding the commitment of the tour
operators to sustainability issues, there are significant differences among the various regions,
with European tour operators falling short of those of Asia and Africa. Tour operators can
significantly influence and promote sustainable tourism development owing to their central
role in the distribution system and their ability to direct tourists to specific destinations and
suppliers (Sigala, 2008).
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7. Conclusions and Recommendations

As a conclusion, it can be noted that there is a need to establish rules and to implement best

practices to ensure the sustainability of coastal tourism areas, while at the same time

achieving economic prosperity within a framework of preservation and protection of the
destination’s cultural, natural and human resources. At the same time, the maintenance and

protection of these resources is the basis for attracting a quality customer base, as well as a

feature which enhances the content of marketing and advertising campaigns, as the product on

offer is differentiated from competitors.

Actions to maintain and protect resources involve the following:

e the establishment of a single body for integrated coastal zone management,

e the cooperation of the Mediterranean countries through existing networks in addition to
the establishment of new ones, as required,

e the encouragement and support of research to find innovative solutions to tackle the
problem of coastal erosion,

e the promotion of tourism and the management of resources based on quality,

e the approach of markets segments as well as distribution channels with qualitative
characteristics, based on their respect for the cultural heritage and the natural
environment of a destination,

e modern solutions in favour of “soft” or flexible strategies against the more traditional
“hard” technical solutions tested in the past with unconvincing results, by making nature
work with, rather than comply with, ways which support tourism development
(Parliamentary Assembly, 2003),

e the encouragement of alternative forms of tourism.

To address coastal erosion, in addition to recommendations, funding is also required.

Programmes such as the NSRF (National Strategic Reference Framework) or other European

programmes through development laws, focusing on tourism, sustainable development and

the environment, offer funding for public and private organisations and institutions as well as
for businesses.

Financial tools available in this direction are the following (EC, n.d. in Papageorgiou
etal., 2017):
e “Creative Europe”, which supports synergies that include the coastal zone and the
maritime heritage in general.
e “LIFE +”, which co-finances innovative actions related to coastal and marine tourism.
e The proposed “7th EU Environment Action Programme”, which is also linked to coastal
and maritime tourism.

The supply of sustainable coastal tourism products and services is a continuous process
that needs to be based on a series of measures and rules introduced by the state. It is also very
important to raise environmental awareness among all parties involved (Kokkosis and Tsartas,
2001). Indeed, the dependence of tourism on the quality of the environment is increasing
(Pattas, 2009) and will continue to increase as tourists-consumers, now and in the future, are
people with travel experience, and consequently, have claims on the products they buy.
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Tripathi, P. (2018) The Vulnerable Andaman and Nicobar Islands. A
study of disaster and response. New York: Routledge

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
administrators, were the rebels of the 1857 “mutiny” in India, a revolt which in modern-day

! Vasilis Gavalas is an assistant professor at the Department of Geography, University of the Aegean. Email:
bgav@geo.aegean.gr



mailto:bgav@geo.aegean.gr

79 Journal of Regional Socio-Economic Issues, Vol. 9, Issue 2, June 2019

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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