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Address by the President of the Organizing Committee 
 

Esteemed Colleagues, Dear Participants in the 7th Conference / Summer School of ASECU Youth, 
 
The Association of Economic Universities of South and Eastern Europe and the Black Sea Region 
(ASECU), founded in 1996, has today 51 member universities (http://www.asecu.gr). ASECU is 
the only international scientific organization in the field of economic sciences that refers to this 
geographic area, where strong intercultural, transnational links and networks of commercial and 
political importance have been developed, while at the same time it has been and will be one of the 
main theaters of socioeconomic and political events. 

ASECU builds up research / scientific cooperation through its annual, international scientific 
conferences and its well-established scientific journal SEEJE (http://www.asecu.gr/Seeje/). On 
the other hand, it promotes the educational co-operation of its members at undergraduate, 
postgraduate and doctoral levels, utilizing both the exchange of students and teachers, as well as 
modern methods of distance- and e-learning. 

The most promising and dynamic initiative of the Association is the establishment of ASECU 
Youth 6 years ago, which is the respective association of students from its member universities. For 
the time being, the main activity of ASECU Youth is to organize an annual international youth 
conference and summer school. 

The 7th Conference / Summer School of ASECU Youth has been prepared by an organizing 
committee consisting of colleagues and students from the Aristotle University of Thessaloniki 
(AUTh) and the University of Macedonia (UoM). This year’s event was hosted in the facilities of 
the AUTh summer camp Kalandra / Chalkidiki and, as we hoped, it became a benchmark in the 
evolution of the Association and its Youth. 

The main subject of the 7th Conference / Summer School was "HISTORY IS BACK – 
INSTITUTIONAL, SOCIOECONOMIC & BUSINESS CHALLENGES IN A RAPIDLY 
CHANGING WORLD". From 20 till 27 August 2017, 140 students, accompanying professors 
and researchers from 16 countries discussed and collaborated on the new challenges, risks and 
opportunities in terms of macroeconomic as well as business development, productive and 
commercial activity in a rapidly evolving socioeconomic environment. 

The program of the event consisted of two series of academic sessions, where students on the one 
hand and professors on the other contributed with their papers, presentations and lectures. In 
addition to this, the organizing committee prepared a range of social activities in the evening of 
each day, strengthening thereby the networking of the participants and motivating them to deal 
with contemporary issues that trouble our societies. The present book of proceedings includes all 
the actually presented students' papers, categorized in thematic groups, following the structure of 
the program. We strongly believe that this publication is the legacy of the participants of the 7th 
ASU Youth Conference - Summer School, serving our main purpose: to open up ways of enhancing 
cooperation, mutual respect and understanding among young people, responding to the basic 
necessities of our times. 

 
Sincerely, 
Grigoris Zarotiadis, Dr., Assoc. Professor 

Dean of the Faculty of Economic and Political Sciences, AUTh. 
Vice-President of ASECU  
Chairman of the Organizing Committee of the 7th ASECU Youth Conference - Summer School. 
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Upsides and Downsides of Globalization 

Sinziana Raluca STOICA
*
 

University “Alexandru Ioan Cuza”, Romania 
 

Globalization is a process by which economies, cultures and consequently, full-scale 

societies have become intertwined through communication and exchange. The dawn 

of globalization occured with the expansion of large companies beyond their countries 

into foreign markets. Their products were often well received abroad because the 

quality was far better than of those produced at local level and this favored the 

corporations to conquer national markets. Therefore, we can say that given its 

complexity and range of influence, globalization has both advantages and 

disadvantages which affect each and every one of us to a greater lesser extent. 

On the one hand, globalization implies making contact with other products, 

traditions and cultures. For instance, the famous fast food restaurant chain 

McDonald’s opened outlets all over the world and this brought a new urban lifestyle 

to those local communities. Without globalization we would have never experienced 

such fashions or tasted fast food products. 

Furthermore, the expansion of these powerful corporations came as an aid to the 

economy of less developed countries. Coca Cola is, for example, one of the many 

companies that created jobs ll over the world, not only in its own branches but also in 

related fields such as advertising and distribution. The process of marketing popular 

products eventually made it into popular culture and inspired fashions or gave rise to 

teen icons, which in turn encouraged further consumption. 

Last but not least, globalization reduced or even erased borders worldwide 

considerably, which gave tourism an unprecented boost. We are now able to travel 

almost anywhere, often without the need of a passport, and seeing new place or 

meeting new people broadens our understanding of the world. We thus become aware 

of the richness and cultural variety in the world, while at the same time developing 

our sense of tolerance. 

On the other hand, globalization has disadvantages that range from losing one’s 

cultural identity to financial chaos. First off all, globalization may prevent us from 

discovering local cultures and traditions. For instance, when traveling abroad we often 

choose to eat familiar fast food products, ignoring the range of local food available. 

The same might be said about accommodation options, as we often choose to be 

surrounded by the same commodities back home rather than risk and experience 

different lifestyles. 

What’s more many young people “follow the example” of tourists and indulge in 

globally marketed goods and lifestyles, abandoning their cultural heritage forever. 

                                                 
*  Corresponding address: Sinziana Raluca STOICA, University “Alexandru Ioan Cuza”, Iasi 

Romania. Email sinziana.stoica@gmail.com 
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That is why, increasingly often, the keepers of traditions in various cultures turn out to 

be solely elder people. 

Another negative outcome of globalization is the economic interdependence between 

various nations. One example could be the situation in the European Union, where the 

negative performance of one country has a direct effect on the economy of the other 

members. 

There are numerous ways in which globalization has impacted the world today. Some 

of these include modification of worldwide environment in investment, management, 

machinery, policy-making, economics, and societal conditions, which shaped breaks 

aimed at the entrepreneurial initiatives to develop global trades at tremendous speed. 

These would encourage more trading and employment opportunities for individuals 

across the globe. 

Globalization offers a boundless opportunity for business endeavors to develop their 

trade all over the world. Ways in which trade can be linked to globalization. The first way 

may include the exceptional progress of foreign direct investment. This has been enabled 

by ease of internet accessibility all over the world. Secondly, there could be increased 

competitive advantage, through specialization and division of labor, as different countries 

can specialize on what they can produce best. The growth of technology innovation has 

also been influenced by trade on globalized scale. Additionally, service industries, which 

includes financial, managerial, legal and information, has also been growing to the 

advantage of globalization. 

On employment, globalization has impacted differently in different parts of the world. 

For instance, through activities such as off-shoring services, numerous jobs are created in 

developing countries, while the decrease has been felt on developed countries. The job 

structures are altered since new jobs linked to different activities are introduced while 

others tend to disappear. Research and development jobs are increasing, especially in the 

developed world, while the production industries are carried out abroad, more specifically 

to developing world. Job earnings are also improved in a way to suit particular 

individuals. In the developing countries, payment are becoming better by the day, while 

in the developed world, the gap between qualified skilled workers and under qualified 

skilled works tend to be widening. Other influences of globalization in employment 

include increase in migration and improved working conditions. 

Globalization is therefore an important development in human development. It is 

therefore important to embrace it. Through the support of local governments, big 

organizations, and universal organizations, entrepreneurial initiatives are capable of 

taking advantage of globalization and economic liberalization, to advance their 

effectiveness in the universal market, as well as enhanced service to the overall 

customers. Globalization has therefore had a positive impact on the lives of people around 

the globe with minimum disadvantages. 

In conclusion, globalization has both good and bad effects on our lives. And although 

the disadvantages are perilous and require our maximal caution, I strongly believe the 

good things will prevail. Globalization has transformed economies worldwide and 

influenced mentalities, but more than that, it has helped us discover a new world of 

possibilities. 
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Contemporary Globalization and its Perception in the 

World 

Alina MARCHUKOVA
*
 

Rostov State University of Economics (RSUE), Russia  
 

Abstract 
The article investigates the origins and the prospects of development of the 

theory of globalization. Accents are made on the advantages and downside of 

globalization. This theory emerged at the beginning of the new century, as 

Western science has developed issues of a combination of economic, social and 

political processes. The article discusses the differences between globalization 

and internationalization and integration, stressing the fact that the essence of 

globalization is the formation of a system that allows a person or a company to 

interact with other people, corporations and social structures. The main problem 

of globalization outline in the article is the fact that political globalization lags 

behind the economic, informative and social globalization. Activities of Ivan 

Savvidi, as a colorful example of globalization, are presented. 

 

Keywords: globalization, economics, research, internationalization, integration, 

social structures, development. 

JEL Nr.* F 01 – Global Outlook. 

 

 

1. The concept of globalization 

Globalization is a process of worldwide economic, political, cultural and religious 

integration and unification. 

Globalization is a process of changing the structure of the world economy, 

understood as a set of national economies, connected with each other by a system of 

international division of labor, economic and political relations, inclusion in the world 

market and close interweaving of the economy, based on transnationalization and 

regionalization. On this basis, the following processes are taking place: the formation 

of a single global network market economy - geo-economics and its infrastructure, the 

destruction of the national sovereignty of states, which have been the main actors of 

international relations for many centuries. The process of globalization is a 

consequence of the evolution of a state-formed market systems. 

The main consequence of this is the world division of labor, migration (and, as a 

rule, concentration) of capital, labor, productive resources, standardization of 

legislation, economic and technological processes, across the planet and the 

convergence and fusion of cultures from different countries. This is an objective 

process that is systemic in its nature, and covers all spheres of society's life. As a 

result of globalization, the world becomes more connected and more dependent on all 

                                                 
*
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its subjects. There is an increase in the number of problems, common to a group of 

states, as well as an increase in the number and types of integrating entities. 

Historians view this process as one of the stages in the development of capitalism. 

Economists are counting on the transnationalization of financial markets. Political 

scientists focus on the spread of democratic organizations. Culturologists associate the 

manifestation of globalization with Westernization of culture, which includes 

American economic expansion.  

At the same time, the origin of the word "globalization" itself indicates that the 

leading role in this process is played by the rapid growth of international trade, which 

takes place at certain historical stages. For the first time the word "globalization" 

(meaning "intensive international trade") was used by Karl Marx, who, in one of his 

letters to Engels at the end of the 1850s, wrote: "Now the world market exists in 

reality. With California and Japan entering the world market, globalization has been 

accomplished "[1]. The leading role of international trade in the processes of 

globalization is illustrated by the fact that the previous wave of globalization, that 

began in Marx`s era,  ended in the 1930s, after all developed countries moved to a 

policy of strict protectionism, which caused an abrupt curtailment of international 

trade. 

1.1. Advantages and downsides of globalization 

The advantage of globalization is that it generates international competition. 

Competition, in it`s turn, is a stimulant of production: the harder it is, the higher the 

level of output. 

Globalization has contributed to the development of economies of scale, which has 

helped to avoid leaps in the economy and lower prices. 

International trade is beneficial to all the participants of market relations. The 

creation of trade alliances only accelerates the process of globalization. 

The introduction of modern technology contributes to increased productivity. 

Developing countries can catch up with the advanced states, globalization gives 

them a chance to improve their economic situation and firmly integrate into the world. 

The downside of globalization is that its benefits can`t be spread evenly around the 

world. Some industries receive huge benefits from international trade: the influx of 

skilled labor and financing from abroad. Others, on the contrary, lose their 

competitive power, become redundant. Forgotten industries need time and money to 

be reconstructed, to adapt to new conditions of life. Many of them fail, as a result, the 

owners lose money and people lose their jobs. Such changes strongly affect the 

national economy of each individual country, cause changes in economic structures, 

and increase unemployment. 

Deindustrialization of the economy occurs: manufacturing industries lose their 

positions, while the flourishing services take over the arena. People have to re-train to 

find a place in this global changing system. 

Competition creates a large gap between skilled and unskilled employees. Salaries 

of the former significantly increase, while the latter receive pennies or even lose their 
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sources of income. This again creates unemployment, which undermines 

globalization. But it is also a good incentive for people to learn, develop and acquire 

new qualifications. 

Globalization has a significant impact on the world`s ecosystem. Conflicts over the 

use of natural resources can`t be avoided. The world is already on the verge of a great 

disaster caused by deforestation, pollution of the oceans and seas, irrational use of the 

assets of the Earth. All this can cause irreparable harm to mankind and the planet as a 

whole. 

Global problems are a set of acute vital issues on which the progress and survival 

of mankind depends: the problems associated with the limited ability of the 

environment to endure anthropogenic loads, the growing exhaustion of non-renewable 

natural resources; a sharp drop in the birth rate in developed countries; intersocial 

problems: (the problems of preventing war and ensuring peace, as well as the 

establishment of a fair international economic order.) To solve these global problems, 

we need to prevent a world nuclear war and provide peaceful conditions for the 

development of all peoples, stop the catastrophic pollution of the environment, 

including the atmosphere and the world's oceans, etc; overcome the growing 

economic gap and the per capita income difference between developed and 

developing countries by encouraging the progress of the latter; completely eliminate 

hunger, poverty and illiteracy; ensure  further economic development of mankind with 

the necessary natural resources, both renewable and non-renewable, (including food, 

industrial raw materials and energy sources); control the rapid population growth 

("demographic explosions" in developing countries) and eliminate of the danger of 

"depopulation" in developed countries and prevent the  negative consequences of the 

scientific and technological revolutions. The twenty-first century, having just begun, 

has already demonstrated the impact of some global issues such as international 

terrorism, the continued spread of drug addiction and AIDS. 

2. Types of global problems 

2.1. Ecological problems 

The second half of the twentieth century, was the time of unprecedented pace of 

economic development. However, it was increasingly arried out without proper 

consideration of the capacity of the natural environment, the permissible economic 

burden on it, the potential capacity of the biosphere. 

On the verge of the third millennium, scientists started talking about the emergence 

of a global crisis of modern civilization. It is expressed in the accelerated growth of 

negative trends in the relationship between society and nature and in the growth of 

social tension in the society. The conflict with nature, accompanied by an increase in 

the number of environmental problems and their globalization raises the question of 

maintaining the stability of a complex system of the biosphere and, consequently, the 

survival of mankind as a species. [2] 
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Conventionally, the degradation of the world economic system is divided into two 

components: degradation of the natural environment in the aftermath of inefficient 

nature management and contamination with waste from human activities. 

The abux of land in rural areas has led to the erosion of soils. In addition, the 

problem of deforestation is quite serious for specialists, which often leads to floods, 

soil erosion, water logging, landslides, siltation of reservoirs, and a decrease in 

hydropower potential. 

It is no secret that the reduction of forests is due to the large scale of using wood as 

an important fuel in rural areas. The least common cause of deforestation is the need 

to develop additional areas for agricultural exploitation. 

This has caused the creation of a circle of dependence: the pressing tasks in solving 

the food and energy problems in the conditions of extensive management methods are 

pushed to cut down forests, and this, in turn, leads to soil degradation, which results in 

loss of crop areas and inability to solve initial tasks. 

It should be kept in mind that the loss of significant amounts of forest areas can 

lead to tipping the ecological balance on regional or even global scale. Suffice it to 

mention such severe climatic consequences as changes in the hydrological cycle and a 

decrease in the flow of oxygen into the atmosphere. 

Road transport, thermal power plants ferrous and non-ferrous metallurgy 

enterprises, oil and gas processing plants, chemical and forestry industries 

significantly pollute the atmosphere. A large number of harmful substances enter the 

atmosphere with the exhaust gases of cars, and their share in air pollution is 

constantly growing. 

The governments of different countries spend a lot of money annually for 

processing waste products of various industries, and such costs are fully justified, 

given that garbage is dangerous in epidemiological and toxicological aspects, because 

it is the breeding ground for parasites and the source of poisonous substances. Such 

poisons not only pollute the water, but are also sucked in the ground. 

There is not statistical data even approximate on the amount of waste from any 

single country. In our time, the states have not yet paid adequate attention to the 

disposal of garbage. According to the data in Table 1 the first stage in the production 

of a variety of garbage, was shared by construction and mining industries, and the 

cleanest industry was agriculture. 

Table 1 - The dirty industries: a share in the structure of waste 

Industry Share, % 

Construction and dismantling 36% 

Mining and quarrying 28% 

Trade 13% 

Municipal economy 11% 

Industrial production 10% 

The agrarian sector 1% 

Sewage  1% 
*The world's largest population of the world / CIA -2010 // http: // www.cia.gov 
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2.2. The demographic problem 

In general, this problem consists in the development of population dynamics and 

shifts in its age structure which are unfavorable for the economic. According to A.S. 

Bulatova: "Demographic problems are different in developed, developing and post-

socialist countries" [3] 

In a number of developing countries, the essence of demographic problems is the 

rapid growth of the population, which hinders economic development, depriving the 

country of the opportunity for a buildup of capital in significant amounts in 

production.  

On the other hand, in different countries demographic problems vary. In developed 

countries researchers note simple reproduction of the population, while in many post-

socialist countries we see depopulation, which is the result of mortality continuously 

exceeding birth rates. 

The dynamics of the population growth Earth is in constant change: at the 

beginning of our era there were already 230 million people on the Earth; by the end of 

the 1st millennium AD. - 275 million; in 1993 - 5.65 billion; on October 12, 1999, the 

world population amounted to 6 billion people; in 2006 - 6.5 billion; in 2010 - 6.82 

billion, in 2016-… the forecast for 2050 is 9.2. Up until the 1970s, the world's 

population was growing according to the hyperbolic law, but now the birth rate is 

falling all over the world. This applies to all countries, including countries with high 

birth rates, such as China. 

Only at first glance it seems that population growth leads to economic problems. 

However, it also helps solve some of them, because the needs are increasing, together 

with the economic activity of people, which ultimately leads to economic growth. 

Such processes can now be observed in countries with high population density - in 

Germany, Japan and especially in China. 

Many industrialized countries have already reached a new level in their 

demographic development. They exercise complete control over the birth rate. And 

because couples lack the motivation to have more than one or two children, the birth 

rate is falling below the level of generation reimbursement. 

Many countries in the world, especially those whose development is more 

dependent on solving the demographic problem, are developing and implementing 

active demographic policies that yield rather effective results. A variety of family 

planning programs have been implemented. Therefore, we can hope that the 

international community has realized the seriousness and scale of demographic 

problems, as well as their close connection with the economic and social situation in 

all countries and regions. 

Globalization is understood as the process of uniting all areas of human activity on 

the scale of the whole mankind. This process encompasses economics, technology, 

trade, culture, and political institutions. Globalization processes are objective; they are 

caused by the very character of the present stage of social development. At the same 

time, they carry a lot of contradictions. On the one hand, globalization has led to the 

expansion of ties between states and peoples in all aspects of life (a vivid example of 
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this is the international space crews); globalization has also encouraged the formation 

of a number of international organizations whose activities are aimed at finding joint 

solution for the tasks and problems of modern mankind. Among them is the UN 

(comprising about 200 countries), whose goal is to maintain and strengthen peace, 

security and development of cooperation between states. Another organization is the 

EEC: its main task is the economic development and strengthening of cooperation 

between European countries. On the other hand, globalization processes are currently 

being directed by world banks and financial corporations. This has led to the 

polarization of society: a growing gap between wealth and poverty, and domination of 

individual countries in the world community (according to researchers 15% of the 

world's current population dictate their will to the remaining 85%). One of the results 

of this situation is the phenomenon of international terrorism; another result is 

antiglobalist movement. The contradictions of globalization have caused a number of 

global problems affecting not individual countries and regions, but humanity as a 

whole, and their solutions requires the unification of  efforts of all the world`s 

community. 

3. Globalization in action: Case of Ivan Savvidi 

Now let’s consider the effects of globalization on the example of one a particular 

company.  AGROCOM GROUP, owned and headed by Ivan Savvidi - a former State 

Duma deputy. Agrocom group produces tobacco, meat and agricultural products in 

the southern regions of Russia. Greek by nationality, Ivan Savvidi is also head of the 

Association of Greek NGO in Russia. 

AGROCOM GROUP makes its contribution to the preservation of nature – it 

protects and improves the Revolution park, well-loved by all Rostovites. Recently, a 

couple of black-necked swans living in the bird sanctuary in the park has had their 

first nestling, and in June a newborn is expected among the black swans. It is in this 

park that employees of the company and their family members hold the Annual 

Autumn Sports Festival. And the most important project, which the residents of 

Rostov are proud of is the launch of the Rostov Ferris wheel. The group`s total 

investment has amounted to more than 100 million rubles. This is a social 

contribution, a gift to the city from AGROCOM GROUP. 

Being the CEO of Don Tobacco, Ivan Savvidi constantly monitors maintaining 

healthy and safe working conditions at the company's production facilities. Over the 

past 5 years, the number of micro-injuries in the workplace has decreased remarkably. 

The company's management pays attention to raising the level of competence in the 

issues of labor protection among line managers and heads of departments, trying to 

achieve high awareness and understanding of the priority of safety, life and health 

issues over other processes, including economically motivated ones.  

The company TAVR has proved itself in the food market of the Rostov Region. 

Despite the fact that it was difficult for the company to survive during the economic 

crisis, the necessary resources were found for further development of production; 

along with the quality of the products, the competition was also increasing, so it was 
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necessary to present TAVR`s products in a more attractive way. The sausages had to 

differ not only in taste, but also in appearance in the shop-window. A new shell for 

TAVR was developed by Atlantis-Pak. Gradually, TAVR has conquered not only the 

region, but also the whole Southern Federal District. More than 250 promoters help 

the people in the South of Russia to get acquainted with the new products. The result 

did not take long to appear: in a year TAVR has had a huge increase in sales. 

Atlantis-Pak presented new products that had appeared in their production over the 

last 3 years at IFFA 2016 in Germany. First of all, these were 5 types of AMISTYL 

film for different products and technologies. The issue of waste disposal is handled by 

the Environmental Protection Department. The company has developed and approved 

a program for handling hazardous wastes. According to it, the work is carried out in 

two directions: direct utilization and sale of waste. 

Since 2014 AGROCOM GROUP has been the general partner of the Rostov 

handball club, and Ivan Savvidi has been the Head of its Board of Trustees. Beside, 

handball, AGROCOM GROUP also supports the "Rostov" football club. Thanks to 

the corporate sports contest "League of Seasons", which AGROCOM GROUP 

conducts for its employees, the male employees of the company can not only root for 

their favorite teams, but together with colleagues kick the ball across the football field 

and stand in the goals. 

The global economy is in search of a new development paradigm. And the factors 

that will determine the global world order of the 21st century depend not only on the 

resources of this or that local economy, but also on strategic partnership between 

countries. In St. Petersburg, at the international Economic Forum, Greece was 

officially named Russia's strategic partner. Ivan Savvidi says that he is deeply 

convinced that the basis of the strategic alliance should be the common mentality, 

history, age-old ties between our peoples. Last summer, a product from Mount Athos, 

Greece appeared on the supermarket shelves. The unique olive oil is almost 

completely hand-made by monks from olives grown in a special natural and spiritual 

microclimate. The finished product is delivered in small batches from the monastery 

to the courier car, which carry the oil to the airport. After a few hours in flight, it turns 

up in Rostov. Due to the lack of intermediaries, the price of the oil in Rostov is 

similar to the cost of this product in Greece. 

The goal of AGROCOM GROUP is to become a modern profitable company, to 

increase its presence in new freeing markets, and to build up its influence within our 

country. 

A few years ago, Ivan Savvidi bought the tobacco factory SEKAP in Greece. The 

production began to grow, sales abroad have increased, the company has entered new 

markets and is preparing to begin operating in the markets in Africa and Central Asia. 

The company management also believes that their main weapon is a new patented bio 

filter that can open the Japanese market to it. 

AGROCOM GROUP employees can not only work successfully and fruitfully, but 

also rest nicely. The company holds the corporate competition and the best employees 

have been awarded trips to Greece. 
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The competition helps to unite the staff of the enterprises, increase the creative 

initiative of each employee, create high motivation and increase responsibility for the 

results of their work. One of the key tasks is to identify the best employees at the 

enterprises and spread their professional experience within the company. 

Ivan Savvidi also heads a charitable foundation. I. Savvidi Charitable Foundation 

and the University of Athens, named after I. Kapodistrii, have agreed out the long-

term cooperation. The Foundation helped the university”s Department of Slavic 

languages, which was threatened to be closed due to financial problems. 

The Foundation implements a number of charitable projects, which promote 

progress in education, science, sports and culture. [4] 

Conclusion 

Globalization of the modern world invariably covers such areas as politics and 

economy. Its influence on the politics is expressed in the weakening of national states, 

development and growth of world organizations (such as the UN, WTO, NATO), etc. 

Today, with the help of such world organizations, further globalization is carried out. 

Thus, globalization is a multilateral and large-scale process, affecting virtually all 

countries of the world. Globalization is aimed at uniting culture, politics and economy 

of all states into a single whole, thereby giving people equal and beneficial rights in 

the society. 
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Abstract 

Nowadays, a large number of people are pursuing the development of economy 

and commerce, but few people think about the challenge to the world. As a 

contemporary youth, we will promote the process of history if we could 

contribute to solve the problem. Firstly, the author will explore the original 

intention of development, and find out the challenges in the rapidly changing 

world. At the same time, the author studies the enlightenment of the theory of 

"the unity of heaven and man" in Chinese philosophy. 

The article focuses on studying: (1) Today is a rapid development of 

commercial society，is this a challenge to human history of the past?(2) Are the 

changes and challenges brought by the development of institutional 

socioeconomic and business all in line with the original intention of human?(3) 

What do the sages of philosophy think about the development of economy and 

the change of the world? 

Youth is the main force of social development, we should learn from the sages 

thought, face the challenges of institutional socioeconomic and business, change 

the resistance to thrust and promote the development of human society. 
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Introduction 

I want to explore the original intention of development, and find out the challenges in 

the rapidly changing world. I think human intend to develop material and spiritual 

civilization, and hope to bring a more comfortable living environment for themselves 

and their descendants in this way. 

However, the rapid development poses many challenges, such as environmental 

pollution and the struggle for precious resources, such as oil and metals. It even 

causes war and slaughter. Many innocent people live in war-torn areas. They suffer 

from hunger and pain, and they might become refugees. Some of them seek political 

asylum and leave for other countries to make a living. Unfortunately, many people are 

still unable or unwilling to leave their hometown. They have no place to live and are 

separated from their family members. Their lives are totally insecure.  

So, what is the original intention of human development? I want to find the 

answer, and I strongly believe that the ancient wisdom of Chinese philosophy will 

teach me. "The unity of man and nature", coming from the Chinese philosophy, this 

theory is a very important principle in Chinese cultural traditions. The ultimate ideal 

and core spirit of Chinese traditional culture, has played a wide and profound 

influence upon Chinese traditional art. 

From the theory of "the unity of man and nature", I carried out a series of research 

on the theme of this paper. After the research, I'd like to state my point of view. 

Discussion 

I want to elaborate the theme of this conference--History is back. Today is a rapid 

development of commercial society. Today’s society is the era of great development 

which has never existed in human civilization history. This brings many changes and 

challenges, such as expanding human knowledge to an unprecedented width, 

changing the cycle of history and so on. Is this a challenge to human history of the 

past? History is the record of events, and is also a tangled web of stories, opinions, 

and mysteries. We want to put the history ahead and realize the progress of human 

civilization, but the wheel of history will not always go forward. sometimes it will 

even go backwards or out of the way. That exactly explains why things contrary to the 

original intention of mankind will happen when we are in the process of pursuing 

development. 

The pursuit of development is inevitable, because this provides the material basis 

for human development. Development and problems coexist, and a lot of problems 

may even lead to historical retrogression. This does not fully comply with the original 

intention of commercial development. We must weigh the pros and cons, then pursue 

unity. I want to take China's reform and opening up as an example. It started in 1978, 

which is almost 40 years ago. China has been changed a lot by the policy. Our 

country's economy is growing rapidly and becoming real part of the world economy 

since then. But air pollution, water pollution and food quality have become problems 

that can not be ignored at the same time. As a result, China has adjusted its 

development strategy constantly. We are committed to upgrading domestic industrial 
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structure. China's growth rate is still very impressive, and these problems are being 

solved, many Chinese brands begins to cut a striking figure, such as Xiaomi and 

Huawei. Thus, China's reform and opening up conforms to the view of "harmony 

between man and nature". 

I’m curious about what the sages of philosophy think about the development of 

economy and the change of the world. So I do a bit of research about Chinese sages. 

The concept of "harmony between man and nature" was first expounded by Chuang-

tzu, and then developed into a philosophical system of thought of "harmony between 

man and nature" by Dong Zhongshu, a Confucian thinker in the Han Dynasty, and 

thus constructed the subject of Chinese traditional culture. They all believe that 

economic, political, and cultural development should conform to this view. In my 

opinion, youth is the main force of social development, we should learn from the 

sages thought, face the challenges of institutional socioeconomic and business, 

change the resistance to thrust and promote the development of human society. 

Conclusion 

From what have been discussed above, a few conclusions can be drawn: 

(1) Today’s rapid development of commercial society, due to its unprecedented 

growth rate, is a challenge to human history of the past and is also a precious 

opportunity which we should seize.   

(2) The current changes and challenges brought by the development of 

institutional socioeconomic and business are not exactly in line with the 

original intention of human, so we should adjust our development pattern in 

order to realize human’s dream of better cultural and material progress of 

society. 

(3) The sages of China philosophy remind us of applying the theory of “the unity 

of man and nature” to the practice of social and economic development. 
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Abstract 

Think about how you respond to the question “Where are you from?”. Maybe 

you will say Prague or Berlin, Athens or Hong Kong. But probably not Germany 

or Brazil or Poland. Because cities are usually the places we identify us most 

with. In over next 20 or so years almost two thirds of us, people on this planet, 

will live in or around them. Cities are like laboratories, places of 

experimentation of possibility. They create the bigger part of GDP of any 

country; political decisions are made in interest of these metropolises. But they 

are also places with big problems, which influence all of us. But how did we get 

here? How do we live in such huge megapolises and what does it cost us? 
 Think about the last fifty years. In the last 50 years human population more 

than doubled, our use of food and water more than tripled, and our use of fossil 

fuels more than quadrupled. In just 50 years! In our single lifetime the world has 

changed more that during all the history combined. During the last several 

hundred years we developed technologies, political systems and and gained 

resources to successfully manage and gain advantage of it. But did we really? 
 In this paper I would like to research the phenomena behind megapolises. 

Political systems that rule them, harm they cause to environment, and direction 

that our modern economic system is pushing them towards. And I would like to 

answer the question - with current growing level of urbanization, resource 

consumption and pollution is it possible that we even will afford to have cities in 

close future, and if yes - then how and what are the consequences? 
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Think about the last fifty years. In the last 50 years human population more than 

doubled, our use of food and water more than tripled, and our use of fossil fuels more 

than quadrupled. In just 50 years! In our single lifetime the world has changed more 

that during all the history combined. During the last several hundred years we 

developed technologies, political systems and gained resources to successfully 

manage and gain advantage of it. But did we really? 

According to an ecologist and executive director of the California Academy of 

Sciences - John Foley agriculture is the biggest thing we've ever done to the planet. 

And the one thing that makes agriculture possible – water. Turns out that 70% or 90% 

depending how you do the bookkeeping, of all the water consumed by people around 

the world is used for one thing - irrigating crops. Nowadays water and food are 

connected in a way that is just not sustainable. Agriculture is the most powerful force 

unleashed on the planet since the end of the ice age and even if it is using up a lot of 

land and a ton of our water – we don’t need to stop using it. We just need to do it 

smarter. 
1
 

Also it is needed to consider that the demand for agriculture and irrigation is going 

to grow mainly because of growing population or 7 billion people today heading 

towards at least 9, more importantly changing diets as the world becomes wealthier as 

well as more popular for increasing dietary consumption of meat, which takes a lot 

more resources that vegetarian diet does. So more people eating more staff, richer 

staff and of course we have to replace oil with other energy sources which will 

certainly include some kind of bio energy sources.  If you put these together it's really 

hard to see how I get to the rest of the century without at least double in global 

agricultural production. 

But if we keep doing that we will have to start rationing water all around the world 

like how much people use it, or drink it, how much people grow food and how much a 

day do they get. Simply like in Mad Max movie.  But I'm actually an optimist. Maybe 

it’s not even optimism but I have hope. It's different than optimism. And my hope is 

that we can change that narrative. Humans at their best when they push to a corner 

and really see a problem actually respond magnificently. And technology can help. 

There exists drip irrigation, organic farming methods that can hold more moisture in 

the soil, get rid of loan, and get rid of things that can waste water really 

conspicuously. Let’s tighten up our infrastructure, let’s cover up our canals so the 

water can’t evaporate, repair the pipes for leaks fixed. There are lots and lots of things 

like that we can do. 

But in fact we need to invent a new kind of agriculture that blends the best ideas of 

commercial agriculture of the green revolution, with the best ideas of organic farming 

and local food, and the best ideas of environmental conservation. Not have them fight 

each other but have them collaborating together. But this is hard; you need to get 

people to focus on a problem that is not in the face, it just doesn't seem so urgent. Plus 

we have experienced millions of years of evolution and thousands years of history 

telling ourselves that we should be out there exploiting resources so we can survive to 

                                                 
1  Foley, J. (2014). NY Times Article. pp. 53-54. 
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the next day. If it meant using a little more soil or a little more land, or grabbing a few 

extra animals to east – that was or job. But consider that all of human history we were 

basically insignificant compared to the size of the Earth. And now suddenly in one 

generation or so we flipped it around, now humans are bigger than the Earth, our 

appetite for resources is bigger than what the earth can actually provide. That’s never 

happened before so we’re trying to get a smart as possible in a generation or two, to 

undo millions of years of evolution are thousands of years of history. Everything we 

created has leaded us to the situation we are in now. And agriculture is only one part 

of huge chain which includes resources, energy, environment etc. And I’m 

mentioning it one after another because they stand in one chain order and existence of 

one is impossible without the others. But all of it serves one target – to nurture 

gigantic crowds of people, in other words – cities. 

The idea of a city goes to the heart I think of what it needs the human being. And 

why were attracted to them? Human beings are sociable, they like being with other 

human beings. They creative, which we tend to do together, they are imaginative 

which is also a community thing. The city, the township is a natural expression and 

natural manifestation of that social instinct we have. Cities define us where were born 

and educated, grow up, get married, where we pray and play, where we get old, where 

we die. The most challenging problems we face round the world like poverty and 

terrorism – they are solvable, but they are also really big.  So they require a whole 

new approach. Democracy, the system with which we are trying to solve these 

problems, is in trouble, no question about that it's increasingly irrelevant to the kinds 

of the decisions we face that have to do with global pandemics, across border problem 

with markets, immigration something that goes beyond national borders, with 

terrorism, with war – all now cross border problems.  In fact we live in a 21st century 

in world of interdependence, and when we look for solutions in politics and 

democracy, we are faced with political institutions designed 200 years ago.  21st 

century transnational world of problems and challenges - 18th century world of 

political institutions.  In that dilemma lies the central problem of democracy. And my 

suggestion is that we change the subject. That we stop talking about nations, states 

and we start talking about cities.
2
 

So why cities? How to solve these huge problems? If we’ll look around, we’ll find 

political institutions where democracy still kind of works and it was there that we can 

find this old-old notion of the human community, because we see the local 

government a palpable, touchable form of government.  Local governments are 

democratic governments, that’s what the government is supposed to be about, so it 

was the sense that cities still function with some resemblance to democracy in a way 

that no other political institutions do.  For example when you ask young people today 

about democracy – they are cynical, they don't trust democracy, they don’t believe in 

it, but when you come to the town, to the city, to the neighborhood than these people 

say – “Yeah I get that, that I still can believe in that still kind of works”. Of course it's 

not true everywhere, not every city town neighborhood works great for the people 

                                                 
2  Barber, B. (2013). If mayors ruled the world. pp.42-44. 
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who live there but some of they do, a lot of them do. Some of the worst scourges we 

face, those problems can be solved by responsible municipal governments, cities and 

mayors working together.  I believe that cities hold lessons for solving some of the 

world's biggest problems.  I also think that the mayors who run those cities, they can 

actually lead the way for the rest of us.  That’s because mayors have an advantage that 

presidents and prime ministers don't.  

My premise is that a mayor and a prime minister are on the opposite ends of a 

political spectrum.  To be a prime minister or president you have to have an ideology.  

But mayors are pragmatists, problem solvers.  Real city mayors have to get things 

done, they have to put an ideology and religion and ethnicity aside and draw their 

cities together.  Good example of couple of decades ago when Teddy Kollek, the great 

mayor of Jerusalem, in the 80s and the 90s, was besieged one day in his office by 

religious leaders.  They were arguing with one another about access to the holy sites.  

And the squabble went on and on and Kollik listened and listened, and he finally said:  

“Gentleman, spare me your sermons and I will fix you sewers”. That’s what mayors 

do. They fix sewers; they get the trains running there isn't a left or right way of doing 

it. Bloomberg in New York was a Democrat then he was Republican and finally he 

was an independent citizen, he said the party label just gets in the way. Luzhkov - 20 

years Meyer in Moscow, have helped to found the party, the United party, with Putin, 

in fact refuse to be defined by the party. So mayors are pragmatists, they are problem 

solvers. 

When you think about all the problems and all the challenges in the world, like 

climate change, what is it that cities or mayors can do, that those countries can't? Let 

us do here a tiny piece of political theory. Nation states made a promise through the 

social contract to their citizens who were rooted in their sovereignty, they said: “If 

you obey us, you can elect us and so on, but you have to obey the laws of the 

sovereign nation, we will guarantee your life your liberty and property”. Things, we 

would today call you sustainability. But in the last 50 or 60 years countries can no 

longer fulfill the promise that “We will take care of you, we will sustain our citizens”.  

And that's where cities have increasingly said “If you can't and won't then we have 

to”.  And that's why in this particularly urgent area of climate change, cities which are 

more than 80% or 90% are on water have the responsibility to say that someone's got 

to deal with climate change because our citizens in our cities are going to be the first 

to go underwater.  And there are all kinds of ways in which city is working one by 

one, but better when they collaborate, can address climate change.  

80% of carbon emissions come from cities. Which means cities are in position to 

solve the carbon problem or most of it, whether or not the states of which they are part 

make agreements with one another, and they are doing it. Los Angeles has cleaned up 

its port which was 40% of carbon emissions, New York has a program to upgrade is 

old buildings - make them better insulated in the winter, to not leak energy in the 

summer. That’s already is having impact. Bogota introduced a transportation system 

that saves energy that allows surface buses to run in effect like subways, express 

buses with corridors. Singapore as it developed its high-rise remarkable public 

housing, also developed an island of parks. If you go there you’ll see how much is 
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there of green land and park land. Cities are sharing what they do. And they are 

making a difference by sharing best practices. Bike shares, many of us already heard 

of it, it started 20-30 years ago in Latin America and now hundreds of cities around 

the world have pedestrian zones, congestion fees, emission limits in cities like London 

or California. There are lots and lots that cities can do even when opaque stubborn 

nations refuse to act.
3
 

Mayors visit one another; and you have an effective small working group solving 

problems. Not a ritualistic meeting of different ideologies. This leads to the idea of a 

global parliament of mayors, with cities beginning to say “We will do what nations 

can’t”. But how would a parliament of mayors work? Well there is a template, a plan 

that suggest how that might happen but obviously that will be something that mayors 

themselves will have to deal with. It was proposed by Benjamin Barber, a senior 

research scholar at the City University of New York in 2016. And I love that idea 

because parliament of Mayor's - is a parliament of citizens, and a parliament of 

Citizens - is a parliament of us. 

Although there is one more solution. All the knowledge that is out there and lets us 

deal with problems of today is in open source. That’s why anyone can excess it, and 

anyone can change it. What is we could take the principles of open source and push 

them out beyond technology? What really appeals to me about the philosophy of open 

sources it's allowing for answers to appear in places that you could have never 

imagined. And even could create another solution for democracy. 

Pia Mancini, democracy activist from Argentina, she uses open source potential in 

democracies to bring open source revolution in government because the whole system 

process is due for an upgrade.  

Let’s look at the characteristics of the democratic system. First of all - the few 

make a daily decision in name of the many, and the many get to vote once every 

couple of years. on the second place the costs of participating in the system are 

incredibly high. You either have to have a fair bit of money and influence, or you 

have to devote your entire life for politics. You have to become a party member and 

slowly start working at the ranks until maybe one day you'll get to sit at the table 

where the decision is being made. And last but not least the language of the system is 

incredibly cryptic. Is done for lawyers by lawyers and no one else can understand. So 

it's a system where we can choose our authorities but where completely left out on 

how authorities reach the decisions. Our political system remains the same for the past 

200 years, and expects us to be contented with being simply passive recipients of a 

monologue. 

So a few years ago Pia and some of her activist friends came up with an idea to 

solve this problem, the problem that democracy is really hard to participate. They 

wondered what if instead of playing iPhone games when we have a free moment or in 

traffic or in subway, we use those moments to contribute to democracy. And they 

answered that question by inventing an app that called Democracy OS. 

                                                 
3  Barber, B. (2013). If mayors ruled the world. pp.70-71. 
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So what we did was started with one idea asking citizens to participate in the 

voting and having someone inside congress voting according to what citizens decided 

on this online platform. But what we wanted to do with that was to push the 

boundaries of what was perceived as possible and doable. The application works the 

way to ensure that you will be very informed about all the complexities of this issue. 

There is a space for reading exactly the bill that's going to be next or is going to be put 

forward. A there is a space to debate. And then you vote. Or you want to abstain. At 

the end of that process you have a decision been made. So in theory you could stay 

engaged with issues on your way to work, you could vote on the construction of a 

local park while waiting for a coffee, you could talk about the proposed tax increase 

while you're in the grocery store. Ideally Pia wants elected officials to vote the way 

their constituents vote on the app. So she reached out to some politicians in Buenos 

Aires where she live. 

She explained that here you have a platform where you can build a two-way 

conversation with your constituencies. And yes they failed. They failed big time. 

They were called naive, but to be honest they were. Because the challenges they faced 

were not technological, they are cultural.  So it suddenly became a bit obvious that if 

they wanted to move forward with this idea they need to do it themselves. And so 

they took the leap of Faith, August last year they funded their own political party 

“The Net Party” in the city of Buenos Aires.
4
 

And taking an even bigger leap of faith they ran for an election on October last 

year with this idea. If they got a sit in Congress, their candidates and representatives 

were always going to vote according to what the citizens decided on the Democracy 

OS. It was a very bald move for a young party. But they got an attention and 22000 

votes, which is 1.2% of the votes.  And they came in second for the local options. So 

even if that wasn’t enough to win a seat in congress it was enough for them to become 

part of the conversation. 

Well of course the Democracy OS is not a perfect idea. If you don't have a critical 

mass of people using the app, you basically hand over power to the small group of 

people that does use it. And then the other problem of every little vote becomes like a 

referendum which in some ways makes democracy less functional. And then there's 

the issue of secrecy. In the most democracies is a secret ballot - the right to go into a 

closed booth and secretly make your decision and then walk out. 

But one thing is sure – if we use our strengths and change our democratic system, 

if we trust each other and unite to change the game rules – we can achieve 

unbelievable results and deal with problems which our human society is facing. 

 

                                                 
4  Mancini, P. (2016). TED conference transcript. 
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Abstract 

Catastrophe risk is a danger that threatens property and persons, whose 

realisation can result in human victims and material damage. The choice  of this 

paper’s topic is consequence of continuously growing frequency and identity of 

catastrophe events and need of sustainable models for managing and funding 

disasters. Developing countries are much more vulnerable to the consequences 

of catastrophe losses, that threaten sustainable development, especially in the 

long run and therefore the traditional ex-post model for managing these risks 

must be changed. 
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Introduction-The importance of the topic and research 

In last several decades, many natural disasters happened and the number of 

catastrophe events are rising globally. Increasing population density and the 

accumulation of the assets values affect that potential consequences of catastrophic 

events can be greater than ever before. If we want to illustrate dimensions of danger, 

we can see that average number of natural disasters in Europe was 104 per year in the 

ninth decade of the 20th century, while in the first decade of the 21th century it soared 

to 179 (Figure 1). In different parts of the world, international organisations and 

associations, governments and people are struggling with different types of disasters. 

In east and south Asia, central and south America, geographical events dominate 

(earthquakes, tsunami, etc), while in Europe meteorological and hydrological events 

dominate (storms, floods, mass movements), and frequent types of natural disasters 

are also other types of climate events (draughts, forest fires, cold waves, etc). Europe 

has slightly better structure of these events because in some cases it is possible to 

predict them or to provide prevention activities in order to minimize looses. 
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Figure 1. Number of natural disasters in Europe (1980-2011) 

 
Source: European Environment Agency, Climate Change, Impact and Vulnerability in Europe 

2012 - and Indicator-Based Report, EEA Report 12/2012 

Every year, as a result of catastrophe events, large number of people suffer and 

huge damages of assets happen. Defining the concept of catastrophic risk varies 

depending on the conditions of taking this risk by reinsurance companies. Swiss Re 

classifies an event as catastrophic by taking three factors: the amount of insured 

damages, total damage and number of human victims (casualties). According to 

Munich Re, catastrophic events are all natural events that have resulted in over 20 

human victims and damage of more than $50 million.  

Risks of catastrophe events include: 

• risks of natural disasters (earthquake, storm winds, floods, volcanic 

eruptions), 

• risk of critical infrastructure (transmission systems, the water supply, 

electricity,   complex systems),  

• the risk of human factor (terrorism), 

• catastrophe environmental risks (climate change, genetic engineering, 

nuclear power plants). 

Developing opportunities and catastrophe events 

Catastrophe risk realization leads to dramatic human casualties, destruction of 

economic and social infrastructure, as well as to environmental damages. In short 

term, as result of natural disasters, 100.000  human lives are lost in the world per year 

and it is estimated that global amount of material losses will overcome USD 300 

billion annually by 2050. Further, losses of natural resources (water,  forests, 

biodiversity, etc) are difficult to estimate and generally impacts of disasters are 

usually underestimated. Short-term results affect long-term consequences for country 

development, more precisely, on economic and social conditions, which are impaired 

through escalation of poverty and reducing economic activities. Vulnerability of 

country to catastrophe risks is determined by a complex, dynamic set of factors, 
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including economic structure, level of development and prevailing economic and 

social conditions. 

Speaking about damage of catastrophe events in absolute terms, level of damage is 

greater in developed economies, because of high concentration and accumulation of 

assets values. In relative terms, in comparison with GDP level, the damage of this 

events is greater in small and undeveloped countries. Beyond, in economically 

developed countries, the harmful effects of catastrophe events, are usually 

compensated through a combination of advanced private financial arrangements and 

efficient schemes of public revenues, based on powerful taxation systems. In 

developed economies more than 40% of damages in catastrophe events are insured, in 

developing countries 10% and in underdeveloped counties 5% of losses are insured. 

This shows that the insurance market and market mechanisms are not developed in 

developing and underdeveloped countries. Because of that, the fiskal pressure in this 

economies is growing in catastrophe events periods. Ability of developing countries 

to minimize and limit their fiscal exposure and pressure is becoming priority for their 

sustainable development. 

The opportunity costs of the ex-post financing strategy of catastrophe damages in 

developing countries are relatively high. The resistance of catastrophe risks is 

increasing with higher level economic development, but also, as we saw before, can 

contribute to their emerging.  

 

Table 1. Interdependance of development and catastrophe risks 
 Economic development Social development 

 

Catastrophe 

events limit 

development 

opportunities 

 

Destruction of fixed assets. Loss of 

production capacity, market access or 

material inputs. Damage to transport, 

communications and energy infrastructure. 

Erosion of livelihoods, saving and psysical 

capital. 

Destruction of health or education 

infrastructure and personnel. Death, 

disablement or migration of key social 

actors leading to an erasion of social 

capital. 

 

Development 

causes catastrophe 

risks 

 

Unsustainable development practices that 

create wealth for some at the expense of 

unsafe working, living conditions for 

others, degrade the environment. 

Development paths generating cultural 

norms that promote social isolation or 

political exclusion. 

 

Development 

reduces 

catastrophe risks 

Access to adequate drinking water. food, 

waste management and a secure dwelling 

increases peoples`s resiliency. Trade and 

technology can reduce poverty. Investing in 

financial mechanisms and social security 

can cushion against vulnerability. 

 

Building community cohesion, 

recognizing excluded individuals or 

social groups (such as women), and 

providing opportunities for greater 

involvement in decision-making 

enhanced educational and health capacity 

increases resiliency. 

 

Source: United Nation (2004) Reducing disaster Risk: A Challange for Development . New 

York: United Nations, p. 20. 

 

Losses caused by catastrophe events can be classified into direct losses, indirect 

losses and secondary effects. When these events cause physical damages to 
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infrastructure (economic-telecommunication network, railroads, transportation roads, 

airports, etc. and social-hospital, schools, cultural buildings, etc.), assets, stocks that 

are direct losses. Fall of productivity, loss of earning, rise of medical expenses and 

disruption of flows of goods an services are classified into indirect losses. Previously, 

some kinds of secondary effects are mentioned. That are pressure on fiscall and 

monetary performances, impact on wealth distribution and on the overall economic 

and social circumstances. 

Natural disasters risk financing models 

The increase of catastrophes number and escalation of amount of following losses 

and costs set problem of sustainable financing of natural disasters consequences as 

well as financing prevention, as very important. Models of sustainable financing 

disasters may be divided into public and private, according OECD on the base of 

theoretical framework and comparative practice worldwide.  

Models of sustainable financing catastrophe events by private sector 

In this model of financing is several stakeholders who have role in catastrophe risk 

management (Figure 2). 

 

Figure 2. Key private sector stakeholders in catastrophe risk management 

process 

 

Source: Gross, P. Kunreuther, H. (2006). Catastrophe modeling: A new Approach to 

Managing Risk. Boston: Springer, p. 8. 

In this Figure, stakeholders of catastrophe events insurance are shown and on the 

bottom of the pyramid are property owners. Their assets are threatened by natural 

disasters and they are faced with potential losses. Catastrophe risks that threaten 

property owners can be transferred to insurers, who further may transfer these risks to 

reinsurers. In recent years, capital market, which is on the top, provides financial 
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protection of insurers and reinsurers. Mechanism of that protection is being 

transferred thought alternative risk techniques (ART), in the form of catastrophe 

bonds (cat bonds) and derivates associated with catastrophe events. 

Property owners have several management strategies to avoid or to reduce losses. 

Risk control means measures of prevention and reduction (using high quality 

materials in construction, strict regulation, etc.). Another one is to transfer risk to 

insurance companies, thought purchase insurance policies. Individual preferences 

impact on choice of strategy, but, as a rule, the owners of commercial buildings take 

on a more active role in catastrophe risk management, compared to homeowners, who 

usually underestimate such risks. 

The important question, for sustainable development of the economies, is market-

based insurance models of natural disasters, because countries with higher 

contribution of private sector to manage there risks are less exposed to fiscal stresses. 

Therewith, the United Nations Convention on climate change (1992) and the Kyoto 

protocol point to the (re)insurance sector as momentous for managing there risks. 

Other protocols and agreements that deal with this topic (e.g. Hyogo Framework for 

Action 2005-2015) on international level indicate the importance for sustainable 

development of transferring risks to (re)insurance companies and promoting activities 

to strengthen resilience of societies to catastrophe events.  

Amount of overall losses as well as insured losses have risen according the global 

data (http://www.iii.org/fact-statistic/catastrophes-global) since 1980. Growth of 

losses is more expressed than growth of insured losses amount and the uptake rate of 

natural disaster insurance is still low - around 10% of policyholders tend to buy 

supplementary insurance against natural disaster risks (OECD 2003). 

Figure 3. World Natural Catastrophes Overall And Losses, 1980–2016 

 
Source: Insurance Information Institute, Catastrophies Global (available at 

http://www.iii.org/fact-statistic/catastrophes-global) 

There are several different insurance regimes worldwide. Insurance uptake rate is 

the lowest in countries with voluntary regimes and rates are between 5% and 10% in 

Austria, Germany, Italy, the Netherlands. Some countries have bundled system, that 
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covering disaster risk and different kinds of risk in a package. As a rule, in that 

countries, the uptake rate is higher, from 35% in Japan to 95% in Israel and UK 

(OECD 2003). It is interesting that USA have more aggressive government 

intervention with National Flood Insurance Program, providing basic coverage for 

residential and commercial zones, on the areas often affected by floods. This almost 

doubled the uptake rate of flood insurance. 

In some countries disaster risks` insurance is obligation and they have mandatory 

flood and storm insurance system (Poland, France, Iceland, Norway, Spain, 

Switzerland). 

Theoretical approach to insurance lead to basic model, which describes and 

determines factors of insurance demand. Model distinguish separate demand factors: 

 probabilities of losses, 

 premium-price of insurance, 

 amount of wealth, 

 value of asset exposed to risk, 

 individual`s utility function and risk aversion. 

Individuals faced with benefits (insured risk and compensation) and costs 

(premium) choose to purchase or not insurance policy. Companies` demand depends 

of same factors as in case of individuals, except of utility function. 

Economic efficiency depends of insured amount of losses caused by disasters and 

important questions for governments and legal entities are eliminating the moral 

hazard behavior stimuli and to eliminate and to reducing adverse selection problem. 

Sometimes state investments for lowering disaster risks, can create impression of 

security, reducing private insurance uptake rate, despite positive effects on 

infrastructure and preventing catastrophe events. Also, post-disaster assistance creates 

moral hazard and discourages the development of private insurance against 

catastrophe events. 

Speaking about demand, we can add, that empirical studies shows that amount of 

wealht/income is positively related with demand for premium, while the price of 

insurance is negatively related to demand, although the elasticity is relatively low. 

Besides that, people tend to underrate the probability of occurrence of disasters.  

On the supply side, insurers are faced with many limitations and problems that 

took place in modern, global world. Scarcity of adequate statistical base increase 

information costs and cause adverse selection problem, inability of reliable 

catastrophe modeling affect on appropriate product designing. Further, we can 

segregate other limitations and problems: 

 increasing frequency of losses-percentage of world population that live in 

areas exposed to disaster risks is growing, 

 rapidly developing world affect growing assets value as growing 

concentration of modern buildings located in exposed areas, 

 climate changes increase a number of natural disasters, especially floods in 

winter and sping and draughts and wildfires in summer. 
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Insurance companies react on these trends and take actions towards international 

reinsurance operations as well to pooling arrangements, but some of them also follow 

more conservative policy which implies significant increase of premiums and 

reduction in coverage. 

Withal, surely, progressive insurance strategy is linked with financial instruments 

which are connected to catastrophe events, capital markets and reinsurers. A category 

of such instruments are catastrophe bonds, for which disaster realization causes the 

principal`s payment of interest to the investor.  

Models of sustainable financing catastrophe events by public sector 

Ex-ante activities, by providing funds in case of distaster and ex-post activities, by 

providing funds after catastrophic events, are used in the model of public financing 

catastrophe events which consists of allocation of tax ravenues. Governments take 

quick actions to respond on consequences of disasters in the short term, take recovery 

activities in mid-term and can also take activities that are based on re-construction 

operations in the long run.  

In Figure 4, bellow, is shown that public financing model as well as catastrophe 

risk state management is linked and related to achieved level of economic 

development. 

Figure 4. The role of government in catastrophe risk management as function 

of achieved level of economic development 

 
Source: Michel-Kerjan, E., Zelenko, I., Cardenas, V., Turgel, D. (2011). Catastrophe 

Financing for Governments: Learning from the 2009-2012. MultiCat Program in Mexico, 

OECD Working Papers on Finance, Insurance and Private Pensions, No. 9, Paris: OECD 

Publishing, p. 7. 

Less developed counties, on the bottom of economic development scale, are 

dependent of international donors which are mostly international institutions. 

Characteristic of their public financing model is expressive ex-post financing, which 

means that governments take actions after catastrophe events. Funds, collected from 

donors are allocated by the government.  
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As a rule, more developed countries choose ex-ante strategy, before disasters, to 

reduce probability of catastrophe events and prepare action plans in case of disaster. 

Even in most developed countries, when with economic development grows role of 

private sector in catastrophe events insurance, important role plays state in catastrophe 

risk management.  

Previously, supply side imperfections of the private insurance market are listed and 

they justify the intervention by state in catastrophe risk management. Governments 

can apply several mechanisms, mostly ex-ante, to provide financing consequences of 

catastrophe events (OECD 2013): 

 Government reserves - two defferent approaches is being applyed. First, in 

which, reserves are located in national budgets annualy, and in next year 

reserves of previous year are replaced. Second, in which amount of unspent 

reserves of current year is being transfer to budget reserves for catastrophe 

events management of next year, thus forming growing reserves for 

forthcoming losses. 

 Contigent credit arrangements - governments have arrangements usually with 

financial institutions, that country can pull low interest resources in case of 

natural disasters. 

 Catastrophe-linked bonds - allowing for issuance of bonds by the insurance 

companies, which are sold to investors at fixed return. In case of disasters, 

principal is witten-off, so the sponsor pays only the interest. 

In compared practice worldwide, government influence on insurance market can be 

in three ways. State can be a direct insurer, also government can provide secondary 

support to private insurers by reinsuring, or take a indirect role in insurance sector 

defining rules and regulations to ensure the functioning of the private insurance 

market without direct government support. 

Role of direct insuring by state means that this modality is organized and funded 

by the government and also, that is not based on basic principles of insurance. This 

modality covering a wide segment of the population, but it is not financial sustainable 

because a lack of basic principles of insurance, reflected in no premium rate 

differentiation, which cause problem of moral hazard. Also, direct premium 

subvention by government, can cause adverse selection problem, putting into 

privileged position high-risk policyholders. Further, this problem can be solved by 

establishing obligatory premium for insurance of natural disasters. A defect of 

obligatory premium is discouraging insured population to take preventive actions to 

reduce probability of catastrophe risk or to take activities which reduce harmful 

consequences of natural disasters. 

Speaking about the government role in private insurance sector, it is important to 

say, that modality of catastrophe risk management by state with reinsurance role in 

market has advantage in combining government`s ability to provide a broad scope of 

insurance coverage with private market ability to effectively apply insurance 

principles. 
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In today, global economy, with no-borders, political circumstances indicate 

partnerships among countries even from different continents, especially from same 

region of a continent. That effect of globalization gives small, open economies in 

same region, which are faced with natural disasters to make agreements among them, 

to share mutual risk of catastrophe events. Limited access to international financial 

markets is the reason more for small countries to make this arrangements and 

establish mutual funds, statistical database and know-how on relevant methodologies 

for comprehension of catastrophe risk. 

Modern and innovative catastrophe risk insurance mechanisms 

Need for new, innovative risk financing modalities, appear because of rapid 

increase number and amount of catastrophe events losses. These tools are mostly 

market-based, but governments have important role in regulation.  

The most widespread innovative mechanisms are (OECD 2002, OECD 2013):  

 Parametric inbex-based weather insurance - traditional insurance mechanisms 

are related to time lag (from moment of disaster to moment of coverage 

payment) which includes insured`s request for covering, demage evaluation by 

insurer, long precedure, etc. Consequently, this machanisms is created to 

improve that defect and reduce time for covering demage by insurer.  

The insured amount is being paid out once the agreed weather-index deviates 

from historical average, independent of actual losses. Using a satellite for 

monitoring current wheater situacion and collecting data in real time suppose 

to improve efficiency of this tool. 

 Using lending institutions as risk agregators - the index-based insurance 

scheme is created, serving as a hedge for credit portfolios. Index-weather 

values are developed for separate regions worldwide. Values are benchmark 

for every part of the world and they indicate payment of demage. 

Compesations are pre-defined as fixed percentage of value of insurance 

companies` portfolio.  

 Insurance-linked securities - The securities values depend of current losses 

triggered by catastrophe events. Financing low-probability, low-frequency, 

high-severity disaster losses is their mostly usage. 

 Public-private insurance programs - the last but not the least, these programs 

have important role and contribute to sustainable development of countrie. 

Previosly, it is written that combining public and private sectors can give very 

good results. In these programs, special private entities collect premiums and 

pay insured amounts for catasrophe events. Further, programs can be linked to 

the ''bundled system'' creating combination of non-life insurance (e.g.fire 

insurance), and disaster insurance (e.g. floods). Expetations, relations and 

responsibilities have to be clearly defined among participants, in order to 

avoide ''free rider'' problem.  
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Reasons why these mechanisms are important for sustainable financing 

catastrophe risk and thereby sustainable development are: 

o reducing and avoidance future fiscal expenditures for recovery and 

reconstruction destroyed objects, 

o contribution to development of a competitive private insurance market 

for catastrophe events causing reducing of transaction costs and 

increasing level of risk diversification, 

o reducing moral hazard stimuli, 

o creating new business opportunities for ''pure'' private insurance 

entities and companies, 

o increasing operational efficiency, changing strategic focus of 

catastrophe risk management through redistribution of responsibilities 

from the government to private sector. 

Conclusion 

Recent costly losses in regions which are considered risk-free highlighted the limited 

understanding of natural disasters by the risk-holder and difficulties in determining 

the appropriate pricing and monitoring of operations and growth without adequate 

tools for modeling risk. Indeed, the lack of appropriate risk models suggest that some 

(re)insurers can not posses adequate scales for the assessment of the risks and nature 

of losses that might occur in certain territories.  

The biggest challenges that companies face are understanding the risks and 

carefully monitoring the growth of risk exposure when the demand for insurance 

increases, especially in emerging markets. In addition, companies must recognize the 

unique characteristics that define each nation. Market entry strategies will vary from 

country to country, and access to these areas should not be based on one general or 

common strategy. Therefore, the importance of a better understanding of the risks of 

natural disasters by the risk takers and overcoming the limitations of the models are 

key factors to ensure profitable growth. 

Risk models are crucial for risk assessment. However, every decision based on a 

such  model should always be made with the knowledge that risk models have 

numerous "blind spots". Secondary causers of losses were not considered as 

significant in models of earthquakes, but they have contributed significantly to the 

total losses. Subsequent earthquakes, tsunamis, landslides and floods are some of 

these secondary causers of losses. They are ''blind spots'' in the current models, 

although their potential impact on the assessment of the risks of earthquakes are 

significant. Insurance for industry should be considered too, as well as business 

interruption coverage, which compensates the company for the loss of profit due to 

damage to production facilities. 

Correct decision-making and lack of awareness of these models is a key success 

factor for risk-taking and risk management. A good and experienced risk 

management, catastrophe models and robust reinsurance protection can help insurers 

to manage risk. However, these tools and techniques need to be improved and 



B. MILENKOVIC, 7th International Conference of ASECU Youth (2017) 20-30 

30 

extended so that insurers can inform risk management and reinsurance decisions in 

each new region and identify the hidden potential loss exposure in their portfolios. If 

we take into account all these catastrophic losses, which covered mainly the 

international reinsurance companies, we conclude that reinsurance coverage remains 

the most effective method to protect insurance companies from unexpected 

catastrophic losses. 

Correct decision-making and awareness of the imperfections of these models is a 

key success factor for risk-taking and risk management. A good and experienced risk 

management, catastrophe models and robust reinsurance protection can help insurers 

to manage risk. However, these tools and techniques need to be improved and 

extended so that insurers can inform risk management and reinsurance decisions in 

each new region and identify the potential hidden exposure to losses in their 

portfolios. If we take into account all these catastrophic losses, which covered mainly 

the international reinsurance companies, we conclude that reinsurance coverage 

remains the most effective method to protect insurance companies from unexpected 

catastrophic losses. 

Insurers will have to boost capital adequacy to cover the same level of exposure to 

catastrophes, which will probably lead to an increase in demand for reinsurance 

protection. The catastrophe events in the last three years have shown that the 

insurance industry can operate efficiently and in the most extreme circumstances, and 

to play a key role in financing post-catastrophic recovery. Moreover, insurance is able 

to provide coverage, despite the great economic crisis, even while continuous 

providing coverage for many other dangers.  

For economic sustainability of the insurance industry in the long term, the 

insurance cover need to be able to realistically reflect all the risks involved in it. If 

history serves as a guide, the insurance industry has a tendency to learn from painful 

experience after the financial events that cost them dearly. In the future, only by 

implementing proactive neglected samples of losses, will ensure in advance that 

expenses of risks be real estimated. Competitive and accessible (open) insurance 

market, which reflects the true risk, is crucial to maintain continuous coverage. The 

risk must be spread across a greater number of individuals and business owners, in 

order to make premium affordable. This will only be possible if awareness about the 

risk be raised. Only then, the insurance industry will be able to continue to play a key 

role in reducing risk and financing postcatastrophic recovery. 
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1. INTRODUCTION 

The purpose of the paper is to empirically study people’s time allocation to paid work 

–an all-important human resource by econometrically analyzing the first proper 

diary survey carried out in Greece on a representative sample of the population and, 

hence, to contribute to the growing literature regarding time allocation and the labor 

supply that builds on the seminal works of Becker (1965), Heckman (1979) and 

others.  

In our view, estimating people’s engagement in paid work from microdata while 

taking into account the personal and family information of those who are unemployed 

or not participating in the labor market is both necessary for policy making (esp., in 

a country undergoing an eight-to-nine year long economic recession) and most 
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relevant to a conference aspiring to help understand and address socioeconomic 

challenges in a rapidly changing world.  

To the extend the survey solicited one weekday and one weekend diary from all 

individuals aged ten years old or older in the households considered, one of the 

paper’s novelties is to estimate and compare the daily expressions (regarding Monday, 

Tuesday, Wednesday, Thursday, Friday, Saturday, Sunday) to the weekday and 

weekend expressions of the labor supply function. Another novelty is the introduction 

of a preliminary probit analysis regarding the households that fully participated in the 

survey by providing complete diaries for all members aged ten or older and the 

households that did not fully participate in the survey, in addition to the usual sample 

selection bias correction (SSBC) step undertaken to capture the heterogeneity of labor 

market participants,
1
 so that people’s paid work allocation choices may be considered 

in the context of the entire time allocation activity of the household. Understandably, 

to the extent the data derive from daily diaries, they are likely to contain actual rather 

than expected (contractual) hours of work (Juster and Stanford, 1991). One is also 

mindful that though economical to run, compared to seven-day diary surveys, two-day 

diary surveys are likely to miss a good number of activities among respondents due to 

the shortness of the reference period (Prodromídis, 2014). 

The rest of the paper is organized as follows: Section 2 presents the data, and 

Section 3 presents the method. Section 4 engages in the SSBC procedures. Section 5 

provides and discusses the findings of the OLS day-to-day functional forms, and 

Section 6 the findings of their OLS weekday and weekend counterparts. Finally, 

Section 6 supplies the conclusions thoughts for further research.  

2. A FEW WORDS ABOUT THE DATA  

The data considered hereinafter were solicited from 7,137 individuals aged ten years 

old or older from 3,371 households, via a Harmonized European Time Use Survey 

carried out by Greece’s Statistical Authority (ELSTAT) between March 2013 and 

February 2014, and contain: 

 regional and population density information associated with people’ place of 

residence;  

 personal time-allocation information organized in ten minute intervals for a 

weekday and a Saturday or Sunday, across 112 distinct types of main and 

(occasionally) secondary activities, four of which are classified as related to 

employment and travel to/from paid work;  

 information as to whether the aforesaid time-allocations were solicited on regular 

or vacation days;  

 an independent week-long log regarding respondent’s paid work involvement, 

obtained via interviews; 

                                                 
1  The SSBC step is properly described by Killingsworth (1983), Killingsworth and Heckman (1986), 

and others. 
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 information for each and every respondent: gender, age, country of origin, highest 

level of educational attainment, type of paid work performed, sector of activity 

and salary range (if any).  

According to the daily diaries, over 95% of the respondents lived in households 

that provided complete accounts of their members’ activities. Of these respondents 

71% (88%) abstained from paid work activities during the weekday (weekend) of the 

survey. However, those  who did not abstain allocated between ten minutes
2
 and 

twenty hours
3
 in paid work activities, with women averaging between 6.3 hours (on 

Sundays) and 7.1 hours (on Tuesdays), men averaging between 6,8 hours (on 

Sundays) and 7,9 hours (on Mondays), women exhibiting higher variability on 

Mondays and Tuesdays, and men exhibiting higher variability on the other days. (See 

Abstract, Tables A1-6.) 

In the analysis that follows, the time allotted primarily (mainly) to paid work is 

econometrically explained in terms of the other variables. A complementary analysis 

that explains people’s overall time allocation to paid work, by considering both the 

cases that paid work featured as the main and as the secondary activity, is also 

underway.  

3. METHODOLOGY 

To deal with potential sample selection issues, we proceed as follows by engaging in:  

 A probit analysis on (a) the households that provide complete diary information 

and (b) the households that do not; and estimate a SSBC measure that will be used 

as a regressor in the subsequent steps. 

 A probit analysis on the individuals of the aforesaid subsample under item (a) who 

according to the diaries engage in paid work and the individuals who do not 

engage in paid work; and estimate a weekday and a weekend SSBC measure that 

will also be used as a regressor in the final step. 

 OLS analyses on the positive (non-zero) hours of paid work provided by men and 

by women on (i) Mondays, Tuesdays, Wednesdays, Thursdays or Fridays, and 

Saturdays or Sundays, and (ii) weekdays and weekends. 

4. PRELIMINARY ESTIMATIONS 

The descriptive statistics of the households with complete and incomplete (or 

missing) daily diaries are provided in the Appendix, Table A1; and the binary choice 

is econometrically analyzed/explained in terms of the temporal and spatial aspects, 

plus the size of the retired and non-retired household population aged ten years old or 

older. See Table 1. According to the results, the likelihood of households returning a 

complete set of diaries (a) is higher in Northern Greece (Epirus, Macedonia, Western 

Thrace), the Aegean islands and Crete, i.e., the northern, eastern and southern part of 

the country, (b) decreases with the number of retired household members and in the 

                                                 
2  Observed among men on a Monday, and among women on a Monday and a Tuesday. 
3  Observed among men on a Sunday, and among women on a Tuesday. 
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presence of a non retired household member,
4
 (c) increases with the number of two or 

more non-retired household members, and –on the margin of the 1% significance 

level- as time goes by.  

 
Turning to the members of the households with complete diary information,

5
 we 

econometrically analyze their participation in paid work activities during weekdays 

and during weekends in terms of their own demographics, the paid work activity of 

other household members (to capture an elements of the broad household culture), the 

day considered, and the SSBC variable (inverse mills ratio) obtained from the 

previous step. Crucially, the regressors employed in the two steps vary. See Table 2.  

According to the results, weekday participation in paid work is not different from 

one day to the next at the 1% significance level and decreases during vacation, while 

weekend participation in paid work is lower on Sundays compared to Saturdays. Both 

types of participation increase with age up to the age of 43-44 for men and 42 for 

women, and decline subsequently,
6
 and also increase among the elderly (aged 82 

years or older) and as  the ratio of other household members who engage in paid work 

goes up.  

  

                                                 
4  This is the result of the twice differentiable function with respect to number of non-retired people 

aged ten or older. 
5  The descriptive statistics are provided in the Appendix, Tables A2-3. 
6  This is the result of the twice differentiable function with respect to age. 
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Next we econometrically analyze the paid work time-allocations of labor market participants from households with 

complete diary information. (The descriptive statistics are provided in the Appendix, Tables A4-6.)  
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5. THE DAILY LABOR SUPPLY FUNCTIONS 

We start with the daily allocations which we attempt to explain in terms of people’s 

residence, country of origin, educational attainment, type of work performed, 

household composition, the paid work contributions of other household members,
7
 

and the SSBC variables obtained from the previous steps, but not the salary 

dummies.
8
 Once again, the regressors employed in this step vary from those employed 

in the previous steps. See Tables 3-4.  

It turns out that at the 1% significance level, the labor supply: 

 On Mondays is: (a) Higher among women of Cypriot origin and/or women 

formally involved in economic activity; lower among women residing in places 

other than those mentioned in variables 27-33; and increases (decreases) as other 

household women engage in up to (more than) 4-5 hours of paid work.
9
 (b) Higher 

among men formally involved in economic activity; lower among men living in 

the rural areas of Attica or the modestly populated semiurban areas of the Aegean 

islands and Crete; increases among men as the number of other household men 

aged 82 or older goes up, and/or as household women engage in more paid work. 

 On Tuesdays is: (a) Higher among women living in the modestly and thinly 

populated semiurban areas of the Aegean islands and Crete; and lower among 

women living in the modestly populated semiurban areas of Northern Greece or 

places other than those mentioned in variables 27-33; (b) Higher among men 

formally involved in economic activity, esp. as managers. 

 On Wednesdays is: (a) Higher among women formally involved in economic 

activity; lower among women of Bulgarian or Romanian origin; and increasing 

among women as the number of other women aged 42-49 living in the household 

goes up. (b) Higher among men formally involved in economic activity; and/or 

lower among men of Bulgarian or Romanian origin or whose highest 

qualification is a high school certificate or a PhD title. 

 On Thursdays is: (a) Higher among women of Cypriot origin and/or women 

formally involved in economic activity. (b) Higher among men of non-Greek, 

non-Bulgarian or non-Romanian origin, living in the densely populated urban 

areas of Central Greece or the modestly populated semiurban areas of Northern 

Greece, formally involved in economic activity, esp. as managers, and/or whose 

highest qualification is a Bachelor degree; and increasing (decreasing) among men 

                                                 
7  The unpaid work contributions were also considered in the manner done by Prodromídis (2014), on 

the basis of naive assumptions similar to those made by Barth (1967), where a household members 

may take the time allocation choice of other members as given; however the paid work contributions 

provided a better fit, and are employed as regressors hereinafter. 
8  To the extend, earnings are based on people’s wages and usual hours of paid work (i.e., a 

manifestation/variant of the dependent variable), the dummies associated with earnings will not  be 

used as regressors. 
9  This is the result of the twice differentiable function with respect to the paid work that other women 

provide. 



L. LODI, 7th International Conference of ASECU Youth (2017) 31-51 

40 

as the number of other household men aged 42-49 goes up, and/or as women 

(other men) in the household engage in more paid work. 

 On Fridays is: (a) Higher among women formally involved in economic activity, 

esp. as managers; lower among women of Bulgarian or Romanian origin; and 

increasing among women as the number of other women aged 74-81 living in the 

household goes up. (b) Higher among men of Cypriot origin and/or living in the 

rural areas of Attica, formally involved economic activity, and/or whose highest 

qualification is a primary school certificate or a Master degree; and lower among 

men of non-Greek, Bulgarian or Romanian origin. 

 On Saturdays is: (a) Higher among women living in the thinly populated 

semiurban areas of the Aegean islands and Crete; lower among women living in 

modestly populated semiurban areas of the Aegean islands and Crete; and 

decreasing as the numbers of people age 41 or younger, of other women aged 42-

73, and/or men aged 58-81 living in the household go up. (b) Higher among men 

formally involved in economic activity, esp. as managers, and/or living in the 

rural areas of Attica; and increasing among men as the number of household 

women aged 82 or older living in the household goes up, and/or as women living 

in the household engage in more paid work.  

 On Sundays is: (a) Higher among women whose highest qualifications is a Master 

degree; and decreasing as the number of other women aged 82 or older living in 

the household goes up. (b) Higher among men formally involved in economic 

activity; lower among men of Cypriot or of non-Greek, non-Bulgarian or non-

Romanian origin, and/or living in the rural areas of Attica, and/or whose  highest 

qualification is a primary school certificate, Bachelor or Master degree; and 

decreasing among men as the number of women aged 42-49 or 74 and older who 

live in the household goes up. 

6. THE WEEKDAY AND WEEKEND LABOR SUPPLY FUNCTIONS 

When the same data are summed and organized along the weekday/weekends divide, 

paid work may be explained in terms of the same or slightly modified variables 

through many more observations (i.e., with extra degrees of freedom). See Table 5. In 

these cases, the labor supply: 

 On weekdays and weekends, is higher among both and women involved in paid 

work activities in the secondary and tertiary sector. 

 On weekdays is: (a) Higher among women of Cypriot or French origin, among 

men of Polish or Swedish origin, among men and women formally involved in 

economic activity in the primary sector, and among men employed as managers. 

(b) Lower among people of German, Austrian or Romanian origin, and/or 

women living in modestly populated urban areas of Attica or thinly populated 

suburban areas of Attica or modestly or thinly populated suburban areas of 

Northern and Central Greece. (c) Increasing among men as the number of other 

men aged 74-81 living in the household goes up, and/or other men living in the 
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household engage in more paid work. (d) Decreasing among women as the 

number of children aged 7-9 years old increases. 

 On weekends is: (a) Higher among men of German, Austrian or Romanian origin 

and/or living in the thinly populated semiurban areas of Attica, among men 

formally involved in economic activity in the primary sector, and among men 

and women employed as managers. (b) lower among men of Cypriot or French 

origin and/or whose highest qualification is a university degree (Bachelor, 

Master, PhD). (c) Increasing among women as men in the household engage in 

more than 5 hours of paid work,
10

 and increasing among men as the number of 

other men aged 43-57 living in the household goes up, and/or as other men in 

household engage in more paid work. (d) Decreasing among women as men in 

the household engage in up to 4-5 hours of paid work.
11

  

 

                                                 
10  This is the result of the twice differentiable function with respect to the average hours of paid work 

provided my household males. 
11  See previous footbite. 
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7. CONCLUSIONS, AVENUES FOR FURTHER RESEARCH 

Both the weekday/weekend and several daily analyses share statistically significant 

results with respect to the positive effect that formal involvement in paid work has on 

the male and female labor supplies. 

However, as a number of daily results emerge only on a particular day 

(conceivably on the basis of few observations and subsample heterogeneity), and it is 

somewhat odd to for an element to be important on one day (esp. a weekday) but not 

on another, it is probably simpler to rely on the weekday/weekend analysis. 

Needless to say, the appropriateness of basing policy on findings obtained via a 

two day diary survey (involving one weekday diary and one Saturday or Sunday 

diary) may have to be settled by means of comparisons with a seven day diary or a 

seven day log survey, which in our case, apparently, is available through interviews, 

and Savvopoulos (2017) has gone some way in organizing the data with the intention 

to estimate the week-long labor supply. 

Nevertheless, the findings are of interest to policy-makers, especially since the 

only other suitable microeconomic dataset regarding workforce participation dates to 

2011 (the Census). For instance, they reveal the presence of statistically significant 

regional subregional and gender effects (differences); reduced paid work involvement 

by male university graduates at the weekend, amd suggest that the paid work 

involvement of men (by other males in the household) has a positive effect on the 

female labor supply duting the weekend (on male paid work both on weekdays and 

weekends).  

Last but not least, we wish to report that our technical novelty, namely, the 

introduction of a first stage (preparatory) equation regarding participation in the 

survey, appears to be useful, in exploring issues regarding households economics and, 
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especially, since the sample selection correction variable obtained from it turns out to 

be important in the labor market participation function.  
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Abstract 

The bilateral economic relations between Bulgaria and Greece can be viewed as 

an example of a positive and well developing cooperation between neighbouring 

countries. Despite that their membership in the European Union has contributed 

to the strengthening of their commercial relations, over the past few years it is 

observed a decline in their trade turnover. The aim of this paper is to examine 

the development of the bilateral trade relations between the two countries in the 

last decade. Throughout the research paper, a variety of indicators have been 

used in order to gain impressions of the status of the bilateral trade ties, such as: 

trade complementarity index, and trade intensity index among others. The 

findings show that due to the debt crisis in Greece and the economic and 

political volatility in the country in the last few years, the trade relations have 

weakened. Nevertheless, the two countries are aiming at strengthening their 

relations, reaching collective goals. 
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Introduction  

1. Overview of the bilateral relations (political, cultural, legal aspects) 

The economic relations between Bulgaria and Greece are a good example of friendly 

neighbouring countries. In a dynamic region like the Balkans the cooperation has past 

through the fall of the Eastern block and the acceptance of Bulgaria in the EU, this 

further strengthened their bond. For Bulgaria the close relations with an old member 

of the EU are of great importance for the integration of the country and its further 

economic development. 

The ties between the two countries are not only economic but there is a strong 

political, cultural and religious bond between the two nations. Greece and Bulgaria 

consider each other a friendly nation and enjoy excellent diplomatic relations. The 

two countries are members of the EU and NATO, with Greece supporting the 

Bulgaria's Euro-Atlantic integration and its entry to the Schengen Area. Furthermore, 

both countries share common views about the Balkans and the European union as a 

whole. 

                                                 
*  Corresponding address: Elitsa DIMITROVA, Studentski Grad, 19, Sofia, Bulgaria.  

E-mail: ellie9658@gmail.com 
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1.1 Brief history of the bilateral relations 

Modern relations between the two countries were established in 1908. However, until 

the beginning of 1950 there were conflicts and absence of real diplomatic relations 

because of the Greek-Bulgarian struggle for Macedonia and the integration of the two 

countries in the opposing coalitions in the Second World War. 

On February the 10th, in 1947 a peace treaty was signed in Paris, according to 

which Bulgaria restored the Greek territories that had previously been occupied. In 

1953 an agreement was signed to restore the border line. In July 1964, 12 other 

agreements were signed in Athens to fully restore the diplomatic relations. These 

were few of the most important stabilizing factors in the Balkans is the economic 

relation between the two countries, with targets such as increasing the bilateral trade 

and the direct investments. Until 1978, trade agreements and protocols were signed 

with continuous increase in exchanges between the countries. Greece’s accession to 

the EU in 1981 marked a new period of stagnation in the bilateral trade. 

In the 90’s, the economic relations between Bulgaria and Greece are characterized 

by positive changes. This is to be proved by the changes in the mutual commerce and 

thus Greece ranges among Bulgaria’s first five main trade partners in the world. This 

trend can be still observed. Moreover, Bulgaria is the main commercial partner of 

Greece in the South-eastern region. 

1.2  Beneficial factors of the bilateral relations 

The main benefits from the economic relations and the increases of the mutual 

turnover are determined by two very important circumstances: 

 The relations of the countries with the EU and NATO 

 The geographical proximity of the countries; The advantage of the 

neighbouring countries refers directly to the lower transport costs and the 

opportunity for receiving reliable information from the markets. It also has to 

do with the similarity of the market characteristics. As for the consumer 

goods industry it means similar preferences for the consumers, and as for the 

means of production trade it means similar structure of the industries. 

The factors mentioned above determine the type of trade between Bulgaria and 

Greece. The trade between the two countries has a typical intra-industrial character. It 

is a trade inside the different sectors of the economies rather than between the 

economies themselves. 

1.3 Diplomatic relations 

The exceptional relations between Greece and Bulgaria have been recently upgraded 

qualitatively through regular exchanges of high-level political visits and respectively 

collaborate harmoniously in regional initiatives. It has to be recalled that Greece was 

among the countries that eagerly and substantially supported Bulgaria’s accession to 

NATO and the EU. Greece also supports Bulgaria’s application to join the Schengen 

Area. At a bilateral level, the countries co-operate closely on political, economic and 
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energy issues. A Greek-Bulgarian High-Level Cooperation Council has also been 

established under the auspices of the two Prime Ministers. 

1.4 Comparison of Bulgaria with Greece 

Greece and Bulgaria are both located in South-East Europe, on the Balkan Peninsula. 

The two bordering countries have relatively low endowment of natural resources, 

similar mountainous relief, very small size difference and almost identical climate. 

The historical record of the two countries is quite similar with identical prevailing 

periods and constant land disputes often resulting in wars. It all prompts to a similar 

economic development but this is where the similarities stop. After WWII the two 

countries undertook completely different economic and political systems. Bulgaria got 

on a path towards centrally planned economy, while Greece went on to develop a 

market economic system, under a parliamentary government with a multiparty 

system, which was disturbed from 1967 until 1974 by a military dictatorship. After 

1990 Bulgaria also joined the other Eastern European countries in trying to reform 

what seems to be an outdated, utopian system of central planning into an up-to-date, 

proven effective market economy. The transition is still ongoing as in 2007 the 

country became a member of EU. The main differences between those two countries 

can be observed in the following table: 

 

Bulgaria Greece  

Population  7.178 mill  10.82 mill  

Government  Republic  Republic  

GDP  $50.20 billion (2015)  $194.9 billion (2015)  

GDP per capita  17.2k (2015)  26.9k (2015)  

GDP growth  3.6% (2015)  -0.2% (2015)  

Inflation  -0.1% (2015)  -1.7% (2015)  

Unemployment  11,6% (2014)  26,3% (2014)  

Public debt as a % of GDP  18,4% (2013)  175% (2013)  

Current account as a % of GDP  3,9%  -1,8%  

2. The Bulgarian - Greek trade relations: trends, structure, performance 

Trade relations between the two countries are a typical example of relations between 

neighbouring countries facing a different level of economic development. On the one 

hand, the main part of the mutual turnover is within and not between sectors, i.e. the 

trade takes on an intra-industrial character. On the other hand, Bulgarian exports are 

dominated by products with lower value added and row materials, while Greek 

exports to Bulgaria are dominated by goods with higher level of processing and 

ready-made products. 
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2.1 Dynamics of the Bulgarian - Greek trade relations (exports, imports, trade 

balance) 

Year 
Total 

turnover 

growth,

% 
Export 

growth,

% 
import 

growth,

% 
Balance 

2006  2039.65  1 072.60  967.05  105.55  

2007 2575.69  26.28  1 220.19  13.76  1 355.50  40.17  -135.31  

2008 2870.19  11.43  1 508.61  23.64  1 361.58  0.45  147.03  

2009 2140.00  -25.44  1 111.50  -26.32  1 028.50  -24.46  83  

2010 2378.64  11.15  1 236.71  11.27  1 141.93  11.03  94.786  

2011 2736.62  15.05  1 423.56  15.11  1 313.06  14.99  110.500  

2012 3037.20  10.98  1 494.55  4.99  1 542.64  17.48  -48.092  

2013 2981.37  -1.84  1 545.99  3.44  1 435.38  -6.95  110.615  

2014 2817.56  -5.49  1 480.79  -4.22  1 336.78  -6.87  144.010  

2015 2778.6  -5.1  1 510.736  2  1 267.872  -5.1  242.864  

By analysing the data, the following trends can be observed: 

 The total turnover in the pre-crisis years has an increasing share, followed by a 

sharp decrease in 2009 with -25.44 %. In the following years, it is observed a 

continuous increase in the total turnover as it reaches its peak in 2012 with 

3037.20 mln. EUR. However, in the last few years of the period it is 

experienced a minor decrease in the values. 

 The export from Greece to Bulgaria is the lowest in 2006 and 2009, but in the 

last few years it is constantly increasing except for 2014 when there is a slight 

drop with -4.22%. 

 The import from Bulgaria to Greece has a fluctuating character for the 10 

years period. Again in 2009 when the crisis hit it was experienced the biggest 

drop in the growth with -24.46%. Afterwards it is observed a growth until 

2012, followed by a constant decrease for the last 3 years of the period. 

 The trade balance in the period 2006-2015 shows that Greece exports more to 

Bulgaria, than imports, excluding 2007 and 2012, when Bulgaria exported 

more to Greece than imported. 

 Greece is the main provider of Bulgaria in a number of products such as pasta, 

vegetables, tangerines, sugar, tobacco, etc; likewise Greece is among 

Bulgaria’s major destinations for exports. 

2.2 The Export Share - the export share as the percentage of exports from Bulgaria 

to Greece and Greece’s position as a trading partner of Bulgaria is presented 

in the table below: 

Year Share Ranking 

2006 8,93% 4 

2007 8,17% 4 

2008 9,10% 1 

2009 9,43% 2 

2010 7,93% 5 

2011 7,05% 5 

2012 7,18% 5 

2013 6,95% 5 

2014 6,70% 5 

Source: wits.worldbank.org 
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Analysing the statistics we see that Greece is one of the main trading partners of 

Bulgaria. This is normal having in mind that they are both neighbouring countries and 

members of the EU. However, after the crisis, Greece is losing its position, being 

replaced by other countries. This downward trend in the export share can be explained 

by the tough economic times that Greece is facing. 

2.3 Export/Import coverage ratio – the table below shows the exports from 

Bulgaria to Greece and the imports from Greece to Bulgaria and their ratio 

Year 
Total exports  

(mln. EUR) 

Total imports  

(mln. EUR) 

Export/Import 

coverage ratio 

2006 1 072.60  967.05  1.11 

2007 1 220.19  1 355.50  0.9 

2008 1 508.61  1 361.58  1.10 

2009 1 111.50  1 028.50  1.08 

2010 1 236.71  1 141.93  1.08 

2011 1 423.56  1 313.06  1.08 

2012 1 494.55  1 542.64  0.96 

2013 1 545.99  1 435.38  1.07 

2014 1 480.79  1 336.78  1.10 

2015 1 510.7  1 267.9  1.19 

The export to Greece have an upward trend as they increased from 1 072.60 mln 

EUR in 2006 to 1 510.7 mln. EUR in 2015. Nevertheless, the values were fluctuating. 

The imports have an unclear trend as they were constantly increasing and decreasing. 

In this period the export/import coverage ratio is more than 1, except for the years 

2007 and 2012, which indicates that Bulgaria has a positive trade balance with 

Greece. 

2.4 Growth rate of export of goods for the period 2006-2015 – the table is showing 

the goods with the biggest growth rate for the exact period 

Product  Growth rate 

1. Other transport equipment  93.51% 

2. Oil-seeds and oleaginous fruits  71.54% 

3. Tobacco and tobacco manufactures  61.58% 

4. Crude rubber (including synthetic and reclaimed)  61.29% 

5. Medicinal and pharmaceutical products  50.20 % 

6. Beverages and tobacco  43.95% 

7. Coffee, tea, cocoa, spices, and manufactures thereof  34.77% 

8. Travel goods, handbags and similar containers  30.26% 

9. Telecommunications and sound-recording and reproducing apparatus and 

equipment  
26.48% 

10. Dairy products and birds' eggs  
24.41% 

The table shows the top 10 products that have the biggest growth rate of exports 

for the 10-year period. Bulgarian exports are dominated by products with lower value 

added and row materials. The biggest growth rate for the 10-year-period is 

experienced in the transport equipment, in the oil-seeds and oleaginous fruits and 

tobacco and tobacco manufactures. 
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2.5 Trade intensity index 

The trade intensity index for 2010 is 0.037 which indicates that the bilateral trade 

between Bulgaria and Greece is smaller than expected. In 2015 the index is 0.035 

which points out the lack of real development in the trade intensity. 

 
The complementarity index shows how good the export pattern of Bulgaria 

matches the import profile of Greece. It is noticeable that in 2006 the trade profiles of 

the countries were more compatible than in the next years. Furthermore, the countries’ 

profiles are becoming less compatible over time. 

3. Other forms of foreign economic relations of Bulgaria with Greece 

3.1 Investments: 

The progress of Greek investments in Bulgaria, for over than two decades, is 

explained by a number of factors of which the most important are the low paid labour, 

the existence of highly favourable trade agreements and low taxation. Furthermore, 

bureaucracy, bribery, high risk, corruption that characterized the economy of the 

Balkans were discouraging factors for Western investors. Bulgaria exploits the Greek 

capital for economic growth without resorting to external loans and appropriates 

western technology and administrative know-how offered by the daily transaction 

with the Greek enterprises. On the other hand, Greek companies have found the 

appropriate way to expand their activities beyond the Greek limited space or the very 

demanding and competitive European market. 

In the field of investments the Greek banks led the process of Bulgarian market 

entry. They dominated the market by participating as shareholders in the respective 

Bulgarian credit institutions during the latters’ privatization process. As a result, 

nowadays, the Greek banks are in control of the 23,6% of the total bank capital in 

Bulgaria. This movement prompted more small and medium-sized enterprises from 

Greece to invest beyond the borders. The Greek penetration in the Bulgarian market 

was further enhanced by the strong presence of OTE (Greek Telecommunications 
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Organization) in the neighbouring country which, in turn, consolidated its lead 

through the establishment of a number of telecommunications subsidiaries. 

 Greek investments in Bulgaria for the period 2006-2015 

Year  Mln. 

Euro  

2006  533.5  

2007  874.5  

2008  635.9  

2009  218.7  

2010    63.6  

2011    -0.1  

2012  -125.7  

Analysing the graph it is noticeable that in the pre-crisis period, the investment 

interest increased respectively, with their focus being in sectors such as tourism, real 

estate, financial services and food industry, which was contributing significantly in 

the further linking of the two economies. However, in 2011 and 2012 there is a big 

decrease. This drop in the investments can be explained by the problems that the 

Greek economy is experiencing. 

3.2  Tourism 

The signed, in June 1995 and approved in may 1998 by Republic of Bulgaria, Treaty 

for cooperation in the sphere of tourism between the two countries creates 

preconditions for enlarging the specialized tourism and activating the individual, 

realizing of investments in the touristic attractions. In the treaty is foreseen the 

participation of some Cyprus companies in the management, renovation and 

exploitation of the Bulgarian touristic attractions and the joint preparation of 

employees in the sphere of tourism. 

change over the years: 

Year 
Greek tourists 

in Bulgaria 
% 

Bulgarian tourists 

in Greece 
% 

2010 905 083  11 %  899 357  - 43.2 %  

2011 942 680  4.2 %  1 000 660  -11.3 %  

2012 928 552  -1.5 %  789 970  -21.1 %  

2013 935 431  0.7 %  828 929  4.9 %  

2014 1 031 981  10.3 %  866 609  4.3 %  

2015 972 971  - 5.7 %  1 043 078  20.4 %  

The two countries have excellent relations in the sphere of tourism. Greece is 

Bulgaria’s main source of tourists, while Bulgarians are the second largest group of 

tourists visiting Greece. By analysing this table we can conclude that in the last few 

years more and more Bulgarian tourists prefer Greece as a travel destination, as most 

of them visit our neighbour country in the summer season. In 2015 the number of 

Bulgarian tourists in Greece has increased with 20.4%, reaching its peak with 1 043 

078 people. On the other hand, Greek tourists in Bulgaria prefer our ski resorts. The 

biggest number of visitors was in 2014 with 1 031 981 people. 
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3.3  Relations in the sphere of education and culture 

Under the Greek-Bulgarian Cooperation Programme, close collaboration between the 

two countries continues undiminished across a broad spectrum of educational and 

cultural issues - collaboration between universities, exchanges of scientists, 

scholarships, seminars, etc.  

3.4  INTERREG V-A Greece-Bulgaria 2014-2020 Cooperation Programme 

The European Commission adopted on September 9, 2015 the Cross Border 

Cooperation Programme for Greece and Bulgaria, which first priority is to boost the 

competitiveness of SMEs and help them expand beyond local markets. The budget of 

the Programme amounts to €129 million, with a contribution from the European 

Union of more than €110 million from the European Regional Development Fund. 

This Programme will help the border regions of Bulgaria and Greece to work together 

and address common challenges. The Programme will focus on the following four 

priorities: 

 

 

d Cross Border Area 

 

The Programme, which covers 11 Greek and Bulgarian regions, will also improve 

cross border cooperation to better protect the local population from the risk of 

flooding. It will develop and promote the border area's cultural and natural heritage. 

Furthermore, investments under the Interreg Programme will improve the 

management of water resources and cross border connectivity. This means reduced 

travel times, as well as improved traffic safety. Finally, the Programme aims to 

expand social entrepreneurship in the border area, leading to increased employment in 

social enterprises and enhanced delivery of social services to vulnerable communities. 

4.  Prospects for Intensification of the bilateral economic relations 

4.1 Issues and Policy options 

Depending on their nature, the issues are generally related to the institutional, 

economic and informational conditions for the development of business relations 

across the border. More concretely, the following problems concerning the relations 

as well as measures for overcoming them can be outlined: 

– smuggling, fake export, declaring lower cost or 

volumes of imported products, lower expenses of transportation, insurance, etc. All 

these violations of the law put loyal businessmen in a position of unfair competition. 

This situation forces them to either lessen their profits or get away from real 

business and go to the “grey zone” of the economy 

. In terms of customs formalities and 

passing the border, many companies complain of the slow customs processing which 

makes them wait a long time across the border. 
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- the road conditions especially in Bulgaria are in a 

very bad condition. The problem in building and reconstructing roads is financial and 

the process of raising funds for these projects is very difficult and slow. However, in 

2015 an additional sketch of the highway to the border crossing "Kulata" was opened, 

which will make it much faster and convenient for the people travelling from and to 

Greece. The whole highway is expected to be finished within 2025. 

has faced it. Bureaucracy in its different forms damages indirectly the economic 

relations. The negative effects are usually missing profits and opportunities. It should 

be emphasized that companies mention bureaucracy as a problem in the trade 

relations and anytime they refer to investment projects. Reduction and elimination of 

bureaucracy is a slow and difficult process because sometimes it leads to job losses 

and on the other side it is difficult to be overwhelmed. 

evious 

one. It has also much to do with gaps in administration and improper use of 

information. The problem can be resolved by popularizing the state and non-

government institutions that support business organizations and develop new channels 

for delivering information. There is a positive initiative for establishing Bulgarian - 

Greek business and information centres in both countries which will facilitate the 

contacts among companies and support their activities. 

In addition to the difficulties mentioned above, there are some more obstacles in 

establishing better relations between Bulgaria and Greece that are less burdening for 

companies from border regions. One of them is the language barrier, which is 

problem especially in the contacts between small and medium companies. The 

advantages of the bordering regions is that the language barrier is not that significant, 

they know their neighbours from across the border, check points are closer, there are 

many family relations and mixed marriages. This explains the higher activity in South 

Bulgaria and North Greece in trading and doing common activities in different fields. 

4.2  Potential sectors for Trade/Investment Expansion 

The considerable interest in cooperation between the border regions of the two 

countries can be estimated by the realization of specific projects and initiatives that 

stimulate the cross-border cooperation. Initiatives are carried out on different levels 

with the support of local and state administration, chambers of commerce, 

professional and non-government organisations related to the economic development 

of the countries. Many events like business forums and meetings “business to 

business”, visits of ministers and vice ministers accompanied by business delegations, 

presentations of the economies and the possibilities for cooperation, participation in 

common and specialized fairs and exhibitions were organised in the cities of North 

Greece and South Bulgaria. These events and activities help the companies to get 

acquainted with each other. They also enhance the contacts between Chambers of 

Commerce, the exchange of information and the opportunities for doing business on 

the other side of the border. 
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A tendency in cross-border cooperation that becomes very popular lately is the so-

called fraternisation of cities. The development of the relations between the local 

administrations from the two sides of the border has different aspects: 

countries and support of small and medium companies, facilitation the contacts 

between potential partners from both sides of the border through different initiatives 

and events; 

-how by a member country of the EU in 

different aspects; 

 

Support of the investment process and participation in the privatisation of 

industries in the region. 

In order to achieve these goals and the projects to be completed many efforts have 

been made for participation in the projects financed by the EU. There are many 

examples for this kind of cooperation but the most successful are the Gotze Delchev - 

Drama project (establishing the so called Euroregion Mesta – Nestos) and the 

cooperation between Blagoevgrad and Serres. 

It should be emphasized that fraternisation of cities is a successful example for 

cross-border cooperation and it leads to real economic results. The cooperation on 

local level is more effective and easier to realize. The agreements signed by local 

administrations contain concrete stipulations and bind both countries with practical 

realization. Signing agreement on local level often leads to solving problems on 

interstate level. Typical examples for this are the contracts for hiring Bulgarian 

workers for season jobs in Greece. On government level there is an Agreement on this 

issue but due to procedure difficulties it is not functioning. Despite of the intention 

declared on a high level this problem is still open. By signing contracts Greek 

counties are able to hire Bulgarian season workers, which is a benefit for both 

countries. 

5. Conclusion 

In the era of globalization it is impossible for countries to survive isolated from their 

neighbours without any sign of cooperation. The Bulgarian-Greek bilateral relations 

are an example of positive cooperation between neighbouring countries, aimed at 

establishing of stability and improvement of the relations. Their relations have 

overwhelmed many conflicts and difficulties in the past, but there is a noticeable 

improvement in the collaboration between the two countries, especially in the last few 

decades. The membership of the two countries in the EU has a significant contribution 

to this process. Their location in the heart of South-eastern Europe is of strategic 

importance for the cooperation with other states, their integration and accomplishment 

of economic growth. Despite that over the past few years it is observed a decline in 

the mutual trade turnover. The findings show that this is due to the debt crisis in 

Greece and the economic and political volatility in the country in the last few years. 

Nevertheless, the two countries are aiming at strengthening their relations, reaching 

collective goals. 
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Abstract 

China has gradually taken its responsibility as a powerful giant country in 

today’s world. In this article, I try to summarize the past economy development 

in China and to describe the present international situation of China and some 

information about China’s  trade partners in today’s rapidly developing world. 

And one thing maybe true in terms of China’s attitude to today’s world, it’s 

cooperation.  
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Introduction 

1. China’s economy development in the past 

From the China reform and opening up, average GDP per year in China has achieved 

9.5%, which is the fastest one around the world.And the speed is three times the 

annual growth rate of the world economy.At present,China is the second largest 

economy around the world. The per capita income of urban residents has increased 17 

times from 344RMB in 1978 to 6280RMB in 2000.Through a period of high-speed 

growth of economy, China now are gradually going into a new term called ‘new 

normal’ in which China can still keep average GDP growing at 6.5% speed. So it 

indicates that the potential for China’s economy is still very strong. 

Finish this paragraph; let us proceed to the next paragraph. 

 

                                                 
*  Corresponding address: RUI WANG, 3008 room, 14 building,1000 lane, Wenhui road, Songjiang 

college town, Shanghai, China.  Email:18317057165@163.com 
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2. Residents income and consumption level in China 

 

From the data, we can see from 2011 to 2015, China per capita income per year has 

increased from 14551 to 21996 yuan and keep a high speed to grow.  

 

However, the per capita in city is near three times that in urban areas which shows the 

gap between city and countryside remains really large in China.  
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When it comes to the consumption level, the total retail sales of consumer goods has 

increased from 187206 to 300931 hundred million yuan per year. And it’s easy to 

conclude that the consumption of people in China has jumped to a high level with 

income increasing. 

Let’s look at Engel’s coefficient, China’s average Engel coefficient from 2008 to 

2015 is estimated 36% which is considered as a very low life level comparing to the 

US and European countries which is about 20%. 

So there is still a significant gap between China and developed countries based on 

such statistics. 

3. Some countries’ situation of income, the rich and poor 

 (1). China 

Communist China has one of the world’s highest level of income inequality, which 

the richest 1% of households owning a third of our countries’wealth. A report from 

Peking University has found. And the poorest 25% of Chinese households own just 

1% wealth, the study found. 

China’s Gini coefficient for income,a widely used measure of income, was 0.49 in 

2012,which has risen from roughly 0.30 in the 1980s.And you should know that the 

World Bank considers a coefficient above 0.40 to represent severe income inequality. 

Zhao xiaozheng,a sociology professor at Renmin University in Beijing once said,’ 

There is no doubt that the income gap getting larger and larger. 

(2).Foreign countries 

Among the world’s 25 largest countries by population for which the World Bank 

tracks Gini data,only South Africa and Brazil are higher than china  at 0.63 and 

0.53,respectively.The figure for the US is 0.41,which Germany 0.3.As the largest 

economy in the world,the US’s Gini coefficient also presents that wealth inequality in 
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the US is also worse. So it seems like the large economy have to find ways to reduce 

the wealth gap. 

While China’s neighbor-Japan, one of the most fair country in the world, which 

Gini coefficient is just 0.2490 in 2007, sets a good example to China and the US how 

fair the income distribution is in Japan. And in 2007, the world’s top 5 Gini 

coefficient countries is ranked as Denmark (0.2470), Japan(0.2490), Sweden(0.2500), 

Czech Republic (0.2540) and Norway (0.2580). So this data statistic indicate that the 

situation of income inequality in Japan and many European countries is much better 

than China and the US, especially China. 

4. Future of China’s economy 

Although there are some difficult issues waiting our authority and government to 

solve, like the inequality of resource distribution between rural and urban areas, the 

gap between the rich and poor and so on, the market potential in China is still very 

very strong. Why I say so?  

On the one hand, China’s leadership has pledged to address inequality. As our 

president Xi Jinping once wrote in People’s Daily, a government mouthpiece, in 

2014. “We want to continuously enlarge the pie while also making sure that we divide 

this pie correctly. And Chinese society has long held the value of’do not worry about 

the amount, worry that everyone has the same amount.’ ”.So, this is what China’s 

leadership has pledged to our people to make our life much better and more hopeful. 

On the other hand, over the years China has been facing the world with an open 

attitude. In August 2013, the State Council formally approved the establishment of 

China (Shanghai) free trade pilot area. When the test area is established, the Shanghai 

Waigaoqiao Free Trade Zone is the core, and it has become a new experimental field 

of China's economy. It has implemented a number of reform measures such as 

government function change, financial system, trade service, foreign investment and 

taxation policy. Re-export, offshore business development. 

As of the end of November 2014, Shanghai Voluntary Trade Experimental Zone, a 

total investment of more than 22,000 a year, nearly 14,000 new enterprises, foreign 

investment in 160 projects. 

Free Trade Zone has responded to the new situation of world economic 

development. China (Shanghai) Free Trade Experimental Zone has become a member 

of the World Federation of Free Trade Zones, and the World Federation of Free Trade 

Zones will help promote the overall liberalization of the world's trade zones. Promote 

the establishment of free trade zones around the world, so that most of the foreign 

trade, two-way investment to achieve liberalization and facilitation.  

5. China role in today’s world 

Since ‘one belt one road’ cooperative initiative was proposed three years ago, more 

than 100 countries and international organizations have been involved in the 

cooperation with China so far. Until 2016 July, China’s investment in relevant 
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countries has reached 51.1 billion dollars and China’s bilateral trade value with 

relevant countries has broken by one trillion dollars. 

Now, China has established the e-commerce platform with Turkey to make the 

trade there more convenient, the autonomous nuclear power technology has gone 

abroad to make more weak nations be able to protect their own countries and what’s 

more, the railway from Yiwu and Chongqing (two main trade cities in China) to 

Europe have worked, which is a big step for China and Europe getting more relevant 

and cooperative. 

China has taken on the responsibility of its great powers in new vicissitudes of the 

world and has promised to try its best to make Chinese people and the world more 

hopeful. China has been trying to make this world more closely, more cooperation. 

History will not be back, because there are always some nations and countries who 

fight for the peace, for the equality, for the future quietly trying to make this world 

more and more peaceful and hopeful.  
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 «There are some few countries in the world that would link such a long history  

of sincere friendship, like Russia and Greece» 

 

Russian Minister of Foreign Affairs S.V. Lavrov 

 

The friendship between Russian and Greece nations goes deep into the history of 

these states. Russia cherishes the centuries-old relations based on a solid foundation 

of cooperation - a common Orthodox culture, intertwined historical past, absence of 

armed clashes and territorial claims. Diplomatic relations between Greece and Russia 

were established as far back as 1828 and have not been stopped ever since. But, 

unfortunately, a number of factors prevent further strengthening of our cooperation. 

One of them is the active regional integration of Greece into the EU, which does not 

allow the trade of the two countries to fully develop. 

This article will discuss the impact of integration on the Greco-Russian 

international economic relations, the reasons for main economic indicators drop, as 

well as the prospects for further trade development between countries. 

The relevance of this article is due to the fact that Russia, like Greece, is currently 

trying to improve its position on the international market and is struggling with the 

global crisis consequences.  A reliable, long-standing economic partner is now needed 

to develop foreign economic relations more than ever. The most advanced form of 

international relations is foreign trade. It accounts for about 80% of the total 

international economic relations volume, according to economists.  Therefore, the 

identification of problems in the relationship begins with the foreign trade volume 
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analysis as an important indicator of foreign economic relations development between 

the two countries. 

Status of foreign trade is presented in Table 1 and Figures 1 and 2. According to 

the annual Federal Customs Service (FCS) report, Russian imports declined to a mark 

of 213 118 thousand US dollars in 2016. The decline trend of the imports volume has 

been traced since 2014. This is primarily due to the introduction of sanctions against 

Russia and retaliatory measures, such as an import embargo for the agricultural 

products from EU countries and states that supported sanctions against Russian 

Federation because of the Ukrainian crisis. As a result, Russian export indicators 

dropped as well. Thus, compared to 2013, exports decreased by 3482843 thousand US 

dollars in 2016 and amounted to only 2 667 129 thousand US dollars. 

 

Figure 1. 

 

Figure 2. 

 

Foreign trade of the Russian Federation with Greece 

( thousand USD ) 

Exports 

2008  2009  2010  2011  2012  2013  2014  2015  2016  

4 328 795 2 337 603 2 852 429 4 684 338 5 947 562 6 149 972 3 671 841 2 522 880 2 667 129 

Imports 

438 944 341 721 423 230 585 828 633 917 610 420 496 067 228 657 213 118 
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As a result of the trade turnover dynamics analysis, it was concluded that the 

abolition of counter-sanctions would contribute to the strengthening of mutual 

cooperation between the two countries. Unfortunately, it appears very difficult due to 

the fact that Greece is a member of the regional integration group, which dictates its 

terms to all member countries. For this reason, Greece bears the burden of Russian 

anti-sanctions and cannot independently establish relations with Russia without EU 

approval, although both sides understand that this is unprofitable. Until recently, 

Greece was a supplier of oil, furs, seafood and fruits. There is a large number of 

Russian energy, defense and telecommunication companies in Greece. Russian 

Federation is a major supplier of grain crops. 

Ways of solving the problem of the relationship between Russia and Greece were 

identified on the basis of the conducted research. The most effective way is active 

cooperation in those areas that have not been affected by sanctions. Also it is worth 

paying attention to the new international gas pipeline project, under which Greece can 

become a significant energy center. This can benefit not only Russian Federation, but 

also Greece, by providing it with a large number of new jobs and, as a result, by 

reducing unemployment. This project will also attract foreign investment, which is 

important for the Greek economy. 

Thus, it can be concluded that Greece and Russia are starting a new stage in their 

joint history. States will have to reverse the negative trend in Russian-Greek relations 

by seeking new joint solutions that will not directly depend on the EU. As Vladimir 

Putin said: «Friendly Russian-Greek relations are our common heritage, a solid 

foundation for a promising, future-oriented partnership. I expect that we will continue 

to build up a multifaceted dialogue and to mutually implement joint plans». 
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Abstract 

 

This article focuses on and reviews the three times rescue of Greece sovereign 

debt crisis from 2009 to 2015. The argument is that each and every one of 

rescues is a result of confrontation and cooperation between creditors and 

debtors in the face of the crisis. Crucial for understanding the rescue is view 

about the debt crisis from the two opposing points, which means we should not 

only think about how to get rid of the debt crisis standing in the angle of the 

debtors, but also measure the effect of the bailout funds from creditors. As a 

consequence, from the three rescue of Greece debt crisis in the past, we could 

realize the real effect and lesson of Greek rescue measures, providing effective 

recommendations for governments to address the debt problems and establish 

the crisis rescue mechanism. 

 

Keywords: Confrontation; Cooperation; Greece; Germany; Bailout Packet; 

Sovereign Debt Crisis 

 

1. Introduction 

This article focuses on and reviews the three times rescue of Greece sovereign debt 

crisis from 2009 to 2015. The argument is that each and every one of rescues is a 

result of confrontation and cooperation between creditors and debtors in the face of 

the crisis. Crucial for understanding the rescue is view about the debt crisis from the 

two opposing points, which means we should not only think about how to get rid of 

the debt crisis standing in the angle of the debtors, but also measure the effect of the 

bailout funds from creditors. 

At the end of 2009, the Sovereign Debt Crisis occurred in Greece, which became 

the first developed country entrapped in debt problems. As well as the negative 

influence on domestic economy, the Greek Sovereign Debt Crisis impacted on other 

member countries of Euro Zone, resulting to the uncertainties of European Union’s 

economy recovery. To stimulate the Greek economy and resolve the debt crisis, 

governments began to play a more important role in crisis management. On the one 

hand, the Greek government tried to repay its debts through fiscal austerity; On the 

other hand, international lenders were for bailouts to Greece. But these measures were 

not isolated effecting of the debt crisis: Debtor countries tightened finance, which was 
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possible to get more revenue, but caused the citizen dissatisfaction with more 

austerity; Creditors were unwilling to transfer the debt to theirs’ own citizens, but for 

reasons of impact on the whole Eurozone they still chose to rescue Greece and the 

rescue effect became the main factor creditors considering in this case. 

The remainder of the paper is structured as follows: Section Two briefly deals with 

the first two rescue process. Section Three discusses the third rescue process. Section 

Five summarizes and makes some concluding remarks with regard to the situation of 

three rescues, as well as the suggestion of the issue among governments. 

2. The first two rescues 

In 2007 the U.S. subprime crisis was ferocious and triggered a global financial crisis. 

In October 2008, in order to help Greece's Banks ride out the impact of the global 

financial crisis, the Greek government promised to provide bailout no more than 28 

billion euro, and Greece's finance minister claimed the rescue plan has no effect on 

the government deficit. But in early October 2009, the Greek government suddenly 

announced the proportion of fiscal deficit accounting for of gross domestic product in 

2009 was expected to be 12.7% and the percentage of public debt accounting for 

gross domestic product was 113%, which were far more than the 3% and 60% limit 

respectively set by the EU's Stability and Growth Pact. To make matters worse, 

according to data released by Eurostat, Greece's fiscal deficit is 13.6% of GDP, much 

higher than the Greek government expected. Markets began to panic, with yields on 

Greek bonds and CDS (credit default swaps) rising sharply 

In December 2009, the Greek government said government debt totaled up to a 

record high 300 billion euros. According to the Greek finances deteriorated 

significantly, the three international credit rating agencies Standard & Poor's and 

Fitch Ratings and Moody's Investors Service lowered Greece's sovereign credit rating. 

Sovereign credit ratings had been downgraded frequently, making it harder for the 

Greek government to borrow money on the market. Furthermore, the Greek 

government needed to meet its funding demands with at least 54 billion euros in 2010. 

At this point, the insolvent Greece plunged into the worst debt crisis of all time, and 

Greece's debt crisis erupted. During this period, the European Union believed that this 

is due to the Greek breaking the fiscal deficit and government debt ceiling of EU's 

"Stability and Growth Pact" and Greece needed to take responsibility for its loose 

fiscal policy and implemented the corresponding fiscal retrenchment policy, as well as 

the EU should not and need not provide support and help. 

On March 18th, 2010, the Greek government announced that Greece would seek 

assistance from the IMF (international monetary fund) if the EU didn’t provide 

assistance within a week. On April 12th, the EU and the IMF agreed to provide 45 

billion euros in loans to Greece in the coming year (of that, the EU to provide 30 

billion euros, the IMF to provide 15 billion euros). On April 23rd, Greece, mired in 

debt, formally applied to the EU and the IMF. On May 2nd, at the special Eurozone 

finance ministers meeting, the history's first bailout of member countries passed, 

namely in the next three years, members of the EU and IMF provided together 110 
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billion euros of loans totally for Greece, of which 80 billion euros was provided by 

Eurozone countries and 30 billion euros was provided by the IMF, and the first 

payment would be provided before May 19 (Greece's 8.5 billion euro debt maturity 

date), but the premise condition that gave aid to Greece was the country to implement 

fiscal austerity strictly. On May 18th Greece received the first loan of 14.5 billion 

euros. 

In order to obtain the EU and the IMF aid, Greece implemented tighter fiscal 

austerity program, but faced with the decline in economic growth, actually its debt 

paying ability brought by the debt crisis was on the decline. And a large number of 

maturing debt repayment pressure made Greece can only continue to seek assistance, 

requesting the EU to reduce aid money lending rates and extend the payback period. 

On July 21st, 2011, EU summit officially approved a 109 billion euros financing 

package for Greece. Also, loan interest rates fell by 1%, from 4.5% to 3.5%, as well 

as the maturity of the loan extends from 15 to 30 years differently. Greek government 

also would get 37 billion euros in aid from the private sector. 

In March 2012, Greece, which had all borrowed money to repay its maturing debt, 

was facing an insolvency of 14.5 billion euros. So on February 21, 2012, the 

Eurozone G7 finance ministers agreed to provide Greece with the third round of 

bailout plan, namely introducing total up to 130 billion euros to the Greek bailout 

loans, providing bond swap to private bondholders, in order to reduce or restructure 

Greek debt. Greece's private creditors were expected to bear the losses as high as 

53.5% of the total face value of bonds, as part of the debt transfer agreement, to 

reduce Greece's debt by 100 billion euros. 

This round of bailout shows two obvious characteristics: With the addition of 

capital contribution of the private sector, the new bailout loan limit is more than the 

previous round, and the extension of loan term and lower interest rates, which is a 

guarantee for Greece to effectively solve its debt problems; Second, the private sector, 

involved in bailing out Greece, can share the risk of a debt crisis. This rescue plan is 

expected to reduce Greece's debt-to-GDP ratio from 160% of GDP in 2013 to 121% 

by 2020. 

Accordingly, there were three conditions put forward by the Eurozone finance 

ministers, of which Greece won the third round of bailout loans: First, the Greek 

parliament must pass the new austerity measures; Second, Greece needs to cut of 325 

million euros structural spending specially in 2012;Third, Greece's ruling coalition 

leaders need to ensure future fiscal austerity measures. Specific austerity and reform 

measures included increasing tax, cutting wage and pension benefits, cutting civil 

service, selling state asset and going ahead with its privatization, etc.  

Greece had to pay the cost of bail-out and to accept international creditors’ 

Greece's longer-term draconian austerity condition. Since then, under the strict 

supervision of troika, Greece's right-wing coalition government curbed massive rise 

of the government fiscal deficit to some extent, and back a little the credibility of the 

Greek debt. Greece issued bonds to raise successfully in the international bond 

market, and the macro economy was showing a trend of improvement, which got the 
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0.8% positive growth in 2014, it was the best performance during the European debt 

crisis. 

3. The effect of the first rescue 

In December 2009, after the Greek sovereign debt crisis erupted, Greece has received 

twice assistances in 2010 and 2012 for 110 billion and 130 billion respectively, which 

the troika provided totaling 240 billion euros in aid. In this period of time, Greece, as 

the debtor, has been seeking all aspects of the way to break through the debt bondage, 

while the attitude of the creditors led by Germany, had experienced the change from 

no aid to aid. 

From December 2009, the Greek debt crisis erupted, to March 2010, before the EU 

decided to rescue Greece, Germany and Greece were in a fierce confrontation about 

the problem of whether it should be external assistance. Greece asked for external 

assistance, while the German opposed it. 

There are three aspects of the German position:  

First, since the Eurozone members' fiscal are independent, the consequences and 

responsibility of financial crisis should be at their own risk, other members have no 

obligation to help. 

Second, external aid for the debt crisis countries will lead to moral hazard and 

encourage indebted Eurozone members to transfer crisis cost to other member states 

by free rider. 

Third, the outbreak of sovereign debt crisis is the result of excessive prodigal 

indebted Eurozone members’ government. Greece's per capita GDP in 2009 to 21,379 

euros, was equivalent to only 70% of Germany's per capita level (30,166 euros). But 

before the crisis, Greece's welfare level was quite with Germany, and even in some 

areas such as retirement age, was higher than Germany’s, so the Greek debt crisis was 

to blame and Germans would not agree to use their own money to pay for Greece's 

luxury life.  

In the case of rescuing Greece, Germany faces multiple choices. On the one hand, 

without timely rescue, the debt crisis would drag down the Euro and the Eurozone. On 

the other hand, the rash aid will cause adverse selection, encouraging peripheral weak 

states such as Greece to indulge deficit for a long time and to kidnap the states with 

strict fiscal discipline and good national economic conditions in Eurozone. This is the 

main reason that Germany as a backbone, sacrificing Mark to join the Eurozone, was 

reluctant to make assistance. 

Greece's position has two aspects:  

First, everyone in the same boat, the bankruptcy of Greek will cause serious 

negative effect to the euro, and to drag the whole European economy. 

Second, saving Greece actually also is saving Germany himself. The German 

Banks hold a lot of Greek government bonds (accounts for about 9% of the total 

amount of Greek government bonds), and if the bankruptcy of Greece, Germany 

losses are likely to be higher than the cost. 
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In terms of Greece, using the subtle mentality of core countries such as Germany 

and France which dare not run the risk of collapse of the euro and the break-up of the 

Eurozone, also are unwilling to see the IMF involvement in the affairs, Greece 

bargains on austerity and reform plan, striving for the best interests. In the end, 

Germany agreed to provide aid to Greece for saving euro which is very important to 

German. 

4. The effect of the second rescue 

During the period, from April 2010, the EU's bailout plan for the Greece formulated, 

to September 2012, the EU implemented emergency rescue plan for indebted 

Eurozone members on a big scale, Germany and indebted Eurozone members such as 

Greece launched a fierce confrontation about issues of external assistance conditions. 

Germany insisted that recipient must implement strict fiscal austerity and deficit-

reduction plan as the precondition of aid (according to German standards, deficit as a 

share of GDP should be reduced below 0.5%). Indebted Eurozone members were 

against it. 

There are two aspects to the German position: 

First, the crisis is rooted in indebted Eurozone members ignoring fiscal discipline 

in the Eurozone and their unrestrained expansion of fiscal expenditure. So these 

indebted Eurozone members must reform fiscal discipline, cut the deficit on a large 

scale according to Germany’s standard, and carry out a responsible fiscal policy. To 

those crisis-hit countries such as Greece, the basic attitude of Germany, the 

Netherlands, Finland and other northern creditor's is: the crisis-hit countries were in a 

long-term borrowing consumption. So the accumulated huge "mountain of debt" is 

suffering from their own actions and they must stabilize finance.  

Second, in order to prevent the moral risk and the next crisis, recipient must accept 

the harsh fiscal austerity and deficit-reduction plan as the premise condition to obtain 

relief. Germany even think that the crisis is a "most seldom" opportunity for the 

Eurozone to develop, which could force the debt-laden southern European countries 

to cut public deficits, reorganize the national finance and regain economic 

competitiveness. Consequently, the north-south economic imbalances in the Eurozone 

could be narrowing, and to become a real "stability union". 

As the enlargement of the crisis, Germany’s willingness of rescuing tended to be 

strong. Because of the northern countries represented by Germany are the EU's 

bailout funds providers, their claims also are accepted by the EU to a large extent and 

the survival of the Eurozone is depends on the attitude of the German to a great 

extent. In early December 2011, Chancellor Angela Merkel was speaking in the 

Bundestag, stressed the determination to defend the euro once again. Germany has 

turned to programme the euro zone's future from passive response to the crisis, to 

launch the euro zone as a "stability union". Germany has determined to promote the 

EU changing treaties, and managed to create a "fiscal union" in the Eurozone finally 

by the strict finance management, to achieve a higher degree integration of the 

Eurozone’s fiscal and economic policy.  
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In spite of these relief concept and measures of Germany for the debt crisis had not 

an immediate effect, it should be noted that, at the insistence of Germany, Greece, 

Portugal, Spain and even Italy and France were already seriously reforming domestic 

welfare system and the labor market, which were hard to imagine in the past. 

Indebted Eurozone members such as Greece have three aspects:  

First, the harsh austerity plan inevitably lead to mass unemployment and 

continuing economic recession, which would damage long-term fiscal capacity of the 

recipient countries. Thus it was no help in the solution of the crisis. 

Second, the only way to carry out the strict deficit-reduction plan is sharply cutting 

number of civil servants and treatment, and greatly reducing the social welfare level 

way, which inevitably lead to strong opposition from domestic people, causing social 

chaos, so that the recipient countries economy fell into the abyss. 

Third, Germany has got a huge gain from the common currency, so it is seemed 

reasonable to help the Eurozone members who were paying a high price because of it. 

And it would be unrealistic and unfair to ask countries in crisis to implement German 

fiscal discipline. 

As a result, Germany although made a few concessions on the condition of deficit 

reduction, dominated the European Union who forced indebted Eurozone members 

accept the terms of most of the rescue through the way of cut off aid to Greece. In 

2010-2010, in the face of massive debt service pressure and in order to keep receiving 

aid, the Greek government has implemented actively or passively six rounds of 

deflation. However, the economic recession forced the government effort to expand 

fiscal spending, the Greek government deficit remaining high. And severe austerity 

intensified the contradiction between the recipients’ government and their domestic 

publics, causing that indebted Eurozone members accepting bailout regime change. 

5. The Third Rescue 

On October 15th, 2014, as the news – all rescue measures of the Eurozone and the 

IMF completely might exit from Greece – out, the Greek debt crisis situation 

deteriorated again. On January 25th, 2015, the anti-austerity Greek left-wing radical 

alliance headed by Alexis Tsipras, historically won a parliamentary election in power. 

Tsipras used various means and ways to compete with the European Union and other 

international lenders on relieving Greek debt and renegotiating bailout terms, 

including asking help for Russia and China. The debt crisis in Greece was set off 

again and sparking a political crisis in the Eurozone. Greece "exit (euro)" has 

gradually become a reality. 

On June 25th, troika, the European Union, the European central bank and the 

international monetary fund, put in the draft agreement "Cash-For-Reforms" to 

Greece while had been rejected. On June 29th, Greece was forced to shut down the 

bank, carrying out capital controls (no more than 60 euros per day from the cash). On 

June 30th, due to refuse to pay the fund of 1.6 billion euros in loans, Greece became 

the first default developed country in Eurozone. 
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On July 5th, Greece hold a referendum on whether accept the "Cash-For-Reforms" 

plan put forward by the troika. 61.3% of the Greek people, especially the younger 

generation, clearly and firmly said "no" to this solution of international creditors, 

which further unequivocally expressed their anger for the first two rounds bailout 

giving priority to tighten during nearly five years. Nevertheless, in order to avoid a 

government comprehensive default, further collapse of the banking system, and a 

depression of economy for a long time, the Greek government made concessions, and 

submitted the economic reform proposals on July 9th. 

On July 13th, after a bargain, the Greek government accepted the creditors’ "Cash-

For-Reforms” plan comprehensively. On August 11th, the Greek government and 

creditors reached to an agreement on the content of the third round of aid. Greece and 

Germany's parliament passed the bailout plan on August 14th and 19th respectively. 

Since then, the Greek crisis came to an end temporarily. 

The final agreement between Greek and international creditors as follows:  

First, Greece promised to increase the value added tax and corporate tax, cancel the 

reductions for shipping enterprise's tax, cut pensions, and implement reforms to 

financial market and privatization; 

Second, through privatizing state-owned assets, the government added a total of 50 

billion euro privatization fund to pay the debts which is subjected to the supervision 

of the relevant European institutions. And 25 billion euros of the fund is used for bank 

recapitalization, the rest is used to repay debt and investment. 

Third, Greece agreed IMF continuing to participate in the supervision and 

financing activities of the bail-out for Greece. 

Fourth, Greece is no longer insisting to the original request about debt restructuring 

and relief. As a feedback, in the next three years, Greece would receive more than 86 

billion euros from international lenders. 

According to the agreement, the first 26 billion euros bailout funds were in place 

on August 20th. The Greek government paid 3.2 billion euros due debt for the 

European central bank immediately. Of the rest 13 billion euros, 10 billion euros 

would be used for capital injection of Greek Banks, 3 billion euros would be subject 

to the effect of the Greek government fiscal austerity after two months. Greece debt 

crisis eased significantly. 

But, as a condition of the bailout loans, international lenders required a long-term 

implementation of strict austerity in Greece with piecewise and strict review on its 

execution. And the Greek reacted intensely to the hard times due to rescue policy with 

tightening and reform policy. 

6. The effect of the third rescue 

The German position has three aspects:  

First, Greece must continue to implement austerity plan, no room for negotiation. 

Second, Germany thinks that reparations matters of the Second World War are 

already settled and rejects Greece’s requirement about taking German reparations of 

the Second World War into debt negotiations. 
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Third, refuse to the requirements of the Greek debt relief, and suggest that the 

Greece exiting from the euro for the time being. 

For Germany, as a creditor representatives, has won the victory. 

Benefit from economic or political equilibrium, the creditor countries such as 

Germany is the biggest gainer in the Eurozone, the result according with the supreme 

interests of Germany and related core nation. In the negotiations, the German 

threatening Greece with a plan B, Greece exit from Eurozone temporarily with a 

period of five years, forced Greece to accept a series of tight structures and reform 

terms. The strict of terms even more than the original draft agreement, which means 

the punishment of Greece, especially the left-wing government with anti-austerity 

actions such as the capricious unbridled referendum, warning other countries, and 

safeguarding the Eurozone’s discipline and order. 

Asking the Greek parliament to approve reform bill before starting the third round 

of aid, asking the Greek government to set up a 50 billion euros entrust fund 

responsible for the privatization of state-owned assets and subjected to the supervision 

of the creditors, actually were the equal of controlling sale of the Greek related state-

owned assets, and preventing the Greek government change again. 

Considering the first two rounds of rescue, Germany invested 68.2 billion euros, at 

the top of the all countries, so that to avoid a Greek default partly is to avoid German 

taxpayers' money not to be repaid. And by refusing the Greek debt restructuring 

(relief) requirements, sticking to the bottom line, Germany placated the domestic 

public, showing that it is a better choice for core countries. 

The Greece position has four aspects:  

First, radical left-wing government led by Alexis Tsipras refused to pay IMF and 

ECB totaling 5 billion euros in debt expired in June and July in 2015, and asked for 

debt relief again. 

Second, the Greek government called for taking German reparations of the Second 

World War into debt negotiates, and demanded that Germany compensates 162 billion 

euros. 

Third, refuse to accept the "Cash-For-Reforms" plan, and not accept continued 

austerity plan proposed by the EU by the form of a citizen referendum. 

Fourth, if cannot attain a new agreement with the EU, Greece will leave the 

Eurozone and open the EU border to the immigration. 

The obvious result is, the extremely weak Greece, without bargaining capital while 

reluctant to give up the euro, whose threats from Greek public opinion and Grexit as 

the final negotiations card had no effect to face the extreme strong and unyielding 

Germany, were forced to accept the tougher new EU bailout agreement which was 

described as "humiliating" by the media. 

In terms of the Greece, the third round of aid agreement is not looser than the 

original conditions in some part, even more rigorous and humiliated, for example, the 

international creditors refused to debt restructuring (relief), resisted the IMF to 

participate in supervision and financing, and even asked Greece to establish the 50 
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billion euros fund supervised by the European institutions and to privatize state-

owned assets, which were the sovereign of deprivation to some extent. 

However, Greece taking off the Eurozone, will lead to Greek sovereign default, 

enterprise credit default, banking and financial system collapses, foreign trade 

interrupt drastic devaluation, inflation surge, currency depreciation , mass starvation, 

regime instability and change, etc. In the face of more serious consequences, "two 

evils choose the light", Greek political elites and the public only can accept the deal. 

7. Conclusion 

This paper reviews three rounds of rescue process from Greek sovereign debt crisis in 

2009, and stands on the nature of the debt crisis expressed by the creditors and the 

debtors, with the point of view of dialectical unification between cooperation and 

confrontation, and analyzes the attitudes and results of Germany and Greece to face of 

the crisis, then draws the following conclusion: Between the debtor and creditor 

countries, the relationship not only can develop to harmonization, but also may 

develop to confrontation. 

If the debtors can effectively improve production, increase trade and promote 

economic growth by foreign debt, so the debt is guaranteed, and there can be a good 

cooperation between the creditors and the debtors. Otherwise, the claims and debts 

confrontation will occur on both sides, until formed as a debt crisis. 

From the point of the whole rescue process, creditor countries led by Germany 

were unwilling to lend a helping hand originally, and the conflict between debtors and 

creditors was deep. Greece and Germany were in a state of confrontation. 

Although the first round of aid had carried out, Germany was forced to choose, 

which didn't want citizens to pay for the behavior of the debtor, and Greece as 

recipient attained the financial aid, with the tighten fiscal policy to prove its active 

service for the creditors. 

With the development of the debt crisis, Germany determined the behavior of aid 

policy gradually, and the rescue mechanisms were implemented step by step. 

During the period of first two rounds of rescue, the Greek government and the 

creditors led by Germany were in relative peace, work together in the face of the debt 

problem. The Greek debt crisis eased for a moment. 

But the gradually deepening Greece's fiscal tightening policy made the 

contradiction between the debtor and creditor countries a highlight again. The 

dissatisfaction of Greece for austerity policy was competed with the toughness of 

Germany, which led to Greece in trouble again in 2014. It is obviously that the Greek 

government must compromise, because Greece cannot afford to the price of refusing 

to accept aid. 

The change process of relationship between Greece and Germany, which was from 

confrontation to cooperation to confrontation again, can be concluded that the 

cooperation is the best choice to face a debt crisis. The essence of the European 

sovereign debt crisis is the adversarial relationship between the creditors and debtors. 
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And to solve crisis fundamentally, can only rely on the mutual cooperation of EU 

countries. 

In addition, the particularity of the sovereign debt crisis in Greece compared with 

other financial and debt crisis reflects in that, it is neither a debt crisis nor an internal 

debt crisis. 

Greece is one of the Eurozone countries, who denominated in euros to borrow 

debt. For the debtor, euro is domestic currency they used, so their debts appear to be 

internal issues. On the other hand, the debt of debtor Greece is mainly from countries 

such as Germany, France, so the debt also has the characteristics of external debt. 

Losing the monetary sovereignty, there would be no ability to adjust their 

international balance of payments. To solve the debt crisis can only rely on the rest of 

the Eurozone’s full support and cooperation. 
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Summary 

Apart from their literary values, Homer and the Tragic Poets are deeply political. One 

of the several readings required to discover the several layers of comprehension, 

reveals forms of political organisation that are valid for an organised society to thrive 

and grow. The Iliad is wound around the devastating consequences of dispute of the 

leaders so that although it is about the war it ends up as a hymn to peace and 

prosperity. The army leaders just like Oedipus in the play of Sophocles must make the 

correct decisions otherwise the plot will not be resolved. The case studies throughout 

these works being inexhaustible, an attempt is made here to follow what appears to be 

a transformation of Oedipus into a tyrant during the play and restore him as an honest 

and brave political leader. Then we move on to the Iliad where in the first book in the 

open assembly there is a confrontation of two army leaders, which will judge the 

future of the whole army. 

The virtues and leadership techniques revealed are valid for any age and any place. 

Especially in times of economic crises and until the proper state of mind is widely 

achieved by societies, political leadership remains a stronghold for the limits and 

constraints of state sovereignty and the endurance of democratic institutions. Correct 

domestic politics are a prerequisite for the function of international institutions and 

thriving cooperations both on regional and global level. 

The political turmoil in the Greek City States after the Dark Ages in the eight 

century B.C. reflects the economic and subsequent social conditions of that time 

which was a transitional phase that lasted for two to three centuries and didn't evolve 

at the same pace everywhere.
1
 The institution of monarchy suffered a long term 

fatigue and in its struggle to survive, it relied largely upon an aristocracy that got its 

power from land ownership and descend. The old kings are now in need of the nobles 

that surround them to provide counseling, resources and basically military support. 

Throughout several regions the king remains as a symbol mainly of religious power 

but the predominant form of governance was an aristocracy of the noble who had 

agreed to rule as a council of equal members. Small land owners who cultivated their 

                                                 
  E-mail: relibaou@gmail.com 

 

1  Selected bibliography on the history of that period: Bury, Β., J., & Meiggs, R., Ιστορία της Αρχαίας 
Ελλάδας μέχρι το θάνατο του Μεγάλου Αλεξάνδρου, τ. Α', εκδ. Καρδαμίτσα, Αθήνα, 1979,  
Botsford & Robinson, Αρχαία Ελληνική Ιστορία, ΜΙΕΤ, Αθήνα, 2008 and Schuller, W., Ιστορία της 
Αρχαίας Ελλάδας, ΜΙΕΤ, Αθήνα, 2014. 
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own land as free citizens would have to borrow from the aristocracy in case of bad 

crops, mortgaging their land and finally their own selves. Thus heavily indebted 

farmers would finally become slaves to the aristocracy after a sequel of consecutive 

bad crops. The growing economic power of the aristocracy gained them political 

power alongside which, a growing class of merchants began to thrive stretching the 

social tensions further. Their growing prosperity made them demand a share in the 

political decisions monopolized by the aristocrats. With the increasing population and 

the scarcity of farmland, the ruling noble class encouraged and supported migration 

towards the Black Sea and south Italy. Relations with these regions had been well 

established in earlier times in seek of resources through maritime commercial routes 

and apart from case specific reasons for the colonization, the main motives remain 

economic and political. The colony was an enterprise under the auspices of the 

metropolis: there was financial support, religious bonds, rituals and customs were 

well preserved as well as continuous communication and cooperation. Should the 

colony wish to proceed and establish a new colony which was very often the case, it 

had to get the approval and support of the metropolis.  

Although colonization gained the noble aristocracy political time and space, from 

650 BC onwards, any remnants of political discontent that wasn't "drained" through 

the colonies were absorbed by the establishment of several types of tyrannies, a word 

which did not always equal the modern meaning of oppressive dictatorships.    

One additional change of that time in the warfare conduct is critical and stressed 

for the transition of power and decline of the aristocracy. Any well -to- do citizen who 

could save money would buy himself a proper suit of armor to cover his upper body 

and head and also a shield. The spears accompanying it were shorter. This kind of 

soldier would march into the battle, closely attached to the rest of the unit forming one 

unique corps and this meant a radical change in the conduct of warfare: it gradually 

replaced to a large extent the chivalry of the noble who were fighting on horseback 

using long spears. It also reflected the notion that all men were equal on the field of 

battle, thus infusing democratic ways into the military power which was one of the 

strongholds of society in these days when cities would be in constant fight to prevail 

over the scarce land and resources. 

In the case studies that follow, economic disaster is described as a plague sent by 

the gods. The attitude and political behavior of the leader / leaders in each case is key 

to the resolution or the continuation of the crisis. The consequences or benefits of the 

political decisions are equally important in times of peace and at wartime. 

Domestic politics I: Oedipus Tyrant
2 

The myth of Oedipus is old, going back at least to the era of Homer : The king of 

Thebes Laios is given the oracle by Apollon at Delphi that the son we would have 

                                                 
2  Text and selected commentary of Oedipus Tyrant: Dawe R.,D., Σοφοκλέους Οιδίπους Τύραννος, 

Ινστιτούτο του Βιβλίου-Α. Καρδαμίτσα, 2014, Μαρκαντωνάτος Γ., Σοφοκλέους Οιδίπους Τύραννος, 
Gutenberg, Αθήνα, 1986, Segal Ch., Οιδίπους Τύραννος. Τραγικός ηρωϊσμός και τα όρια της 
γνώσης, Ελληνική Ανθρωπιστική Εταιρεία, 2001 
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with his wife Iokasti was going to murder him. So, when the child is born he ties his 

feet together through holes in his ankles and gives him to one of his servants to 

abandon him on the mount Kithaironas to die. The servant pities the child and gives 

him to a shepherd from Korinth whom he meets there. This was the shepherd of the 

king of Korinth who in turn took the child to his king to be adopted. They named him 

Oedipus after his swollen and hurt feet and he was brought up by the king and the 

queen of Korinth. One day he discovers by accident that they are not his real parents 

and in his search for the truth he decides to go to the Delphi oracle where he was 

advised not to return to his parents because he would end up killing his father and 

marrying his own mother.  Unable to return home he goes on wandering until he runs 

into a group of travelers and after a fight he kills them all but one, a servant who 

manages to escape. It turns out that these people had been the king of Thebes – the 

real father of Oedipus, Laios- and his escort. Further on the road, he comes up against 

the Sphinx, a fearful creature with the head of a human and the body of a lion who 

would pose a riddle on the passers - by and if they couldn’t figure out the answer she 

would brutally kill them. Oedipus solved the riddle, the creature was destroyed and he 

got the award that had been proclaimed for the man who would save the city of 

Thebes from the monster. He became king, married the queen Iokasti, he had had four 

children by her and lived happily ever after as the beloved and popular savior and 

leader of the kingdom. 

Suddenly a plague appears: women and animals would give birth to stillborn 

babies, the crops would dry out in the fields and the trees would be fruitless. 

Sophocles takes up the myth at this point, and starts his play by presenting King 

Oedipus receiving representatives of the people as suppliants who have come to beg 

their King to save their city. Oedipus the king exits the palace, he doesn't send a 

messenger as he himself stresses, proving this way how worried he feels about the 

problems of the state so that they open up to him more easily. He affectionately calls 

them what would be the modern equivalent of "my children" several times during the 

play although a part of the people are older than him. He is so self confident as their 

leader that he doesn't hesitate to open up to them first. He is not there to really find 

out what is happening in his kingdom as he is already aware of  the situation and 

efficient as he is, he has already asked for an oracle from Delphi. The latter reads: the 

killer of the former King Laios must be sought out and banished. Oedipus  

immediately summons the people of Thebes in an open assembly where, having 

vowed to trace down the murderer, he appeals for any useful information towards that 

direction and as he also possesses the executive power, he pronounces the punishment 

for the guilty once he’s been discovered. Open minded and democratic as he is, he 

takes the opinion and advice of his people to consult Teiresias, the blind prophet of 

Apollo in Thebes. Teiresias is reluctant to speak the truth, his wording is obscure and 

unclear and his reserved posture misleads Oedipus who is already under a confused 

state of mind into theories of conspiracy against him. Only when he leaves the 

scenery to get into the palace, Teiresias reveals that the murderer they are looking for 

is their own king. In the same way, Oedipus disputes with Creon who is the former 
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king of Thebes accusing him of an alleged conspiracy to usurp his throne. Everything 

takes place in the open, in front of the people of Thebes. All the heroes in the plays 

are exposed to the public of the tragedy represented by the Chorus, a fact that for a 

political leader as is Oedipus, automatically suggests transparency of procedures, 

which may be mistaken for transparency of thought also. The people of Thebes, 

watching their king dispute with the head of what would be today considered the 

church and then with their former king, draw the superficial and hasty conclusion that 

he shows signs of arrogance, implying that he is a tyrant. Overexposure to the public 

opinion may have such results: The average mind is not will not conceive the burden 

of responsibility and decision making of the leader. It cannot perceive that in order to 

get to the truth it is sometimes necessary to, temporarily doubt and question well 

established institutions and one fair ruler is entitled to do so. Not only he doesn't keep 

balances with the other poles of power (religious, former king) but through suffering 

and pain without losing one bit of his grandeur he doesn’t hesitate to investigate 

deeply even when it is already obvious that he is the real cause of the catastrophe. 

That renders him an unparalleled role model not only as a political leader but also as a 

citizen and human being – no one should ask or expect the leaders to acquire 

supernatural powers. Eventually when all evidence is revealed and as he is the carrier 

of all powers including the executive one, he imposes on to himself the strictest of 

punishments: he doesn’t sentence himself  to death, one action that would cost his life 

but would instantly relieve himself from the torture and would also cause the 

sympathy of his people who would mourn for their king; instead he belittles his own 

existence by destroying his eyeballs, he hits them hard with his the metal pins he 

removed from the clothing of his dead wife – mother.   

The whole play is about the struggle of Oedipus to discover the truth, the causes of 

the plagues that have fallen upon his people. The truth that everybody knows but 

himself. The tragedies were taught in the theatre not simply played. We don’t have the 

music, the dancing etc to get in full the effect on the audience of that time. But we do 

have certain language techniques syntax and grammar forms and the vocabulary to 

compensate for these losses.  

The Iliad – Homer
3
 

The Iliad is the oldest text of European Literature. It was composed around the eighth 

century BC by one Homer or ... several (the scientific dispute is vivid) and was 

recorded in the years that Peisistratos reigned in Athens. It tells the story of the Trojan 

War, which started according to the poem when the Greeks attacked Troy, following 

the abduction of the Mycenaean queen by the prince of Troy. Mycenae, one of the six 

or seven kingdoms of the Bronze Age had had commercial relations with Troy for 

decades before the war broke out. The products imported from the land of Troy 

                                                 
3  Text and selected commentary of the Iliad: Όμηρος, Ιλιάδα, τόμοι Α΄- Γ΄, "ΔΑΙΔΑΛΟΣ" -  Ι. 

ΖΑΧΑΡΟΠΟΥΛΟΣ, Αθήνα, Kirk, S., G., The Iliad: a commentary, vol. I, Cambridge University 
Press, Cambridge 2001 , Fowler R., ed The Cambridge Companion to Homer, Cambridge University 
Press, Cambridge, 2009 
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ranged from raw materials such as tin, copper and wool to food especially fish and 

live animals (horses). Further study of the archaeological findings shows that during 

the war, slaves (women with their children) were captured and transported to the 

Greek mainland mainly as workers. Historically, the war coincides with financial 

problems in the Mycenaean kingdom (approximately 13th century BC) related with 

overpopulation and lack of resources.  

Whatever the motive, the poem 15,693 verses long, divided into 24 Books 

(Rhapsodies) provides amongst others, a brilliant model of how interior political 

problems will affect the course of events at wartime.  During the ten-year long siege 

of Troy the allied army of the Achaioi (the Greeks) were living and sustained by 

plunder in places around Troy. The women from these places were kept or sold as 

slaves. One such slave is the cause of dispute during the tenth year of the war, 

between  king Agamemnon who is head of the alliance and Achilleas who is the 

leader of a part of the army from his homeplace. The Iliad starts by describing a 

terrible plague that has fallen upon the army as a punishment from Apollo because the 

daughter of his priest has been taken as slave by Agamemnon. Once the reason for the 

plague is revealed, Achilles takes the initiative to calmly convene an open meeting 

and he is totally poised as he addresses the people- during critical moments 

throughout the poem all the people even those who don't participate in the battle are 

summoned to an open assembly. He appeals to everybody's sense of duty and 

responsibility. 

On the other hand, Agamemnon when he takes the floor a few verses later is 

described as angry ("his passion flooding from his dark insides), his eyes glittering 

like flames and he does not hesitate to attack the oracle Kalhas. His conduct and 

wording reflect his guilt and he uses several means to refute the accusations against 

him and disclaim his responsibility for the state of things. 

Agamemnon's words reveal psychological fluctuations with ups and downs which 

can be read between the lines. These in turn cause equivalent fluctuations throughout 

the assembly: when he retreats there is a brief relief which is followed by new tension 

when he demands his share of the loot. On the other hand, Achilles starts his response 

calmly and his argumentation is objective (verses 125-127) Using the first plural (v. 

125, 126, 127, 130) and taking the Greeks as one subject (v. 124, 130) he implies that 

the dispute is not personal among the two leaders but it concerns the whole army and 

that Agamemnon's greedy demands are pitted against the whole army. Agamemnon's 

reply turns the dispute on a personal level (verse131) but there are elements in his 

speech which will not allow for the confrontation to climax yet: he recognizes the 

bravery of Achilles (v. 132) and stresses his divine nature (v. 147) and when he 

threatens to take his share of the loot as a compensation for his loss,  he also mentions 

other heroes of war (verse 139) to sooth the personal attack on Achilles. The tension 

drops as he urges the assembly to take the woman back to her father. (v. 140- 147) 

Achilles calls him names (dogface in v. 159) and also blames him for wanting to 

usurpe all the goods  that belong to the whole army. Then he goes on to describe how 

impudence covers Agamemnon's body from head to toe like a cloth. The two leaders 
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remain tenacious on their arguments. Finally Achilles gives in as this the only way to 

end the dispute and accepts to give up his gifts and slave and hand them over to 

Agamemnon. Eventually he will realize his threat to withdraw his troops from the 

battlefield but he remains in the camp. 

The scene of the open assembly is highly dramatic: the dialogues, quick in the 

transition from one speaker to the other, portray traits of their personalities and moral 

values, their physical appearance and gestures are supplemented by details by the 

narrator if necessary. Usually the poet is there to supply the least necessary for the 

description of internal or external action and generally will leave the drawing of 

conclusions and mind making to the audience.  

The cause for the plague and consequent disaster of the army is the arrogance of 

Agamemnon and the punishment for it but the poet attributes it to the rage of Achilles 

who was not there to save them. Achilles incarnates the heroic role model as he 

prefers a short but glorious life to a longevity and tranquility, traits that render him a 

brave and courageous war machine that despises death. Apart from that he personifies 

virtues of honor and dignity valued by the respect of the rest of his comrades at battle. 

At the end of the dispute, he quietly withdraws from the battle without attempting to 

cause a breach or divide within the alliance of the military powers.   

The destructive effect of this dispute is depicted eloquently throughout the poem, 

with scenes infiltrated with blood and horror described with violent and tough 

wording ("the souls of the heroes were pushed to Hades, while their dead corpses are 

devoured by dogs and vultures"). Human and material resources are wasted and the 

never ending siege of Troy is prolonged. 

Domestic Politics and International Relations 

It is believed that a quartet of cardinal values thought to have been established by 

Pythagoras can be detected in the work of Aeschylus and Pindar to be analysed by 

Socrates, Plato and Aristotle all the way to the Stoics: courage, temperance, justice 

and wisdom and they consist a measure against which every citizen should be 

judged.
4 

Keeping in mind the restraints set by the conceptual stretching in time and place, 

virtues of correct political leadership can be detected in both the afore mentioned 

works. While colonies and tyrannies in their historical framework consisted short term 

transitory means to the democracies, long term instruments to confront political 

problems that arose from the economic problems those days would be recorded 

legislation (on land reform, crimes etc). Divine command did have an important place 

in the illustration of events and enforcement of justice also in that time. Mutatis 

mutandis, modern societies build constitutions and courts of justice as modern states 

do with International Law and International Organizations. 

Challenges and fragility cracks in modern states during the last decades which 

make sovereign states uneasy, finding their usual defensive mechanisms ineffective 

                                                 
4  Bowra, M.,C., The Greek Experience, H.N. Abrams, Inc., New York, p. 98 
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may be summarized as the emergence of new states, the migration of populations, the 

changing nature in the conduct of war not only in terms of the weapons used but also 

multiple confrontations on several levels without the traditional opposing two fronts,  

the almighty economic stagnation aggravated by regional economic crisis which have 

proven contagious.  

Equally important to the creation of lasting institutions and the leadership of 

efficient political men, remain citizen qualities since democratic procedures require 

active participation and interaction of political beings, both governments and people. 

Otherwise democracies would be reduced to electoral rituals.  

As regards ancient Greece, “the label electoral regime is completely wrong. There 

were elections and they had their element of ritual, their pretensions and conventions, 

their apathetic voters. But there were also assemblies with the (at least formal) power 

of final decision on issues. There was, in short, a measure of genuine popular 

participation."
5
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Abstract 
Marketing of social media is using platforms of social media and websites to 

advertise a product or a facility. SMM is a form of marketing on the internet 

which uses different social networks to create communication and marketing. It 

covers mainly activities which consist on social separation containing videos 

and images aiming marketing, also advertising in media. The purpose of this is 

to create advertising opportunities to Albanian businesses through social media 

also discussing advantages and disadvantages of SMM. This is the reason why 

surveys are used to collect primary data. For secondary data we used internet 

sources we have chosen the company ‘’ Kosmonte Foods‘’ to see it effect on 100 

people who use the company products. In conclusion we sum up that ‘’Kosmonte 

Foods’’ not only is a company which covers a good part of the marketing, but 

also social media has had a great effect on sales and informing the public about 

the products. Also advertising and recommending Albanian businesses and their 

facilities online. 

 

Keywords: Online Marketing, Social Media Tools, Social Media Marketing. 
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1. Introduction  

Internet is a global network consisting of many networks connecting with each other 

where we can look up different information.
1
 Marketing on the internet is a process of 

advertising products, facilities or online companies. According to statistics 2.5 billion 

people use internet world wide. Marketing through social media means to the 

attention through social media.
2
 For example Twitter is a social website which allows 

its users to share messages and updates with others. Facebook is a social network 

which allows users to share updates, photos, events and many other activities. On this 

paper the discussed issues and objectives are: 

 What is Social Media Marketing? 

 Why do we need a website and being online? 

 Analysis the Kosmonte Foods Company in the aspect of social media marketing. 

                                                 
* Corresponding addresses: 
*  Mimoza BERSHINI, “Aleksander Moisiu” University, Faculty of Business, Durres, Albania. 

Email: mimoza.bershini@hotmail.com  
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1  www.InternetWorldStats.com 
2  www.LearnMarketing.net 
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http://www.learnmarketing.net/
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 Results based on surveys. 

 Conclusions and Recommendations. 

Most important Social Media tools used in Albania include: 

 Facebook 

 Instagram 

 Twitter 

 LinkedIn 

 YouTube 

 Google etc. 
3
 

2. What is Social Media Marketing? 

Marketing is defined as everything we do to promote and grow your business 

involving valuing the marketing, advertising, publicity, selling and sharing. With 

traditional forms of marketing all these things include printing formats or handing 

personally. While online marketing uses the power of social media to reach targets 

without paper, phones or going personally. SMM is using platforms of social 

networks and websites to promote products. SMM is adopted mainly for businesses 

which want to build and expand relationship with the target group and to give their 

brand a human and reachable image. All companies which offer internet facility for 

their costumers starting from Facebook, Instagram, Twitter, LinkedIn, E-mail 

marketing etc.
4
 

2.1 Facebook 

Facebook main platform of global network, it is probably the most important resource 

of social marketing. Facebook has recently introduced a new way of advertising. 

Facebook has released a form of helping trader to show their products. The biggest 

release of Facebook was in 2016 with Canvas. Similar to canvas a collection create 

especially for mobile phones and planed to go win more users with Facebook before 

sending them to the advertised website. Maz Sharafi head of Facebook said that the 

aim of this format is to help companies increasing their sales through mobile phones. 

The collection is planed that the Facebook itself chooses and advertises products 

that consumers want from the catalogue. So the product is shown in the News Feeds 

of the users in a form of a video or image. If someone clicks the video it shows a 

catalogue of 50 different products. If they click a product it shows the website they 

can buy it.   

2.2  Twitter 

Twitter is an online news and social networking service that users share and 

interact with limited 140 characters tweets. Registered users can post tweets, but those 

who are unlisted can read them. 

How do make Twitter profitable? 

                                                 
3  www.socialBankers.com 
4  www.google.al 
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Every day twitter contributes on politic debates, sharing ideas through news articles. 

Every day this activity on twitter contributes continually in all societies and political 

spectrum. Surely Twitter is also filled with conversation which connect with our daily 

life. Sometimes they important some not. For some people twitter has the key role to 

create relations with friends and family. 

2.3  E- mail Marketing 

E-mail marketing is a commercial message to a define target through which a 

company or a product is advertised. This form of marketing creates trust and loyalty 

to words the company. It’s the key for marketing strategies in the most of websites 

and most companies measure their success in this way. Every email to send to a 

potential client or actual one is considered email marketing. Usually includes using 

email to send adverts, to seek business or to ask sales or donation to create trust in it’s 

brand. 

2.4 LinkedIn 

LinkedIn is a social network which tend business and employment and acts through 

websites and applications. Founded on 28 December 2002 and started on 5
th

 May 

2003 is mainly used for professional websites involving employers posting vacancies 

and employers CV. Linked In allows members to create profiles and connections with 

each other in a social network which can represent professional relation in real world.
5
 

3. Why do companies need a website? 

Many users, consumers, costumers, prospective clients, partners and other businesses 

get different information through web. Technology today is everywhere and this is 

mainly done by business, being present in the market. Introducing your business on 

the internet is a good opportunity create bridges though a great numbers of users and 

potential clients. That’s why it is important to be online, but most of all to have what 

to introduce.
6
 

3.1  To analyze an Albanian business in the social media marketing, we have chosen 

‘’Kosmonte Foods’’.  

Kosmonte Foods is established in 2000 and it located in Field Kosovo. It is a leader in 

selling and distributing of food item in the region with over 402 products. As of the 

biggest distributors of food items in Kosovo, Kosmonte foods is engaged to have 

diversity having a wide range of products like, milk, meat, frozen vegetables, tea, 

coffee, beverage and other exclusive products. In 2006 it started operated in Albania 

and from 2007 in Dubai as well. In August 2012 it opened a branch in Dusseldorf, 

Germany. The aim of the company is to get to a certain age group and to have 

diversity in the market. It’s approaches to internet are lots to name just some: 

 Facebook with 14000 follower and posts new products sale. 

                                                 
5  https://www.socialbakers.com/suite/social-media-analytics-and-reporting 
6  http://www.internetsociety.org/globalinternetreport/2016/?gclid=Cj0KEQjw0IvIBRDF0Yzq4qGE 

4IwBEiQATMQlMUmo5_aAzLubzFUmARNZTJrc1oh-SqCyn28jcpjQehYaAhQD8P8HAQ 
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 Instagram plays an important role, mainly to past products for children like 

‘’Monte’’ or yogurt Yogobella. 

 Linked In this point this program is totally formal and professional, where job 

adverts are mostly posted. 

 Google where we can find their homepage and a fully detailed description ao the 

company. 

To find out more about this company we have prepared a survey for consumers. 

During this survey we got positive reaction mostly. Most of the consumers were 

informed about this company. Consumers had different thoughts influenced by TV 

commercial and social media. Our scope is to show in how much in percentage (%) 

consumers are informed through social media and how much do they value this 

company through these networks.
7
 

3.2  Questionnaire about the “Kosmonte Foods” Company.  

 

Give your evaluation  (1-10)    

*Minimum number 1, Maximum number 10* 

1-How much are you informed about Kosmonte foods products? 

1    2   3   4   5   6   7   8   9  10            Overage evaluation: 8 

2-How much are Kosmonte group products in Albanian market?  

1   2   3   4   5   6   7   8   9  10            Overage evaluation: 8 

3-Do social medias influence you to buy these products? If yes, how much? Which 

social media in formed you about this company: 

1   2   3   4   5   6   7   8   9   10    Facebook   Instagram   Google   Youtube  Friends 

 

                                                 
7  https://www.google.al/#q=kosmonte+foods 

    https://duapune.com/employers/61425 

   http://www.njoftime.com/member.php?33539-Kosmonte-Foods-sh-p-k 
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Graph 1 

 

4-How much do you value them in terms of quality based on taste, package and 

expiry date? 

1   2   3  4  5   6   7   8   9  10            Overage evaluation: 9 

5-Are you will to pay for certified products like these ones? 

10%    30%   50%   70%  100%         Overage evaluation:80% 

6-How much warranty do the products have which you buy in shops? 

1  2  3  4  5  6  7  8  9  10                  Overage evaluation: 8 

7-Do these food items fulfill the necessary things to satisfy consumers? 

Yes   No   Maybe 

Graph 2  

 

8-How credible are commercial which are organized between product consumer? 

 1  2  3  4  5  6  7  8  9  10                    Overage evaluation: 8 

9-How much do commercial according to your view point on consumers about these 

products? 

1  2  3  4  5  6  7  8  9  10                     Overage evaluation: 8 

Graph 3 

 

This graph shows the increasing in sales through social networks (2012-2016). 
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Conclusion and Recommendations 

 Based on surveys we concluded that Kosmonte Food company is a company which 

owns a good deal of the market. It has a variety of products, which offers many 

choices to consumers. According to people surveyed they know the company for the 

products such as kinder, jogobella, pana cotta, monte and we as a group suggest to get 

information for other products of Kosmonte company . Social media is a strong point 

of the company because consumers are informed through social media as shown on 

the graph. Social media has had a great effect on sales and informing the consumers. 

As for the prices, consumers were satisfied; they were even willing to pay 80% 

because they were satisfied. Below there are some recommendation why you should 

advertise products or facilities that your company offers online, if you hadn't done this 

yet. 

Other company for sure are online. 

 Your advert costs less. 

 Internet is popular.  

 Information is available everywhere. 

 Information can be changed as easily. 

You should be careful on target audience in order to get high results. It has also 

important to know the number of viewers. For this you need a system available from 

the website which you are advertising, telling you how many times your advert was 

viewed. Often the members of viewers is decisive for your final price on the advert. 

Studying this details is as important as being online. 
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Abstract 
During the past decade, E-business develops rapidly in China and the 

distribution channels have also changed. In such a revolutionary environment, 

traditional wholesalers face great challenges. The number of wholesalers in Yi 

Wu that have closed down is more than 8000. Hence some of them tried to 

innovate the original business model to adapt to the changing environment. 

However only few wholesalers are successful, such as Beijing Sally Shoes 

World, Winebibber. 

So how do the wholesalers make the revolution and survive under the pressure 

from the e-business? The article will first analyze the weaknesses of traditional 

business model. And then, from some wholesalers' successful revolutions, the 

article will find out some factors that cause the changes success and new 

features of their innovative business models. In the last, the article is going to 

give some advices to wholesalers about the response to e-business trend. 

 

Keywords:  E-business, Revolution, Business Model, Alcohol industry 

JEL Nr.* M10 

 

 

Introduction  

It is well known that traditional business model is produces-distributors- wholesalers- 

retailors-consumers.  Wholesalers are in the penultimate link, so they should have 

strong bargaining power to win high price difference. However, due to the 

development of E-business, the business model has changed for produces-

(distributors)- retailors-consumers. Their bargaining power is weakening quickly. 

With the development of the technology, the E-business started to spring up in 

1990s in China and then great changes have taken place in people's lives. People can 

chat with friends on the net. Besides, people begin to shop online instead of going out. 

So the retail sector was hit. Many companies and primary distributors also set up its 

own flagship store on the Internet. 

Under the double pressure, the wholesalers are in trouble. The number of 

wholesalers in Yi Wu that have closed down is more than 8000. Many alcohol 

wholesalers have overstocked a large backing of stocks. In addition, most 

wholesalers' business volume falls rapidly. 
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The weaknesses of wholesalers 

Under the strong attack of the e-commerce company, we can find many weaknesses 

of wholesalers which caused them at a disadvantage. 

Not enough money. Most wholesalers are not very big. Their registered fund may be 

just ¥ 100,000 and some are a little bit better, half a million. But, they need to do 

many things, such as renting workshop, hiring workers. They should purchase the 

product from senior distributors in advance. It is obvious that sales of alcohol product 

(in addition to beer) are slow. So these products will overstock for long time. 

Red Peach is a traditional wholesaler, set in 1990s. It mainly deals in liquor, beverage 

and other products wholesale. It owns more than one thousand retailers and hundreds 

of products. Its daily sales ever topped ¥ 100,000 several years ago, but now only 

¥20,000~Y40,000. Amazingly, the value of the inventory product was a million on 

average before and now it is more than 3 million. Besides, Red Peach should purchase 

plentiful products in order to obtain discount, which caused money is not working. 

Due to not enough money, most wholesalers cannot make right choice when 

opportunity comes. They are in this state of affairs repeatedly. 

Weak bargaining power. Because of the transformation of the business model, the 

bargaining power of wholesalers is increasing weakening fast. Some companies 

choose to set up its own flagship store on the Internet and reduce collaboration with 

distributors and wholesalers. So wholesalers must put more effect to gain the power 

of attorney or purchase these products from others with high price. In addition, 

consumers can buy products directly online and retailors have bad performance 

because consumers don't go the store any more. Hence, retailor will pay more 

attention to the price wholesalers give. 

Not better marketing team. The organization of wholesalers is small. It is always 

composed with a few employees who deliver goods to retail stores. Most of them 

don't have higher literacy level and maybe just know words. Of course, if wholesalers 

own the power of attorney from the companies, the companies will send one or two 

salesmen to the wholesalers. However, these salesmen are just responsible for their 

own products and the wholesalers have many kinds of products. Beyond that, due to 

not enough money, the wholesalers cannot employ professional marketer. 

Fierce competition. The alcohol products are various. Every alcohol company will 

not choose only one distributor and every distributor will select many wholesalers in 

one district. So every wholesaler has many competitors. 

In shanghai, though there are many retailers and restaurants, most of them choose 

suppliers based on the prices and don't have constant partner. So the wholesalers 

should consider how to maintain the relationship with the retailers and restaurants and 

win more profit. 

To make the matters worse, some wholesalers can acquire products from other 

areas with low price. Some wholesalers' price is higher, although they have the power 

of attorney, but they also should pay the deposit. Because of this, some wholesalers 
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give up the power of attorney and purchase these products from other channels, which 

causes the market is more competitive. 

Main Change Method 

Under the pressures from the E-business and personal weaknesses, some wholesalers 

chose to close up and many wholesalers made revolutions with e-commerce. In the 

present environment, there are several major changes B2C, O2O, Platform Strategy. 

B2C. Considering the liquor sales cycle is long and the return is low, wholesalers 

changed their business model. They selected to sell goods directly to consumers. This 

method shortens sales channels and wholesalers can win more profit. In addition, 

money collecting is fast and the wholesalers don't concern the collection of accounts 

receivable. Many of them distribute leaflets in the neighborhood. Some Use the 

Internet to reform. 

Brewmaster Network set in 2010 and it was a very small wine agent before. With 

the development of the Internet, Hao Hongfeng, CEO of Brewmaster Network now, 

found the advantage of the net and then founded the Brewmaster Network. Firstly, 

Brewmaster set multiple prices and he built self-support logistics system. Gradually, 

this strategy to low price and group price has attracted some customers and sales have 

improved a lot. Secondly, Brewmaster negotiates with some big wine companies 

about the lower purchasing price. Obviously, Brewmaster is successful and many 

alcohol companies have collaborated with Brewmaster, such as Wu Liangye, Maotai. 

In the end, Brewmaster forges an alliance with some platforms, such as Taobao.com, 

Tianmao.com and so on. 

O2O. O2O is Online to Offline. That is to say, combine offline commerce with the 

Internet. We cannot estimate that every wholesalers suffered from high adverse effect. 

Some is almost untouched by the Internet and have strong market influence in their 

district. In the other hand, although some has been affected by the Internet, their 

market impact is powerful thanks to their multiple shops. 

Some of them use O2O to get the customers online for Offline services in order to 

maintain the market share. 

1919 wine &spirits importer and retailer Network sets in 1998. Initially, 1919 was 

just traditional wholesalers and focused on its regional sales. As its own strength 

grows, it didn't satisfy its own area and opened chain supermarkets and multiple shops 

to achieve more consumers. With the development of the Internet, 1919 discovered 

the transmission capacity of the Internet and use the Internet to increase its impact in 

the alcohol industry. Besides, it makes an alliance with some alcohol companies and 

platforms like Brewmaster. 1919 is committed to be Wal-Mart in wine. 

Platform Strategy. Platform strategy is a business model that connects more than two 

specific groups, provides them with an interactive mechanism, meets the needs of all 

groups, and profits from them. In the contemporary wine industry, some companies 

created some platform to gather all kinds of wine manufacturers such as 

manufacturers, distributors, wholesalers. At present, most companies using the 
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platform strategy is not wholesalers, but platform strategy is a method where 

wholesalers make revolutions. Wholesalers are more familiar with others and know 

the business model more. 

JiuS.net set in 2013 and it is committed to providing large-scale integrated service 

platform for all kinds of wine manufacturers. It provides wine management services, 

liquor marketing services, liquor information services. Every wine manufacturer can 

sell goods to end customers and can find new cooperative partners. JiuS.net facilitates 

all parties to profit and helps some companies to expand their market without build 

new networks like Brewmaster or open multiple shops like 1919. 

Success Factors 

Reduce information asymmetry. Whether it was before or not now, there is 

information asymmetry. For producers, they cannot deliver product information 

directly to the customers. However, alcohol product quality is most important for 

customers. Otherwise, they are incapable of acquiring the information of customers. 

Based on this, they may be defeated if they make revolutions to face terminal 

customers straightforward. For customers, they cannot gain whole product 

information. So they will increase the risk of purchase cannot purchase the correct 

wine products they want. 

From the example of Brewmaster and 1919, we can find they reduce information 

asymmetry. In fact, they are still wholesalers or distributors. They fully understand 

customers information in the way they use Internet to face customers directly and then 

they know the need of customers based on communicating with customers. So the 

upper companies can predict the market and know the information from the number 

of the alcohol products wholesalers order. In addition to this, it is beneficial for 

customers. Customers can obtain the product information by chatting with 

wholesalers online and then make the optimum decision. 

Balance the power between producers (distributors) and consumers. As it is known 

to us, bargaining power is not equal in the traditional business model. Producers and 

distributors have strong bargaining power because they have many buyers and their 

companies are big. However, customers are small and have little market influence. 

They are just forced to accept the price that producers, distributors wholesalers or 

retailers provide. Gradually, the gap between producers (distributors) and consumers 

is bigger and bigger. 

From the example of Brewmaster and 1919, we also can see they both Balance the 

power between producers (distributors) and consumers. Firstly, they are also small for 

producers or distributors in the beginning, so they scale up and prompt the impact. 

For instance, 1919 opened hundreds of multiple shops Then, they negotiate with 

upper producers and distributors on behalf of customers. Considering Brewmaster and 

1919's high sales volume, many wine companies are willing to give more discounts. 

In the end, the power of customers is increasing and the power of the producers and 

distributors is lower. 
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Segment customers. From the traditional business model, we can make conclusions 

that the traditional wholesalers' consumers are fixed and they are the retailers, 

restaurants and some individuals in their areas. Based on their logistics level and 

some limitation from upper companies, they cannot go to other sites from current 

areas. Besides, consumers are not only the retailers, restaurants and some individuals, 

but also the group. So consumer groups are not subdivided, and then wholesalers 

cannot provide differentiated service, which caused they are unable to win profit 

maximization. 

From the main change method above, these three companies fix different target 

groups. JiuS.net is bound to service all kinds of wine manufacturers. It provides the 

platform to help all kinds of wine manufacturers to market and scale. For Brewmaster, 

the group purchase is more significant and with the rapid of the Internet, the group 

purchase is more popular. In opposition to Brewmaster and JiuS.net, 1919 devotes 

itself to improve brand ability and give consumers more convenience. They get a lot 

of loyal customers based on different approaches and avoid fierce competition. 

Suggestion 

Alliance between giants. Earlier in the article, we know the size of the traditional 

wholesalers is relatively small and they have not enough money and staff. So they are 

easy to defeat if they make revolutions. It is necessary to make indispensable alliance. 

Considering different situation, there are three ways of alliance. 

The first one is to make the alliance with the platforms. If you are just a small 

wholesaler, you can attend the web like JiuS.net. if your management is better, you 

can also consider the web like Taobao.com. in the way, you need not pay more 

attention to marketing. 

Acquisition is another way of alliance. Last year, some newspapers reported 

Wngjiu Network plan to acquire 1919. Although this news wasn't proved, it also 

provides one method. If some wholesalers plan to drop out, they can improve 

themselves and then seek for be acquired. 

The last one is to make the alliance with other same level wholesalers. Obviously, 

it is suited for small wholesalers in the initial step. During the time, the alliance can 

concentrate all advantages and develop quickly. 

Based on the consumers. Any theories tell us that all business success is based on 

consumers. For the wholesalers, retailers, restaurants and individuals are their 

consumers. Every party attaches importance to different things when they purchase. 

Retailers and restaurants think price and rate is important, but individuals pay 

attention to the quality. Therefore, the wholesalers are supposed to understand and 

analyze consumption preference and then make corresponding reform. 

At the first, the wholesalers should use the Internet. They can create your own web 

site like 1919 and Brewmaster, or they attend some webs like JiuS.net, in order to 

reduce information asymmetry. In general, the wholesalers collect the consumer 

information and facilitate the flow of information between the consumers and 

producers or distributors. 
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Next, the wholesalers negotiate with upper companies on behalf of consumers. 

They should put effect on win lower price through high sales, which is good for 

consumers and them. 

Set up own marketing team. Earlier in the article, we know the traditional 

wholesalers lack good market team, but it is necessary to own the marketing team 

under the E-business. Of course, in different stage, the wholesalers should take 

different actions. 

Initially, considering the money and scale, the wholesalers are unable to employ 

more salesmen. Therefore, the wholesalers just make better use of their existing staff. 

For salesmen upper alcohol companies send, the wholesalers are supposed to give 

some profit to them if they help marketing other products when they market their own 

products. For the employees, the wholesalers should select some employees to 

undertake some marketing tasks. These employees chosen must be familiar with the 

market and have good social skills. 

With the expansion of scale, initial market team cannot meet market requirements. 

In addition, the wholesalers need professional to run the E-business and acquire more 

market share. Through the early accumulation of capital, the wholesalers should 

employ several professional then gradually increase the number. When the personnel 

reach a certain level, the wholesalers should consider giving up their original 

teamwork composed of employee and salesmen and set up special apartment. 

Regardless of social development and scientific progress, the wholesalers should 

make the revolutions instead of keeping quiet at present 
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Abstract 

A great number of studies emphasize the various health benefits of yogurt and 

the bacterial cultures used in its production. Greek and Bulgarian yogurt are 

among the most widely known varieties of this dairy product, and the two 

neighboring countries have a long tradition in producing it. The aim of this 

paper is to examine the trends in the competitive performance of both countries’ 

foreign trade with yogurt over the period 2006-2015 and to identify existing 

problems and potential opportunities for expansion of the exports. To that end 

various trade indicators are used presenting the exports dynamics, the terms of 

trade and the comparative advantages.   

 

Keywords: dairy products, Greece, Bulgaria, competitiveness, revealed 

comparative advantage  
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1. Introduction 

Bulgarian and Greek yogurt, despite their similarities, are unique in nature. The Greek 

yogurt has been strained to remove liquid and lactose, which results in a thicker 

consistency, less sugar, fewer carbohydrates, and a lot more protein compared to 

regular yogurt, while in the same time its unique sour taste is preserved. The 

Bulgarian kind, on the other hand, has a tangy flavor and is creamier than the Greek 

one. For a yogurt to be considered of the Bulgarian variety, it should be made with 

two specific starter bacteria, namely Lactobacillus bulgaricus and Streptococcus 

thermophilus. The uniqueness of the so called in Bulgaria “kiselo mlyako” is due to 

the peculiarities of the climate in the region and the specific traditional way in which 

it is prepared. The recognition of Bulgarian yogurt on the world market is evident 

from the fact that Bulgaria has long-term licensing agreements for the production of 

traditional Bulgarian yogurt with more than 20 countries around the world, with the 

first such agreement dating back to the 70s.  

Greece is a major exporter of yogurt, taking the 4
th

 place in the world, with a share 

of 6.8% in 2015, while Bulgaria took the 38
th

 place with 0.3 % share. Both countries 

were net exporters of yogurt in the past two decades and the two varieties of the 

product are highly valued all around the world for their unique taste and various 
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health benefits. Due to the export potential of yogurt there are a lot of opportunities to 

be seized but there are also a lot of potential problems. 

2. Dynamics of the Exports of yogurt of Greece and Bulgaria in the period 2006-

2015 

Table 1: Exports of Greek yogurt, value and growth rate (%)  

 
Source: Trade Map *Unit: US Dollar thousand 

Graph 1: Exports of Greek yogurt, value and growth rate (%)  

 
Source: Trade Map 

The graph depicts the value and growth rate of exports of Greek yogurt in the 

period 2006-2015. As the graph shows, the growth rate reached a peak in 2007, 

however in the following years the trend was downward and the exports reached an 

all-time low in 2009. There are two reasons for that – the inevitable effects of the 

global financial crisis, but also the fact that the major importer of Greek yogurt – the 

United States – switched to importing the good from Canada due to the fact that the 

European Union imposed some standards and regulations, which caused difficulties in 

customs procedures and made the conditions of importing Greek yogurt less 

favorable. The outcome was the first and last negative growth rate observed in the 

whole period, of -23%. However, in the following years the exports recovered well. 

Even when the Greek recession hit the hardest between 2010 and 2012 the growth rate 

of exports remained positive. When the outlook of the Greek economy improved from 

2013 onwards the highest values in the period were observed and the growth rates 
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were significant – more than 30% in 2013 and 2014. Despite that in 2015 the growth 

slowed down, the highest value in the period was recorded.   

Table 2: Exports of Bulgarian yogurt, value and growth rate (%) 

 
Source: Trade Map *Unit: US Dollar thousand 

Graph 2: Exports of Bulgarian yogurt, value and growth rate (%) 

 
Source: Trade Map 

Graph 2 shows the value and growth rate of exports of Bulgarian yogurt in the 

period 2006-2015. As it can be clearly seen, at the beginning of the period exports 

rose sharply by 296%, however the absolute value was low – only 938. In 2007, the 

year in which Bulgarian acceded to the European Union, the exports grew even more 

– the value increased by 456% to 5211. From that year on, Greece was the top country 

to which Bulgaria exported the good – on average 83% of Bulgarian yogurt were 

exported to the country, which means that the values on the graph are mainly 

influenced by the economic conditions in Bulgaria’s neighboring country. The 

worsened economic conditions during the global crisis resulted in a negative growth 

in 2009 of -14%. There was an increase of 9% in the following year, followed by a 

sharp decline of -20% in 2011 and -11% in 2012. This was due not only to the effects 

of the global financial crisis but also to the worsening of the Greek recession. In 2012 

two EU programmes on information provision and promotion measures for traditional 

dairy products started – “EU Dairy Daily” and “Promotion of milk products in Third 

countries”. This, in addition to the improved economic outlook of the Greek economy 

made the exports grow dramatically by 101% in 2013. Despite the fact, that in 2014 

and 2015 the growth rate was on a downward trend with negative growth rates, the 

values were significant and among the highest observed in the whole period. 
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3. Comparative advantage of the Greek and Bulgarian yogurt 

Table 3: Comparative Advantage of the Greek and Bulgarian yogurt (Balassa 

index) 

 
Source: Trade Map 

Graph 3: Comparative Advantage of the Greek and Bulgarian yogurt (Balassa 

index) 

 
Source: Trade Map 

The graph illustrates the Revealed Comparative Advantage of Bulgaria and Greece 

in their trade with yogurt, as measured by the Balassa index. As it is illustrated by the 

graph, Greece had a relative advantage in yogurt in all of the years in the 10-year 

period, signified by the high values of the index, which were ranging from 16.19 in 

2009 to 39.68 in 2015. This is largely due to the position of Greece as one of the top 

yogurt exporters in the world. From the beginning to the end of the period Greece 

increased its comparative advantage by nearly half. 

Bulgaria, on the other hand, started the period with a comparative disadvantage, 

with a value of the index of 0.44 in 2006. This was mainly due to the small quantity 

that Bulgaria exported at the time – only 948 tons. However, in the following years 

the values were always greater than one, implying relative advantage of the Bulgarian 

yogurt. By the end of the period Bulgaria increased its comparative advantage by 

more than 4 times.  

4.  Terms of Trade of the Greek and Bulgarian yogurt 

Table 4: Terms of Trade of the Greek and Bulgarian yogurt 

 
Source: Trade Map 
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Graph 4: Terms of Trade of the Greek and Bulgarian yogurt 

 
Source: Trade Map 

The graph shows the Terms of Trade of the Greek and Bulgarian yogurt in the 

period 2006-2015. As the graph illustrates, the Terms of Trade of Greece are higher 

than those of Bulgaria during the whole period. What is also evident from the data is 

that generally the Terms of Trade of both countries are improving and the highest 

values were observed in the end of the period. From 2006 to 2015 Greece had always 

recorded ToT of more than 100%, meaning that the country had accumulated more 

money from the exports of yogurt, than it had spent. Bulgaria, on the other hand, 

started the period with ToT of 53 and 83, but in the following years the values 

increased significantly and were always greater than 100%. Bulgaria had recorded its 

highest value in 2015, and Greece the second highest one after 2013. 

5. Geographical distribution and partner concentration 

5.1 Top 5 countries to which Greece exports yogurt 

Table 5: Top 5 countries to which Greece exports yogurt 

 
Source: Trade Map 

Currently Greece is not only the 3
rd

 largest exporter of yogurt in the world but it is 

also among the fastest growing ones. However, its trade with the product is not well 

diversified. As may be seen in the table, around 80% of the total exports of yogurt of 

Greece go to its top 5 importers of the product. Despite that, the main countries to 
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which Greece exports are not geographically concentrated in neighboring countries, 

as in the case of Bulgaria – among its top 5 trading partners, Italy is the only country 

that is relatively close to Greece. In the 10-year period Greece exported yogurt mainly 

to Italy, the United Kingdom and Germany, which are also among the top yogurt 

importers in the world, taking the first, second and sixth place respectively.  

Greece and the United Kingdom traditionally maintain excellent bilateral 

relationship. Furthermore, the UK is among the top trading partners of Greece. This, 

in addition to the place the country takes as a top yogurt importer, explains the 

position it occupies as a top export destination for Greek yogurt. Furthermore, Greek 

yogurt is highly valued in the UK as of the exports of the good to the country between 

2011 and 2014 made up 90%. 

Greek yogurt gained huge popularity in Italy as well. Over the last couple of years 

Greek yogurt exports to the country have been registering double digit growth rates 

which made the biggest Greek dairy companies strike partnerships with Italian 

enterprises, either for the distribution of their brands or for the production of private-

label products for Italian supermarket chains. It can be clearly seen that the exports 

that went to the country grew rapidly – from 11.9% and the 3
rd

 place in 2006 to 37.2% 

and the 1
st
 place in 2015. 

It is noticeable that the USA, which was the second country to which Greece 

exported in 2006, is nowhere to be seen in the following years. The United States 

used to import around 80% of yogurt from Greece, however this share dropped to 

nearly zero. The reason for that, as mentioned earlier, were the standards and 

regulations that the European Union imposed, which caused difficulties in customs 

procedures and high additional costs for both countries. And thus, the US switched to 

importing the good from Canada. 

 

5.2 Top 5 countries to which Bulgaria exports yogurt 

Table 6: Top 5 countries to which Bulgaria exports yogurt 

 
Source: Trade Map 
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From the data it can be clearly seen, that the top 5 countries to which Bulgaria 

exports yogurt take up more than 90% of the country’s total exports of the good.  

In 2007, when Bulgaria acceded to the EU, the trade barriers between Bulgaria and 

Greece disappeared, and the Greek share in the total value of exports of Bulgarian 

yogurt increased from only 0.9% in 2006 to 85% in 2007. From that year on Greece 

was always the top destination for Bulgarian yogurt taking around 80% on average of 

the total value Bulgaria exported.  

In the table, it can be seen that Macedonia’s share, which was the highest in 2006, 

declined progressively reaching 0% in 2010. There are two reasons for that. The first 

one is that from 2006 on, the Bulgarian-Macedonian relationship worsened, and the 

second – the much more favorable trade conditions with EU member states such as 

Greece, after Bulgaria’s accession to the European Union. However, the quantity 

exported to Macedonia was not that significant in the first place – in 2006 Bulgaria 

exported only 365 tons to the country.   

It is also worth mentioning, that in the top 5 countries to which Bulgaria exported 

yogurt the largest shares were held by neighboring countries like Greece, Romania, 

Macedonia and Serbia. This indicates that the market for Bulgarian yogurt is not only 

concentrated in the top 5 export destinations for the product, but also geographically 

concentrated in nearby countries. This may be due to the fact that geographical 

proximity significantly facilitates the trade between countries, not only through the 

lower transportation costs, but also due to the already well-established economic 

relations between the countries. However, this poses a threat to Bulgarian producers, 

since if one of those countries, and especially Greece, changes its policy towards 

Bulgarian products, they will incur huge losses. 

6. Identification of new potential markets 

Table 7: Matrix of potential markets for Bulgaria and Greece 

 
* 5 - highest value; 1 - lowest value 

Since both countries are heavily dependent on their top 5 export destinations for 

yogurt, it would be good to consider diversification of their export markets for the 

product, in order to mitigate potential negative impact of unfavorable economic and 

political conditions in the importing countries. There are good prospects for the 

increase of exports of Greece and Bulgaria towards Belgium, Poland, China and 

Japan.  
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For both countries it would be most profitable to increase exports to Belgium and 

Poland. Both are in the European Union, which significantly facilitates the trade of 

Greece and Bulgaria with them. A drawback of exporting to the aforementioned 

countries are the transportation costs. However, the benefits of entering those markets 

would outweigh the costs. 

Belgium is the fourth largest importer of yogurt in the world, as well as one of the 

fastest growing ones. It is also among the first 15 importers of the good from Bulgaria 

and Greece. It can be seen that the share of yogurt that Belgium imports from the 

countries is also growing at a fast pace, which means that the demand for the Greek 

and Bulgarian varieties in the country is increasing.  

As mentioned above, there are also good prospects for the diversification of 

exports of Greece and Bulgaria towards Poland. The country is also among the largest 

importers of the good in the world, however lagging behind Belgium. On the other 

hand, Poland’s growth rate of imports of yogurt from the world is higher than that of 

Belgium – in 2015, it had increased its imports by 33%. The country is among the top 

10 importers of Bulgarian yogurt, and the 21
st
 importer of the good from Greece. Yet, 

this share is increasing rapidly. 

Despite the fact, that the trade of yogurt of both Greece and Bulgaria with China 

and Japan is currently not well developed, there is an opportunity to expand exports of 

the good to these countries. The reason for that is that the Greek and Bulgarian 

varieties are highly valued in both Japan and China for their unique taste and health 

benefits. Furthermore, Bulgaria has long-term licensing agreements for traditional 

Bulgarian yogurt with both countries, with the first such agreement signed in 1972 

with Meiji Dairies Corporation of Japan. Starting virtually from scratch, since in the 

70s the product was completely unknown for the Japanese consumer, Meiji managed 

to turn Bulgarian yogurt into one of the most popular brands in the country’s food 

industry. The Greek yogurt also gained huge popularity under the brands Partheno, 

Aeon and Oikos. In China the most popular yogurt is also Bulgarian – the brand 

“Momtchilovtsi”, took the first place in terms of sales in 2015, followed by the 

“Ambrosial Greek Yogurt”.  

Thus, despite the distance of the countries and the existence of trade barriers, there 

is an opportunity for a successful launch of the Bulgarian and Greek products on the 

Chinese and Japanese markets. Additionally, Japan and the European Union are 

currently negotiating a free trade agreement, aimed at removing many of the existing 

trade barriers, which would further facilitate the exportation of yogurt to the country. 

Conclusion 

Bulgarians and Greeks have a long tradition in the production of yogurt. Moreover, 

the two varieties are well known and highly valued all around the world for their 

unique taste and health benefits. Due to the export potential of yogurt, there are a lot 

of opportunities to be seized, but there are a lot of potential problems. It can be seen 

that the prospects in the trade with yogurt for both countries are improving. Both 

countries ran trade surpluses with the good, yet the quantity that Greece exported is 
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much higher than that of Bulgaria in the whole period. The Balassa index shows that 

both countries have a revealed advantage of the good, however, the values of the 

index for the Greek yogurt are much higher than those of Bulgaria, largely due to the 

fact that Greece is a top exporter of yogurt. The Terms of Trade of both countries are 

also generally improving, and the highest values were recorded in 2015, here again 

the values of Greece are higher, but the difference is not so significant. Thus, Bulgaria 

should revise its policies and make an effort to increase the competitiveness of its 

yogurt on the world market. A potential problem for both Greece and Bulgaria is that 

a large proportion of the exports of yogurt goes to the top five importers of the good 

from the countries, which makes milk-processing companies heavily dependent on the 

political, social and economic conditions in a limited number of markets, thus, in 

order to mitigate potential negative impact both countries should consider 

diversification. 
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Abstract 

The so-called world economic cycle is characterized by the cyclical upsurge, 

recession, depression and the resurgence of the main world economies. This 

paper is based on the new Keynesian theory of the current world economic cycle, 

and put emphasize on the means of regulation. 

The first chapter is a review of the world economic cycle theory, mainly 

introducing the new Keynesian theory. The new Keynesian theory inherited the 

macro-control of the old Keynesianism and absorbed the essence of liberalism. 

The understanding of New Keynesianism plays a key role in our understanding 

of the current world economy. 

The second chapter is about the analysis of the current world economic cycle. 

This chapter is divided into three sections, the first section mainly describes the 

characteristics of the current world economy, the current world economy is still 

weak, but for the future economic recovery is still very large information. 

Section 2 focuses on the current economic risks, politics, culture, the 

environment and some low-income unstable countries which give the current 

world economy to with great unitability, 

The third chapter is the combination of empirical analysis of the world 

economic cycle and the effective regulation of politics, this chapter is divided 

into three sections. The first section is mainly about the analysis of the world 

economic cycle, according to the long-wave theory, history is divided into five 

long economic cyclical waves, combined with empirical, we analyze every single 

wave one after another. The second section is mainly about the generation of the 

world economy, every rise of world economic cycle can be contributed to the rise 

of a new revolution, including technical force caused by industrial reform, which 

led to economic fluctuations. Section 3 focuses on the means of regulating the 

world's economic cycle. This is divided into three areas: politics, trade and 

innovation. The situation in today's world is becoming increasingly complicated. 

Only by taking right and effective measures can the economy be revived. 

 

Keywords: The world economic cycle, the new Keynesianism, the current round 

of the world economic cycle, macro-control and market freedom, global trade 
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Chapter 1: Review of the World Economic Cycle Theory 

Since the 18th century, we have already entered the capitalist society, the growth of 

economy has shown a cycle of ups-and-downs, consist of recession, depression and 

then recovery. This phenomenon is called the economic cycle. The spiral of economic 

growth and the existence of economic cycle indicate that there is a significant 

regularity of economic activity. The exploration of this law constitutes the core of 

economic cycle research. 

The economic cycle theory is an important branch of the macroeconomic field. 

Dornbusch, Stiglitz and Mankun, who are the main representative of the liberalism, 

which becomes one of the two major trends of this theory with government 

interventionism. These two innovative trends gradually formed a "new Keynesianism" 

The new Keynesians research the economic cycle problem along two different 

ways: Firstly, at the basis of nominal wages and price stickiness; while the second one 

is to analyze the economic cycle from the perspective of price elasticity. In the short 

term, the reduction in aggregate demand not only reduces the actual variables such as 

output, but also reduces the price level and other nominal variables. In the long term, 

the total demand changes. This change in demand is only nominal that affects the 

price level. Price elasticity of instability is the reason for economic fluctuations. 

The new Keynesian price of viscous economic cycle theory has exactly the same 

conclusion as the original Keynesianism, but it further explains why there is a wage 

price stickiness that making up for the lack of micro-foundation of Keynesianism. The 

new Keynesians put forward the long-term labor contract theory, the staggered wage 

contract theory, the stealth wage contract theory and the efficiency wage theory as the 

micro-foundation of wage sticky. It also put forward the menu cost theory, the price 

adjustment theory and the cost of additional pricing theory As the micro-foundation of 

price stickiness. The following analysis of the economic cycle theory will be based on 

the analysis of new Keynesian theory. 

Chapter 2: Analysis of the Characteristics of the Current World Cycle 

Section 1  Analysis of the Current World Economic Characteristics 

The world economy at the post-war period has the widest range The deepest recession 

has been lasting for six years, but the return to a strong, synchronized global economy 

is still difficult to achieve. The overall growth rate of the world economy in 2015 fell 

to the lowest level since 2010, the growth rate of different economies unstably and 

uncertainly increased. The global economy was still weak in 2016 and we don’t know 

whether it will recover soon.  

We are undergoing a weak global economy.  

The following graph shows the growth of GDP of different countries all around the 

world.  
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（Origin from IMF《World economic outlook》） 

 

           Note: Origin from Wind Database 

 

     Note: Origin from Wind Database 
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According to the figure above and the preliminary information, although the world 

economic growth has been better in 2016 than 2015, which is only a slight increase. 

The economic weakness and the lack of motivation are critical problems on which we 

still need to pay great attention. Mainly due to the weakening of economic activity in 

developed economies. Although the developed economies are weak, it did not bring 

spillover effects, China, as an emerging economic body, its economic growth in the 

first 6 months of 2016 is still strong 

The Inflation rate is still low 

 

 

In 2015, the consumer price inflation rate of the developed economies, which is 

0.3%, becomes the lowest one since the global financial crisis. As the impact of oil 

prices subsiding, consumer price inflation rose slightly to about 0.5% in the first 6 

months of 2016 (Figure 1.2). Core consumer price inflation is higher than overall 

inflation, but there are differences in major developed economies. US core consumer 

price inflation averaged just over 2% on average in the first 6 months of 2016, 

possibly reflecting temporary factors or seasonal. But the Eurozone and Japan's core 

consumer price inflation were at a 0.75% lower level. Inflation in emerging markets 

and developing economies remained stable, as the exchange rate remained stable or 

appreciated in many countries, and the effects of exchange rate devaluation in the past 

faded. 
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Commodity prices are falling 

 

International oil prices in 2015 did not reverse the weakness of the year, hovering 

around the 50 US dollars barrel, leading to the reappear of the global deflation panic. 

In the oil prices plummeted, the global commodity prices are also unusually sluggish, 

and causing another global deflation panic. In addition, according to the commodity 

prices, the annual performance of 2015 is not that good. According to LME's three-

month future contract, prices of lead, aluminum and zinc have been hovering at the 

line of $ 2,000 per ton, and copper prices are also falling. How to break the price of 

commodities continues to be an important factor in saving the world's growth. 

The global debt is high 

According to the IMF's estimates, global debt has grown for three consecutive years 

and the global debt risk has increased. Overall, the debt rate of developed economies 

is higher than that of emerging economies. As shown in the table below, the 

proportion of debt in GDP of developed economies in 2015 was 105.4% and that of 

emerging economies was 43.9%. Global debt continues to expand in 2015, and the 

high level of debt is, to a certain extent, the inevitable result of the countries' response 

to the crisis, and the recovery of the world economy has also exacerbated the risk of 

debt. 
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Section 2  The risk of the global economy 

Policy and institutional risks 

The Brexit and the current presidential campaign in the United States have led to a 

particular concern for labor mobility and migration, global trade integration and cross-

border management. Institutional uncertainty, coupled with increased political 

disagreements within countries, could make the task of dealing with structural 

challenges more difficult. These challenges, including the easing of products and 

labor market controls, the restoration of the balance sheet, the implementation of 

welfare reforms, the influx of immigrants into the labor force, etc., appear to have 

become more tough as well. Therefore, these kind of policy inefficiencies may 

become more deeply rooted, so the world economy may be strongly weakened. So, if 

any of the risks mentioned in the following part realizes, its great adverse effects on 

the global trade does not do good to the world economic growth. 

Conflict, health and climatic factors 

A number of other factors continue to affect the prospects for each region. Such as the 

drought in East Africa and South Africa, the civil wars and conflicts in some countries 

in the Middle East and Africa, the development of immigrants in Jordan, Lebanon, 

Turkey and Europe, the global terrorist operations, and Latin America issue and the 

Caribbean conflict, the southern and southern Village card virus spread. Each of these 

issues leads to an enormous humanitarian and direct economic costs. Terrorist 

incidents have occurred, and ongoing internal conflicts have spread to neighboring 

areas. The outbreak of the village has exacerbated the public health crisis, which 

could have a serious impact on market sentiment and thus have a negative impact on 

demand and economic activity. 

The impact of low income developing economies 

In low-income economies, countries that rely on commodity exports still facing more 

difficult prospects than others. Commodity prices of these countries are greatly below 

the peak levels in 2014, with weak global growth and further tightening of financial 
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conditions in which economic growth in low-income developing countries that 

depend on commodities is significant 

Weakened, especially fuel exporters have worsened the already weak 

macroeconomic situation. 

Chapter 3:  Combined with empirical analysis of the world economic cycle and 

the effective regulation of politics 

Session 1  The summary and the analysis of the world economic cycle 

Based on the implications of the world economic cycle and the long wave fluctuation 

hypothesis, we believe that the 1880 is the starting point for the world economy cycle, 

mainly because all parts of the world economy have grown significantly thereafter 

and the world's commodity trade and financial transactions have become increasingly 

frequent in 1880. So far, there are five major world cycle long wave fluctuations from 

1880 to now. 

The first long wave fluctuation period is 1880-1890, the current round of the world 

economic cycle in 1883 or so began a cyclical recession, the national recession is 

quite unified; in 1856 the world economy dropped into the bottom of the recession, 

although the economy is at the bottom of the recess, it is still very close to the other 

period. Only Britain was lagging, it was not until 1889 that the Britain economy 

reached the bottom of the recession. The subsequent recovery period is longer, about 

5 years or more. At about 1891, the national economy to entered the rising stage. The 

cycle usually advance or lag for 1 year. In short, through the observation of the 

economic cycle of the various stages of the turning point, we find that the cyclical 

movement of countries in this period. 

The second wave of period is 1890-1900, this round of the world economic cycle 

began around 1891 cyclical. The recession reached in 1896 and also pushed the 

economy into the bottom, followed by a longer recovery period, about 5 years or 

more. At about 1901, the national economy re-enter the rising stage. The second 

round of the world economic cycle also has the length of about 10 years. 

The third wave of period is 1914-1949. This round of the world economic cycle 

began around 1929 cyclical recession, dropped into the bottom of the recession at 

about 1932, the recession period is relatively short, however the subsequent recovery 

period is longer, about 6 years. At about 1939, the national economy entered the 

rising stage. Observing the economic cycle of the various stages of the turning point, 

we find that the cyclical movement of countries show a good period of 

synchronization, countries entered the era of economic prosperity. 

The fourth wave of period is 1949-1989, when the world economic cycle is based 

on a specific transmission mechanism. The recession stage originated in the United 

States, Britain, Canada and other countries, with close economic ties by the European 

continent countries and Japan and other developed countries. The world economic 

recovery benefited from the great impetus of the economies of USA and Western 

Europe.  
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The fifth wave of period is 2008-2040, the current round of the world economic 

cycle began to recess in 2007, fell to the bottom in 2008. In a year and a half later, 

developed financial institutions such as Europe and USA are trapped into liquidity 

difficulties and financial crisis as well as the world financial market chaos. The 

financial crisis has spread to a wide range of conduction speed and other 

characteristics, which also makes the world focuses on the financial crisis 

transmission mechanism issue once more 

Session 2  The generation of the world economic cycle 

According to the economy cycle thoery, the balance or imbalance of supply and 

demand will determine whether the economy is smooth or fluctuating. The supply and 

demand imbalances caused by the supply shocks or demand shocks will cause the 

economy to run mainly in a volatile state, and the impact of the currency is the two 

types of shocks. The impact of macroeconomic fluctuations can be divided into three 

categories: one is from the supply of production impact, including technological 

progress, climate change, natural disasters, resource discovery and world market price 

fluctuations in raw materials; The impact of demand on the country's economic needs 

includes macroeconomic management authorities' policy shocks, such as fiscal policy, 

monetary policy and exchange rate policy, and the others are from of private demand. 

The first world economic cycle occurs due to the outbreak of the industrial 

revolution, the widespread of steam engines makes the rapid economic growth. The 

second world economic cycle fluctuation is due to the rapid growth of steel 

production and the railway construction period. While the third period is due to the 

popularity of electricity, the rapid development of the automotive industry. The fourth 

one is due to the prosperity of petrochemicals and cars. The fifth one is due to the 

rapid development of information technology, information technology development 

leads us into a new era of science and technology. 

Understanding the generation of the world economic cycle has a significant effect 

on how we regulate the economic cycle and can help us capture a better understanding 

of the cyclical nature of the world economy. 

Session 3 The meaning of world economic cycle control  

To adopt a more effective and coordinated policy, and to implement the 

"three-pronged" policy 

Policymakers need a more effective and balanced policy mix to build a more robust 

path to economic growth and financial stability. After the central bank has taken an 

unprecedented series of initiatives, enhancing the market risk once again. Although 

the economic recovery still needs relatively loose monetary policy support, a more 

comprehensive policy mix will ease the increasing burden on the central bank. Some 

monetary policy, such as negative interest rates, has reached its limits of 

effectiveness, and the mid-term side effects of low interest rates on banks and other 

financial institutions are emerging. The implement of fiscal and structural policies 

enhances investor’s confidence and boosts global economic growth, while 
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implementing macro-prudential policies also consolidate the foundations of the global 

financial system. These initiatives will help to avoid stagnation in financial and 

economic development. In the financial development stagnation and trade 

protectionism scenario, by 2021, world output losses will reach about 3%. 

Promote innovation, increase economic power 

From the economic power of the past. It can be seen that every the economic 

fluctuations is due to the rise of emerging technologies or industrial revolution, so 

we’d better let the economy flourish, we must improve innovation and increase 

economic momentum. For example, China's implementation of the "O2O" innovative 

model is to bring the world economy with a little new impetus. 

Eliminate economic barriers and promote global trade 

One of the reasons for the current decline in economic growth is the trade restrictions 

and the lack of investment, which has become a barrier to global trade. The global 

environment is not conducive enough to trade development, which may lead to the 

inability of commodity exporters and the keep the low-income countries from 

achieving the goal of establishing new export models and gradually narrowing the 

income gap with rich countries. It will also hamper global productivity gains, as well 

as the spread of knowledge, technology and investment. Therefore, in order to resist 

all forms of trade protection and to restore the trade liberalization process. We should 

devoted ourselves to eliminate the remaining trade barriers. We should provide much-

needed support for trade growth, including the promotion of a new round of global 

value chain development. In conclusion, only by developing global trade can we slow 

down or delay the future world economic downturn. So, we think, all responsible 

countries should corporate together to finish this tough issue.  

 



             7th International Conference of ASECU Youth (2017)        

 

Russia and Greece: Problems and Prospects of 

Cooperation in Today's Rapidly Changing World 

Egor KOLESNIKOV
*
  

Russian Customs Academy, Russia 

 
Аbstract  

This article analyzes the current state of the economies of Russia and Greece and 

assessing the prospects of development of relations between the two countries. This 

article discusses the evolution of international economic relations of these States. 

The author notes that despite some geopolitical difficulties, the cooperation 

between Russia and Greece, as well as at the level integration associations 

between the EU and the EAEU is very perspective. 

 
Keywords: Integration, economy, European Union, Eurasian Economic Union, 

partnership, economic cooperation, international economic relations. 

JEL Nr.: O23 

 

 

Cooperation between Russia and Greece is very important and relevant nowadays, as 

the authorities of our countries constantly meet and plan joint activities despite the fact 

that our countries had rather complicated diplomatic relations. Unquestionably, now, 

during the crisis, which touched both Greece and Russia, our countries should pay 

special attention to combating economic difficulties, since it is the economy that is the 

engine of any process development. The most constructive, in our opinion, is 

cooperation between the integration associations we belong to. 

Speaking about the Eurasian Economic Union, it must be said that an enormous 

amount of work has already been done to develop the integration association in the 

shortest time possible. The initiative to create the Eurasian Economic Union was 

submitted by the President of the Kazakhstan Republic, Mr. Nazarbayev in 1994. In 

2010 Russia, Belarus and Kazakhstan created the Customs Union, which in 5 years was 

transformed into the Eurasian Economic Union, later joined by Armenia and 

Kyrgyzstan. And we have much to be proud of. The entire world community considers 

the EAEU as a new global player. Nowadays the Eurasian Union is the second deepest 

regional economic integration project in the world after the European Union. The 

EAEU creates a market with a population of over 180 million people, functioning 

practically according to unified transparent rules. At the same time, the EAEU market 

de jure and de facto operates on the basis of World Trade Organization (WTO) norms, 

which makes it open and understandable for investors and attractive for third countries, 

especially in world economic turbulence conditions. 

Undoubtedly, the reason of success is the development of Eurasian integration on the 

principles of economic pragmatism and mutual benefit. Integration was viewed as an 
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additional growth driver, which contributes to the solution of national problems and 

provides additional growth of economic results by implementing the integration 

potential. The priority goal of the Eurasian Economic Commission was to develop 

integration in depth, which had eventually found expression in the Treaty on the EAEU, 

which consolidated the integrational architecture of institutions. 

Definitely, it is Russia that is the engine, the driving force of Eurasian integration. 

Russia is the largest economy of the Union, the largest territory, a weighty argument on 

the world stage. Cooperating with other countries within the framework of the EAEU, 

Russia creates new jobs, improves transport infrastructure, forms a full-fledged financial 

base, develops tourism, cooperates in the field of culture and education. All this leads to 

a gradual modernization of all spheres of our state. 

As for Greece, we are well aware that the Greeks are especially committed to the 

idea of European integration. It seems that the reason is that Greece's path to a single 

Europe was neither simple nor rapid. It began in 1961 with the signing of the Athens 

Agreement, which entered the history of the Union as the first treaty concluded by the 

European Economic Community (the so-called EU at that time) with a state that was 

never a part of its ranks, consisting of only six founding countries back then. Greece's 

membership in the EU has given it not only political benefits, as it may seem at first, but 

economic as well. The subsidies that Greece received under the EU Common 

Agricultural Policy had a huge positive effect, becoming a stabilizing factor, real 

economic support provided by the Union partners. Real changes have taken place, 

Greece has withdrawn from the status of a developing country, has politically become a 

stable democracy with a consistently developing civil society. So now Greece owes 

much to the EU and does not separate its future and the future of the country itself. 

Greece was recognized as a developed country in 2001. At that time, it became one 

of the leading investors in the economies of its Balkan neighbors.  For example, in 

2006, the Greek National Bank bought a 46% stake in the Turkish Finansbank and 

99.44% stake in the Serbian VojvodanskaBank. But in 2009, Greece appeared to be in a 

difficult financial situation: the budget deficit was 12.7% of GDP with the allowed 3% 

in the Eurozone. 

Greece was on the verge of default in the spring of 2010. It was avoided only thanks 

to the financial assistance of 16 EU members and the IMF, which allocated 110 billion 

euros to fight the economic crisis. However, this money was given to the country, 

obliging it to cut social payments and salaries, increase the retirement age, and raise 

taxes. The Greeks reacted to the new social policy with a wave of strikes, mass protests 

and riots. 

What is Greece now in the EU?  In 2013, it was mentioned in all macroeconomic 

textbooks as the first country in the world to lose the status of a developed country. At 

the same time, the external public debt continues to grow: it almost doubled in the last 

ten years and amounted to 327 billion euros in 2016, although there is a trend to slow 

this growth. The unemployment rate is now 23% compared to 27% in 2013. Thus, 

despite this difficult situation, Greece is emerging from the crisis, where it has driven 

itself. 
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Now, fortunately, Greece is experiencing an amazing moment when uncertainty ends 

and the country looks ahead with a great optimism. It is planned to reorganize 

production and to resume economic growth in the near future. 

It is interesting that Greece sees its further development together with Russia, which 

maintains a high level of bilateral relations. This was confirmed by several visits of 

Alexis Tsipras to Moscow and St. Petersburg over the past year, as well as by visits of 

Vladimir Putin to Greece. The authorities have also met in Beijing on May 14, 2017 to 

discuss the building of trade ties. For the first months of 2017 the trade turnover 

between our countries increased by 80%, which is actually two times higher than the 

trade growth rates between the EAEU and the EU. At the same time, there is an increase 

in the flow of Russian tourists in Greece. 

Thus, it can be concluded that strengthening the economic ties is strategically right, 

as there are close religious and spiritual ties between our countries, and there are 

opportunities of economic partnership increase and strengthening of stability and peace. 

As for the integration associations, it can be said that any interaction between the 

EAEU and the EU is the interaction of countries in the context of integration 

associations, for example, Russia and Greece. As noted above, despite the crisis in 

Russian-European relations, there is an objective foundation for the mutual interest of 

the EU and the EAEU in the integration interaction, which is based on geographic 

proximity, significant trade flows, the potential for investment links, economic security 

issues. 

Deep economic integration with the EU is extremely important and promising: 

  The EU is the largest trading partner of Russia and Kazakhstan. Russia, in 

turn, is the third most important trade partner of the EU. The EU could play a 

significant role in solving the modernization problems of the EAEU countries 

 The EU could become the main partner of the EAEU in the long term.  The 

level of partnership is not limited to the free trade zone and there is a 

possibility of concluding a comprehensive trade and economic agreement. 

Thus, developing cooperation between the EU and the EAEU, we will certainly 

improve the economies of our countries. 

In conclusion, it must be said that, according to objective economy laws, the 

cooperation between integration associations gives a huge effect, which indicates the 

need for global cooperation between the EU and the EAEU. Only through the support of 

bilateral cooperation between Russia and Greece in such strategic areas as energy, high 

technology, infrastructure, mutual investment, etc., we will be able to show other 

countries how important foreign trade cooperation is for us. 
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1. Introduction  

ISDS (investor state-dispute settlement) is a tool of public international law and an 

international investment agreement between foreign investors and the host states to 

which they invest. Through ISDS investor and state rights are defined so that legal 

protection is ensured during their investment activity. So, when two countries agree to 

ISDS, if the host state violates the rights provided to the investor based on public 

international law then the foreign investor owns the right to submit request in front of 

the arbitration court. 

The basic legal protection which is provided to investors through ISDS mechanism 

is about: 

 The right of fair and equitable treatment 

 The right of full protection and security 

 The right of free transfer of means 

 The right of not being directly or indirectly expropriated without full 

compensation 

More specifically the host states must provide investors with fair and equitable 

treatment, full legal protection and insurance as stipulated in the agreement. The 

insurance provided to foreign investors must be identical to the one given to local 

investors. So specific legal procedures must be followed since it is not possible to 

apply different measures to foreign investors. In connection with the definition of the 

term "legal and equitable treatment" the reference is to "in accordance with the 

customary international law since this gives the government vital room to support its 

state actions. (Investor – State Dispute Settlement Provisions in the EU’S 

International Investment Agreements, European Parliament, September 2014) 

Through such a protection, the investors can move their investment funds freely, 

under the condition of ensuring and facing financial crises and ensuring the integrity 

and stability of the financial system. Besides, the host states cannot directly or 

indirectly remove the value of an investment, without covering the investor with the 

full refund stipulated. 

The first ISDS agreement was signed between Pakistan and Germany in 1959 with 

the ultimate goal of the enhancement of foreign investment activity at an international 

level as well as the investors’ protection from unfair and unequal treatment. Up to 

now there are more than 3000 international investment agreements containing 
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investor to state dispute settlement provisions. EU member States participate in 1400 

of them. 

2. Reasons for ISDS and globalization 

Since the First World War there has been intense development of foreign investment 

activity for which the globalization and the internationalization of businesses was the 

motivating power. More generally the term globalization or internationalization is used 

for the autonomy of all those parameters (economy, communication etc.) which until 

recently, a few decades, desired to have borders within a state-protector. Parameters 

which tend to free themselves and permeate ,following the globalization ,is trade, social 

structure, technology, culture ,the political system, knowledge etc. More specifically 

according to economic science, the term ‘’globalization’’ is determined by an 

investment system in foreign markets, which comes as a result of the rational economic 

analysis of the advantages of international extension towards certain directions.  

The term ‘’firm globalization’’ focuses on the geographic dimension and refers to 

the stages in which the business widens the spectrum of its activities beyond the borders 

of geographic continent to which it belongs. In contrast the term ‘’firm 

internationalization’’ is used to describe briefly the extension process of business 

activities and operations in general abroad. Therefore, it is a safe conclusion to say that 

these two terms are not perfectly interchangeable. Their difference lies in the fact that 

the internationalization constitutes the first step the business must take in order to be 

given the opportunity to actively participate into a globalization model to achieve a 

point of possession and control of productive units in more than one countries around 

the world.  

The illegal states’ behavior towards foreign investors tended either to remain 

unimpeded or to escalate into a conflict between states until the creation and the 

development of a necessary modern system based on rules. Just in 1974,  a report by 

United Nations found that in the previous decade there were 875 rejections of private 

property of foreigners by the governments in 62 countries for which there were not 

international litigations. Although the diplomatic solutions were feasible, they were 

often ineffective and political and lacked the reliability of a judicial solution.  

So due to continuous development of the foreign investment activity it became a 

necessity to have a legal framework as until then effective judicial measures were not 

taken, given that control is a necessary condition to the realization of every form of 

investment. This legal framework will ensure and cover the rights of investors who 

decide to follow an investment procedure abroad. To cover this need the mechanism - 

agreement ISDS was created with the purpose of ensuring the basic legal protections for 

foreign investors. 

3. ISDS contribution to the host state 

3.1 Positive impact on the host state 

Beyond the main purpose of the ISDS creation which is to benefit foreign investors, 

there should also be benefits for the host state as an incentive for the consigning of 
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such an agreement. When a state agrees on ISDS only foreign investors are given the 

opportunity to sue the host state at an arbitration court. On the contrary the host state 

and the domestic investors do not have this opportunity, as according to the ISDS 

rules they have no right to begin a dispute in front of arbitration court. If a foreign 

investor does not comply with the legislation that is applied in the host state, he can 

sue only in front of a national court which is entitled to solve the dispute.  

The aforementioned conflicts bring to the surface the issue of fair access to justice 

as it is discussed: 

 If foreign investors are benefited against local investors and 

 To what degree a government is benefited through the signing of an ISDS 

agreement. 

The issues raised is whether the host state is ultimately benefited through such an 

agreement and to what degree and if ISDS encourages the local investments and 

boosts the production development in the host state. 

If the aforementioned issues are a motive for a state to leave an ISDS agreement 

then the result will be the reduction of the local investment activity. 

The discussion concerning the benefits of ISDS often underlines its benefits for the 

investors who face inefficiently operational or biased internal dispute solution 

procedures and outlining of investment policy. Apart from the benefits for individual 

investors the ISDS can indirectly also bring collective benefits for the host states as it 

allows them to attract investments, despite the weakness that may exist in their 

models of home governance. Besides, the enactment of ISDS may change the policy 

dynamics of reforming the terms of internal dispute solution through the making of 

special rules. So we come to the conclusion that foreign investments mainly 

contribute positively to the economic growth of a country. This is the reason that 

states try to attract foreign investments as their production GDP increases in the cases 

of limited funds. More specifically, according to international bibliography, the 

positive consequences of ISDS to the host state are the production boost, the 

permeation of technical knowledge and new methods of production and management, 

the staff training, the creation of international networks and easier access to markets. 

Finally it is an undisputable fact that foreign investment activity influences salaries 

and employment ratings in the host state and as a result of all the above there is 

development of local enterprises. In addition, if a state refuses to participate in ISDS 

there is a risk to its remaining presence in the negotiations FTAs (free trade 

agreement) at a time when trade and foreign funds are a necessary growth condition 

for many of the states. (European Commission, Investor-to-State Dispute Settlement 

(ISDS) Some facts and figures)  

In conclusion the states benefit through the signing of an ISDS agreement in: 

 The investment conflict resolution without the creation of disagreement 

between the states involved.  

More specifically for most of the agreements signed before 1965 it was stipulated 

that the two signing countries would resolve the probable conflicts that would come 

up. But in the beginning of the 60s the governments came to realise that the dispute 
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settlement procedure between states could get them involved in conflicts on behalf of 

individual investors and in diplomatic incidents between governments. If the foreign 

investor government took on to resolve the case, this could cause tensions, 

undermining   the purpose of the agreement. Besides in the case of imposing sanctions 

the agreement would not be undermined but there would be conflict between the 

governments and investors. In the past there are many examples of state conflicts 

flared by ISDS in trying to solve these problems. The often military interventions in 

the early years of American history are a typical example for the case of shotguns, to 

defend the private commercial interests of America. To avoid these conflicts, it was 

decided to give to the investors who are directly affected from such a violation, an 

"individual right to action" in order to impose it through a neutral team using agreed 

upon rules-in other words ISDS. In this way the ISDS approach acquired broad 

multilateral recognition with the 1966 convention for the investment dispute 

settlement between the states and the citizens of the other states. 

 The citizens’ protection of the participating state abroad. 

As the ISDS mechanism provides basic legal protection to foreign investors, the 

citizens of the participating states are protected and reassured that their rights will be 

respected. In this way, when the states agree on ISDS, they are aware that they 

provide their citizens with a special protection in case they pursue investment policy 

in another consigning state. 

 Motivate prospective investors as there is the certainty of abiding by the law 

rules, so in this way foreign direct investments are created. 

As a result of the aforementioned benefit prospective investors are motivated as 

they feel protected by law on the grounds of the consigning on ISDS  nations ,which 

is very important and provides the business people of one state  with complete 

possibilities and furthermore a boost of foreign investments. 

3.2 Negative Impact on the host state  

Despite all the positive effects of using ISDS, there are some disadvantages of this 

mechanism in relation to the host state. According a UNCTAD (United Nations 

Conference on Trade and Development) out of a sample of 356 ISDS cases and with a 

time span until the end of 2014 the following results were reached 

 37% of cases (132 cases) were rejected against investors and in favor of the 

State either for juristiction reasons or for material reasons. 

 28% of cases (101 cases) were settled 

 25% of cases (87 cases)  were resolved in favor of the investor, with 

monetary equivalent refund  

 8% of cases (29 cases) were interrupted for reasons beyond procedure or 

reasons uknown  

 2% of cases (7 cases) were resolved in favor of the investor, despite there not 

being any refund. 

Although the results of the research show that the most of the cases are resolved in 

favor of the host state under the ISDS mechanism, however, the states are not 

benefited. This is happening because of the huge refunds  that states are obliged to 
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pay in cases where the arbitrators fully accept the investor’s claim as in some cases, 

the amount of  the refund asked is quite high and may reach hundreds of millions of 

dollars or even billions, putting at risk the fiscal position of the defendant country. 

Moreover, because the number of cases which are settled is big, the states are obliged 

to pay large sums even in the case of partial justification of the investor. So if we 

consider the total of cases in which the host state loses, we end up with a percentage 

larger than 50%.Summing up the cases settled and the cases resolved in favour of the 

investor, in 53% of the cases the host state was called to pay. 

From the above it becomes clear that enterprises are justified in many of the cases. 

A very good example is the case when the court ordered the payment of over 1,4 

billion dollars by a multinational oil company, for breaking the stipulations of its 

agreement with the government of Equador to investigate oil in the Amazon. 

4. Settlement Right 

Regarding the ISDS procedure there are many doubts concerning the objectivity of 

arbitrators, while there is considered to be important decline in the freedom of the 

states to impose rules. As a result there may exist an imbalance between the 

protection right of investor and the ruling state's right to control its domestic market. 

As it has been noted states cannot apply arbitrary measures but they need to follow 

specific legal procedures to avoid bias toward foreign investment. When we refer to 

the legal protection which foreign investors enjoy and to the measures that host states 

need to follow, there rises the issue of  firstly defining the term" arbitrary measure' 

and secondly of the host state rights to regulate and apply new rules for its interior 

needs. 

So the main issue is whether ISDS limits regulation rights of governments and by 

this we refer to the right of the government to define the local legal system and to 

apply their rules. But there is no clear answer as these rules can be characterised as 

"arbitrary measures" and influence the foreign investor rights. The investment 

conditions and the term of national treatment presuppose that the government by 

adopting laws and regulations influence all the enterprises present in their country, 

both foreign and local. Nevertheless ISDS forces them to legislate in such a way to be 

unbiased on the basis of indigenuity, of providing the minimum Universal law 

standards of dealing, and to allow the transfer of funds to and from the investment. In 

this context though all these commitments to the agreement, limit the right of the host 

state concerning the introduction of regulations, given that one foreign investor will 

have claims against the host state through ISDS every time a condition of the 

agreement is breached. (Peter H. Chase, U.S. Chamber of Commerce, TTIP, Investor–

State Dispute Settlement and the Rule of Law, Wednesday, December 2, 2015) 

In conclusion, it should be noticed that one state has the right to introduce 

regulations for reasons of protection the public health or of the environment even if it 

violates the foreign investors' rights by introducing nationality bias. This will have 

direct consequences to the investments however, the reasons which force a 

government to intervene with regulatory laws, for issues which concern the “public 
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interest” and the “social protection or consumers' protection” are not considered 

“arbitrary measures” and the investors can not claim bias against them. In these cases 

the need for state intervention by legislation is obvious, but the risk of violation of 

foreign investors rights is also expected. 

5. ISDS in developed countries 

Another critical issue of concern is if and to what degree the form and the legal 

system of states matters in dispute cases through ISDS. This is happening because the 

need of existence of ISDS legal framework is not this strongly felt in more developed 

countries, since the states themselves have basic laws with utterly democratic 

character. 

Besides for countries like America and member – states of EE, the rights and the 

legal protection which is offered by the ISDS is fully compliant with their interior 

national  legislations, but  also the indigenous legal traditions and rituals. This is the 

main reason why the American and European governments believe that the 

investment agreements which they sign do not provide bigger rights to the foreign 

investors than those which the local investors enjoy. This is the reason why these 

governments are not expected to violate these obligations. The governments of 

member – states US and EE believe that the protection which is offered  to their 

investment agreements agree with their notion for rule of law, so the four  basic 

obligations of the agreement are not bigger than those provided by their interior 

legislation and as a result they will not be broken. 

The above conclusions are disproved by the fact that developed countries 

discriminate against foreign investors, by arbitrarily breaking the contracts and the 

licences, but also by expropriating their assets. One of the main reasons why foreign 

investments must continue to be protected even in developed democratic countries is 

the different policy and the lack of effective distinction between the executive and 

judicial power. (Ingrid Persson, Response Essays, May 15, 2015)  

Clear results and a documented answer to the questions raised above are given by 

analyzing in depth the table below, regarding the correlation of developed and 

developing countries with all the cases involved. The table shows 131 countries which 

have participated in investment dispute settlement and the number of cases they had 

been involved in. 

 

No. Name 
Cases as 

Respondent State 

Cases as Home State 

of claimant 

1 Albania 7 0 

2 Algeria 6 0 

3 Argentina 59 3 

4 Armenia 2 0 

5 Australia 1 3 

6 Austria 1 17 

7 Azerbaijan 2 0 

8 Bahamas 0 2 

9 Bangladesh 1 0 

http://investmentpolicyhub.unctad.org/ISDS/CountryCases/2?partyRole=2
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/3?partyRole=2
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/8?partyRole=2
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/8?partyRole=1
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/9?partyRole=2
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/11?partyRole=2
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/11?partyRole=1
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/12?partyRole=2
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/12?partyRole=1
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/13?partyRole=2
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/14?partyRole=1
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/16?partyRole=2
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10 Barbados 1 6 

11 Belgium 1 16 

12 Belize 3 0 

13 Bermuda 0 1 

14 Bolivia, Plurinational State of 14 1 

15 Bosnia and Herzegovina 3 0 

16 British Virgin Islands 0 1 

17 Bulgaria 8 0 

18 Burundi 4 0 

19 Cabo Verde 1 0 

20 Cameroon 1 0 

21 Canada 26 44 

22 Chile 3 7 

23 China 2 4 

24 Colombia 4 0 

25 Congo, Democratic Republic of the 4 0 

26 Costa Rica 9 1 

27 Croatia 8 3 

28 Cyprus 3 19 

29 Czech Republic 34 4 

30 Denmark 0 5 

31 Dominican Republic 5 0 

32 Ecuador 23 0 

33 Egypt 28 3 

34 El Salvador 3 0 

35 Equatorial Guinea 1 0 

36 Estonia 4 1 

37 Ethiopia 1 0 

38 Finland 0 2 

39 France 1 41 

40 Gabon 2 0 

41 Gambia 1 0 

42 Georgia 8 0 

43 Germany 3 55 

44 Ghana 2 0 

45 Gibraltar 0 2 

46 Greece 3 14 

47 Grenada 1 0 

48 Guatemala 3 0 

49 Guyana 1 0 

50 Hong Kong, China SAR 0 1 

51 Hungary 14 1 

52 India 21 4 

53 Indonesia 7 0 

54 Iran, Islamic Republic of 1 1 

55 Ireland 0 1 

56 Israel 0 3 

57 Italy 8 30 

58 Japan 0 2 

59 Jordan 8 5 

http://investmentpolicyhub.unctad.org/ISDS/CountryCases/17?partyRole=2
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/17?partyRole=1
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/19?partyRole=2
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/19?partyRole=1
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/20?partyRole=2
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/22?partyRole=1
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/24?partyRole=2
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/24?partyRole=1
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/25?partyRole=2
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/28?partyRole=1
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/30?partyRole=2
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/32?partyRole=2
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/36?partyRole=2
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/34?partyRole=2
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/35?partyRole=2
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/35?partyRole=1
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/41?partyRole=2
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/41?partyRole=1
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/42?partyRole=2
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/42?partyRole=1
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/45?partyRole=2
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/56?partyRole=2
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/49?partyRole=2
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/49?partyRole=1
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/51?partyRole=2
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/51?partyRole=1
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/54?partyRole=2
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/54?partyRole=1
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/55?partyRole=2
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/55?partyRole=1
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/57?partyRole=1
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/60?partyRole=2
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/61?partyRole=2
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/62?partyRole=2
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/62?partyRole=1
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/63?partyRole=2
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/64?partyRole=2
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/66?partyRole=2
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/66?partyRole=1
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/67?partyRole=2
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/71?partyRole=1
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/72?partyRole=2
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/72?partyRole=1
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/75?partyRole=2
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/76?partyRole=2
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/77?partyRole=2
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/78?partyRole=2
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/78?partyRole=1
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/79?partyRole=2
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/80?partyRole=1
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/81?partyRole=2
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/81?partyRole=1
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/83?partyRole=2
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/86?partyRole=2
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/89?partyRole=2
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/93?partyRole=1
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/94?partyRole=2
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/94?partyRole=1
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/96?partyRole=2
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/96?partyRole=1
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/97?partyRole=2
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/98?partyRole=2
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/98?partyRole=1
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/100?partyRole=1
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/102?partyRole=1
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/103?partyRole=2
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/103?partyRole=1
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/105?partyRole=1
http://investmentpolicyhub.unctad.org/ISDS/CountryCases/106?partyRole=2
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60 Kazakhstan 17 4 

61 Kenya 1 0 

62 Korea, Republic of 3 3 

63 Kuwait 0 5 

64 Kyrgyzstan 13 0 

65 Lao People's Democratic Republic 3 0 

66 Latvia 7 2 

67 Lebanon 5 3 

68 Lesotho 2 0 

69 Libya 2 0 

70 Lithuania 5 3 

71 Luxembourg 0 34 

72 Macao, China SAR 0 1 

73 
Macedonia, The former Yugoslav 

Republic of 
3 0 

74 Madagascar 2 0 

75 Malaysia 3 3 

76  Malta 0 2 

77 Mauritius 2 6 

78 Mexico 25 2 

79 Moldova, Republic of 10 1 

80 Mongolia 4 0 

81 Montenegro 3 0 

82 Morocco 2 0 

83 Mozambique 1 0 

84 Myanmar 1 0 

85 Netherlands 0 92 

86 Nicaragua 1 0 

87 Nigeria 1 0 

88 Norway 0 5 

89 Oman 3 2 

90 Pakistan 9 0 

91 Panama 7 4 

92 Paraguay 3 0 

93 Peru 12 2 

94 Philippines 5 0 

95 Poland 23 6 

96 Portugal 0 5 

97 Qatar 0 2 

98 Romania 13 1 

99 Russian Federation 24 14 

100 Saudi Arabia 1 1 

101 Senegal 3 0 

102 Serbia 7 0 

103 Seychelles 0 1 

104 Singapore 0 3 

105 Slovakia 13 1 

106 Slovenia 3 2 

107 South Africa 1 3 

108 Spain 34 38 
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109 Sri Lanka 4 0 

110 Sudan 1 0 

111 Sweden 0 8 

112 Switzerland 0 24 

113 Syrian Arab Republic 1 0 

114 Tajikistan 1 0 

115 Tanzania, United Republic of 2 0 

116 Thailand 1 0 

117 Trinidad and Tobago 1 0 

118 Tunisia 1 1 

119 Turkey 11 21 

120 Turkmenistan 9 0 

121 Uganda 1 0 

122 Ukraine 21 10 

123 United Arab Emirates 2 5 

124 United Kingdom 1 67 

125 United States of America 16 148 

126 Uruguay 2 0 

127 Uzbekistan 7 1 

128 Venezuela, Bolivarian Republic of 41 1 

129 Viet Nam 4 0 

130 Yemen 3 0 

131 Zimbabwe 3 0 

Source: UNCTAD, ISDS Navigator, 

http://investmentpolicyhub.unctad.org/ISDS/FilterByCountry 

Concerning developing countries, it is concluded that their overall engagement as 

respondent states is bigger than in the developed countries. The hypotheses that 

developed states have been involved in conflicts as respondent states are zero or 

negligible. One considerable exception is that there are some cases of developed 

countries that significantly differ from that of Canada, which has been involved in 26 

cases and the Czech Republic and Spain which have participated in 34 cases each. 

Also, with regard to the cases that states are involved as home state of claimant, it 

is quite the opposite. In these cases, developing countries participated in few cases as 

home state of claimant as opposed to those of developed countries that are many. 

Impression is caused by several cases, such as that of France, which, while 

participating as a respondent state in only one case, was the home state of claimant in 

41 cases. Similar is the case of Germany, which, out of the three cases as a respondent 

state, has 55 as the home state of claimant. The largest variations in the sample of 131 

countries are in the Netherlands, with 0 cases as a respondent state found to be 

involved in 92 dispute settlement cases as home state of claimant as well as the 

United States of America with a large number of participants on both sides with 16 

cases as respondent state and 148 as home state of claimant. 

According to the above elements of the table, it is clear that in developed countries 

the need of an ISDS mechanism is not so great, because as host countries they respect 

the rights of foreign investors. So investors who decide to invest in a developed 

country are not faced with a large number of ISDS cases. On the contrary, many of 

http://investmentpolicyhub.unctad.org/ISDS/CountryCases/198?partyRole=2
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the ISDS cases in which developed nations take part with regard to their investors are 

the surprise. 

Developing countries have to deal with a big number of ISDS cases as host 

countries, proving the weaker internal organization and lack of protection for foreign 

investors. In conclusion, the above assumption, that is, that developed countries, as 

they are more democratic, more effectively respect the rights of foreign investors, is 

verified. Nevertheless, there are also assumptions as to how useful the existence of 

ISDS is. 

For this reason, even when the governments making these agreements are not 

expected to violate their obligations, it is important to ensure these agreements 

between states, because in this way: 

 There is coding of the way that governments expect from other countries to 

face their investors. 

 Security is offered to investors placing funds in a country of which jurisdiction 

they are not fully aware of. 

It is recognised that sometimes governments make mistakes and adopt laws which 

may introduce bias or otherwise harm a foreign investor without similarly influencing 

the interior investments. 

6. Does ISDS attract investments? 

One big question is whether the increase of foreign investment activity causes the 

need for creation of ISDS or if the creation of ISDS mechanism led to the increase of 

the investments abroad. In particular, in the case of denial of an agreement would 

ISDS lead to a decline in investment activity or it would have no impact on 

investments?  

According to a scientific study on how the ISDS provisions are effective to 

increase the foreign direct investments (FDI), empirical evidence has shown that 

treaties including these provisions have a positive effect on foreign direct investment 

(FDI) flows between signatory countries. In addition, bilateral investment treaties 

(BIT) include mainly the ISDS provisions as a basic element. 

The ISDS provisions are included in almost all of the United States’ existing BITs, 

and they have become increasingly common in BITs signed by countries other than 

the United States (Berger et al. 2010). Thus looking at the relationship between BITs 

and FDI can give insights into the likely effects of ISDS on FDI. Studies of the impact 

of BITs on FDI show that these treaties do have a positive effect on increasing 

investment (Egger and Merlo 2007, Egger and Pfaffermyar 2004, Rose-Ackerman and 

Tobin 2009 and 2011, Busse et al. 2010, Neumayer and Spess 2005, and Haftel 2010).  

There is large scientific interest in the existence or not of factors which determine 

the impact of ISDS more effectively in some countries. Is the impact of this 

mechanism the same in all participating countries or is it more efficient in some 

countries?  They also identify factors that may determine when BITs are more or less 

effective at promoting FDI. In particular, BITs are most useful when they can 

substitute for weak domestic legal and regulatory institutions in the host country 
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(Busse et al. 2010). This has been found to be the case in a number of studies, 

including Berger et al. (2010), which isolates transition countries in Central and 

Eastern Europe and argues that BITs were an effective means to attract FDI to 

transition countries that lacked any reputation concerning the credibility of unilateral 

FDI-related measures .In addition to their effects on actual FDI flows, BITs have been 

shown to have a positive effect on foreign investors’ perceptions of the property rights 

environment in the country in which they are investing (Rose-Ackerman and Tobin 

2011, and UNCTAD 2009).  

On the other end of the regulatory spectrum, a study of the potential benefits to the 

United Kingdom of including ISDS provisions in a trade agreement with the United 

States determines that the benefits would not be that great because “the US 

government assesses the UK as a very safe place to invest” even without additional 

ISDS provisions (Skovgaard Poulsen et al. 2013). Thus, these studies show that BITs 

encourage investment by foreign firms relatively more in countries that need to signal 

credibility with investors. Although, BITs can not fully compensate for an otherwise 

extremely weak investment environment (Rose-Ackerman and Tobin 2009 and 2011). 

In conclusion, BITs are the best test case we have for the effectiveness of ISDS 

provisions as it is widely accepted by investment experts that ISDS provisions are 

crucial for increasing the credibility and effectiveness of BITs (Wälde 2005, and 

Allee and Peinhardt 2010). 

7. Small and medium-size investors and ISDS potential 

One of the most critical questions that can be posed is if the ISDS offers the same 

abilities to all categories of foreign investments as the ISDS is accessible to 

investments of all sizes. That is to say if this mechanism promotes healthy and 

productive competition without creating distortions and imbalances between the 

participating investors. More specifically, the question is if the small and medium-size 

foreign enterprises have the same potential to start a dispute by seeking ISDS. The 

answer in this question is ambivalent. (OECD, Government perspectives on investor-

state dispute settlement: a progress report, Freedom of Investment Roundtable 14 

December 2012) 

There are many who support that foreign small and medium-size enterprises, 

despite having the ability to start a dispute through ISDS, because of the huge legal 

fees they can not afford the huge expense. It is claimed that ISDS is a system that 

favours the most powerful ones, resulting in creating distortions of competition. 

According to an OECD (Organisation for Economic Co-operation and Development) 

scientific study referring to the cost of starting an ISDS process and how this cost is 

allocated to the individual duties,it is proved that: 

 The average court cost and the arbitration cost for a litigant is approximately 

8 million $. 

 The highest cost is the cost undertaken by each part (investor and state) for 

their lawyers and their experts (approximately 82 % of the cost for an ISDS 

case). 



D. GIANNOPOULOU, 7th International Conference of ASECU Youth (2017) 122-136 

133 

 The arbitrator fees constitute approximately 16% of the cost. 

 Constitution costs paid to arbitration organisations and provide desk duties 

are low and amount to approximately 2% of the cost.   

8. Decisions and outcomes in 2016 

In 2016, investors initiated 62 known ISDS cases pursuant to IIAs. This number is 

lower than the 74 initiated in the preceding year, but higher than the 10-year average 

of 49 cases per year (2006–2015). As of 1 January 2017, the total number of publicly 

known ISDS claims had reached 767. So far, 109 countries have been respondents to 

one or more known ISDS claims. As arbitrations can be kept confidential under 

certain circumstances, the actual number of disputes filed for this and previous years 

is likely to be higher. (Investor – State Dispute Settlement: Review of Developments 

in 2016, UNCTAD, MAY 2017) 

8.1 Respondent States 

 
 

The new ISDS cases in 2016 were commenced against 41 countries. With four cases 

each, Colombia, India and Spain were the most frequent respondents. The cases 

against Colombia are the first known in the country’s history. At 29 per cent, the 

relative share of cases against developed countries was lower than in 2015 (45 per 

cent). 

8.2 Home States of claimants 
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Developed-country investors brought most of the 62 known cases in 2016. Investors 

from the Netherlands and the United States initiated the most cases with 10 each, 

followed by investors from the United Kingdom with 7. Investors from the Russian 

Federation, Turkey, Ukraine and the United Arab Emirates were the most active 

claimants from developing countries and transition economies, with two cases each 

filed in 2016.  

8.3 Intra-EU disputes  

Intra-EU disputes accounted for about one quarter of investment arbitrations initiated 

in 2016, down from one third in the three preceding years. The overall number of 

known intra-EU investment arbitrations initiated by an investor from one EU member 

State against another member State, totalled 147 by the end of 2016, i.e. 

approximately 19 per cent of all known cases globally. 

8.4 Economic sectors involved  

About 60 per cent of the cases filed in 2016 related to activities in the services sector, 

including the following:  

 Supply of electricity and gas (11 cases) 

 Construction (6 cases) 

 Information and communication (6 cases) 

 Financial and insurance services (4 cases) 

 Real estate (3 cases) 

 Transportation and storage; and arts, entertainment and recreation (2 cases 

each) 

 Accommodation and food service, and administrative and support service (1 

case each)  

Primary industries accounted for 24 per cent of new cases, and manufacturing for 

the remaining 16 per cent. This is broadly in line with the overall distribution of the 

767 known ISDS cases filed to date. 

8.5 Average amounts claimed and awarded 

On average, successful claimants were awarded about 40 per cent of the amounts they 

claimed. In cases decided in favour of the investor, the average amount claimed was 

$1.4 billion and the median $100 million. The average amount awarded was $545 

million and the median $20 million 

8.6 Developments in investor-State arbitrations in 2016: 

 In 2016, investors initiated 62 ISDS cases pursuant to international investment 

agreements (IIAs), bringing the total to 767 known arbitrations. The new cases 

were brought against 41 countries, mostly by investors from developed 

countries. 

 About two thirds of ISDS cases in 2016 were based on bilateral investment 

treaties, most of them dating back to the 1980s and 1990s. The remaining 

arbitrations were based on treaties with investment provisions. 



D. GIANNOPOULOU, 7th International Conference of ASECU Youth (2017) 122-136 

135 

 In 2016, ISDS tribunals rendered 57 substantive decisions, 41 of which are in 

the public domain. (Investor – State Dispute Settlement: Review of 

Developments in 2016, UNCTAD, MAY 2017) 

9. Conclusions 

Coming to a conclusion, as investments and trade improve, the differences that arise 

are becoming all the more varied. Going back in history, International Centre for 

Settlement of Investment Disputes (ICSID) has recorded 28 cases ISDS just in the 

first two decades of its arrival. In contrast, there have been recorded 38 ISDS cases 

just in 2014 which shows the radical need for ISDS. The cases of investor – state 

dispute settlement will continue to increase as the critical issues of the differences are 

transformed and become more complicated. As a result, a wider range of expertise is 

needed to resolve disputes. 
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Abstract 
This article analyses the efficiency of the German tax system designed for tax 

policy analysis. German experience is built on decades of innovation. So it can 

be considered as an example for countries as Russia and Greece. On the other 

hand, the Russian tax system has its own history and is grounded, which means 

that it can also be considered as a way of developing the state's tax policy. The 

objective of this paper is to provide a comparative analysis on aspects of tax 

systems and their administration across EU and selected non-EU countries in 

order to explain some similarities and differences in the taxation of these systems 

in order to identify a new development path for the Greek economy. 
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Introduction 

There are many tasks in society that cannot be performed by individuals alone. These 

tasks include the provision of education, public infrastructures, health care, a social 

safety net and internal and external security. In such areas the state acts on society’s 

behalf. Its activities are financed from tax receipts and they are the state’s most 

important source of revenue. Without this resource, the state would not be able to take 

action in the interests of all citizens. 

Fair distribution of incomes and improvement of the well-being of society is the 

goal of any state that many countries of the world declare. The taxation system is a 

fundamental factor in the functioning of the national economy and an important 

element of the state's financial system. The taxation system is a set of taxes and fees 

levied on the payers in the manner and under the conditions determined by the tax 

legislation. 

Analysis of the peculiarities of the taxation system of Germany is of particular 

interest, since this country is the third largest country in the world in terms of 

economic development, has a fairly high standard of living, and is distinguished by 

the social orientation of the state's financial policy. This fact allows us to take the 

German tax system as a benchmark for such rapidly developing countries as Russia 

and Greece. 
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Of particular interest is the study of corporate income tax in a developed country, 

like Germany and developing, like Russia. The study of the tax systems of countries 

with different economic past and different potential will allow to determine the ways 

of development of the economy of Greece, which is today in a crisis situation. 

1. THE MAIN CHARACTERISTICS OF THE GERMAN, RUSSIAN AND 

GREECE TAXATION SYSTEMS 

Germany is considered to be a developed country, but Russia and Greece are rapidly 

developing countries. In countries with developed economies, the following areas 

predominate [1]: 

 a policy of establishing reasonable taxes that promotes the development of 

entrepreneurship by providing a favorable tax climate; 

 a policy that provides for a sufficiently high level of taxation, but with 

significant social protection of the population. 

In my opinion, it is worthwhile to bring key characteristics of each of the taxation 

systems. 

The tax systems of Germany and Russia are similar as these are two federal states. 

Taxation systems are three-level ones:  

 in Russia it is federal, regional and local budgets [6];  

 in Germany - federal, land (regional) and community (local) budgets [3].  

The structure of some most prominent German taxes and their rates are shown on 

the figure 1. 

So even if Germany is a federal state, 95% of all taxes are imposed on a federal 

level. The income of these taxes is allocated by the federation and the states as 

following (Art. 106 Grundgesetz): 

The federation receives exclusively the revenue of: 

 Customs 

 Taxes on alcopops, cars, distilled beverages, coffee, mineral oil products, 

sparkling wine, electricity, tobacco, and insurance 

 Supplement on income taxes so-called solidarity surcharge 

(Solidaritätszuschlag) 

 The states receive exclusively the revenue of: 

 Inheritance tax, real property transfer tax 

 Taxes on beer and gambling 

 Fire protection tax 

The municipalities and/or districts receive exclusively the revenue of: 

 Real property tax 

 Taxes on other beverages, dogs, and inns. 
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Fig.1. Structure of the main taxes of the German  taxation system and their rates, % 

Taxes in the countries in question are the main means of spending and the main 

source of state revenues, about 80% of the budget in these countries is tax revenue 

[2]. At the heart of the German tax system is the principle of a plurality of taxes, there 

are more than 50, in contrast to Russia, where there are 13 basic taxes [3]. Unlike in 

Russia, German taxes have a large tax burden, especially for those with high incomes.  

The structure of taxes and their rates in Russia can be seen in the figure 2. 

 

Fig. 2. Structure of the main taxes of the Russian taxation system and their rates, % 

In Russia, all taxpayers are equal among themselves, they pay the same 

proportions to their budget from their incomes. Thus, Germany has a progressive tax 

system. In Russia, I think this is not possible, since an increase in the tax burden will 

have a negative impact on the middle and lower class of people, and those with high 

incomes will try to hide their incomes, thereby revenues may fall, which will affect 

low-income families. The state helps at the expense of tax revenues. 

Taxes - the main component of public revenues in Greece. Residents of Greece 

(individuals and legal entities) receiving income in a state that is a party to a treaty on 

avoidance of double taxation with Greece must submit to the tax authorities of that 

country a document confirming their tax residence in Greece and then apply the 

provisions of the contract on paying taxes to them directly [5]. 

2.  CORPORATE INCOME TAXES OF GERMANY, RUSSIA AND GREECE 

Taxation of profits is carried out in all developed countries of the world without 

exception, taking the form of income tax or income of legal entities or corporate tax. 

Corporate income tax is one of the budget-forming taxes in any country. By its level 

and terms of collection it is possible to determine the investment climate in the 

country, its attractiveness for both domestic and foreign investors. Therefore, I 



A. KOUZNETSOVA, 7th International Conference of ASECU Youth (2017) 137-147  

140 

consider it expedient to start my own study of the state taxation system by studying 

the corporate taxation. 

A corporate tax is a levy placed on the profit of a firm to raise taxes. After 

operating earnings is calculated by deducting expenses including the cost of goods 

sold and depreciation from revenues, enacted tax rates are applied to generate a legal 

obligation the business owes the government. Rules surrounding corporate taxation 

vary greatly around the world and must be voted upon and approved by the 

government to be enacted. 

Paying corporate taxes can be more beneficial for business owners when compared 

to paying additional individual income tax. Corporate tax returns deduct medical 

insurance for families as well as fringe benefits including retirement plans and tax-

deferred trusts. It is easier for a corporation to deduct losses. A corporation may 

deduct the entire amount of losses, while a sole proprietor must provide evidence 

regarding the intent to earn a profit before the losses can be deducted. Finally, profit 

earned by a corporation may be left within the corporation allowing for tax planning 

and potential future tax advantages. 

As can be seen on the graph, despite the worldwide trend of corporate tax 

reduction, Greece from the crisis 2010-2011 keeps a steady trend of tax increase. 

Therefore, in my view, it is necessary to study the principles of corporate taxation in 

Russia and Germany, and to identify the problems of the Greek system.  

The evolution of corporate tax rates in Germany, Russia and Greece in comparison 

with Europe and world average tax rates for the previous decade 2007-2017 is shown 

in the figure (fig.3). 

 

Fig.3. Corporate tax rates by region, average World and European rates, % [1] 

The regional features of corporate income tax rates highlighted in the graph will be 

considered below for each of the states. 

2.1 Corporate income tax in Germany 

An interesting feature of the above chart is the fact that the corporate tax rate in 

Germany is at the highest level, compared with other regions (fig.4).  
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Fig.4. Corporate income tax rate in Germany with average European and World rates, % [2] 

 

As I have mentioned in the first paragraph, the German tax system is considered 

one of the most organized and justified in the world. Therefore, it is worth 

investigating why the high rate of corporate income tax not only does not spoil the 

investment attractiveness of the country, but also serves as an indicator of its stability. 

Germany taxes its corporate residents on their worldwide income. However, most 

double tax treaties exempt income attributable to a foreign permanent establishment 

(PE). Non-residents with PE or property income are taxed by assessment on German-

source income; those earning royalties and dividends are taxed by withholding at 

source. Interest paid abroad is, in most cases, free of German tax altogether.  

German business profits are subject to two taxes, corporation tax and trade tax 

(fig.5). 

Every tax return is under audit, therefore if the tax assessment is issued and is not 

preliminary, the assessment can only be changed in the future by the occurrence of 

extraordinary circumstances (e. g. tax evasion). 

As a rule, the income tax return (Einkommensteuererklärung) should be filed by 

May 31 of the year following the one in which the income was received. If you use 

the assistance of a tax consultant, you have an automatic extension to file until 

December 31. In some circumstances that date can even be extended to February 28. 

There may be penalties and interest assessed if the return is filed late. 

There are a few situations where the taxpayer is required to pay taxes even though 

the income is less than the personal allowance, especially when tax-exempt income 

(such as foreign-sourced income) must be considered for the determination of the 

applicable income tax rate (progression clause). Taxes are then assessed based on a 

sliding scale. 

 
Fig.5. Taxes paid for the business profits in German, 2017 
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If the basis for the two taxes is identical (unlikely in practice), the overall burden 

on corporate profits earned in Munich would be 33%. In Frankfurt, the burden would 

be 32%. In Berlin, it would be 30.2% [2]. 

Based on the above data on corporate tax rates in Germany, we can draw the 

following conclusion. Corporate tax in Germany has a fairly variable scale of taxation 

among companies of residents and non-residents. Special tax breaks and deductions 

allow small companies to avoid high taxation. However, the tax rate is high for, and 

therefore only stable and experienced corporation get the development opportunity, 

while some innovative projects cannot be realized because of the exorbitant tax 

burden for beginning producers. 

2.2 Corporate income tax in Russia 

As we see on the graph, the corporate tax rate in Russia for 10 years 2007-2010 

remains stable at 20%. It is worth noting that the corporate tax rate in Russia is at the 

level of the average European, but much lower than the global and EU average levels 

of the tax rate (fig 6).  

Russian taxation practice shows the most stable result among the noticed countries, 

which indicates a favorable investment climate in the country. We will study in more 

detail the features of the corporate tax of the Russian Federation. Russian legal 

entities pay tax on their worldwide income (credit relief is available for foreign tax 

paid, up to the amount of the Russian tax liability that would have been due on the 

same amount under Russian rules). 

The maximum CIT rate for all taxpayers in the Russian Federation has been set at 

20%. In the period 2017 through 2020, a new allocation proportion applies:  

 3% of CIT revenues is allocated to the federal budget,  

 17% is allocated to the budgets of the relevant constituent regions (in 2016 the 

allocation proportion was 2% and 18%, respectively). Individual Russian 

constituent regions may bring their CIT rates down to 12.5%; thus, the total 

minimum tax rate may be reduced to 15.5% [3]. 

 
Fig.6. Corporate income tax rate in Russia with average European and World rates, % [3] 

Foreign legal entities (FLEs) pay tax on Russia-source income derived through a 

permanent establishment (PE) at 20% and are also subject to withholding tax (WHT) 

on income from Russian sources not related to a PE (at rates varying from 10% to 

20%, depending on the type of income and the method used to calculate it). 
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Transformations in the sphere of tax legislation in Russia are now aimed at 

expanding special opportunities for small and medium-sized businesses. In particular, 

the corporate tax in the Russian Federation has a large number of tax deductions and 

special tax regimes for small businesses and individual entrepreneurship. Spatial tax 

regimes allow you to replace corporate tax and some other taxes with a single tax. 

Paid by organizations once a year. Such tax practice allows supporting the domestic 

producer of scarlet business. This has a favorable effect on the country's GDP and 

allows increasing the tax potential. 

2.3 Corporate income tax in Greece 

Unlike the corporate tax rates of Germany and Russia showing stability, the Greek 

corporate income tax has grown dramatically over the past decade 2010-2017 (fig7). 

This steady increase in tax rates is a consequence of the Greek crisis and the 

obligations imposed on the Greek government by international creditors. 

 
Fig.7. Corporate income tax rate in Greece with average European and World rates, % [4] 

I have examined in detail the taxation of corporations in Greece and revealed some 

shortcomings of the state taxation system, preventing its exit from the prolonged 

economic crisis. 

In turn, the Greek tax system assumes more complex conditions for corporate 

taxation. Resident corporations are taxed on their worldwide income. Non-resident 

corporations are taxed in Greece on any Greek-source income they derive. 

The corporate income tax (CIT) rate of legal entities is 29%. 

Shipping companies 

The Greek tonnage tax regime model intends to tax shipping activity and applies to 

Greek or foreign ship-owning companies with vessels flying a Greek flag and foreign 

ship-owning companies with vessels flying a foreign flag that maintain a ship 

management company in Greece that is exclusively engaged in ship management 

activities. The Greek tonnage tax regime applies to vessels of ‘A’ and ‘B’ category 

that are either flying a Greek or foreign flag. In the case of vessels flying a foreign 

flag, the foreign ship-owning company should maintain a ship management office in 

Greece. Category ‘A' vessels include cargo vessels, tankers, steel hull vessels for dry 

or liquid cargo that fly to/between foreign ports, passenger vessels, drilling platforms, 

etc. Category ‘B' vessels include small boats and any other motor vessels not listed 

under category ‘A’. 
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The gross tonnage is calculated by multiplying coefficient rates by each scale of 

gross registered tonnage. This taxable tonnage is then multiplied by an age-corrected 

rate (fig 8). 

 

 
 

Fig.8. Various exemptions/reductions of the tonnage tax apply 

This tax burdens the ship owners or ship-owning companies, while the ship 

management companies are jointly and severally liable for the payment thereof. 

For calculating the tonnage tax (tax rates and tax brackets, criteria) and the special 

tax return and payment of tax, the provisions on the tonnage tax payable for Greek 

flagged vessels apply in analogy. A credit for the tonnage tax paid abroad is provided. 

Annual contribution imposed on foreign ship management companies 

An annual contribution (referring only to fiscal years 2016 through 2019) is 

imposed on offices or branches of foreign enterprises that have been established in 

Greece by virtue of Article 25 of Law 27/1975 and that are engaged in the chartering, 

insurance, average (damage) settlements, purchase, chartering or shipbuilding 

brokerage, or chartering of insurance of ships under Greek or foreign flag of total 

tonnage over 500 shipping tons, as well as the representation of ship owner companies 

or undertakings, whose object is identical to the above-mentioned activities. 

This contribution is imposed on the total amount of imported foreign exchange, 

calculated on a minimum 50,000 United States dollars (USD), and, for the years 2016 

through 2019, the tax scale is as follows (Table 1):  

Table.1. The tax scale for the total amount of imported foreign exchange, 2016-

2019[1] 

 

A special tax return for calculating the contribution based on the imported foreign 

exchange of the previous year should be filed within March of each year. Upon filing 

of said tax return, one-quarter of the annual contribution is payable. The remaining 

contribution is paid in three instalments (June, September, and December). 

The Greek tax system is the most critical of the ones studied above. And this 

means that the current tax regime is inefficient and will not increase the budget 

Various 
exemptions/reductions of 

the tonnage tax apply, such 
as: 

Vessels built in shipyards in Greece, 
under a Greek flag, are exempt from tax 

for the first six years. 

50% reduction for vessels operating 
regular routes between Greek/foreign ports 

or solely between foreign ports. 
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revenues in the country. Of course, there are many reasons that influence the long-

term presence of Greece at the bottom of the crisis pit. But in my opinion corporate 

tax, as one of the main budget-forming taxes, has a direct impact on the entire fitness 

system. 

Therefore, I consider it necessary to identify new ways of development for the tax 

system in Greece, based on the experience of Germany and Russia in the field of 

corporate taxation. 

3.  WAYS OF REFORMING THE GREEK TAXATION SYSTEM FOR THE 

COUNTRY'S EXIT FROM THE ECONOMIC CRISIS 

Based on the above analysis of the three tax systems, the taxation of corporate 

income, I can draw the following conclusions. Greece today is a country at the bottom 

of a crisis pit, but the situation is not hopeless. For Greece, two ways for further 

development and reform are possible: “the German way” and “the Russian way”. 

Germany offers one of the most profitable taxation systems among the large 

industrialized countries. The aggregate tax burden for corporations is just under 30%, 

and in some local municipalities even much lower tariffs are applied. In Germany, 

there is no unified national rate for corporate income taxation. 

Instead, the taxation of companies consists of two main components: 

 corporate income tax + surcharge on solidarity 

 trade tax. 

Corporate profit tax and a solidarity bonus always have a fixed rate, while the size 

of the field tax differs from region to region. The total sum of these two components 

of taxation and forms the aggregate tax burden. Because of the addition of fixed and 

variable values, the spread of the aggregate tax burden sometimes reaches 10%, 

depending on the region. 

This means that in this case, Greece should follow the EU's chosen development 

path. So, the introduction of a single corporate income tax rate in Europe is quite 

convenient for countries like Germany and France, but will this be a way out of the 

crisis for Greece? 

Today's tax rate of 29% seems to be an exorbitant burden for local producers. That 

is, in the case of an increase in the corporate tax rate and its equation with the 

European average level [7], only international corporations will benefit, while local 

producers may face a wave of further bankruptcies. 

Thus, this development path seems possible, but only if the assistance from 

European creditors increases, which in turn will require further measures to increase 

the tax burden and reduce payments to the population. 

It is worth paying attention to the concept of a tax resident in Greek law-according 

to Art. 10 of the Greek Civil Code, the jurisdiction of the organization is determined 

by the country in which its seat is located, which is often interpreted as the country of 

registration of such an organization. However, in practice, when deciding on the 

residence of a company, the principle that the "nationality" of a company is 

determined by the territory from which the actual management of activities (place of 

effective management) is implemented can be used. This leads to the fact that the 
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company is not recognized as a legal entity and as a result does not become a 

taxpayer. 

In this case, the Russian experience of determining corporate tax payers can be 

useful. 

According to Art. 246 of the Tax Code of the Russian Federation (Tax Code of the 

Russian Federation), payers of income tax are not only Russian organizations, but also 

foreign organizations operating in the Russian Federation through permanent missions 

and (or) receiving income from sources in the Russian Federation. 

The main principle of taxation of income of foreign organizations from sources in 

the Russian Federation, as defined in Chapter 25 of the Tax Code, is that only the 

income of a foreign organization whose source is in the Russian Federation is liable to 

taxation in the Russian Federation. 

Another principle is that income is subject to taxation at the source of payment, if 

it is not related to the activities of a foreign organization in the Russian Federation 

through a permanent establishment. In this case, the source of income payment 

becomes a tax agent, and in accordance with Art. 24 of the Tax Code imposes an 

obligation to determine the amount of tax, withholding this amount from the income 

of the taxpayer (foreign organization) and transferring the tax to the budget. 

In accordance with Art. 24 of the Tax Code of the Russian Federation, tax agents 

are obliged: 

 Correctly and timely calculate, withhold from the funds paid to taxpayers and 

transfer to relevant budgets (extrabudgetary funds) the appropriate taxes; 

 Within one month in writing to inform the tax authority at the place of its 

registration about the impossibility to withhold tax from the taxpayer and on 

the amount of the taxpayer's debt; 

 Keep records of taxes paid to taxpayers, withheld and transferred to budgets 

(extra-budgetary funds), including personally for each taxpayer; 

 To submit to the tax authority at the place of their registration the documents 

necessary to monitor the accuracy of the calculation, withholding and transfer 

of taxes. 

The introduction of Russian experience in Greek tax practice will avoid the 

diversion of financial flows from the state budget abroad. With the correct tax 

administration, this will allow increasing the collection rate among residents and non-

residents without increasing the corporate rates. 

CONCLUSION 

Based on my research, I want to highlight some of the positive and negative aspects of 

the tax systems of the three countries, Germany, Russia and Greece. 

Corporate tax in Germany, as many others has a fairly variable scale of taxation 

among companies of residents and non-residents. Special tax breaks and deductions 

allow small companies to avoid high taxation. However, the tax rate is high for, and 

therefore only stable and experienced corporation get the development opportunity, 
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while some innovative projects cannot be realized because of the exorbitant tax 

burden for beginning producers. 

Furthermore transformations in the sphere of tax legislation in Russia are now 

aimed at expanding special opportunities for small and medium-sized businesses. The 

corporate income tax in the Russian Federation has a large number of tax deductions 

and special tax regimes for small businesses and individual entrepreneurship. Spatial 

tax regimes allow you to replace corporate tax and some other taxes with a single tax 

paid by organizations once a year. Such tax practice allows supporting the domestic 

producer of scarlet business. This has a favorable effect on the country's GDP and 

allows increasing the tax potential. 

The Greek tax system is only at the stage of reform and can adopt the positive 

aspects of both the tax system of Russia and Germany. I would like to note that 

Greece today is on the verge of extensive reforms. Perhaps, one of the ways of 

developing the Greek system of the national economy will be “Grexit”, so expected 

among the Greek population. Or Greece can go through a deep and long reform of the 

entire financial system, including taxation. In this case, Greece can adopt the positive 

experience of both Russia and Germany and avoid the mistakes that could be made by 

these economies. 
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Abstract 
In our country the insurance market is still in the first steps of its development. 

As voluntary insurance products make up an important part of the insurance 

market, we have tried to highlight the factors that influence the demand for 

voluntary insurance products. 

The paper begins with general information on insurance, benefits provided by 

those companies, their history, insurance products focusing mostly on voluntary 

insurance products and their statistical data for the first quarter of 2017. 

In a small developing country like ours, where consumers do not have the right 

information about voluntary insurance, the number of these insurances is 

relatively low. From the statistical data we note that voluntary insurance 

premiums, during the period January-April 2017, were about 1,976 million, 

17.68% higher in the period January-April 2016. The number of voluntary 

insurance contracts increased by 34.67% compared to January-April 2016. This 

shows that Albanian consumers of the insurance market are increasingly 

becoming aware of the importance of voluntary insurance. 

The study of the factors influencing the demand for volunteer products has 

been conducted by considering a choice of 100 individuals from the city of 

Durres. 

The results obtained from questionnaires filled out by different individuals 

serve us to reach the conclusions of this case study, from where it has resulted 

that the most salient factor in the claim was the low income. It should be noted 

that this conclusion is very close to the reality of Albanian society. 

 
Keywords: insurance, factors, claim, products, voluntary insurance 

 

Insurance history  

The first insurance lines in the world we find at the time of ancient Babylon. At that 

time, security was done to protect goods from theft during transport from one country 

to another. Nowadays, insurance has progressed more and more and offers a large 

number of insurance products.  In our country, the insurance system was involved in a 

deep reform that laid the foundations for creating such a security system that not only 

coped with the problems of this period but also resisted time and serving for future 

generations. Thus, in 1991, the first insurance company "INSIG" SH.A was created in 

Albania, with the Albanian Parliament approving the Law establishing the Insurance 

Institute by dividing it from the Savings and Insurance Institute. In 1993, the Social 
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Insurance Institute (ISSH) was established as a state and independent public 

institution, which would respond to the needs of social protection for different 

categories of population. In 1999, the first privately owned SIGMA and SIGAL 

insurance companies were created, all other companies were created in the first five 

years of 2000 (2000-2005) thus increasing competition in the market and expanding 

The insurance market in Albania. These companies were ATLANTIK JSC, 

INTERSIG JSC, INTERALBANIAN JSC, ALBSIG JSC, EUROSIG SH.A. 

Understanding the Security and its Benefits  

The insurance is the transfer of the risk of incurring casualties by forming a risk 

basket of such casualties and by conveying them to the insurer's insured against the 

payment of a premium by the insured in exchange for the insurer's pledge to cover 

Financially damages for any losses incurred within the insurance period. This transfer 

is done through the signing of the insurance contract. In this way, the individual seeks 

to be protected from disaster, which could endanger life or cause property damage. 

The common features of all the risks are that they are occurring in the coming time, 

are unpredictable, and do not depend on our wishes. Insurances bring numerous social 

benefits. These benefits are disclosed as follows: 

 Insurance provides stability for those who are insured, as they can bring the 

insured back to the financial condition that was before the damage occurred.  

 They avoid the fear, anxiety and distress of the insured because the insured 

does not have to separate money with the meditation they will use if the loss 

occurs.  

 They are a powerful source of investment and capital accumulation, as money 

received from premiums, the insurance company invests in various financial 

instruments. 

 Have strength to prevent losses because the insurance company imposes 

technical conditions that must be met by the one who seeks to secure it before 

securing it 

 Increases the borrowing capacity of investors, which in turn increases 

investment, economic development and welfare of society. 

Insurance products 

The insurance products are good at no risk (unrecoverable). The insured takes over a 

contract called insurance policy and pays a premium that is the premium. Indeed the 

product that the insured is receiving is not a contract but it is the transfer of the risk. 

We have 2 types of insurance: life and non-life insurance products. Life insurance 

products include life insurance, health insurance, injury insurance, and temporary / 

permanent disability insurance. Non-life insurance products include property and 

liability insurance. 

We have 2 types of insurance: voluntary and compulsory insurance. Voluntary 

insurance is the moment when individuals turn to insurance companies themselves to 
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make insurance while compulsory is prescribed by law. Such are internal MTPL, 

border security and green cardboard. 

 

 

From the above data we see that the number of compulsory insurance is almost 

twice as high the number of voluntary insurance. The company, which occupies the 

largest share in the market for compulsory and voluntary insurance products, is Sigal 

Uniqa Group Austria with 21.91% and 39.68% of the total. 

Voluntary life insurance 

Over the years, the insurance market is in an improved structure in favor of voluntary 

insurance. From the statistical data we notice that in the first quarter of 2017, 

voluntary insurance amounted to about ALL 1,976 million, or 17.68% more than in 

January-April 2016. The number of voluntary insurance contracts also increased by 

34.67% compared With January to April 2016. 

Life insurance is a contract between an insurance policy holder and an insurer 

where the insurer promises to pay a certain amount of money in return for a premium 

after the death of a insured person on the basis of the insurance premium paid by The 

insured. 

LABOR INSURANCE TYPES USED 

 Provide life in case of death. 

 Provide life in case of survival. 

 Mixed life insurance. 

 Annuities. 
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Life-long life insurance during January-April 2017, increased by 15.75% over 

January-April 2016. 

Property income, liabilities, guarantees during the period January-April 2017 with 

revenues of about 939 million ALL in total, the first place received fire and other 

damages owned by property 72.65%, followed by the provision of general civil 

liabilities with 19.67% Of the total. 

In the portfolio of fire and natural forces, during January-April 2017, there was a 

48.12% increase in the gross written premiums written in this portfolio and a decrease 

of 17.13% in the number of insurance contracts, compared to January- April 2016. 

Income from accidents and health insurance during the period January-April 

2017 amounted to about ALL 437 million, an increase of 3.64% compared to January-

April 2016. 

Life insurance premiums during January-April 2017 reached about 345 million 

leks, or 27.77% more than in January-April 2016. 

Providing CASCO 

CASCO insurance is a voluntary insurance contract, the purpose of which is to 

compensate for any damages or losses that are incurred by the motor vehicle under the 

coverage specified in the insurance contract and may be returned to the previous state. 

Even the coverage of the injured party in cases where CASCO security owner is 

guilty, this police covers both parties as well as third parties. 

STUDY 

After receiving information on insurance as a concept and insurance company in 

Albania we have conducted a questionnaire to see which factors influence the demand 

for voluntary insurance products. The study was conducted by 100 champions in the 

city of Durres. 

CONCLUSIONS OF THE QUESTIONNAIRE 

Of the 100 respondents, 60 of them were women and 40 males.  

 
The survey showed that 26% of respondents were single, 73% married, 1% 

divorced and 0% widowed  

 
45% are around 20-30 years old, 22% are around 30-40 years old, 30% are 40-60 

years old, 3% are over 60  
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Of the respondents, 50% are with higher education, 42% with secondary education 

and 8% with lower education.  

 

 

In terms of income level, 52% of respondents had a minimum income level, 34% 

had an average of 60000 lek, while 14% had an income level of over 60000 lek. 

 

 

Conclusions 

Based on the theoretical basis of various literature we can say that: 

 Provision is the transfer of the risk of the loss of the loss of risk by forming a risk 

basket of such casualties and by conveying them to the insurer's insured against 

the payment of a premium by the insured in exchange for the insurer's pledge to 

cover financially damages for any losses incurred within the insurance period. 

 In our country the insurance market is still in the early stages of development and 

has potential for further expansion. This is also shown by the various statistics 

obtained from the FSA, which shows an expansion of this market from year to 

year although this growth is at a slow pace. 

 Insurance products are good (untouchable). The product that the insured gets is 

not a contract but it is the transfer of the risk. We have 2 types of insurance 

products: life and  non-life insurance products. We have 2 types of insurance: 

voluntary and compulsory insurance. 

Starting from the study done by taking a choice of 100 individuals in the city of 

Durres, we have come to the conclusion that the factors that influence the demand for 

voluntary insurance products are: 



B. KORRIKU, P. DIJA et al, .7th International Conference of ASECU Youth (2017) 148-154 

153 

Income - It was the most important factor in the demand for voluntary insurance 

products. It should be borne in mind that always the revenue link with the demand is 

positive. When for each individual or firm that provides the premium / income ratio 

falls, the insurance claim increases. This ratio decreases when: 

a) Without changing the premium level, the insured has higher incomes, in 

which case the insured with the increase of income perceives additional risk 

to be protected and tends to buy more insurance products. 

b) Without changing the premium level, the insured has additional wealth - such 

as capital growth, wealth from inheritance etc. In this case, the insured for 

each additional property unit is exposed to additional risk, hence tends to 

purchase additional insurance products. 

c) Without changing the level of income, but insurance companies offer lower 

premiums. This means that the fall in the insurance price increases the 

demand for insurance products. 

d) A negative impact on demand is that when the insurance premium is 

changed, household income and wealth decline, then the insurance claim 

falls. 

Culture-that is another factor that affects individuals' demand for voluntary 

insurance, as Albania is a transition country and does not have it in its volunteering 

insurance culture. 

Non-Perception of Risk- From the questionnaire that we noticed that a significant 

number of individuals - about 20% of them - did not make insurance because they did 

not perceive the risk. 

Lack of information - It should be acknowledged that lack of information also 

makes individuals not volunteering. A good part of the respondents were of low 

education and were not aware of voluntary insurance so they would not talk later on 

to undergo voluntary insurance. 
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SUPPLEMENT 

Questionnaire  

1. What is your gender? 

a. Male  b. Female 

2. What is your civil status? 

a. Single b. Married         c. Divorced      d. Wifeless   

3. What is your age? 

a. 20-30 year old   b. 30-40 year old c. 40-60 year old    d. Over 60 year old 

4. What is your education? 

a. Low   b. Secondary  c. High 

5. Your income level is: 

a. 22000 ALL    b. 60000ALL     c. Over 60000 ALL 

6. Which is your profession? 

……………………………………  

7. Do you have insurance information? 

a. Yes  b. No 

8. Are you insured or any member of your family? 

a.Yes  b. No 

9. If yes what insurance did you do? 

a. House b. Wealth c. Life  d. Car (CASCO) e. Others 

10. The insurance that you have made is: (to answer only those individuals who 

have made a type of insurance) 

a. Voluntary  b. Compulsory 

11. If not what is the reason you did not make insurance: 

a. Low income  b. Lack of information  c. Do not perceive danger 

d. We do not trust whether the insurance company will compensate us 

12. If you would be able to choose a voluntary insurance you would choose? 

a. Property insurance     b. Health insurance    c. Life insurance    d. All of the above 

13. Do you think making insurance you avoid risk: 

a.Yes  b.No 

14. Which company do you prefer to make sure? 

a. Sigal b. Eurosig c. Albsig d. Intersig      e. Ansig        f. Others  

15. What is the reason you prefer this company? 

a. It's reliable         b. It's safer    c. They have recommended me  d. Others 
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Abstract 

In this rapidly changing world, the concept of “Internet+” is the general trend. 

And the development of P2P is to make Internet Finance a new level. Based on 

the statistics of P2P industry, this paper investigates the main risks and problems 

faced by P2P. This study shows that P2P in the convenience of the public at the 

same time, due to the lack of necessary supervision and industry chaos and so 

forth, but also has brought immeasurable risk to the market, and there have been 

a phenomenon of "Ponzi scheme" and some small P2P companies have 

collapsed. The boom since 2013 has ceased to exist. In this research, we 

interviewed a related person who was a senior product manager of Lufax, and 

learned that center around the Lufax, there are many companies which started 

with P2P were stripping or stripped P2P, and had a positive transformation. 

Management and moral hazard become prominent issues. The future 

development of P2P must be in the government's scientific supervision and 

industry self-discipline, under the premise of "get rid of guarantee", "get rid of 

the pool of funds" and assist with the development of corresponding credit 

system to carve out a broader space for P2P development. 

 

Keywords: P2P; Internet Finance; risks; Government’s supervision 

 

I. The foreword 

1. The summary of P2P 

History is a never-ending wheel, the era is always in development, technology has 

been progressing. In today's information age, the "Internet +" concept is in the highest 

heat. The rise of a conceptualized era needs favorable climatic, geographical and 

human conditions, none of these three can be omitted. In the 21st century, people's 

living standards continue to improve, began to pay attention to the enjoyment of spirit 

and the convenient and efficient service, coupled with the technology mature, 

continuous innovation and people’s thinking more open, which promote the "Internet 

+" era’s arrival. Economic and financial, as the cornerstone of social development, 

will be the first to be incorporated into this emerging field, Internet finance also came 

into being. It has the advantages of low cost, high efficiency, wide coverage, fast 

development and variety of modes. Among them, the loan platform which represented 

by P2P is an important model of Internet finance and develops rapidly. P2P network 
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loan (PEER TO PEER LENDING) is a P2P platform as an information intermediary, 

the center of the borrowers and investors to achieve point-to-point small loan 

transactions in a financial model. P2P loan services generally include three main 

entities: borrowers, P2P platforms and investors. Borrowers have financial needs, 

investors have investment needs, but they will appear between the information 

asymmetry situation, this is the time that need P2P platform, as a medium, to match 

them. Specific forms of services usually include lending information disclosure, credit 

audit, legal means, investment advice, overdue loan recovery and other value-added 

services. P2P platform is divided into two modes: online and offline, where the online 

is the mainstream mode and benchmark mode. Peer-to-peer platform is also known as 

P2P network loan platform. In theory, because of the low cost of information 

collection on network loan platform, they can serve a more small, fragmented 

financing needs. 

The prototype of P2P network loan originated from four young British people: 

Richard Dewar, James Alexander, Sarah Matthews and David Nicholson. In March 

2005, their first founded P2P network loan platform in the world-zopa (ie Zone of 

Possible Agreement) officially launched in London, can be said as the origin of the 

network loan industry. This new business model quickly gained widespread attention 

from society and the public, with a large number of registered members, the total 

investment and loans soared, and also imitated by many countries and enterprises. 

China is in 2006 that began to have P2P network loan platform when many companies 

have no awareness about “Internet +”. They have more doubt in this business model, 

and can not determine the benefits, also do not want to get involved. But after three or 

four years of low development, in 2011, China's network loan platform entered in a 

period of rapid development, a large number of net loan platform have showed up on 

the line. When it comes into 2013, net loan platform has the speed of more than 1-2 

new platforms on the line every day. 

In fact, the development of P2P has been a long time. From the literal meaning to 

understand, P2P is "personal to individual borrowing", this type of borrowing has 

exists in ancient times, we call it "private lending." But "private lending" has long 

been in a gray area, because most of the individuals and institutions engaged in this 

industry use the fixed income to raise funds from the no specific groups and even 

friends and family, and then sell out loans to others in a higher interest, it is easy to 

link with “usury”, and basically will be related to two charges called illegal fund-

raising and illegal operation. The appearance of P2P promotes the private lending to 

sunshine, optimizing the multi-level financing service system. In addition, due to the 

wave of entrepreneurship, there have been a large number of small businesses in the 

market, and most of the banks do not want to take too much risk to cooperate with 

these micro-enterprises to provide loans for them, so the appearance of P2P also solve 

the financing difficulties of these enterprises in a certain degree, boost the 

development process of financial inclusion. At the same time, the Internet financial 

use the advanced modern network technology to improve the efficiency of resource 

allocation, to achieve the change of indirect financing to direct financing, promote the 
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marketization of interest rates, and also enriched the public investment channels. 

Integrate the idle funds and improve its utilization. 

2. The development status of P2P in China 

From the beginning of the sprout in 2006 to the first half year of 2013, the pace of 

P2P platform development is relatively slow. Since the second half of 2013, due to the 

gradually cleared policy, the market environment began to mature and other reasons, 

the P2P loan service industry has a rapid development, the number of P2P platform, 

transaction volume and the number of investors increased quickly. Venture capital, 

bank capital, listed capital, etc. have invested in the P2P platform, begun to make the 

layout of Internet finance, let a lot of P2P platforms get financing. 

The possibility of P2P development in China thanks to the three era background. 

The very first is the standardization of private borrowing. Private borrowing as an 

important supplement to bank loans to solve the temporary funds needs of many small 

and medium enterprises, is a strong support to the development of SMEs with the 

SME owners’ warmly welcome, and add with the introduction of government policies 

and regulations to regulate the operation of private borrowing, pave the way for the 

development of P2P. The second is the rise of financial inclusion. P2P lending 

services industry almost synchronized with the development of global financial 

inclusion, and its practice in the concept of small loans is totally fit with the concept 

in financial inclusion. The third is the appearance of Internet financial era, which 

provided a broad market environment to P2P. Moreover, from the view of asset point, 

the arrival of the era of great financial management give it a hand. 

 The peak time of industry’s financing occurred in 2014 and the first half of 2015, 

most of the well-known large-scale P2P platform has received more than one round of 

financing. However, in the second half of 2015, financing cases have been reduced, 

most of the venture capital institutions began to wait and see the trend, which has a lot 

to do with the negative cases disclosed in the industry and the tightening supervision. 

2.1 The number of operating platform 

China’s earliest platform was established in 2006, but the industry didn’t began to be 

concerned by entrepreneurs and investors until 2010, then a large number of platforms 

emerged. See picture 1.1, in 2010, the number of operating platforms in the industry 

was only 10, but by the end of 2015, the number of operating platforms had increased 

to 2595, with an average annual growth rate of 203.97%. However, in 2016, the 

number of operating platforms was 2448, with a decrease rate of 5.66%, mainly due 

to the hit from “e rent treasure” and other events and the impact of vigorous 

supervision implemented by authorities, leading to a fall after rise in the number of 

P2P platforms.  
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Picture 1.1   date from www.wangdaizhijia.com 

2.2 The borrowing volume 

Recent years, the borrowing volume in China has showed a trend of explosive 

increase.See picture 1.2, in 2010, the industry’s borrowing volume was only 600 

million yuan, but by the end of 2016, the whole industry has been leaps and bounds to 

a volume of 2804.938 billion yuan. China has been ranked the world's largest P2P 

lending services market, the industry total lump sum of the total volume of loans in 

September 2015 and May 2016 has broken through the trillion yuan mark and 2 

trillion yuan mark. Since the second half of 2015, in addition to the volume in January 

and February 2016 which has a slight callback, China’s P2P lending services industry 

has withstood pressure and kept a rapid growth.See picture 1.3. 

 

Picture 1.2 

 

Picture 1.3 
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To sum up, either the number of platforms or the volume of loans, there have an 

explosive growth and a period of down time, you can see that the development of P2P 

in China is not stable, even not mature. We are still in the step of "feeling the stones 

to across the river." When everyone drove into the market to set up P2P companies , 

at the same time, it seems that few people really know about the essence of P2P, what 

is the key factor in the success of P2P in China. What’s more they can not clearly 

recognize the fundamentally different of P2P between China and Europe and the 

United States. It only because the seemed “low limitation” in this industry, they eager 

to step in it with a neglected fact that “The essence of interenet finance is still 

finance”. Finance is a field usually faced with many risks, and P2P is a new thing 

without any experiences to followed, so there have a higer request about management 

ability to P2P platform. All can imagine is that behind the quick expansion of the 

volume of platform, hided many problems such as the lack of risk control ability, the 

chaos of management etc. It’s just like a time bomb, which will explode everytime. 

Only by deep analysis of P2P development problems and risks, recognize the key 

point can we find a solution to keep P2P platform’s stability and prosperity in China, 

and contribute to China’s economic development. 

II. Investigation on the Development of P2P in Shanghai 

1. The design of investigation 

1.1 The reason of why choose Shanghai as typical cases 

The development of P2P in Shanghai is more earlier, and the number of problem 

platforms under the huge data basis is small, which shows that there are rich 

accumulated experiencces, and there are more success stories about P2P management 

and operation.(see picture 2.1). Therefore, use the development of P2P in Shanghai as 

a microcosm of China’s financial market, the research of it is a typical example. 

 

Picture 2.1   data from The Bund Credit 
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1.2 The reason of why choose LUfax 

There are many P2P platforms in Shanghai, it is impossible to recognize them one by 

one. So Lufax, as the industry leader in Shanghai, was selected as the main research 

object of the paper. 

The LUfax is established in September 2011 in Shanghai with the support of 

Shanghai government, its registered capital is 8.37 billion RMB. The Lufax is a 

subsidiary of Pingan Insurance plc. located in Shanghai LuJiazui, the international 

finance center. Lufax is an internet financial company started with P2P whose 

business scope covers a wide range, and among these aspects it focuses on the 

Internet finance. Lufax’s P2P business can cross the geographical constraints and 

build a bridge and platform to the investment and financing point, bring the private 

lending to sunshine. And its borrowers mainly from the second and third tier cities, 

and investors from the north of Guangzhou and Shenzhen and other first-tier cities, 

which can effectively use the power of private capital to achieve the effective 

allocation of resources to help solve the reality problems of China's regional 

economic development imbalance. In May 2014, Lufax was named one of the most 

important P2P companies in China by Lend Academy, the largest P2P research firm 

in the United States, and was ranked among the top three global peers by its online 

trading services. From the establishment of the date, Lufax has gained many industry 

honors, and has become a leading financial assets trading service platform in China 

with an important international influence. It is expected to become China's Lending 

Club (the largest listed P2P platform in US). 

According to Ping An Group's annual report of 2016, by the end of December 31, 

2016, Lufax platform had cumulated regitered users 28.38 million, increased 55.0% 

over the previous year, the number of active investment users is 7.4 million, increased 

103.9% over the previous year, the new Increased number of investment users in 2016 

is 4.45 million, in an increase of 33.3%. In addition, in 2016, Lufax holdings 

completed a B turned financing of $ 1.2 billion, valued at $ 18.5 billion. In 2016, 

Lufax holdings completed the reorganization of financial inclusion's business and 

Chongqing funded business, thus formed a strategic layout of Lufax, Chongqing 

finance, Qianhai finance and financial inclusion. Widely covered the field of wealth 

arrangment, transaction between agencies and comsumer finance. 

As the industry leader, Lufax naturally have great research value. The paper made 

a visit to the relevant person who had served as senior product manager of Lufax, and 

gave a more comprehensive understanding of Lufax's development and operation 

status. 

2. The substance of investigation 

In the range of my ability, I found a person who had a better understanding of the 

situation of the Lufax. He was a senior product manager of Lufax, who has been in 

this field for four years and has been in the Lufax for about three years. He just 

throughout the vigorous development to the downturn of P2P in this time, so he had 
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experiences in person in the existed problems of P2P platforms. But in the interview, 

he said he was reluctant to disclose his name.  

Reading from a financial report in 2016, I learned that, Kuisheng Ji, the chairman 

of Lufax, had said that the IPO listing of Lufax was likely to be postponed to this 

year. Although over half a year has passed this year, the listing trend of Lufax has 

never been heard of so far. I have also inquired the related people who were 

interviewed on this matter, but they claimed that they could not comment too much on 

the decision made by administrators. Actually, the hearsay about the listing of Lufax 

has been existing for a long time. Kuisheng Ji has indicated before that most 

administrators were planning to list Hong Kong stocks, but he was inclined to listing 

at home. Why the listing of Lufax is being continuously postponed since the trend has 

already been exposed? The interviewed mentioned that it might be closely related to 

the frequent Personnel changes in top management of the company. Lufax is called 

among people as “the permanent chairman and changing executive”, because Lufax 

changed management too often such as general manager, deputy general manager and 

chairman of the board. Xiaojun Yang, the vice chairman, who had taken office less 

than a year, quitted firstly. Then it was exposed by the media that several deputy 

general managers left in succession as early as 2015, and four general managers had 

been changed since the establishment of the company in all. However, changes 

happened to “the permanent chairman” in 2016. Renjie Li, former president of 

Industrial Bank, assumes the office of the chairman, and Kuisheng Ji works as Co-

Director as CEO. This series of personnel changes immediately aroused my interest. 

Generally speaking, as an authoritative business, these essential high-level positions 

should not be changed too continually, which can cultivate a team with collaborative 

ability. So why Lufax changes high-level positions so often? 

As far as the problem is concerned, I have also inquired the interviewed. He 

surmises that what the business focuses will always alter with the development and 

transformation of a firm, which needs various people with different ability to manage 

the firm. In addition, through consulting for a number of information, I learned in an 

interview in financial newspaper that Kuisheng Ji showed that there were more than a 

dozen departments in Lufax, so the base of senior executive was large originally, and 

a new enterprise, especially an Internet Finance Company, tended to implement 

personnel changes. It is understood that in 2015, Lufax adjusted business 

transformation for several times, from the focus on P2P business at the beginning, 

changing into the open platform currently. The interviewed also mentioned that Lufax 

paid attention to Internet Finance instead of P2P. 

 Lufax is started with P2P, develops with virtue of the superior market conditions 

and excellent risk control system supplied by its parent company, PING AN 

INSURANCE (GROUP) COMPANY OF CHINA, who holds strong financial 

strength and a solid foundation of the industry, and it has already been regarded as 

one of the most famous platforms in P2P. However, why does it give up P2P? Why 

does it get rid of P2P absolutely in restructuring, though innovation and restructuring 

in the development of an enterprise? The interviewed listened to my question then 
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smiled, with a "the answer is actually obvious" tone blurted out and said,” Because 

P2P carries a great risk, and the management needs to be improved in all aspects. 

What’s more, what is of great importance is that P2P has been discredited by some 

small platforms, which reduces the interest of investors and increases the supervision 

of the government. The listing of Lufax depends on the attitude of the government, so 

the peeling of Lufax in P2P is an inevitable result. 

Another question came into my mind,” Is the exfoliation in P2P only Lufax’s 

alternative or the trend of most enterprises in the industry?” The interviewed stated 

that several enterprises such as Zillion Fortune and Tangxiaoseng began with P2P, 

stripped P2P without exception, and were carrying out a positive transformation 

nowadays. 

What kind of risks, which makes so many authoritative platforms in the industry 

try their best to avoid, exists in P2P? Will P2P decline and disappear in the end? 

Whether the risks brought out by P2P can be dominated availably? What the future of 

P2P may be? We will focus on all of these problems mentioned above in this paper. 

3. The brief summary of the result from investigation 

In the background of the times, if you want to survive and develop, you must will be 

pushed forward by the situation step by step. "Survival of the fittest" "natural 

selection" is not only applicable to the law of the biosphere. From the appearance so 

far, P2P platform’s frenquent problem is insolvency, high risk but can not guarantee a 

high returns so that investors were  discouraged. E rent treasure, Jinlu financial, 

Zhongjin assets and other scandals in the series of outbreaks, make the development 

of P2P on the thin ice, always walking on the edge of the cliff. Peeling P2P to make 

the transition seems to be a choice. But the existence of P2P should not be a 

"disaster", its appearance would have been more convenient to the public, we can not 

expel it from history stage only because of some platforms which encumber P2P by 

conducting fraudulent act such as illegal financing in the name of P2P. It still has the 

necessity of its existence. 

What we should do is deeply dissect the risks and problems brought by P2P and 

positively find a way to solve these problems. Only do this can we provide a better 

developed sapce to P2P. In my interview with the interviewee, the primary problems 

he came up with is the legal and moral risks exist in P2P and payment crisis in such a 

environment which has a decline in the real economy, the high rewards committed by 

P2P platfrom can not match the reality solvency of borrowers. Besides, we also need 

to pay attention to the lack of supervision in this industry. Among these problems, 

there are some that met but overcame by Lufax. Maybe Lufax hasn’s met all these 

problems,but Lufax has seen all of them on the way to today. 

III.The primary problems in the development of P2P in Shanghai 

1. The legal risk 

It is common sense that interests come with risks.Restricted by the factors,such as the 

system of our country’s economy, P2P itself lacking complete credit system and 
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normative financing model, and the defects laying in the technical and management of 

electronic information systems,the internet finance still has big criminal risk. 

1.1 Illegal absorption of public deposits 

With the development of P2P, some P2P financing platform has seriously deviated 

from the positioning of financial intermediaries, from the initial independent platform 

gradually transformed into a financing guarantee platform, and then evolved into the 

financial institution running deposit and lending business, which is already far beyond 

the development of P2P financing platform boundaries. Some P2P network financing 

platform use the borrowing needs of the financial products to design a product and 

sell to the lender, or through a way that collect the funds and then find the borrower 

etc., so that the lender funds into the middle of the platform account to found a pool of 

funds. The supervisory department stipulates that it may be suspected of illegally 

absorbing public deposits for more than one week to enter the platform intermediate 

account. And P2P intermediate account of the funds stay time will generally be more 

than a week or even longer, so it is easy to constitute the crime of illegal absorption of 

public deposits. 

In accordance with the provisions of Article 176 of the Criminal Law, the illegal 

absorption of public deposits or disguised absorption of public deposits, which disrupt 

the financial order, constitute an illegal absorption of public deposits. According to 

the provisions of Article 4 of the Measures of the State Council on Illegal Financial 

Institutions and Illegal Financial Business Activities, the so-called “illegal absorption 

of public deposits” means “the activities that without the approve of the People’s 

Bank of China ,absorb the funds from not specific people and give a voucher and 

commit to pay the debts in a certain periods. “ Many P2P platform in order to attract 

investors will commit a interest return of 10% or 20% under the premise that without 

the approve of relevant departments, rather than link the investor’s income to the 

borrower’s operating status in order to absorb a large number of investors. In line with 

the “illegal” and “open” nature of the crime of illegally absorbing public deposits. 

1.2 The criminal of fund fraud 

According to the Supreme People's Court "the explanation about the specific 

application of the law of a number of issues on the crime of fraude" provisions, the 

fraud method of the fund fraud is "the perpetrators cook up the use of fund-raising, 

and use the false documents and high returns as a bait"to raise funds. 

The crime of fund-raising fraud and the crime of illegal absorption of public 

deposits belong to the same scope of illegal fund-raising, the difference lies in the fact 

is that fund fraud is fraudulent, that is, there is false propaganda, misappropriation of 

funds and other acts, subjective to illegal possession for the purpose. Some people 

may say that most of the financial sector is playing the law on the edge of the cliff, 

these legal risks are only theoretically exist, but in fact not necessarily be convicted. 

While there may be true from some aspects in this theory, not every company can 

play well. In fact it’s not a small deal of companies which stumbled by the legal risks. 

Following is some statistic data out of the region there are court records of the number 
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of platforms, see picture 3.1. This shows that there are lots of companies in the first-

tier cities which develop P2P to a certain stage can not play the edge well. But we can 

see that the platform interrogated by the court in Shanghai is in a small number, which 

shows that the P2P platform in Shanghai surely did well in the aspects of legal 

supervision.  

 

Picture 3.1   data from the Bund credit 

At present, Most of the P2P platform funds banks custody are not implemented. 

Many platforms claim that it has a third party to pay custody or bank custody, etc., in 

essence, both borrowing funds will continue to pass platform account and gathered to 

form a "pool of funds." But now industry does not have substantive custody so that it 

cannot guarantee the safety of funds, coupled with lack of investor confidence in the 

platform, it is easy to pay. In this case the risk of the platform itself will be greatly 

improved. 

2. The safe of information 

This is a legal risk for borrowers. Because the P2P platform will require customers to 

upload their personal informations which include name, ID number, home address, 

telephone number and so on to ensure the authenticity of the identity of both parties. 

If the P2P platform can not do well confidential measures on customer’s personal 

information, it will easily lead to personal information disclosure, the platform is also 

easy to violate customer’s right of privacy. 

3. The moral risk 

Moral risk is the most important risk in the financial sector. It can be divided into 

platform aspects of moral risk and customer aspects of moral risk. 

First of all, on the platform side, in order to attract customers, company will use 

false propaganda or self-financing to create illusion of high-yield and steady 

growth.The main borrower of the P2P platform is the SMEs which banks do not want 

to cooperate with, and because the recent market downturn in the economy, the 

situation is not optimistic, that lead to poor management and insolvency of the 

SMEs.However, the platform still need to pay the maturity of investors, since their 
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limited capacity,they had to use the new investor funds to pay the principal and 

interest of the old investors to create the illusion of making money to cheat more 

investment,this is the so-called "Ponzi scheme".One day,this behavior will cause the 

platform’s capital chain break, and outbreak other crisis, it will damage the interests 

of investors. 

Second, the customer's main moral risk is false identity information. Borrowers 

forged identity information for loans and refused to repay after expiration, the 

platform can not recover, that cause a huge amount of bad debts for the P2P platform 

and investors. 

It is obvious that no matter which aspects of moral risk, the victims are investors. It 

is the reason why Investors lack of trust on the P2P. But if they do not want to put 

money into the platform, the platform will not work, it will lead to some platform 

closure, and other platforms will fall into the vicious circle of self-financing. 

4. The Capital flow risk 

Some P2P platform violations to carry out the duration of mismatch,capital pool and 

other business, it lead to the pool of funds is not enough to meet the short-term 

repayment needs or unexpected funds out, resulting in liquidity risk. 

Platform does these things in order to meet the needs of investors. In the initial 

stage of P2P loan service industry, , because investors lack of trust, most people want 

to achieve high-yield, and they more willing to invest in some small amount and short 

period investment project.But this project is not available for the platform, especially 

in the highly competitive platform now, stable high-quality borrowers are harder to 

find than investors, so the platform will be through the period mismatch to attract 

investors to invest.But with the increase in the size of investment, it will lead to 

liquidity risk, and then the platform will be poor to cope with a variety of payment, 

once this model can not rely on flow of funds timely, it will form a long snowball 

model, Ponzi scheme. 

Since lack of quality borrowers,it is easy to make investors’ funds cause "funds 

guard" phenomenon which can not provide cash flow for the platform, and increase 

the platform’s operating pressure. 

5. Technical management risk 

P2P industry on the surface looks "low threshold" so many people want to be among 

the ranks even without another thought, want to share a cup of soup. Everyone can do 

P2P ,but not everyone can do a good job. If you want to do a good job, must have an 

independent business understanding, and also have a strong risk control system. The 

direct impact of the low threshold is the lack of industry standards, a variety of rough-

and-tumble platforms are take activities under the name of P2P, badly interfere the 

normal trading activities, and also makes the overall quality of P2P industry became 

uneven. 
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In a interview by Sina Financial, Mr.Gregory said that only two companies in P2P 

industry in China has passed the test about risk control. “A powerful risk control 

model need at least fifty thousand loans to verify, but the third biggest P2P company 

in China only have thirty thousand loans.”  

Obviously, the risk control in entire P2P industry are not perfect and will bring 

disasters to platform at everytime. 

IV. Sum-up 

Because of the existence of above risks, the development of P2P industry has no 

longer flourishing like before. Since the second-half of 2016, the number of P2P 

platform was plummeting. To May 2017, it has been from the original one or two 

hundred new platform increasion per month fell to single digits. What’s more is in 

February 2017, there is only one new platform, which has a sharp contrast to the 

former explosive growth. See picture 4.1. 

 

Picture 4.1 data from www.wangdaizhijia.com 

The fast and dfficient of P2P fast and efficient is obvious to all, if these 

uncompletely avoided risks lead the withdraw of P2P, It’s undoubtedly a loss. 

For the P2P loan service industry, the long-standing problem is the lack of 

necessary regulation, the threshold is too low, too little norms, resulting in industry 

systemic risk gradually accumulated. From the research situation we can see, P2P 

industry risk is not isolated, but interlocking and mutual influence. This increase the 

difficulty to the risk management of P2P. 

I think the most urgent is to strengthen supervision, step by step to improve the 

industry credit system, and strictly regulate the industry threshold. the SFC should 

regularly conduct inspection and assessment on the normative nature of the industry , 

and actively urge the major platforms for strict self-discipline, timely banning 

industry "cancer", to maintain a good environment for the development of the 

industry. 
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1. Enhence the supervision 

As an emerging industry which is still in the development period, regulatory issues 

make the regulators "have a bad headache", the regulatory dilemma that "once they 

loosen or tighten their policy, the industry will be in a chaos or dead" need to be 

solved. Throughout the development of the industry in recent years, to consider the 

P2P lending as the representative of the Internet finance, it is full of innovation and its 

business changes rapidly, the original model often has already changed before the 

regulatory policy carried out. Therefore, the supervision matters of P2P is always 

controversial in government departments and the industry, which is one of the reasons 

that the "weak supervision" are taken in few years ago. However, with the risk of the 

industry soaring, social pressure and the economic chain reaction is obvious, 

regulators began to make a determined to regulate the chaos 

Take the《The Guidance to promote the healthy development of internet 

finance》which published in July 18, 2015 as the symbol, the industry regulation 

began to turn the "weak supervision" more and more severe, in the same year, 

December 28, the announcement of《Internet lending information intermediary 

business activities Management of the Interim Measures (draft)》represents the 

industry officially starts to regulate. 

The draft made it clear that no public deposits should be absorbed and no funds 

pool could be set up. Platform itself can not provided any kinds of guarantee for 

lender. Since 2016, the supervision and rectification efforts are constantly overweight, 

after April 1, 2016, the Shanghai Municipal Trade and Industry Bureau has suspended 

the registration of Internet financial companies. These registered agents said that they 

can not be approved as long as the scope of business include the "financial", 

"outsourcing" and other words of the registration. Which makes a lot of people in the 

industry have feeling of entering the "winter". 

Now the regulatory authorities is moving to control the industry, and guide the 

industry develop in the direction of the standard, which in fact to provide a good 

opportunity to practice internal work for some fast development companies. Platform 

should take this opportunity to temporarily slow down to lay a solid foundation for 

better and faster development in the future. Because the country set off remediation 

storm, some platform choose rational exit, and some companies divest or exit the P2P 

lending business, Lufax, Kai Xin credit and other industry leaders deepen the 

representative business, in the transition of comprehensive service platform , Or try to 

get involved in the target area through mergers and acquisitions. P2P borrowing blind 

expansion stage has become a history, the platforms have a clear understanding of the 

Internet financial. And they want to return to the financial framework for further 

development. 

But the regulation also need to moderate regulation, if the supervision is too harsh 

it will inhibit the industry vitality, making the industry can not expand. For example, 

the suspension of registration of Internet finance companies, to completely suspend 

registration is clearly impossible, which is equivalent to the P2P industry completely 

expelled from the financial sector approach, It is unscientific and unrealistic. I think it 
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can be appropriately open the Internet financial company's registration, but should 

develop stringent registration standards to enhance the industry threshold. In specific 

it can follow the insurance company's registration criteria, insurance also belongs to 

the financial sector which has a larger risk section, but rarely heard the news about 

insurance company to pay the crisis or insolvency, which is highly related with the 

insurance industry's high access principle. Only a few individual whose risk control 

system is complete can get insurance license, rather than the same as P2P which can 

find a platform everywhere. 

We have reason to believe that recognize the essence of P2P, strengthen the P2P 

market regulation, P2P industry development must have a bright foresight. 

2. Complete the credit system 

Actually in European and American market, Internet Finance is not as popular as in 

Chinese market. Instead, these Internet financial enterprises markets, which are 

usually considered as a supplement to financial or “Bridge funds”, are just branches in 

most cases. Due to mature credit system in European and American market, FICO and 

other information are not only convenient to gain, but also to apply professionally, 

added to big data and other technologies, so all of them can be able to complement the 

entire financial market commendably. In contrast, it is the lack of such a sound credit 

system and transparent information disclosure that expands the scope of the industry 

risk so that it deepens the degree of industry risk. 

Renjie Li, the chairman of Lufax, stated at a press conference that it was very 

necessary and urgent for the Internet financial industry to strengthen credit 

construction and promote credit information sharing. Dongrong Li, the president of 

National Internet Finance Association of China, expressed that Internet financial 

industry credit information sharing platform was a brand-new exploration for the 

association to carry out self-management, and also the new initiatives for industry to 

promote the development of Internet financial. If the credit information sharing 

platform can be widely and deeply constructed, it would be greatly conducive to the 

construction of the Internet financial industry credit system, and cover the shortage 

made by national financial credit information basic database and other industry credit 

database, and further consolidate the foundation of social credit system construction. 

In this way, it is more conducive to strengthen the Internet financial risk management 

system, to break up the "information island" between different institutions, to enhance 

the level of risk management in the industry overall. At the same time, the 

establishment of credit information sharing platform is also beneficial to improve the 

Internet financial industry self-discipline system. The platform will help to supervise 

the use of data of member organizations under the framework of existing laws and 

rules and fulfill legal obligations, to protect customers’ private information, to 

improve the level of credit information management, and to promote the continuous 

improvement of self-discipline system. 

In addition, China Securities Regulatory Commission’s regular inspections and 

assessments to enterprises in the industry are of equal importance. After all, it also 
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boosts the sound development of the industry to keep abreast of industry trends, 

participate ahead of time in order to obstruct anything abnormal of the platform, and 

then maintain vitality and formality of the industry. 

3. The self-supervision of industry and the innovation 

Government regulation is the most important but not a panacea, while the government 

strengthens supervision，the industry should upgrade their own regulatory system 

and be better self-discipline at the same time. Secondly, one of the most important 

elements that decide whether an enterprise can “Lone –term continuous operation” is 

the level of creativity (innovative ability). Only when an enterprise keeps on 

innovating and always walks in the front of its industry, it can stand firm in its 

industry. Respondents mentioned that there is an upsurge of “custom” of products has 

been set off in the current market. Everyone pursues tailored and customized and 

perhaps P2P can also create some customized products on platform products. For 

example, P2P can use large data support and according to the requirements of 

investors and the needs of borrowers to match them automatically. The P2P platform 

only plays the role of middleman.So that the benefits of investors can be linked with 

the solvency of the borrower, rather than the platform promises the benefits, and also 

better contribute to the advance of "to the pool of funds" and "to guarantee". This 

effectively reduces the risk of corporate redemption and the appearance of "Ponzi 

scheme". 

Finance is often called the "blood" or "lubricant" of the market economy. 

Economic decision-making financial and economic development level determines the 

level of financial development. When Wang Qishan assumed the office of Vice 

Premier of State Council, he also said, "If every industry is prosperous, the financial 

will be prosperous; If every industry is steady, the financial will be steady." If the 

financial does not services for the entity economy, there is no soul in financial and it 

is a meaningless bubble. Let platform plays the role of a middleman and let investors 

income be linked with borrowers solvency is the behavior to let everything services 

for entity economy. If we can fully implement this case, it should be a large wealth of 

P2P platform. 

Finally, I believe that as long as all of partners do their own works, coordinated 

develop and let reduce the risk as the only indicator to business activities. After 

striving for a long time, we will be able to discover new broad world for the 

development of P2P. 
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Abstract 

With the rise of international institutions such as the EU and APEC, the 

nowadays global economic market is increasingly characteristic of the 

involvement of various nations. Domestic economies of those countries in turn, 

however, are heavily impacted by institutional changes.  

In the wake of the currently unstable global economic pattern, Greece has been 

experiencing ongoing financial crisis whereas China is facing real-estate bubble 

as well as huge amounts of debts. Despite differences in the economy structure 

and the manifestation of the crisis, the two countries that together shaped the 

prototypes of Western and Eastern philosophy have been brought under the same 

spotlight again due to economic regression. In this paper, the author strives to 

analyse the potential institutional socioeconomic factors that induce crisis in 

both countries and how the Chinese crisis prevention and how both of the 

countries handle with these problems, see if the experience of Greece can help 

China see through its debt problem. 

Through examining and comparing existing literature, the author first hopes to 

facilitate an understanding of the country’s vulnerability facing the international 

financial crisis. Specifically, problems such as lax fiscal and monetary policies, 

social welfare, and institutional influences from the EU will be closely studied 

and compared with China’s current situation.  

The present study aims to summarize Greece’s experience upon debt crisis and 

how China can learn from Greece’s policy to prevent further debt problem, as 

well as provide the audience insights into tackling economic crisis under 

socioeconomic institutional influences within the global market.  
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INTRODUCTION 

Moody's Investors Service has downgraded China's long-term local currency and 

foreign currency issuer ratings to A1 from Aa3 and changed the outlook to stable 

from negative on 24 May 2017.  

The downgrade reflects Moody's expectation that China's financial strength will 

erode somewhat over the coming years, with economy-wide debt continuing to rise as 

potential growth slows. While ongoing progress on reforms is likely to transform the 
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economy and financial system over time, it is not likely to prevent a further material 

rise in economy-wide debt, and the consequent increase in contingent liabilities for 

the government.  

A debt crisis happened since the summer of 2007 in the US and Europe as a result 

of excessive subprime bank lending. In March 2010, the European sovereign debt 

crisis started to unfold and forced European fiscal and monetary policy authorities (as 

well as the IMF) to bail-out governments in the Southern periphery of the European 

Union (EU). 

The growing stock of gross government made the economists worried about 

china’s economy. Some specialists and scholars even predicted that china would 

follow in Japan’s steps, the economy would continue to decline and eventually stay in 

a low growth rate level, and the middle- income trap might loom.  

Since Greece has rich experience upon debt problem, this paper aims to summarize 

Greece’s experience upon debt crisis and how China can learn from Greece’s policy 

to prevent further debt crisis, as well as provide the audience insights into tackling 

economic crisis under socioeconomic institutional influences within the global 

market.  

DEBT CRISIS HAPPENED IN GREECE 

Greece has undergone economic troubles since the 1980s. Its debt/GDP ratio rocketed 

from 35% in 1981 to over 100% in the 1990s. Greece’s currency was also devalued, 

so in June 1994, the Greek Central Bank had made much efforts to stabilize the 

currency like force interest rates to 500 percent. It also cost much for the Bank of 

Greece to prop up the currency.  

Being part of the Economic and Monetary Union(EMU) of the European Union in 

June 2000 fueled Greece accumulating more and more debt with its strong growth and 

access to cheap capital, hoping that its growing economy would be able to pay off its 

obligations in the future.  

However, on December 8
th

,2009, Greece’s debt rating was downgraded to the 

lowest level in the euro zone for the first time, the negative future economic outlook 

for Greece which signaled to the bond market that Greece would have an even harder 

time to meet is financial obligations, which caused the global market to panic. 

Although both Greece and the European Union have done so many thing to setback 

the unstable economy, still, the future is unclear on if and when that will happen. 

MISTAKES MADE AND LESSONS LEARNED 

These aspects are the main reason of Greece’s debt crisis according to Dr. N. Delener 

(2012), which are mismanagement of funds, taxes, European Economy Union 

membership & Greece’s Weak, access to cheap capital, the euro, international 

confidence investors and lack of restoring, negative expected value, sovereign debt 

rules, rating agencies, solving debt by going more in-debt and accounting fraud.  
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Greece has a long history of being a pro-socialist country. Cutting government 

assistance and welfare programs was very hard for its leaders to do. Greece also had 

trouble collecting taxes from its citizens and the government failed to impose higher 

levels of scrutiny in forcing its populace to pay up.  

Lacking the ability to innovate, Greece is a country that has had high inflation 

rates, low employment rates, high interest rates and high levels of corruption.  

After Greece entered the European monetary bloc, creditors treated the country as 

if it was a triple-A rated country since they expected the other European countries to 

help out if there ever was a need. Unfortunately, the debt panic spreads all throughout 

the world. 

Since Greek now uses euro as currency instead of its old currency- the drachma, it 

loses control of printing more. Devaluing the euro makes little sense as this would 

hurt all the other member nations of the euro zone. At the same time, using the same 

currency in different countries is bound to be problematic in different stock market 

strengths, GDP, labor force, welfare systems.  

There are two parts of the international investor problem. Firstly, the vast majority 

of Greece’s debt is held by international institutional investors and was bought 

through international bond markets, which can turn out to be dangerous. Secondly, 

many of the investors were European Banks which meant that a default in Greece was 

going to hurt everyone in Europe as well. 

Another severe problem is that Greece borrow more to meet its current debt 

obligations, which sounds unreliable and ridiculous. It can only solve the short-term 

debt problem, and aggravate the further long-term debt crisis.  

GREEK POLICY RESPONSES 

The Greek government adopted sets of procedures to confront the crisis: 

Fiscal Austerity 

In October 2009, the Greek government has unveiled three separate packages of fiscal 

austerity measures aimed at bringing Greece’s government deficit down from an 

estimated 13.6% of GDP in 2009 to below 3% by 2012. In total, the measures are 

worth an estimated €16 billion ($21.6 billion), or 6.4% of GDP. In March 2010, the 

parliament approved another austerity measures which aimed to increase revenues 

through a rise in the average value-added tax rate. On the expenditure side as shown 

in figure (1), most of the spending cuts announced focused on the civil service. The 

Greek social security system has been facing chronic and structural problems (George 

Hondroyiannis and Evangelia Papapetrou (2002), thus the government decided to 

reduce pension funds, cuts in pay and non-pay expenses, a substantial increase in 

prices for services offered by SOEs, and limits on subsidization. The government also 

announced to tighten public regulation and restructure Greece’s public administration 

by consolidating local governance structures through reducing the levels of local 

administrative authorities. 
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Source:  The Economic Adjustment Program for Greece (Spring 2011). European Economy 

Occasional Papers, Fourth Review 82 

Long term structural reform 

The government announced wide-ranging reforms to the pension and health care 

systems and to Greece’s public administration, and boosting Greek economic 

competitiveness by enhancing employment and economic growth, fostering private 

sector development, and supporting research, technology, and innovation. 

In spite of Greece’s relatively drastic contractionary fiscal policies, and steps of the 

structural reform, the economic growth rate contracted by 4% in 2009, 1.1% in 2010 

and by 3.7% in 2011, and registered unemployment reached 12.7% in 2010, as shown 

in the table (1). 

In the table, despite of the increasing unemployment, real GDP growth is 

improving. Since the exports of goods and services grows steadily from 18.5% in 

2003 to 31.9% in 2015, imports of goods and services remain ranging from 28.8% to 

36.0%. Greece strives to solve the debt problem, and results are shown to them as 

well.  

Table (1): Greece real GDP growth, unemployment rate, imports and exports (2003-2015) 

 Real GDP Growth Unemployment 

Rate 

Imports of goods 

and services 

Exports of goods 

and services 

Unit Annual growth % % of labor force % of GDP % of GDP 

2003 5.8 9.8 29.6 18.5 

2004 5.1 10.6 29.1 20.7 

2005 0.6 10.0 29.5 21.3 

2006 5.7 9.0 31.7 21.2 

2007 3.3 8.4 35.0 22.5 

2008 -0.3 7.8 36.0 23.4 

2009 -4.3 9.6 28.8 19.0 

2010 -5.4 12.7 30.7 22.1 

2011 -9.1 17.9 32.3 25.5 

2012 -7.3 24.4 33.1 28.7 

2013 -3.2 27.5 33.2 30.4 

2014 0.4 26.5 34.9 32.5 

2015 -0.2 24.9 31.8 31.9 

Resources: OECD. Stat 
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CHINA’S SITUATION 

The modern economy is a kind of debt economy. Since the market-oriented reform of 

China's economy, debt problem has been paid close attention to. In 1990s, a number 

of researchers studied the rising phenomenon of M2/GDP in China and the origin of 

debts. After 2009, in order to overcome the impact of the global financial and 

economic crisis, China implemented a large-scale expansionary fiscal policy, while 

the debt problem became the center of many problems in the political economy.  

Three characteristics were highlighted: Firstly, Debt size and leverage have risen 

rapidly. During 2007 ~2015, total debt rose from $118.9 trillion to $168.5 trillion, 

social leverage (debt / GDP) rose from 1.7 to 2.5 times, and M2/GDP rose from 1.5 to 

2.0 times, significantly more than many emerging market economies. The debt burden 

engulfed a large number of corporate profits. Secondly, as these debt accumulation 

periods overlap considerably with the situation of "the state advances as the private 

sector retreats", the debt is concentrated in large state-owned enterprises that are 

closely related to the government and the financial sector, Particularly the low 

operating industries such as metals, mining and petrochemical industries. Debt 

formation assets contribute less to growth and tend to decline, which forms systemic 

risks. Thirdly, Debt governance is difficult to resolve in the short term. In 2014~2015, 

China put forward the "deleveraging" policy at the level of monetary policy and 

financial supervision. At the beginning of 2016, the central economic work 

conference also proposed the recent reform goal of "decreasing capacity, decreasing 

inventory, decreasing leverage, lowering the cost, set "deleveraging"as a global 

economic policy and the important task of supply side structural reform. But up to the 

first half of 2016, there were no signs of a marked decline in debt size and leverage.  

Through further analyzing, since China has more foreign exchange reserve and less 

foreign debts and the debt paying ratio, liability ratio and debt ratio of foreign debts 

are below their international alert standards by about 20%, 20% and 100%, the central 

government’s sovereign debt is not very risky. Although affected by the expected 

RMB appreciation and interest rate policy, China’s short-term external debt has risen. 

However, since China’s foreign exchange reserve is above 9 times than short-term 

foreign debts, the liquidity risk of the central government’s external debt is also not 

significant. On the other hand, the problem of local government debt in our country is 

quite severe. What is worrying is, especially in 2008, in response to the international 

financial crisis, the Chinese government has launched a 4 trillion bailout plan. In this 

instance, the number of local government investment and financing platforms has 

increased rapidly, and the total liabilities have also expanded rapidly. 

CAUSES OF CHINA’S DEBT PROBLEM 

Unequal rights and responsibilities. China implements the administrative system of 

separation of powers and fiscal rights between the central and local governments. The 

fiscal rights shift to the up side and the powers shift to the down side have resulted in 

unequal rights and responsibilities. China's fiscal revenue is mainly concentrated to 



HUIWEN ZHANG, 7th International Conference of ASECU Youth (2017) 170-178 

175 

the central government, while local governments rarely get much. However, the local 

governments bear most of the responsibility of the economic and social development, 

including infrastructure construction like education, health and medical and other 

infrastructure projects, supporting the development of local enterprises and the 

balance of local residents’ income and so on. These responsibilities consume the 

governments big money. In the case of income less than expenditure, local 

government borrowing has become an inevitable choice. 

Local governments pursuit GDP and performance projects. The performance 

evaluation of government officials is so narrow that GDP is usually used as a measure 

of achievement. This makes local governments more tempted to invest in increasing 

GDP. To achieve performance during his tenure, local government officials make 

blind or duplicated investments, borrow money, and do things to fulfil his 

achievements, rarely focusing on the analysis of economic benefits of the investments 

and financing costs. This distorts both the allocation of resources to the market and 

the waste of financial resources. Once the benefits of investment projects are poor, the 

repayment of loans will bring heavy burden to local governments.   

The impact of the international financial crisis. On one hand, the international 

financial crisis setbacks China's real economy, declines enterprise efficiency, and 

reduces local government revenue at the same time. Because of its own strict funds, 

the relevant transfer payment to local government shrinks. On the other hand, China's 

central government has proposed an economic stimulus policy to maintain growth. 

The local government has done a lot of supporting investment for this purpose, so the 

international financial crisis has directly reduced local governments’ revenue and 

increased expenditure. In this case, the scale of debts by local governments has also 

risen sharply.  

The law does not allow local governments to issue bonds. At present, China's budget 

law does not allow local governments to issue bonds, local government formal 

financing channels is narrow, though in 2009 the Ministry of Finance approved for the 

local government to issue bonds, but the move is only temporary, not as conventional 

financing pattern of local government. The local governments try every means to 

avoid the direct control of law to lend money in order to provide money to the 

relevant units or projects in the form of guarantees. Investment and financing platform 

is produced in such a background, which also creates a stronger hidden for the local 

government debt.  

Unreasonable economic development model. Although the country has repeatedly 

stressed the need to stimulate economic growth relying on consumption, but the 

contribution of the current investment in China's economic growth is still greater than 

consumption. The local economy is mostly stimulated by investment, not 

consumption or exports. Investments in all regions are more powerful. In addition, 

China's economic development presents regional imbalances. The eastern region 

develops rapidly, while the central and western regions develop slowly. It is 

reasonable for the central and western regions of the central and western regions with 
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relatively weak economic foundation to scale up the investment in promoting 

economic development while the region is scrambling to increase investment.  

COMPARISON BETWEEN GREEK’S DEBT PROBLEM AND CHINA’S 

DEBT PROBLEM 

Similarity 

Large credit scale. The European Central Bank had to lend a hand when the EU 

member countries were unable to borrow their debts. As in May 10, 2010, the 

European Union and the European Central Bank announced plans to provide euro 

zone countries with a bailout of 750 billion euros. In view of this, international 

financial institutions and their banks dare to lend to these governments. In our 

country, the central and local government classification system is implemented. When 

the local government appeared in the financial crisis, the central government had to 

rescue, and also made our banks provide a large amount of credit to the local 

government.  

Opaque fiscal revenue and expenditure. Considering for the "election", the 

government used to make false accounting method to conceal public debt and fiscal 

deficit. Every new government has failed to take steps to improve its debt. When real 

data is disclosed, it causes market turbulence, social worries and crisis. But the local 

government in our country has a large amount of implicit debt due to the long-term 

debt guarantee of the local investment and financing platform. It is difficult to 

estimate the scale. Once these debts are realized, it will inevitably aggravate social 

panic. 

Deferred liability. During the term of the euro zone countries, the governments of the 

euro area have invested heavily in their efforts to achieve good results, and these 

debts often have a longer cycle. When the government fails to pay its full debts, the 

responsibility is pushed to the next government. By the end of 2009, many of the debt 

payments made by the Greek government had been left over by the previous 

government. Similarly, many of our local government leaders in the term of political 

achievements, wantonly lending, debt repayment task is often pushed to the next 

government, lack of hedge power, local financial risks continue to accumulate.  

Difference 

Despite the most apparent difference of the figure of risks, they have 3 other 

differences.  

Different debt nature. Greece's debt is mainly foreign debt, which is borrowed from 

other financial institutions, and the government is always in a passive position. In the 

event of crisis, international banks contracted business, and the financial situation of 

the government was greatly affected. While China's local debt is to the domestic bank 

debt, domestic debt is. The central government's policy has a big impact on banking. 

In view of the overall economic development of the country, the central government 
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tends to give local government support in policy. There will be no rapid contraction of 

credit in the banking sector and the intensification of the local financial crisis. 

Different debt investments. Greece's debt is largely spent on spending, maintaining 

welfare, and having a high level of welfare, variety and cost. The high welfare model 

makes the public and private sectors overburdened, weakens the economic 

competitiveness, and fails to increase its economic vitality, and cannot effectively 

cope with the impact of the international financial crisis. China's local government 

borrowing mainly for infrastructure investment, the recovery of the real economy and 

promote growth is of great significance, so that China has become a country in the 

international financial crisis after the rapid recovery of the country.  

Different ability to prevent crisis. Although the euro zone countries have stability and 

growth pact, they require the proportion of the state budget deficit of the member 

countries. However, there is no political compulsion in the EU to ensure that Member 

States comply with and do not have punitive measures against violations, which have 

led to the violation of treaties by several Member States, triggering crises. And the 

central government of our country has the right of administrative command to local 

governments, and has strong enforcement power. It can correct the local government's 

major violations in time and prevent the local government from having more financial 

risks. 

CONCLUSION  

Through researching, since Greece and China have different kind of debt problem, it’s 

hard to find the same specific debt managements. However, following suggestions 

can be adopted.  

a) Never cheat on one country’s financial statement. Lacking of responsibility may 

lead to global economic panic. 

b) Reduce local corruption. Corruption slows down even prevents the development 

of a city even a country. As public characters and the governors of a country, 

thinking about oneself instead of from a global perspective is inadvisable. 

c)  The issuance of bonds should be subject to rigorous examination and approval.  
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Abstract 

This paper deals with the latest trends in international investment activity in the 

region of Southeastern Europe, namely in European developed and developing 

countries. The objective of this paper is to provide a comparative analysis of 

gradual development of these trends with some investment indicators (FDI 

inflows and outflows, investors). This article also looks at the recent sectoral 

trends in national saving and investment and puts them in a historical 

perspective in the Russian Federation. The paper identifies the key factors of 

investment attractiveness of countries and regions. The thesis ends with a 

conclusion that there is redistribution of global FDI flows from developing and 

emerging economies to developed countries in the context of global economic 

instability and financial market volatility. 
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Countries forming the region of Southeastern Europe can vary greatly due to political, 

economic, historical, cultural, and geographic considerations of the observer and as 

such are widely disputed. Nevertheless, our decision relied strictly upon the initial 

association which claimed that it united countries of Southeastern Europe. Such 

association which formed a subregional economic integration appeared to be the 

Organization of the Black Sea Economic Cooperation (BSEC) which started its 

existence from the moment of signing the Istanbul Summit Declaration and the 

Bosphorus Statement by the Heads of State and Government of the countries in the 

region, on June 25, 1992 in Istanbul. The BSEC consists of 12 countries, namely 

Albania, Armenia, Azerbaijan, Bulgaria, Georgia, Greece, Moldova, Romania, 

Russia, Serbia, Turkey, and Ukraine [5]. 

1. DYNAMICS OF INVESTMENT ACTIVITY IN THE WORLD. ROLE AND 

POSITION OF COUNTRIES FORMING SOUTHEASTERN EUROPE IN 

GLOBAL INVESTMENT PROCESSES. 

According to the latest data, global FDI flows grew by 38 % to $1.76 trillion in 2015 

[18]. Then, they decreased by 5% to $793 billion in the first half of 2016 compared to 

the second half of 2015 which was an answer to persistent weakness of aggregate 

demand, a slump in MNEs profits, reduction of productive investments by MNEs, 

geopolitical debates and regional tensions. In this period, the United States continued 
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to receive large inflows in the second quarter of 2016, partly due to financial and 

corporate restructuring which had also initiated the rise of FDI flows in 2014 and 

2015, this was offset by disinvestments recorded in selected European countries [4: 

1].  

The increase of FDI flows is controversial to macroeconomic environment because 

of slowing growth in emerging markets and a sharp decline in commodity prices. This 

rise can be substantiated by a leap of cross-border M&As, greenfield investments 

mainly in developed countries. At the same time, FDI inflows to the G20 as a whole 

increased by 57 %.   

In 2015, significant growth of FDI inflows was noticed in developed countries, 

particularly in the USA (a 250 % increase). They almost doubled from $522 billion to 

$962 billion. Inflows to the EU were also up, namely a 50 % increase and 65 % to the 

whole Europe. In 2016, FDI flows to the EU dropped to $34 billion. However, along 

with the weakness in the EU, inflows to OECD countries (including Greece and 

Turkey) increased by 14% compared to the end of 2015 [4: 1]. Developing Asia 

preserved its status of the most invested region, however, it showed a rather modest 

performance in the period under analysis – FDI inflows grew by 6 %. Nevertheless, 

FDI to countries with transition economies obviously fell by 38 % to $35 billion.   

The leading region with largest FDI outflows was Europe (an 85 % rise to $576 

billion). MNEs from developed economies remained most investing in 2015. A 33 % 

increase and $1.1 trillion of FDI outflows from European and Japanese MNEs were 

fixed [18]. Though there was a relative rebound of FDI outflows from the EU in 2015, 

they dropped to $15 billion in 2016 as a result of negative intracompany debt flows 

combined with lower levels of equity transactions in selected countries. Outflows 

from OECD countries were cut by 16 % [4: 1]. Developing and transition economies, 

on the contrary, reduced their investment when aggregate demand weakened, 

commodity prices declined, fiscal and current account imbalances mounted, and 

eventually national currencies depreciated. Developing Asia’s investments dropped 

by 17 % to $332 billion, which was mostly caused by a 56 % fall in outward FDI 

from Hong Kong (China). The Russian Federation being the first country in the 

ranking of host and home economies for FDI experienced a slump in investments. 

Russian MNEs had to reduce FDI after a limitation in the access to international 

capital markets and new policy measures aimed at reduction of “round-tripping” 

investments.  

2. FLOWS IN DEVELOPED COUNTRIES AND TRANSITION ECONOMIES 

OF SOUTHEASTERN EUROPE. 

Europe became the world’s largest investing region. In 2015, MNEs from developed 

economies invested abroad $1.1 trillion – a 33 % increase from the previous year, 

with MNEs from Europe and Japan contributing to the growth. This increase, 

notwithstanding their level of FDI, remained 40 % short of its 2007 peak. The 

reemergence of European MNEs as major investors, after experiencing four 

consecutive years of declining investment, was the major driver of this surge. Their 

outward FDI rose by 85 % in 2015 to $576 billion, accounting for almost 40 % of 
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global FDI outflows. Behind this result was a strong rebound in their cross-border 

M&A purchases, the net value of which rose to $318 billion in 2015, up more than 

five times from $57 billion in 2014. European MNEs invested in other developed 

economies: of their total cross-border M&A purchases, one third went to acquisitions 

in Europe and two thirds to acquisitions in North America. In developing regions, 

European MNEs made a net divestment of assets in Asia as well as in Latin America.  

The dynamics of FDI outflows in the countries forming Southeastern Europe is 

shown in Figure 1. 

 

Fig. 1. FDI Outflows in the countries of Southeastern Europe (millions of $) 

 

Investment inflows to Europe felt a rebound in comparison with the preceding 

years, which signals about positive changes in this region. Inflows to Europe rose to 

$504 billion, accounting for 29 % of global inflows. But it should be understood that 

there are stable recipients of these inflows, namely Ireland, Switzerland, the 

Netherlands, France, Germany and the United Kingdom, making a maximum positive 

impact on the inflow indicator. While, according to WIR 2016, 11 Central and Eastern 

European member countries of the EU lost almost a half of inflows, they were halved 

to $19 billion. Nonetheless, Bulgaria and Romania maintained their levels of inflows.   

The main acquirers of assets in Europe remained MNEs.  

The upturn in cross-border M&As was due in part to more favourable financial 

conditions, as the European Central Bank undertook stimulus measures. Competition 

also created its own dynamics for deal making in industries such as pharmaceuticals, 

where tax considerations were often a key motivator.   

By contrast, almost all developing and transition regions saw their FDI outflows 

and inflows decline.  

In 2015, FDI flows to transition economies fell by 38 % to $35 billion. Following 

the statistical data, countries in Southeastern Europe showed an increase in inflows by 

6 % to $4.8 billion. However, FDI inflows reduction in CIS countries and Georgia (by 

42 % to $30 billion) resulted from low commodity prices, weakened domestic 

markets, regulatory changes, and the direct and indirect impacts of geopolitical 

tensions. It should be underscored that despite the general state of decreased inflows 
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to countries with transition economies, Ukraine received seven times as more FDI 

inflows rising from $410 million to $3 billion due to recapitalization needs in the 

financial sector and the privatization of the 3G mobile network through license sales. 

At the current state of inflows, however, they are expected to increase moderately in 

the context of large privatization plans in some CIS countries.  

Southeastern Europe recorded a modest rise of inflows, mainly in the 

manufacturing sector (food, tobacco, chemicals, textiles, garments, automobiles and 

pharmaceutical industries). According to the World Investment Report 2016, FDI 

flows rose in Serbia, while those to Albania remained above $1 billion. There were 

formed two groups of investors, namely European (Austria, the Netherlands, Greece 

and Italy) and Southern (the United Arab Emirates and China) investors. Outward 

FDI also contracted. Russian MNEs faced problems with getting acquisitions 

hampered by sanctions and reduced access to international capital markets.  

The changes in FDI inflows to the countries of Southeastern Europe are seen in 

Figure 2.  

 

Fig. 2. FDI Inflows in the countries of Southeastern Europe (millions of $) 

3. INTRACOUNTRY ANALYSIS 

3.1 Albania 

FDI inflows to the country have been rising steadily since the early 2000s. Investment 

for Albania (% of GDP) in 2015 was 28.2 %, what made it the 37
th

 in world rankings 

according to investment. The world’s average investment (% of GDP) value is 21.76 

%. Albania is 6.44 more than the average [3]. Referring to the data published by the 

Bank of Albania, Albania has been attracting more investments than each previous 

year since 2011 (2011 – 630 €, 2012 – 666 €, 2013 – 825 €, 2014 – 869 €, 2015 – 890 

€) [1]. At the current moment FDI stock has reached nearly 50 % of the country’s 

GDP. According to the sectoral analysis of Albania’s FDI, these investments are 

essentially in the oil, metal ore, infrastructure, construction and telecommunications 

sectors. Despite investment in Albania is hindered by long procedures to obtain 

operating licenses in the trade, construction and tourism sectors, the lack of 

infrastructure and poorly defined property law, Albania has conducted reforms to 

boost FDI. It adopted a tax reform aiming at reducing corruption and administrative 

difficulties which are likely to discourage investors. In addition, Albania passed the 

new law on strategic investment in January 2016 which foresees the investments in 
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the following sectors as strategic: energy and mining, transport, telecommunications, 

infrastructure and urban waste, tourism, agriculture and fisheries [11]. 

3.2 Armenia  

According to the World Bank, Armenia ranks first amongst Commonwealth of 

Independent States (CIS) countries in terms of FDI appeal [18]. Investment for 

Armenia (% of GDP) in 2015 was 19.54 %. This indicator positioned it on the 114
th

 

place in world rankings according to investment. The world’s average investment (% 

of GDP) value is 21.76 %. Armenia is 2.22 less than the average [3] and, thus, is 

facing the challenge of returning its 2008 levels. The government has recently 

introduced conditions and laws favourable to foreign investment and, in terms of its 

economic dynamism, the state carries the nickname ‘The Caucasian Tiger’. But it 

should be undermined that Armenia remains strongly dependent on the economic 

health of the Russian economy and of the EU. The sectoral analysis of FDI in 

Armenia (Fig.3) shows that the main sectors of economy attractive for investment are 

energy, mining and quarrying and crop and animal production, hunting and related 

service activities [11]. 

 

 

Fig. 3. FDI in Armenia by sectors of economy (%) [8] 

3.3 Azerbaijan 

Azerbaijan forms the customs union between Russia, Kazakhstan and Belarus, which, 

in terms of volume, is the most important in the region and is almost exclusively 

related to hydrocarbons, with major projects for oil and gas pipelines and related 

services. The interest of investors in Azerbaijan is likely to arise after the recently 

amended Customs Tariff law which entails the exemption of taxes up to seven years 

for entrepreneurs importing capital equipment for priority sectors [11]. Investment for 

Azerbaijan (% of GDP) in 2015 was 26.37 %. Thus, it became 51
st
 in world rankings 

according to investment. The world’s average investment (% of GDP) value is 21.76 

%. Azerbaijan is 4.61 more than the average, which proves a steady rise of FDI in the 

recent years [3].  

According to the FDI sectoral analysis, the country is investing in industry, mining, 

especially in the energy sector, and in transport (Fig. 4).  
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Fig. 4. FDI in Azerbaijan by sectors of economy (%) [16] 

3.4 Bulgaria 

Since 2009 Bulgaria has been getting scarce FDI inflows by reason of the effects of 

the global economic crisis, the Eurozone crisis and especially the Greek crisis, given 

that Greece has traditionally been a key investor in Bulgaria. Nevertheless, Bulgaria is 

attractive for investors for its fiscal plan with one of the lowest tax rates in the area 

and its low labour costs [11]. Investment for Bulgaria (% of GDP) in 2015 was 21.35 

%. It took the 96
th

 position in world rankings according to investment. The world’s 

average investment (% of GDP) value is 21.76 %. Bulgaria is 0.42 less than the 

average [3]. The sectoral analysis of FDI in Bulgaria demonstrates that the country is 

actively investing in wholesale and retail trade, repair of motor vehicles and 

motorcycles and real estate activities (Fig. 5). 

Fig. 5. FDI in Bulgaria by sectors of economy (%) [7] 
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average investment (% of GDP) value is 21.76 %. Georgia is 11.56 more than the 
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International rating, in 2016, the country ranked 44
th

 of 176 countries surveyed, 

overcoming Italy and Brazil [11].  Georgia focuses its investment flows on such 

sectors as transports and communications, financial sector and health and social work 

(Fig. 6). 

 
Fig. 6. FDI in Georgia by sectors of economy (%) [9] 

3.6 Greece  

Compared to other EU members, Greece has low FDI rates. Nonetheless, FDI flows 

have shown an upward trend since 2013. Besides the ongoing economic context in 

Greece, a high level of corruption and a lack of transparency remain the main threats 

to FDI growth [11]. Investment for Greece (% of GDP) in 2015 was 9.83 %. Thus, it 

became 170
th

 in world rankings according to investment. The world’s average 

investment (% of GDP) value is 21.76 %. Greece is 11.93 less than the average [3]. 

The sectoral FDI analysis of Greece reveals the leading invested sectors, mainly 

mining and quarrying, electricity, gas and water and manufacturing (Fig. 7).  

Fig. 7. FDI in Greece by sectors of economy (%) [2] 

3.7 Moldova 

Moldova’s economic and political environment hinders FDI inflows by investors. The 

country faces a number of challenges, including the need to fight corruption, improve 

the investment climate, remove obstacles for exporters, convert remittances into 

productive investments, develop a reliable financial sector, conduct administrative 

and judicial reforms [11]. Investment for Moldova (% of GDP) in 2015 was 19.55 %. 

This indicator positioned it on the 113
th

 place in world rankings according to 

investment. The world’s average investment (% of GDP) value is 21.76 %. Moldova 

is 2.21 less than the average [3]. The sectoral FDI analysis of Moldova shows those 

real estate activities, wholesale and retail trade, repair of motor vehicles and 

motorcycles and manufacturing are among sectors getting most investments (Fig. 8). 
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Fig. 8. FDI in Moldova by sectors of economy (%) [13] 

3.8 Romania 

Due to the former technocratic Government's fight against corruption in 2016 the 

country's business friendly image started to attract investors. However, the more 

recent political tension could reverse this course. Romania has numerous advantages: 

in addition to a large domestic market, the country has a strong industrial tradition, 

coupled with a cost of labour among the lowest in the EU. This has been the reason 

for the development of a significant industrial sector, particularly car making, but also 

services [11].  

Fig. 9. FDI in Romania by sectors of economy (%) [6] 

Investment for Romania (% of GDP) in 2015 was 25.46 %. It took the 58
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in world rankings according to investment. The world’s average investment (% of 

GDP) value is 21.76 %. Romania is 3.70 more than the average [3]. The distribution 

of foreign direct investment by sector reflects that the industrial sector (about one-

third of the total), with the metallurgy industry standing out, prevails. Manufacturing 

and public administration and defense, compulsory social security is also among most 

invested sectors (Fig. 9).  
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country’s FDI mainly targeted at the following sectors: manufacturing, electricity, 

gas, steam and air conditioning supply and professional, scientific and technical 

activities (Fig. 10). 

Fig. 10. FDI in Serbia by sectors of economy (%) [14] 

3.10 Turkey 

According to the UNCTAD 2016 World Investment Report, Turkey is the largest 

recipient of FDI in West Asia. The country has adopted a series of legislative reforms 

to facilitate the reception of foreign investment, such as the creation of Investment 

Support and Promotion Agency of Turkey (ISPAT), a showcase of the efforts 

undertaken to attract foreign operators. FDI inflows improved in light of the 

development of public-private partnerships for major infrastructure projects, the 

measures to streamline administrative procedures and strengthen intellectual property 

protection, the end of FDI screening and the structural reforms carried out as part of 

EU accession process [11]. Investment for Turkey (% of GDP) in 2015 was 20.02 %, 

what made it the 107
th

 in world rankings according to investment. The world’s 

average investment (% of GDP) value is 21.76 %. Turkey is 1.74 less than the average 

[3]. The factors hindering FDI development include political instability (an attempted 

coup d'état took place in 2016 claiming many lives), the weak currency, inflation, the 

proximity to conflicts in the Middle East as well as administrative measures taken 

against the Gulenists for their alleged implication in the coup [11]. In the course of the 

sectoral FDI analysis it was noticed that Turkey concentrates its investment on 

manufacturing, financial intermediation, transportation and storage (Fig. 11).  

 

 
Fig. 11. FDI in Turkey by sectors of economy (%) [15] 
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3.11 Ukraine 

Investment for Ukraine (% of GDP) in 2015 was 15.32 %. This indicator positioned it 

on the 150
th

 place in world rankings according to investment. The world’s average 

investment (% of GDP) value is 21.76 %. Ukraine is 6.44 less than the average [3]. The 

main sectors targeted by investment are industry, construction and agriculture, 

forestry and fishing (Fig. 12). 

 
Fig. 12. FDI in Ukraine by sectors of economy (%) [12] 

4. RUSSIAN INVESTMENT INDICATORS 

The Russian Federation appeared to be the first country among other countries from 

the BSEC which suffered most from geopolitical tensions, lowered oil prices, and 

economic sanctions. After reaching record levels in 2013, FDI flows into Russia have 

been declining rapidly since 2014, due to geopolitical tensions between Russia, 

Ukraine and the Western countries and the ongoing economic crisis in the country. 

Investment for Russia (% of GDP) in 2015 was 18.39 %. It took the 130
th

 position in 

world rankings according to investment. The world’s average investment (% of GDP) 

value is 21.76 %. Russia is 3.37 less than the average [3]. In 2015, FDI influx fell by 

92% compared to 2014. In 2016, FDI influx increased by 62% compared to 2015, 

reaching USD 19 billion, mainly as a result of the privatization of the Rosneft oil 

company. In recent years, Russia has undertaken economic reforms, but 

administrative problems, corruption and uncertainties about regional stability have 

remained major challenges. Russia has adopted a law allowing it to seize the assets of 

foreign states on its own territory, in response to the confiscations of Russian property 

by the European countries in the Yukos affair. FDI is not expected to recover due to 

the absence of real improvement in Ukraine and the enduring issues of governance 

[11]. 

A 66 % decline in FDI inflows was recorded in Russia in 2015 (Fig. 13). The 

results of this slump were negative equity flows, decreased intracompany loans, less 

presence of large MNEs (General Motors (the USA), Deutsche Bank (Germany), 

Raiffeisen Bank (Austria)) and the complete divestment from the RF (ConocoPhillips 

(the USA), Pearson (United Kingdom), Dow Jones (United States). The decline was 

mainly noticed in the manufacturing sector, especially in the automotive industry. In 

2015, the share of cars produced by foreign automotive companies in Russia dropped 

by 4 % from the year 2014 (from 75 to 71 %). The Russian investors also faced 

challenges with reinvestments and the use of such offshore bases as Cyprus [18]. 
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Nevertheless, in the first half of 2016 FDI inflows in Russia almost tripled (from USD 

3 billion to USD 9 billion) [4: 4].  

A drastic decline of FDI outflows was fixed in MNEs from transition economies, 

including companies located in Russia. Flows from the Russian Federation slumped to 

$27 billion in 2015 declining in major developed countries (the United States, the 

United Kingdom, Germany and the Netherlands). Moreover, investments to Cyprus, 

similarly to inflows from it, contracted considerably (from $23 billion in 2014 to $6.6 

billion in 2015) [18]. In the first quarter of 2016, FDI outflows from Russia increased 

by 38% (to $17 billion) [4: 5].  

 
Fig. 13. FDI flows in the Russian Federation from 2006 to 2015 (millions of $) 

 

According to the sectoral analysis of FDI in Russia, it is seen that Russia’s most 

invested sectors of economy include real estate activities, transportation and storage, 

mining and quarrying, manufacturing (Fig. 14). 

Fig. 14. FDI in Russia by sectors of economy (%) [10] 
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- Armenia’s average GDP growth is 3.3 %, which proves its investment 

effectiveness. The country made most of FDI infusions into electricity, gas, 

steam and conditioning supply. It shows the best average GDP growth rate to 

the average GDP growth rate – 0.94 % – of countries (Greece and Serbia) 

investing in electricity, gas, steam and conditioning supply. It is also likely to 

benefit from mining and quarrying (as compared to the average GDP growth for 

mining and quarrying – 1.25 %). 

- Azerbaijan’s average GDP growth is 2.96 %. It is seen that infusions into 

industry and mining are efficient, but it should reconsider directing FDI flows to 

transport, as its average GDP growth is less than the average GDP growth for 

transport – 3.43 %. 

- Bulgaria’s average GDP growth is 1.93 % with its positive annual GDP growth 

in 2015 – 3.6 % – compared with 2013 (0.9 %) and 2014 (1.3 %). Its average 

GDP growth rate shows that Bulgaria is likely to further have benefits from 

investing more in manufacturing (as compared to the average GDP growth for 

manufacturing – 1.86 %) and less in wholesale and retail (as compared to the 

average GDP growth for wholesale and retail – 3.27 %).  

- Georgia’s average GDP growth is 3.6 %. It concentrated its investments on 

transport and communications and shows a positive correlation between its 

GDP growth and the average GDP growth for transport – 3.43 %. 

- The average GDP growth of Greece is – 1 %. It is mostly explained by the 

common tense economic situation, but also by large FDI outflows and the rate 

gap with the GDP growth rate for mining and quarrying (1.25 %) and 

electricity, gas, steam and conditioning supply (0.94 %).  

- Moldova’s GDP growth rate – 4.6 % – positions it the first ASECU country 

efficiently making FDI infusions into real estate activities and wholesale and 

retail as compared to the average GDP growth for these two sectors (2.09 % and 

3.27 %).  

- Romania’s average GDP growth is 3.37 % what explains its beneficial position 

among other countries investing in the industrial sector (Azerbaijan and 

Ukraine) as compared to the average GDP growth rate for industry – 0.28 %, 

and initiates its further investments in manufacturing. 

- The average GDP growth of Serbia is 0.53 %. It contradicts that FDI into 

manufacturing and electricity, gas, steam and conditioning supply are profitable 

compared to the average GDP growth for these two sectors (1.86 % and 0.94 

%).  

- Turkey’s average GDP growth is 3.74 % which proves its high investment 

effectiveness, especially in manufacturing and transport as compared to the 

average GDP growth for these two sectors (1.86 % and 3.43 %). 

- The average GDP growth of Ukraine is -5.47 %. It is obvious that mainly the 

political and economic situation in 2014 most adversely affected its GDP 

growth rate and other economic indicators. Thus, Ukraine in comparison with 

other ASECU countries investing in industry (i.e. Azerbaijan and Romania) 
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shows the lowest effectiveness of FDI infusions into the industrial sector (as 

compared to the average GDP growth for industry – 0.28 %). 

- Russia’s average GDP growth rate is -0.27 %. Although it invests most in real 

estate activity, the most beneficial sector for Russia involving FDI inflows is 

mining and quarrying as compared to the average GDP growth for this sector of 

economy – 1.25 %. The second industry is manufacturing and only then real 

estate activity as compared to the average GDP growth for these two sectors 

(1.86 % and 2.09 %). 
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Abstract 

Historically, a great number of countries worldwide used subsidies in order to 

promote or protect specific economic sector. With the process of globalization, 

Governments also began utilizing subsidies with the intent of attracting foreign 

direct investments. This practice has remained until today, when many countries, 

including Serbia, still use subsidies and other instruments (e.g. tax incentives) in 

order to encourage both foreign and domestic investments, increase employment 

and accelerate regional and technological development. Challenges and 

questions about optimal institutional design, minimal criteria that investors have 

to fulfill, optimal level of subsidies remain the same.  

Bearing in mind the increase in expenditures on this type of subsidy in Serbia, 

there is a need to assess the efficiency of this policy. In this paper, it is done 

using stochastic frontier analysis (SFA). To the extent of the authors’ knowledge, 

this is the first paper in which stochastic frontier analysis is implemented in an 

attempt to capture inefficiencies of subsidizing policy. The results show that 

there were potential budget savings that could have been achieved. In other 

words, there were some investment projects that were overpaid by the 

Government of Serbia. In addition, we believe that framework established in this 

paper could be used as a guide for future policy practice. In the end, suggestions 

are given for further research which would give broader and more precise 

results.  

 

Keywords: subsidies, state aid, FDI, efficiency analysis, stochastic frontier 

analysis 
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1. Introduction - topic relevance from international and domestic 

perspective 

In the past, great number of countries worldwide utilized subsidies in order to 

promote or protect specific economic sector. With the process of globalization, 

Governments also began using subsidies as a mean of attracting foreign direct 

investments. This practice has remained until today, when many countries, including 

Serbia, still use subsidies and other instruments (e.g. tax incentives) in order to 

encourage both foreign and domestic investments, increase employment and 
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accelerate regional and technological development. However, through the process of 

harmonization of national legislations
1
, countries worldwide face with many 

challenges and questions - what is optimal institutional design for conducting 

subsidizing policy, what should be minimal criteria that investors have to fulfill, is 

there optimal level of subsidies, and the most fundamentally, should governments 

provide subsidies for investors. Therefore, it is not difficult to conclude that this 

research topic is relevant from international perspective.  

The reason why this topic is significant from domestic perspective is an increasing 

nature of expenditures on subsidies in Serbia in recent years. Therefore, a need to 

assess the efficiency of this policy in Serbia arises. In other words, there is a need to 

determine whether some investment projects were overpaid by the Government of 

Serbia, and what is more important, to identified the best policy practice, which would 

lead to increase in efficiency in implementation of this type of policy in Serbia and 

potentially worldwide.   

In the next two subsections we will briefly explain international policy practice in 

selected Central and Eastern European countries
2
 and the importance of analyzing the 

efficiency of subsidizing policy in Serbia.  

1.1.  International perspective – overview of selected CEE countries’ policies 

In the past few decades, the competition between countries has being intensified in 

terms of attracting foreign direct investments (FDI), due to the development of new 

technologies and the reduction of transportation costs that enabled the breakdown of 

the production process to a large number of parts and their organization and 

operationalization in different parts of the world (Harding and Javorcik, 2007). This is 

one of the reason why a very large number of countries have founded agencies for 

investment promotion. With the intention to encourage FDI, agencies offer various 

types of incentives and support. Direct subsidies are, in most cases, the most 

important type of incentives for attracting investors. There are usually two types of 

programs – one focused on employment and another one focused on investments. The 

amount of subsidy depends on various criteria established by each country or 

supranational body. In addition, a substantial number of countries offer various types 

of tax exemption, primarily from corporate income tax and personal income tax. 

Numerous Central and Eastern European (CEE) countries use a variety of 

instruments to encourage direct investment, and incentives for investments and 

employment differ between countries (Table 1). In most countries, the maximum 

amount of incentives is set at 50% of the value of the eligible costs, which are the 

basis for calculating the amount of subsidies or other form of state aid
3
. The eligible 

                                                 
1  Since most of countries in the world are or want to be part of World Trade Organization or some 

other international union (e.g. European Union, NAFTA, ASEAN, etc.) 
2  We chose these countries since they are, according to the economic, political and geographically 

factors, comparable with Serbia.  
3  According to the Law of state aid control (2009), state aid is defined as any actual or potential public 

expenditure or reduction of public revenues, whereby the beneficiary of state aid acquires favorable 

market position relative to its competitors, thus distorting market competition (or there is potential 

risk of distortion). State aid may be in the form of subsidies, loans under favorable conditions, state 
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costs can be the amount of investment or the amount of two year gross earnings. The 

amount of state aid depends on the development level of the region, and in line with 

that some countries do not offer any kind of incentive for the most developed regions 

or capital cities. Also, the amount of subsidy changes based on the industry to be 

invested in, and often on the number of employees. Thus, some countries offer 

additional incentives if the number of new employees exceeds a certain criterion. 

  

TABLE 1. INCENTIVES AND CRITERIA FOR INVESTMENT IN SELECTED CEE COUNTRIES 

 
Source: “Investment incentives in the chosen Central and Eastern European 

countries” (report by Polish Foreign Investment Agency, 2016), modified by 

the authors  

 

In practice countries use the following instruments to boost direct investment: 

 Subsidies for investments; 

 Subsidies for employment; 

 Subsidy for employee training; 

                                                                                                                                            
guarantees, tax incentives and tax exemptions, sales of public property under special conditions, by 

granting land in public ownership at a price lower than the market and others. 
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 Income and profit tax release or reduction; 

 Property tax exemption; 

 Possibility to sell assets below the market price. 

1.2.  Domestic perspective – growing expenditures for subsidies in Serbia 

In the period 2006-2016, the Government of Serbia paid around 200 million euros or 

approximately 20 million euros annually for the program of subsidizing investors. 

Moreover, during this period the Government has obliged to pay additional 200 

million euros in the following years. Since the new regulation was adopted in 2015, 

expenditures for subsidies have been steadily increasing. Our estimations show that if 

the Government continues with the same policy, the expenditures for subsidies will 

reach the level of 100 million euros per year (Graph 1). Partly, this is due to the rise in 

the number of investors, and partly it is a result of the increase in the amount of 

subsidies compared to the level of eligible costs. Bearing in mind the tendency of 

growth in subsidies, it can be concluded that investigating efficiency of conducted 

policy is of high importance for future policy-making practice in Serbia.  

 
GRAPH 1. ESTIMATED TOTAL EXPENDITURES FOR SUBSIDIES PER YEAR (IN MILLION EUROS) 

Source: Development Agency of Serbia and authors’ calculation 

2. Literature review  

In the context of foreign direct investments there is growing number of papers that use 

stochastic frontier analysis as the main methodological framework. Research has been 

focused on the impact of FDI on productivity growth and technical progress, presence 

of spillover effects, and generally on economic growth.  

Kathuria (2001) used techniques from a stochastic production frontier and panel 

data literature to test for the spillover hypothesis that presence of foreign-owned firms 

and disembodied technology import in a sector leads to higher productivity growth for 

domestic firms. The results indicated that there exist positive spillovers from the 

presence of foreign-owned firms but the nature and type of spillovers vary depending 

upon the industries to which the firms belong. Mastromarco and Ghosh (2009) used 

stochastic frontier analysis to study which of the three channels of technology 

diffusion - foreign direct investment (FDI), imports of machinery and equipment, or 

http://www.tandfonline.com/author/Kathuria%2C+Vinish
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imports of research and development (R&D) expenditures, affect the total factor 

productivity of developing countries.  

Wijeweera et al. (2010) estimated the relationship between FDI and the rate of 

growth of GDP using the same methodological approach, and found that FDI inflows 

exert a positive impact on economic growth only in the presence of a highly skilled 

labour. Yang (2015) has investigated the effect of foreign direct investment (FDI) and 

foreign trade on the efficiency of energy utilization of the Yangtze Delta region in 

China. The results show that FDI and foreign trade are both vital for the improvement 

of the efficiency of energy utilization. Stack et al. (2015) used the single-step ML 

approach to stochastic frontier analysis, in order to estimate the location and variance 

determinants of FDI using the knowledge capital (KK) model framework. Finally, 

Wang and Wong (2016) explored how FDI affects a Chinese manufacturing firms’ 

technical efficiency improvement as well as its technical progress in a stochastic 

frontier model. 

Second line of research addressed two questions: whether subsidies and other types 

of incentives increase level of foreign direct investments, and whether benefits 

outweigh costs of subsidizing policy.  

Blomstrom and Kokko (2003) suggested that the use of investment incentives 

focusing exclusively on foreign firms is generally not an efficient way to raise 

national welfare, arguing that spillovers of foreign technology and skills to local 

industry, is not an automatic consequence of foreign investments. Morisset (2003) 

reviewed a debate about the effectiveness of tax incentives and examined the benefits 

and the costs of using tax incentives to attract foreign direct investments. He 

concluded that the costs were large, while benefits appeared to be uncertain.  Czech 

National Incentive Scheme is evaluated by Mallya et al. (2004) in terms of three 

interrelated issues: “crowding in” additional FDI, cost-benefit considerations and 

quality of investments. Her findings suggest that to some extent (at best 10%) 

“crowding in” effect exists and that Government of Czech Republic had been 

successful in increasing quality of investments. She also calculated social price of one 

new job created. Miroslava (2013) generally discussed positive and negative sides of 

investment incentives and her results, on the case of firms in Czech Republic, 

indicated that it was mainly effective to provide investment incentives.   

In the literature, a disagreement among economists exists about whether subsidies 

can compensate for disadvantages in business environment or not. Cass (2007) 

analyzed to what extent transition countries employed financial incentives relative to 

each other and over time and what types of incentives they offered. He showed that 

the incentives were not compensating adequately for disadvantages in the business 

environment used as a strategic tool in international competition for export-oriented 

investments. On the other hand, Arsic (2010) compared subsidies and improvements 

in business environment as two ways to encourage investments and employment and 

argued that subsides present a costly and an inefficient way of stimulation of 

investments and employment and that they cannot compensate disadvantages in the 

business environment. Generally, conclusion is that investment climate is especially 

crucial for determining the effectiveness of incentives in attracting FDI. Moreover, it 
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is suggested that the incentives should be used minimally, mainly to address market 

failures, and should be granted through automatic legal criteria (James, 2013).  

Papers and researches mentioned above have not captured possible inefficiencies 

in implementation of subsidizing policy, and generally, they were not written with the 

aim to investigate if some investment projects were overpaid by the Governments. To 

the extent of authors’ knowledge, this is the first paper in which stochastic frontier 

analysis is implemented in an attempt to capture inefficiencies of subsidies for both 

foreign and domestic investments.  

3. Subsidizing Policy in Serbia – overview and some identified 

irregularities  

Since 2006, The Government of Serbia has started the policy of subsidizing investors. 

At that time, the law defined that the amount of subsidies per employee could not 

exceed 10000 euros. The allocation of funds was made through public calls, and the 

law defined criteria that were used to calculate the amount of subsidies. Subsidizing 

policy was suspended during 2013, and relaunched in 2014. During the period from 

2006 to 2016. Government has signed more than 300 contracts and has obliged to pay 

around 470 million euros. On the other side, investors have obliged to invest more 

than two billion euros and employ more than 70 thousand people
4
. In the following 

table total number of contracts, values of investments and subsidies and number of 

employees are given: 

 

 TABLE 2. MAIN INDICATORS (2006-2016) 

Indicator Including terminated 

contracts 

Excluding 

terminated contracts 

Number of contracts 307 209 

Value of investments (in euros) 2,035,846,443 1,705,673,278 

Number of employees 72,605 56,945 

Value of subsidies (in euros) 467,795,948 407,507,448 

 

Source: Development Agency of Serbia and authors’ calculation  

Currently, similarly to other countries, potential level of subsidy that one investor 

can get depends on the level of development of the municipal government
5
 (Tables 3 

and 4), as well as whether it is a project in the manufacturing sector or in the service 

sector
6
. There is an exemption from paying corporate income tax for investors if they 

                                                 
4  During last ten years Government has terminated 98 contracts, mostly with domestic investors, since 

they could not fulfill obligation from contracts they signed. 
5  The development degree of local government is defined by the Ministry which has authority under 

local governments and it is determined by applying a basic and corrective indicators. The basic 

indicator is the sum of the salaries and pensions in the unit of local government and the revenues of 

the budget of the local government unit after the exclusion of funds received from another body in 

the name of removing the consequences of extraordinary circumstances, expressed per capita. 

Corrective indicators are demographic growth or decline, unemployment rate and level of education 

of the population. (Gnjatovic, 2016)   
6  Only products which can be the subject of international trade are included.  
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invest over nine million euros and employ at least 100 workers. Another kind of 

incentive for investors is a reduction in the payment of contributions and income taxes 

(from 65% to 75%, depending on the number of employees). An additional advantage 

to investors is exemption from paying value added tax if they start production in one 

of the free zones. Also, foreign investors are exempt from paying customs duties on 

imports of machinery and equipment, as well as raw materials and semi-finished 

products from abroad if their finished products are fully exported.  

 

TABLE 3. INCENTIVES FOR PROJECTS IN MANUFACTURING SECTORS 

Degree of 

development of 

municipality
7
  

 

I  group 

 

II  group 

 

III  group 

 

IV  group 

 

Devastated 

areas 

The minimum number of 

employees 50 40 30 20 10 

Minimum level of 

investment (in euros) 500.000 400.000 300.000 200.000 100.000 

Subsidies for investments 

(% investments)  10% 15% 20% 25% 30% 

Subsidies for employment 

(% two year gross 

earnings) 20% 25% 30% 35% 40% 

The maximum subsidy   

(per employee) 3.000 4.000 5.000 6.000 7.000 

 

Source: Development Agency of Serbia (http://ras.gov.rs/podrska-investitorima/zasto-

srbija/podsticaji-za-investiranje) 

TABLE 4. INCENTIVES FOR PROJECTS IN SERVICE SECTORS 

Criterion Value 

The minimum number of employees 15 

Minimum level of investment  

(In euros) 
150.000 

Subsidies for investments 

(% investments)  
20-40% 

The maximum subsidy (per employee) 3.000-7.000 

Source: Development Agency of Serbia (http://ras.gov.rs/podrska-investitorima/zasto-

srbija/podsticaji-za-investiranje)  

 

                                                 
7  Applying the basic and corrective indicators, all units of local government are divided into five 

groups. The first group consists of local governments whose level of development is above the 

average in the country; second group consists of local governments whose level of development 

ranges from 80 to 100% of the country average; the third of local governments with a degree of 

development ranging from 60 to 80% of the national average, and the fourth of local governments 

with a degree of development below 60% of the average. Additionally, local governments whose 

development level is below 50% of the national average are classified as a group of devastated areas. 

(Gnjatovic, 2016)  
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In our analysis, we have identified some irregularities in implementation of 

subsidizing policy which motivated us to investigate potential inefficiencies. First of 

all, the structure of investments by regions is unfavorable, despite that fact the current 

policies encourage investments in less developed regions
8
. The largest number of 

investments, more than 80%, measured by the number of projects, employees and the 

level of investments, is located in first and second group of local governments. 

Moreover, the value of subsidies per employee is not higher for a less developed 

municipality as it could be expected. Average subsidy per new employee for the 

investment projects in the first group is more than 2000 euros higher than the average 

subsidy per new employee for the investment projects in the last group (Figure 1).  

 
FIGURE 1. AVERAGE SUBSIDY PER EMPLOYEE (IN EUROS) 

Source: Development Agency Of Serbia And Authors’ Calculation  

 

Secondly, present of a strong positive correlation between the value of the subsidy 

per employee and the average gross salary was expected, since the former presents the 

average costs for the Government and the latter the basis for future budget revenues 

(taxes, social contribution etc.). However, we have noted the lack of correlation
9
 

between the value of the subsidy per employee and average gross salary (Figure 2).   

 
FIGURE 2.  RELATIONSHIP BETWEEN AVERAGE GROSS SALARY AND SUBSIDY PER 

EMPLOYEE (PERIOD 2015-2016) 

Source: Development Agency of Serbia and authors' calculation 

 

                                                 
8  See Table 3 (especially last row).  
9  In our calculation, correlation was even slightly negative.   
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4. Methodology  

The main methodological framework used to capture the inefficiencies of government 

subsidies is stochastic frontier analysis (SFA) popularized by Meeusen and van den 

Broeck (1977) and Aigner, Lovell and Schmidt (1977). Extended survey of papers 

which utilize SFA can be found in Greene (2012).  

According to Belotti et al. (2013), the stochastic frontier model is motivated by the 

theoretical idea that no agent is able to exceed the ideal production frontier, or go 

beneath the ideal cost frontier, and the deviations from these extremes represent 

individual inefficiencies. From the statistical point of view, this idea has been 

implemented by specifying a regression model with a composite error term    

comprising the classical idiosyncratic disturbance   , aiming to capture measurement 

error and other noises, and a one-sided disturbance    that represents inefficiency. 

Terms    and    are assumed to be independent of each other and independently and 

identically distributed across observations. These regressions are usually estimated 

using likelihood-based methods assuming certain distributions of both constituents of 

the composite error term, and we will be consistent with this practice. We consider the 

following model: 

        
                                        (1) 

         

         
   

     

where        . We assume that the cost is defined by the Cobb-Douglas cost 

function. Therefore    represents the logarithm of the cost (or the subsidy amount) of 

the i-th government subsidy contract, and    is a vector of logarithm of outputs 

(namely, investments promised by the receiver, number of employees arranged by the 

contract, etc.)
10

. We have also considered other specifications such as the translog, 

half-log, exponential and linear cost functions, but according to the Bayesian 

information criterion (BIC) the former is the optimal specification for the dataset at 

hand. 

In order to make the equation estimable, we have to assume the distribution 

function   of the one sided inefficiency term   . Aigner et al. (1977) consider a half-

normal distribution,           
  , while Meeusen et al. (1977) opt for an 

exponential distribution        
  . Other adopted distributions include the truncated 

normal in Stevenson (1980) and gamma distribution in Greene (1980). In our analysis 

we choose the exponential distribution as the prevalent option in literature and as it is 

best fitting to our model according to the BIC holding the specification constant. The 

model can be represented in the equation: 

                                                          (2) 

                                                 
10  From the Government’s point of view, every investment projects can be seen from input-output 

perspective, where subsidy presents input (what the Government “invests”) and amount of 

investments, number of employees and municipality development level present output (what the 

Government gets).  
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where               and        are the natural logarithms of the subsidy amount, 

number of employees and the invested amount implied by the i-th contract, 

respectively.      and      are dummy variables that are included in order to control 

for the changes in the business environment. Former takes the value of one if the 

contract was signed after 2013, since Serbia achieved a significant improvement in 

the period after 2013 according to the Doing business metric
11

. Latter is equal to one 

if the contract was signed in the years in which both the EU and Serbia were in 

recession that is in 2008, 2009, 2011 and 2012.       is a dummy variable used to 

control for the lower subsidies across regions. It takes value of one if the contractor 

company is stationed in the second region defined by the subsidy regulations. 

Formally, there should be a difference in subsidy amounts in all four regions, but we 

only found the second region to be statistically different in respect to others. 

Model is estimated using the maximum likelihood method assuming the mentioned 

distributions for the random terms in the equation in the first step. Hence, the 

distribution of the composite error is just a convolution of the two component 

densities defined by: 

                          
  

 
                                       (3) 

Therefore, the log-likelihood function for the sample of n units is: 

                 
 
                                                  (4) 

In the second step from the estimated residuals     we isolate the inefficiency term 

from the idiosyncratic term using the conditional distribution          , where     

     
    

   . As proposed by Jondrow et al. (1982), estimate of the inefficiency for 

the i-th contract will be given by              . Furthere, estimate of the cost 

inefficiency score is equal to: 

                                                                     (5) 

The non-transformed model is defined as: 

           
      

      
                                              (6) 

so the final factor is actually equal to the cost inefficiency score. Given that, the 

estimate of the cost inefficiency will be equal to the amount by which the subsidy was 

overpaid solely due to inefficiencies holding outputs constant. Using this fact, we are 

able to extract the total amount that could have been saved, had the regulations and/or 

decision makers been perfectly consistent with the established regulation.  

As Kumbhakar and Lovell (2003) stress, neglected heteroscedasticity in the 

composite error term may affect inference in SFA models as well as lead to biased 

estimates of the inefficiency terms. Since the Glejser and White tests show that 

heteroscedasticity is present in the composite error, we find it justifiable to assume 

that heteroscedasticity can exist in either of the components or both at the same time. 

Glejser tests has shown that composite error variance varies only with the change of 

value of       . Having that in mind, we try to control for the heteroscedasticity in 

                                                 
11  http://data.worldbank.org/data-catalog/doing-business-database 
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one or both terms using the natural logarithm of investments as the exogenous factor, 

as suggested by Hadri (1999) and look for the specification that maximizes the BIC. 

Highest information criterion value is given for the model defined above with        

included to control for heteroscedasticity in the idiosyncratic term   . Inclusion of 

other regressors in equations that parametrize the variances of distributions of both 

terms was considered, but only the investments yielded statistically significant effects 

in the mentioned case. 

Thus the final model can be rewritten as: 

                                                          (7) 

  
      

       
   

   
              

          
   

5. Results and discussion  

We estimate the model on the available sample of 307 contracts
12

 signed in Serbia in 

the period 2006-2016. Estimated stochastic frontier and the inefficiency model are 

given in the following tables. 

TABLE 5. ESTIMATED STOCHASTIC FRONTIER 

 

TABLE 6. INEFFICIENCY MODEL  

 

                                                 
12  We have also included the terminated contracts in the estimation of the stochastic frontier.  
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Observing the values of the estimated parameters for the variables        and 

      , the large discrepancy of the influence of the same relative increase in the 

number of employees and the increase in the invested amount becomes apparent. 

Namely, the one percent rise in the number of employees yields 0.966% higher 

subsidies, ceteris paribus, while on the other hand the same rise in the invested 

amount would elevate the subsidies by only 0.023%. Considering this fact, one could 

become suspicious of the Government’s willingness to improve the regional or the 

total economic development. Rather it is possible that the subsidizing policy is used 

primarily as a means of achieving the goal of acquiring broader public support and 

affirming its position as a “job-creator” during the turbulent political period following 

the collapse of Yugoslavia characterized by high unemployment rates. We find that 

the influence of an increase of 1% in investments on the amount of the government 

subsidy is less than 50 times lower than the influence of the same change in the 

number of employees. Lagrange ratio test yields the statistic of         for this 

restriction which has a p-value of 0.674. 

Mean inefficiency score suggest that the average inefficiency across observations 

is around 1.24. However, this information can be a little vague. Considering that the 

inefficiency score measures by how much the subsidy was overpaid for the same level 

of output, it would imply that had the Government been more efficient in giving 

subsidies, expenditures could have been lower by about 19.35%. However, this is not 

completely precise taking into account two things. Firstly, when calculating these 

scores, the contracts that have been terminated and thus will have the subsidized 

amount reimbursed have been included. There have been 98 of these observations, 

and they should not be present in the calculation of the total potential savings. 

Secondly, to acquire the true mean inefficiency, the scores should be weighted by the 

subsidy amounts. Hence, we calculate the amount spent on contract i solely due to 

inefficiencies as: 

                      
 

                   
                               (8) 

Sum of individual potential savings of non-breached contracts amounts to 

86,285,542.62 euros, and taking into account that the total subsidy expenditure for 

these contracts was 407,511,174 euros, the total saving potential was 21.117%, 

assuming perfectly consistent policy implementation.  

GRAPH 2. HISTOGRAM OF THE INEFFICIENCY COEFFICIENTS 
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On the histogram (Graph 2) we see that most potential savings lay between 10% 

and 30% with two outliers of potential savings with over 70% and one under 2%. Two 

observations that have high inefficiencies have a savings potential of 72.392% and 

73.977% and have received 853,498 and 2,250,000 euros in subsidies while managing 

to open only 24 and 27 new workplaces respectively. These amount to 35,562 and 

83,333 euros of subsidies per new workplace, and considering the regulation, their 

high inefficiency scores are expected. On the other hand, one company which helped 

employ 1350 workers was granted 4,000,000 euros had the savings potential of only 

2%.  

6. Conclusion 

A great number of countries in the world, including Serbia, use subsidies and other 

instruments (e.g. tax incentives) in order to encourage both foreign and domestic 

direct investments, with the aim of increasing employment and accelerating regional 

and technological development. Today, these countries face with economic, political 

and institutional challenges in conducting subsidizing policy. Bearing in mind the 

increase of amount for expenditure on this type of subsidy in Serbia, there was a need 

to assess the efficiency of this policy. 

After brief discussion about topic relevance from international and domestic 

perspective, subsidizing policy practice in Serbia has been explained. What is more 

important, some irregularities in implementation of subsidizing policy have been 

identified. Specifically, we found that the value of subsidies per employee is not 

higher for a less developed municipality as it could be expected. We have also noted 

the lack of correlation between the value of the subsidy per employee and average 

gross salary, which is opposite from what is expectable.  

In the fourth part, we used stochastic frontier analysis as a framework for capturing 

inefficiencies in implementation of subsidizing policy. The results showed that there 

were potential budget savings that could have been achieved. In other words, there 

were some investment projects that were overpaid by Government of Serbia. We 

estimated that Government of Serbia could have saved approximately 21% of 

allocated budget funds for subsidies, which is about 86 million euros. This amount of 

money has even more important value since Serbia has gone through the process of 

fiscal consolidation. Having that in mind, we believe that our Government can use our 

model as a guide for future policy practice, in order to estimate what is optimal value 

of subsidy that potential investor should be granted.  

Finally, there are possibilities for further research. Due to the lack of data for 

expenditures of other countries, only “internal” efficiency of policy which has been 

conducted by the Government of Republic of Serbia for the last ten years was 

analyzed using an appropriate SFA model. In other words, we only compared 

investment projects that have been located in Serbia. In the future, if the data are 

available, it will be also possible to compare policy practice in Serbia with practice of 

other countries and estimate potential “external” inefficiencies and identify what is 

the best policy practice and institutional design. This will possibly help governments 
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in Europe and wider, to improve their policies and increase their efficiencies in 

implementation of this type of policy.  
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Abstract 

Upon approaching the twentieth anniversary since the signing of the Kyoto 

Protocol in December 1997, there is no doubt that the economics of greenhouse 

gas (GHG) emissions are facing a paradigm shift. There are currently seventeen 

emissions trading systems operating globally, covering more than thirty 

countries, thirteen states and seven cities. However, at the moment there exists 

only a collection of disparate programs that lack the uniformity required to 

transform into an international agency. This paper will provide an examination 

of the state of emissions trading today and expand into the future capabilities of 

establishing a truly international emissions trading scheme in order to 

successfully combat and reverse the economically and socially catastrophic 

consequences of climate change. 
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1. Introduction 

Almost twenty years after the adoption of the Kyoto Protocol in December 1997 the 

global community still faces the adverse effects of increasing greenhouse gas (GHG) 

emissions. Though huge leaps have been made in the fields of market – driven 

solutions and technological innovation in an effort to mitigate climate change, there is 

undoubtedly still a long way to go.  Following the implementation of the Protocol on 

February 16, 2005 a vast number of emissions trading schemes (ETSs) developed 

around the globe. There are currently seventeen ETSs operating globally, covering 

more than thirty countries, thirteen states and seven cities, functioning however with 

little to no interaction.  

This paper will provide a thorough examination of the largest emissions trading 

scheme in the world – European Union's ETS – combined with an analysis of its most 

innovative counterpart – California's Cap – and – Trade Program. These schemes 
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serve as the backbone for the paper's proposition, which is the establishment of a truly 

Global ETS. The authors intend to outline the steps that will lead to a truly 

international emissions trading scheme, which in turn will assist the global 

community’s efforts of combating climate change. In accordance with the Summer 

School’s theme, a brief historical background of the subject is presented, so as to paint 

a more vivid picture of the events that contributed to the rise of this market 

mechanism. The examination of these future capabilities will be done based on a dual 

axis, namely simplification and cooperation. More specifically, in order to achieve a 

functional Global ETS a certain degree of operational simplification, meaning 

bureaucratic facilitation and reporting user-friendliness, is deemed necessary. In the 

same vein, a successful Global ETS cannot exist without the utmost level of 

international cooperation via mutual decision – making and knowledge sharing.  

The basic principle in the field of cap – and – trade is rather straightforward: the 

cap functions as an allowed upper limit on emissions levels, thus generating scarcity 

and subsequently price incentives that create value in environmental investments. By 

inserting market mechanisms, cap – and – trade ultimately transforms into a 

financially and environmentally profitable trading system. Buying and selling of 

emissions permits became the norm as member states capitalized on this new found 

scheme to generate revenue and simultaneously contribute to the global efforts. 

However, the most important event of the decade regarding climate change and the 

direction that the global community intends to follow is the Paris Conference, held in 

December 2015. Though the plan’s timeline is expected to commence on 2020 and 

although the targets discussed revolve mainly around limiting global warming and 

temperature increase, the parameters of transgressing to an international emissions 

trading scheme were discussed. Article 6 refers to the “voluntary cooperation in the 

implementation of (...) nationally determined contributions” which may include 

“internationally transferred mitigation outcomes”.  

The Paris Agreement failed to determine the nature and outlook of the new 

international market and it is this paper's goal to substantially fill in the void and offer 

a guide going forward.  

2. Environmental Regulations in Retrospect 

2.1 Clean Development Mechanism – CDM 

On 11 December 1997, at the third session of the Conference of the Parties (“COP3”), 

the Kyoto Protocol was ratified, with its full implementation having taken place on 16 

February 2005. The most prominent factor of the Kyoto Protocol was the ground-

breaking introduction of three innovative market-based mechanisms, in order to 

expedite the commitments made by the participating countries regarding the reduction 

of GHG emissions.  

First was the introduction of the Clean Development Mechanism - “CDM” as 

defined in Article 12 of the Protocol with the main motive being the financial 

assistance from the more developed countries towards the less developed ones. In 

more detail, CDM allowed a country with an emission – limitation target to put into 
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effect an emission – reduction project in a developing country. This resulted in earned 

and salable certified emission reduction (CER) credits with each credit being 

equivalent to one ton of CO2. CERs levels skyrocketed in the second (2008 – 2012) 

and third phases (2012 – 2015). More importantly, from February 2005 until February 

2017, a full-twelve year period of implementation of CDM, most of the CERs 

(57.6%) have been issued to projects in one single country, China. Figure 1 represents 

the accumulated issuance of CERs over time, while Figure 2 illustrates the biggest 

contributing countries to the issued CERs. Just eight countries contribute to 96% of all 

globally issued CERs (China, India, South Korea, Brazil, Mexico, Chile, Argentina, 

Vietnam). 

 

Figure 1: Accumulated issuance of CERs over time, taken from 

cdm.unfccc.int/index.html 

 

 

Figure 2: Top Countries by issued CERs, taken from cdm.unfccc.int/index.html 

 

Regarding the buyer countries, the most common practice is a unilateral and 

coordinated approach to the acquisitions. More specifically, the dispersion of each 

country’s buying levels is illustrated below, namely Figure 3. 
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Figure 3: Dispersion of Buyer Countries contributions, taken from 

cdm.unfccc.int/index.html 

The CDM’s gravitas is best realized when taking into consideration the fact that 

CDM is the main line of income for the UNFCCC Adaptation Fund, a fund which 

was established in 2001 as a means of financial support to projects and programs in 

developing countries that are especially exposed to the detrimental effects of climate 

change.  

2.2 Joint Implementation 

Second was the Joint Implementation initiative that introduced the concept of 

emission reduction units (ERUs). An ERU represents a reduction of GHG under the JI 

mechanism, with each ERU amounting to one ton of CO2 equivalent. What this 

mechanism does is, it allows a party included in Annex I with a commitment 

inscribed in Annex B to transfer and/or acquire ERUs in accordance with the 

proportionate provisions. It should be noted that the aforementioned practice targets 

mainly carbon sinks.  

2.3. Emissions Trading  

The third, and the backbone of this paper, mechanism is the notion of emissions 

trading. As noted in Article 17 of the Protocol, the participating countries were given 

the permission to “participate in emissions trading in order to fulfill their GHG 

emissions”. This method resulted in the division of allowed emissions into assigned 

amount units, or AAUs for short. AAUs could now be stored – e.g. emissions 

permitted but not “used” – and subsequently traded to countries that had exceeded 

their corresponding emissions limit. Carbon is therefore now traded like any other 

commodity (“carbon market”). 

Consequently this resulted in the first signs of a global carbon market, as a means 

of assisting participating countries in reaching their mandatory assigned emissions 

units for the first commitment period under the Kyoto Protocol (2008 – 2012). The 

European Union Emissions Trading System (EU ETS) was the first and till this day 

the largest GHG emissions trading scheme in the world. Launched in 2005 as a means 
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of combating climate change and contributing to EU’s climate policy, EU ETS covers 

more than 11,000 factories in 31 countries – all 28 EU member states in addition to 

Iceland, Norway and Liechtenstein. The scheme was initiated using a division of 

several trading periods. More specifically, the first introductory period was spawned 

on January 2005 and lasted until December 2007, with the second trading period 

following immediately after from January 2008 to December 2012, coinciding with 

the end of the first commitment period. The second period is expected to expire on 

December 2020, however the momentum gained since the launch of the protocol 

holds a considerable amount of climate change mitigation potential going forward. 

3. Function of the European Union's Emissions Trading Scheme 

As mentioned in the introduction, the EU ETS and its corresponding practices will be 

used as the backbone of this paper’s position for a truly global emissions trading 

scheme. Figure 4 illustrates the functions of the scheme. 

 

Figure 4: Functions of EU ETS, as depicted by Nils Rydberg, 2013 

To put in perspective, the scheme implements a cap-and-trade principle, whereas 

each participating subject – plant or other production facility – receives an emissions 

permit with a maximum amount of allowed GHG emissions. It then proceeds to 

operate accordingly with the CO2 emissions being strictly monitored and any 

deviation from the allowed limits carefully examined. The main factor however that 

differentiates this scheme with its predecessors is the ability to auction and trade any 

“emission surplus” of unused CO2. What this means is that any subject that exceeds 

the possible emissions limit, is required to purchase emissions allowances (EUAs) 

from other installations.  
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4. Moving Forward: a Global ETS  

Though EU ETS has evidently contributed positively to EU’s climate policy, in recent 

years it suffers from a surplus of EUAs. This resulted in the downfall of publicly 

traded carbon prices as shown in Figure 5, which subsequently led to the 

discouragement of installations to reduce their GHG emissions and acted as a 

deterrent for a possible switch from coal to gas for electricity generation. 

 

Figure 5: carbon spot prices per metric ton CO2 

In order to combat the falling prices and to achieve the goals set, which included 

the reduction of emissions by 43% compared to 2005, European Union will decrease 

the available emissions allowances at an annual rate of 2.2% from 2021 onwards, 

marking a departure from the 1.74% set in the period 2013 to 2020.  

However, the most prominent issue with EU ETS is its operational complexity. 

Since the goal of the global community is the mitigation of climate change risks, a 

global cooperative mechanism requires a certain level of bureaucratic entanglement 

which is deemed fundamentally unavoidable. Nevertheless, there is room for 

improvement. The act of increasing the complexity of participating in an emissions 

trading scheme further increases transaction costs and administrative expenses for the 

interested subject, especially in the case of small emitters. Figure 6 illustrates the 

discrepancy in the transaction costs relative to the size of the emitter, with smaller 

ones carrying the burden in an evidently more adverse manner
1
.  

                                                 
1  Peter Heindl (2012) ‘Transaction Costs and Tradable Permits: Empirical Evidence from the EU 

Emissions Trading Scheme’, Centre for European Economic Research, <http://ftp.zew.de/pub/zew-

docs/dp/dp12021.pdf> 
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Figure 6: Average transaction costs (fitted values) of firms in the EU ETS 

By decreasing the magnitude of the above-mentioned administrative burdens, a 

Global ETS will function as a definite cost-effective mechanism for the reduction of 

global emissions by promoting the participation of smaller emitters and 

simultaneously facilitating an increased presence of larger ones. This can be achieved 

by: 

a) Changing the main determinants of a company’s “emissions exposure”, to be 

actual emissions instead of the predetermined installed capacity, as is the situation 

currently.  

b) Allowing smaller entities to opt out of the mechanism during a trading period. 

At the moment, EU ETS forbids such actions and instead offers the ability to exit the 

scheme only once in a ten-year period, resulting in a fundamental market failure. 

c) Adjusting operational rules so as to simplify and fairly balance the system. For 

example, rules that correspond to strictly monitor complex production facilities are 

essential, though they produce unnecessary complexities to small and medium sized 

enterprises (SMEs).  

d) Amending the user-friendliness of the reporting mechanism. The main 

criticism by participating members
2
 is the lack of clarity and inflexibility of EU ETS’s 

system. Therefore, the mitigation of bureaucratic operations is vital to the 

sustainability of a Global ETS. 

In essence a simpler Global ETS will be a fairer and more efficient ETS. As such, 

simplification is a critical component of an integrated global cooperative emissions 

trading scheme. 

                                                 
2  Dutch Emissions Authority (2015) ‘A simple and effective EU ETS’, 

<https://www.emissieautoriteit.nl/documenten/publicatie/2015/06/23/dutch-report---a-simple-and-

effective-eu-ets> 
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5. The California – Quebec Linkage 

California acts as the second case in point, when it comes to modeling a truly Global 

ETS. The state also implements an expanded cap-and-trade program with the goal 

being the reversal of GHG emissions to pre-1990 levels by 2020. The state 

additionally serves as a bridge to the second pillar of this paper, cooperation. 

California’s climate plan entails an extensive set of cooperative policies. In order to 

achieve the state-wide target of promoting long-term investments in cleaner fuels, 

California combines its Carbon Fuel Program, Advanced Clean Car Program and 

Renewables Portfolio Standard in a consolidated effort to alleviate the dangers 

associated with global warming. 

The outcome of the afore-mentioned measures becomes crystal clear by taking a 

look at some state statistics. More specifically, compared to 2000 California’s GDP 

has risen 26% (2013 values), its population 13%, with GHG emissions following an 

exactly reverse trend, as shown in Figure 7. 

 

Figure 7: California’s GDP, Population & GHG Emissions, % change since 2000.  

Data taken from: www.arb.ca.gov/cc/inventory/data/graph/graph.html 

Where California’s Program excels however is its linkage to a Canadian 

counterpart, namely Quebec’s cap-and-trade system. This cooperation between sub-

national jurisdictions offers the ground for close examination of possible intricacies 

and potential upside of such actions in a global scale. Numbers are evident: more 

emissions have been reduced and market liquidity has increased
3
. In order to achieve 

this in a global scale however, a series of actions ought to be taken into consideration:  

a) Careful large-scale planning is a prerequisite for the success of similar future 

ventures. The first stage of the process includes extensive investigation into possible 

partnerships. Similarities regarding the size, output levels and sectors involved in 

                                                 
3  California Environmental Protection Agency, Air Resources Board, 

<https://www.arb.ca.gov/cc/capandtrade/auction/auction.htm> 
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existing emissions schemes will be assessed. At the initial stage of the Global ETS, 

cooperation between sub-national jurisdictions with comparable qualities should be 

opted in favor of riskier, less secure options so as to safeguard the viability of the 

project. 

b) Constant consultation and bidirectional communication between relevant 

authorities. As in the case of the California – Quebec connection, the linkage should 

be examined and the emissions targets reassessed in a frequent manner, in order to 

accomplish the highest level of efficiency.  

c) Knowledge sharing in the form of data dispersion and best practice 

techniques. The creation of a global database as a tool for better decision – making 

will prove to be of utmost value in endeavors by future participating members.  

d) Inter – sectorial cooperation. The final step is the introduction of carbon 

trading between sectors in a global scale. By achieving a truly international trading 

scheme the opportunity to expand allocation of emission permits beyond the strict 

boundaries of within – sector trading will offer a vast array of environmental and 

financial benefits.  

6. Conclusion 

The fact of the matter is that the turbulent times that the global economy is 

confronting in the dawn of the 21
st
 century have resulted in economic models facing a 

paradigm shift. Environmental economics is no exception to this realization. Market – 

driven mechanisms, such as the ones outlined in this paper, have shown positive 

outcomes throughout the years, though their reevaluation is deemed a necessity. The 

framework analyzed above constitutes an effort to solidify the established progress 

made till this day and at the same time act as a base for a future – proof environmental 

regulation. The globalization of the world's economies should not halt at just financial 

integration, but instead ought to act as an incentive for the global community to 

collectively tackle a problem that affects all and a problem that none can overcome 

alone.   
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Abstract 

Here is a story that can vividly depict what is big data: Mr. Chen made a 

phone call to Pizza Hut. 

Customer service:  Hello,this is Pizza Hut, What can I do for you? 

Mr.Chen:  Hello, I want a pizza. 

Customer service:  OK, Sir, Please tell me your membership card number. 

Mr.Chen: 16846146*** 

Customer service:  OK, Mr.Chen, what do you want?  

Mr.Chen:  A seafood Pizza. 

Customer service:  I'm sorry, Mr.Chen, the seafood pizza may not suit you. 

Mr.Chen:  Why? 

Customer service:  According to your medical record, your blood pressure and 

cholesterol are high. 

Mr.Chen:  Wow, how do you know that?! 

Customer service:  Because we are online CRM system. 

Mr.Chen:  Do you have any suggestion? 

Customer service:  You may like our low fat healthy pizza according to your book 

records that you borrow a < Low fat healthy recipes>last week in 

the National Library. 

Mr.Chen:  That's right. I want a large pizza. 

Customer service: The large one may not enough. Mr.Chen: Why? 

Customer service:  Because there are 6 persons in your family, the XL may be good. 

Mr.Chen:  OK, how much is that? Customer service: 299 yuan. Mr.Chen:Can I 

use credit cards? 

Customer service:  I'm sorry but your credit card has been exploded and  now  you  owe  

the  bank  14700  yuan  which  not  include  your mortgage. 

As if just overnight big data has been quietly penetrated into every corner of our 

lives and we unconsciously or subconsciously deliver our personal information 

and express personal habits when we use cellphones or in many other situations 

that are related to Internet. Business are increasingly users, and even producers, 

of large datasets with potentially sensitive information. Some business researchers 

have for decades handled such data like Census data, and routinely think and then 

quietly set off an information revolution which can make their business better 

touch customers' habits thus greatly improve efficiency of trade. 

This paper proceeds in four steps. First, it offers lessons what is big data and how 

it operates. Second, it provides an example of Alibaba group to explore the 

benefits and opportunities that big data brings to business. Third it shifts gears 

and discuss privacy and the related challenge for business. 

Keywords: big data opportunity challenge 
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1. Introduction of big data 

Speaking of what is big data, I want to firstly introduce what is not big data： 

① big data ≠ possessing data. Many people think that having the data, especially a 

lot of data, is large data. This is certainly not right, a large amount of data is not large 

data, such as large meteorological data, if they are only for weather forecast, they 

could just be handled with enough computing power, but this kind of usage is still far 

from playing its value. By contrast, the insurance company predicts natural disasters 

and adjusts the premium rates associated with natural disasters based on large 

meteorological data which evolves other commercial values and creates a large 

business environment. Therefore, only when big data is used, associated with each 

other, and even exchanged to produce real value, can it form the unique DT era of 

business. 

② Large data ≠ reporting platform. Many companies announced that they have 

achieved a large data with the establishment of their own business reporting center, or 

a data center, but this is far from enough. Although the report is also a large data of a 

reflection, the real large data is a system in which all things are both data producers 

and data users and they automatically learn  and  adjust  through  the  automation  

and  intelligent  closed-loop system, thereby enhancing the overall production 

efficiency. 

③ Large data ≠ calculation platform. Admittedly, large data computing platform is 

the data base of large data applications and an indispensable part of the closed-

loop large data, but possessing a calculation platform does not equal possessing 

big data. 

④ Large data ≠ precision marketing. In fact, precision marketing is the final 

segment of the closed-loop system of big data. Business could obtain more 

competitive edges through precision marketing which is realized by the three steps 

mentioned above. 

To sum up, it is not difficult for us to find out that even though the possession of 

big data, calculation platform, reporting platform, and precision marketing do not 

directly equal to big data, they together consist the complete system of big data. Data 

in the financial, advertising, retail, logistics, film and television industries is quietly 

changing our lives. The popularity of mobile phones, or the ever-changing wearable 

equipment, smart home, and even unmanned vehicles reminds us that the big data 

is leading us to a new age— the DT era. The first two age in human history— 

agriculture age and industrial age respectively rely to land and capital as the 

production factor. Now the data will become the core of the production factors of the 

new age, as its name. 

In the future, the data will become the most important resource for business 

competition. People who can better use the big data will lead the next generation of 

business trends. So no data, no intelligence; no intelligence, no business. In the next 

part, I will cite Alibaba as an example which is the biggest and one of the most 

successful Internet entrepreneurs in China. 
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2.1 Introduction of Alibaba 

Alibaba group mainly consists of Taobao, Alipay and Ali cloud. Taobao is one of 

the biggest online shopping platforms in China while Alipay is the biggest third-party 

payment platform and Ali cloud is a cloud computing services provider who 

specifically offer Alibaba group cloud computing service. Following is the Data 

production chain of Alibaba: 

 

2.2 Benefits 

The benefits that Alibaba company obtained from big data could be concluded as 

follow: 

2.2.1 Progress in the big data application 

The big data application of Alibaba group moved from the inside of the business to 

the outside. According to the statistics of Sohu, the sales of Taobao in the every year 

sales day— "double eleven" has increased from 5.7 million in 2014 to 120.7 

million in 2016. Taobao has already become the leader of online retailer in China. 

In fact, behind these beautiful statistics, the real treasure of Alibaba group is their 

massive transaction data and the relating application technology.  In 2005, Alibaba 

publicize their first data processing product "Tao data" which was mainly used as 

a reporting tools to improve their service quality. In 2009 their big data application 

began to move to the outside and in 2011, their first outside data processing product 

"Data cube" was publicized, through  which  businesses  can  directly  access  the  

macro  industry situation, optimize products according to the changes in the data in a 

timely manner, thereby increasing sales. In 2012, Alibaba combined the whole group's 

strength to research and develop a big data business product to provide big data 

service to their own online retailers. After the foundation has been built steadily in 

e-commerce, Alibaba expanded business to financial sector. Alibaba finance use its 

own big data advantage to conduct risk assessment for Taobao, Alipay, and businesses 

on B to B platforms thus they could timely understand of their solvency and reduce 

the risk of bad debts. Meanwhile Alibaba also sought to use large data to solve the 

problem of logistics congestion during the peak of shopping. Alibaba succeeded in 

using big data to optimize the logistics, achieve business, logistics and consumer 

information linkage, and create a nationwide open logistics infrastructure during the 

"double eleven" in 2013.  
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2.2.2 New ideas of big data 

The most important thing in the experience of Alibaba's success is that it really has a 

big data thinking about the value of the data. Based on the understanding of 

consumers, business not simply do market research, but give insight into the market 

through a precipitation of data. The first stage of application of big data is the data 

operation stage, people consciously collect and sort data, make good use of data and 

let it produce value. The second stage is the integration of data and corporate strategy, 

enterprise systematically collect and manage data, and view the value of big data from 

various angles. 

As a user of Taobao, I gradually find that this online shopping platform is 

becoming more and more intelligent. Every time I open the APP, search for some 

products and browse some shops, the APP will collect all the recordings and 

recommend some products which may be best appealing to me when the next time I 

open it. It turns out that the products it recommends to me really attract me thus the 

possibility that I buy something every time I open the APP increases a lot. 

Alibaba not only promotes products, but also researches network consumers through 

big data analysis and divide consumers into different groups through the user's 

registration information, browse information, and consumer information to find a 

larger customer base. If the previous data research was based on the product as 

the core, then the study of large data age is to break through this tradition, make 

consumers as the core, and view the data from multiple dimensions, especially from 

the point of view that was not noticed before thus the potential of the market is dug 

out. This is a new way to view data. 

2.2.3 Personnel team building, organization system support 

Carrying our big data business needs enough brainpower so Alibaba has set up a post 

of CDO(Chief Data Office) to promote data platform sharing strategy, meanwhile, 

among the approximately 20 thousands employees in Alibaba, there are more than a 

thousand of people who engage in the data work. In Alibaba, there are not only data 

analysts whose work is to provide advice supports to the decisions of different 

departments and even the corporate, but also data scientists whose work is to develop 

professional data products to support sales. Data scientist not only is the key point of 

the talent plan of Alibaba, but also will become one of the hottest professionals in ten 

years. In fact, Alibaba sets the big data department as strategic sector which is directly 

lead by the CEO and builds a big data committee across the various departments to 

guide and coordinate the operation of various departments. From the employment  of  

the  first data analyst to the formation the  first data analysts group, from the 

formation of the first data department-BI to the formation of the big data committee, 

the big data talent team and organization of Alibaba is maturing and there is no 

surprise that Alibaba could become the leader of Chinese E-commerce. 

3. Challenges 

In big data age, as the amount of data increases, the risk of data is also increasing, 

thus the biggest challenge for companies who want to maintain a strong competitive 
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edge is to build a complete big data security management. The most sensitive issue 

now about big data is privacy disclosure because users of those online services need 

to offer some of their personal information when they register and if those online 

service providers cannot ensure the security of these data, users would not trust them 

anymore. 

In 2010, Taobao announced to open data to the world and developed two 

principles: data is opened hierarchically, and data that related to the privacy of 

consumers and sellers will be absolutely protected. 

As for Alipay which is quasi - financial industry is comparatively much more 

sensitive than Taobao, therefore Alibaba group set up a special evaluation team to 

determine the whether the data should be made public and to what extent. Besides, 

any department in the company that needs to use these data is required to apply for 

permission. All these measures taken by Alibaba Group provide a strong guarantee 

for the data security management. 

4. Conclusion 

The future will become the age of data so people who can control it will gasp the 

future. Simultaneously, various challenges in the process are inevitable. The 

success of Alibaba success may not be copied, but there is much experience could 

be learnt. Businesses should learn to view big data from various angles and explore 

their own way to apply big data. 
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In the article are considerate the main aspects of the financial market 

influencing the country's economy. In this field, the certain historical facts are 

connected with the financial market. These facts show that the USA economy 

influence on the world's economics space determining the countries’ ability to 

resist financial expansion and insure their economies securities. The causes of 

the formation of dollarization are describes as a world currency. The current 

situation is associated with the formation of such a global currency like the 

dollar. The facts are investigated as the advantages and the disadvantages of 

dollarization. 
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INTRODUCTION 

1. The relevance of the research topic 

As a result of liberalization of international economic relations and increased financial 

globalization over the last three decades has intensified the process of dollarization of 

national economies. Dollarization is a phenomenon of the international monetary and 

financial relations in which the funds of other countries, often the US dollar is 

replaced as the national currency. 

Until 70-ies of the XX century, the dollarization of the economy was characteristic 

only for Panama and several island and dwarf States that have no domestic currency 

and instead officially use foreign currency. She drew attention in the 70s as one of the 

key phenomena of the economic reality in Latin America, where a series of failed 

economic reforms led to the loss of public confidence in the national currency and the 

actual replacement of national currencies with the American dollar. 

The failure of the authorities to curb inflation, and underdeveloped financial 

institutions has led to inefficiencies, and in some countries and the failure of reforms 

that led to the loss of confidence of economic agents in the weak domestic money and 

the extensive use of a strong foreign currency for transactions and savings. An 

analogous situation exists in Russia where for more than a decade after the collapse of 

the USSR, most of its functions, the ruble has sent the U.S. dollar. 
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In recent years, the issues of dollarization of national economies came to the 

category most relevant in connection primarily with the global financial and economic 

crisis the end of the first decade of the XXI century, called "the Great depression". 

The fall in oil prices on the world market and anti-sanctions imposed in connection 

with events in Crimea and the Southeast of Ukraine, led to a significant devaluation of 

the ruble and an economic recession, so this problem has become topical in Russia, 

whose economy is characterized by a significant presence of foreign currency in 

monetary circulation. In the media increasingly, there are publications, speeches of 

prominent politicians, businessmen and public figures, which evaluates the prospects 

of the U.S. dollar, the Euro and other reserve currencies in the future, given the 

proposals for the establishment of alternative currencies discussed a draft of new 

regional currencies and currency unions. In scientific literature, there are many works 

devoted to various aspects of dollarization of national economies. 

In the world, scientific literature there are many works devoted to various aspects 

of dollarization of national economies. 

The process of dollarization has very contradictory consequences both for 

monetary and for the economy as a whole. Unambiguous assessment of its 

consequences in the economic literature is still there. Around the issue of the 

advantages and disadvantages of dollarization for three decades conducted theoretical 

discussions, which are particularly actualize during the financial and economic crisis. 

In a crisis, as a rule, the most severe negative consequences for the economy. 

Financial crises tend to be more painful in countries with a significant level of 

dollarization, as it happened in Russia in 1998, the Experience of recent crises has 

shown that its level remains high for an extended period after the crisis, which 

significantly complicates the implementation of anti-crisis measures and the conduct 

of macroeconomic policy in the post-crisis period. The process of dollarization a 

persistent problem in most developing countries and countries with economies in 

transition. 

Most economists consider dollarization as an extremely complex, contradictory 

and multifaceted phenomenon, many aspects of which remain the subject of intense 

debate. The question of the economic essence and content of the phenomenon of 

dollarization as one of the key phenomena of the international monetary and financial 

relations at the present stage remains open.  

Thus, on the one hand, there is an objective necessity of studying of the nature and 

content of dollarization as one of the most significant phenomena of modern 

economic reality. On the other hand, the crisis of recent years, the world financial and 

economic crisis the end of the first decade of the XXI century, engulfed the 

economies of most countries of the world, as well as the crisis caused by the events in 

Ukraine, determine the extraordinary relevance of the study of the phenomenon of 

dollarization is currently. [1] 

1.1 The causes of the formation of the dollar the world currency 

There are a lot of countries and many have their own currency. However, the world-

famous currencies are not so many, but of course, the world's first currency that 
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comes to mind is the U.S. dollar. But as it is this currency which was born in times of 

war and strife between the States was transformed into the world's main means of 

payment? 

If the beginning of the history of the dollar, is closest to modern can be considered 

the moment when the States bothered to depend on English currency, the beginning of 

the dollar as the currency impact on the world economy can be considered the years 

of the Second World War. That's when the American government that the war was not 

a financial shock, but rather a gold mine, began to give loans to countries that needed 

financial assistance to restore after the war. At some point, such a situation has arisen 

that a large part of Western Europe was directly dependent on the US, and therefore 

its currency. In currency trading, the dollar immediately began to enjoy enormous 

demand, and America became the largest industrial giant and the most prosperous 

country in the world, which is also the key to the success of the dollar. In connection 

with these factors, the dollar became the currency, which had to be considered in the 

first place, since its value and reliability is not in doubt. [2] 

Much of what had determined the choice in favor of the dollar, was not new and 

was based on the old habit and practice. With rapid growth of the American economy 

in the late nineteenth century and the extension of its trade relations in wide use 

includes transactions in dollars. Businesses, individuals and governments have created 

around this customary institutions and practices. Dollar for decades was readily 

available as an exchange currency in almost every major city and port from Asia to 

Europe and Latin America. People have long used the dollars to contract for import 

and export, as well as for loans needed to facilitate these transactions. The prominent 

position of the currency contributed to the fact that for many years, entrepreneurs, 

financial institutions and Central banks held significant deposits and investments in 

dollars, perceiving it as a matter of course. 

In addition, the rise of the dollar in the late 1940-ies illustrates the unique 

safeguards that are provided in the US currency. The United States and its currency 

became the safe haven. Along with outstanding production skills, the country had a 

large and strong economy. The United States also could offer a particularly rare 

political stability at the time. Besides, the reputation of the US as a nation of laws has 

ensured that the country will fulfill its obligations and secure any material benefit that 

is in dollars — wherever is their owner — from arbitrary taxation or alienation. The 

Bretton woods agreement added the attractiveness of the dollar, tying it to gold. As a 

gold a traditional reserve even from classical times. All this, combined with the 

promise of a reasonable policy, assured the people that the currency will be able to 

maintain its solvency. 

The perfect summary provided for the dollar another important quality. The United 

States offered the capital markets a global scale. Thanks to them, the currency was 

there is a significant advantage: it provides its holders a diverse set of financial tools 

for placing of deposits, some of which offered safety, and some liquidity, while still 

others — the higher the potential profit, perhaps at the expense of safety or the degree 

of liquidity. Due to its huge size and continuing activities of these markets in the 

future convinced everyone that the investment in dollars can be quickly converted into 
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cash, and then just as quickly converted from a dollar of cash into other currencies or 

gold.  

Since the relative position of the United States is characterized by the ongoing 

recession. The dollar has progressively lost its currency value against major world 

currencies. The United States remains the largest economy in the world. China 

competes with America in terms of trade, and even the German trade is largely 

increased in comparison with 1970-ies. The Eurozone, of which Germany remains the 

largest economy and international trade volume is definitely approaching the United 

States. If Washington’s diplomatic and military influence in from time to time is 

questioned, the budget deficit and financial crisis has raised a barrage of questions 

regarding the degree of prudence policy the United States. Someone even expressed 

doubts about the ability of Washington to meet its financial obligations. As if to 

underline all these signs of weakness, the US. In 2011, Standard & Poor's 

downgraded the credit rating of the country. [3] 

2. The current scale of dollarization of the world economy 

Currently, the dollar is most used currency in the world, which is involved in 87% of 

global foreign exchange transactions — a figure that grew in 2010 by two percentage 

points. The Euro follows behind him with a large gap, which accounts for 33%, then 

the yen 23%, pound 12%. The Yuan, though managed to rise from 0.9% (according to 

2010 year), now he participates only in 2.2% of all global currency trading. Nearly 

90% of world trade contracts totaling more than $ 5 trillion a day find their monetary 

value in dollars, in spite the company involved or is not involved. This surprising 

stability of the dollar is unlikely to bound to popular belief in the US economic or 

financial management. And it is not a vote of confidence in the economic power of 

the country or its financial health. It is also not reduced in the context of enhanced 

economic and trade development of China and other countries. Rather, the 

sustainability of this just the recognition that, despite the relative weakening of 

America and the relative income of other countries, no other currency at the set of 

their characteristics are not even able to compete with the dollar for the title of world 

reserve currency. [4] 

Dollar decades was strengthened by the economic power of the United States. Now 

everything is a bit wrong. At the moment, the US share of world GDP is only 23%, of 

world trade was 12%. However, 60% of world production is in the area of the dollar 

and local currencies are pegged to the dollar. 

The proportion of the US companies in the total volume of investments in the 

corporate sector in the world has declined from 39% in 1999 to 24%. The Wall Street 

in fact sets the rhythm all the world's stock markets. American managers manage 55% 

of the world's assets, while ten years ago only 44%. 

That is the financial system which is based in the United States, and the U.S. 

economy – are two big differences. That is a problem for all countries, the main 

reasons which are: 
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1. High volatility. The world is afraid in anticipation of a rate hike by the FRS, as 

the prospect threatens to suck huge amounts of money from developing economies, 

where foreigners own between 20% and 50% of government bonds in local currency 

and they will definitely in the case of a rate increase. Rate hike threatens loans and 

deposits in dollars outside the United States at least $9 trillion. 

Before the effect of the capital outflows was mitigated by growing demand for 

imports. Over the past decade, the U.S. share in world imports of goods decreased 

from 16% to 13%. America is the largest market for exports from 32 countries, while 

in 1994 these countries was 44. Meanwhile, in China, this figure grew from 2 

countries to 43. Under these conditions the dollar is dependent on the decisions of the 

FRS in its global financial system that brings instability. 

2. The threat of the lack of a backup plan for other countries. During the crisis of 

2008 to help the global system came the fed with a $1 trillion to foreign banks and 

Central banks. But the fact that the dollar area in the world has doubled since 2007. 

By 2020, it will be compared with the entire banking system of the United States by 

volume. 1 trillion dollars – that's nothing, even in today's conditions. We have to 

admit that control over the global financial system the US government uses as a lever 

for political pressure – including on Russia. It's not really the stability of the global 

financial and confidence in the future. 

For Americans, the status of the dollar as a reserve currency, in addition to obvious 

advantages, like cheap credit, and carries the obvious disadvantages. If the fed can not 

cope with the lending of foreign banks in the event of a crisis, it will echo on the 

American economy. In addition, foreign countries replenish foreign exchange 

reserves at such a pace that by 2030 years they will dominate the Treasury market. To 

satisfy foreign demand, the government will have to replenish the Treasury by 

increasing the debt. If, instead, foreigners will invest in other securities, this may lead 

to a bubble and another crisis like in 2008 year. 

As the Federal Reserve System, the raises interest rates, the value of foreign dollar 

exchange rate usually also increases. The impact of the dollar on the world economy 

is most evident in its purchasing power. While increasing gas prices and depreciation 

of the dollar, Americans are buying less. Many exporters in the United States in this 

case will be forced to reduce demand for their products. Countries with less than 

stable economies could suffer dramatically from this downturn in costs that will 

reduce their exports to the United States, contributing to a downward economic trend. 

The US government is trying to combat this vicious circle by promoting free trade 

with foreign countries and a new package of "economic incentives". This pack 

donates money to the American citizens in the hope that they will spend their money 

on food instead of accounts or investments, thereby stimulating the economy. [5] 

Currently, the dollar began to attack China actively. The Officials in Beijing have 

openly announced about their intentions of making via official news Agency Xinhua 

ominous statement that "Now is perhaps the best time for to the peace, which is in 

deadlock start to observe the possibility of the de-Americanized world." At the 

February summit of the group of eight in 2014, Chinese officials accused the United 

States of abuse of the status of the dollar as a reserve currency and in existence due to 
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the basic printing money, while the prosperity of the currency does in reality do not 

reinforce. Beijing is also not limited to only one rhetoric. He insisted that Chinese 

public and private companies in their international transactions used dollars instead of 

yuan. At last count, about seventy thousand Chinese companies have complied with 

this requirement. Beijing has signed agreements with several countries, including 

Japan, Russia, India, Brazil, South Korea, Saudi Arabia, United Arab Emirates, on the 

implementation of the bilateral trade in national currencies instead of dollars. As the 

largest trading partner of Africa, China has also successfully implemented the use of 

the Yuan in trade with the countries of this region. 

China refused the role of main creditor of the U.S Last year. Treasury, reducing the 

volumes of us Treasury bonds to $1.12 trillion. Place of China occupied Japan, which 

total invested in the US debt of $1.13 trillion. Recall that Beijing has overtaken Tokyo 

in the market of US government bonds in September 2008, when the rapidly 

expanding global financial crisis: in November 2013, Chinese holdings reached a 

peak of $1.32 trillion.  

Beijing explained its decision by the need to maintain the Yuan exchange rate 

which is dropped to an eight-year low. Only in November, the reserves of China lose 

$69.6 billion, helped by not only the slowdown of the Chinese economy, but the 

victory of  Donald Trump in the presidential election in the United States, which 

provoked further outflows of capital from emerging markets. [6] 

3. Consequences of dollarization of the world economy 

No one is happy with today's international monetary system—the set of rules, norms 

and institutions that govern the world's currencies and the flow of capital across 

borders. 

There are three broad complaints. The first concerns the dominance of the dollar as 

a reserve currency and America's management of it. The bulk of foreign-exchange 

transactions and reserves are in dollars, even though the United States accounts for 

only 24% of global GDP. A disproportionate share of world trade is conducted in 

dollars. To many people the supremacy of the greenback in commerce, commodity 

pricing and official reserves cannot be sensible. Not only does it fail to reflect the 

realities of the world economy; it leaves others vulnerable to America's domestic 

monetary policy. 

The second criticism is that the system has fostered the creation of vast foreign-

exchange reserves, particularly by emerging economies. Global reserves have risen 

from $1.3 trillion (5% of world GDP) in 1995 to $8.4 trillion (14%) today. Emerging 

economies hold two-thirds of the total. Most of their hoard has been accumulated in 

the past ten years. 

These huge reserves offend economic logic, since they mean poor countries, which 

should have abundant investment opportunities of their own, are lending cheaply to 

richer ones, mainly America. Such lending helped precipitate the financial crisis by 

pushing down America's long-term interest rates. Today, with Americans saving 
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rather than spending, they represent additional thrift at a time when the world needs 

more demand. 

The third complaint is about the scale and volatility of capital flows. Financial 

crises have become more frequent in the past three decades. Many politicians argue 

that a financial system in which emerging economies can suffer floods of foreign 

capital (as now) or sudden droughts (as in 1997-98 and 2008) cannot be the best basis 

for long-term growth. 

The shape of any monetary system is constrained by what is often called the 

“trilemma” of international economics. If capital can flow across borders, countries 

must choose between fixing their currencies and controlling their domestic monetary 

conditions. They cannot do both. 

Today's system has no tie to gold or any other anchor, and contains a variety of 

exchange-rate regimes and capital controls. Capital controls were lifted three decades 

ago and financial markets are highly integrated. Broadly, emerging economies are 

also seeing a freer flow of capital, thanks to globalization as much as to the removal 

of restrictions.  Countries are loth to let their currencies move freely. When capital 

pours in, central banks buy foreign exchange to stem their rise. Just as important are 

the scars left by the financial crises of the late 1990s. Foreign money fled, setting off 

deep recessions. Governments in many emerging economies concluded that in an era 

of financial globalization safety lay in piling up huge reserves. That logic was 

reinforced in the crisis of 2008, when countries with lots of reserves, such as China or 

Brazil, fared better than those with less in hand. Even with reserves worth 25% of 

GDP, South Korea had to turn to the Fed for an emergency liquidity line of dollars. 

This experience is forcing a rethink of what makes a “safe” level of reserves. 

Economists used to argue that developing countries needed foreign exchange mainly 

for emergency imports and short-term debt payments. Consider, for example, the 

tension between the demand of the emerging market for reserves and Consider, for 

instance, the tension between emerging economies' demand for reserves and their fear 

that the main reserve currency, the dollar, may lose value—a dilemma first noted in 

1947 by Robert Triffin, a Belgian economist. When the world relies on a single 

reserve currency, Triffin argued, that currency's home country must issue lots of 

assets (usually government bonds) to lubricate global commerce and meet the demand 

for reserves. But the more bonds it issues, the less likely it will be to honour its debts. 

In the end, the world's insatiable demand for the “risk-free” reserve asset will make 

that asset anything but risk-free. As an illustration of the modern thirst for dollars, the 

IMF reckons that at the current rate of accumulation global reserves would rise from 

60% of American GDP today to 200% in 2020 and nearly 700% in 2035. 

If those reserves were, as today, held largely in Treasury bonds, America would 

struggle to sustain the burden. Unless it offset its Treasury liabilities to the rest of the 

world by acquiring foreign assets, it would find itself ever deeper in debt to 

foreigners. Triffin's suggested solution was to create an artificial reserve asset, tied to 

a basket of commodities. John Maynard Keynes had made a similar proposal a few 

years before, calling his asset “Bancor”. Keynes's idea was squashed by the 

Americans, who stood to lose from it. Triffin's was also ignored for 20 years. 



O. KONOPSKAYA, 7th International Conference of ASECU Youth (2017) 222-232 

229 

But in 1969, as the strains between America's budget deficit and the dollar's gold 

peg emerged, an artificial reserve asset was created: the Special Drawing Right 

(SDR), run by the IMF. An SDR's value is based on a basket of the dollar, euro, 

pound and yen. The IMF's members agree on periodic allocations of SDRs, which 

countries can convert into other currencies if need be. However, use of SDRs has 

never really taken off. They make up less than 5% of global reserves and there are no 

private securities in SDRs. 

 Zhou Xiaochuan, the governor of China's central bank, caused a stir in March 

2009 when he argued that the SDR should become a true global reserve asset to 

replace the dollar.  

Alternatively, China could create a rival to the dollar if it let the yuan be used in 

transactions abroad. China has taken some baby steps in this direction, for instance by 

allowing firms to issue yuan-denominated bonds in Hong Kong.  

Rather than try to create a global reserve asset, reformers might achieve more by 

reducing the demand for reserves. This could be done by improving countries' access 

to funds in a crisis. Here the G20 has made a lot of progress under South Korea's 

leadership. The IMF's lending facilities have been overhauled, so that well-governed 

countries can get unlimited funds for two years. 

If America's economy recovers and its medium-term fiscal outlook improves, the 

pace at which capital shifts to the emerging world will slow. If China makes its 

currency more flexible and its capital account more open in good time, the 

international monetary system will be better able to cope with continued financial 

globalisation and a wide growth gap between rich and emerging markets. But if the 

world's biggest economy stagnates and the second-biggest keeps its currency cheap 

and its capital account closed, a rigid monetary system will eventually buckle. [7] 

In early 2017 the world’s most important currency is flexing its muscles. In the 

three weeks following Donald Trump’s victory in America’s presidential elections, 

the dollar had one of its sharpest rises ever against a basket of rich-country peers. It is 

now 40% above its lows in 2011. It has strengthened relative to emerging-market 

currencies, too. The yuan has fallen to its lowest level against the dollar since 2008. 

However, it should be noted that America’s relative clout as a trading power has 

been in steady decline: the number of countries for which it is the biggest export 

market dropped from 44 in 1994 to 32 two decades later. But the dollar’s supremacy 

as a means of exchange and a store of value remains unchallenged.  

There are lurking dangers in a stronger dollar for America, too. The trade deficit 

will widen as a strong currency squeezes exports and sucks in imports. In the Reagan 

era, a soaring deficit stoked protectionism. This time America starts with a big deficit 

and one that has already been politicized, not least by Mr. Trump, who sees it as 

evidence that the rules of international commerce are rigged in other countries’ favor. 

A bigger deficit raises the chances that he act on his threats to impose steep tariffs on 

imports from China and Mexico in an attempt to bring trade into balance. If Mr. 

Trump succumbs to his protectionist instincts, the consequences would be disastrous 

for all. 
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Nascent talk of a new pact to rival the Plaza Accord, an agreement in 1985 

between America, Japan, Britain, France and West Germany to push the dollar down 

again, looks misplaced. Japan and Europe are battling low inflation and are none too 

keen on stronger currencies, let alone on the tighter monetary policies that would be 

needed to secure them. 

Stock markets in America have rallied on the prospect of stronger growth. They 

are being too cavalier. The global economy is weak and the dollar’s muscle will 

enfeeble it further. [8] 

4. The conclusion  

In the framework of this research lets highlight the main advantages and 

disadvantages of dollarization for the individual national economies and for the 

United States and the world economy as a whole. (see table. 1) 

 

Table 1 – analysis of the main implications of dollarization of the world economy for 

individual national economies and for the United States and the entire 

global economy 

 

The benefits of dollarization 

For the global economy For national economies For the United States 

Full dollarization contributes to 

the creation of investment-

friendly environment and almost 

completely eradicates 

speculation with the national 

currency and the exchange rate. 

As a result, the capital market is 

becoming more stable, it stops 

unexpected outflow of funds, and 

the balance of payments is less 

prone to crises 

Improving the financial situation of 

the State. 

Full dollarization contributes to the 

creation of investment-friendly 

environment and almost completely 

eradicates speculation with the 

national currency and the exchange 

rate. 

The Federal reserve system of the 

United States receives income from 

the issue of the dollars used in other 

countries. The national currency of 

the United States covers the trade 

deficit. Buying goods in other 

countries, they give in return their 

goods — dollars. 

Full dollarization contributes to 

the strengthening of the global 

economy because it facilitates 

the integration of economies 

Countries with a dollarized economy 

can enjoy higher level of trust from 

international investors to have a 

lower decline in interest rates on 

their external debt, reduce budgetary 

costs and to achieve greater 

investment and growth. 

The demand for the American 

currency is posed by dollarization, 

supported the General demand for 

money in the US economy. This 

significantly reduces the need for 

open market operations to regulate 

money circulation. 

  The strengthening of the U.S. dollar 

as the leading world currency. 

The increase in the number of 

countries where it serves the 

domestic currency, helping the U.S. 

currency to remain the world 

leader. 
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Disadvantages of dollarization 

For the global economy For national economies For the United States 

Dollarization is accompanied by 

a change in the role of gold in 

the global financial system, 

narrowing of its functions. 

A country refusing from printing 

their own money loses the ability to 

directly influence on its economy, 

including monetary policy and 

shaping exchange rates. 

Uncontrolled use of the masses of 

the dollar abroad. Due to the fact 

that America has the greatest impact 

on the international market and 

interest rates, loss of control 

seriously reduces the effectiveness 

of the fed's monetary policy. 

 The Central Bank loses income from 

the issue of money. In return, it gets 

the Federal reserve, and the local 

government lose a significant part of 

the funds, which is also reflected in 

the GDP. 

The growth of political risks. If the 

fed for any reason will increase the 

interest rate, countries with 

dollarization economy may try to 

force the American government to 

influence the fed to have reduced it. 

 National securities also must be 

ransomed in U.S. dollars. If the 

country has enough foreign 

exchange reserves, we have to 

borrow money, which leads to a 

balance of payments deficit. 

Currency export. A large country 

with officially dollarized 

economies, or group of small 

dollarizing countries may refuse the 

use of the US dollar as domestic 

currency and the introduction of the 

national currency. A mass dumping 

of dollars will result, foreign 

exports and a sharp drop in the U.S. 

dollar. 

 Since the national currency is a 

symbol of an independent state, due 

to the use of foreign currency may 

suffer a sense of citizens pride 

 

 In a fully dollarized economy, the 

Central Bank also loses its role of 

lender for other banks. 

 

 The inability to pursue an 

independent monetary policy. In the 

case of the use of foreign currency as 

a legitimate medium of exchange in 

the country's monetary policy is 

actually determined by the Central 

Bank of the country whose currency 

is used. 

 

Source: compiled by the author. 

 

Thus, at the moment, despite the fact that the situation has changed and Europe has 

paid off its debts to the U.S., the dollar still remains the key currency in the world. 

The world trade is still largely conducted in dollars, and it is unlikely that soon this 

practice will stop. The issue of dollars does not stop for a minute so the whole world 

is daily supplied with the new currency. In the case of economic shocks, citizens of 
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any country tend to invest all available funds in the U.S. dollars. All this determines 

the trust to the American currency, despite the fact that the dollar is constantly are 

predicting a quick death, remembering the famous national debt, people at the highest 

level continue to trade payments in dollars, this means that in the near future the 

dollar will remain the base of the world economy. 
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Abstract 

 During the history there have been many different ways of dealing with the 

international payment. In the ancient history we remember the barter system 

functioning. Then came gold and silver, before the bank notes appeared. 

Afterwards came the national money, from the year 1973. Gold standard became 

history, and in the recent time we are talking about some “digital” money. But 

what is happening nowadays? We have the rising need for some new means of 

payment. Internet trade is on the rise, social media rule the contemporary world, 

and so we have the inception of so-called crypto currencies. The most famous 

one of them all is undoubtedly the Bitcoin. What is conceived under the veil of 

secrecy is its very origin. Satoshi Nakamoto, the name under the original paper 

about Bitcoin, remained a secret person ever since the article saw light back in 

2008. Another strange coincidence is that the paper appeared just after the 

world financial crisis took place. One of the frequently asked questions is 

definitely: Is the value of Bitcoin consistent? And we see from the fluctuation that 

it is not. Is this a commodity, a currency or an international mean of payment? 

Can you make profit by investing in Bitcoin? Does Bitcoin have the functions 

that regular money does, especially here we mean the function of saving value.  

Are we going back to the history where every ruler, king or landowner had his 

own currency? It looks like that Bitcoin is going towards decentralization of the 

monetary system known now. Is it that now every person, each individual will 

have his own currency? How is it going to be valued? To all of these 

aforementioned questions and some more we would try to give answers in the 

full paper using the facts and a lot of gathered articles that have been written 

about Bitcoin. Our goal in this paper is to raise the awareness of the changes 

happening in today`s economy and in economic science as a whole. 

 
Keywords: means of payment, virtual currency, Bitcoin, international 

economics 

JEL Nr.:  E42, F36, F52 

 

Introduction 

The main characteristic of the 21st century is certainly a dominance of information 

technology. After three industrial revolutions and a fourth upcoming, technology 

becomes an integral part of our daily lives. The fourth revolution is going a step 

further as it mentions the integration of technology and humans and embedding 

technology into human beings. In addition to technology the culture of individualism 

is highlighted, speed of execution of work, as well as the primary goal of making a 
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profit. Also the end of the 20th and beginning of the 21st century is coloured with the 

process of globalization. In short it is the demolition of all barriers, free movement of 

people, goods, services and capital. Globalization sets in all aspects of social and 

economic development. Removing the barriers that existed in the communication, 

promotion of English as a foreign language, the emergence of the Internet, social 

networks, personal computers, smartphones, all of these contribute to absolute 

connection and communication between people regardless of their location in the 

world. 

In the previous century, international finance recorded a rapid development. 

National financial markets are losing the basic attributes and becoming a part of the 

global financial market. As a result, economic growth and the development of a single 

economic entity did not depend only on the actions taken by policy makers in national 

financial markets. New, more complex relationships in the international finances are 

being established as a result of a continuous process of development of financial 

globalization and financial integration of national economies. The international 

monetary system has also seen significant changes. Changing economic mechanisms, 

rules, rapid development of the world economy causes changes in the functioning of 

the international monetary system. 

Throughout the history colonialist tendencies of some world powers have been 

seen, first militaristic then political, technological and informational colonization of 

underdeveloped and developing countries, and also the "ecological" colonialism is 

being mentioned. The novelty of the Internet, social networks and entire communities 

that are formed in the virtual space create an opportunity to develop a new type called 

"virtual" colonialism. 

The technology used to be centralized as old computers occupied entire rooms of 

large companies and were reserved for use only in corporate and business purposes. 

Today, almost every one of us carries a supercomputer in the palm of our hand or in 

our pockets, has daily interactions with it, but does not notice the amount of 

technology that is built in it. This refers mostly to smartphones whose processors and 

components are more powerful than the old computers which were once used in 

companies. We also have personal computers that are used for different purposes. 

Information used to be limited to traditional media: television, newspapers, the daily 

press. The information market mainly appeared as oligopoly or monopolistic 

competition in its structure. But with the advent of the Internet, especially with the 

growing popularity of social networks, market information is becoming increasingly 

similar to perfect competition. In fact anyone who has an account on any of the social 

networks has the ability to announce a specific news and it will be seen instantly 

around the globe. In the past this would be like if everyone had owned their own 

television network, or a publishing house in which he printed his own news. 

There is an analogy between the computer and the method of communication on 

one side and the international payments on the other. Exclusivity and monopoly that 

once possessed the global television companies or large companies that used 

computers, global financial institutions currently enjoy in the performance of 

international payments. But also in this field appeared a tendency towards the 
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individualization and the overtaking the role of the banks. The desire of end-users to 

take on the role of emission of money from central banks and the control over 

payments with significantly reduced fees is becoming stronger and stronger. It can be 

said that the technological revolution, the availability of modern technology, the 

popularity of the Internet and global communication are necessary prerequisites for 

the creation of a new phenomenon. 

Just like this arises the idea of a currency which would be completely independent 

of the central and commercial banks, monetary authorities, various rules and 

regulations of the countries. The birth of the idea of virtual currencies can be 

characterized as a kind of globalization of the international payment system, where 

perhaps it is more accurately to use the term individualization and privatization 

instead of globalization. Does, however, this phenomenon of virtual currency carry a 

new latent form of domination of world powers with the aim of achieving virtual 

colonization? Are virtual currencies only seemingly exempt from national 

characteristics? Also, with the emergence of a large number of new virtual currencies 

there is a comparison with the Middle Ages, when almost every ruler had its own 

currency, its own money and means of payment. Do we move toward 

individualization and privatization of the currency? 

The main objective of this paper is to raise the awareness of the existence of virtual 

currencies, a more detailed explanation of their creation and functioning, their 

identification in the international monetary and financial system, as well as pointing 

the way of making a profit with the help of the most famous and the first virtual 

currency - Bitcoin. 

 

I The Bitcoin phenomenon 

1. Defining and functioning of the Bitcoin 

Bitcoin is what is known as a virtual currency. A virtual currency is a means of 

payment that is, units of the virtual currency represent a value. It is intended for use in 

payments within a specific virtual community, such as a particular website, or in a 

network of users with special software for managing the virtual currency and making 

payments. This type of virtual community can thus be said to resemble a voluntary 

agreement to use a specific item as a means of payment. 

There are a large number of virtual currency schemes that have been built up, and 

function, in different ways. They can be broken down into different categories 

depending on the extent to which it is possible to buy and sell the virtual currency. 

Here, we divide them into virtual currency schemes that are closed, with 

unidirectional flow and bidirectional flows. In closed virtual currency schemes, the 

virtual currency can be neither bought nor sold, but only earned and used on certain 

websites (such as World-of-Warcraft Gold). If the virtual currency can be bought for 

national currency but not exchanged back, the scheme has a unidirectional flow (such 

as Amazon coins). When the virtual currency can both be bought and sold and used 

outside of a certain website, the scheme has bidirectional flows. As explained below, 
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Bitcoin is an example of a scheme with bidirectional flows. However, these categories 

can overlap.  

A further distinction that can be made is whether the virtual currency is centralised 

or decentralised. As with banknotes and coins, payments with virtual currency units 

are made by means of them changing ownership. The ownership structure must 

therefore be registered somewhere, otherwise it might be tempting for a virtual 

currency unit holder to duplicate it and use it multiple times. A centralised virtual 

currency scheme has a centralised 

Bitcoin was created with the appearance of the original article on the 30. october in  

2008. issued by the pseudonym Satoshi Nakamoto. It was never found out who 

exactly that person or those people who created Bitcoin were. There are doubts about 

the coherence of the global financial crisis that took place in 2007. and in 2008 spilled 

over to the real sector and turned into a global economic crisis. However it is unlikely 

that such a complex system of codes could be created in such a short period of time. It 

is more likely that this system was created and was waiting for adequate time to 

appear on the orld stage and that the crisis created such an environment. Due to the 

uncertainty and mistrust in the banking and financial system, an electronic crypto 

currency appeared that according to the original published article is not controled by 

any institution but only by the users themselves. This seems tempting for the 

investment of capital. 

First and foremost it is an open source code that is always available to everyone. 

Bitcoin is designed as an electronic crypto currency that has a final offer of 21 million 

Bitcoin. There is a complex system of creating these currencies, the term used is 

„mining“ the currency. During a period of 10 minutes a block of 25 Bitcoins can be 

formed. The block size is reduced to the amount already "dug" (Eng. Mined) e-

money, and retrieving data for the new Bitcoin-e is more difficult. 

Emissions of Bitcoin are fully planned and programmed, and its management is 

assigned to the network itself, i.e. those computers that perform verification 

transactions. This algorithm was chosen because it largely approximates the growth 

rate of extraction of certain minerals such as gold, having a limited amount of Bitcoin 

that at some point may exist in the system and the maximum amount that can be 

"excavated". It is assumed that Bitcoin should evolve like gold. At the moment when 

the excavation is very difficult, its value will be determined by the amount of 

transactions, as well as the demand for the currency. Bitcoin as a currency is 

independent of the central banks, the governments and the financial establishment. 

Some believe that this is an important financial innovation in recent years, and 

what most definitely attracts attention is the spiraling price of Bitcoin. Bitcoin`s 

ultimate goal is to become the alternative to existing payment systems. It enables 

cross-border transactions without interference from the state or central banks and 

commercial banks and without a fee. 

There are two ways to become the owner of Bitcoin, the foregoing one is the 

mining, while the other is to purchases already created (excavated) Bitcoins on many 

markets that operate around the world and trade Bitcoins. 
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2. Benefits and risks of Bitcoin for users 

For individual users, there are both benefits and drawbacks in Bitcoin, depending on 

the payment situation. The benefits mainly relate to anonymity or integrity, 

convenience, rapidity and costs. The drawbacks mainly relate to the lack of any kind 

of protection for users. In certain situations the benefits can outweigh the drawbacks, 

and vice versa in other situations. Normally, the benefits should weigh heavier in 

situations in which there are no simple, cost-efficient traditional payment services. 

Depending on the situation can sometimes outweigh the benefits and sometimes 

disadvantages: 

Bitcoin protects user identity; The stated purpose of Bitcoin is to enable 

anonymous payments online and make them independent of governments, banks and 

other institutions. So, for users, the benefit of Bitcoin is that the network in which 

payments are mediated is global, and that certain payments that were not previously 

made for integrity reasons can now be made, both locally and globally. If a payment 

on a website is reduced to the push of a button instead of requiring entering a volume 

of payment information such as card numbers, etc. the time(cost) of the paying party 

for a payment is reduced. The risk of fraud can also be perceived as lower unless card 

numbers or account numbers need to be disclosed to the recipient. Personal integrity 

can then also be perceived as higher. A virtual currency can also allow users to make 

payments to new groups of recipients that are otherwise hard to reach, especially for 

payments for which the sender and recipient are in different countries. For some 

cross-border payments of this kind, Bitcoin can also prove a much cheaper and more 

convenient alternative to more traditional payment services. 

Bitcoin is not regulated by any national legislation; There is no central Bitcoin 

issuer because the value units are created automatically in the network. Bitcoin thus 

does not come under any national legislation, neither is there a body to which any 

claims can be directed. The payments are also anonymous and as a rule it is not 

possible to show that a payment was made to a certain recipient. The exception is if 

the parties involved know each other’s identities and it is possible to demonstrate who 

owns a certain wallet. Individual users thus only have a narrow possibility of asserting 

their rights in the event of a payment going wrong. 

Sharp fluctuations in the Bitcoin exchange rate; Bitcoin does not represent a claim 

on another party rather its value consists entirely of an expectation that it can be used 

in future transactions. The value is thus highly sensitive to changes in such 

expectations. Depending on the point in time at which somebody buys or receives 

Bitcoin, major exchange rate gains or losses can be made. Whether this is bad or not 

depends on the purpose of holding Bitcoins. If it is purely for transaction purposes, 

the exchange rate risk is considered to be negative because it makes the payment more 

risky; that is, the sender and recipient of the payment find it more difficult to set 

prices in Bitcoin. This is perceived as an increased transaction cost. For the Bitcoin 

holder, there is also a risk of losing value, either by fraud or accident. This is because 

the wallet and encryption keys are stored in some type of medium, such as on a hard 

drive. Should the hard drive be destroyed for some reason, the information would also 
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be lost and hence so too access to the Bitcoin registered in the wallet. Through 

hacking, an external party can also access the value by initiating a payment to another 

wallet he controls. Fraud has occurred, the primary example being that which 

happened to exchange company Mt Gox, in which several hundred thousand Bitcoins 

were lost. In this way, Bitcoins are more like cash than funds in bank accounts. If one 

loses or inadvertently destroys cash, its monetary value is lost. It can also be stolen. 

Funds in banks accounts are more protected. If the bank acts negligibly, it is liable to 

pay compensation. If the customer acts negligibly there is a statutory limit to his 

liability to pay compensation, and if the bank goes bankrupt there is a state deposit 

guarantee scheme that protects funds in accounts up to a certain value. 

3. Benefits and risks for society 

There are three main types of benefit that a virtual currency like Bitcoin brings to 

society. 

First, payments in Bitcoin can be more cost-efficient than traditional payments in 

certain situations. Bitcoin can thus, in some cases, involve savings and hence a more 

efficient payment system. Second, a virtual currency like Bitcoin can contribute over 

time to a more robust payment system by not all payments passing through the 

traditional financial infrastructure that constitutes hubs around which the payment 

flow is concentrated. If the functioning of such a hub were disrupted for some reason, 

the related payment traffic also comes to a halt. The mere fact of there being 

alternative routes for certain types of payment is positive from a contingency point of 

view. Third, there is a potential benefit in the form of innovation of new payment 

services and financial services that can be built around Bitcoin. Another important 

aspect is that the Bitcoin protocol is publicly available online, and that it can be 

modified if a majority of the network’s computing power supports such a 

modification.  

There are essentially two types of risk that Bitcoin could pose to the payment 

system. First, there is a risk that potential distrust of Bitcoin could spread and lead to 

more extensive distrust of other participants in the retail payment market too. This 

could lead to consumers and companies also rejecting safe payment services and 

participants in favour of perhaps more costly and slower payment services. The 

market would then not function as well. Second, if key participants in the retail 

payment market, such as banks and financial infrastructure, were to have major 

Bitcoin holdings, this could expose them to substantial financial risks. It is they who 

provide payment services to households and companies, and if a few such participants 

were to fail at the same time, this could lead to a deterioration in the functioning of 

the market, at least temporarily. At the same time, risks to financial stability could 

theoretically arise if important financial institutions are directly exposed to the virtual 

currency, or if credit losses are sustained because the institution’s customers are 

heavily exposed. 
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II Bitcoin in the international monetary and financial system 

1. International payments and Bitcoin 

It is very difficult to classify Bitcoin in a particular area. There are indications that it 

can be marked as international payment given that it is being exchanged between 

residents of different countries. Foreign payments or international payments include 

all payments and collections between individual persons and legal entities of a 

country with the persons and entities who are in other countries, regardless of the 

basis on which the payment is made. In the international payment operations, as 

opposed to the payment transactions that take place within one country, there are no 

universal legal tender that is accepted in all countries. Given that there are a large 

number of currencies, there is a need of conversion, interference of a large number of 

banks and financial intermediaries, each of them requiring a certain commission. 

However, the characteristics of international payments that they represent the 

counteract of an actual economic flow, are being carried out between residents and 

non-residents in the funds of international liquidity and they cause changes in the 

balance of payments. Therefore, the basic characteristics of international payments 

are: 

• they represent the counteract of real economic flows; 

• they are performed between residents and non-residents; 

• they are performed with means of international liquidity and 

• they cause a change in the balance of payments. 

If the order goes on to consider which of these characteristics Bitcoin has we will 

see the following. As to the first characteristic in exchange for Bitcoin it is possible to 

obtain certain real economic goods or services subject to the restriction that accepting 

Bitcoin as a substitute for money is still at an early stage and there are still a small 

number of companies that accept payment with this "currency". The fact is that 

Bitcoin works at the international level and that payments can be made and that is 

precisely executed between residents and non-residents, this is even one of the 

reasons of its inception. In the third characteristic there appears to be a certain overlap 

of terms regarding that a system in which Bitcoin works does the payment using this 

"currency", but that just shows that Bitcoin itself represents the means of international 

liquidity, if it is considered that it is used for settling international obligations and it 

can be said that the means of international liquidity must be accepted by the 

participants in international trade, or by an international financial institution. It 

remains an open question whether the exchange of Bitcoin between residents of the 

two countries leads to changes in the balance of payments and is that in some way 

recorded. From the analysis of the Bitcoin system it cannot be classified with certainty 

as a system for carrying out international payments.  

2. Bitcoin as a Currency 

The main economic debate surrounding Bitcoin is on whether it is a currency or not. 

The definition of currency is straightforward: a system of money in general use. In 
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order for tender to be considered a currency, it must meet three criteria(Kiyotaki and 

Wright 1989):  

(1) it must be able to be used for transactions,  

(2) it must be able to be used as a unit of account, and  

(3) it must be able to store value  

The first requirement of a currency is that it can be used for transactions. There are 

thousands of websites that accept Bitcoin: in December of 2015, there were 

approximately 200,000 daily Bitcoin transactions per day (Tiller 2015), but this 

volume is tiny compared to other currencies. However, there are still many smaller 

recognized currencies that have far less daily volume. Furthermore, the number of 

Bitcoins being used for transactions has been increasing for the last 3 years (Ibid). 

There is no generally accepted volume or value that a currency has to be used in 

transactions for it to be considered a currency. For example, Cambodia, Lao, and 

Uganda’s currencies are less active than Bitcoin, but they are still considered 

currencies—they are weak currencies, but currencies nevertheless. Although the daily 

volume of Bitcoin is relatively small, it is still being used on a consistent basis and 

has seen a drastic increase in use. Overall, it is unclear whether Bitcoin meets the 

transactional requirement of a currency—this depends on the interpretation of this 

requirement. 

The second requirement of a currency is that is can be used as a unit of account. 

This is also debatable for Bitcoin. It clearly has unit of account characteristics. First, it 

is divisible. A Bitcoin can be divided into an infinite number of pieces, and these can 

be put back together to form a full Bitcoin. Rogojanu and Badea (2014) noted that one 

of the challenges with Bitcoin is that the number of Bitcoins is limited to 21 million, 

but Van Alstyne (2014) pointed out that fractional ownership of a Bitcoin is possible; 

therefore, the 21 million is not a limiting number. Second, Bitcoin is fungible. All 

Bitcoins are created equally, and they can all be interchanged. Third, it is countable 

and subject to mathematical operations. Although Bitcoin seems to clearly meet the 

unit of account requirements, there is still debate on this. The debate primarily 

revolves around 

Bitcoin’s ability to value goods and services; because of its volatility, it has trouble 

consistently valuing goods and services. As Figure 1 shows, Bitcoin displayed 

substantial volatility from 2011 to 2015. However, many currencies incur extreme 

volatility and are still considered currencies (Dornbusch et al. 1995). 

The third requirement of a currency is that it be able to be used as a store value of 

account. Glasser et al., (2014) empirical analysis of Bitcoin users suggest that Bitcoin 

is more demanded as an asset than as a currency; they found that users are keeping the 

coins to store up value for future use. This was further substantiated by Wu and 

Pandey (2014); they found that Bitcoin is a good investment asset to use for portfolio 

diversification. This has also been substantiated by several other studies and is in line 

with the reason that Bitcoin was originally created—which was to offer an alternative 

currency that would not lose value because of actions taken by government 

(Nakamoto 2008). Some have argued that Bitcoin’s volatility marginalizes its store 
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value. To that point, many investors gauge the credibility of a currency by its stability 

and ability to be a safe haven when other financial assets are experiencing volatility 

(Ranaldo and Söderlind 2010).  

The state of Bitcoin as a legitimate currency is unclear. It demonstrates the 

hallmarks of a currency, but its volatility brings into question whether it clearly meets 

the requirements of a currency. The volatility has been its largest source of criticism, 

but this is to be expected of a young currency. Many currencies have suffered from 

high levels of volatility, but the main difference between these currencies and Bitcoin 

is that Bitcoin is not backed by a government. It is clear that the legitimacy of Bitcoin 

as a currency will remain ambiguous for the foreseeable future. In order to gain wide 

acceptance as a currency, it is going to have to continue to grow in 

use for several more years and not have any more security issues. In the meantime, 

there is evidence that Bitcoin is a useful economic instrument.   

III Value of Bitcoin 

1. Movement of prices of Bitcoin 

Given that one of the main disadvantages of Bitcoin is the huge volatility of its price 

in the market, one the following graph its price movement from the very beginning 

until today will be shown. 

Figure 1: Trends in prices Bitcoin-a 

 

 
Source: http://www.coindesk.com/price/ 

Since its appearance almost up to 2013, the value of a Bitcoin was insignificant 

and mainly used by technology enthusiasts and those that were interested in 

cryptography. But after seeing the current dizzying rise in the price especially from 

the end of 2013, when the price in some markets reached then a maximum of $ 1,000. 

Then, after reaching the peak comes a drop of price and many fluctuations, but the 

value has not fallen below 250 dollars, and after 2015 there was a renewed growth of 

price to reach its highest value and even surpassed the value of gold in the closure of 
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3 March 2017 on certain stock exchanges Bitcoin has cost up to 1,290 dollars, while 

an ounce of gold cost 1233 dollars. Currently it is worth almost double the value of 

gold, it is worth over 2220 $, and it has a new peak of 2766 $ reached on the 25 of 

May. Some of the events that changed and affected the price of Bitcoin will be 

mentioned of the value. First transaction made via Bitcoin in order to purchase a real 

good happened on 22 May 2010 when a resident of Jacksonville in Florida ordered 

two family pizzas and offered the seller 10,000 Bitcoin units. The seller agreed to, and 

if  the seller would exchange those Bitcoin on current prices he would receive over 2 

million of dollars for them ! But back then they were worth around 100$ and were not 

so easily convertible for dollars. In February 2011, the value of Bitcoin grew to $ 1 

for 1 Bitcoin. Then there happened exponential growth levels until 2013 and 2014. 

Between these years there were fluctuations when the Chinese government prohibited 

financial institutions  to use Bitcoin. Later in 2014, a drop of the largest stock 

exchange for Bitcoin, Mt Gox due to hacking lead to splitting of Bitcoin price and a 

loss of confidence in the whole system. But after that we see a steady upward trend 

that began in 2015 caused mostly by the most media attention, especially frequent use 

of social networks and the Internet, then a number of companies that accepted Bitcoin 

as a  tender, the occurrence of articles in reputable journals, for example the front 

page on 31 October 2015 in the journal the Economist, then  television reporting etc. 

Also, many countries are moving to legally regulate this virtual currency and that 

gives it stability and confidence. All this leads to overcoming the gold price on March 

3, 2017. Of course the fact that by the current data already about 16 million Bitcoins 

have been excavated and the procedure is largely made it more complex in order to 

limit the offer. Next shown is a graph with increased complexity of the process of 

mining. 

Figure 2: The complexity of the process of mining 

 

 
Source: http://www.coindesk.com/data/bitcoin-mining-difficulty-time/ 

We see almost exponential increase in the complexity of the mining process that 

accompanies an increase in the number of Bitcoin users as well as the number of 

miners. 
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2. Gold and Bitcoin 

Even the creators of the idea of Bitcoin are all the time alluding to his resemblance to 

gold, ranging from gold-coloured coins to be used as a logo of the virtual currency, 

then to the limited supply, and up to some details such as terms used which include 

the process of Bitcoin mining, the excavation of currencies, some of the users are 

called miners and so on... 

Figure 3: Trends in the price of gold last 30 years 

 
Source: http://goldprice.org/gold-price-history.html 

It can be seen that since 2008 there has been a rise in the gold price. This points to 

a general loss of confidence in the cross national currency after the financial crisis that 

occurred this year and the transfer of funds into gold. In many ways, gold is the 

precious metal counterpart to the Bitcoin. Like the Bitcoin, gold must be obtained 

through mining. But, while gold is obtained through physical mining, Bitcoins must 

be “mined” virtually through the deciphering of special computer encryptions. 

Another similarity is that both gold and Bitcoins are only available in limited 

quantities. It is estimated that there is approximately 171,000 metric tons of gold in 

the world, while the Bitcoin system will only be able to generate and support a 

maximum of 21,000,000 bitcoins until further technological advances are made. 

Given such similarities and their individual market activity over the past few years, it 

is understandable why many believe that Bitcoin could ultimately replace gold in 

terms of value. However, in spite of this evidence, there are a number of reasons why 

this shift is unlikely to occur. The first reason that the bitcoin will never replace gold 

is because it still poses a great deal of financial risk. Despite its recent peaks in market 

value, the bitcoin continues to experience significant price fluctuation that often 

results in substantial losses. Furthermore, both the future and the viability of the 

bitcoin have yet to be determined, leaving many customers wary over the the security 

of their virtual savings in the event that the system becomes terminated or obsolete. 
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With such instability and uncertainty surrounding the bitcoin, it is unlikely that it will 

generate the customer base to match, much less surpass, gold as an investment asset. 

Another reason that the bitcoin is unlikely to replace gold as an investment asset is 

that the system has yet to achieve full status as a truly "universal" and legitimate form 

of currency. Many countries, including Germany, Norway, Russia, France, Thailand 

and Korea, refuse to use the bitcoin for fear of potential loss. In fact, several have 

gone as far as making it illegal in their country. In contrast, there isn't a country in the 

world that would ignore the value of gold, much less prohibit its use. Therefore, until 

the bitcoin can reach the same worldwide level of legitimacy and approval that gold 

has, it will never be able to replace gold as a valuable commodity. The final reason 

that the bitcoin is unlikely to surpass gold as an investment commodity is that gold 

has consistently demonstrated signs of recovery since it plummeted by 28% in 2013. 

Many people presumed that the sudden drop in gold's market value was an indication 

that it had lost its status as a safe investment choice. However, a number of signs, 

such as the increase in debt-to-GDP ratio and the increase in the price of mining, 

suggest that gold will not only recover from its drop, but it will continue to thrive as a 

popular investment commodity. Consequently, as long as investors believe that gold 

can generate profits, they will continue to forgo any other potential replacements.  

If we look at comparative price movements of Bitcoin and gold (Figure 4) it shows 

that the price of Bitcoin at the end of 2013 almost reached the price of one ounce of 

gold in the market and then launches headlong to mid 2015. After a significant 

decline and periods of depression Bitcoin price has recorded constant growth and in 

April 2017, is equated with the price of gold at the end of the month to outpace the 

price of gold on the market, marking further growth. 

Figure 4: Budget Bitcoin and gold 

 
Source: https://www.theatlas.com/charts/B1At3pS9l 

The figure clearly shows how the price of Bitcoin is less stable compared to the 

price of gold, but also clearly we see the moment when first the price of Bitcoin 

almost caught up with the price of gold, and then after the fall and re-growth caught 

up with and surpassed the price of gold at the end of this graph. 
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Conclusion 

Bitcoin is the most famous and the first virtual currency in the world. This scheme is 

decentralized virtual currency with two-way flow and can be called crypto-currency. 

It is designed to be independent of the governments, banks and other institutions. 

Essentially Bitcoin functions as a sort of electronic cash. Emissions of Bitcoin are 

fully planned and programmed, and its management is assigned to the network and to 

the end-users. 

There are certain characteristics out of which some stand out: the anonymity of 

users, non-payment of fees for the transfer of funds, lack of national legislation on this 

issue, the risk of loss of value due to volatility. Among these characteristics there is 

no strict division of the advantages and disadvantages as an item can belong to both 

categories. Certainly it is necessary to mention the abuse of this virtual currency, 

which was associated with trafficking in illegal goods, financing of terrorist 

movements, money laundering, tax evasion, but we hope that it will find ways in the 

future to minimize and eradicate this type of usage. 

In the context of the international monetary and financial system Bitcoin can be 

classified within the scope of international payments as well as the performance of 

certain functions of money. However specific positioning is not yet possible to 

perform due to the many uncertainties that are related to this phenomenon. With 

regard to its status in the national regulations differing from one country to another 

and moving in the range from full legal invisibility through acceptance as some forms 

of property, to complete acceptance as proper currency. National Bank of Serbia for 

example does not recognize Bitcoin as legal tender and warns citizens that they are 

using this currency on their own responsibility in case of fraud or loss on investment.  

The price of this currency shows considerable volatility and steep ups and downs, 

until the last quarter of consistent growth, catching up and even overtaking the price 

of gold on the market. It remains unclear, however, what is the future of Bitcoin? The 

answer here can go in two main directions, full optimism on one and pessimism on 

the other side. 

If we start optimistically and assume further operation of the virtual currencies and 

the Bitcoin at the very top of them, there will be official recognition of this currency 

in most countries of the world that will be accepted as legal tender. Banks, financial 

institutions and state reserves will include Bitcoin within their funds. In calculating 

the balance of payments, the new method will add a special section which will refer to 

the exchange of virtual value, in which the main item will be occupied by the virtual 

currency Bitcoin. If we start with creative optimistic attitude it can even be predicted 

that Bitcoin could be included in the basket of currencies used in the calculation of 

special drawing rights (SDR) at the International Monetary Fund (IMF). What this 

would certainly require is some way of global defining and adopting the rules of 

operation and use of this currency, for example to adopt a specific resolution at the 

United Nations. If all this comes true it would inevitably pressure the increase of the 

supply of Bitcoins as the current 21 million units would simply become to scarce for 

such ambitious plans. There will occur many dangers related to the loss of state 
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control over the levers of monetary and fiscal policy and Bitcoin should therefore be 

adequately and timely regulated  in the field of virtual currency. 

The second scenario is not nearly as imaginative as the one described above. 

Namely, if it turns out that all this was a pyramid scheme designed to enrich those 

who are at the top of the pyramid at the expense of those who are at the bottom, after 

some time there will be a bubble burst that will occurr around Bitcoin similar to what 

happened with the real-estate sector in America, where we experienced a bubble 

bursting in 2007. Many also compare this to the frenzy of "tulip mania" that has been 

on-going in the Netherlands during the 17th century. The greatest fear has exists from 

the sharp drop in prices of these virtual crypto currency because then there would be 

its general desertion and huge sums of money would be lost, leaving Bitcoin to 

become just another of the interesting stories in the financial history. 

Chance of a certain third scenario where there will be a slight increase in the 

popularity of these currencies, will record certain ups and downs in the price, but will 

still be able to maintain its place at the international financial scene. The recognition 

of many countries and the introduction of Bitcoin into legal channels would certainly 

contribute to this. 

At the end, many questions remain shrouded in mystery: who is behind the Bitcoin 

phenomenon, who profits from this scheme, and whether it will come to collapse or 

success ... Is this one of the levers of creating "virtual" colonialism mentioned at the 

beginning? No one can definitely say the last word here, although many things depend 

on state authorities and financial institutions, as well as on end-users who will decide 

on the fate of Bitcoin. 
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Abstract 

The aim of this essay is to study the intervention measures of ECB within the 

Euro system. In the beginning, we will present the conventional monetary 

measures and then we will describe the unconventional  measures, which were 

considered necessary by the ECB in order to secure the stability and 

performance of the financial system within Europe and at the same time, to 

support the real economy to overpass recession. As it is well-known, the current 

crisis started as sovereign debt crisis that is closely linked with the 

complications in the financial system. In this sense, the role of ECB is considered 

to be important for both the Euro System and European economy.   

 

1. Introduction 

Banking and financial sector is believed to the most important sector for a state since 

it is responsible for affecting its economy substantially. A stable, strong and robust 

system can improve economic conditions, increases employment and decreases 

unemployment, improves standard of living and helps in developing other sectors 

such as construction sector, oil and energy sector and telecommunication sector. In 

the year 1999, 11 European nations had undertaken the decision to adopt a single 

currency known as the Euro, which would be a substitute for the home-country 

currencies [1]. The “Euro System” had been founded in order to improve financial 

stability and economic condition of European Union and therefore, it comprised of 

European Central Bank (ECB) as the main governing body with 11 central banks of 

the countries, who had participated in the creation of Euro-System, as members [1]. 

These banks were responsible for modifying, enhancing and managing monetary 

policies in 11 of the member states. Since 2011, the Euro-System or better known as 

Eurozone, had expanded itself and includes 17 countries including Austria, Belgium, 

Cyprus, France, Germany, Greece, Italy, Netherlands and Spain [2]. While the Euro-

System focused on adopting a single currency in all member states, the European 

Central Bank (ECB) had been establish to design monetary policies that would help in 

improving the economic conditions [3].  The ECB had designed conventional 

measures before the global financial crisis, whereas after the crisis, it adopted 

unconventional monetary policy to combat inflation. The goal of this paper is to 
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analyze ECB’s conventional and non-conventional monetary policy, before and after 

the financial crisis, in the lights of broad and diverse academic resources.   

2. Literature Review 

2.1 Conventional Monetary Measures of ECB 

ECB has been identified as an important component of the Euro-Zone or Euro-

System, since it was recognized as a legal body, whose responsibility was to oversee 

monetary policy. The Euro system had been introduced in the Euro Zone to improve 

price stability in member states and to provide support to economic policies in the 

region. The monetary policy adopted clearly demonstrates that price stability is the 

main objective of the ECB [1, 3].   Before the global financial crisis, the ECB’s 

monetary policy was based on two fundamentals: monetary policy strategy and 

operational framework. The monetary price strategy had been identified to determine 

the interest rate that would be needed to promote price stability with respect to time 

[1]. The operational framework had been identified to identify the steps and variables 

it will use to achieve the targeted interest rate [2].   

2.2 The ECB’s Monetary Policy Strategy 

The first aspect of the ECB’s conventional monetary policy is the strategy it used. The 

strategy adopted by ECB revolved around risk analysis of Euro-one to promote price 

stability and to use various channels, which help in improving economy in the 

member states. To achieve this, ECB had defined two fundamentals: Price stability 

quantitative definition and economic and monetary analysis [1,5,6].  

 

 
Figure 1: ECB Monetary Policy Objectives [1] 

• Price Stability: Price stability has been identified as the main goal of the 

Euro-zone, its definition has not been clearly identified in Treaties on the 

Statute of the European System of Central Banks (ESCB) [1].  ECB has given 

a quantitative definition of the term. Price stability, under ECB, is defined as 

the “a year- on-year increase in the Harmonised Index of Consumer Prices 

(HICP)13 for the euro area of below 2%” [5, p.157].  The definition of price 

inflation is further narrowed down by asserting that inflation rates need to 

equal or below 2 percent.  The definition of price stability provided by ECB 
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had increased the credibility, validity and transparency of ECB’s monetary 

policy [2].  

• Economic and Monetary Analysis: The second aspect of ECB’s monetary 

policy is the economic and monetary analysis it conducts since its decisions 

are based on it. Both economic and monetary analyses are dependent on 

another and are conducted to identify short term and long term risks 

respectively [3]. Both analyses are instrumental in identifying errors, which 

can be overlooked if used individually [1,2].  Economic analysis conducted by 

ECB in terms of its monetary policy, focuses on analyzing the economic and 

financial conditions in the Euro-zone and identifying the short-medium term 

risks, which have affect price stability [4]. Economic analysis focuses on 

identifying economic shocks, their nature and their impact on costs and prices 

[1].  Variables that are used in the economic analysis include labor market 

conditions, global economy trends and conditions, exchange rates and 

conditions of financial sector [6].  Monetary analysis on the other hand is done 

to provide detailed analysis of monetary and credit trends, over medium to 

long term.  Variables used for monetary analysis include short term deposits, 

long term deposits, and debt securities with maturity of 2 years and circulation 

of currency. The impact of these variables on economic growth and recession 

are analyzed to reach to conclusions.  

2.3 Transmission Channels for Monetary Policy 

The ECB’s monetary policy has various transmission channels, which have been 

adopted by the ECB to influence the economic conditions of Euro-Zone and 

maintaining price stability (Refer to Figure 2) [7].  The conventional monetary policy 

transmission is achieved in 2 steps. During the first step, the changes made by ECB 

related to interest rate policy have direct impact on the asset prices, interest rates 

identified by the market and exchange rates [8]. Consequently, these changes affect 

the demand of investment as well as credit. During the second step, the policy 

changes affect household spending, organizations that have direct impact on the 

demand and the price stability. Monetary policy affects money-market rates and 

therefore, it can have significant on nominal market interest rates [9].  Since ECB has 

control over money-market rates, it has significant control over other channels of 

transmissions including firms and household spending. Finally, it has complete 

control over prices.  Another medium of channel is changing the official rate, which is 

done by the ECB. The official rate is moved with the help of financial market to 

influence financial market rates and short term rates. Financial market rates include 

temporary loans, temporary securities and repurchase agreements. Short term rates 

include deposits made within the bank. 

The change in interest rates can affect banks in positive or negative manner, 

depending on the cash flow, which is adjusted through their own interest rates that 

they have identified for loans and deposits.  Changes in interest rate can affect the 

ability of the borrower to repay the loan [15]. Money market rates are responsible for 

influencing the exchange rates channel since increase in the rates of currency can 
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significantly attract investors and improve economic conditions. Asset prices are also 

influenced by money market rates since changes in the interest rate can allow 

corporate bodies to invest in new ventures [16].  Interest rates and bond prices have 

inverse relationships. Rise in interest rates decreases bond prices, decrease in interest 

rates increases bond prices [11, 12, 15].  

 

 

Figure 2: Monetary Policy Transmission Channels [3] 

2.4 ECB’s Operational Framework 

The second aspect of ECB’s monetary policy is operational framework, which 

comprises of policies and procedures adopted by the Euro-Zone to influence interest 

rates, liquidity management in the money market and indicate changes in monetary 

policies.  Under this category, there are 3 main elements: considerations of open 

market operations, standing facilities and minimum criteria for reserves.  

• Considerations of Open Market Operations: ECB’s monetary policy aims 

at liquidity management. Under this category, the important functions are 

managing main refinancing operations (MROs), analyzing and planning for 

long-term refinancing operations (LROs), managing and improving operations 

and improving the overall structure of the operations of ECB in the Euro-Zone 

or Euro-System [10].  Open market operations are done by ECB through 

reverse transactions, where repurchase agreements are used to purchase or sell 

assets or using collaterals for taking credit operations. These transactions are 

primarily used for main refinancing operations and long-term refinancing 

operations [11].  
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• Standing Facilities: The second aspect of the operational framework of 

conventional monetary policy adopted by ECB focus on “providing and 

absorbing overnight liquidity and signal monetary policy perspective” [12, 

768].  For this purpose, two facilities have been assigned: Marginal Lending 

Facility and Deposit Facility. The former is responsible for permitting banks to 

take funds from the national central banks they are affiliated with immediately 

[5]. The latter allows banks to make deposits to their affiliated national banks 

instantly. Both facilities are responsible for providing an immediate, 

“overnight” rate to the financial market [13].   

• Minimum Criteria for Reserves: All of the banks in the Euro-Zone are 

required to keep minimum amount of reserves on current accounts [14]. This 

allows the banks to provide stability to the interest rates of the financial 

market since institutes are given the opportunity to reduce the impact of 

liquidity fluctuations, which are temporary in nature [12, 13]. Furthermore, it 

also helps in the creation of shortage of structural liquidity, which allows ECB 

to influence the rates of the financial market by considering the open market 

operations [11].   

2.5  Global Financial Crisis (GFC) of 2007-2008, Euro-Zone and ECB’s 

Unconventional Measures 

The financial system of the Euro-Zone is considered to be different from that of 

United States since the majority of the financers are banks. Since the structure is 

primarily driven by banks, it affects the monetary policy implemented significantly 

[10].  The collapse of Lehman Brothers in the year 2008 was responsible for affecting 

the financial sector of Europe.  Financial institutions in United Kingdom, Belgium, 

Germany, France, Ireland and Spain were severely affected by Lehman Brother’s 

collapse. The first consequence of the collapse that was evident was the collapse of 

the interbank market, which compelled the ECB to “provide extra liquidity on 

massive scale” [11].Furthermore, the government debt increased since they focused 

on providing support to banks in order to stabilize interest rates and to fight inflation. 

To control the effects of the crisis, ECB non-monetary policy aimed at refinancing 

operations strategy, which is the opposite of the strategy adopted by the US Federal 

Reserve System [12]. The first approach adopted by the ECB was to protect the banks 

by providing them sufficient funds. From October 2008 to May 2009, ECB 

significantly reduced its interest rates [13]. It also adopted temporary policies to avert 

the crisis and to fortify and stabilize banks.  
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Figure 3: Outstanding Loans in Millions of Euros, Identified by Industry: C is 

for Construction, M is for Manufacturing and T represents Trade and other 

sectors from 2003 to 2016 [22] 

Along with providing financial assistance to Banks, the ECB took the following 

unconventional measures to fight off GFC 2007-2008 that are discussed as follows: 

• Maturity of Liquidity Provision Extension: For long-term refinancing 

operations (LTROs), the maturation period had been extended by ECB from 

three months to a year [14]. The main objective of this approach was to ensure 

that the interest rates of the money markets are minimized significantly in 

order to reduce market uncertainty. Furthermore, this move had been taken by 

the ECB to offer liquidity planning for banks to ensure that the process 

interbank lending and bank loans operate efficiently [15].   

• Currency Swap Agreements: Another strategy taken by the ECB to improve 

its monetary policy was to promote currency swap agreements [11, 12, 13]. 

Thus, the US dollars were used by the Euro-Zone as a strategy to provide 

liquidity expressed in foreign currency. The Euro-system focused on adopting 

a currency system that was reciprocal in nature and collaborated with the 

Federal Reserve System to provide funds in the foreign currency, i.e, the US 

dollar with fixed interest rates and several maturity periods, which helped 

ECB to reduce market uncertainty substantially [12, 14, 15]. 

• Collateral Requirements: The ECB pursued eligible collateral requirements 

in order to ensure that the banks have access to wide ranging assets, which 

could be used by them to improve the central bank liquidity [11].  The eligible 
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collaterals had been compatible with the Euro-system refinancing operations 

and they also included asset backed securities [14].   

• First Covered Bond Purchase Program: Another policy adopted by the 

ECB was the adoption of First Covered Bond Purchase Program [15]. The 

goal of this program was to revive the covered bond market, which is 

considered to be the main source of fund for the European banks [17]. This 

program had been undertaken since the bonds market had been exhausted 

significantly from liquidity and issuance perspective [22]. 

 

Figure 4: ECB’s Unconventional Monetary Policy after the Crisis [20] 

2.6 ECB Monetary Policy and European Sovereign Debt Crisis 

In the year 2010, the European money and financial market were hit by debt crisis. 

Countries that were affected include Ireland, Portugal, Spain and Italy [20]. Spain and 

Ireland were affected by the housing crisis that was the direct outcome to the financial 

crisis, whereas Portugal was affected by the high debt to GDP ratio. Italy had been 

affected by high debt [21]. Consequently, government bonds started to exhaust.  

These events were responsible for impairing the Euro-Zone’s monetary market 

through various channels of transmission: price channel, liquidity channel and balance 

sheet channel. The price channel was important since government price bonds and 

asset prices and borrower’s costs were directly linked to one another [14]. The 

liquidity channel was important since government bonds were linked with repurchase 

deals [15]. The balance sheet channel was important since price of the government 

bonds had significant influence on the balance sheets of the banking institutes [16, 

22].  

The sovereign debt crisis was responsible for affecting the ECB’s monetary policy 

framework since bailouts and monetary funding by the ECB were forbidden. 

Consequently, ECB’s had severe restrictions [14]. In order to alleviate these 

restrictions, it adopted the Securities Markets Program in the year 2010 [12,16] . 

Under this program, ECB had the ability to purchase sovereign bonds from the 

secondary markets. This program allowed the Euro-Zone to buy both private and 

public bonds. Bonds that were purchased under this program were restricted to 



M. MIKOS, 7th International Conference of ASECU Youth (2017) 248-257 

255 

secondary markets only [17]. The goal of this program was to improve monetary 

policy diffusion and providing support to the debt-securities market of the Euro-

system [18]. In some financial segments, the conditions became worse and tensions 

associated with the bond market owned by the government. These tensions reached to 

different countries in the Euro-system and therefore, measures that supported credit 

were revived and reintroduced or prolonged. During this time, the collateral lists were 

issued by the Irish, Portugal and Greek governments [19]. 

2.7  Worsening of Sovereign Debt Crisis from 2011 to 2012 and Additional Actions 

Undertaken 

In the year 2011-2012, the Euro-system had been severely affected by the debt crisis. 

The Securities Markets Program was not sufficient enough to combat the crisis since 

its intensity had increased significantly [20].  The Euro-sovereign bonds declined and 

the European economy experienced a decline. Consequently, this gave rise to market 

uncertainty and therefore, governments of Euro-system had experienced intense 

pressured in terms of debt and financial assistance [17].  In the fall of 2011, viability 

of the government bonds and the national banking systems were questioned and 

therefore, intermarket banking processes and procedures were affected in negative 

manner [19]. The conditions worsened and therefore, the European Banking Authority 

reached to a proposal that “banks had to increase their capital buffers at a level of 9% 

Core Tier 1 capital” [21, p 38]. The goal of this strategy was to establish a short-term 

and efficient “capital buffer” to alleviate market conditions related to sovereign risk 

[21, 39]. The goal was to provide reassurance to the stakeholders to demonstrate that 

the banks were strong and robust to withstand risks and shocks and had the ability to 

maintain sufficient capital even in recession [21].  However, this temporary strategy 

demonstrated that the banks in the Euro-Zone needed €115 billion to withstand 

market turbulence and to perform at optimum efficiency. 

In this regard, the ECB pursued a policy to provide liquidity support to the banks 

in order to ensure that they could reach the intended capital requirement, needed to 

perform at the time of recession [22]. ECB had undertaken several actions. Firstly, it 

identified two LTROs with maturity period of 3 years and the total amount provided 

to the banks was   € 1 trillion [24].  This step had been undertaken by the ECB to 

improve bank liquidity for all types of banks including medium and small size banks, 

which provide finance to small and medium sized organizations [24].  

ECB had taken another step to control the debt crisis [25]. It reduced the minimum 

reserve ratio requirement to 1 percent in order to minimize liquidity requirements for 

banks and to increase collaterals that would needed for their growth during inflation 

[26]. Another policy undertaken was increasing collaterals since ECB allowed NCBs 

to approve the claims of extra credit, more specifically bank loans, as collaterals [27, 

28]. Loans allowed banks to refinance after using credit claims to improve their 

lending activity [28]. 
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3. Conclusion 

The goal of ECB was to provide monetary stability in the Euro-zone with consisted of 

17 member states, by identifying a single currency and improving financial sector. 

Before, the crisis, the ECB’s monetary policy was based on price stability, which is 

needed to improve the efficiency and effectiveness of the money market.  Before the 

crisis, the ECB’s monetary policy was solely based on MROs and LTROs activities. 

After the GFC 2007-2008, the Euro-Zone had been affected in negative way. It was 

fully affected after the collapse of Lehman Brothers.  Strategies adopted by ECB 

included maturity of liquidity provision extension, currency swap agreements, 

collateral requirements and first covered bond purchase program.  During the 

sovereign debt crisis, ECB introduced it adopted the Securities Markets Program in 

the year 2010, which allowed it buy sovereign bonds from the secondary markets.  

From 2011 to 2012, additional actions were taken to control the sovereign debt crisis. 

Strategies adopted included providing liquidity support to the banks, identifying 

LTROS with maturity periods over 3 years, reducing the minimum reserve ratio 

requirement and increasing collaterals.  
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Abstract 

The aim of this paper is twofold. In the first stage we present how the European 

economy has been shifted from a statehood economy where most sectors were 

under state control to a liberalized economy. It is true that liberalization has 

been one of the most wealth mentioning events that took place in late 1990s 

onwards, within the framework of the so-called globalization era. In the second 

stage of our paper we investigate the causes of this process, and we summarize 

the advantages and disadvantages of liberalization and privatization at the 

country level. Furthermore, we present the most important privatizations in the 

European states and the effects of privatization at the macro and microeconomic 

level. Last but not least, we will represent the turn of the Greek economy from 

the state control to liberalization and privatizations and discuss whether this 

policy can be the exit of the country from the economic crisis. 

 

Keywords: Privatization, Liberalization, State Control, investments, 

globalization, GATT-GATS 

JEL Nr.: L32, L33 

 

 

I. Introduction 

After the World War II, statehood had prevailed in the wider area of Europe
1
. This 

was the result of the war as investors were afraid of another financial disaster. 

Preparing to rebuild the international economic system while World War II was still 

raging, 730 delegates from all 44 Allied nations gathered at the Bretton Woods, New 

Hampshire, United States, for the Bretton Woods Conference. The result after the 

United Nations Monetary and Financial Conference was the founding of the 

International Monetary Fund (IMF), the World Bank (WB) and the General 

Agreement on Tariffs and Trade known as GATT.
2
 The purpose of GATT was to 

promote international trade with substantial reduction of tariffs and other trade 

barriers and the elimination of preferences, on a reciprocal and mutually advantageous 

basis. General Agreement on Tariffs and Trade was signed by 23 nations in Geneva 
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on October 30, 1947, it remained in effect and held total 9 rounds until the signature 

by 123 nations on April 1994 of the Uruguay Round Agreement, which established 

the World Trade Organization (WTO) on 1 January 1995. The broad mandate of the 

Uruguay Round had been to extend GATT trade rules to areas previously exempted as 

too difficult to liberalize (agriculture, textiles) and increasingly important new areas 

previously not included (trade in services, intellectual property, investment policy 

trade distortions). The main objectives of the Uruguay Round were: to reduce 

agricultural subsidies, to lift restrictions on foreign investment, and to begin the 

process of opening trade in services like banking and insurance to include protection 

of intellectual property.
3
 Yet, the most important decision taken by the Uruguay 

Round was that for the first time services were incorporated into the trade.Things 

have gradually improved following the implementation of the agreements as domestic 

and international trade has developed. 

II. Literature Review 

Ben Zissimos et al. (2006) aims to investigatehow the institutional rules imposed on 

its signatories by the GATT created a strategic incentive for countries to liberalize 

gradually. Ben Zissimos supports the idea that trade liberalization must be gradual, 

and free trade can never be achieved, if punishment for deviation from an agreement 

is limited to a ‘withdrawal of equivalent concessions’ and if initial deviation from an 

agreement is also limited. The paper shows how countries have an incentive to deviate 

in a limited way when operating under GATT dispute settlement procedures. 

Narjess Boubakri et al. (2014) investigates the decisions of governments to resort 

to gradual, staggered sales that result in full privatization. Using the Cox proportional 

hazard model, she finds that full privatization is a slower process in collectivist 

societies and when political constraints and employment protection laws are more 

stringent. Finally, she documents a positive effect of full privatization on firm 

outcomes (namely, risk-taking, efficiency, profitability, and growth), supporting 

previous theoretical and empirical arguments that full relinquishment of control and 

ownership is required in order to change firms’ objectives. 

Maria Th. Kasselaki, Athanasios O. Tagkalakis et al (2016) investigates the effects 

of fiscal policy on private non-residential investment and output in Greece. They 

investigate the role of financial markets and economic sentiment in the transmission 

of fiscal policy shocks. They support that a government spending-based fiscal 

consolidation improves financial markets and boosts economic sentiment and this in 

turn mitigates the direct negative effects of fiscal consolidation on private investment 

and output leading to a more rapid recovery. 

III. Globalization leads to Liberalization and Privatization. 

The liberalization of international trade, the encouragement of foreign direct 

investments, the deregulation and privatization of former state monopolies industries 

and the increasingly decreasing cost of production due to technological developments 
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in electronic communications and transportation but also in labor market, resulted to 

the quickness of globalization. The phenomenon of globalization can be described as 

the interdependence and integration of global economy to enhance the worldwide 

exchange of capital, goods, and services.
4
The development of globalization had 

several positive results such as: the increase of international trade, the financial 

integration, the exchange of technologies, the worldwide employment opportunities 

and last but not least the facility of multinationals to build factories in other – cheaper 

- countries. The internationalization of business which resulted in a significant 

economic growth could be possible only with a multilateral agreement for the 

reduction or/and the removal of barriers between national borders in order to facilitate 

the flow of goods, capital, services and labor.
5
 As the investors were feeling safe 

again after WWII, the pace of globalization was quicken, and the policy of statehood 

started to recede. A new plan started to fly in the air of Europe. This plan had in the 

centre, liberalizations and privatizations. 

At this point, a distinction has to be made between the terms of privatization and 

liberalization. Privatization is the transfer of control of ownership of economic 

resources from the public sector to the private sector. It means a decline in the role of 

the public sector, as there is a shift in the property rights from the state to private 

ownership. The public sector had been experiencing various problems, since planning, 

such as low efficiency and profitability, mounting losses, excessive political 

interference, lack of autonomy, labor problems and delays in completion of projects. 

Another term for privatization is Disinvestment. The objectives of disinvestment were 

to raise resources through sale of PSUs (Public Sector Undertaking) to be directed 

towards social welfare expenditures, raising efficiency of PSUs through increased 

competition, increasing consumer satisfaction with better quality goods and services, 

upgrading technology and most importantly removing political interference. 

On the other hand, liberalization is the elimination of state control over economic 

activities. It implies greater autonomy to the business enterprises in decision-making 

and removal of government interference. It was believed that the market forces of 

demand and supply would automatically operate to bring about greater efficiency and 

the economy would recover. This was to be done internally by introducing reforms in 

the real and financial sectors of the economy and externally by relaxing state control 

on foreign investments and trade.
6
 

From 1st January 1998 European Union after the commitments taken under the 

WTO Agreement requires the liberalization of services such as telecommunications. 

European Union did not impose from state-members the policy of privatization but 

only the policy of liberalization. Privatizations arise from the weakness of state-

owned mechanism and state owned enterprises to compete with private firms. 
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The idea that private ownership has advantages over public ownership in terms of 

being inherently more efficient, as well as that it induces a better public sector 

financial health, is not new. In 1776, Adam Smith wrote: “In every great monarchy in 

Europe the sale of the crown lands would produce a very large sum of money which, 

if applied to the payments of the public debts, would deliver from mortgage much 

greater revenue than any which those lands have ever afforded to the crown. When 

the crown lands had be- come private property, they would, in the course of a few 

years, become well improved and well cultivated” (Smith, A. 1776, p. 824). 

From a microeconomic scope, it has been theoretically established that, under 

conditions of perfect competition, absence of information problems, and complete 

contracts, ownership does not matter; someone would observe the same performance 

of firms regardless their ownership structure.
7
 

Under non-competitive conditions –characterized by decreasing aver- age costs in 

the relevant range of demand within the specific market– the existence of more than 

one firm is not justified on efficiency grounds. The possibility of exploitation of 

monopoly power by a private owner created the need for public ownership in those 

“natural monopoly” sectors. The argument in favor of public ownership represented 

several well-known scholars (Shleifer 1998). 

The market failure argument, and the perspective that the government takes into 

consideration social marginal costs, has been called the social view. The formal 

analysis of information problems and contract incompleteness, and thus the role of 

incentives in promoting efficiency within the firm, has shown that efficiency losses 

involved in public ownership are non-negligible. In many cases, they are higher than 

the gains that can be obtained by solving a market failure problem. This is especially 

so as the scope of competition becomes larger when the size of the market increases, 

the economy is open to interna- tional trade, and technology develops. Thus, the 

weakening of the market fail- ure argument and the evidence in favor of the relevance 

of the other two conditions –asymmetries in information and market incompleteness– 

gave rise to a re-thinking of the original views in favor of public ownership.  

In relatively competitive markets, the advantages of public ownership were put in 

doubt. In non-competitive sectors, however, the natural monopoly argument cannot be 

abandoned as a justification of public ownership without solving one important policy 

question: how to deal with the possibility of exploitation of market power by private 

owners. Natural monopoly is a type of monopoly that exists as a result of the high 

fixed costs or startup costs of operating a business in a specific industry.
8
In this 

regard, the evolution in the theoretical work on regulatory mechanisms and their 

properties, functioning as a second- best solution to the above problem, showed that 

there was an alternative to public ownership. 

The macroeconomic effects of privatization programs are more difficult to 

evaluate. Given the level of aggregation, it is difficult to isolate the effect of 

                                                 
7  EytanSheshinski& Luis F. Lopez Calva (2003), “Privatization and Its Benefits: Theory and 

Evidence”, CESifo Economic Studies, Vol. 49, 3/2003,429-459 
8  www.investopedia.com 
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privatization on variables like GDP growth, employment level, and fiscal deficit, 

because of the diversity of events taking place at the same time.
9
 

Table 1: Privatization proceeds as percentage of GDP in EU countries (1989-2008). 

 
Privatization 

Ranking 

 
Averages 

 

  1989-93 1993-98 1999-03 2004-08 

Portugal 1 1,4061 2,6910 1,3376 0,6444 

Czech Republic 2 1,1417 1,0701 2,5761 0,9155 

Hungary 3 0,6406 2,8346 0,4436 1,2821 

Slovak Republic 4 0,1249 0,5596 3,8876 0,4165 

Finland 5 0,2823 0,9615 1,5223 1,1551 

Poland 6 0,6189 0,7169 1,4081 0,4595 

Greece 7 0,2354 0,5419 1,1877 0,9443 

Sweden 8 0,1042 0,6355 0,8901 1,1300 

Italy 9 0,1617 0,9852 1,0044 0,4628 

France 10 0,1469 0,4933 0,2334 0,9980 

Ireland 11 0,2658 0,1356 1,1605 0,1762 

Spain 12 0,1963 1,2065 0,2713 0,0400 

Austria 13 0,1119 0,7881 0,4555 0,2921 

Netherlands 14 0,1462 0,4546 0,5593 0,4066 

United Kingdom 15 0,8945 0,4076 0,0942 0,1016 

Germany 16 0,0724 0,2617 0,3919 0,3220 

Denmark 17 0,0148 0,7932 0,0249 0,1178 

Belgium 18 0,1416 0,3038 0,0000 0,1836 
Note: Privatization proceeds refers to the monetary value of all transactions whereby state-owned entrprices (SOEs) are 

partly or completely privatized. The ranking refers to the highest 1989-2008 averages in descending order, EU 

countries comprise the current member states, excluding the Baltic States, Malta, Cyprus, Bulgaria, Rumania, 

Luxemburg and Slovenia. 

Source: Privatization Barometer (2010) for proceeds; World databank (2010) for GDP.1011 

IV. Methods and Forms 

The transfer of a public enterprise to individuals can be done mainly in the following 

ways:
12

 

 Share ownership:  

Sharing is considered an initial step for the full privatization of the public 

enterprise. If no more than 51% of its shares are transferred to individuals, then 

the government continues to own and run the business that is essentially in the 

public sector as a joint venture. In the case of a public company's shareholding, 

the state holds shares held by the public in a public offering. Depending on the 

percentage of the total number of shares available to the public, the extent of the 

substantial transfer of the business to the private sector is also considered. If this 

                                                 
9  EytanSheshinski& Luis F. Lopez Calva (2003), “Privatization and Its Benefits: Theory and 

Evidence”, CESifo Economic Studies, Vol. 49, 3/2003,429-459 
10  Jasinski, P. and G. Yarrow (1996), Privatization: Critical Perspectives on the World Economy, vol. 

1, Routledge, London. 
11  OECD (2007), “Lack of Proportionality Between Ownership and Control: Overview and Issues for 

Discussion, OECD Publishing , Paris. 
12  Klaus M. Schmidt & Monika Schnitzer (1977), “Methods of Privatizations: Auctions, Bargaining 

and Giveaways” 
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percentage is below 50%, then the only objective achieved is to strengthen the 

state budget, to partially disperse stocks and to raise capital resources from the 

savings and the private sector. 

 Liquidation:   

If it is not possible to sell the shares, it may be possible to choose to sell a 

partial or total asset (liquidation) of a public company by auction or auction or 

direct trading with specific investors. 

 Restructuring:  

If a public undertaking involves a variety of activities and as a whole it is not 

easy to find the appropriate buyer or the public considers that certain activities are 

to be held by it, it is appropriate to transfer parts of this business to private 

investors. This process facilitates the sale (total or partial) of the business and 

strengthens competition for certain activities, even in the form of holding 

companies, with the creation of several subsidiaries. 

 Leasing:  

If the full privatization of a public enterprise is not feasible or desirable, it is 

possible to choose the asset-leasing method, or the administration, which ensures 

for a predetermined period of time technology (machinery and tools) and methods 

of private sector management. 

V. The Privatization Debate 

As all ideas have their supporters and those who criticize and disagree with them, the 

same is done with the idea of privatization. To date, there is a vast literature in 

microeconomics that addresses the question of why ownership matters.
13

 

At this stage of analysis we represent the positive and negative effects of 

privatization in economy. According to privatization’s supporters, the change of 

ownership between the state and the private sector has a lot of advantages.
14

 

First of all with privatization there is an improvement in efficiency with the meaning 

that private companies have a profit incentive to cut costs and be more efficient. If you 

work for a government run industry, managers do not usually share in any profits. 

However, a private firm is interested in making a profit, and so it is more likely to cut 

costs and be efficient. Since privatization, companies such as BT, and British Airways 

have shown degrees of improved efficiency and higher profitability. 

Secondly, the supporters of privatizations have argued that with privatization 

taxpayers save money. By applying a variety of privatization techniques to state 

services, infrastructure, facilities, enterprises, and land, comprehensive state 

privatization programs can reduce program costs. Over 100 studies have documented 

cost savings from contracting out services to the private sector. Cost savings vary but 

                                                 
13  See, for example, Kay and Thompson (1986); Vickers and Yarrow (1989); Stiglitz (1991); Yarrow 

(1992); Laffont and Tirole (1993, ch. 17); Willig (1993); Galalet. al. (1994); Tirole (1994); World 

Bank (1995); McLindon (1996); Shleifer and Vishny (1996); Schmidt (1990, 1996); Perotti and 

Guney (1993); Hart, Shleifer and Vishny (1997); Shleifer (1998); and Nellis (1997).   
14  V Dirnfeld (1996), “The Benefits of Privatization”, CMAJ, 1996 Aug 15; 155(4): 407-410 
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average between 20 and 40 percent, depending on the service. For some services, such 

as prison construction and operation, savings are generally less, while for others, such 

as asphalt resurfacing, savings are often greater. Competitive bidding whenever 

possible and careful government oversight is crucial to sustained cost savings. 

Thirdly, privatization improves service quality. A number of surveys have indicated 

that public officials believed service quality was better after privatization. In a survey of 

89 municipalities conducted in 1980, for example, 63 percent of public officials 

responding reported better services as a result of contracting out. If competitive bidding 

is instituted for a service, service quality can improve even if the service is retained in- 

house. The reason is simple: competition induces in-house and private service providers 

to provide quality services in order to keep complaints down and keep the contract. 

Service quality is not assured, however, by privatization. Contracts must be well 

designed with performance standards that create incentives for high quality service.  

Moreover, with privatizations Government will raise revenue from the sale. Selling 

state owned assets to the private sector raised significant sums for the UK government 

in the 1980s. However, this is a one off benefit. It also means we lose out on future 

dividends from the profits of public companies. 

Lastly, private companies are combined from Shareholders. It is argued that a private 

firm has pressure from shareholders to perform efficiently. If the firm is inefficient then 

the firm could be subject to a takeover. A state owned firm doesn’t have this pressure 

and so it is easier for them to be inefficient. On the other hand, a lot of opponents have 

argued that privatization is something bad for the state, for the individuals and general 

for economy.
15

 

It is argued that privatizations lead to the creation of natural monopolies. A natural 

monopoly occurs when the most efficient number of firms in an industry is one. For 

example, tap water has very significant fixed costs. Therefore there is no scope for 

having competition amongst several firms. Therefore, in this case, privatization would 

just create a private monopoly which might seek to set higher prices which exploit 

consumers. Therefore it is better to have a public monopoly rather than a private 

monopoly, which can exploit the consumer. 

Graph 1: Economies of Scale. 

 

Source: “Macroeconomics 8
th

 Edition”, Abel, Bernanke, Croushore (2013)
16

 

                                                 
15  Joseph E. Stiglitz (1993), “Some Theoretical Aspects of the Privatization: Applications to Eastern 

Europe.”, Privatization Processes in Eastern Europe pp. 179-204. 
16  Abel, Bernanke, Croushore (2013), “Macroeconomics”, Pearson. 
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Moreover, there are many industries, which perform an important public service, 

e.g., health care, education and public transport. In these industries, the profit motive 

shouldn’t be the primary objective of firms and the industry. For example, in the case of 

health care, it is feared privatizing health care would mean a greater priority is given to 

profit rather than patient care. Also, in an industry like health care, arguably we don’t 

need a profit motive to improve standards. When doctors treat patients, they are 

unlikely to try harder if they get a bonus. 

Furthermore, it is said that government loses out on a potential dividends. Many of 

the privatized companies in the UK, for example are quite profitable. This means the 

government misses out on their dividends, instead going to wealthy shareholders. 

Moreover, with privatization,it’s creating a problem of regulating private 

monopolies.Privatization creates private monopolies, such as the water companies and 

rail companies. These need regulating to prevent abuse of monopoly power. Therefore, 

there is still need for government regulation, similar to under state ownership. 

Finally, as well as the government being motivated by short-term pressures, this is 

something private firms may do as well. To please shareholders they may seek to 

increase short term profits and avoid investing in long term projects. For example, the 

UK is suffering from a lack of investment in new energy sources; the privatized 

companies are trying to make use of existing plants rather than invest in new ones. 

Table 2. Pros and Cons between Privatization. 

 

   Source: Mackinac Center For Public Policy.
17

 

VI. The Greek Situation. 

After a failed effort in 1999, in 2002 Greece managed its target and became a member 

state of the European Union. Shortly after its accession to the single currency, Greece 

enjoyed a growth period of 2001-2007. However, in 2008 Greece is affected, like many 

other European Union countries, by the economic collapse, but especially Greece was 

very difficult to get out of this recession. The Greek sovereign debt crisis, launched at 

the end of 2009, was the first of the five sovereign debt crises in the Eurozone. At the 

end of 2009, fears were raised about Greece's ability to meet its debt obligations. This 

led to a crisis of confidence, for which reason the markets were lent at very high interest 

rates which made it impossible for the country to borrow. Thus, Greece was forced to 

participate in the IMF rescue package in co-operation with the ECB, offering liquidity 

                                                 
17  Mackinac Center For Public Policy 
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at lower interest rates than the market, subject to the application of the measures set out 

in the memoranda.
18

 

Privatizations are an integral part of the country's rescue program and have remained 

in the forefront since the beginning of the financial crisis. Despite the many efforts, the 

real effect, both in terms of finalized offers and raised funds, is much lower than initial 

expectations. The forced privatization process, the lack of supportive reforms and the 

socio-economic situation in Greece have played an important role in moderate results. 

However, even in the most recent agreement between the country and creditors, 

privatizations remain an integral part of the deal. 

The privatizations in Greece started to become reality unfortunately when signed the 

1
st
 and 2

nd
 Memorandum of Understanding.

19
 Especially, The need for privatization and 

the proposed roadmap for their implementation has fueled a long-standing debate in 

Greece, with no obvious end to the spectacle. During 1980, privatization was a "taboo" 

word for politicians who drew their attention to what the expansion of the state's 

economy was, to the nationalization of businesses facing severe financial difficulties. 

The first tentative steps towards partial privatization were taken during the 1990s. 

However, in most of these cases, the government retained the majority of the shares and 

played a vital role in management, resulting in ineffective efforts. According to Royal 

College, Professor of Economics at University College of London, a shift to real 

privatization and sale of public property was put into effect in Memorandum of 

Understanding I & II between Greece and its creditors. In her presentation on behalf of 

the National Bank of Greece, Skreta argues that privatizations are a basic prerequisite 

for bailouts in Greece and, in response, the Greek government formed HRADF- (Public 

Property Development Fund for the State). The original target was for the fund to raise 

€ 50 billion by 2019, however, it has been repeatedly reviewed and reduced to comply 

with market assessments. According to Deutsche Bank and analyst Dieter Bräuninger, 

TAIPED was founded to implement the previous plan effectively and without political 

influence. However, this was not always the problem, as government officials largely 

influenced the management committee. In addition, the legal framework puts 

considerable barriers to the privatization process, and government officials have created 

additional "bureaucracy" instead of removing it. TAIPED is an institution governed by 

private law and not by public law. The Fund's Management Board includes a 

representative of the Eurogroup and a European Commission representative, each with 

the right of observer. All the assets that the government intends to sell, develop or 

liquidate are gradually transferred to the cashier. Despite these rules and unlike the 

original intention, the Fund was not always able to withstand political influence. At the 

end of January 2015, the elected government under the Leftist Prime Minister Alexis 

Tsipras not only put all the major privatization plans on ice, but also the Court of First 

Instance extradited the Greeks from the members of the Fund's Board of Trustees. Thus, 

the privatization process was slow and yielded only a fraction of 50 billion euros. 

According to the latest TAIPED report released in December 2014, the total volume of 

                                                 
18  European Economy (2010), Occasional Papers, European Comission. 
19  The Economic Adjustment Programme For Greece(2010), European Commission. 
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privatization receipts amounted to EUR 7.7 billion. However, only 3.1 billion euros has 

actually been received so far, more than half of this amount in 2011.
20

 In 2012, revenue 

was negligible, while in 2013 and 2014 it amounted to 1.05 billion euros and 0.65 

billion Euro, respectively. According to TAIPED, the major privatization deal in 2012 

and 2013 was the sale of OPAP SA, the former state gaming monopoly and the 

expansion for other gaming licenses. Total revenues amounted to more than € 1.7 

billion, while another € 770 million came from the sale of state lotteries. Based on this 

date, the lion's share of privatizations revenues from the gaming sector, with another € 

381 million coming from the renewal of mobile telephony licenses. The majority of the 

remaining revenues contributed to the sale of real estate in Greece and abroad. 

Moreover, in the current situation in Greece and in the 3rd Memorandum of 

Understanding
21

, privatizations remain an important element of the agreement. What 

has changed significantly, however, is the executive structure, as goals now have to be 

achieved through a new 50 billion Euro at the fund. Deutsche Bank argues that 

privatization in Greece has played a prominent role in restoring confidence in the 

government and sustainability of the country's debt. Privatization is therefore an 

important element in the agreement between the Greek government and the Heads of 

State or Government of the other Eurozone countries reached at the Brussels summit of 

13 July. The agreement provides for the Greek authorities to "develop a major 

privatization program with improved governance" and that "valuable Greek assets will 

be transferred to an independent fund that will turn assets into privatization by means of 

privatization and other means." The parties involved are seeking 50 billion euros of 

privatization revenue. From the 50 billion, half will be used to recapitalize the Greek 

banks, another 12.5 billion, to repay part of the public debt and the remaining 12.5 

billion, to stimulate the Greek economy. According to the agreement, the fund should 

be based in Greece, staffed by Greek officials and overseen by the institutions, and 

especially by the European Commission. 

Table 3: Ranking EU Countries by Total Privatization Revenues, 2014 and 2015 

(through August). 

 
Sources: Privatization Barometer, Securities Data Corporation (SDC) New Issues and Mergers and 

Acquisitions files, and author’s search of various news media (principally Financially Times). 
22

/
23

 

                                                 
20  Jared A. Blacker (2012), “Privatization Under Duress: The Privatization of the Greek Economy”, 

Lehigh University. 
21  Memorandum of Understanding, 19 August 2015, European Commission, IMF, ECB. 
22  OECD (2008), Privatization in the 21st Century: Recent Experiences of OECD Countries – Report on 

Good Practices, OECD Publishing. 
23  1 EUR = 1,14056 USD, 2017-07-13. 
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VII. Conclusion 

As mentioned above after the WWII, Europe makes an important turn, and goes from 

the era of statehood to the era of privatization. This big step for the economy of 

Europe is the result of Bretton Woods’s conference that decides the creation of 

GATT. The General Agreement on Tariffs and Trade, helped the world to develop the 

trade with substantial reduction of tariffs and other trade barriers. The development of 

trade led to a globalize world that promoted the liberalization of markets and 

privatizations. An important conclusion is that the benefits of privatization depend to 

some extent on the establishment of appropriate institutions in the market. Countries 

that manage to secure the protection of property rights and the rule of law, impose the 

necessary discipline on their budgets, increase competition, and improve corporate 

governance, enjoy the greatest benefits. In the absence of appropriate institutions, 

privatizations often fail to improve performance both at company level and at the 

level of the economy at large. 

In Greece, they are taking up more and more land after the financial crisis as a 

lifeline from the recession and show some positive elements along the way, yet we 

must be precarious. If done properly, they can bring significant benefits to businesses, 

consumers, the State and the economy in general. The challenges and possible 

problems should be identified in advance and tackled with appropriate measures. 

Experience shows that success depends to a large extent on the level and depth of the 

preparatory work prior to privatization. 
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Abstract 

This article uses empirical analysis method to carry out a quantitative research 

on China’s coal industry, based on China Coal Market Climate Index, China 

Coal Price Index and a series of data: fixed assets investments, total assets, 

asset-liability ratio and sales profit rate. The article focuses on studying: (1) 

influence of supply-side structural reform on the coal market and the economic 

benefits of the industry; (2) progress of achieving the goal of reducing backward 

capacity and expanding advanced capacity. The result shows that the reform has 

clearly improved the industrial economic benefits, and high-quality capacity 

became more competitive. However, some productivity limitation policies 

interfered with the market equilibrium and resulted in price booming and violent 

fluctuation of supply and demand. In the near future, excess capacity will mainly 

exist in those mines under construction; but in the long run, the total net amount 

of newly increased capacity will decline. 

 

Keywords: Supply-Side Structural Reform, Coal Industry, Overcapacity 
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1. Introduction 

1.1 Research background 

In 2015, Chinese people found their economic development being faced with many 

serious problems: their national GDP growth fell below 7% for the first time since the 

second quarter of 2009; their PMI was 49.6% In November, which was the lowest 

since August 2012; business entity profits declined; fiscal revenue fell; economic 

systematic risk increased. The central bank had cut interest rates for five times, and 

new infrastructure projects approved by the National Development and Reform 

Commission (NDRC) increased to more than 2 trillion, but these demand stimulus 

was nearly of no use.  

As a vital source of energy supply, coal is an important pillar of the national 

economy and has a wide and profound impact on other industries. Now it is also a 

typical representative of overcapacity industries.  

Impacted by global economic downturn, clean energy development and the 

restructuring of national economic, China's coal industry has suffered great 
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oversupply in recent years. A large number of money was invested into the coal 

industry years ago, followed by significant increase in coal capacity. But as the 

“golden decade” of China’s real estate has gone, the demand of steel and building 

materials declined, and serious excess of coal capacity existed. With the dropping of 

both coal consumption and prices, the development of the coal industry encountered 

unprecedented difficulties.  

This year, the Ministry of Industry listed coal, steel, cement, electrolytic 

aluminum, flat glass and shipbuilding as “serious over-capacity industries”. The 

supply-side reform may provide relief to struggling producers. 

Therefore, a study on the supply-side reform in coal industry may help us realize 

the relationship between supply-side reform and the new growth of China’s economy 

better. 

1.2 Related policies 

On November 10
th

, 2015, Chinese President Xi Jinping proposed the “Supply-Side 

Structural Reform” for the first time at the 11
th

 meeting of the Central Finance 

Leading Group: “While moderating the aggregate demand, we will focus on 

strengthening the supply-side reform and strive to improve the quality and efficiency 

of the supply system, and enhance the momentum of sustained economic growth.”  

On December 18
th

, 2015, the central economic work conference systematically 

described the supply side structural reform of the measures of “four fundamental 

operations” and five tasks of “address over-capacity, reduce inventory, deleverage, 

lower costs, and bolster areas of weaknesses”.  

On January 26
th

, 2016, Xi clarified the current program of supply side structural 

reform at the 12
th

 meeting of the Central Finance Leading Group. The reform entered 

the concrete implementation stage then.
 [1] 

On February 5
th

, 2016, the State Council issued Opinions on the Coal Industry to 

Eliminate Excessive Capacity and Achieve Development, leading coal industry into 

the process of reform.
 [2]

 In addition to the goal of reducing and replacing 500 million 

tons of capacity in 3~5 years, the file also clarified the measures of productivity 

limitation, which required all the coal mines nationwide to reduce their 330 working 

days a year to 276, no production in weekends and holidays. Through this way, the 

productivity under the previous working days was reduced by 16%.  

In July 2016, the NDRC, National Energy Administration, and State 

Administration of Coal Mine Safety issued Notice on the Reduction and Replacement 

of the Coal Capacity, requiring the capacity amount of new constructions to be less 

than the closure amount, to ensure that the overall capacity is reduced by no 

increase.
[3]

  

                                                 
1  Xi Jinping clarified the basic path of reform. 

(http://cpc.people.com.cn/xuexi/n1/2016/0128/c385475-28093042.html) 
2  Opinions on the Coal Industry to Eliminate Excessive Capacity and Achieve Development 

(http://www.gov.cn/zhengce/content/2016-02/05/content_5039686.htm) 
3  Notice on the Reduction and Replacement of the Coal Capacity 

(http://www.gsdrc.gov.cn/content/2016-10/37596.html) 

http://cpc.people.com.cn/xuexi/n1/2016/0128/c385475-28093042.html
http://www.gov.cn/zhengce/content/2016-02/05/content_5039686.htm
http://www.gsdrc.gov.cn/content/2016-10/37596.html
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1.3 Theoretical basis 

The current point of view traces the theoretical basis of supply-side reform back to the 

theory of Supply-side Economics, which emphasizes the promotion of economic 

growth and social prosperity by reducing government expenditure, reducing taxes, 

expanding privatization, strengthening market competition, releasing factor vitality 

and getting rid of supply constraints. Supply side reform was widely used in the last 

century in the United States, Britain, Germany, Japan, Argentina and other countries, 

to eliminate stagflation and to promote economic recovery. 

China’s supply-side reform is undoubtedly somehow inspired by the Supply-side 

Economics, Institutional Economics and New Growth Theory, and it is also argued 

that it is based on the theory of social reproduction of Marxist political economy 

(Shao Guangxue & Wang Xisen, 2016). But it cannot simply be equated to Supply-

side Economics. In the 1980s, Europe and the United States faced the problem of 

“stagflation” (caused by the rising of price) and unemployment (caused by 

government intervention), therefore those reforms focused on the marketization and 

the increase of total product supply and employment through tax reduction. But 

current China society is a different story: overcapacity and labor shortage. Increase in 

economic aggregate brought by “supply-side reform” is no longer the main goal. 

What China is expecting is the raise in per capita national income and thus gets rid of 

“middle income trap”. (Zhu Fuqiang, 2016) 

In fact, the essence of China’s supply-side reform is Structural Reform, that is, 

institutional reform. It is adjustment on government systems and regulatory issues that 

cannot be simply solved with macroeconomic policies: capacity-cutting through 

surplus industries, improving product quality, adjustment of economic structures, and 

reallocation of resources. 

1.4 Literature review 

Bai Mei (2017) thought that the key point of the supply side reform in the coal 

industry is to eliminate backward capacity. Those coal mines with serious 

environmental and safety problems is the focus of capacity reduction; small coal 

mines are mainly local state-owned and private coal mines, so these enterprises will 

undertake heavier tasks of capacity reduction; and, banning illegal coal products 

would be a good start of the reform.  

Zhang Zongyong (2016) discussed the practical reasons for supply side reform in 

the coal industry. Based on the theory of new supply economics, he put forward that 

the main task on supply side is the clean use of coal. On the demand side, the 

emphasis is on reducing the backward capacity. He also briefly introduced two clean 

coal technologies (IGCC and CCS) which are currently the most feasible in China, 

and suggested that the applying CCS in IGCC is a choice which meets the demand of 

sustainable development in China.  

Gao Lijing, Du Xiaowu, Zheng Zhixue & Wei Penghui (2016) analyzed the 

reasons of coal industry downturn in recent years, from the aspects of market reasons 

and national policies. By studying the data in recent ten years of coal production, 

consumption, import and export volume, the trend of China’s energy consumption 
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structure, and the consumption of coal in different industry sectors, they listed several 

factors causing the overall downturn in China’s coal industry: the impact of imported 

coal on the domestic mining enterprises, overcapacity, the macro regulation on the 

energy consumption structure, and the poor condition of coal consumption. 

Liu Huiyuan, & Wu Kaiyao (2015) established the Hedonic price model of China’s 

coal market, which showed that raw coal production, fixed asset investment, wages 

and railway capacity have a significant impact on raw coal prices.  

Zhang Jianying (2016) used VaR model to study coal price data from 2009 to 

2012. The results show that coal prices are mainly affected by their own volatility, 

followed by commodity prices, macroeconomic climate index and coal production.  

Liu Manzhi, & Chen Meng (2016) studied the dynamic relationship between coal 

price and inventory by using state space model and HP and BP filtering method, 

based on the data of Qinhuangdao port coal inventory from February 2011 to June 

2016. They found that there is a certain trend and periodicity in the relationship 

between coal price and inventory. They then suggested that the change of the 

inventory should not be the only basis of the price forecasting decision, and the 

change of supply and demand on the coal price should be paid attention at the same 

time either.  

2. Methodology and data collection 

This article uses the empirical analysis method, comparing and analyzing the data on 

coal industry, to carry out a quantitative research. 

The analysis will be divided into 3 parts. All the data are monthly data from June 

2014 to April 2017, coming from the Economic Database (EDB) of Shanghai Wind 

Information Co. Ltd. 

Firstly, data of the 3 indicators of China Coal Market Climate Index (CCMCI) will 

be studied, to observe the impact of supply-side reform policies on the coal market. 

CCMCI is an important part of the industrial climate index, which aims to reflect 

changes in the coal market environment. It is a state index that shows the extent to 

which actual operating state deviates from the reference state, and is the relative 

magnitude according to the reference state. Set the reference state value to 0, then the 

index value falling in the range of ± 10 is regarded as normal, the range of ± 10 ~ 20 

as basically normal, the range of ± 20 ~ 30 as abnormal, beyond ± 30 as serious 

abnormal situation. Different market conditions corresponding to different numerical 

ranges are showed in table 1. 

CCMCI includes three basic indicators: First, China Coal Supply and Demand 

Balance Index (CCSDBI), reflecting whether the supply and demand of the market is 

balanced; Second, China Coal Price Deviation Index (CCPDI), reflecting whether the 

price trend is normal; Third, China Coal Demand Deviation Index (CCDDI), 

reflecting whether the change of the market size is normal. The first two indicators 

both reflect the inherent characteristics of the market – the sentiment. CCDDI reflects 

the characteristic of scale, and it is also related to the first two indexes, but more 

independent. 
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The calculation of CCMCI is as follows: firstly translate the percentage value of 

the base indicators of which the reference value is 0, to magnification value of which 

the reference value is 1. Secondly, calculate the geometric average of the fold rate of 

CCSDBI and CCPDI. Then multiply it with the fold rate of CCDDI, getting the 

magnification value of the climate index of which the reference value is 1. Finally, 

convert the result into percentage value of which the reference value is 0. 

CCMCI is calculated and released monthly. It is released to the public by China 

Coal Industry Association (CCIA) and China Coal Transportation and Marketing 

Association (CCTMA), on the national coal industry network and the Chinese coal 

market network since July 2012. The releasing time is the day after the date when 

industrial economic data is released by the National Bureau of Statistics.
4
 

 

Table 1 

Secondly, the reform’s impact on the economic benefits of the industry will be 

analyzed by observing the trends of fixed assets investment, total assets, asset-liability 

ratios and sales margin ratio in the coal industry. 

Thirdly, China Coal Price Index: National Synthesis (CCPI-NS), China Coal Price 

Index: High-Quality Thermal Coal (CCPI-HQTC) and the d-value of the two indexes 

will be studied, to see whether the reform goal is achieved: expanding high-quality 

capacity and cutting the backward capacity. 

Finally, the results will be combined with some facts, to have a general view along 

the timeline.  

3. Results and discussion 

3.1 Results 

(1) Compare CCMCI to CCSDBI. We can see from Figure 1: 

The trend of CCMCI and CCSDBI is closely related. 

From June 2014 to December 2015, the CCMCI was extremely cold, fluctuating 

below -30 points and the supply showed a serious surplus. In January 2015, the 

                                                 
4  The release of National Coal Market Climate Index (http://www.nea.gov.cn/2012-

07/20/c_131727311.htm) 
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climate index rose slightly to above -30, due to the extra demand of winter heating; 

CCSDBI rose to more than -40. 

From January to June in 2016, the supply and demand index still showed serious 

surplus, but was able to be stable around -40; the climate index rose into the -40 to -30 

range. 

Beginning in June 2016, the two indices both soared, entering the ‘balanced’ range 

and then jumping across the zero axis in August. The sentiment index continued to 

rise in September, passing the 10-point-level into the ‘hot market’ area. The supply 

continued to be tighter. 

From October 2016 to April 2017, the two indexes remained in the normal range. 

An exception during this period is worth paying attention: from December 2016 to 

January 2017, the two indexes showed a significant departure on the trend. The Coal 

supply rebounded slightly, and then returned to equilibrium in December, followed by 

a slight rise in the first quarter of 2017. However, the climate index continued falling, 

forming an obvious drop in January 2017 then. 

 

Figure 1 

 (2) Compare CCMCI to CCPDI. We can see from Figure 2: 

The trend of two indexes in the selected period is basically the same. We can 

notice that the demand deviation index fell with CCMCI together from October 2016 

to January 2017, differing from CCSDBI. 

 

Figure 2 

 



ANKE BAI, 7th International Conference of ASECU Youth (2017) 270-281 

276 

(3) Compare CCMCI to CCPDI. We can see from Figure 3: 

The trend of the two indexes are quite different from the third quarter of 2016 to the 

first quarter of 2017: the climate index has kept fluctuating around zero point since 

the second half of 2016, but the price deviation index has kept falling since October 

2016. 

 

Figure 3 

(4) Compare CCPI-NS and CCPI-HQTC. We can see from Figure 4: 

In the first quarter of 2015, the difference was narrowed with the weakening of the 

two price indexes. The two indexes remained low in the next 12 months, and the 

difference was always small. 

In the third quarter of 2016, the two indices rose sharply, and the d-value then 

increased rapidly. 

In the fourth quarter of 2016, the two indices continued to rise, but the difference 

quickly narrowed. By 2017 the two price indices remained high, with the difference 

kept being negative.  

 

Figure 4 
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(5) Compare fixed assets investment (accumulated year on year), total assets (year on 

year), asset-liability ratio and sales profit rate. We can see from Figure 4: 

The amount of fixed assets investment was around -6% in Q2 of 2014. From Q3 of 

2014 to Q1 of 2015, it kept falling down to -24%, and was finally stable at -15% after 

two months of recovery. From Q4 of 2015 to Q2 of 2016 it fell again, then 

maintaining -35% for a quarter, and began to rise back slowly from May 2016. As of 

February 2017 it has already risen to -12%. 

The trend of total assets is very similar to fixed assets investment. It fluctuated 

between -6% and -12% from April 2014 to December 2015, and fell down to below 

1% in December 2015. From Q2 of 2016 it went into a slow process of recovery, and 

has risen to nearly 4% as of January 2017. 

The trend of asset-liability ratio went in the opposite direction. Started from 65%, 

it came through 3 waves of rise during Q2 of 2014 to Q1 of 2016, and finally kept 

stable at 70% in Q2 of 2016. In Q3 it began to decline slightly. As of January 2017 it 

was at about 69%. 

The trend of sales margin is contrary to asset-liability ratio. They are highly relevant. 

Sales margins ratio kept around 4% in Q2-Q3 of 2014 and fell in Q4. It stayed at 

1~2% in Q1-Q3 of 2015, followed by another fell down to nearly 0%, and began to 

rise slowly from December. It was then on a rapid upswing during October and 

November of 2016. During December 2016 to February 2017 it maintained a high 

state of around 11%, which hit the record in the past 34 months. 

 

Figure 5 

2.6 Discussion: 

Based on the data analysis and some facts, we can have a more overall discussion: 

(1) In the second half of 2014, the market was already cold. The surplus of supply 

kept getting worse. The demand declined rapidly, affected by the "the 13
th

 Five-Year 
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Plan" of adjusting the national energy structure. Coal prices also fell, and the 

competitiveness of the high-quality capacity was weakened. 

In terms of economic efficiency, the asset-liability ratio was high and kept rising 

due to poor operating conditions. Although the scale of assets maintained a steady 

expansion by making more debt, fixed assets investment decreased significantly under 

financial pressure. Sales margins ratio was low and kept declining. 

(2) In 2015, the market is still cold. Under severe pressure of surplus of supply and 

weakness of demand, coal prices fell sharply; the competitive advantage of high-

quality coal completely disappeared. 

Market downturn made the financial situation of coal industry a further 

deterioration. Faced with super low prices, a large number of coal enterprises were 

suffering. The asset-liability ratio continued to rise; the industry asset growth slowed 

down; and the size of fixed asset investment still shrank. Sales profit margin kept 

getting lower. 

After the reform was proposed in November, effects of policy has not yet been 

reflected on the market, but changes have surprisingly shown on economic benefits: 

the growth of total assets of the industry decline directly; the fixed assets investment 

showed heavier shrank; sales margins was reduced to a historical low of nearly 0%; 

asset-liability ratio rose to more than 70%, which was an extremely high-risk level. 

Being catalyzed by the policy, more and more coal mine and enterprise operation 

problems were exposed. 

(3) In the first half of 2016, with the reform plan’s being clarified, the supply-side 

structural reform stepped into the implementation stage. The market could not reverse 

the cold atmosphere immediately, but the climate index was more stable than before; 

the supply still excessed and the demand still shrank, but was also more balanced. The 

prices still remained extremely low, and high-quality capacity was still not 

competitive. 

During this period, a large number of companies were in the process of M&A; 

"zombie enterprises" started to be cleaned up gradually; and the rate of industry total 

assets growth was reduced to nearly 0%. At the same time, we can find that the 

requirement of non-expansion in capacity had taken effect. Fixed assets investment 

was as low as -36% totaled year on year. Asset-liability ratio maintained around 70%, 

which means the backlog of those financial problems has not yet been digested. Sales 

profit rate began to recover slowly. 

(4) In the second half of 2016, after being implemented for several months, the 

reform measures such as “276 working days” limitation began to show its significant 

impact on various indicators. Due to the cumulative effect of rapid contraction of 

productivity, supply was tightened substantially. On the other hand, the demand 

increased sharply, thanks to the improvement in infrastructure brought by the reform. 

The price soared continually under this superimposed effect of shortage in 

supply. The market boomed directly from extreme cold to a hot atmosphere. In 

response to the new imbalance between supply and demand, relevant authorities 

emergently began to release some advanced productivity from September. In 
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November, they suspended productivity limitation to those compliant enterprises 

(mainly aiming at thermal coal). This brought a new rise in price actually: the 

difference between price index of high-quality thermal coal and comprehensive coal 

increased more than 60 points, merely in September. 

In terms of economic benefits, asset growth went into a recovery, and the 

decreasing speed of fixed assets investment has declined. Asset-liability ratio fell for 

the first time in the past 27 months, indicating that the elimination of "old, small and 

poor" backward capacity and the cleaning up of the "zombie enterprises" were 

effective. Many enterprises borrowed new loans to pay for their debts in the past in 

order to keep the fund chain, and now the situation has eased. Significant growth 

existed in sales margins ratio, hitting the historical high since Q2 of 2014. The reform 

did have a positive impact on increasing the overall economic efficiency of the coal 

industry. 

(5) In 2017, the supply and demand maintained intense situation, fluctuating 

violently. The market climate also kept fluctuating between hot and cold. Coal prices 

stayed high, and the high-quality thermal coal prices were always lower than the 

composite price since the beginning of the year. We believe that this phenomenon was 

relevant to the fluctuation of supply and demand fluctuations and the impact of 

productivity limitation policies. 

As of January, the growth rate of total assets kept rising back to nearly 4% year on 

year; the decrease in fixed assets investment slowed down and was more stable, less 

than -12% cumulated year on year; sales margins stabilized at the record high of 11%. 

The economic benefits of the industry showed a positive tendency. 

4. Conclusions and advice 

4.1 Conclusions 

Through the analysis above, a few conclusions can be drawn: 

(1) The reform policies released by State Council, the NDRC and other relevant 

authorities do have improved the economic benefits of the coal industry; high-quality 

capacity is more competitive under the industrial structure adjustment. 

(2) Some of the policies, as represented by “276 working days” productivity 

limitation, aim at controlling the productivity (or in other words, capacity utilization) 

instead of the capacity. These policies not only solved no problems actually, but also 

interfered with the market equilibrium and resulted in coal prices booming and violent 

fluctuation of supply and demand. There is space for improvement. 

(3) Due to the continuous expansion of total assets, the substantial reduction in 

fixed assets investments and the accumulation of previous reform achievement, in the 

next 1-2 years excess capacity will mainly exist in those under construction instead of 

those having been put into production; in the long run, the total net amount of newly 

increased capacity will decline in the further future. 
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Abstract 

The paper analyzes the possibility of conducting more cultural impact in China 

in order to stimulate the economic development. The analysis begins with the 

description of the correlation between cultural output and economic growth and 

the reasons behind it. On account of the cultural differences between the two 

countries, statistics reveal that cultural inclusiveness in China can be limited to 

some extent, by which the proportion of imported cultural products and the 

profits are affected. As one of the forms of cultural output, media content can 

serve the purpose for bringing out profits and taking on the task of cultural 

exchanges. This paper takes some kinds of media content for examples. Through 

a large amount of data,the author shows it is a sensible choice to enhance 

economic development by intending to enlarge cultural output in China 

appropriately. Building up a more splendid cultural palace may inject the 

impetus into the economic growth. 
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Introduction 

In today’s world, globalization is not just about the exchange of consumer goods but 

the cultural output. More and more foreign cultural products can be available in 

China. Confucius Institutes, affiliated with the Ministry of Education of the People's 

Republic of China, is a place where people can learn Chinese culture.Till December 

31st, 2016, according to the official website of Confucius Institute Headquarters, the 

number of Confucius Institutes had reached 512 in 140 countries and regions since 

2004. As a country is advancing its soft power, its cultural output, media content can 

serve as a tool to boost the economic development. An American movie Captain 

America: Civil War won the week crown, with $60.11 million in a week. After 10 

days that put it on a cumulative of more than $156.89 million.
[1]

 In Chinese variety 

show market, one episode of Korean variety show can be paid for $20,000.
[2] 

The 

intelligence property of Jap anese animation productions had been purchased by 

Chinese major video platforms, and the profits of IP contributed 10% of GDP in 

2014.
[3]

 In China, distinctive imported media content has huge potential to fulfill the 
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needs of developing economy . But it is thought-provoking that those taking up a 

considerable proportion of the market are actually the major powers in the world even 

though other countries also have a diversity of culture. What can make a difference to 

help knock at the door to the market? 

Sometimes, keeping host culture purely original may not be a sensible choice when 

you are meant to popularize it. Greek authorities declined the proposal of holding a 

fashion show of Gucci in the Parthenon Temple in Athens. A Greek Minister Lydia 

Koniordou, interviewed by National Television, contended that the government was 

responsible to protect the Acropolis of Athens branded with democracy and freedom. 

Greece has been aware of the significance of protecting their sacred culture, which are 

expected to be of great value. However, if we plan to enlarge the share in foreign-

culture media content market in China, what we need to change is to combine little 

Chinese culture with local culture in the cultural productions in order to bridge the 

gap between original foreign culture and enduring Chinese culture. 

Cultural Output Market   

Today’s rising growth of technology makes the power of culture even stronger. Kaifu 

Li, a former associate professor in Carnegie Mellon University in the United States, 

holds a point of view that although AI robots are possibly taking our place of doing 

the jobs, we are superior than robots in perceiving the culture, like arts, architecture 

and so on so forth. Today, AI robots are able to release our burden of housework and 

even the analysis of the stock market.Kaifu Li has started using AI robots as his 

consultants in investment for few years. But we won’t give an order to a robot to go to 

a concert for us. “Art and culture will be more important now. Everyone will be a poet 

and a aesthete in the future.”[4] 

Since the reform and open up in China in 1978, increasing foreign cultural 

products are welcome to show up in Chinese market. As we are marching into an era 

when the state of globalization and the development of Internet are fairly mature, 

regional network of cultural product trade of cultural products has been built. 

According to a report released by Xinhua News Agency on 18 May 2017, in the Belt 

and Road Forum in Beijing, representatives from Eurasian countries told the reporter 

that those countries can benefit from the Belt and Road Initiative, which focuses on 

connectivity and cooperation and cultural exchanges. 

As for Chinese people, with the leap of economic development in China during the 

past 30 years, they expect to embrace more from foreign culture to enrich their life. 

According to a report from China Daily released on 23 May 2017, the market scale of 

China's media industry was 1.6 trillion RMB ($232 billion) in 2016, up by 19.1 

percent year-on-year, a new report said, making it one of the fastest growing sectors 

in the country. In China, a cell phone application named Get has gained wide 

popularity, as a platform where people have access to various catalogs of knowledge, 

from music to technology and from philosophy to economy. The application provides 

a program called “Five-minutes’ Business School”, in which wealth of information 

about financing and economy can be provided. From the official website of the 
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application, figures reveal that within three months it has managed to attract a great 

number of people and the number of the followers has surpass the number of all 

newly-admitted MBA students in China. Besides, another success is a program 

dedicated to classical music, which can reach more people than the best-selling 

classical music magazine can do. Nowadays, most Chinese people are so willing to 

push themselves to learn something new to their reserved knowledge that the 

application “Get” have a chance to take a step into the cultural products market and 

gradually has become a part of our life. Foreign culture is another unknown part to 

Chinese people, which means it has possibilities to be accepted by them in a certain 

way and may get a sum of money from their pockets.       

Around the world, development of economy and technology is always a heated 

topic. The more the technology occupies our life, the more attention should be paid to 

the perception and reception of culture around us. With the inspired curiosity, most 

Chinese people are never only satisfied with the mainstream foreign cultural output in 

a form of media content like the American movies,Korean variety shows and soap 

operas and Japanese animation productions. There is a gap that other imported foreign 

cultural products is welcome to fill in.  

Cultural inclusiveness 

It is widely noted that Chinese people tend to adopt more and more foreign cultural 

elements in their life, but the capacity of acceptance and inclusion of another culture 

is always limited. People have been exposed to enough of foreign culture but they 

actually have not disclose the cultural meaning behind what has been thrown to them. 

Since 1980s, most Chinese people had known about Christmas without realizing the 

religious meaning behind it till the late 2000s.
[5]  

While expecting something new, Chinese people are shown to have more empathy 

to foreign culture which contains the roots of the Chinese one. As one of the China’s 

neighbor, Korea and China have something in common to some extent, which can be 

the reason why Korean variety shows and soap operas are so prevailing that they can 

be purchased by Chinese video platform giants at such a high price(one episode of 

Korean variety show can be paid for 20,000 dollars). Running Man is a hit variety 

show, which originated from Korea. The Chinese version of it reached 4.2% of 

Chinese people on 9 Jan. 2015, which stood at a record high. A famous actor Yongzai 

Kim believed that Chinese people will laugh when Korean people laugh. Moreover, in 

the Korean variety show, the important values advocated by Confucius can be 

reflected, giving the audiences cultural identity so that they may be more likely to be 

impressed. If culture exporters want a bigger success, they need to infuse foreign 

cultural products with the host cultural elements. In China’s box office, an American 

movie Kung Fu Panda 3 collected 370 million RMB within three days. There were 

quantities of Chinese elements in the movie. The film was about the relationship 

between fathers and children, which was the heated topic among folks in China at that 

time.What was also eye-catching in the movie could be the Chinese traditional 
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architecture, such as the temples, the palaces and the pagodas, whose details of the 

buildings had a ring of enduring Chinese history.  

However, inserting Chinese culture cannot guarantee a satisfying result. Another 

American movie Now You See Me 2 failed to work out fine as the same as Kung Fu 

Panda 3. The film maker invited Jay Chow, a household pop singer in China, to star 

in the movie and to compose a theme song for the movie. A Chinese pop singer and a 

Chinese song cannot be equivalent of Chinese culture. Without in-depth explorations 

of Chinese culture, there will not be a win. This is profitable to export media content 

to China if they somehow adopt few Chinese elements in it instead of being purely 

original. And importantly, these Chinese elements are required to contain authentic 

Chinese spirit.  

Conclusions  

As a positive impact on the audiences’s preference,the importance of cultural 

proximity has been widely proved.
[6]

 The imported cultural products diversify the 

options Chinese people have. More importantly, they push forward the expansion of 

cultural impact. The soft power of a country can form a person’s initial preferences 

through the mechanism of attractiveness.
[7]

 Consumers tend to purchase the products 

of those countries whose culture can be frequently perceived in daily life. As reported 

on Entgroup, a leading research center of Chinese entertainment industry, China has 

again taken its place as the world's second largest movie market, a position it has held 

since 2012, accounting for 10 percent of the world's total box office. Furthermore, till 

May 2016, as estimated by American National Association of Theater Owners, the 

number of movie screens in the United States had been exceeded by the one in China 

where there were the most movie screens in the world. Though the increase of screens 

cannot ensure the flourishing growth of the movie industry, it shows to the world that 

China has huge potential to enrich its media content by importing foreign productions. 

Applying something common rooted deeply in the culture of both sides to the media 

content are considered to be a kind of tactic to bridge the gap of the differences 

between two kinds of civilization, which makes the foreign cultural products a kind of 

catalyst in developing economy, the reinforcement in expanding cultural impact.  
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Abstract 

This study investigates the financial contagion because of its impact on global 

economy concerning portfolio risk management, the formulation of monetary 

and fiscal policy, and strategic asset allocation and pricing. To analyse 

contagion after Greek Crisis, the co-movements of six stock exchange markets 

have been studied for an 8-year term. Daily closing prices of stock market 

indices of six countries, Greece (ASE), UK (FTSE100), Germany (DAX), 

Hungary (BUX), Poland (WIG) and Turkey (BIST100) are used in this analysis 

between 06. March. 2009 and 28. Feb. 2017. 

This paper aims to show if there is a certain sign for a co-movement between 

markets during and after Greek Debt Crisis. For this study between countries' 

time series, bivariate wavelet technique called wavelet coherence is employed, 

and Matlab 2016a wavelet tool is used for the analysis. 

 

Keywords: Wavelet coherence; Greek Debt Crisis; Financial contagion; 

Contagion 
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1. Introduction 

Many European Union member countries have high levels of public debt, and this is 

unsustainable in the long term. Having the largest public debt and one of the largest 

budget deficits in the European Union member countries, Greece is at the epicentre of 

the crisis (Belkin et al. 2011).  

On 16 October 2009, the Greek Prime Minister George Papandreou in his first 

parliamentary speech disclosed the country’s severe problems and immediately after 

on 5 November 2009 the Greek government revealed a revised budget deficit of 

12.7% of GDP for 2009, which was the double of the previous estimate. Since then, 

the sovereign spreads rose sharply for most of the euro area countries, causing the 

biggest challenge for the European monetary union since its creation (De Santis. 

2012). 

At the beginning of 2010, Greece risked defaulting on its public debt just because 

the global financial crisis during 2008 and 2009 strained public finances, and 

following disclosures about falsified statistical data pushed up Greece's borrowing 

costs.   

As illustrated in the Graph 1, GDP growth dramatically decreases while the 

inflation slows down. In this graph, annual percentage growth rate of GDP at market 
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prices are based on constant local currency. It shows the effects of recession over the 

period. Particularly in 2011, GDP growth has reached as for its lowest. In 2014, 

finally growth rate return to a very low but at least a positive value. 

Graph 1. GDP Growth and Inflation in Greece after 2007 

 
Source: World Development Indicators, World Bank 2017 

The connection between stock markets is increasing continuously. And also the 

openness of stock exchange markets gets higher. Notably, in emerging countries, 

demand from international markets aiming portfolio diversification leads growth in 

the liquidity and becoming hard to reject. However, this integration and co-movement 

are also causing the failure of portfolio diversification. The crisis started in 2007 and 

spread to European markets showed us diversification might be low during crises, 

because of the rise in the interconnection of markets during this period (Baruník and 

Vácha, 2013). 

Table 1. Athens Stock Exchange historical data display 

 
Source: Bloomberg, 2017 

In Table 1, the market index values of ASE have been observed. It shows a 

dramatic decline especially after 2008. The Athens Stock Exchange general index fell 

below 500 points in May 2012. The decline slowdown and reached a steady pace after 

2012 when Government Bonds spread peaked implying that the risk premium of the 

country was the highest as shown in Table 2.  
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Table 2. Greece government bond spread - 10 years’ historical data display  

 
Source: Bloomberg, 2017 

 

In the last decade, the Greece Government Bond has reached an all-time high of 

48.60 in March of 2012 and also recorded a low of 3.21 in June of 2005. Credit 

default swaps (CDS) enables sellers to take on, or buyers to decrease the default risk 

on a bond. As the pricing of CDS equals purchasing price of a buyer and demanding 

price from a seller, protection against the default of an issuer's debt. Therefore, the 

CDS spreads are displaying the market rates creditworthiness. In the case of 

increasing risk, the CDS spreads widen. 

2. Literature Review 

Egert and Kocenda (2007) studied some Eastern and Western Europe stock market 

co-movements with high-frequency data. Their research includes Czech, Hungarian, 

Polish, German, French, and UK stock markets and covers the years 2003,2004 and 

2005. Their findings support that the correlations for daily stock index values are 

much higher than for high-frequency data. 

Connolly et al. (2007) studied the U.S., UK, and German stock and bond markets 

to illustrate co-movements during high and low volatility periods. Findings of the 

study support that the coherence is greater when there is low volatility. On the other 

hand, stock-bond co-movements tend to be positive (negative) following low (high) 

implied volatility days. 

Gilmore et al. (2008) investigated the co-integration in the Central and Eastern 

European stock markets. Their findings support that although the co-integration is 

strong, the signs of convergence to Western Europe are diminishing especially after 

EU accession.  

Hanousek and Kocenda (2009) also studied Central and Eastern European stock 

markets. The findings of the study support the idea that Eastern European countries 

stock markets are strongly influenced by developed economies. 

Candelon et al. (2008) studied investors interests according to the portfolio 

diversification point of view. They observe that the short-term investors are likely to 

focus on the co-movement of stock returns at higher frequencies, therefore, on short-

term fluctuations, however, concentrate on the long-term investors are on the long-

term fluctuations. 
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Morana and Beltratti (2008) investigated the stock markets movements of the U.S., 

the UK, Germany, and Japan. Their findings also supported an increasing co-

movements between 1973 and 2004. 

Madaleno and Pinho (2012) employed Coherence Morlet Wavelet to investigate 

international stock market indices co-movements. They used data from 4 indices: 

FTSE100, DJIA30, Nikkei225 and Bovespa. Their findings support that coherence 

among indices are high but not at the same level across scales. They also mention that 

local events affect that market quickly, but there is a significant time delay for the 

impact on other market indices. Moreover, they also draw attention to the high 

correlation in markets which are geographically and economically closer.  

Czech stock market and the STOXX50 index has been analysed by Gjika and 

Horvath (2013). The correlations between markets observed to be higher during the 

recent financial crisis. 

Shahzad et al. (2016) support the idea that co-movement of the markets during the 

global financial crises shows a sudden increase, especially in the short term. Their 

results for the long run dependence illustrate that European stock markets have higher 

interdependence with Greece stock market. 

3. Methodology - Wavelet Coherence 

Wavelet Coherence is a very advantageous technique when the co-movement between 

two-time series is studied. Definition of the cross wavelet power of two-time series 

x(t) and y(t) is as follows: 

Wxy (u, j) =  Wx (u, s). Wy (u, j) 

In this formula, Wx (u, s) and Wy (u, s) represent continuous wavelet transforms of 

time series x(t) and y(t).  The bar signifies a complex conjugate, parameter u allocates 

a time position, and parameter j symbolises the scale parameter. A low wavelet scale 

denotes the high-frequency part of the time series—a short investment horizon 

(Torrence and Webster, 1999)  

Whenever the time series exhibit a high common power, the cross wavelet power 

reveals areas in the time-frequency space. In the co-movement analysis, we search for 

areas where the two-time series in the time-frequency space co-movement, but do not 

necessarily have high power. A useful wavelet technique for finding these co-

movements is wavelet coherence. 

Torrence and Webster (1999) defines the squared wavelet coherence coefficient as 

         
              

                   

             
                         

            
 

In this formula, S represents a smoothing operator.  The coefficient R^2  (u,j) lies 

in the interval [0, 1]. Following formula is showing the phase differences according to 

Torrence and Webster (1999) definition: 
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F is an imaginary and R is a real part operator in this formulation. Black arrows in 

the wavelet coherence figures with significant coherence display the Phase 

differences. Once the two analysed time series move together on a particular scale, the 

arrows direct to the right showing the positive correlation. On the other hand, if the 

correlation is negative between time series then the arrows leads to the left. Then the 

arrows point to the left. 

4. Data and Statistical Issues 

This study investigates the financial contagion because of it may harm the global 

economy about portfolio risk management, the formulation of monetary and fiscal 

policy, and strategic asset allocation and pricing. This paper aims to show if there is a 

certain sign for a co-movement between markets during and after Greek Debt Crisis. 

To analyse the contagion during and after Greek Debt Crisis, the co-movements of six 

stock exchange markets has been examined for an eight-year term. Daily closing 

prices measured in domestic currencies of stock market indices, ASE, BIST100, WIG, 

FTSE100, DAX and BUX are used in this analysis between 06. March.2009 and 28. 

Feb.2017. Stock price data is provided by Bloomberg. Because of the different 

working days in countries, data from only 1981 days are used. 

This paper used EUR values of the stock exchange markets to avoid the 

imbalances occurred by depreciation or appreciation of the currencies during the term 

in the non-Euro zone. 

Descriptive statistics of the data enable us to see the high volatility during the 

studied term. As we check the coefficient of variation (CV), which is known 

as relative standard deviation (RSD), Standart Deviation / Mean the highest ratio 

belongs to Greece by far. It is approximately 61.7%, whereas the other markets have 

this ratio around 20% or even less. This is a good illustration to show big fluctuations 

have occurred in the 8-year period. Political and economic instability has affected the 

stock market prices.  

Table 3. Descriptive statistics 

 
Author’s own 

Following table shows us the correlation of the stock exchange market. As we can 

see DAX and FTSE100 indices are highly correlated. WIG is also highly correlated 

with FTSE and therefore with DAX. The correlation between Athens Stock Exchange 

and other markets are negative except Budapest Stock Exchange. This table gives us 

hints about the relations among the markets. But Wavelet analysis enables us to 

observe if there is an increase in the correlation. Which market effects the other 
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cannot be observed from the correlation matrix, whereas wavelet will provide a clear 

display. 

Table 4. Correlation Matrix 

 
Author's own 

5. Results and Discussion 

Following figures are showing the wavelet coherence between stock market indices of 

three countries. Arrows indicate the phase difference, and it enables us to understand 

the details about delays of oscillation of the two examined time series. In figures, 

arrows have different meanings. Primarily, it shows that there is a correlation between 

time series. But to understand the relation more in detail, direction of the arrow should 

be observed. For the positive correlation between series, Matlab uses the arrows point 

to the right. On the other hand, arrows directed to the left when there is a negative 

correlation and time series are anti-phase. And finally, when the arrows are pointing 

up means that the first time series leads the second one, an arrow pointing down 

indicates that the second time series leads the first one.  

The figures are arranged as to show the data regarding periods rather than 

frequency because it is more suitable for our research. 0.75 Magnitude Squared 

Coherence is used for the analysis. Wavelet coherence values close to one indicate 

high correlation (denoted by warm colour in the figures), while values close to zero 

(white colour in the figures) indicate low or no correlation. The areas where the 

wavelet coherence is significant are bordered with a dashed white contour. The 

squared wavelet coherence coefficient can be regarded as a local linear correlation 

measure between two- time series in the time-frequency space. 

In this analysis, due to the limitations of the same working days in the markets, 

every year has approximately 250 observations. Therefore, “500 days” period in the 

graph indicates two-years period. As observed from the graphs, ASE and other stock 

exchange markets coherence under the condition of 0.75 Magnitude Squared seemed 

to be weak. This magnitude level is relatively very high and ignores the weak 

correlations. For this reason, warm colours in the graphs are very limited, especially 

after a two-years period.  

In 2009 and 2010, coherence is relatively high, and there is a positive correlation 

between ASE and all markets because the arrows are towards the right. But there is no 

dominant leading effect of any series. However, although there is a coherence 

especially in the first year, later coherence disappears.   
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There is a high coherence during 2012 (see the coherence around 1000
th

 day in the 

Graph set). ASE has coherence BUX, DAX and WIG on this period again. But as the 

observations suggest, the coherence is diminishing especially after the first hit of the 

crisis. Especially, Eastern Europe stock markets have dramatically cut the connections 

between ASE, which can be seen from the graphs. As it was the peak point the 

government bond spreads 

It is also surprising that FTSE100 and BIST100 have very weak correlation with 

the Athens Stock Exchange Market data. 

Graph 2: Set of Wavelet Coherence  
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6. Conclusion 

For this study between six countries' time series, bivariate wavelet technique called 

wavelet coherence is employed. The area under the white arc of the Wavelet 

Coherence graphics shows the significant movements. While warmer colours imply 

higher coherence, blue is showing no correlation. The arrows show the lag between 

indices. 

Similar to the findings of Baruník and Vácha (2013), Gjika and Horvath (2013) 

and many others, this analysis supports the idea that during crises period, 

diversification is low in European markets, because of the increase in the 

interconnection of markets during this period. 

This study supports the previous literature by using a different mean of calculation. 

As wavelet coherence tool in Matlab suggests that at the beginning of 2009 and 

during 2012, coherence is high between the markets, whereas when the severity of 

crises slowed down coherence is diminished. 

Also in the last year period, there is a visible high coherence between FTSE and 

ASE. This high positive correlation appeared after mid-2016 when the UK voted for 

Brexit, which also caused sanctions in the stock markets. 

Istanbul Stock Exchange market showed no coherence at almost any time. This is a 

sign of high interconnection of the markets within the EU. As a non-member of the 

union Turkish Stock Exchange also did not show co-movements. 
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Abstract 

This paper aims to present the mechanism of Bulgarian insurance. The sales 

channels (distribution), policy, the ways of working and the history of the 

industry are explained. The purpose is to follow the path of development 

objectives and to identify future ones. In the situation "multi-speed Europe" is 

important to think about what will happen in the future and how we can take 

advantage of the events to come. Inequality is an incentive and Bulgaria must 

prove that can scale particularly regarding pension and insurance companies. 

These highly successful industries should be stimulated and this report aims to 

consider ways this to be a fact. 

 

INSURANCE - NATURE, CHARACTERISTICS AND FUNCTIONS 

ECONOMIC NATURE OF INSURANCE 

Insurance originates from Latin and means "free of care". As an economic category, it 

focuses on security. It is necessary because society can not progress without risk. As 

one of the ancient economic categories, insurance has a pronounced public purpose - 

compensation of damages in realizing the hazards, accompanying the human society. 

To occur an insurance relation, an insurance contract should be concluded. The 

insurance contract is, by its nature an electoral, consensual, formal, bilateral and 

independent legal transaction for the concluding of a voluntary insurance. The 

insurance company, when concluding the contract, adopts rights and obligations. The 

obligation is expressed in payment of compensation, which reimburses the material 

affected property. Not losses are covered, but damages - material and non-material. 

The principal obligation of the insured is to pay the (insurance) premium. 

The insurance contract is the source of establishment of an insurance relationship. 

It is a subject to the civil law and is of standard scope. 

In order to conclude the insurance contract, it is necessary to have five basic 

indications. They correspond to the stages through which the contacts between the 

candidates for the conclusion of the insurance contract and the insurer (the insurance 

company) pass. They are: 

Property interest 

If there is no interest in particular insurance, no insurance contract is concluded. 
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In 1883, an English judge tried to determine for the first time what is to be be 

understood by “insurance”. According to him, the insurance of a “fire insurance” is 

nor the bricks neither other building materials, it is the interest of the candidate for 

insurance towards the insurance object. If it is established that the insured person has 

no interest and is not the owner, the lessee or the user of the destroyed property by a 

certain probable evidence (evidence of unforeseeable circumstances), then it means 

that he has not suffered any damage. Therefore, the insurance contract is negligible 

and no rise is given to insurance relationships. 

Highest degree of trust between the parties (principle of trust) 

The insured party is obliged to report every "essential fact", as each fact is significant 

if it can influence the prudent insurer's decisions when determining the premium rates 

or whether to insure this risk at all. 

The principle of the highest trust between the parties has several conditions. One of 

them is to report all the risk circumstances when signing the contract. Another 

essential condition is the obligation of the insured party to keep the insured object in 

the same condition as it was by the time of conclusion of the insurance. Every change 

has to be reported to the insurer. 

Causal link 

The cause of occurrence of a damage is an important part of the insurance contract. 

Some causes lead to an insurance payment, others do not. 

In this case, of importance is the factual rather than the immediate cause. In other 

words, it is important for the insurer is important whether he has triggered the 

"domino principle"; Whether the last tile of the domino has fallen as a result of the 

first one falling. 

A classical definition of cause is given by a judgment in Case from 1908: "The 

actual cause is an active, valid cause that provokes a chain of events, leading to a 

certain result without the intervention of any lateral force  ..." . 

The first thing that interests every insurer in the course of investigation of the 

circumstances of an event, is a chain of events. 

It should be noted that every insurance contract contains exceptions clauses - 

listing the risks which are not subject to insurance protection to the particular kind of 

insurance. Sometimes the list of exceptions is so detailed that it gets the impression 

that almost nothing can be insured. The reason for this is the fact that insurers take 

responsibility only for known, foreseeable risks. The term used in some insurance 

contracts  "all risks" or " to (cover) all risks" leads to confusion, because if these 

contracts should be examined more closely, it appears a very long list of exceptions, 

for which the insurer doesn`t take responsibility. 

 Standard (traditionally) excluded risks include: 

(A)  deliberate actions by the insured or his representatives; 

(B) normal wear of the insured property; 

(C) damages, caused by delays in the delivery of the cargo or the vessel; 
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(D)  damage caused by radioactive radiation. 

Furthermore, under a marine insurance contract they are usually excluded, but 

upon additional agreement they can be insured: 

(A)  military risks (a broad concept, including both civil war and revolution, 

explosion of old mines, etc.); 

(B) risks caused by strikes; 

(C)  malicious action by third parties (in particular- terrorists). 

Compensation (reimbursement) of actual damages 

The meaning of this principle consists in the following: the compensation paid by the 

insurer has to return the insured into the financial situation, which he had before the 

occurrence of the event, that caused the damage. 

The problem is to be determined with precision "up to stotinka" in what condition 

the insured person was. In property insurance, the main reference point is the value of 

the insured object. The subject should be assessed (determination of its insurance 

value), then to be insured for an insured sum that may be different from the insurance 

value. 

The application of an "excess" in the payment of damages is a peculiarity of the 

insurance contract, which affects the amount of the insured sum, the insurance 

premium and the insurance payment. "Excess" is that part of the damage that is not 

subject to compensation. 

In property insurance, the limit of insurer's liability is the insured sum. In liability 

insurance, these are the liability limits of the insurer for each damage and / or total for 

one year. Damages that are over the limit are not subject to payment. 

The scope of the risks included in the insurance contract, as well as the excess and 

the liability limits (insured sum) are the major price-setting factors in the insurance. 

Subrogation 

Subrogation is a transfer to the insurer who has paid the insurance compensation, the 

right to an action, which the insured has to a person liable for damages, paid as a 

result of concluded insurance.  

That right of action is transferred to the insurer only within the scope of the 

insurance compensation paid by him. Under subrogation, the insurer replaces the 

insured in relation to one obligation. For redresses the transfer of the rights of the 

creditor to another person does not apply. 

FUNCTIONS OF THE INSURANCE 

The economic essence of insurance, as well as all other economic categories, can be 

fully revealed through the functions they perform. 

The main functions of insurance are: 

(A)  compensation, indemnification of individuals and entities affected by the 

damaging impact of the accidental disasters, accidents and risks of 
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scientific and technological development, by allocation of the damage 

between all the participants of the insurance group; 

(B)  protection of citizens' live and working capacity; 

(C)  conduction of a preventive action. 

The first major function expresses the main point in the essence of property 

insurance, namely compensation, indemnification and allocation of damage, as a 

consequence of accidental disasters and accidents. 

The second major function is linked to the insurance for individuals. In order to 

support all economic sectors, the insurance must be used to protect the most important 

productive force - the workforce, the people. The life and health of people can not be 

regained by the insurer's monetary compensation, but in a number of cases it can be 

supported by the corresponding payment. Insurance is thus an addition to the public 

security and social assistance. 

The third main function is not linked to compensation, but to the prevention of the 

occurrence of risks or to the limitation of the damage they cause. The preventive 

function aims to prevent the destruction of national goods. That is why, in the course 

of his historical development, the human searched for the most appropriate ways to 

combat the devastating impact of the forces of nature. The palette of means to combat 

the unexpected and unfavorable impact of the natural forces is diverse. Despite this 

variety, two generalized forms are known, one of which is the economic protection.  

In the foreign literature instead of economic protection is used the term 

“prevention”. It includes the protection and the limitation of the losses related to an 

occurred insurance event. 

Economic protection, however, includes prevention (prevention of unfavorable 

property damage) and repression (limitation) of unfavorable property consequences, 

i.e. it is a wider concept. 

The recovery function of the insurance does not make the economic protection 

unnecesary. Once it is assumed that insurance has a recovery function, it has to 

finance the protection of the property. Through insurance, the economic protection 

does not become unnecessairy and vice versa the economic protection does not make 

the insurance unnecessairy, nor its implementation held back or diminish the 

importance of the proposed insurance protection. 

The additional functions can be formulated as follows: Мobilization of financial 

assets; Redistributive; Control; Educative; Credit function. 

INSURANCE INTERMEDIARIES IN BULGARIA 

As we have already clarified, the insurance is an activity of providing insurance 

coverage of risks under an insurance contract, consisting in the collection and 

spending of funds intended for the payment of compensations and other sums of 

money upon occurrence of events or fulfillment of conditions stipulated in a contract 

оr by the law, as well as directly related with this activities. The activity is regulated 

by the Insurance Code. A precondition for the occurrence of an insurance service is 

the conclusion of an insurance contract between the client and the insurance company. 
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The service is of a special kind, intangible, and can be used after an insurance event 

occurs. Its main distinctive feature is that the consumption precedes the realization, 

namely: the insurance is concluded before it is known whether an insurance event will 

occur. The insurance services are disposed on the insurance market. 

The components of the insurance market are: Insurance companies; Insurance 

intermediaries; consumers of insurance services; insurance services; legal regulations 

and insurance relationships. 

The activity of insurance can be carried out both directly by the insurance company 

and through insurance intermediaries: insurance brokers and insurance agents, which 

build the external sale network of insurance. Namely through the agent-brokerage 

network the insurers provide their services to the general public. The activity of 

intermediaries does not take place in the office of an insurance company, but outside 

it. This activity is based on a built-up network of contributors who are dependent, 

professional agents and brokers of the insurance company.   

In accordance with Art. 150. (1) of the Insurance Code: Insurance and reinsurance 

intermediaries are insurance brokers and insurance agents who, for payment, perform 

insurance and / or reinsurance mediation. [1] 

The insurance broker is a key figure in the insurance company's sale program. 

Through personal contact, he shapes insurance interests and contributes to the 

marketing of insurance services. 

The main difference between a broker and an agent is that they have different 

scopes of powers to conclude insurance contracts, and as well that the agent works for 

one insurer only and the insurance broker can work for several or even for all certified 

insurers. 

A RETROSPECTIVE REVIEW OF THE DEVELOPMENT OF THE 

INSURANCE MARKET IN BULGARIA 

"In the beginning of the 1990s, in the absence of regulations for performing insurance 

activities on the insurance market, many participants entered (more than 110 traders 

with subject of activity “insurance” are registered in the Ministry of Finance), a 

substantial part of which lacking in professionalism and clear visions of the nature 

and importance of the business they are carrying on. At the same time on the 

insurance market entered also persons, which  business could not be identified as such 

complying with the law, and they imposed unique insurance methods - the so-called 

"force insurance". All this seriously undermined the reputation of the insurance 

market and has made a lasting impression in society that insurance services are not 

aimed at protecting the interests of consumers, and through them radically different 

and dubious goals are pursued. The manifestation of these negative events along with 

the long-standing monopoly of the state insurer on the Bulgarian market and the 

imposed compulsory insurances (perceived by a large part of the Bulgarian citizens as 

a form of taxation) permanently repelled the Bulgarian citizens from the demand for 

insurance protections and significantly contributed to the forming and the maintaining 

of a low "insurance culture". With the adoption of the Insurance Act in 1997, the 

recovery of insurance supervision and its institutional building (in 1998), the 
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following important objectives were achieved: • the necessary prerequisites for the 

functioning of a regulated, transparent, stable and predictable market were created; 27 

insurers were certified and those who did not obtain or did not request a license went 

into liquidation or insolvency proceedings; "the power insurers" were removed from 

the market. With the subsequent development of regulations related to the 

implementation of European insurance legislation and good global practices in 

corporate governance and the actuarial profession, a modern and effective regulatory 

framework has been created, contributing to the development of the insurance market. 

The modern regulatory framework, the stable and predictable macroeconomic 

environment, as well as the favorable tax conditions have led to the restructuring of 

property ownership in the insurance and entry of institutional foreign investors - 25 

insurers (out of 36) are part of European insurance and financial groups. Also, from 

the beginning of 2009, the first pure reinsurer operates from its head office in 

Bulgaria after moving its activities from Cyprus. "[2] 

CURRENT STATE OF THE INSURANCE MARKET IN BULGARIA 

6.6 billion BGN – this is the amount estimated for the funds, managed by the 

insurance companies in Bulgaria as at December last year (2016). As compared to the 

previous year, 2015, an increase to the amount of 501,8 million BNG  is observed., in 

per cent – by 8,2 % and by 1,7 % to the third quarter of 2016 according to BNB data. 

[3] 

AMOUNT AND STRUCTURE OF THE ASSETS 

The assets of life insurance companies increased by 10.4% to 1.8 billion BGN at the 

end of December 2016 compared to a year earlier. Compared to the end of September 

2016, they increased by 2.7 million BGN (0.1%). Their relative share in the total 

amount of assets at the end of December 2016 was 27.7% against 27.1% at the end of 

the fourth quarter of 2015 and 28.1% at the end of September 2016. 

The funds managed by non-life insurance companies, including the reinsurance 

companies, increased by 7.4% on an annual basis to 4.8 billion BGN at the end of 

December. They increased by 2.3% compared to the end of September 2016. 

At the end of December 2016, the relative share of the assets of non-life insurance 

companies in the total amount of assets of the insurance companies was 72.3% against 

72.9% at the end of the fourth quarter of 2015 and 71.9% by the end of September 

2016. 

Over the instruments included in the assets of the insurance companies, at the end 

of December 2016 prevail the holdings of securities, other than shares, which on an 

annual basis increased by 10.1% to 3.5 billion BGN. 
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SOURCE: Bulgarian National Bank, 

 www.bnb.bg 

In comparison with the end of December 2015, deposits increased by 16.2% to 

752.8 million BGN, shares and other forms of ownership increased by 16.6% to 822.2 

million BGN and the funds in “receivables from Insurance transactions” decreased by 

6% to 640.4 million BGN. 

At the end of the fourth quarter of 2016, the relative share of securities other than 

shares was 52.1% against 51.2% at the end of the same quarter of 2015, of deposits - 

11.4% against 10.6 % at the end of December 2015, shares and other equity - 12.4% 

against 11.5% at the end of December 2015 and receivables from insurance 

transactions - 9.7% against 11.1% at the end of the fourth quarter of 2015. 

In the currency structure of the assets of the insurance companies, major share 

have the assets in BGN, which are 37.9% of the total amount of assets at the end of 

December 2016 compared to 41.5% one year earlier. The assets in EUR are 33.1%, 

the assets in USD are 4.3% and in other currencies - 24.6% against 24.5% at the end 

of December 2015. 

 

SOURCE: Bulgarian National Bank, 

 www.bnb.bg 
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Regarding the geographical structure of the insurers' assets on an annual basis at 

the end of December 2016, the investments in Bulgaria increased by BGN 67.9 

million BGN (2.1%) to BGN 3.3 billion BGN. Their relative share is 50.3% at the end 

of December 2016, against 53.3% at the end of the same month in 2015. 

The funds invested in the European Union countries grew on an annual basis by 

14.3% to 2.95 billion BGN and their relative share at the end of December 2016 was 

44.6% compared to 42.2% in the previous year Year. 

AMOUNT AND STRUCTURE OF LIABILITIES 

The external finance of the insurance companies at the end of December 2016 

amounted to 6.6 billion BGN. The equity was 2.04 billion BGN, increasing by 5.1% 

compared to the end of December 2015. Its share in the amount of liabilities at the 

end of the fourth quarter of 2016 was 30.8% against 31.7 % one year earlier. 

At the end of December 2016, insurance technical reserves increased on an annual 

basis by 11.2% to 3.9 billion BGN. Their share in the amount of liabilities was 59.3% 

as of December 2016, against 57.7% in the end of December 2015. 

 

 
SOURCE: Bulgarian National Bank, 

 www.bnb.bg 

INSURANCE TECHNICAL PROVISIONS 

Obligations to residents included in the insurance technical provisions amounted to 

2.604 billion BGN at the end of the fourth quarter of 2016. Their relative share in the 

total amount of insurance technical provisions was 66.4%. Obligations to households 

and non-profit organizations grew by 8.6% to 1.9 billion BGN. 

At the end of the fourth quarter of 2016, their relative share in the total amount of 

insurance technical provisions was 50.1%. On an annual basis, the obligations to the 

non-financial corporations sector increased by 4% to 531.1 million BG and were 

13,5% of the insurance technical provisions. 

Obligations to money financial institutions (MFIs) increased by 1.6% for one year 

to 78.2 million BGN at the end of December 2016. Their relative share in the total 

amount of insurance technical provisions was 2% at the end of December 2016. 
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Obligations to non-residents ("rest of the world" sphere) increased by 19.9% to 1.3 

billion BGN at the end of the fourth quarter of 2016. Their share in the total technical 

insurance provisions at the end of December 2016 is 33.6%. 

CHALLENGES FACED BY INSURANCE BUSINESS 

‘Insurtech Companies – A risk for the market Share of Insurers’ 

Such startups rely on new technologies and a better understanding of customer 

needs. 

'The global insurance industry is estimated at nearly 5 trillion USD, but insurance 

companies face the risk of losing a share of this market due to new players. The 

reason is that their speed of modernization is much slower than in other financial 

services, "said Bloomberg TV Bulgaria, by reference to a “Business Insider”΄s study. 

[6] 

This however creates opportunities for a group of companies called Insurtech or 

companies for insurance technologies. To increase the industry efficiency, such start-

ups rely on new technologies and a better understanding of customer needs. 

Business Insider Intelligence has done a research on the subject, as the main 

findings are the following: 

- Currently, the greatest development opportunities are in the USA and Europe, 

because the regions have a large and mature insurance industry 

- The products and services of the insurance technology target mainly the small 

customers, i.e. the small business 

- Most companies for insurance technologies are acting as developers. This 

means that they offer products and services that help insurers and reinsurers to 

improve their processes and to serve their customers better. 

- Among the major players in the insurance industry, brokers are the most 

threatened one. The reason for this is that insurance technology companies can 

easily carry out their services and solve major problems for the industry faster 

than the insurers themselves. 

Insurance companies also implement innovations. In particular, insurers and 

reinsurers invest in insurance and finance technologies. At the same time, they 

improve their own digital interface towards customers, increasing the threat to 

brokers. "[4], [5] 

CONCLUSION 

In conclusion, I can take up the following position: The insurance in Bulgaria goes 

through many and risky stages. Given the current situation, we can say that we are 

enjoying a relatively stable and progressively improving climate in the sphere of the 

pension and insurance market. From now on, Bulgarian insurance companies have to 

fight for a better image among their foreign counterparts and to improve their ratings. 

In current conditions of hypothetical implementation of the idea of a more 

pronounced "Multi-speed Europe", this would be a great challenge for a part of the 
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Bulgarian companies. My opinion is that the international cooperation in such 

situation could contribute to the improvement of the market conditions and to the 

increase of competitiveness for companies. 
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Abstract 

The introduction of the steam engine started the industrial age, and introduced 

mechanized production. Later, the power of electricity is harnessed, followed by 

the mass production; each resulting in increased productivity. 

With the introduction of computers, and later robotics, human labourers 

started to give their posts to robots, so the repetitive and/or potentially 

dangerous process of manufacturing become automated. The rapid computing of 

huge data masses relieved some of the human workload in almost any industry. 

With the advent of internet, the information is shared rapidly among humans 

and machines. The machines are fitted with sensors and actuators, enabling the 

machines to collect data, and perform tasks. By sharing information between 

themselves over internet, the machines can be controlled remotely, by a human 

and/or a central computer. Which in turn grants speed and flexibility to everyday 

actions in a ton of ways. 

All these technological advances change the lifestyle of the mankind. They 

replace previous professions with newer professions, which require human 

operators to learn a new set of skills; where most of the time, the younger 

generation adapts quicker than the older generation. This situation, especially 

when the older generation is dominant in administrative and/or governmental 

positions, may affect the efficiency of technological advance. 

This paper examines the effects of this latest technological advance, the digital 

revolution. Paper covers its potential usage, possible obstacles along the way, its 

positive and negative impact, and suggested methods for spreading its influence 

globally. 

 

Keywords: 4th Industrial Revolution, Digital Revolution, Technological 

advances 
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Introduction 

There are three reasons why today’s transformations represent not merely a 

prolongation of the Third Industrial Revolution but rather the arrival of a Fourth and 

distinct one (Schwab, 2016):  

“Velocity, scope, and systems impact. The speed of current breakthroughs has no 

historical precedent. When compared with previous industrial revolutions, the Fourth 

is evolving at an exponential rather than a linear pace. Moreover, it is disrupting 

almost every industry in every country. And the breadth and depth of these changes 

herald the transformation of entire systems of production, management, and 
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governance… Overall, the inexorable shift from simple digitization (the Third 

Industrial Revolution) to innovation based on combinations of technologies (the 

Fourth Industrial Revolution) is forcing companies to re-examine the way they do 

business. The bottom line, however, is the same: business leaders and senior 

executives need to understand their changing environment, challenge the assumptions 

of their operating teams, and relentlessly and continuously innovate”. 

The industrial revolutions throughout the history drastically shifted how things get 

done, and the fourth industrial revolution is no different. In fact, the fourth industrial 

revolution, or the internet, provided instantaneous communication between humans 

and machines. It opened up so many avenues of innovation, in the end how businesses 

operate and how it affects humans has fundamentally changed. 

In this article, we will briefly look at the history of the industrial revolutions up 

until the fourth industrial revolution before examining its impact to the world, and 

how it changes the business models. 

 

1. The history of industrial revolutions 

1.1. Powered machines and factory establishments 

The invention of several machines that use steam and/or water power replaced hand-

working and manpower to produce goods, and increased their productivity. While 

some of the smaller machines were affordable, more powerful machines were too 

expensive for just one individual to own. This led to the establishment of factory 

systems. 

As a result, some smaller production units that are unable to acquire these 

machines started to decline from the mainstream production, as they could not keep 

up with the output pacing of machines and factory establishments: The machines used 

to produce things needed less skill to use, and could produce more units far quicker 

than a hand-worker. 

1.2. Mass production 

In the first factories, each individual worker used machines to build a single piece. 

While it was faster than a hand worker, each piece was still produced at the speed of 

an individual. With the assembly line, the work piece started to move in a line while 

each step added to it. Each piece comes out finished at the end of the line. Workers 

stood on a fixed station, and added their part to the passing work piece. 

Instead of a single individual, or a small group that has a lot of skills and 

knowledge doing all the work; the job is broken down into smaller pieces, each done 

by single individual. Each workpiece required one basic, specialised skill, so the 

workers are trained very quickly. 

1.3. Electricity and electrification 

The steam engines had to be very powerful to be efficient, and its equipment needed a 

lot of maintenance work. These factors made them very costly and less cost-efficient 

as they grew in power, with alternative power sources like horses were more viable. 
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Moreover, especially in smaller jobs, the power demand was less than what a horse 

can produce, so the power produced by steam engines were far too excessive. 

The introduction of electrical power provided a cheaper and more reliable source 

of energy. Gradually, the electrical power produced and distributed cheaper with far 

greater efficiency. Electrical motors, with their better efficiency and precision, found 

more and more use in everyday life, including production lines, trams, etc. 

1.4. Computer technology and robotics 

“The “brain” [computer] may one day come down to our level [of the common 

people] and help with our income-tax and book-keeping calculations. But this is 

speculation and there is no sign of it so far” according to the British newspaper The 

Star in a June 1949 news article about the EDSAC computer, long before the era of 

the personal computers. 

The first computers were giant, room sized monoliths that guzzled up a lot of 

power, only to do the four basic mathematical equations. Later on, as the technology 

advanced, their computational power increased, while their size and cost decreased; 

and with the personal computers, more and more people started to use them. 

Computers became more than mere calculators, they became a very handy tool for 

handling and storing large amount, and variant of, data. Which enabled a substantial 

enhancement of capacity in almost all types of jobs. 

As the computers advanced, so did the field of robotics. There were many early 

“automata” found as earlier as third century B.C. where a Chinese “artificer”, which 

may be described loosely as a mechanical engineer, presented his king a human-

shaped replica of the king himself (Needham J., 1991). The digitized robots started 

appearing in 1930’s, with the “Elektro”, a (very basic) humanoid robot that can walk, 

talk (using about 70 words), smoke a cigarette, blow up baloons and move its arms 

and legs, with a very simple set of voice commands. 

The Unimate is known as the first industrial robot. Built in 1961, in General 

Motors assembly line in New Jersey, it was used for transporting and welding die 

castings into automobile bodies, effectively taking over a task that is hazardous for 

human workers. It followed a set of instructions recorded on a magnetic drum. Today, 

robots can be dynamically driven by computers, which can manipulate the robot’s 

actions according to a set of parameters, and/or a series of sensors. 

1.5. Internet, communications and remote access 

With the advent of the internet, communication between multiple computers become 

possible. Started what was known as ARPANET, a military project to link military 

computers together to share information securely, the internet grow into a huge 

network of computers what is known as “World Wide Web” over time. More and 

more devices connected, expanding its capacity. Larger and larger amount of data 

started to travel faster and faster between computers; which allowed sharing larger 

information between multiple people and/or computers, independent of their real 

world location or time. This speed of communication, and level of accessibility 
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brought efficiency to teamwork across the world, especially facilitating international 

businesses and collaborations. 

With the mobile technologies, internet become accessible anywhere. Anyone can 

access a private sector or governmental service provided on the internet at anytime, 

anywhere, instantly. 

According to Schwab (2016): 

“In 2013 the Global Standards Initiative on Internet of Things (IoT-GSI) defined 

the IoT as "a global infrastructure for the information society, enabling advanced 

services by interconnecting (physical and virtual) things based on existing and 

evolving interoperable information and communication technologies" and for these 

purposes a "thing" is "an object of the physical world (physical things) or the 

information world (virtual things), which is capable of being identified and integrated 

into communication networks" 

The mobile technology also allowed multiple devices to share information through 

the internet. This network between devices is also known as the “Internet of Things”, 

or IoT. The devices could be accessed and even controlled remotely through the 

internet by this way, which in turn improves efficiency and accuracy of operations 

while making them more cost-effective and demanding less human input. Almost all 

jobs could be automated, facilitating their operations. 

Another interesting subject of study is the advances in Artificial Intelligence, or 

AI. The computing power of computers has become quite strong, and with the aid of 

the internet, powerful computers shared their work, multiplying their powers. This 

amount of computing power enabled highly sophisticated artificial intelligence 

solutions to solve complex problems such as predicting sales, buying and selling 

stock, and vice versa; basically creating a virtual assistant. 

2. Impact of Industry 4.0 

In each industrial revolution, there were shifts in professions. Older professions 

evolved into newer ones, or left their place to newer types of professions. Previous 

industrial revolutions have shown us that if companies and industries don’t adapt with 

new technology, they struggle. Worse, they fail (Keywell, 2017). 

The fourth industrial revolution is no different: As more jobs become 

computerized, they replaced humans, especially in the areas of manual labour. A 

research done by Carl Benedikt Frey and Michael A. Osborne in 2013, predicts that 

the most probable job areas where computers take over major part of human work is 

in transportation, logistics, bulk office, administrative work and manual labour 

production. Jobs that require creative and social skills are the least likely to be 

replaced completely, however the computers assist in this job areas. The future human 

workers will have to learn new creative and social skills, and move into jobs that 

require them. (Frey and Osborne, 2013) 

The communication between machines can substantially improve how humans 

live, by constantly providing information to where it is required. A person in need of a 

service can reach it in very short periods of time, which enables them to do multiple 
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tasks with ease. This kind of living quality requires sharing of collected information, 

which in fact is substantial in our present day, thanks to all our mobile devices. 

However, not everyone or every organization wants to share information; mostly 

because of privacy, or commercial concerns. 

According to Palti (2017): 

“As robots increasingly take on manual labor, we will need to foster what 

differentiates human from machine (at least for now): creativity. Evidence that 

psychological and physical well-being is paramount to creative thinking will turn the 

historic exchange of human health for economic growth on its head”. 

 As Klaus Schwab, founder of the World Economic Forum writes: 

 “I am convinced of one thing—that in the future, talent, more than capital, will 

represent the critical factor of production.” 

As previously mentioned, the advances in Artificial Intelligence does complex 

decisions far easier and faster than their human counterparts. While still limited in 

utilization, Artificial Intelligence is mainly used by searching and recommendation 

engines (Kats, 2017) (Figure - 1). 

Figure - 1: Distributed usage of Artificial Intelligence according to their retail uses. 

(Source: Kats, 2017) 

 

 

While computers, AI and robots certainly replaces humans in various jobs, it also 

creates more, different business opportunities: the machines work quite faster and 

more accurate, yet they may breakdown, and will need service (Brodie, 2017). 

Furthermore, software engineers has to create the computer algorithms necessary for 

the AI. Also, while algorithms can predict results, sometimes a human interpretation 

is required, especially if there is a job or even an event that requires AI to be creative; 

such as an emergency situation requiring fast reaction. 

The world will always need human brilliance, human ingenuity and human skills. 

Software and technology have the potential to empower people to a far greater degree 

than in the past—unlocking the latent creativity, perception and imagination of human 
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beings at every level of every organization. In short, when the mechanic and the 

technology work together, the work gets done faster, with fewer errors and better 

results. Machines will supply us with the insight and the perspective we need to reach 

those solutions. But they won’t supply the judgement or the ingenuity. People will 

(Keywell, 2017). 

The digital revolution has brought immediate private benefits—easier 

communication and information, greater convenience, free digital products, and new 

forms of leisure. It has also created a profound sense of social connectedness and 

global community (Eşkinat R. 2016). 

3. Conclusions 

The fourth industrial revolution increased communication of information between 

humans and machines, allowing work to be done remotely. Advances in artificial 

intelligence enabled computers to be used as a virtual assistant in many fields that 

required processing complex data, while tracking multiple variables such as ever-

changing economic status of the world. This lessened most of the workload for 

humans, allowing them to focus on the bigger picture for their work. 

Since most of the menial tasks are handed over to the computers, in the future 

humans would gradually move to jobs that require creative and social skills, using the 

computer and AI technology as their assistants. 

The first three industrial revolutions changed how the product been made, and 

increased the output and efficiency. But they focused on the production. The fourth 

industrial revolution is focusing more on the people, and their empowerment by the 

rapid communication of data. It may significantly improve the standards of everyday 

living. The sharing of information is essential for such a life, which isn’t a desirable 

thing for some, for various concerns. Future societies must overcome this barrier, if 

they want to live in such wealth. 
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Abstract 

In the past, business has been limited only to the supply of goods and exchange 

of capital. It hasn’t been centred so much on the user, as today, and was heavily 

influenced by political and personal preferences. But gradually, the 

entrepreneurs found that consumer preferences are the engine of trade. To 

succeed, they had to comply with the customer. Furthermore the Government, in 

pursuit of its political and socio-economic goals, may impose restrictions and 

requirements that interfere with the development of a business. It all remains 

valid today, with the difference that the business is also facing a lot of 

technological, ecological, economic and governmental challenges. The business 

must also satisfy growing consumer necessity for new products and services, 

while withstanding to the modern financial crisis and growing competition. 

The key for solving these problems lies within the benefits of today's 

globalization. Thanks to globalization, the business has global opportunities for 

selection and sharing one of its most important resources - labour. So each 

company can choose the most appropriate staff for its needs from the global 

market. It can adequately help to take important decisions and solve their 

problems through appropriate market research, advertising campaigns, 

partnerships and collaborations. 
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Introduction  

In the past, business has been limited only to the supply of goods and exchange of 

capital. It hasn’t been centred so much on the user, as today, and was heavily 

influenced by political and personal preferences. As an example we can give 

chartered companies. They are an association formed by investors or shareholders for 

the purpose of trade, exploration, and colonization. From the sixteenth century 

onwards, groups of European investors formed companies to underwrite and profit 

from the exploration of Africa, India, Asia, the Caribbean and North America, usually 

under the patronage of one state, which issued the company's charter. But chartered 

companies go back into the medieval period.  

Authorizations of charters enabled even small states to greatly augment their 

influence by indirect rule, steering private resources into national pursuits of 
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exploration and trade. As they grew wealthier, some companies developed extensive 

administrations for their ventures, and frequently conducted local affairs with little 

homeland oversight. Chartered companies in many cases benefited from the trade 

monopolies. To carry out their many tasks, which in many cases included functions – 

such as security and defense – usually reserved for a sovereign state, some companies 

achieved relative autonomy. More chartered companies were formed during the late 

nineteenth century's "Scramble for Africa" with the purpose of seizing, colonising and 

administering the last 'virgin' African territories, but these proved generally less 

profitable than earlier trading companies. 

Another example are Concessionary Companies. Most typically, these were private 

European businesses lured to make investments of capital and manpower in Africa in 

return for a grant (or concession) of land, over which it gained privileged rights of 

exploitation. The concessionary policy in colonial Africa evolved out of the European 

tradition of chartered companies, which had successfully enlarged imperial 

possessions and trade in Asia and North America in the sixteenth and seventeenth 

centuries. When Europeans became interested in Africa in the mid-nineteenth century, 

private companies again expanded the territorial and commercial domain of European 

powers.  

But gradually, the entrepreneurs found that consumer preferences are the engine of 

trade. To succeed, they had to comply with the customer.  One of the postulate for this 

was Consumer Theory. It is the study of how people decide what to spend their 

money on given their preferences and their budget constraints. Consumer theory 

shows how individuals make choices given their income and the prices of goods and 

services and helps us to understand how individuals’ tastes and incomes influence the 

demand curve. Consumers can choose different bundles of goods and services. 

Logically, they will choose the bundle that gives them the greatest benefit (that 

maximizes utility, in economic parlance). Consumer theory therefore makes several 

assumptions to simplify the process of discerning what consumers will choose.  

The other postulate is the theory of supply and demand. It is an organizing 

principle for explaining how prices coordinate the amounts produced and consumed. 

In microeconomics, it applies to price and output determination for a market with 

perfect competition, which includes the condition of no buyers or sellers large enough 

to have price-setting power. Demand theory describes individual consumers as 

rationally choosing the most preferred quantity of each good, given income, prices, 

tastes, etc. A term for this is "constrained utility maximization" (with income and 

wealth as the constraints on demand).  Here, utility refers to the hypothesized relation 

of each individual consumer for ranking different commodity bundles as more or less 

preferred. Supply is the relation between the price of a good and the quantity available 

for sale at that price. It may be represented as a table or graph relating price and 

quantity supplied. Producers, for example business firms, are hypothesized to be 

profit-maximizers, meaning that they attempt to produce and supply the amount of 

goods that will bring them the highest profit. Supply is typically represented as a 

function relating price and quantity, if other factors are unchanged. That is, the higher 

the price at which the good can be sold, the more of it producers will supply. In 
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perfectly competitive markets studied in the theory of supply and demand, there are 

many producers, none of which significantly influence price.  

Furthermore the Government, in pursuit of its political and socio-economic goals, 

may impose restrictions and requirements that interfere with the development of a 

business. In spite of the benefits of international trade, many nations put limits on 

trade for various reasons. The main types of trade restrictions are tariffs, quotas, 

embargoes, licensing requirements, standards, and subsidies. The main reasons to 

block trade are: 

1) To halt unemployment. Businesses must lay off workers if their goods can't 

compete with cheaper foreign goods. 

2) To protect "crucial" domestic industries.   

Protectionists (people against free trade) argue that entire industries, such as oil, 

steel, cars, etc. are vital to the economy of the USA, and therefore must be protected 

from foreign competition. 

3) To protect new "infant" industries. If these companies are shielded from 

competition for a while, they can grow strong enough to compete in the world market. 

However, all three of these reasons are simply about giving an advantage in 

industries where a country should not have one.  In other words, blocking free trade is 

the same as blocking the free market. However, there is a fourth reason to block free 

trade that has nothing to do with competition or prices: 

4) To isolate and punish totalitarian governments and regimes that support 

terrorism, genocide, nuclear weapons programs, or (in some cases) Communism. It all 

remains valid today, with the difference that the business is also facing a lot of 

technological, ecological, economic and governmental challenges. To go throughout 

this they may use different methods and analyses. 

Businesses operate in an external environment in which as well as competition 

from rivals businesses have to take account of legal, political, social and economic 

influences. A SLEPT (Social, Legal, Economic, Political, Technological) analysis is 

often carried out by business planners which enables them to develop more informed 

strategies (i.e. long term plans). Social factors - relate to change is society and social 

structures. Changes in the structure of the population, and in consumer lifestyles and 

behaviour affect buying patterns. Legal factors - relate to changes in laws and 

regulations. Businesses must be careful to keep within the law and to anticipate ways 

in which changes in laws will affect the way they must behave. 

Economic factors - relate to changes in the wider economy. A growing economy 

provides greater opportunities for businesses to make profits, so businesses welcome 

rising living standards. 

Political factors - relate to ways in which changes in government and government 

policy can influence business. 

Technological factors - provide opportunities for businesses to adopt new 

breakthroughs, innovations, and inventions to cut costs and develop new products. 

Environmental scanning - is the process whereby businesses examine the external 

environment to identify key structural changes in the world around them which affect 

demand and supply conditions for their products. 
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A SLEPT (Social, Legal, Economic, Political, Technological) analysis can also 

help the companies to satisfy growing consumer necessity for new products and 

services. But they also have to learn how to withstanding to the modern financial 

crisis and growing competition. The key for solving these problems lies within the 

benefits of today's globalization. Globalization is far from a new concept, with its 

roots tracing back thousands of years. The international exchange of both goods and 

ideas has resulted in an ever-increasing opportunity for people to explore and 

appreciate the diversity of world culture. While the negative consequences of 

globalization are undeniable, it's important to acknowledge the positive consequences 

of globalization as well. 

The argument in support of globalization is multifaceted, involving complex 

political, cultural, economic, and ethical factors. 

Political 

The central pillar in political globalization is the ever-increasing need to cooperate. It 

is clear that through the proverbial shrinking of the world, countries and cultures are 

brought together to facilitate international agreement. The creation and existence of 

the United Nations, for example, has been called one of the classic examples of 

political globalization. 

Cultural 

Along similar lines, the "shrinking of the world" has allowed individuals across the 

globe to explore new cultures either via travel or through local exposure to 

international art, music, religion, theater, TV, movies, and countless other cultural 

outlets and perspectives. 

Ethical 

While there are ethical concerns associated with globalization, there are ethical 

benefits as well. International awareness carries with it, for example, the opportunity 

for nations and organizations to address human rights injustices committed across the 

globe. This allows for a rising sense of global civics, the notion that we have certain 

rights and responsibilities towards each other by the mere fact of being human on 

Earth. 

Economic 

Globalization allows for the exchange of goods and services across the globe. As a 

result of globalization, areas with limited resources (i.e. areas with limited farmland 

or no access to medicine) are able to access goods that can substantially improve their 

population's standard of living.  

Globalization also allows for specialization, allowing different parts of product, for 

example, to be manufactured in different regions of the world. While one area may 

excel in producing the semiconductor for your phone, another area might excel in 

crafting your touch screen, and so on. This creates synergies through collaboration, 

enabling specialists to focus on their business strengths. 

Thanks to globalization, the business has global opportunities for selection and 

sharing one of its most important resources - labour. 
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So each company can choose the most appropriate staff for its needs from the 

global market. It can adequately help to take important decisions and solve their 

problems through appropriate market research, advertising campaigns, partnerships 

and collaborations. 

Global Labor Market 

First, we should define the meaning of a labor market. A labor market is the 

relationship of communication between the suppliers and the demanders so that they 

are able to do business together. The global aspect of the labor market refers to the 

world and all that contribute within this measure, also known as globalization. You 

can learn and use ideas and customs from other countries and this process profits all 

that take part in it. Culturally, this is beneficial because we are learning from other 

countries and bridging the gap between countries. All around, globalization is a 

positive action because we can learn from each other and better our countries with 

other ideas and in turn work for the good of the whole world. 

So each company can choose the most appropriate staff for its needs from the 

global market. It can adequately help to take important decisions and solve their 

problems through appropriate market research, advertising campaigns, partnerships 

and collaborations. 
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Abstract 

Germany is considered by many as the leading economy in the European Union 

(EU), the economy that not only presents a relatively large growth rate, but also 

serves as a leading figure for the European countries. The positive intertemporal 

trade balance it has, is yet another interesting element for economic research ; it 

is the main proof as for the status Germany has among the countries of EU, but 

also the major case in favour of those theories posing Germany as the developed 

metropolis over an under-developed European-South periphery. The present 

work focuses on the structural change presented in the production of the German 

economy from its unification at 1989/1990 until the present crisis in the EU as a 

form of understanding the trade relationships Germany has established and how 

have they changed through the years. The study of those structural changes will 

be based on the temporal evolution of the technical coefficients of the German 

economy, taken from input-output tables from 1990. The same research will also 

be conducted for France, since it can be considered the second leading 

European economy, and consequently it will appear as a sufficient comparison 

to Germany. The study will be accompanied by a presentation of the historical 

and geopolitical status of Germany. 

 

Keywords: Germany, France, International Relations, Trade, Technological 

Change, Input-Ouptut Analysis 
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Introduction: Germany in Space and Time 

The Origins of Convergence 

Since World War II has finished, the war scenery in the western part of the Elder 

Continent, being the Liberal and Capitalist Europe, supported the creation of Pan-

European institutions. This intention was denatured into a political goal by               
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W. Churchill, when, in 1964 in the University of Zurich
1
, he proposed the creation of 

the “United States of Europe”, that would be governed by the principles of common 

security, peace and freedom. 

Despite these, idealism was not the only factor combining the European states into 

this new form of political organization. The desire to preserve freedom, ensuring the 

social and economic development of the western part of the Continent
 
was the driving 

force of this attempt (Heywood, 2007). The long-lived and constantly revived French-

German conflict that troubled the European states system ever since the Prussian 

wars
2
 of 1871, should now become part of history. Let us not forget that French-

German (and not only) imperialist struggles led to the First World War. Following 

this policy of integrating Germany into a united Europe, the “German problem” 

would be solved once and for all. Furthermore the vital necessity of reconstructing the 

destroyed-from-the-war Germany, through a united economic space based on free 

trade principles, had become apparent. The economic protectionism of the mid-wars 

was considered to be the source of many evils. Eventually, France and Western 

Germany were the main protagonists in this new European road. 

Beyond these clutch internal factors, external factors were also of great importance 

for this new attempt. By all powers they had, the U.S.A. were seeking the creation of 

an economically prosperous, politically and militarily homogeneous Western Europe, 

to use it both as a market for their exports and as a counterweight for the Soviet 

expansionism; Western Germany was from the start destined to be the outpost in this 

new bipolar world order (Heywood, 2007). Consequently, and in spite of the 

federalist ideologists, the European plan was concentrated on the economic part
3
. In 

1952, following the initiative of the French Minister for Foreign, R. Schuman, the 

European Coal and Steel Community was formed with the participations of Belgium, 

France, Italy, Luxemburg, Netherlands and –of course– Western Germany. The 

attempt was considered successful and was followed in 1957 by the Treaty of Rome, 

by which the European Economic Community was officially born. In 1962, the EEC 

and the ECSC were merged into the European Community, with the latter expanding 

in 1973 with the accession of the United Kingdom, Ireland and Denmark. The “third 

wave of democratization”, as Samuel P. Huntington named it, allowed Greece in 

1981, and Spain and Portugal in 1986 to enter the EC. In the way, in 1978-1979, a 

great step was made by the adoption of the European Monetary Unit. 

Social Market Economy 

The Social Market Economy or Social Capitalism is a specific form of capitalism that 

was mostly developed in the largest part of the Western and Central Europe 

(Kennedy, 1987); its homeland is considered to be Germany, but variations of it are 

found in many European countries. One could claim it to be the landmark economic 

system of Western and Central Europe. 

                                                 
1  Sir Winston Churchill speaking in Zurich I9th September 1946 
2  That led to the formation of the German state. 
3  This neo-functionalist approach theorized that the benefits of the economic partnership would be 

“diffused” –the so-called spill-over-effect–and will eventually lead to economic integration.  

https://www.churchillcentral.com/timeline/stories/the-tragedy-of-europe
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This form of economic organization was influenced by the realist ideas of political 

economist like F. List (1789-1846), more than the usual principles of free market as 

they were expressed by the classical thinkers. List was a defender of economic power 

of politics and political power; he believed in state intervention intended to protect the 

domestic Infant industry from foreign competition
 (Heywood, 2007)

. The central motive of 

this model is the free market, mixed with elements of solidarity and social coherence.  

Especially in Germany this system is based on the interconnection of the industrial 

and the finance capital, that takes the form of a close relationship between business 

groups and banks that are usually shareholders of the former. It is essentially one of 

the pillars that oriented the post-war German economy towards long-term investment 

and against short-term profits. This was made possible because the Bretton Woods 

system and the GATT gave the ability to all developed countries to chart their own 

form of capitalism. Furthermore, the organization of the corporations in Germany was 

based on social partnership. The trade unions are represented by the factory councils 

and they participate to annual negotiations for the level of wages, concerning all the 

industries. At the same time high-level public services and wide and state-financed 

welfare amenities have ensured a decent standard of living for the workers, the low 

and middle social classes 
 
(Heywood, 2007). In this way, a model of a “participating 

capitalism” was created, that takes into account the interests of the workers and the 

whole society (Hutton, 1995). After the war, the idea of a social market was promoted 

by economists like A.M. Armack; the free market seemed to be not a goal in itself, 

but a means to achieve further social goals.  

In this direction, the influence of Socialdemocracy was rather important, trying to 

achieve a mutual understanding and compliance between the several social classes 

and groups. On the one hand, capitalism was considered to be the only credible 

system of production, but the wealth derived from it should be shared according to the 

principles of social justice. In its conference at Bad Godesberg in 1959, the SPD 

adopted the slogan “as much of market as possible, as much of planning as 

necessary”. Following the teachings of Keynesianism and integrating the state 

intervention in its policies, the German Social democracy moved towards a fair 

distribution of incomes, full employment, regular capital reproduction and planning 

the economic development. But the Social democrats were not the only ones who 

adopted this strategy; the Christian democrats also followed the “Sosial Democratic 

Compliance”, despite their initial objections. With L. Erhard being the main example, 

the CDU also embraced the social market economy. Eventually, the strategy of the 

social market economy has turned into the prime state policy with the compliance of 

both leading parties –the SPD and the CDU– despite core differences.   

The advantages of the Social Market Economy were shown in the economic 

miracle that transformed the destroyed Western Germany into the first European 

economic power ever since the 1960’s. The high and stable levels of capital formation 

combined with the high levels of educations, focusing on professional and technical 

skills, allowed Germany to reach the highest levels of productivity in Europe. The 

sufficiently high levels of effective demand have fortified the system against 

underconsumption crises. Among the disadvantages, we can account the inflexibility 
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occurring from the statutory “triangular” negotiations between employers and 

employees, under the supervision of the state, and the necessity of higher taxation for 

the maintenance of the welfare state (Heywood, 2007). These two elements are 

contributing to a possible downturn of competitiveness of the country and the 

weakening of its productive structure –unless there is sufficient counterbalance. 

Germany: From Ashes to Rebirth  

Europe rose destroyed out of the ashes of the Second World War. The damages it 

suffered on both its infrastructure and human lives were incomparably greater than 

those of the First World War. The destruction of the main productive structure of 

Germany reached the value of 20%
 
(Heywood, 2007). However, the Bretton Woods 

system and the institutions formed around it, created extremely fruitful conditions for 

the German post-war economic miracle; the adoption of social market economy was 

the other main contributor. As a result, during the period 1950-1962 the growth of the 

national income reaches an annual percentage of 7,3% in Western Germany. One of 

the first challenges the German economy faced was the rising inflation, that was 

confronted by state intervention at 1948. Due to its very important geopolitical 

position, Germany absorbed a great part of the 24 billion dollars that arrived at 

Europe as a direct help, as well as a part of the U.S. Marshall Plan (Berstein and 

Milza, 1997).  

Following the “containment” dogma, as well as the “opening” of the German 

market under the leadership of the U.S.A., the huge post-war debt of Germany was 

erased in the Conference of London in 1953. Relieved from these obligations, and 

having a high level of social assent, a strong current and a compact banking system, 

Western Germany managed to escape the economic disaster. Another important fact is 

the complete lack of colonies and subsequently of colonial obligations –which were 

proved crucial for other large developed economies, like France or Great Britain, at 

that time. From 1949 to 1958, the GNP of Western Germany was tripled, its reserves 

reached 6 billion dollars, while the full employment after the EEC was formed, was 

considered ensured since the unemployed did not exceed the 3% of the economically 

active population. By 1960, the Federal Republic of Germany had the 10% of global 

exports
 
(Berstein and Milza, 1997). As a result of the “Socialdemocratic Assent”, the 

German governments, as most of the European governments, expanded the institution 

of the welfare state. This is the most important innovation of the post-war world; the 

state is responsible for stabilizing the economy, securing sufficient growth rates, 

safeguarding the trade balance and fighting unemployment and inflation. Besides the 

social amenities and the high public expenditure for investment and consumption, the 

public debt remained in low levels. Besides the material wealth of society and the 

raised expectations, the social unrest of 1968 doubted the social structure; the 

upraised students drift along them great parts of the working class, and the uprisings 

shock both France and afterwards Western Germany. Especially in Western Germany, 

from 1966, we have numerous autonomous groups that eventually constitute the 

“Extra-Parliamentary Opposition” (APO)
 (Hobsbawm, 2010)

. 
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Since 1966 the external policy of the Federal Republic of Germany is 

differentiated from the typical European one. The government of Bonn abandons the 

“Hallstein Doctrine” and chancellor Ludwig Erhard proposes a non-attack pact. While 

it was not successful at first, three years later both sides –the U.S.A and the E.U. on 

the one hand, and the U.S.S.R and Eastern Germany on the other– agree to an 

approximation. However, the crucial role for this approximation is played by the 

Eastern Policy (Ostpolitik) by the Social democrat chancellor Willy Brandt. In August 

of 1970, and despite the objections of the German Christian democrats, he signs a pact 

with the Soviet Union, and in December of the same year with Poland. The next year, 

the two Germanies sign a “fundamental treaty” with which they recognize each other 

as equal states with sovereign rights. They also agree to solve all of their problems by 

use of peaceful means, to respect their borders and their territorial integrity
 (Berstein and 

Milza, 1997)
. In 1972, the Federal Republic of Germany, signed another pact, this time 

with Czechoslovakia.   

This policy was necessary in order for Western Germany to overcome the status of 

“political dwarf”. It managed to disengage itself from the conflicts at the eastern 

borders and to delight in a political and economic prosperity. The conditions were 

very beneficial to the German economy allowing new profitable activities like trade 

(Berstein and Miliza, 1997). Several conservative political powers attacked Brandt for 

compliance, but history justified him after the “reunification of Germanies”. 

The Bretton Woods system collapsed in 1971 and the oil crisis burst out in 1973; 

serious troubles stroke the world economy. Although Western Germany was also hit 

from these shocks, it managed to hold its unemployment and inflation in the bearable 

levels of 3,6% and 5% respectively. It was then that the phenomenon of stagflation 

appeared in Western Europe and became the excuse for the monetarist counterattack. 

Western Germany also applied monetarist policies of fiscal and currency austerity 

under the leadership of Helmut Schmidt and Helmut Kohl during the period 1976-

1981 (Hobsbawm, 2010).  

In 1975 the international stage was unstable with the Soviet Union establishing the 

SS-20 missiles at Eastern Europe; the United States tried to respond with an anti-

missile zone of Persing-2 missiles. Western Germany, due to its position, was located 

at the heart of these events and was shocked from the inside by a strong pro-peace 

movement. At the same period, it faced internal terrorist attacks as another impact of 

the generalized political situation. Eventually, the international tension was relieved 

when M. Gorbachev took over the leadership of the U.S.S.R in 1985. Yet the 

economic instability of the Soviet Union led to political instability in the whole 

Eastern Bloc. The first victim was the People’s Republic of Germany; at March of 

1989 the Soviet president informed the Eastern German authorities that the U.S.S.R. 

can support them no longer, nor interfere to maintain the social and political status 

quo, resulting to the fall of the Berlin Wall later that year and the electoral collapse of 

the government at the next. Technically, the People’s Republic of Germany no longer 

existed. In July of 1990 its economic and monetary union with the Federal Republic 

of Germany is announced and at October of the same year the two Germanies are 

back into one (Hobsbawm, 2010). 
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Data and Methodology 

If we wish to study the inter-sector relations of an economy, we can make use of the 

Input-Output Tables of this economy; the latter ones depict the flows of commodities 

or money from the one industry to the other. The main structure of the tables is based 

on the following system of equations 

       

 

    

, where    is the total output of sector  ,     is the portion of total output of sector   

used as input to sector  , what we may call the intermediate consumptions, and    is 

the final demand for the commodity of this sector, combining the domestic use of 

these products by households, government and companies, as well as the exports. One 

of the main assumptions in order for this system to be valid is that each industry is 

producing one and only one commodity, so the number of industries is equal to the 

number of commodities. 

We define the technical coefficients as the ratio of the input from sector   over the 

total output of that sector 

     
   

  
 (1) 

The former equations can now be reformulated as 

                (2) 

Here, we can see the straight relationship between the outputs of all industries as 

combined in order to produce the output of one of them; in other words, we can see 

the contribution of each sector to the production in one of them. The technical 

coefficients are the quantities (or the amounts of money, in case of nominal terms) 

needed from all sectors so that one unit of product (or one monetary unit, in case of 

nominal terms) of this sector will be produced under the existing technology and the 

given conditions of production. In matrix form, this relationship can be also written as 

         (3) 

, where   is the total output vector,   the final demand vector and   is the matrix of 

the technical coefficients (Miller and Blair, 2009). 

It is an obvious fact though that one country can purchase commodities both from 

its domestic economy, as well as from abroad; consequently, the industries can 

purchase their intermediate consumptions both from inside and outside the country. 

So the technical coefficients we have presented here are actually the combination of 

two technical coefficients, the first obtained in respect to the domestic intermediate 

consumption, the second from the inputs imported from other countries. Again, we 

will write our equation in a new form 

               (3’) 

, where    is the matrix of the domestic technical coefficients and    the matrix of 

imported technical coefficients. But, we can also express this relationship in another 

way. 
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If   is indicating the technology used for the production, that is the proportions of 

the sectors contribution to the production of these sectors, and    the domestic inputs 

of the sectors, then we can follow Franke and Kalmbach (2005) into defining a 

domestic absorption index as the ratio of each domestic coefficient over the respective 

technical coefficient 

     
   

 

   
 (4) 

, where    
  is the domestic coefficient. This index indicates the percentage of the 

domestic commodities used as intermediate consumptions to produce other 

commodities; it can be linked to the import penetration of foreign commodities meant 

for production, since it decreases as the latter rises. The values it can take span from 

0, when    
    and no domestic product is used, to 1, when    

      and no 

imported product is used. 

Now, we can write equation (3) as follows 

            (3’’) 

, where   the matrix of the domestic absorption indices, and     indicates a simple 

multiplication of each element of matrix   with the corresponding element of matrix 

 . This can be solved in respect to the output vector as 

                         (4) 

, where         the Leontief inverse concerning the domestic inputs; this matrix is 

nothing more but a matrix of ex post multipliers for all economic activities of an 

economy (Miller and Blair, 2009). Here, the final demand can be decomposed to its 

initial elements: the domestic demand for consumption of households,     , the 

domestic demand for government spending,    , the demand for investment,    , the 

demand for exports,    , and the demand for imports,    . As a result, the equation 

(4) can be written further 

                                             (4’) 

Again following Franke and Kalmbach (2005), we will take the temporal 

differences of equation (4’), and we will attempt to acquire a decomposition of the 

growth rate –of the total economy, or a specific economic sector– to its main 

components. The relationship we will reach will have eight terms, one for the 

differences in technology, as measured by the matrix  , one for the differences in 

domestic absorption, as measured by the matrix  , one for each component of final 

demand, plus a residual term, that will show us the differences between our computed 

growth rate and the actual one.  

Concerning the complete economy of one country, the growth rate is decomposed 

as follows 
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, where    a summation (row) vector,    the residual vector, and the subscript   

indicates the initial year of the differences process. Concerning a specific economic 

sector –e.g. the sector  – the growth rate is decomposed as follows 

 

  
   

  
   

 

  
      

  
  

         

  
   

 
  
      

  
  

         

  
   

 
  
      

  
  

     

  
   

 
  
      

  
  

    

  
   

 

  
      

  
  

    

  
   

 
  
      

  
  

    

  
   

 
  
      

  
  

    

  
   

 
  
  

  
   

           (5.b) 

 

, where   
  a unit (row) vector corresponding to the specific sector. It is notable that 

each of the first seven terms includes the domestic Leontief inverse multiplied with 

the temporal difference of one and only of our components of growth. This is the 

result of the differences process, but it also serves so that each of the first seven terms 

contains the effect of one particular economic variable to the growth rate –e.g. the 

first term contains the effect of technological change to the growth rate, the second 

term contains the effect of domestic absorption changes to the growth rate, etc.
4
 

Using these two relationships we will study how the growth rates of the German 

economy and some of its important sectors are explained by the main economic 

variables we presented, and we will consequently see which of these variables plays 

the greatest part. Furthermore, using the technical coefficients     and the domestic 

absorption index    , we will attempt to identify the changes observed in its 

productive structure, that are associated with technological changes (and are depicted 

on the technical coefficients) or with international relations (that are depicted on the 

domestic absorption index). 

The input-output tables we use are form 2000 till 2014 and are structured with 54 

industries, plus the households and the extraterritorial organizations. The tables were 

obtained from the World Input Output Database, and were to be treated as Timmer et. 

al. (2015) describe
5
. 

                                                 
4  Equations (5.a) and (5.b) are the extended version of equation (8) in Appendix A.2 of Franke and 

Kalmbach (2005). The authors of this work do not decompose domestic demand in household 

consumption, government spending and investment, but we decided to do so for a more clarified 

work.  
5  We wished to use data from the unification of Germany, but input-output tables were not available at 

the WIOD before 1995. From the two releases (2013 Release and 2016 Release), we decided to use 

the second, thus beginning from 2000, because the structures of the tables for the two releases were 

not compatible and the major political events took place after 2000 – including the Neue Ostpolitik, 

the Agenda 2010 and the Euro-Crisis. 
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At first we will compute the domestic and the import coefficients from the 

domestic and imported inputs; then we will obtain from them the technical 

coefficients, that will compose the technology matrix  . After that we will compute 

the domestic absorption indices for all 54 industries. Taking the final demands of each 

sector as decomposed in the tables, we can also take a look on the exports of these 

sectors as percentage of the total exports; thus we can discriminate the industries that 

were highly exporting and contributed mostly to the exports of the country. Using the 

same method for the total outputs and the total imports of each sector, we can also 

identify the industries that are highly contributing to the total output of the German 

economy, and the industries that are importing a great majority of their intermediate 

consumption. From here on, we will study the highly exporting sectors using the 

method described above, so as to take a closer look on the modern-day state of the 

German economy and procced to a deeper understanding of its huge trade surpluses. 

The industries discriminated by the procedure will also be studied in the case of 

France, as a means of comparison of the state of Germany to that of an equally 

developed and economically powerful country. The reason for choosing France is not 

difficult to understand: it is considered the second strongest country in the EU –

especially after Brexit– and the country that rivaled Germany during most of their 

history, and found on it a valuable ally the previous few decades. 

Empirical Evidence of the Study 

At first, we identify the highly exporting industries, the highly importing industries 

and the highly output-contributing industries, from their shares of the total figures. 

From the table A.1, we can easily see that the highest exporting industry –from 1995 

till 2014
6
– is the Manufacture of Transport Equipment (motor vehicles, trailers and 

semi-trailers), followed by the Manufacture of Machinery and Equipment, 

Manufacture of Computer, Electronic and Optical Equipment, and Manufacture of 

Chemical Products. It is interesting to observe that these industries are also highly 

importing industries. As for the output-contributing sectors, we can see that –and it is 

not hard to guess why– two of the services industries (Renting of Machinery and 

Equipment and Real Estate Activities) are taking the first places; the Constructions 

follow for the first nine years, and only after that the Manufacture of Transport 

Equipment (motor vehicles, trailers and semi-trailers) and the Manufacture of 

Machinery and Equipment are observed to enter the top five seats, with Human 

Health and Social Work Activities –yet another service– taking easily the fourth and 

then the third place, and the Public Administration and Defense holding the fifth for 

many years. 

It should probably not go unnoticed that in countries like Germany, constructions, 

human health and social work, public administration and defense are sectors highly 

                                                 
6  In this part, we make use of both releases (2013 and 2016), since the sectors we obtained from the 

first correspond to the sectors we obtained from the second ; this is feasible here, since we match one 

sector to another, not 54 to 33. 
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supported  –if not owned– by the state. Furthermore, the above are typical activities –

mostly services– for a developed country.  

The notation used here is the NACE Coding of industries; the description of 

industries is given at the table B.1, at the Appendices. 

 

Our study here will emphasize on the three highest exporting industries, notably 

the Manufacture of Transport Equipment (motor vehicles, trailers and semi-trailers), 

the Manufacture of Machinery and Equipment and the Manufacture of Computer, 

Electronic and Optical Equipment. These industries jointly constitute the 37% of the 

German exports at 2000, a percentage that seems to be preserved intertemporally; as a 

result, they are clearly the steam engine of Germany’s European and international 

economic policy.  

Using equation (5.a) we can compute the growth rate and its components for both 

the German and the French economy, on their total. The results are presented at the 

following two tables. It is important to remember that the growth rate is given by 

output and not by value added as in usual computations – the two numbers are 

expected to differ quite much. In order to realize both the clarity of our method and 

the typical value of a growth rate given by output, one can use the table B.2 in the 

Appendices, where both the computed and the actual growth rates, along with the 

residual, are presented. 

 

 

What is already interesting to note is that the contribution of technology to the 

growth of the two major European economies is relatively small; equally small is the 

contribution of domestic absorption of inputs. These alone can tell us that the huge 

growth observed in these two countries, especially Germany, is not explained by great 

technological changes. So, the question naturally arising is where do they come from. 

If we attempt to resolve this by thinking on the demand-side, we are forced to 
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discriminate between the domestic demand for final goods (for household 

consumption, government spending and investment) and the external demand for final 

goods (the net exports or the current accounts). 

Concerning the domestic demand, we can observe that both countries had quite a 

great demand for consumption from households and respectable contributions from 

government spending and investment during the first period (2000-2003). However, 

all three of them present a decline during the next periods. We can see Germany 

entering a soft austerity after 2003 –when Schröder agenda was applied– which 

slowly but effectively restricted the consumption and the government spending, 

however we do not see a counterbalancing rise in investment. On the opposite, France 

reduces significantly all three components of domestic demand for final goods only 

after the economic depression appears, thus the results are clearly seen only during the 

third period (2010-2014). 

The decline in the growth rate of France during the third period, and consequently 

the great growth rates of previous periods, seem to be explained naturally by domestic 

demand, especially by the consumption of households. However, the same cannot be 

told for Germany. The –earlier– restrictions of domestic demand has not slowed down 

the German economy; on the contrary, the growth rate it present after 2009 and during 

the Euro-crisis, becomes greater than that of France, which was greater in the 

previous periods. The explanation can only arise from the external demand. Germany 

has constantly a positive current account, but it also has relatively greater demand for 

exports than any other – especially during the second and third periods. As a result, 

we can name the exports as the main contributor to the expansion of German 

economy, and not the comparative advantage of higher technology or greater 

efficiency, as it is usually claimed. 

To make this an even clearer result, we will focus on the three highest exporting 

industries we have resulted to before (C29, C28 and C26); and to make our study even 

simpler we will focus at first on three inputs of each sector, that are found to have the 

highest technical coefficients over the years, meaning that the dependence of each of 

these three sectors to its three main inputs is rather high and very significant. For the 

C29 sector, the three inputs are taken from the C29, C24 and C25 sectors; for the C28 

sector the inputs are from the C28, C25 and C24 sectors; for the C26 sector the inputs 

are from the C26, G46 and C25 sectors. It is highly interesting that all three industries 

have products of their own as intermediate consumptions, meaning they are highly 

dependent on themselves.  

The three technical coefficients of each of the three German industries under study 

are shown on the graphs following. Each graph is depicting the temporal evolution of 

these coefficients. It is followed by a comparison of these technical coefficients of the 

very same sectors between France and Germany; here the German coefficients are 

subtracted from their French counterparts, so their differences are much more easily 

shown. 
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Figure 1: C29, Technical Coefficients, Germany 

Source: WIOD, Author’s calculations 

 

 
Figure 2: C29, France and Germany Comparison 

Source: WIOD, Author’s calculations 

 

As we can see from figure 1, the sector C29 (Manufacture of motor vehicles, 

trailers and semi-trailers) technical coefficients denoting inputs from the sectors C24 

and C25, remain fairly stable after 2009. However, the C29 technical coefficient, 

denoting its own inputs, is decreasing after 2009. According to figure 2 France’s 

respective sector, uses relatively more inputs from the sectors C24 and C25, while 

Germany respective sector uses more self-inputs.  
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Figure 3: C28, Technical Coefficients, Germany 

Source: WIOD, Author’s calculations 

 

 
Figure 4: C29, France and Germany Comparison 

Source: WIOD, Author’s calculations 

 

Concerning sector C28 (Manufacture of machinery and equipment n.e.c.), we can 

see that the technical coefficients, denoting inputs from the sectors C28 and C24 

remain stable after 2011, while the sector’s self-input coefficient, remains stable from 

2009 and onwards (figure 3). As in the sector C29 case, we observe that the sector 

C28 differences between French and German technological coefficients follow the 

same pattern (figure 4). 
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Figure 5: C26, Technical Coefficients, Germany 

Source: WIOD, Author’s calculations 

 

 
Figure 6: C26, France and Germany Comparison 

Source: WIOD, Author’s calculations 

According to the last diagram (figure 5) the sector C26 (Manufacture of computer, 

electronic and optical products) technical coefficients, regarding inputs from the 

sectors C25 and G46, are fairly stable, while the sector self-input coefficient is 

decreasing (diagram 6). What is interesting about the differences between France’s 

and Germany’s technical coefficients of the sector C26, is that French technical 

coefficient increased during the 2008-2009 period (figure 6).  

Following the same technique for the domestic absorption index, we can observe 

that the import penetration of each product for each industry presents a general 

increasing tendency. The corresponding diagrams are presented in Appendix B.   

Going beyond these simplified techniques, we can attempt to use equation (5.b) 

and decompose the growth rates of the three sectors to their explaining economic 
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variables, as we did the overall growth rate of the economy 
7
. The results of our 

calculation are presented on the following table. 

 

We can observe the same computations for France in the next table, as a means of 

comparison. The same periods and the same specific sectors were computed, so that 

the comparison would be straight. 

 

We can easily see that in all three main exporting industries the technological 

change that is observed is not significant enough to explain the large growth rates of 

the German economy, or of these industries themselves. We know, from the main 

equations of the Input-Output system that a ceteris paribus improvement of the 

technology as depicted by the technical coefficients, is acting positively on the output 

causing its increase as well; in our case though the output of these sectors is expected 

to fall or to remain stable –if there is no sufficient counterbalancing force, coming 

probably from the labor inputs. As a result, we would expect the exports of Germany 

to decrease during the Euro-Crisis –at least from 2010 until 2014; yet it is a common 

knowledge that German exports have kept their rising tendency during this period, 

while their increase can be traced back at 2000, which again is not fully explained 

from the technical coefficients behavior. 

                                                 
7  Again, this growth rate is computed by output and not by value added. 
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Figure 7: The Trade Surpluses of China, Euro-Zone and Germany, 2000-2015  

Simply looking simultaneously at the evidence for both Germany and France, it is 

easy to understand that the growth rates of Germany are to be attributed to its high 

external demands, at least for some final products. It is certainly not to be attributed to 

their high technological development or their numerous innovations, since these do 

not seem to improve the effectiveness of their main exporting industries or of the 

overall economy. It is our opinion that the answer to this “German economic miracle” 

lies most probably at the political choices Germany has made these last decades, both 

internally and externally, and to these we will focus. 

WHEN ECONOMICS IS A POLITICAL ARGUMENT… 

All Roads Lead to the East 

After the “reunification”, the Federal Republic of Germany decides to seek new vital 

economic space. Until then the priorities of Western Germany were completely within 

the European Space, and France was the one who opposed the orders of Federalism; 

as an example, the Treaty of Rome did not prohibit the countries from capital 

controls. Western Germany had pursued more freedom of capital mobility within the 

Community, against the will of the Fifth French Republic.  

Since 1991 the Federal Republic of Germany determines its geopolitical horizons 

from scratch. It turns towards the East and inaugurates a New Eastern Policy (Neue 

Ostpolitik), nothing as much as the strategy of W. Brand. The New Eastern Policy is 

an aggressive economic advance.  

The origins of this turn can be traced back in 1993, when the chancellor H. Kohl 

launched the Asian Concept. In fact, it is but a political agenda intended to encourage 

the German Industry and drive investments in the Asian Continent and mostly in 

China
8
. Since then, the Sino-German relationship are structured on the mutually 

beneficial (win-win) trade and it is not incidental that each German chancellor visiting 

China is accompanied by representatives of the German business elite.  

Since 2004 Germany and China are self-characterized as being in a “Strategic 

Partnership in Global Responsibility”, deepening their diplomatic and economic 

                                                 
 8  Deutsche Welle,40 years of Sino-German relations 

http://www.dw.com/en/40-years-of-sino-german-relations/a-16299632
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relationships with further cooperation of their Central Banks and their Ministries of 

Finance
9
. It is most clearly stated by the German Ministry of Foreign: “With bilateral 

trade worth 169.9 billion euros, China surpassed France (167.2 billion euros) and the 

United States (164.7 billion euros) in 2016 to become Germany’s most important 

trading partner.”
10

 France is no longer the main trade partner of Germany. The 

French-German Axis is degraded by the Sine-German Alliance, at the very least in its 

economic part. Studies of the Federal Statistic Service are also stating this; according 

to them “German exports to China stabilized again in 2016 after experiencing a 

moderate decline the previous year. According to Federal Statistical Office (Destatis) 

figures, German exports to China increased by around 6.95 percent, to 76.1 billion 

euros, compared with 2015, while German imports from China in the same period 

grew by 2.5 percent to more than 93.8 billion euros.”
11

. It’s not incidental that China 

opened its first Chamber of Trade in Germany. Besides that, China is the fourth 

greater importer of German products, following France, the United States and the 

United Kingdom, and the main buyer of German vehicles, after the United States and 

the United Kingdom
12

. The European states are still the principal importers of 

German products, yet the exports to China are constantly increasing, while the 

European economies are seemingly withering
13

.  

It is a fact that the two world exporting champions remain self-complementing 

economies
 
(Δουράκης, 2013). China exports to Germany labor intensive products of 

mass consumption and Germany exports to China capital equipment, cars and “flashy 

luxury” goods for the Chinese elite. Yet, the “Communist” Party of China has 

announced a turn towards the internal market; combined with the protectionism 

announced by President Trump, it can destroy Berlin.  

As discussed, the trade-investment in one of the axes of this New Eastern Policy, 

with the energy and the industrial being the other. Germany has chosen a long-term 

strategic alliance with Russia (an oil- and gas-selling-based country) so that it can 

provide the economy with energy sources, with the 40% of its needs being covered by 

Moscow.  

The Nord Stream submarine pipeline, that bypasses the Baltic countries and 

supplies Germany with gas directly, belongs to these very plans. Chancellor G. 

Schröder decided to fund the pipeline and this policy was not overturned by his 

successor. This movement was proved highly advantageous for Germany, considering 

the extremely unstable environment of nowadays Middle East after the Arabian 

Spring and the current civil war in Syria. 

 

                                                 
9  Auswärtiges Amt-Federal Foreign Office 
10  Auswärtiges Amt-Federal Foreign Office 
11  Auswärtiges Amt-Federal Foreign Office 
12  Auswärtiges Amt-Federal Foreign Office 
13  Furthermore, the German exports of Food and Beverages in China were increased about 1,1 billion 

Euros at 2015. Consequently China remains one of the most important overboard markets of the 

German consumer goods. Concerning the investments, 5000 German companies are active in China, 

while 31% of Chinese investments in Europe are in Germany.  

http://www.auswaertiges-amt.de/EN/Aussenpolitik/Laender/Laenderinfos/01-Nodes/China_node.html
http://www.auswaertiges-amt.de/EN/Aussenpolitik/Laender/Laenderinfos/01-Nodes/China_node.html
http://www.auswaertiges-amt.de/EN/Aussenpolitik/Laender/Laenderinfos/01-Nodes/China_node.html
http://www.auswaertiges-amt.de/EN/Aussenpolitik/Laender/Laenderinfos/01-Nodes/China_node.html
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Figure 8: The Nord Stream Submarine Gas Pipeline, coming from Russia straight to 

Germany. 

Following the same policy, German Industries are allocated in the countries of the 

former Eastern Bloc, exploiting the combination of low labor cost of these countries 

and the industrial culture and technical know-how the former possessed. At the same 

moment, they use these activities of theirs in forcing the German Unions to accept the 

labor market deregulations and the German Government to adopt lower tax 

coefficients. This is another, intermediate effect of Neue Ostpolitik in the inside of 

Germany (Δουράκης, 2013).  

Germany has created a powerful chanel towards the East, which it wishes to 

preserve. Not accidentally, it opposed intensely when the EU asked for tariffs on 

Chinese photovoltaics, out of fear for a systematical turn of China to frontline 

products.   

Agenda 2010 

The Origins of the German Hegemony 
At the 14

th
 of May 2003, the chancellor of Germany, G. Schröder, presents in a 

speech of his at the German Parliament, the Agenda 2010, with the slogan “courage 

for peace and courage for change” (Schröder, 2003a). According to him, “Our 

Agenda 2010 programme contains far-reaching structural reforms and offers 

incentives for boosting employment, consumption and investment. It will help ensure 

that equity is maintained between the generations and help strengthen the foundation 

of our state.” (Schröder, 2003a)
 
The proposed package of reforms resulted after a 

serious structural crisis, characterized by high levels of unemployment and zero 

growth rates; Schröder made clear from the start that these reforms would not only 

help Germany escape this depression but also strengthen it in the international 

markets. At the same time, the German chancellery linked these reforms to the 

European Treaty of Lisbon. 

Schröder’s reforms are the mere triggering of the 235 billion Euros trade surplus of 

Germany for 2016. This is why we will examine here some of the crucial points of the 

Agenda 2010, mostly concerning the economy.   

Social Insurance System 

One of the main problem the German chancellery is facing is the “demographic 

ageing” of its population and the long-term change of the employed-pensioners ratio. 
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The population pyramid confirms this
14

. As a result, a series of reforms was adopted 

in the insurance system and the health system so that their future viability would be 

ensured
15

. Private insurance programs were established and the level or provisions 

was readjusted in 2004, based on a viability coefficient that would account the 

employed-pensioners ration. Furthermore, the early retirements were limited and soon 

enough (at 2008) the retirement age was moved to 67
16

. According to the chancellery, 

the reduce of employers’ and employees’ levies (along with the concomitant cuts) 

made the German exports much more competitive. The reforms in the insurance and 

the deregulating reforms in the labor market drove the employment to rise, according 

to the following graph.  

 
Figure 9: The Employment-Population Ratio, 55-64 year-olds, from the 

announcement of the Agenda 2010. 

Labor Market 

The reforms in the labor market were outcomes of the P. Hantz experts’ committee 

proposition. These new policies have extended the institution of temporary 

employment and “low wages”
17

. At the same time, the partial employment was 

established by law and the protection umbrella for the workers
18

. Based on the 

expectations of new employees being employed if there were sufficient demand and 

advantageous trade consequences, without the fear of having to keep them in case of 

economic worsening. Out of fiscal reasons, the unemployment allowance was 

decreased and equalized to the social aid. The period of the unemployment allowance 

payment was also decreased to 12 months from 32
19

. As a form of penalty, the 

allowance was also cut completely if the unemployed do not accept the chances they 

are given for a job. Despite the short-run weaknesses, the measures were finally 

proved to be successful.  

 

                                                 
14  German Population Pyramid . 
15  Social Insurance Reforms 
16  Social Insurance Reforms 
17  Labor Market Reforms 
18  Labor Market Reforms. 
19  Labor Market Reforms. 

http://gerhard-schroeder.de/en/startseite/reforms/
http://gerhard-schroeder.de/en/startseite/reforms/
http://gerhard-schroeder.de/en/startseite/reforms/
http://gerhard-schroeder.de/en/startseite/reforms/
http://gerhard-schroeder.de/en/startseite/reforms/
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Figure 10: A Comparison of the Unemployment Rates in Germany and the European 

Union, ever since the announcement of the Agenda 2010. 

Taxation 

Generally, the tax reforms included a tax decrease for all income ranks. The lowest 

tax coefficient was reduced from 25,9% to 15% and the highest was reduced from 

53% to 42%
20

. The taxes on companies were also decreased so that the German 

companies would not leave Germany; in fact, the coefficient of this tax fell form 40% 

to 25% and the local taxes fell in the case of small and medium businesses.  

 
Figure 11: The Limits of German Tax Rates before and after the Agenda 2010 was 

applied. 

Consequences 

The great competitiveness of Germany is greatly due to the policies adopted in the 

Agenda 2010. The sheer fall of labor costs, the flexibility of the labor market after the 

deregulation, the decrease of the tax coefficients has assured great profits for the 

German and enforced the competitiveness of German economy. The surplus of the 

German trade balance can be explained mostly by these reforms and by the stability of 

the real wages, while the labor productivity was increasing.  

                                                 
20  Tax System Reforms 

http://gerhard-schroeder.de/en/startseite/reforms/
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The policies proposed by the German chancellor –and followed ever since by all 

Berlin governments, Social democratic or Christian democratic– were something 

completely new for a European economy, even beyond the monetarist counterattack at 

1970’s.  The German exports exploited the expansionary policies and the high levels 

of purchasing power other countries citizens had, while the high savings rate ensured 

the duration, the effectiveness and the sufficiency of the German investments. It also 

appears as if the soft euro helped Germany (something the U.S.A. have accused it 

for), and that can be another reason for the German exports increase after the great 

depression of the Euro-zone after 2010.  

 

 
Figure 12: A Comparison between the German and the French Current Accounts.  

As for the unemployment, Germany indeed presents really small percentages: 

3,9% at April 2017, instead of 9,1% in 2003. This however was only caused because 

of the much cheaper jobs and the early expansion of partial employment.    

Euro Pact Plus, Wages and Germany 

The united Europe via the EMU and EZ obtained a monetary leg. Yet, a firm fiscal 

background did not exist and the member-states had a discretion in the matter of the 

wage policy; this was settled with the Treaty of Lisbon (Article 153.5). Of course, the 

macroeconomic policy of the European Union influenced the wages, but not 

immediately.  

However, since 2010 and following the debt crisis and the deep structural Euro 

crisis, the EU is constantly trying to coordinate the fiscal part of its members. With 

the initiative of Germany and France at March 2011 in the Summit Meeting of the EU 

state leaders, the Euro Pact Plus was approved in order to secure the Euro and fortify 

the European economies from the public debt crisis
21

. The most important novelty 

that was adopted was the creation of a permanent mechanism to support the 

economies facing deficits; this is the European Financial Stability Facility (EFSF), the 

processor of the European Stability Mechanism (ESM).   

In this context, the European Council at April 2011 enforced its previous decisions 

(Brussels, March 2011) and defined the EU strategy by the following directives. 

Among them it was decided that the progress of competitiveness would be evaluated 

                                                 
21  Euro Plus Pact 

https://ec.europa.eu/epsc/publications/strategic-notes/euro-plus-pact_en
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by the progress of the wages, of the productivity and of the needs to adjust this 

competitiveness; this means that the evolution of the wages of labor (measures by the 

unit labor cost for a certain period and for each country and crucial economic sector) 

should follow the evolution of productivity. The European governments were called 

to take action concerning the social debates and the labor relations, so that the above 

decisions would be fulfilled (European Political Strategy Centre, 2015).  

 

 
Figure 13: The implied relationship of Domestic Demand and Nominal Unit Labor 

Costs for the European countries, as well as the special case of Germany.  

It is obvious from the diagram above, that Germany has certainly achieved a 

goal of competitiveness. Yet, it is also obvious that the wages in Germany do not 

follow the productivity intertemporally. Consequently, the other European economies 

are facing a rather odd wage dumping that is not at all in compliance with the 

common strategy chosen by the European Council. The European Commission itself, 

the arm of executive power of the EU and one of its main legislative instrument, via 

László Andor, European Commissioner for Employment, Social Affair and Inclusion, 

strongly criticized the government of Berlin; he noted that this situation is going on 

for about ten years. According to him, Germany should increase its government 

spending and give a boost to demand, lowering at the same time the high trade 

surpluses that are harming its European partners. The rising of wages is crucial (Der 

Spiegel, 2013). Similar calls were headed to Germany from France. 

Conclusions 

As we can clearly see from above, the main exporting sectors of Germany, do not 

present any serious technological changes. Thus, the question arises: why is 

Germany’s Current Account balance constantly positive? Is Germany on the winning 

side of a “race to the bottom”, as France and the United States insisted by accusing 

the German government of wage dumping? The other explanation could be the euro 

itself. According to economic theory if Germany had the mark as its national 

currency, with this size of Current Account surplus and without intervention in the 

currency markets, the mark should appreciate. In this context, the euro is a tool with 
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which German exporting enterprises can buy cheap intermediate goods in a globalized 

market in order to transform them at high value added goods. 
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Abstract 

The Fourth Industrial Revolution, Industry 4.0 and the rising of smart factories 

and industry automation, are among the most discussed issues today, both in 

organizations and in public institutions. Fast implementation of new 

technologies will fundamentally transform the future of work, imposing 

companies and public institutions, as well as social structures to adapt 

accordingly in order to guarantee further economic growth and development.  

The main objective of the proposed research is to make a theoretical overview 

and comparative analysis of organizational and institutional change. Better 

understanding of the similarities and differences between both concepts will 

provide meaningful insights of the main processes and factors of change. While 

organizational change is a function of the company management decisions in 

response to environmental conditions, institutional transformation affects more 

fundamental social processes. Therefore, the present research will propose a 

conceptual framework for analyzing organizational and institutional change in 

the context of technology transformation, focusing on the main reason for 

change - digital disruption technologies. Finally, the paper will present some of 

the outcomes of empirical research about digitalization of SMEs in Bulgaria and 

their readiness for transforming and digitizing their business models.    

 
Keywords: Organizational change, Institutional change, Socioeconomic 

challenges 

JEL Nr.: B15, E02, L15  
 

 

I. Introduction 

Disruptive technologies are gradually changing our society, provoking economic 

shifts and requiring companies and public institutions to adjust and to adapt. The 

Fourth Industrial revolution, as defined by Schwab (Schwab, 2015) will be the next 

level of social transformation, leaded by the change of the technological paradigm. 

Moreover, the Fourth Industrial Revolution has the potential to raise the global 

income levels and to improve the quality of life for the people around the world 

(Schwab, 2015) and will have a systematic influence in every industry and in every 

country, as the system transformation will affect the whole process of production, 

management and societal organization, generating the development of self-regulating 

systems.  

                                                 
*  Corresponding author: Nevena KRASTEVA, Sofia University “St. Kliment Ohridski”, Sofia, 

Bulgaria.  Email: n.krasteva@feb.uni-sofia.bg 

mailto:n.krasteva@feb.uni-sofia.bg


N. KRASTEVA, A. ANTONOVA, 7th International Conference of ASECU Youth (2017) 346-359 

347 

Technologies largely contribute to improve people’s life, as they deliver new 

products and services that increase the efficiency, lower transportation costs, 

transaction costs and communication costs, optimize logistics and global supply 

chains, provide long-term gains in efficiency and productivity. However, one of the 

biggest challenges today comes from the raising inequality levels and the shrinking 

middle class. Many economists and researchers warn that the wide adoption of smart 

technology solutions can further shrink the labor markets demands (Frey & Osborne, 

2013), (Autor & Dorn, 2013). With new disruptive technologies, autonomous 

systems, cognitive computing and robots, companies will need less or no workers for 

its production or service-delivering facilities. Many authors fear that the labor market 

dynamics will be dramatic, and the loss of jobs will affect both low-skill and highly-

skilled professionals (Rotman, 2015). However, as it happened in the past, new 

professions will emerge, but many observers fear that the rising levels of inequality 

and the global wealth distribution may further threaten sustainable development. 

While companies need to lead the change in order to remain competitive on the 

global market producing more intelligent and smart, functional and complex products 

and services, the overall economic ecosystem has to respond adequately on these 

trends, as companies’ success is interrelated with institutions and public organizations 

transformation. The organizations have to reshape their business models, reorganizing 

value-offering, value co-creation, improving customization and user involvement, 

enhancing value-in-use and self-service, increasing customer experiences and 

customer satisfaction. However, public institutions need to transform as well, as the 

new disruptive technologies will lead to institutional transformation, as they will 

become the main driver for ecosystem development requiring new system rules and 

shifts in paradigms. 

The present research aims to make a comparative analysis between theoretical 

concepts for organizational and institutional change. Our interest is provoked by the 

next coming shifts in technologies and the following challenges on organizational, 

institutional and social level. On the one hand, organizational change is about 

preparing organizations to adapt and to develop new business models, services and 

products, customizing processes such as planning, business chain configurations, 

orders and transactions automation, customer-oriented design and production. On the 

other hand, institutional change is about adopting new rules that should ensure more 

smooth transformation processes on the labor market and on the social systems, 

tackling with rising issues such as social disintegration, inequality, and emergence of 

new jobs. 

The paper is organized as follows. The first part provides a theoretical overview of 

institutional and organizational change and its main characteristics according to the 

literature. The second part will develop a framework for making comparative 

analysis, based on the system analysis approach (social systems). The last part will 

provide an empirical research and interviews with 6 Bulgarian SMEs, discussing and 

analyzing their readiness for digital transformation. In the conclusion section there 

will be outlined the main findings and recommendations.  
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II. Theoretical review 

Institutions and institutional change 

Institutions can be generally defined as complex social structures. Many scholars use 

the term institutions to designate both their evolution and functioning as complex 

socio-politico-economic and cultural phenomena. Institutions can be formal and 

informal and their role is to regulate the social interactions or the relationships 

between any individual with and between any social groups of people (Commons, 

1924). From a very small human group, representing the family, to more complex 

social, political and economic groups, institutions shape the society and define 

individual choices, individual behavior and therefore individual life. Thus we can 

state that institutions determine social rules and orders that influence and shape the 

individual ones. As North states, institutions define “the rules of the game” (North, 

1990). 

Thus, in general, institutions can be defined by the capacity of setting rules and 

designating the roles and functions of individuals and organizations within a social 

group.  

In literature there can be found some popular definitions of institutions as: “it’s 

collective action in control of individual action” (Commons, 1924). An institution is, 

rather, the expectation of actors to conform to it, regardless of what they would want 

to do on their own. Moreover, such expectations are held, not just by actors directly 

affected by the expected behavior, but by “society” as a whole (Streeck & Thalen, 

2005). 

Parto (Parto, 2005) makes a summary of Scott’s findings (Scott, 2001) that 

institutions collectively act as an integrated web running through different systems 

(e.g., social, economic), scales of governance and levels of inter-relations. In addition, 

institutions are at once persistent, resistant to change while capable of changing in 

evolutionary time, and are transmitted through various means to consecutive 

generations, thus providing a certain degree of continuity, stability, and security. 

One of the main difficulties for analyzing institutions comes from the fact that 

institutions include a large set of organizations, complex social groups and even social 

norms and expectations (Chavance, 2001). Therefore, it is very challenging to make a 

general analysis of different rules, characteristics and interdependences that control 

institutions on different levels.  

The main question of institutional theories is not how institutions stabilize 

themselves in a static state, but how they endlessly grow and change (Hodgson, 

1988). Institutional change in general is due to two main reasons:” institutional 

change is mainly due to changes in the relative prices or changes in the taste or 

preferences” (North, 1990). Further institutional change occurs when an existing set 

of beliefs, norms, and practices comes under attack, undergoes delegitimation, or falls 

into disuse, and needs to be replaced by new rules, forms, and scripts (Scott, 2001). 

As both formal and informal institutions serve as an instrument to decrease individual/ 

organizational transaction costs, the effective institutions can lead to the increase of 

the national income as they reduce insecurity and allow cooperative strategies for 
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action (Sedlarski, 2013). Finally, institutions are stable structures, even though subject 

to perpetual changes. 

Organizations and organizational change 

While a firm or an organization is a formal socioeconomic system, or a type of 

institution, in our research we will analyze it not as an actor “setting the rules”, but as 

an actor “obeying to the rules”, set by the society, by the legal framework and the 

general business environment. 

An organization is a collection of people working together in a coordinated and 

structured fashion to achieve one or more goals. Some of the society’s needs that are 

met by organizations in order to exist, include the need to achieve desired goals and 

the need to have better administration and specialized task or job (PEOI, 2016). 

Organizational change, by definition, is a transformation of an organization or a 

firm between two points in time (Barnett & Carroll, 1995). For the purpose of our 

work, we will accept as a working definition a more precise look: “organizational 

change represents the action, the set of actions, a process through which it seeks a 

partial or a total transformation of an organization, enabling the transition from a 

current state to a future desired one, which differs quantitatively and/or qualitatively 

from the first” (Bradutanu, 2012). The term organizational change management is 

about reviewing and modifying management structures and business processes. It is a 

recognized discipline that helps businesses and organizations adapt to fluid 

circumstances. This discipline considers who may be impacted by the change and 

how, and addresses a wide range of business elements, including organizational 

design, roles and responsibilities, performance standards, workflow and processes.  

The goal of organizational change management is two-fold:  

▪  On the one hand, to help organizations successfully make the transition to new 

circumstances (e.g., new market entry, new corporate model for acquisitions or 

mergers, new regulatory climate, new company goals, new technology, etc.).  

▪  On the other hand, to help the company to learn how to become more flexible 

and adaptable, to better control and respond to the future changes.  

There is also another side of the goals of organizational change management. A 

successful model for organizational change prescribes steps the company must take to 

implement change (e.g. checklist or tasks). But it goes beyond process into “softer” 

elements that focus on how employees adapt. Organizational change management 

professionals point out that implementing a new technology, process, or rule from the 

top-down is not the same as convincing employees to embrace it. In fact, employees 

who resist the change—even as they perform the new tasks or follow the new rules—

can negatively impact the success of any project. Thus, another goal of organizational 

change management is to create an environment of supporting the change 

(Stadtmueller, 2014). 

According to the vast research conducted on organizational change, in most 

contexts, both content and process factors ought to be evaluated. Process refers to 

how change occurs. Content describes what actually changes in the organization. 
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Analyzing organizational change, it will be useful to consider the threefold 

framework: why-what-how (Dainty & Kakabadse, 1990). 

 

 
 

Table 1: Types of changes in an organization 

 

Thus, all the above questions turn out to be also a good basis for setting criteria for 

measuring organizational change. 

III. Conceptual comparative analysis 

Mutual dependencies between organizational, institutional and societal change 

Analyzing the processes in the hierarchy of rules, Chavance (Chavance, 2001) defines 

that in a stable situation, individual behavior is determined by organizational and 

institutional frameworks, organizations are formed and evolve within the institutional 

framework, and institutions are established and stabilized within the system, i.e. with 

a configuration of general rules. This means that when the environment is stable and 

predictable, institutions largely influence the social and individual development. On 

the contrary, in the evolutionary process, the rules act on the opposite direction. The 

modification of individual and collective behavior leads to organizational or 

institutional change, further transforming organizational actions, leading to changes in 

the institutional framework, and institutional mutations cause the evolution, or the 

transformation of the economic system. And finally, in the situation of a social 

transformation, the change in social beliefs leads to transformation in the institutional 

framework, affecting organizations, thus policies and in the end – economic results. 

Further North (North, 1990) underlines that organizations and mainly 

“entrepreneurial undertakings” are among the main factors and agents provoking 

institutional change. Thus, institutional transformation depends on the capacity of 

organizations to lead and undertake entrepreneurial projects. As Vladimirov et al. 

(Vladimirov, Davidkov, & Yordanova, 2017) empirically proved, both formal and 

informal institutions influence organizational growth perspectives.  
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Methodology 

Our methodology includes General System Theory (GST) and the conceptual 

background of ORGAN (Wester-Ebbinghaus, 2010), using the concept of the system 

components. ORGAN contains four levels (Society – Market – Organization – 

Departments). The first level is called society – this is a system in some sense; the 

next one is the market or the organizational field. In the market, which is a platform, 

there are rules and certain behavior, in which the companies perform their business. 

The entities on the market level are organizations, on the third level. Then we have 

departments. A department consists of several agents. 

The GST defines a systematic approach, including ten principles (Bertalanffy, 

1974): 

1. Interconnection and interdependency between objects and their attributes: 

independent elements cannot represent a system. 

2. Holism – the system is studied as a whole, it is not divided or analyzed on its 

own.  

3. Pursuit of purpose – system interdependencies need to lead to a purpose or a 

stable situation. 

4. Input and output elements – while in a closed system the input elements are 

determined and constant, in an open system new elements from the 

environment can affect the system. 

5. Transformation of the input element into output elements – this is a process, 

through which the desired goals are accomplished. 

6. Entropy – the sum of random variables or chaos, that exists in every system. 

7. Regulation – a method, which provides feedback, necessary for the system in 

order to function predictably. 

8. Hierarchy – complex systems consists of subsystems – or system of systems. 

9. Differentiation – specialized units, performing specialized functions and roles. 

10. Equifinality – alternative approaches for accomplishing the same goals 

(conversion).  

Defining the roles of institutions and organizations (influence over the system) 

In order to compare institutional change and organizational change, first we need to 

define the respective roles of organizations and institutions within the society. In a 

broader aspect, institutions can be defined as “the rules of the game”, as determined 

by North (North, 1990), then organizations are “the players”. The role of institutions 

is to set the rules and systems for application of the rules. Institutions are the 

conceptual framework for the organizations. Organizations, respectively, exist to 

allow accomplishment of work that could not be achieved by individuals alone. And 

when the goals of organizations are in alliance with the society, they can contribute to 

the society (PEOI, 2016).  

As institutions constitute the fabric of the society, they shape further individual, 

group and social interactions through various set of rules. The rule can be generally 

defined as a prescription or ban for social action in certain circumstances, 
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accompanied by sanctions or rewards (real or symbolic) (Chavance, 2001). 

Institutional rules differ from organizational rules, in that they subordinate them. 

Working rules guarantee that the group performs the actions as expected, setting 

specific rules for individuals what they can do and what they cannot do. Thus, all 

institutions take part in defining some rules for expected social behavior and social 

norms. There is a specified hierarchy of rules that include four general levels – 

economic system, formal institutions, organizations, and finally individual behavior 

(Chavance, 2001). 

Identifying relevant parts (elements) of the society which are influenced or 

influence organizations and institutions 

In the frameworks of the current systematic approach, we should keep in mind the 

following characteristics of the social system: 

1.   Social systems are complex mutual dependencies, consisting of elements which 

evolve with the complexity of the environment. In this respect, it is crucial that 

the elements of the socio-economic systems are well determined, as well as the 

respective dependencies. 

2.   The main factors for change come from outside of the limits of the system, when 

having transformational processes. 

3.    Organizational systems evolve into complex socio-economic systems. 

4.  The elements of both organizations and institutions include: people; culture; 

business processes; technological level/applications; end users. 

Other parts of the system are the following: 

- Resources (money; people; input resources) 

- Environment (the context) 

- Output (institutions – rules; organizations – products and services) 

- Events – information, data 

There are inside relationships - inside of the society, every actor is related to the 

others and this induces some processes. 

Identifying the main change process of the Fourth Industrial Revolution 

The context of the Fourth Industrial Revolution is the global technological and 

innovation-infused environment that can be characterized by the process of systematic 

increase of flexibility of the production models and processes, through automation 

and extensive networks and mechanisms for decentralized management. The scale 

and magnitude of the Fourth Industrial Revolution, as well as its complexity, is what 

makes it different from the previous ones.  

How industrial revolutions affect organizational and institutional change in a 

history perspective is the main question of interest. Since the emergence of the First 

Industrial Revolution, historians have shown that crucial shifts in firm organizations 

coincide with the industrial revolutions (Kapas, 2008). Kapas describes the evolution 

of the organization from the rise of the factory in the First (British) Industrial 

Revolution, replacing the putting-out system that was based on the “family firm” 



N. KRASTEVA, A. ANTONOVA, 7th International Conference of ASECU Youth (2017) 346-359 

353 

craft-shop, through the multidivisional form of organization of the large enterprises in 

the Second Industrial Revolution. The following ICT revolution results in another 

important shift in firm organization: large vertically integrated firms are becoming 

flatter, decentralized and organized in semi-autonomous and globally dispersed 

project-based teams.  

During that time, institutional changes were also observed. The technological 

inventions in the First Industrial Revolution were supported mainly by informal 

institutions, although there was a favorable congruence in all subsystems of the 

society and their positive mutual interconnection. The effect on institutions of the 

following multidivisional form of organization was the creation of a new set of rules, 

in accordance with the vertical integration of organizations, including antitrust law 

and other regulatory laws. The Third Industrial Revolution brings a new institutional 

change, supporting the globalization of the markets, the fall of the cost of information 

and reduction of barriers to entry. The Fourth Industrial revolution is expected to 

change the future of work and the structure of labor, leading to more self-employed, 

project-based work, start-ups and freelancers.  

Recommendation system framework – conceptual framework for institutions 

and organizations  

Identifying criteria for comparative analysis includes identifying the factors for 

change (for instance, internal or external – technology; HR turnover; industry of 

operation) for both organizations and institutions; the setup of change and openness to 

global market; what source of access to resources organizations and institutions have. 

Table 2. Comparison between organizational and institutional change 

 

While new technologies affect to a greater extend the organizational change and 

business organizations, most of the formal and informal institutions (meaning the 

general framework of rules) are not influenced significantly, neither are their future 

activity perspectives. However, we have to admit that, as the use of new technologies 

will change organizational processes, this will affect human behavior and thus 

institutional change. Since institutions (formal and informal) are influenced by 

employees, end users, as well as communities, they are indirectly influenced by 

technologies, thus setting the new “rules of the game” for organizations (Picture 1). 
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Picture 1. Conceptual framework for institutions and organizations 

IV. Discussion  

The context of Digital transformation  

The effect of the context of the new technological developments can be described 

two-fold: on organizational level and on institutional level. On the other hand, wider 

adoption of new technologies will substantially change the patterns of wealth 

production and wealth distribution, making the existing rules obsolete and threatening 

social equilibrium. 

Following our analysis and in support of the claim of North (North, 1990), we can 

conclude that business organizations and business companies are the main triggers of 

social change and institutional transformation. On the one hand, companies constantly 

deliver more sophisticated disruption technologies and innovations, but on the other 

hand – they are increasingly threatened from global competition and from even more 

disruptive technologies coming from other sectors. Thus companies and business 

structures are naturally motivated to lead the competition, accumulate power and 

resources both to request more general institutional change (following the cycle of 

Chavance (Chavance, 2001)) and to influence individuals’ behavior and cognitive 

schemes.   

While institutions determine the capacity of the economy for production of wealth, 

their roles and positions are “pre-defined” in the previous industrial economy, which 

has a different socio-technical context. As Sedlarski (Sedlarski, 2013) points out, 

institutions not only influence the general “rules of the game” but they directly affect 

the price of the key factors of production, as for example labor (minimal wage), land, 

capital, key resources and entrepreneurial skills. Further, as Vladimirov et al. 

(Vladimirov, Davidkov, & Yordanova, 2017) proved, institutions have the capacity to 

predefine organizational perspectives for growth and prosperity. Defining the local 

prices of the key economic resources is becoming obsolete in the global economy, as 

global competition, both for markets as well as for resources, will further exercise its 

role. Moreover, as production and service function will become further automated and 

excelled, transaction sector in the world economy will continue to expand. In these 

realms, the production of wealth will not depend on human labor or access to land or 

capital, as it will be further automated. The declined need for human labor will result 
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in less employment and lower incomes from salaries, leading to decreased level of 

social payments as social security, pensions, healthcare payments and others taxes 

from personal income. Thus public institutions need to get ready both for reduced 

income from salaries, and for more flexible labor organization forms, combining 

different incomes from temporary sources (freelancers, micro-entrepreneurship, part-

time working, non-for-profit working, temporary contracts and many others). 

Therefore, public institutions need to prepare for better adapted personalized services 

and for flexible working patterns, allowing more individuals to fully engage in the 

new economy potentials.  

The second fundamental question for institutions will be to define the ways of 

wealth distribution, as social inequality and wealth distribution become one of the 

crucial problems nowadays. Highly volatile companies succeed to substantially 

reduce tax payments, registering in tax heavens or using some power-related 

instruments to influence policy makers and social institutions. Thus institutions will 

need to adopt new types of “rules” and new ways to finance the increased transaction 

sector and public services (education, healthcare, social security, etc.).  As labor costs 

will lose the function of a wealth distributor, other types of social contracts need to be 

accepted to reevaluate how new generated wealth, produced by new “smart machines” 

will reach the end-users. Picketty (Picketty, 2015) claims that the history of 

distribution of wealth has always been deeply political, and it cannot be reduced to 

purely economic mechanisms, as it is shaped by the way economic, social, and 

political actors view what is just and what is not. Thus inequality is a political concept 

of the relative power of those actors and the collective choices that result (Picketty, 

2015). In a situation of reduced labor demand and shrinking social funds, the problem 

of wealth inequality will raise many new questions for wealth distribution in the 

future society. Therefore, even if new technologies can bring substantial growth for 

the global economy (some projections range between 3 to 5 times for the next decades 

to come (Credit Swiss Research Institute, 2015)), this will not create automatically 

better societies and better institutions. Even more, existing economic development 

further threatens not only social cohesion, but as well the other pillars of the 

sustainable development (environmental, economic and social), leading to more 

serious problems for the next generations. 

The case of Bulgarian companies 

Based on the analysis made, we considered companies and business organizations as 

the main drivers of social and institutional change. Therefore, one of the crucial 

questions today is how companies and especially SMEs will manage the path towards 

digital transformation. Furthermore, the success of the company’s digital 

transformation depends not only on technical factors and sophisticated ICT solutions, 

but it relies as well on other organizational characteristics beyond IT, such as 

appropriate company culture, digital-enabled leadership, open communication, 

willingness to learn, risk-taking attitude, openness to innovation and change 

management capacity.  Thus these “soft” factors depend largely on formal and 

informal institutions, such as local ecosystem and region specifics, sectors specifics 
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and the culture of the country. We conducted structured interviews with SMEs that 

enabled us identify some of the main problems for digitalization of the local SMEs. 

Six Bulgarian SMEs were contacted as part of DIGITRANS project “Digital 

transformation in the Danube region”
1
. The results from the interviews with the 

Bulgarian SMEs show that all of them had realized that digitalization of their business 

models is quite relevant, important and pressing issue. The topic of digitalization and 

business model transformation is considered crucial for building competitive 

advantage and remaining competitive on the local and on the international market for 

all of the organizations. However, only two of the companies have specific strategies 

about how to digitalize their business models.  The overall understanding of the topic 

is not very high and the steps and actions how to start the digitalization “journey” and 

processes are not clear at all. 

Furthermore, it is important to mention, that all hierarchy levels, managers and 

owners are directly involved in the digital transformation processes. This comes to 

prove that SMEs managers are fully aware of the crucial role that the digital 

transformation has to play. Although all of the SMEs stated that business model 

digitalization is important for their future development, in general they lack 

comprehensive understanding about the basic concepts how their digital business 

model should look like. The main difficulties and obstacles for company digitalization 

are not technology, but human related and organizational factors. Therefore, informal 

institutions – beliefs, attitudes and assumptions play crucial role for company 

digitalization.  

As the SMEs revealed in their interviews, some of the main obstacles for business 

model digitalization are: human factors, peoples’ mindset, employees’ resistance to 

change, lack of relevant knowledge and good practices, lack of adequate resources, 

lack of motivation to take risks. 

Currently the impact of the digitalization on the business is very low, but the 

potential for the SMEs is enormous. Thus many of the SMEs representatives 

highlighted how important is to communicate good practices, best examples, 

demonstrations and pilot projects. They assumed that the impact of the business 

model digitization will lead to faster business processes, quality improvement, 

customized services and complex solutions that can lead to stronger competitive 

advantages.  

Thus companies are aware and understand very well that they could use the 

digitalization to restructure their whole business model and to upgrade the business on 

a new competitive business level. This is critical for all companies and especially in 

highly competitive sectors, such as electro mobile business and laser technologies, as 

well as IT/Internet services to develop very fast and the competition is world-wide. 

On the other hand, healthcare is expected to be one of the most digitally transformed 

sectors in the near future and the Bulgarian SMEs are aware of these trends.  On 

picture 2 there are identified the main models that have to be addressed for 

organizational and institutional change during the next industrial revolution.   

                                                 
1  http://www.interreg-danube.eu/approved-projects/digitrans 
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Picture 2. Models of spread of organizational and institutional change, following 

the adoption of new technologies;  

 

The interviews with Bulgarian SMEs’ representatives provided meaningful 

information and feedback about the current state-of-the-art in digitization and mainly 

the SMEs attitudes towards training in the field of Digital transformation. Based on 

our conversations and discussions with interviewees, we understood better their 

knowledge, attitudes and experiences on the topic of the digital business models, and 

we assessed better their motivation and their strategies on it.  

V. Conclusion and outlook 

While organizational change is well discussed as microeconomics problem and as a 

function of the planned activity of one company, institutional change is a much 

broader area and imposes many difficult questions. In order to make the next Fourth 

Industrial Revolution not so disruptive and to be prepared for the changes imposed by 

the new technological environment, organizations, institutions and the society need to 

address the main factors of change.  

Changing informal institutions is crucial for further organizational change and 

company digitalization strategy. Changing formal institutions could also play a 

leading role for the next industrial revolution. 

For this reason, our research presented a conceptual framework for analyzing 

organizational and institutional change in the context of technology transformation 

and surviving the digital disruption during the Fourth Industrial Revolution. Having a 

better understanding of the underlying processes and factors of organizational and 

institutional change will help understanding and expecting the future capacity for 

development. The outlook for future research in the field of organizational change 

management and institutional research is further factor analysis and modeling of 

organizational and institutional change. 
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Introduction 

21st century is abundant in continuous, dynamic technical advancement. This 

progress drives economy and in consequence changes lives of societies at local and 

global level. However, being innovative is frequently understood only as technical 

improvement and thus does not take human aspect into consideration while all 

innovation should be human-centered. Facing flourishing digitalization of products, 

commonness of computers, Internet of Things and their augmenting processing power 

and memory, as well as universal access to the Internet and algorithmization of 

services it is crucial to pay close attention to practical features and social influence of 

technology. That is why we can emphasize some research questions regarding the 

topic of this paper. How do innovations affect the development of countries? What are 

the types of innovations? Does the technological innovation have a big role in today’s 

society? Which institutions support innovations in Poland? What is the state of Polish 

innovation? What are the methods and techniques of innovation management? How is 

their social dimension? The aim of the project will be to confirm or overthrow the 

research hypothesis that Polish technological innovation contributes to the 

development of society. This article presents the results of analyze devoted to the use 

of technological innovations including opportunities offered by them. Practical part 

with case studies, is based on best-practice examples from the domestic market 

review. 

1.  Innovation as a development factor 

1.1. Concept and essence of innovation 

As defined in the Encyclopedia of Management
1
, the word innovation comes from 

Latin ‘Innovatio’ which means renewal. That is the series of activities leading to the 

implementation or creation of a new, significantly improved product, process, new 

method or organizational system in internal business activeness or external 

communications. It is believed that the term "innovation" was introduced in the 

literature of Joseph Schumpeter in the 1930s, while distinguishing at the same time 5 

cases in which innovations occur
2
: 

- New product creation, 

                                                 
*  Corresponding author: Katarzyna BARTON, Cracow University of Economics, Crakow, Poland.  

Email: katarzynabarton@gmail.com 

 
1  https://mfiles.pl/pl/index.php/Innowacja (14.04.17) 
2  Marciniak, S. (2010). Innowacyjność i konkurencyjność gospodarki. Wydawnictwo CH Beck. 
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- Implementation and application of new technology, production method, 

- Setting up a new sales market, 

- Acquisition of unknown raw materials, 

- Reorganization of a particular branch of the economy. 

There are some main goals of innovations’ existence. There is a possibility to 

mention for instance an increase of organizations’ competitiveness in the market, 

reduce operating and administrative costs, rationalize the consumption of resources 

and raw materials, enrichment of the offer, the quality improvement and meeting legal 

requirements and standards
34

. 

In practice, the process of innovation is quite complex and time-consuming. That is 

because of the need to test the effectiveness of new solutions at each stage of its 

development. A schematic example of the innovation management process is shown 

in the Figure 1. 

Figure 1. Process of innovation 

 

Source: Own elaboration based onDolińska, M. (2004). Innowacje w przedsiębiorstwie, na rynku, 

w regionie. Ekonomika i Organizacja Przedsiębiorstwa, (9), 18-25. 

 

1.2. Classification of innovation 

Due to the numerous paradigms and research perspectives, many types of innovation 

stand out because of the various criteria
56

. Differentiation of classification is presented 

in Table 1. 

Tabel 1. Classification of innovation 

Criterion Type of innovation Details 

According to the 

subject of the 

change 

technological / 

technical 

Based on the results of scientific research and scientific 

activity, they are the most expensive but most profitable 

  organizational They are based on a change in the way a company operates 

and the work reorganization, it is often costly, usually related 

to adapting to legal processes or customer requirements. 

                                                 
3  Poznańska, K. (1998). Uwarunkowania innowacji w małych i średnich przedsiębiorstwach. 
4  Poznańska, K. (2006). Czynniki sukcesu małych przedsiębiorstw w Polsce. Ekonomika i 

Organizacja Przedsiębiorstwa, (numer specjalny), 90-94. 
5  Drucker, P. F., & Noel, J. L. (1986). Innovation and Entrepreneurship: practices and principles. The 

Journal of Continuing Higher Education, 34(1), 22-23. 
6  http:// pi.gov.pl/Firma/chapter_95851.asp (25.05.17) 
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  process Associated with the operation of various processes (mainly 

production or service), involves the implementation of 

process improvements 

  social Relates to the human and non-productive aspects of 

organizations 

  marketing Related to marketing mix areas, sales and distribution of the 

offer and products 

  ecological They have the task to reduce the emissions of pollutants into 

the environment, are linked to sustainable development 

According to the 

originality of the 

changes 

Imitating (secondary) Based on imitation, duplication, copy of original changes, 

which have proven themselves in practical terms 

  Original (primary) These are independent inventions, discoveries and inventions, 

applied for the first time in the economy 

According to the 

scale and scope of 

the changes 

Radical They are based on new, unreleased solutions 

  Partial Their essence is to streamline and modernize, their goal is to 

improve the specific features of the object, service or process 

Source: Own elaboration based onDrucker, P. F., & Noel, J. L. Innovation and Entrepreneurship: 

practices and principles, Poznańska, K. Uwarunkowania innowacji w małych i średnich 

przedsiębiorstwach oraz http:// pi.gov.pl/Firma/chapter_95851.asp (25.05.17) 

1.3. Methods and techniques of innovation management 

Innovation understood in the context of introducing new solutions, ideas, technologies 

to the market cycle requires a smooth model of management. It is to achieve the 

concrete success and measurable financial benefits. In 2015, Y. Taran, H. Boer and P. 

Lindgren made a classification of innovations’ management models taking into 

consideration the criteria of range, radicalism, and complexity. Referring to the 

strategic context (proactivity/reactivity) and to the organizational architecture 

(openness/closeness) the following subdivision was presented
7
: 

The open/proactive model is characterized by a high degree of radicalism and 

innovation, while its complexity is low, 

The closed/proactive model - characterized by high coverage, radicalism and 

complexity of innovation, 

The open/reactive model - has a low degree of radicalism and complexity, with a 

high degree of innovation, 

                                                 
7  Ćwiklicki, M. (2015). Klasyfikacja modeli zarządzania innowacjami. In Management Forum (No. 4 

(3), pp. 27-31). Publishing House of Wroclaw University of Economics. 
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Closed/reactive model - described by high level of complexity and low degree of 

reach and radicalism. 

The approach to innovation management techniques has changed in the 20th and 

21st centuries. Here is the description of the 3 most popular concepts of the 

aforementioned models found in market practice
8
: 

1.  H.W. Chesbrough - the concept of open innovation. Dominates in the 21st 

century. The innovation process is based not only on the organization's own 

resources. Innovation is the result of numerous complex interactions between 

individuals, organizations and the environment. Companies cannot rely only on their 

own research but they should share knowledge and acquire solutions from others. 

Sharing in the meanwhile their own solutions that they do not use (sale of licenses). 

2.  H. Etzkowitz – the concept of the Triple Helix. Innovations are the result of 

cooperation between science, government and private sector. Relations between 

sectors determine economic growth. The scientific sector is represented by private 

universities, state universities and by various research, development institutes and the 

industrial business environment. 

3.  E. von Hippel - the leading user concept. It is based on understanding the 

public and hidden needs of consumers. It consists of the clients’ involvement in 

product development and the use of customer information. The driving force behind 

innovation processes can be defined as dissatisfied consumers who streamline the 

product. Lead users - individuals or companies who have created their own unique 

solutions because none of the available products meet their needs. 

Innovation is inherent in the development of new technologies. A different 

distribution of innovation management models is provided in Table 2. 

Table 2. Styles of innovations management 

Typology Virtual TODI Sample methodologies and tools 

Market Intelligence Techniques Patent analysis 

Business Intelligence 

Benchmarking 

CRM 

Technology Watch 

Virtual communities 

Collaborative tools and networking Groupware 

HR tools E-learning 

Intranet 

Teleworking 

Videoconferencing 

                                                 
8  Kozioł-Nadolna, K. (2012). Modele zarządzania innowacjami w XXI wieku [w:] Historia i 

powstanie nauk o zarządzaniu, red. B. Mikuła, Wydawnictwo Uniwersytetu Ekonomicznego w 

Krakowie, Kraków. 
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Techniques for creative problem-solving Altszuler’s Algorithm 

Brainstorming 

Mind map 

Project management techniques Value analysis 

Fast prototyping 

Project management 

Source: http://imik.wip.pw.edu.pl/innowacje27/strona13.htm (15.04.17) 

The above-mentioned forms of innovation management are very often found in 

startups and creative agencies, where unusual ideas are of above average value. They 

are most likely to be implemented through the development of new technologies that 

are currently operating in the common business practice. The tabular list does not 

constitute a closed collection and is constantly expanding, due to the dynamics of the 

market and its users. 

1.4. Innovations as development factor 

1.4.1. Organization success vs. innovations 

According to the classics of management, the task of the organization is to efficiently 

and effectively achieve the objectives, with a variety of resources (human, material, 

financial and information
9
) . But the success factors of the organization are not only 

indicators of economic profit, which is supposed to be treated as a tool to achieve 

development goals. Thus, the proper use and management of specific financial gains 

to improve the efficiency of an enterprise and, consequently, to translate into people's 

lives can only prove being successful. 

Creating innovations can certainly contribute to a successful market organization 

and build a competitive advantage. Innovations significantly increase the market 

value of businesses, affect their image and build greater financial independence. They 

allow you to set your own pricing policy and dispose of distribution rights. Efficient 

innovation management plays a key role and can contribute to significant economic 

success
10

. 

1.4.2. Innovation's role in social development 

The social dimension of innovation is characterized by great dynamics and 

interdisciplinarity, as its aim is to improve the quality of life and functioning of 

people through products, services or process solutions. Due to that fact, it is given the 

priority of the National Research Program "Social and Economic Development of 

Poland in a Globalizing Market". An important role of technological innovation is 

also included in the Strategy of Innovation and Efficiency in the direction of 2.4. 

"Creation of the innovative culture and broadening the inclusion of people in creative 

thinking and innovation” - it emphasizes the importance of promoting openness 

towards innovation in society, to improve the quality of people's lives. The role of 

                                                 
9  Griffin, R. W., Rusinski, M., & Rozanska, I. (1999). Podstawy zarzadzania organizacjami; Przekl. 

M. Rusinski; Konsultacja nauk. B. Glinski; Red. I. Rozanska. Warszawa: Wydaw. Nauk. PWN. 
10  Baruk, J. (2013). Innowacje jako czynnik sukcesu organizacji. Zarządzanie i finanse, 4(1), 7-16. 
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innovation in building social capital can also be read in the document "Strategy for 

smart and sustainable growth supporting society: Europe 2020” in which the 

Innovation Union was set up. That was created to oversee the transformation of 

innovative ideas into products and services for economic growth and job creation. The 

above issues are discussed in detail in numerous documents inter alia Empowering 

people, driving change. Social Innovation in the European Union
11

. 

According to the assumptions above, the "Make Tech Human" and "Human in the 

center" trends are gaining in popularity in the reference to genuine need to use 

technology in the service of humanity. Life Quality Technologies (LQT), for example, 

is a modern, advanced solution for the sick, elderly and disabled, designed to improve 

their lives. Rapid technological development should go hand in hand with their 

sociological dimension, both in terms of usability and the productive process 

associated with human work
12

. 

2. National dimension of technological innovations 

2.1. Measures of economic innovations 

Due to the multidimensional nature of innovation, one cannot be easily measured with 

universal macroeconomic indicator. The quantitative description is valuable only to 

numerical values, which are one of the many components of the success of 

economics. The basic variables that are useful in measuring the level of innovation 

include: 

- The amount of expenditures on research and development (R&D), (in 

cooperation with GERD - Gross Domestic Expenditure on Research and 

Development and national expenditure on R&D as a percentage of GDP), 

- Effects of expenditures incurred on +R, that is the number of scientific 

publications, patent applications, patents obtained, innovative products, 

- Measures of technological intensity, that is the share of high and medium sized 

industry and services in value added or employment and the share of high and 

medium-tech products in foreign trade. 

In order to create a synthetic footage that makes it possible to compare data 

internationally, numerous indexes have been created combining partial indices. Those 

are: 

- Innovation Union Scoreboard, 

- Global Innovation Index, 

- Innovation pillar globally 

- Global Competitiveness Report. 

It is also worth mentioning that the most important innovation survey is the 

Community Innovation Survey (CIS), launched in 1993, in accordance with the Oslo 

methodology. Due to the subject of this study, a number of quantitative data will be 

referred to in the next subsection, useful in the context of the project objectives. 

                                                 
11  http://ingos.pl/public/userfiles/Raport_IIG_2015_SCREEN.pdf (25.05.17) 
12  http://innowacyjnafirma.info/technologia-w-sluzbie-czlowiekowi/2850 (27.05.17) 

http://innowacyjnafirma.info/technologia-w-sluzbie-czlowiekowi/2850
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2.2.  Conditions of innovation in Poland 

2.2.1. Main centers and organizations supporting the development of innovation in 

Poland 

New inventions and all forms of innovation require an appropriate strategy to place 

them in the market. For this reason, centers and organizations that support their 

development in various aspects (substantive, financial, legal, etc.) are extremely 

important. They are generally classified into 3 groups
13

: 

1)  Government and national institutions - governmental units supporting innovation 

and  technology transfer, within the Ministry of Economy, the Polish Agency for 

Enterprise Development (PARP), the Industrial Development Agency (ARP) and 

other national institutions - the Main Technical Organization, the National 

Chamber of Commerce, the National Focal Point, 

2)  Organizational units of technology transfer within the science and technology 

sector: technology transfer centers within research and development (R&D) units, 

universities and academic entrepreneurship incubators, 

3)  Regional and local support institutions for innovation and technology transfer: 

parks of technology, science-technology and industrial-technology, technological 

incubators, and finally technology transfer centers. 

Centers and organizations supporting the development of new technologies are 

crucial for the development of the national, knowledge-based economy. They have a 

very important role in communication between the world of science and the business 

world, creating a platform for the exchange of knowledge, information and 

technology, thereby streamlining the innovation process
14

. 

2.2.2. Analysis of the state of innovation in the Polish economy 

According to National Bank of Poland reports from 2014, Institute of Innovative 

Economy of 2015 and PARP of 2015, Poland is not a country distinguishing itself 

against Europe in terms of innovation. According to CIS data (2012-2014), for which 

in terms of Poland, Central Statistical Office (GUS) is responsible, innovative activity 

of Polish companies is a relatively rare phenomenon in other European Union (EU) 

countries. In the years 2012-2014 the percentage of active enterprises was at the level 

of 17.7%. That is almost the lowest one in the EU (except for Romania). Despite the 

results of this ranking, Polish companies spend a big amount of its income on 

innovation, in particular technological ones, that is 1.005 million euros, with an EU 

average of 1.150 million euros
15

. 

Such a distribution of innovativeness in Poland is conditioned by a number of 

factors, including the structure of Polish companies oriented towards small and micro-

sized enterprises (nearly 700 thousand companies) and the existence of development 

barriers, inter alia high costs of conducting business in Poland, difficulties in 

                                                 
13  Matusiak, K. B. (2011). Rola i miejsce instytucji wsparcia w realizacji polityki innowacyjnej. 

Zeszyty Naukowe Uniwersytetu Szczecińskiego, (654), 203-224. 
14  Matusiak, K. B. (1998). Ośrodki innowacji i przedsiębiorczości [w:] KB Matusiak, E. Stawasz (red.), 

Przedsiębiorczość i transfer technologii. Polska perspektywa, Łódź/Żyrardów. 
15  http://ingos.pl/public/userfiles/Raport_IIG_2015_SCREEN.pdf (25.05.17) 

http://ingos.pl/public/userfiles/Raport_IIG_2015_SCREEN.pdf
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obtaining external financing and insufficient government support
16

. The scope of the 

company's activity is strongly correlated with its innovative potential and its tendency 

to global inclusion and export
17

. 

In spite of the unfavorable situation of Polish companies, the statistical data 

emphasize considerable innovation potential and a systematic increase in innovation 

expenditure
18

. Numerous scientific inventions of young Poles are becoming more and 

more successful internationally and have a high chance of development. Examples of 

good practices will be cited in the research section of this paper. 

In this context, it is worth mentioning some quantitative data characterizing the 

Polish economy. According to data from the PARP report edited by A. Bąkowski, 

PhD and M. Mażewska from Poland in 2014 there were 176 active innovation centers 

and enterprise incubators (including 130 innovation centers) identified in Poland, 

which operate within 137 leading institutions. Their distribution is as follows
19

: 

- 42 technology parks, 

- 23 technological incubators, 

- 24 academic business incubators, 

- 46 business incubators, 

- 41 technology transfer centers. 

3. Technological innovation supporting society 

3.1. Research methodology of this study 

In market practice there are numerous indicators and measures of the level of 

development and innovation of national economies. However, having in mind the 

focus on the analysis of individual enterprises and micro regions for research, there 

was a case study method chosen, which is aimed at showing the cross-section of 

various types of technological innovations of Polish entrepreneurs and their current 

market situation
20

. 

Case study as a research method consists of thorough analysis of a particular 

phenomenon based on real examples
21

. It contains a detailed case study, its objectives, 

assumptions, motives, actions. It allows you to confront theory with practice and draw 

valuable conclusions
22

. As a consequence, the analysis is intended to overthrow or 

confirm the research hypothesis mentioned in the project introduction. The practical 

dimension of research will show the actions of Polish entrepreneurs and startups in 

the field of innovative inventions, which have a positive impact on people's lives, 

streamline them and in a broad sense are socially useful. Conclusions from case 

studies will lay the groundwork for the creation of an opinion on Poland's social 

                                                 
16  https:// parp.gov.pl/files/74/81/806/22522.pdf (25.05.17) 
17  https:// nbp.pl/aktualnosci/wiadomosci_2016/20160530_Raport_innowacyjnosc.pdf (25.05.17) 
18  https:// parp.gov.pl/files/74/81/806/22523.pdf (25.05.17) 
19  Bąkowski, A., & Mażewska, M. (2014). Ośrodki innowacji w Polsce (z uwzględnieniem inku-

batorów przedsiębiorczości). Raport z badania. 
20  http://spidersweb.pl/2016/04/polskie-innowacje.html (29.05.17) 
21  http://wikipedia.org/wiki/Case_study (15.04.17) 
22  Pietrzak M., Baran J., Podstawy zarządzania. Studia przypadku i inne ćwiczenia aktywizujące, 

Wydawnictwo SGGW, Warszawa 2007 

http://wikipedia.org/wiki/Case_study
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innovation and can serve as a basis for further qualitative and quantitative research, 

depending on the research perspective. 

3.2. Analysis of case studies of local businesses 

3.2.1. Leia Display System as technological innovation in business and education 

Leia Display System is a technology that can revolutionize the way modern data is 

presented. In terms of technology, it is useful both in business and in education. It 

involves the projection of any multimedia content on a thin layer of water vapor. 

What is worth noticing is that it is not just a picture in itself, but a projection with 

which you can interact. With Leap Motion and Kinect controllers, you can control 

image and gesture recognition. This allows a broad adaptation of innovations, among 

others. It is great solution for educational purposes, business and museum 

presentations. The invention was invented by Daniel Skutela, patented in the 

international classification in 2015, and is the most stable fog screens available on the 

market. 

Figure 2. Leia Display System   

 

Source: http://leiadisplay.com/pl/ (25.05.17) 

http://leiadisplay.com/pl/
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3.2.2. Perovskites as a new source of energy useful in ecology and construction 

In 2014, Saule Technologies
23

 started its startup business in the Wrocław Technology 

Park . Only one year later it was awarded with the Innovation of the Year Award 

prepared by the Marshal's Office
24

. This sturtup's founder is Olga Malinkiewicz, a 

Polish scientist who developed a low temperature technology for the production of 

flexible photovoltaic cells based on perovskite. This is connected with an innovative, 

flexible, translucent cell, based on PET foil, which aims to generate electricity. In the 

future, it will be possible to combine them with any selected products and surfaces 

such as facades of buildings, windows. By integrating such cells with electrical 

enclosures, it is possible to charge equipment without cables, also using artificial 

lighting. This is an innovative and pioneering approach to the use of light and 

ecology.  

Figure 3. Saule Technologies  

 

Source: http://sauletech.com/media/ (29.05.17) 

3.2.3. Innovative prosthetic breakthrough in medicine 

Prosthetic solutions are extremely important in the treatment of many patients with 

traumas or amputated limbs. Manufactured in the current technology they are often 

very expensive, which is a financial barrier for many patients. Polish innovation, 

which can contribute to the improvement of the situation of many disabled people is 

the invention of the engineer of the State Higher Vocational School in Kalisz - 

Jarosław Juszczak. He designed a bionic hand combining technology with the human 

body. Bionics explores the structure and functioning of the human organism, and then 

tries to reproduce it in the field of technology
25

. The young engineer's invention has 

an extraordinary social value, because its price is more than 100 times lower than the 

current solution. Estimated cost of the prosthesis varies within the limits of only 1000 

zlotys (250 euro) and it is able to perform all human movements, not just 12 typical 

                                                 
23  http://sauletech.com/about-us/ (29.05.17) 
24  http://pierwszymilion.forbes.pl/saule-technologies-start-upem-roku,artykuly,191515,1,1.html 

(29.05.17) 
25  https://pl.aleteia.org/2017/02/27/bioniczna-reka-spod-kalisza-mlody-inzynier-buduje-proteze-

znacznie-tansza-od-innych/  (28.05.17) 

http://sauletech.com/about-us/
http://pierwszymilion.forbes.pl/saule-technologies-start-upem-roku,artykuly,191515,1,1.html
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gestures, as with standard prostheses. In addition, the project can also be used for 

industrial purposes, facilitating the production process. From a cost and utility point 

of view, this is a project that can bring many people the opportunity to function in a 

normal way
26

. 

Figure 4. Bionic prosthesis 

 
Source: https:// youtube.com/watch?time_continue=89&v=GBr_Zc_0sCg (25.05.17) 

3.2.4. Innovative animation of the art of painting in culture 

Polish painter Dorota Kobiela contributed to innovation in the field of culture and art. 

and gave artistic works a new dynamic. In 2016, she hand-painted over 56 thousand 

of pictures telling the story of Van Gogh's life and death. Thanks to her idea and 

cooperation with the Polish Film Institute, more than 100 paintings of this famous 

artist have been revived, making art works more accessible, attractive and interactive. 

This innovation has enjoyed worldwide popularity and recognition, and the film has 

been distributed in more than 100 countries around the world.  

                                                 
26  http://dziendobry.tvn.pl/wideo,2064,n/sztuczna-reka-za-1000-zlotych,227605.html (29.05.17) 

http://dziendobry.tvn.pl/wideo,2064,n/sztuczna-reka-za-1000-zlotych,227605.html
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Figure 5. Animated art. “Twój Vincent” 

 
Source: http://vangoghalive.pl/foto/ (25.05.2017) 

3.2.5. Hyperloop as an ultra fast innovation in transport 

Communication problems in agglomerations and metropolis are a great hindrance for 

many people daily. For this reason, SpaceX (a space industry company) announced 

in 2013 a competition for a detailed plan and design of an innovative transport 

system. The concept was to create a passenger capsule, moving in a special tube at a 

speed close to the speed of sound
27

. 13 students from the Technical University of 

Łódź made it to the finals in Texas, as one of the 11 teams and the only one from 

Poland, and created a project of ultra-fast ways of transport (from construction, drive, 

aerodynamics to complex safety systems). What is important, the success of the 

students has also been achieved by their crowdfunding campaign, where they 

managed to raise nearly 32,000 for the simple prototype. Such technological 

innovation could significantly affect the way vehicles operate, especially over long 

distances
28

. 

                                                 
27  http://hyperlodz.pl/?lang=pl (29.05.17) 
28  http://kwantowo.pl/2016/11/17/polski-hyperloop-rozmowa-z-amadeuszem-batheltem/ (28.05.17) 

http://vangoghalive.pl/foto/
http://hyperlodz.pl/?lang=pl
http://kwantowo.pl/2016/11/17/polski-hyperloop-rozmowa-z-amadeuszem-batheltem/


K. BARTON, M. MEDALA, 7th International Conference of ASECU Youth (2017) 360-374 

372 

Figure. 6. Polish Hyperloop  

 
Source: https://polakpotrafi.pl/projekt/budujemy-ultraszybki-pojazd-na-konkurs-w-

texasie/hyperlodz.wordpress.com (30.05.17) 

3.3. Summary and conclusions from qualitative research 

On the basis of the case study of qualitative research, numerous features of 

innovations on the Polish domestic market can be observed. These examples cover 

different industries and solve other social problems. However, all of them are 

characterized by the use of new technologies in the service of humanity and the 

improvement of the conditions and quality of life in society. Those are good practices 

for introducing innovative ideas, they can inspire young inventors, innovators and 

researchers. 

Conclusion 

Based on the data, analyzes, reports and case studies contained in this paper, it is 

possible to present the state of Polish technological innovations. Case studies clearly 

emphasized the role of human factor in innovation and the fundamental function of 

solving some sociological problems. This project outlines the types of innovations, 

their methods and techniques, their role in the success of the organization, and the 

importance of the social factor. Despite the fact that Poland is not classified as a 

country with a high level of innovation, which is caused by its market structure and 

numerous financial barriers, Polish innovators are awe-inspiring and internationally 

successful. On the basis of all the above-mentioned materials and data, the hypothesis 

in the foreword of this project may be confirmed. We can assume that "Polish 

technological innovation contributes to the development of society". The study clearly 

emphasizes that the human factor and the role of the human being is significant in the 
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process of designing innovation, especially in technology. Moreover, it can deliver the 

positive impact to society. With adequate funding, Polish innovators can make better 

use of their potential and create innovations that help people improve their lives in the 

whole world. 
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The discussion about the economic transition in eastern European countries 

especially after the dissolution of the Soviet Union becomes more important 

when it compares to the reform and open policy in China. The paper presents a 

described methodology to demonstrate different economic development levels 

between eastern Europe and China. We apply the comparison methodology to 

the background and methods that China and eastern Europe took. 
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1. Introduction 

The international transition economics’ discussion is based on transition issues 

between classical liberalism and Keynesianism. During the ten years that eastern 

European countries changed their socioeconomic systems, the two theories came up 

with “Washington Consensus” and “Post-Washington Consensus”. Meanwhile they 

gave their own explanation to differences and similarities in China and eastern 

European countries’ strategic transition. But it seems that they both believed China 

and eastern Europe adopted “planned economy”, the only difference was two sides 

chose different reconstruction method. However, maybe the difference for the 

transformation way was not very important as for the direction of the economic 

reform, but the difference before the transformation was more significant, which 

could account for reconstruction performance? The purpose of this article is to 

demonstrate that the first responsibility of the economic reformer is to identify his 

own country’s economic uniqueness and limitations rather than only copy other’s 

successful experience. 

2. Command Economy or planned economy 

In the past, people thought traditional economy was autarkic, but capitalism broke this 

rule by universal trade and produced market economy. The enlightenment and the 

scientism caused by industrial civilization made people to design an optimal 

allocation of economic resources, that was planned economy. 

In general, the difference of rational planned economy, command economy and 

market economy can be a list as follows: 
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3. Initial condition 

The Revolutions of 1989 and the Dissolution of the Soviet Union are direct 

international causes of the eastern European countries’ economic transition. 

The eastern Europe had chance to get rid of the Soviet Union and carry out its own 

domestic and abroad policy including the economic reform. On the home front, 

countries in the eastern Europe made political transition from single-party system to 

multi-party system, which provided economic transition with opportunity. The 

dissolution of the Soviet Union was different from dynasties changing in China or 

parties alternating in democracy. It was totally review to the past political and 

economic model. —the Soviet pattern had already came to an end especially in the 

economic structure and development strategy. 

Highly-focused socialist industrialization and agricultural collectivization lead to 

the serious unbalance of industrial structure. This system ignored the regulation of 

market mechanism, violated the objective law of economic development. 

In essence, the disadvantages of the Soviet pattern came from the leaders couldn’t 

deal with the productivity and productive relations. They believed that superior 

socialism can bring superior productivity all the time. So the priority of their work 

was to rise the intensity of the public ownership rather than the productivity level. The 

rigidity of the thinking attributes to the rigidity of the system and then results in many 

social contradictions. 

The financial performance of China was horrible before the reform in 1978. The 

living standard increased slowly because of the unbalance of each department of 

national economy. China must concentrate on adjusting this extensive economic 

development after the Cultural Revolution.55The main difference between China and 

eastern Europe was that the level of central planning and central management was 

much less than eastern European economy. The local government has more 

autonomous right, which decides that China has different target of the economic 

transition. 

4. Goals and measures 

A country's specific national conditions determine its choice of the transformation 

target model which will further determine the adoption of strategies, methods. In the 

way of transformation, the way can be roughly divided into two kinds: radical and 
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gradual. And most Eastern European countries have adopted a more radical "shock 

therapy" which the government achieves macroeconomic stability and curbs inflation 

through carrying out the tighten monetary policy rather than the price regulation. 

Besides, the government restricts economic activities of state-owned enterprises but 

abolish restrictions on private enterprises. In this way, the government can effectively 

alleviate the growth of vicious inflation in a short period of time, and reduce the 

resistance of the administrative system, and finally give full play to the regulatory role 

of the market mechanism. There are some main reasons as follows why "Shock 

therapy" is so popular in Eastern Europe. First, the long period of gradual reform has 

not been successfully, and the radical economic reform is a reaction to the failure of 

the gradual reform. Second, the new political party gained widespread social support 

through radical reforms to consolidate its power and position. Third, most Eastern 

European countries are faced with the start of economic reform of a serious inflation. 

Russia, for example, adopted this strategy unwillingly against the bad social, 

economic and political situation of the late Soviet Union. In this context, orderly 

reform is simply impossible, and the only remaining and urgent thing is how to deal 

with the crisis. However, the situation in China is quite different from this. First of all, 

in the early days of reform and opening up, the Communist Party of China has just 

stabilized its political power by the end of class struggle. In addition, to shift the focus 

of work to economic construction does not mean that drastic economic reforms must 

be carried out at once. At the same time, without the direct experience of other 

countries, China's economic transformation should be difficult in exploration. 

Secondly, for a big agricultural country, the reform in China should begin naturally in 

the agricultural sector. In 1980s, after the success of rural economic reform, the 

economic reform in China has begun to turn to the city. And then the reform of the 

industrial sector has begun. In the early 1990s, the proposal to construct socialist 

market economy system has been raised for the first time in the conference of CPC 

and the central documents. Until the late 1990s, China has realized the reform of 

state-owned enterprises and established the modern enterprise system. So the China’s 

economy liberalization grows slowly and the dominant role of public ownership never 

changes. The government’s macro-control plays an important role like keeping the 

speed and intensity in economic transition. 

5. Enlightment 

According to the macro characteristics of China and eastern Europe’s economic 

transition. We can reach a conclusion: Economic reform cannot rely on fixed model, 

each country should come from its own reality, try its best to make economic reform 

with the synchronous of social development and find a scientific way. 

“Washington Consensus” guided the reform policy and practice of eastern Europe. 

“Beijing Consensus” illustrated that China’s successful experience had been 

acknowledged by western countries. The transformation process of two consensuses 

is exactly economic transition in eastern Europe. Both of China and eastern Europe 

are successful by the achievement, but there is no doubt that China’s progressive 
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strategy reflects a guiding ideology derived from social stability and people’s interest. 

During the whole period of the reform, there was no obvious recession or instability 

caused by unemployment and inflation. The key reason is that the change of China’s 

economic transition is a long-term process and China had already learned from 

mistakes in the first thirty years from 1949 to 1979 and found the most suitable way to 

match with itself. 

Deng regarded development as the aim, reform the driving force and stability the 

premise. How to summarizing the historical and other countries’ experiences? It is a 

question that every economist needs to consider. 
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Abstract 

The purpose of this research is to identify proper financing options for the 

business development of startup entrepreneurship in Greece. Relevant data are 

collected through primary (EU official data) and secondary (e.g. 

startupgreece.org) sources. The idea of an economic model focused on the start-

up ecosystem, new financing methods and development opportunities through 

clusters and incubators, will be analyzed. In conclusion, we summarize the best 

practices that we propose for the development of the Greek economy and 

entrepreneurship. 
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1. THE START-UP ENTREPRENEURSHIP IN GREECE DURING THE 

FINANCIAL CRISIS 

1.1 The Greek business environment before 2008 

The Greek entrepreneurship before the outbreak of the 2008 financial crisis was based 

on a rapidly growing model supported mainly by public and private consumption, 

which was "assisted" by the relatively easy and low-cost access to international credit. 

At the same time, the Greek business environment was particularly introverted; the 

net value of the investments and net exports were much lower than the European 

average. The balance of trade was constantly negative (trade deficits), while the 

growing private expenditure was supporting the demand and GDP growth. 

(McKinsey&Company, 2010) 

The competitiveness of Greek enterprises declined further as the growing demand 

led to a rise in both commodity and real estate prices - more than its trade partners - 

while the increases in wage costs in the public and private sectors had a negative 

impact on unit labor cost in the Greek market. This deterioration was about 30%, 

compared to the corresponding data of the Greek economy in the late 90s. 

(Τσακλόγλου, Οικονομίδης, Παγουλάτος, Τριαντόπουλος & Φιλιππόπουλος, 2016) 

                                                 
* Email:  fin1539@uom.edu.gr 
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It is more than clear that this model produced a low added value in the Greek 

economy. From relevant Eurostat data for 2008 it appears that in the tradable sectors
1
 

the contribution  to the Greek economy in terms of gross added value is very low 

(35% vs. 38% for Southern Europe and 39% for the North) whereas for non-tradables 

Greece prevails over its trade environment (65% vs. 62% and 61%, respectively). 

In other words, there were strong imbalances in the structure of the Greek market, 

imbalances that were widening from overspending with “borrowed” money. At the 

same time, even Tourism, the country's most export-oriented product, added less 

value (just 9%) to the domestic economy than its trading partners (15% for Southern 

Europe and 16% for the North). 

This weak growth model of Greece, full of structural and funding handicaps, began 

to “collapse” after the public sector could no longer feed large domestic needs with 

external borrowing and Greece had to join the European Support Mechanism (2010). 

The immediate consequence of the above is that the Greek economy was gradually 

shrinked in the coming years, reaching a loss of 26% of its GDP (2008-2013). 

(Τράπεζα της Ελλάδος, 2016) This deterioration of the Greek market was 

characterized by the closure of many businesses - mainly small and medium-sized 

enterprises (SMEs) - and the loss of thousands of job positions during the crisis 

(According to Eurostat, the relative unemployment rates: 2008: 7.8%, October 2016: 

23%). 

According to relative data from Endeavor Greece, the situation between 2012 and 

2016 seems to be even worse; the setting-up rate of new business is lower than 2012 

(by 33%). This negative climate appears to be prevalent in all the "traditional" sectors 

of the Greek economy, namely restaurants (41% decrease), retailing (49% decrease), 

construction (25% decrease), manufacturing (9% decrease) and food processing (38% 

decrease). However, there is a tendency that more export-oriented enterprises are 

created (16% increase), with tourism-related businesses are one third more compared 

to 2012 (an increase of 31%). 

1.2. The “birth” of start-up entrepreneurship environment in Greece  

The start-up entrepreneurship in Greece seems to “be born” with the beginning of 

the crisis in the Greek economy. Although the relevant bibliography on Greek 

entrepreneurship is limited (Global Entrepreneurship Monitor, 2016; Sahinidis, 

Giovanis and Sdrolias, 2012; Sahinidis and Vassliou, 2013; Katsoni and Sahinidis, 

2015), the crisis seems to act as a lever not only for the creation of new enterprises but 

also for their massive multiplication. Moreover, it was clear that the country's pre-

crisis business model, based on introversion and internal consumption, could no 

longer be maintained, paving the way for new and innovative business ideas. 

In relative data from Endeavor Greece, an international nonprofit organization that 

studies entrepreneurship issues, the Greek start-ups that are founded each year has 

                                                 
1  Tradables are for example the manufacturing industry, tourism, business services, agriculture, 

shipping, energy. Non-tradables are retail and wholesale, real estate, public administration, health, 

education, postal and telecommunications, utilities, financial services, construction, etc. 
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risen from barely 16 in 2010 to 144 in 2013 (900% increase), while the investment in 

start-up entrepreneurship increased compared to 2010 by 80 times (2010: € 500,000, 

2013: € 42,000,000). The same situation observed with business support organizations 

(an increase of 60 times) and the total number of investments by foreign and domestic 

angels. 

There is no specific definition for start-up entrepreneurship. According to the 

Oxford Dictionary, “A start-up is a newly established business”. The Forbes 

magazine gives another interesting definition “Start-up is a company that works to 

solve a problem that is not obvious and its success is not guaranteed”. The Business 

Dictionary enriches the above definitions: "An early life-cycle company where 

entrepreneurs move from the idea stage to securing funding, defining the structure of 

the business model and initiating operations or trading.” 

Amy Fontinelle, finance expert at Investopedia, a financial content website, 

provides a clearer and more comprehensive definition: “A start-up is a young 

company that is just beginning to develop. Start-ups are usually small and initially 

financed and operated by a handful of founders or one individual. These companies 

offer a product or service that is not currently being offered elsewhere in the market, 

or that the founders believe is being offered in an inferior manner.” 

In conclusion, we could summarize that a start-up business is: 

• A business entity that has just been established or it is relatively new in the 

market. 

• It is growing fast to meet a market need by developing or offering an 

innovative service, product or process. 

• It is in the search for funding. 

• It usually takes the form of a small business or collaboration, or even an 

organization with a purpose to develop rapidly a scalable business model. 

1.3. The business environment in Greece today 

Greece has made a significant economic and fiscal adjustment progress since it joined 

the first support mechanism (2010). (European Commission, 2012). Through the 

fiscal programs, the Greek government has tried to develop entrepreneurship and 

address the current problem of the proper allocation of limited resources for the 

benefit of enterprises. (Katsoni & Sahinidis, 2015) Nevertheless, the business climate 

in Greece has not improved significantly. 

The structure of the Greek market does not differ from the rest of the European 

Union. According to Eurostat data (2012), SMEs, where the category of start-ups 

mainly belong, account for 99.9% of the Greek market, with the average of 28 

countries standing at 99.8%. There are some differences in the total number of people 

employed in SMEs (Greece: 86.5%, EU 28: 67%) and the Gross Added Value 

(Greece: 72.8% EU 28: 57.5%). In other words, the backbone of Greek economy are, 

even today, the small and medium-sized entrepreneurship. 

Nevertheless, small and medium-sized enterprises face serious problems mainly 

related to (a) high operating costs generated by (b) low consumer demand and (c) high 
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taxation, while there are (d) liquidity problems. According to relative data (2013) 

from a sample survey of the Institute of Commerce and Services (Greek: IN.EM.Y) 

that belongs to the Greek Confederation of Commerce and Entrepreneurship (Greek: 

Ελληνική Συνομοσπονδία Εμπορίου και Επιχειρηματικότητας), these factors were 

found to concern 34.5%, 46.8%, 56.4% and 61.6% of Greek SMEs respectively. In 

particular, the liquidity problem is perceived to be a major problem for Greek SMEs. 

The same situation is reflected in a recent survey of the National Bank of Greece for 

SMEs. (August 2016). Also, a very pressing problem is the large tax liabilities of 

SMEs. 

At the same time, regarding the general environment, various economic and 

business indicators measure stagnation or slight improvement for the Greek economy. 

Greece's position remains at 61st (the last in the EU 28) according to the Doing 

Business Index, a World Bank index of 190 economies, which includes 10 sectors to 

express the friendliness of the business environment in the lifecycle of a business 

entity.
2
 At the same time, the Global Entrepreneurship Index (GEDI), a more 

comprehensive indicator of the Global Entrepreneurship and Development Institute, 

that analyses the business environment through 14 entrepreneurship pillars, the 

country performance drops to 49 position (4 positions below 2016 and the latter in the 

EU 28).
3
 

The most important thing to be mentioned is the change of Greek young people 

attitude towards entrepreneurship. Although the cultivation of entrepreneurial mindset 

may be due to various factors, such as personal characteristics and influences from the 

entrepreneur's environment (Fini, Grimaldi, Marzocchi & Sobrero, 2009), various 

demographic (Kobeissi, 2010) or geographic features or even the institutions (Díez-

Martín, Blanco-González, & Prado-Román, 2016); the crisis seems to have a catalytic 

effect on the entrepreneurial intention of young people. 

A recent extensive research of 4 organizations (Endeavor Greece, Ernst & Young, 

Athens University of Economics and Business and the Greek-American Chamber of 

Commerce) among 2,222 students in 30 Higher Education Institutions provides 

important insights into the prevailing perceptions of entrepreneurship in universities, 

the profile and incentives of young entrepreneurs as well as their opinion about the 

state support and society. 

Among the most important findings, 81% of respondents have a positive or very 

positive view of entrepreneurship; only 12% have a negative view of entrepreneurs 

while 66% of students believe that entrepreneurship is a tool for creating. In the same 

way they think business success as a product of hard work (74%), which offers a way 

out of the crisis (41%) and offers to the society (38%). At the same time, they believe 

                                                 
2  See also p.209 for the overall performance of Greece in every sector in the Doing Business annual 

report 2017. Greece's position has improved in the "Contract Implementation" category, deteriorated 

in the "Tax Payment" category and remained stable in the other categories. Available at: 

<http://www.doingbusiness.org/~/media/WBG/DoingBusiness/Documents/Annual-

Reports/English/D B17-Full-Report.pdf> 
3  See also p.103 for the overall performance of Greece in the 14 pillars in the 2017 Global 

Entrepreneurship Index annual report. Greece is stronger in "start-up skills" but very weak in "high 

growth" ability. Available at: <http://thegedi.org/2017-global-entrepreneurship-index/> 
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that failure is more an opportunity for learning (68%). 

However their participation in entrepreneurial actions is quite limited, while the 

intention of opening a business is quite high (43%), with the most likely branch of 

ICT and telecommunication (27%). Finally, they argue that the Greek state helps the 

entrepreneur only a little (78%) and should therefore focus on reducing bureaucracy 

(63%), improving the institutional environment for the start-up operations (48%) and 

provide financial support to start-upers (45%). 

Lastly, it is important to note that there is no separate type of business entity in the 

Greek legislation for the category of start-ups. Moreover, none of the last two 

development laws of the Greek state (3908/2011 and 4399/2016) provide any aid for 

start-up enterprises; the latter is only generally referring to innovative enterprises and 

outward-looking companies. 

2. THE FINANCING DIMENSION OF START-UP BUSINESSES 

2.1. The economic dimension of a start-up nation 

In order to draw conclusions about the economic importance of a market oriented to 

start-up entrepreneurship and the subsequent listing of proposals in this direction 

requires an analysis of the concept of the start-up nation, its specific characteristics 

and an evaluation of  Greece performance in this model, based on the current 

international situation. 

The term “start-up nation” was first used to describe the particular state of the 

business culture in the state of Israel. International studies and statistics emphasize the 

strong presence of start-up companies in the country's economy compared to its size 

(more than 4,800 start-ups in a small country of 7,6 million inhabitants), a very high 

per capita Venture Capital (Israel: $ 170, US: $ 70), as well as many examples of 

successful start-ups that were either taken over by large corporations or entered 

dynamically the global financial markets.
4
 It is noteworthy that NASDAQ has more 

businesses from Israel than any other country except China. 

At the same time, Israel has formed an institutional, operational and financial 

environment to foster the development of start-ups. Among other things, a network of 

mentors and accelerators in the Israeli economy, military training, and various state 

resources that support start-ups at the early stage create conditions for the 

development of such schemes. (Senor & Singer, 2011) Some experts, such as Oren 

Simanian, a consultant for start-up issues in Israel, also pay attention to the country's 

appropriate infrastructure, the linking of universities to the labor market through 

entrepreneurship education, to the R&D funds that prevent braindrain as well as 

strong partnerships and interconnections of start-ups inside and outside the Israel 

start-up ecosystem. However, even in such an environment it is very difficult for a 

start-up to become a big company. (Goldberg, 2012) 

                                                 
4  Some of the most recent examples of Israeli start-ups are Waze (www.waze.com), a mapping 

company acquired by Google, iOnRoad (www.ionroad.com), a mobile application for road use, Teva 

(www.teva.com) with a capitalization in NASDAQ of more than 43 billion dollars and Check Point 

(www.checkpoint.com), founded by a group of Israeli military counter-intelligence, that is worthing 

more than 11 billion dollars. 

file:///C:/Documents%20and%20Settings/Sotiris/Τα%20έγγραφά%20μου/Downloads/www.waze.com
file:///C:/Documents%20and%20Settings/Sotiris/Τα%20έγγραφά%20μου/Downloads/www.ionroad.com
file:///C:/Documents%20and%20Settings/Sotiris/Τα%20έγγραφά%20μου/Downloads/www.teva.com
file:///C:/Documents%20and%20Settings/Sotiris/Τα%20έγγραφά%20μου/Downloads/www.checkpoint.com
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In Greece, as it was mentioned, there is a proliferation of start-ups after 2010, as 

well as an increase in funding through Jeremie programs. At the same time, there are 

a number of prerequisites that can help innovative companies focused on Internet and 

communication technologies (ICT). In this conclude also, the Bloomberg Innovation 

Index, a Bloomberg measure of 7 factors
5
 and the Global Innovation Index, published 

by Cornell University, INSEAD and the World Intellectual Property Organization 

(WIPO) that examines the innovation capacity of 128 countries in the world, using 79 

indicators grouped into 7 input and output pillars.
6
 

In addition, in recent years, several structures and schemes have been created to 

help reinforce and develop innovative enterprises and innovation ecosystems. In 

particular, several incubators (pre-incubators, incubators and accelerators), hubs and 

co-working spaces as well as open coffee events and various other entrepreneurial, 

research and innovation competitions that offer an initial start-up capital to leading 

business ideas. 

At the same time, several state or European investment agencies
7
 and 

entrepreneurship support organizations
8
, innovation and entrepreneurship units at 

various Universities and Technological Educational Institutes have been founded as 

well as science and technology parks. The latter, gradually passed to the private 

sector, diversified and secured access to direct funding and venture capital thus 

supporting more innovative businesses more successfully than before. (Sofouli & 

Vonortas, 2007) 

In some regions across Greece, the existence of highly organized entrepreneurial 

networks
9
 have attracted various structures and funds in order to accelerate the 

development of start-up clusters similar to other networks in Europe. These structures 

create an environment where an entrepreneur can develop the idea into a start-up 

business in a short time under an appropriate place of business (e.g. incubator) and 

through organized help (e.g. accelerator) and targeted funding (e.g. Venture Capital) 

and eventually a start-up hub is created.  

In this way, some recognizable start-ups were founded and also investment interest 

in the Greek market was increased. In 2013, Venture Capital funding in the Greek 

market exceeded $ 45 million and that continued the next years. The year 2017, was 

marketed by the acquisition of Taxibeat (taxibeat.gr), a taxi management company, by 

Daimler for 43 million euros. Earlier in 2013, another successful takeover example 

                                                 
5  According to this indicator, Greece has risen to 30th place (33th in 2016) with advantages in 

"productivity" and "tertiary efficiency". Available at:  

<https://www.bloomberg.com/news/articles/2017-01-17/sweden-gains-south-korea-reigns-as-world-

s-most-innovative-economies> 
6  According to this indicator, Greece occupies the 40th position (5 places higher than 2015), with a 

good performance in "Education" and weaknesses in the "Specialization and Quality of Business 

Networks". Available at: <https://www.globalinnovationindex.org/gii-2016-report#> 
7  Among others, the support programs through European funding (www.espa.gr), the European 

Investment Fund (www.eif.org) and the New Economy Development Fund (www.taneo.gr). 
8  Among others, Endeavor Greece, an international nonprofit organization (www.endeavor.org), 

Corallia Clusters Initiative (www.corallia.org), HIGGS (www.higgs3.org) and MIT Enterprise 

Forum (www.mitefgreece.org) . 
9  Among others, Alexander Innovation Zone in Thessaloniki (www.thessinnozone.gr) and Patras 

Science Park (www.psp.org.gr). 

file:///C:/Documents%20and%20Settings/Sotiris/Τα%20έγγραφά%20μου/Downloads/taxibeat.gr
file:///C:/Documents%20and%20Settings/Sotiris/Τα%20έγγραφά%20μου/Downloads/www.espa.gr
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file:///C:/Documents%20and%20Settings/Sotiris/Τα%20έγγραφά%20μου/Downloads/www.taneo.gr
file:///C:/Documents%20and%20Settings/Sotiris/Τα%20έγγραφά%20μου/Downloads/www.endeavor.org
file:///C:/Documents%20and%20Settings/Sotiris/Τα%20έγγραφά%20μου/Downloads/www.corallia.org
file:///C:/Documents%20and%20Settings/Sotiris/Τα%20έγγραφά%20μου/Downloads/www.higgs3.org
file:///C:/Documents%20and%20Settings/Sotiris/Τα%20έγγραφά%20μου/Downloads/www.mitefgreece.org
file:///C:/Documents%20and%20Settings/Sotiris/Τα%20έγγραφά%20μου/Downloads/www.thessinnozone.gr
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was BugSense, a Greek start-up that developed a platform for application developers 

to find bugs in their code and fix them, from Splunk, a San Francisco-based company 

with capitalization of 9.2 billion dollars. Due to these, some international fora are 

talking about the possibility of Athens to become a start-up city.  

However, the organized networks in Greece where they could use applied research 

in the business sector are not enough and sometimes the regulatory framework hinders 

entrepreneurship in a low-cost environment (investments, funds or bank credit). 

(διαΝΕΟσις, 2016) 

To sum up, Greece has some advantages in human resources and an environment 

that can be characterized as attractive due to geographic position and high standard of 

living. The existence of some high technology start-ups has also positively influenced 

the external environment. Nevertheless, there is a need for a better organization of a 

community that will act as a feed-in, aiding, accelerating and funding mechanism by 

various actors in order the business idea to evolve properly into a structured and 

competitive business plan. One such mechanism is represented in the figure. 

 

Figure 1: An organized start-up development ecosystem 

 

2.2 The business development of a start-up  

Start-ups can be funded in many ways. These include either traditional methods such 

as self-financing, support from friends, relatives and “fools” (3F, Friends-Family-

Fools), loans from banks or seed capital either new ways of financing such as venture 

capital, angels investors or crowdfunding. Initial funding can also be provided from 
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the state through various resources and programs that aim to support entrepreneurship 

or even prizes from business ideas competitions.  

Generally, as a start-up moves from one stage of its lifecycle to another and its 

business plan is materialized and adjusted, different funding options appear. (Davila, 

Foster, & Gupta, 2003) The same can happen with start-ups of a different kind that 

may be at the same stage in their life cycle. Finally, the contribution of incubators and 

clusters to the creation of an environment where start-ups can access finance and 

develop business is important. (Piperopoulos & Scase, 2007) 

Figure 2: Start-up Financing Cycle 

 
Source: Life Cycle and Financing of a Start-Up (Dale & Zell, 2014) 

 

2.2.1 Traditional tools of financing 

Securing funding is one of the biggest challenges that a new company faces and that 

is also one of the most common reasons why original and ambitious ideas do not go 

forward. This paper continues with the most well-known means of financing a start-

up, making a comparison with the current situation in the Greek market. 

2.2.1.1 Bootstrap  

Bootstrap is a common way of financing a business idea, especially in the early 

stages. This method is considered by the business community as a tool for converting 

human capital into financial capital. (Lahm & Little, 2005) This simple type of self-

financing has both advantages and disadvantages.  

On the one hand, the new entrepreneur can begin to develop his idea in business 

without waiting for potential investors and "losing" precious time. At the same time, 

the entrepreneur/start-upper retains full control over the new business by defining 

himself the appropriate business development tools. This is, at the same time, a 

disadvantage, as the entrepreneur is isolated from his external environment, from 
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associates and contacts in the business world. (Lopac, 2007) In addition financing 

from personal equity is usually limited and is only possible if the business does not 

require large investments in its early stages of development. As a result, the bootstrap 

can lead to the development of a beta version of the product that is not well-designed 

to convince potential investors for funding. (Κίου, 2015)  

In Greece, the available data on funding instruments that start-ups have used to 

develop in their early stages is limited. In a survey of General Secretariat of Industry 

about the start-up environment in Greece, it was found that 83.5% of entrepreneurs 

have used personal equity as a source of financing their start-up idea.  

A successful start-up example that managed to grow on the market by using initial 

only equity capital is ANTCOR (www.antcor.com). ANTCOR was founded in 2004 

in Patras with a business model of designing microprocessors and their corresponding 

wireless networking software. The company worked through bootstrapping, 

proceeding to the beta version of its product and began entering the market and 

looking for external financing. After 3 successful rounds of funding from various 

investment funds, it was acquired in 2014 by the Swiss company u-blox (www.u-

blox.com) for 8.5 million euros.
10

 

2.2.1.2 Family-Friends-Fools  

Several entrepreneurs are looking for initial funding of their business idea in their 

close circle, family and friends, but also to people who are willing to risk their money 

by investing in a start-up business (despite the fact that a large percentage of them fail 

in the early years of operation). In the international bibliography, this category is 

referred as family, friends and “fools” (3F, Family-Friends-Fools).  

The funding method has several advantages as well as disadvantages. On the one 

hand, the approximation process is an easy method, as the environment is often 

convinced and provides funding without asking for an organized business plan such as 

investors. This is at the same time its major disadvantage because if the business idea 

fails there are significant risks of interpersonal breaks.  

Funding from family and friends is probably a rule in Greece due to family 

tradition and culture. (Κίου, 2015) In this conclude also the previous referred GSI 

survey, where among the start-ups, this method is the second most popular one. 

2.2.1.3 Seed Capital 

Seed capital is a type of financing with a small amount of money in order to start a 

business. The capital is usually small (15 to 20 thousand euros) and is paid in advance 

to cover the initial operating costs of a new business. This provides some time for the 

development and commercialization of the business idea into the market. This method 

is usually addressed to very new businesses (less than 1 year of life), while seed 

capital are usually provided by private investors.  

                                                 
10  Read more about the acquisition from the u-blox announcement. Available at: <https://www.u-

blox.com/en/investor-news/u-blox-acquires-ip-industrial-wi-fi> 
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In Greek reality seed capital is provided both by the public sector
11

 and the private 

sector for the development of new businesses in various sectors (e.g. IT). Particularly 

popular in Greece are various business ideas and innovation competitions
12

 as well as 

some programs that provide business support at a very early stage
13

. In these cases, 

various institutions and agencies choose the strongest business models by providing 

them with an initial seed capital to develop the start-up and also business support, 

sometimes in exchange for taking part in the management of the new company.  

An interesting example is Incrediblue (www.incrediblue.com), a Greek start-up 

that was founded in Volos in 2012, having developed a platform that allows the user 

to rent a boat for holidays in Greece or the Mediterranean, based on the idea of the 

cooperative economy – like Airbnb. With the support of seed capital from the How to 

Web Contest, it gradually managed to grow into a proper business and raise $ 800,000 

in funding through several Venture Capital rounds. 

Indicatively, in 2013, a landmark year for Greek start-ups, many Greek business 

start-ups
14

 received seed capital funding from Venture Capital companies and 

individual investors. In all cases, the amount of the initial seed funding exceeded $ 

100,000 per case, while in addition to Taxibeat and Intelen (www.intelen.com), a 

start-up in the field of energy informatics, they raised post-seed capital (2 million and 

360 thousand dollars respectively).  

Finally, as mentioned, egg (enter-grow-go) by Eurobank and Corallia 

(www.theegg.gr), is a seed accelerator program for start-ups in their first business 

steps. The objectives of the program are the development of innovative proposals 

after evaluation(enter), the physical and technical support of the new start-up, the 

establishment of a right network in order the business model to grow and capitalize 

the value of the idea (grow) with appropriate tools (go). After four rounds of 

participants that (since 2013), it has helped in the development of around 100 start-

ups, which have attended more than 100 specialized seminars and mentor meetings, 

while some have filed applications for patents. 

2.2.1.4 Bank Loans 

Bank loans are the traditional funding tool for existing businesses. It is a method that 

is generally difficult for a new business, as it must be accompanied by a serious and a 

comprehensive business plan as the bank has to approve it. Borrowing may concern 

either an initial working capital or the financing of equipment and facilities. Funding 

in this case is secured if the bank approves the request. But the entrepreneur/borrower 

                                                 
11  For example, the Manpower Employment Organization (O.A.E.D) provides funding up to € 20,000 

and mentoring to 10,000 young entrepreneurs aged 18-29 to develop innovative business plans. 
12  See also Appendix. Among the most important: Greek Entrepreneurship Awards 

(www.hellenicaward.com), where start-up winners share a total amount of funding up to 700,000 for 

initial operating expenses and Papastratos Start-Up/Scale-Up Greece Awards 

(www.startupawards.gr). 
13  See also Appendix. Among the most important are the egg program, Orange Grove 

(orangegrove.biz) and the COSMOTE Startup program of Found.ation and OTEAcademy 

(www.cosmotestartup.gr). 
14  Among others, workable (www.workable.com) $ 780,000, Discoveroom (www.discoveroom.com) $ 

150,000, i-kiosk (www.i-kiosk.gr) $ 450,000, zoottle (zoottle.com) 205 thousand dollars.  
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file:///C:/Documents%20and%20Settings/Sotiris/Τα%20έγγραφά%20μου/Downloads/www.workable.com
file:///C:/Documents%20and%20Settings/Sotiris/Τα%20έγγραφά%20μου/Downloads/www.discoveroom.com
file:///C:/Documents%20and%20Settings/Sotiris/Τα%20έγγραφά%20μου/Downloads/www.i-kiosk.gr
file:///C:/Documents%20and%20Settings/Sotiris/Τα%20έγγραφά%20μου/Downloads/zoottle.com
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is required to provide significant guarantees, several times in exchange for his 

personal property. Consequently, in case of failure, the consequences are very 

negative. However, the entrepreneur still retains full control of the start-up, as it does 

not provide equity to secure financing. (Klačmer Chalopa, Horvat, & Lalić, 2014)  

In Greece at this time, this method is extremely difficult and lending rates are high. 

These difficulties in financing businesses by banks are due to the lack of liquidity of 

the Greek banking system. (OECD, 2016) Especially for start-ups in Greece, 

according to the aforementioned survey of the GSI, only 4.7% has stated that received 

a bank loan. 

2.2.1.5 Business Angels and Venture Capital 

Business angels and venture capital funding are popular ways of securing significant 

external funding for start-ups. Business angels are private investors who are interested 

in investing equity in a high-risk business plan in exchange for corporate shares or 

equity. It is often the first "outside" financing of a company. This funding provides a 

great deal of convenience in contrast to financial institutions and VC funding is 

usually without personal guarantees. The advantages of this method is also the 

investor's experience and network; however the investor becomes actively involved in 

the company's management to the extent that the start-upper may lose the control. 

(Frederick & Bygrave, 2004) Generally, a business angel investment is up to $ 

250,000.  

Unlike business angels, Venture Capital investors are only interested in business 

ideas with great growth prospects and with an experienced and ambitious team able to 

turn their business proposal into a profitable company. In other words, the investment 

concerns the whole package of the company. VC is a medium to long-term funding 

method and the VC company acquire a stake in the company's capital. Frequently 

several investment rounds follow if the company needs more capital to grow. The 

total amount of a VC investment in a start-up business are much higher than the one 

of a business angel.  

Venture Capital's partnership is not limited to provide funds, but also to provide 

help with management, marketing, HR and strategic planning. Also important for the 

company are VC's relationships with other market companies and its network that can 

be used to establish corporate partnerships. As a result, new businesses are becoming 

more competitive. (Hellmann & amp; Puri, 2000; Kortum & Lerner, 2000)  

As with business angels, there is no need to provide guarantees for the provided 

capital, but the business development process is particularly demanding with the VC 

company being actively involved in business decisions, as the goal is to maximize 

profit. So the founders may lose their initial control of their business.  

In general, there is a predominant view that VC investments are often used to fund 

an enterprise in order to gain entry to the stock and to resell the shares (Lefton, 1998; 

Leveque, Dhar, & Gould, 2015) as quickly as possible (Ghalbouni & Rouziès, 2010). 

This does not seem to be confirmed in Greek business environment, as the start-up 

market is not comparable to other countries such as the USA, Germany and Israel. 
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In the Greek market, large amounts of money have been invested in recent years 

through "JEREMIE" funds
15

. However, after careful study from the available data
16

 it 

is obvious a wide disparity of these high-risk funds, with about 80% distributed to 

start-ups based in Athens or Attica in general. Specifically, out of the 51 million that 

have been channeled to the Greek market to date, more than 39 million supported 

start-up companies within Attica.  

However, the Greek market has begun to show enough interest in the investment 

circles. In 2013, a landmark year for the start-up market in Greece, there were 32 VC 

investments totaling $ 45,388 million from Greek and foreign funds or Jeremie-type 

co-investments. Similar investments were made in the coming years, even in 2015, 

which was a year of turmoil for the Greek economy due to the imposition of Capital 

Controls.  

Among the most successful start-ups that have been funded by foreign capital (VC 

and / or angel investors) have been Persado (2013: $ 15 million from VC), launched 

in 2012 with a focus on mobile marketing (Persak.com), inaccess (2013: $ 6.5m from 

VC and investors), a startup for monitoring energy and communications 

(www.inaccess.com), Transifex (2014) : $ 2.5 million from foreign VCs and business 

angels), a technology company that started in Patras (2009), moved to Athens (2014) 

and now is active in the US (el.transifex.com), Resin.io (2015: 3 million VC and 

private investors), operates in the Internet of Things (resin.io) and Book'n'Bloom 

2016: $ 11.5 million from VC), a platform that allows small businesses to access a 

significant purchase from potential customers (booknbloom.com).  

Finally, in a relevant EMEA Business Monitor study in 2013, foreign funding in 

the Greek market was mainly targeted at start-ups that provided services in the web 

and mobile services sectors. According current data, this trend seems to continue, 

perhaps due to the multiplication of start-ups for software and internet services in 

recent years. 

2.2.1.6 Crowdfunding  

Crowdfunding is a more modern type of financing for start-ups. It is based on online 

platforms where the entrepreneur submits a plan for crowdfunding and collects funds. 

(Pierrakis & Collins, 2013) The campaign's creator presents his idea directly to the 

public, defines funding packages ranging from a few to thousands of dollars and 

offers perks as incentives to the public
17

. (Belleflamme, Lambert & Schwienbacher, 

2014)  

                                                 
15  These funds that are distributed either from investment companies or banks, are European funds for 

boosting entrepreneurial activity in the field of technological innovation. Among other things, they 

provide funds for co-financing  loans (so the bank's risk is shared), seed capital financing or even 

Venture Capital. For more see also the "Jeremie Initiative".  

Available at: <www.digitalplan.gov.gr/portal /resource/section/jeremie> 
16  See also Appendix C.  
17  In terms of motivation, Bradford (2012) classifies crowdfunding in five different forms (a) the 

donation model where the supporter does not receive any reward for his contribution (b) the reward 

model, where the creator determines different rewards (e.g. the product or the service) depending on 

the value of the contribution. The same is with the (c) pre-purchase model. There is also the (d) 

lending model, where supporters is expected to be repaid the funds they contributed and the (e) 
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Typically, each idea presentation campaign lasts for a certain amount of time, 

while the platform holds as a commission a percentage of the collected funds. 

(Andersen & Mauritzen, 2016) The main advantage of the classic crowdfunding is 

that those who invest will not acquire a stake or shares in the company, the 

businessman retains absolute control and is well suited for the early stage of a start-

up. In addition, a successful crowdfunding campaign allows the businessman to draw 

useful conclusions about the product's future demand. (Agrawal, Catalini & Goldfarb, 

2015) 

In Greece, since 2012, a number of crowdfunding platforms have begun to 

develop, such as Groopio (www.groopio.com), GIVE & FUND (www.giveandfund. 

com), OpenCircle (opencircleproject.com) and WINNERSFUND (www.winnersfund. 

com) offering different or even hybrid types for supporters of crowdfunding 

campaigns. Although the Greek crowdfunding market is in the infancy, the above 

platforms were originally organized on the basis of international practice or operated 

in English to attract more newcomers and supporters.  

In the Greek start-up market, financing with the support of the “crowd” serves 

mainly to secure a seed capital but in some cases can provide to businesses a larger 

capital. In 2016, for example, the Greek start-up KYON (www.kyontracker.com) 

which have developed a collar for dogs with various capabilities (GPS, sensors etc) 

was funded by Kickstarter with about € 85,000 whereas one of the first Greek 

companies that used crowdfunding funding were Doxato Farm, a start-up in the field 

of agri-food. However, the relevant findings for the Greek market suggest that 

supporters prefer to fund social actions (e.g. 2016: Helping our Refugee Friends in 

Chios - 25,622 €) rather than innovative business products.  

Finally, the Greek legislative framework raises several problems in the effective 

operation of the crowdfunding. In particular, as crowdfunding is set mainly by 

existing provisions rather than by a special legal framework, there are barriers to the 

loan and equity model of funding by the crowd. (European Crowdfunding Network, 

2013) 

2.2.2 Business development through incubators and clusters 

2.2.2.1 Incubators 

Incubators are business entities that provide to new and emerging businesses with 

space, equipment and a network to enable them to grow and provide their services or 

products in the market. Sometimes the support also involves small amounts of 

funding (much less than VC). Mostly, they enable young entrepreneurs to work in an 

environment similar to co-working spaces, while offering counseling and mentoring 

services. (Bergek & Norrman, 2008)  

In general, the role of the incubator is purely supportive in order for the company 

to move forward, with proper infrastructure and preparation, to a sustainable business 

                                                                                                                                            
equity model where the supporter expects a share of the company's profits or percentage of the 

equity capital. Generally, some platforms combine more than one crowdfunding model, while other 

platforms operate in a single form. 
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development after some time (usually 6 to 18 months and not more than 5 or 7 years), 

requesting capital from banks or investors. In return, incubators receive shares or a 

profit percentage from sales in the future. (Sofouli & Vonortas, 2007) 

Figure 3: The incubator model of operation 

 

Source: Incubator model of development (Bergek & Norrman, 2008) 

 

In Greece, more than 17 incubators (or pre-incubators) operate with a geographical 

distribution mainly in Attica
18

 (for example, only three in Thessaloniki
19

). Most of 

these were established after 2008 and offer additional accelerating mentoring. 

However, the success of their businesses is relative. Sotiris Siagas, Vice President at 

i4G incubator, one of the oldest in Greece (2003), estimates that out of the 50 and 

more companies in their “family” only half managed to grow. This percentage, he 

stated, is not only in their own incubator. Moreover, only half of them could finally 

move on into the Greek and foreign markets without any additional support.  

Exothermia (www.exothermia.com) is a spin-off company from Aristotle 

University of Thessaloniki, which has managed to establish itself in the Greek 

business environment and at the same time to develop strong export activity after a 

"successful" incubation period. Its business activities focus on the development of 

automotive software applications for the automotive industry, supporting with its 

products or know-how large enterprises in the industry (e.g. Toyota). 

2.2.2.2 Clusters 
Business clusters are typically a business, vendor and customer network 

geographically concentrated in one region and working together in specific business 

activities. Because of their proximity (in terms of both geography and activities) 

cluster members are driven by a number of external factors (e.g. access to specialized 

labor markets and suppliers) in relation to their position. (Ketels & Memedovic, 2008) 

Studies have shown that cluster companies have increased their productivity and are 

growing to compete with businesses at national and supranational level. (Porter, 2000)  

In Greece, despite clusters are limited, they have positively influenced the 

development of innovative small and medium-sized enterprises and the extroversion 

of their activities, even in relatively limited areas such as Thessaloniki. There are also 

several empirical results. (Piperopoulos & Scase, 2007)  

                                                 
18  See also Appendix A for more information about the various start-up support organizations. 
19  In the prefecture of Thessaloniki there are the incubator i4G (www.i4g.gr), the incubator Thermi SA 

(www.thermi-group.com) and the Technopolis incubator (www.technopolis.gr). 

file:///C:/Documents%20and%20Settings/Sotiris/Τα%20έγγραφά%20μου/Downloads/www.i4g.gr
file:///C:/Documents%20and%20Settings/Sotiris/Τα%20έγγραφά%20μου/Downloads/www.thermi-group.com
file:///C:/Documents%20and%20Settings/Sotiris/Τα%20έγγραφά%20μου/Downloads/www.technopolis.gr
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An interesting system is the one of Corallia (www.corallia.org). Corallia, for over a 

decade, "has been working intensively to create integrated productive and innovative 

ecosystems in which coordinated actors operate from specific industries and regions 

in the country where there is a competitive advantage, and above all, intensive 

knowledge and Export potentialities”. In recent years, this organization has managed 

to create sustainable innovation ecosystems, supporting smart specialization strategies 

(and using European Regional Development Fund resources) in export-oriented 

business sectors. (Vogiatzis, Sanchez-P & Makios, 2017)  

Although the cluster concept is quite new in the Greek market, the successes it has 

brought are important. In the field of space technology, Corallia's Collaborative Space 

Applications and Technologies (Si-Cluster) has achieved an impressive growth trend 

over the past years. In this cluster, that participate in addition to industrial and 

academic research institutions several innovative Greek start-ups (e.g. weasic, 

Adamant Composites, etc.) in space technology, succeeded a significant increase 

(25%) in turnover and the overall added value of their activities in the Greek 

economy
20

. At the same time, the cluster has developed the first SpaceHackathons in 

the Greek market, contributing generally as a helper in the development of the space 

ecosystem in Greece.  

Moreover, it has received significant European distinctions (Gold Label of the 

European Cluster Excellence Initiative) effectively supporting a number of Greek 

start-ups (e.g. Accusonus, GPC Works etc.) with the aim of bringing together Greek 

talent in creative industries and interconnect it through technology. Finally, even in 

the field of insurance, it has contributed to the creation of several innovative 

applications and services for the Insurance Sector through open innovation 

competitions and support for new ideas.  

Overall, although the concept of a business cluster is a tool new to Greek reality, it 

has led to a high degree of entrepreneurial specialization in cutting-edge sectors with 

a strong export character for the Greek economy. At the same time, it has supported 

and developed a network of enough start-ups in these areas, helping them to grow at 

an early stage. 

CONCLUSIONS 

To summarize, Greek start-up environment has grown significantly over the past 

seven years and the Greek start-ups that are being created are growing year by year. 

At the same time, there is a change in the perception of young people about 

entrepreneurship and its role in modern Greek economy. 

The Greek market has some comparative advantages in human capital and in the 

development of innovative applications. However, Greece's performance in the fields 

of state support of entrepreneurship, ease of entry and exit to the market and bank 

financing is very low. In addition, there are significant problems with the 

                                                 
20  Among others, the si-cluster has led to a 15% increase in the number of jobs in the industry, an 

increase in exports by 46% (in turnover) and in the last year it attracted EUR 3.3 million of 

investment. See more at: <http://www.corallia.org /el/news/press-releases/3826-si-cluster-

results.html>  
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interconnection of universities with industrial research. The Greek ecosystem has 

supported the development of some innovative start-ups so far, but the sustainability 

of a success ecosystem for Greek innovative business is controversial according to the 

existing data.  

Funding of start-ups from various sources is also limited and most Greek start-

upers use at least in the early stage own funds. From 2013 and on, there is a 

recognition from foreign funds and investors for Greek innovative start-ups, which are 

financed by substantial funds. The high-risk funds (Jeremie) has also played a positive 

role in the financing of Greek start-ups although the funding is unevenly distributed in 

the Greek territories. Financing through traditional mechanisms, such as bank credit, 

is very low due to the intense liquidity problems of the banking system in Greece and 

the high risk of start-up business model. Finally, crowdfunding model is also limited 

to the Greek market. 

The existence of incubators and accelerators for start-ups has positively affected 

some start-up cases but the overall performance of these programs is limited. What 

seems to have strongly supported some Greek start-ups is the existence of cluster 

environments as it has increased recognition and networking among its members 
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APPENDIX B 

Competitions and other start-up financing organizations in Greece 

 

 

Organization 
Entrepreneurship and 

Innovation competitions 

Social groups-

support 

organizations 

Active 

AEGEAN Startups *  Νο 

Angelopoulos Clinton GIU 

Fellowship 
*  Νο 

Ανοικτοί Επιχειρηματικοί 

Ορίζοντες 

 

*  * 

AppWARDS *  Νο 

Athens Startup Digest  * Νο 

Beyond Hackathlon *  * 

Blue Growth Competition *  * 

Breakthrough Greece *  Νο 

Business IT Excellence *  Νο 

Business Plan Competition of 

Anatolia School of Business 
*  * 

Business Talents  * * 

Call to innovation  * Νο 

CANVAS – Debating Business 

Ideas 
 * Νο 

CleanTech Open Global Ideas *  Νο 

ClubNE  * Νο 

Crazy Business Ideas *  Νο 

Creative Business Cup 

Innovation Challenges 
*  Νο 

Designathon *  Νο 

Destination Change  * Νο 

Digital Gate *  Νο 

Ennovation *  * 

e-awards.gr *  Νο 

e-volution awards *  * 

Ermis awards *  * 

Καινοτομία – Νέα 

Επιχειρηματική Ιδέα 
*  Νο 

Enterprise Europe Network – 

Hellas 
 * Νο 
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Entrepreneurs’ Organization 

Greece 
 * Νο 

ESYNE Hellenic Associations 

of Young Entrepreneurs 
 * - 

European startup initiative 

Athens Founder Institute 
 * Νο 

Ευρωπαϊκός Διαγωνισμός 

Κοινωνικής Καινοτομίας της 

Κομισιόν 

 

 * * 

European Social Innovation 

Competition 
 * * 

Global Shapers Community  * Νο 

Global manager  * Νο 

Go hackathlon  * Νο 

Greece Innovates! *  Νο 

Greek Startup Manifesto  * Νο 

Greek startup map  * Νο 

Greek startups  * Νο 

Hellenic Entrepreneurship 

Award 
*  * 

Hellenic Startup Association  * Νο 

Hult Prize Greece  * Νο 

i-bank Innovation and 

Technology Competition 
*  * 

ideatree *  Νο 

Industry Disruptors-Game 

Changers 
 * * 

Institute of Entrepreneurship 

Development 
 * Νο 

Imagine Cup  * Νο 

Innovation project *  Νο 

JADE Hellas  * Νο 

Kepnet  * Νο 

Kickoff *  Νο 

Make Innovation Work *   

MIT Enterprise Forum 

Greece 
 * * 

Odysseys Innovation *  Νο 

Open Coffee  * Νο 

Reload Greece  * * 

Repower Greece  * Νο 
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Social impact awards  * Νο 

Start up/scale up *  * 

Stelios Award Young 

Entrepreneur of the Year – 

Greece 

*  * 

studentsact.tedxaueb  * Νο 

Thessaloniki Tech 

Community 
 * Νο 

 

 

APPENDIX C 

The allocation of Jeremie funding to start-ups in Greece 
 

Enterprise 

Funding 

(in thousands of 

euro) 

Field of operations 

Odyssey 

Attica  

Motion FX 

system 
100 Software 

Locish* 333 Apps-entertainment 

Aftersearch 25 Services 

Pinnata 1800 Advertisement services-Design 

Travel Plan 2600 Trip advices 

Polfish 2200 Εκθέσεις ιχθυοκαλλιέργειας 

AVOCARROT 2000 Πλατφόρμα διαφημίσεων σε apps 

Liater 25 Internet retail services 

Sum 9083  

Out of Attica   

Econais 1700  

IQTAXi 500 Taxi Services 

sensoflare 25 LED manufacture 

swapdom 1500 Software 

Vertitech 550 Education software 

Sum 4275  

Total Sum 13358  

Οpenfund 

Attica  

Discoveroom 400 Booking services 

Dopios 240 Travel services 

Incelligent 380 Network management 

Longaccess * 410 Digital storage services 

Pockee 
500 

Cash reward platform based on supermarket 

purchases  

Tapely * 500 Music 

Workable 5750 Recruiting services 

https://motionfx.eu/
https://motionfx.eu/
https://www.linkedin.com/company-beta/2541039/
http://aftersear.ch/
https://pinnatta.com/
http://www.travelplan.gr/en
http://www.polfishfair.pl/
https://www.avocarrot.com/
http://liater.co/
http://www.iqtaxi.gr/
http://sensolighting.com/
https://www.swapdom.com/
http://www.vertitech.gr/
https://www.discoveroom.com/greece/
http://www.dopios.com/
http://www.incelligent.net/
http://longaccess.com/
https://pockee.com/
https://tapely.com/
https://www.workable.com/


Z. SIDIROPOULOS, 7th International Conference of ASECU Youth (2017) 379-408 

408 

 

Resin.io 3000 Software 

Forky 2800 Food services 

100mentors 200 Mentoring 

Sum 14388  

Out of Attica  

Incrediblue 2200 Vacation services 

The singularity 

lab 
305 Web development services 

talos Avionics 200 Technology services 

tribe 100 Healthy living 

Goodvidio 800 Visual commerce platform 

Fieldscale 700 Software 

Total Eclipse 400 Game development & Consulting 

Sum 4705  

Total Sum 19143  

PJ Tech 

Attica  

Captainwise * 60 Travel services 

intale 3250 Retail services 

Mist.io 59 Cloud services 

Offerial 300 Hotel connection channel 

parkaround 185 Parking services 

qrator 227 E-shop 

Radiojar 617 ICT services 

Pinnata 515 

Advertisement services Pinnata (series B) 1000 

Pinnata(series C) 1200 

Douleutaras 1350 Recruitment channel 

Sum 8963  

Out of Attica  

Centaur Analytics 1300 Agricultural services 

Sum 1300  

Total Sum 10263  

Eikonos 

Attica  

Deliveras.gr 
350 

A channel that connect food enterprises with 

customers 

Olive media 1700 Media 

raymetrics 220 Technology 

Travelplanet24 3400 Air tickets channel 

Nubis 1000 Software 

Hotel Genius 570 Tourism marketing 

Customedialaps 1300 Digital marketing 

Sum 8540  

Total Sum 8540  

https://resin.io/
https://www.forky.gr/?
https://www.100mentors.com/
https://www.incrediblue.com/el
http://www.thesingularitylab.com/
http://www.thesingularitylab.com/
http://www.talosavionics.com/
http://www.tribe.gr/main.php/
https://goodvid.io/
https://fieldscale.com/
http://www.totaleclipsegames.com/
https://www.linkedin.com/company/captainwise-com
http://www.intale.com/
https://mist.io/
https://www.linkedin.com/company/offerial
https://www.parkaround.gr/
https://qrator.com/
https://www.radiojar.com/
https://pinnatta.com/
https://www.douleutaras.gr/
http://centaur.ag/
https://www.deliveras.gr/
http://www.olivemedia.gr/
http://www.raymetrics.com/
http://www.travelplanet24.com/aeroporika-eisitiria?partnerCode=co67dq&gclid=Cj0KEQjwmcTJBRCYirao6oWPyMsBEiQA9hQPbtfqWpTvy_t7JECbWkwgczP4Sn6IN-CulTUIe1qpM74aAvhQ8P8HAQ
https://www.nubis.gr/
https://www.hotelgenius.co/
http://www.customedialabs.com/#!/
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Abstract 

This paper analyzes the importance of trust to obtain growth of the Greek 

business. It starts by presenting the performances and the perspectives of the 

Greek economy from 1997 until 2017, by comparing the investments, 

development of numerous fields, political practices and how these effect the 

social structure (unemployment and immigration rates). Subsequently will be 

explained the dual crisis of the banking system and public debt; how the dual 

crisis minimizes the trust and as a result the growth of the Greek business at an 

international level. Demonstrates that the gain of a competitive advantage is 

mandatory. Also, the benefits and drawbacks of the foreign relationships of 

Eastern and Southern European countries through the prism of the European 

integration and the creation of alliances in the peninsula of Balkans will be 

examined. Finally, focuses on the innovation and the potential of the new model 

of the Greek family business. 

 

Keywords: SMEs, family business, crisis, recession, company, innovation, 

growth 

 

 

1. Introduction 

The rapidly development of the international marketing system gives opportunities to 

corporations to expand and grow. The keen interest of the multinational companies of 

2017 is the expansion. The comparison to the past the decade of 1960 shows that the 

economic phenomenon of the multinational business gained ground all over the 

world. Unfortunately, this type of company was a model that Greek economic system 

was not ready to develop due to the political crisis and the establishment of 

dictatorship on 1967. The duration of dictatorship was seven years and therefore 

Greece lost her place on the international economic arena of development. 

At 1974 the dictatorship was officially ended. That year started the battle of the Greek 

enterprises to regain their place to the global market of competitiveness. The main 

goal of the time focusing to the entrance of Greece as a member state of European 

Economic Community. Across side with the effort of Greek government, small-

economy and production started slowly to develop. Though the main area of 

production was the agricultural sector at the years of 1975 -1985 have been noticed 
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that more and more small and medium sized enterprises were founded. The key point 

to the SMEs is the fact that the majority of them are family businesses. The family 

business form is called the backbone of many economies and that is true base of the 

growth of them worldwide. 

Over the last forty years Greek economy according to the government has been 

trying to overcome hardships. The hardships that seemed to be in the past as 1997 

until 2007 was the golden decade for the Greek both society and economy. Austerity 

was unthinkable political method for the majority of Greek population. 

 Greece since 1981 belonged to the European Economic family and prospects of 

development were a more realistic goals with the help and the means of the European 

Union. The financial liquidity increased and more investments treated a now area for 

the country. 

At the time, the things seem to be in order. The signs of the problem of the public 

debt were unthinkable. The money was coming from everywhere and projects were 

many. The stock market was the next step for the Greek families and companies. 

2. Dual crisis- Historical Analysis 

“The uncertainty and the crisis are not gone, on the contrary exists the insecurity for 

what the future holds and is possible to create and the benefits which can be provided 

by the entire and the adaptation of euro as currency will make for the Greek society. 

The developments and the investments will be increased. The cost of life will have 

decreased. The uncertainty of everyone will be in a zero point for the life savings, the 

evolution of the national currency, the economic province of the family.” K. Simitis.
1
  

That was what in 1997 the pre-minister announced as he was to point out the way 

to do it. The goal was to gain all these benefits by meeting the presupposes to entry 

the Eurozone. And Greece met the necessary presupposes. The 2002 is currency of 

the country change to euro.  From many have been said “the way justifies the means” 

for the means that the country used to become a member of the Eurozone family. 

After the collapse of the global bank of Lehman Brothers in 2008, world’s 

financial system collapsed alongside. The recession of 2008 was estimated to be the 

worst in a period of 80 years, compared to the 1930’s. The economic crisis showed 

their results. 

                                                 
1   K. Simitis, 1997 public speech 
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2
 © all rights reserved 

Greek average growth rate of 3% in the 1990-2007 period can be explained as 

follows: 

 1.1% capital accumulation  

 1% TFP 

 0.9% labour. 

At the period 2008-2016 the disinvestment had a negative effect to the economy's 

long-term growth prospects. The unemployment rate increased. The brain drain was a 

phenomenon that affected negatively the prospect of growth. Young and educated 

Greek generation seek for employment aboard, since the rates of unemployment from 

2004 until 2017 are increasing as the diagram shows. 

 
3
© all rights reserved, www.statistics.gr

 

                                                 
2  Data from http://ec.europa.eu/eurostat/documents/2995521/8026125/2-16052017-AP-

EN.pdf/e25d3d40-54da-42b9-a1c0-ae1a623b6bbd all rights reserved 
3  http://www.statistics.gr/ all rights reserved 

http://ec.europa.eu/eurostat/documents/2995521/8026125/2-16052017-AP-EN.pdf/e25d3d40-54da-42b9-a1c0-ae1a623b6bbd
http://ec.europa.eu/eurostat/documents/2995521/8026125/2-16052017-AP-EN.pdf/e25d3d40-54da-42b9-a1c0-ae1a623b6bbd
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The migration issue could be prevented if the private sector in Greece had seemed 

more interesting than the public one.  The small and medium sized enterprises are 

most of the account of more than 98% of Europe’s businesses. 

3.  Family business -SMEs 

The family business as a model of corporation is more likely to survive and as the 

statistics showed the 2/3 of the Greek businesses are in fact family SMEs businesses. 

The crisis unfortunately in Greece during the period of the last ten years had a 

negative effect on the way the businesses operating. The exit of the global markets 

and the capital controls make it even more difficult for them to develop and prosper. 

On the international level, Greek enterprises are not trustworthy in general. But the 

specific factor of the family structure can make a business more” attractive” to 

potential investors. 

3.1 Characteristics of family business  

The three main points for the family business are families, businesses, and ownership 

structure. The way that family operate and promote the company make the nature of 

the company. The impact that the business was make as a family is different from the 

non-family counterparts and therefore needs a proper treatment. 

The adaptation of specific laws and government policies on family businesses will 

help the development and protection of them and the partners. Several Member States 

have adopted this type of laws. The Committee believes that it would be useful to 

carry out a legislative procedure aimed at introducing a family business category into 

economic activity registers in all Member States. 

According to the EESC
4
 opinion for the definition of a family business based on the 

Commission’s group of experts on family businesses have these elements: 

 Most of the decision-making rights is in the possession of the natural person(s) 

who established the firm, or who has/have acquired the share capital of the 

firm, or in the possession of their spouses, parents, child, or children’s direct 

heirs. 

 Those are indirect or direct. 

 At least one representative of the family or kin is formally involved in the 

governance of the firm. 

 Listed companies meet definition of family enterprise if the person who 

established or acquired the firm (share capital) or their families or descendants 

possess 25 per cent of the decision-making rights mandated by their share 

capital. 

However, the above the definition is too broad. It should be narrowed in such a 

way as to emphasize the family nature of the business, especially the multi-

generational purpose of its work. 

                                                 
4   European Economic and Social Committee 
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3.2 Challenges of the family business 

Challenges of a Greek family business can be divided into two. First of the factors 

affecting the economy is financial recession and the measures that had been taken but 

the government. The unstable taxing system and legislation creating insecurity for the 

business.  The second type of challenge is focused to the development and growth. 

The family's business ownership does not consist of liquid assets but rather what 

the family builds and develops over generations, which encompasses values, 

traditions, and knowledge. Therefore, transferring ownership of a business to the next 

generation is the most serious challenge of all. 

One important decision that the owner of the family business is faced to take is the 

choice of the successor. The succession planning is a necessity and what will secure 

the company. The intention of the owners of these companies is to make a legacy to 

pass to the next generation. A failure to choose and groom the best successor will 

have negative consequences for the company. 

Family business try to create long-term jobs, which contributes to the creation of a 

family based organizational climate. For this reason, family businesses can provide 

desirable jobs. 

The spouses or partners of company owners often play an important role in family 

businesses, although, for different reasons, they do not have a formal status. This can 

lead to legal and financial difficulties. Giving these people a more formal status as 

                                                 
5  Data from: http://www.gsevee.gr/press/mme_eng.pdf all rights reserved. 

http://www.gsevee.gr/press/mme_eng.pdf
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well as other family members informally involved in the activities of company, would 

help avoid difficulties in the event of family-related problems. 

Capital markets aim to make a difference and make the environment for the SMEs 

to thrive at a long-term with financial stability. As members of European Union have 

the opportunity to gain access to financial aid, counseling and support. 

3.3 New model of family business 

The form of societas cooperativa europaea established a new form of alliance the 

companies SMEs which need to survive but because of their size are not capable to do 

it. The regulation 1435/2003 states the principles of the founding this type of 

company. The societas cooperativa europaea shows similarities to the national type of 

cooperative companies. The companies which cooperate in the European base 

network of businesses and investment opportunities.  

Its goal consists of the satisfaction of the needs of their subjects, combined with the 

financial development, and the promotion under the rule of their participation on its 

financial activities of one or more European or National cooperative societies-

companies. 

The base of the certain society-company should be inside the European Union, 

while its transformation from a state to another does not follow either its lysis or the 

disappearance of its law prospective and the conversion of a new one.   

4. Conclusion  

Globalization is forcing companies to open up to new markets, technologies and 

skills. Family businesses should take thee aspects into account in their development 

strategies. This could mean that they need to take on new employees, also in 

management positions. 

Innovation for the family businesses is the main way to adopt and continue the 

existence of them. The tradition and the quality of the business is not the only goal 

that the enterprise needs to achieve. The SMEs family businesses have comprehended 

that innovation is the main goal to make the company bigger and more competitive. 

The advantage of the small company is that the entrepreneur spirit still exists. The 

small try to become bigger and stronger and in that education, information and 

training are the essentials to the innovation and survival of the Greek traditional 

family SMEs business.  

The Greek economic history showed the necessary evidences according the wrong 

doings of the both governments and businesses in the past. These knowledge and 

experience of the past give the opportunity not to make the same mistakes as before. 

The training and education of the new generation could have a great impact on anti-

corruption and help the whole country to overcome crisis on all aspects of life. 
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Abstract 

With the driving forces of Information Technology, We entered the Sharing 

Economy Era characterized with a socio-economic ecosystem built around the 

sharing of physical and intellectual resources. Sharing economy has been 

growing rapidly since its appearance in the early 2000s. One of the Big Four 

accounting firms PricewaterhouseCoopers (PWC) reported that global spending 

in Sharing Economy business sectors reached about $15 billion in 2014, and a 

possible increase to $335 billion by 2025. 

This article explores how companies identify business opportunities in Sharing 

Economy Era. Based on the case study of Mobike, a leading bicycle-sharing 

system in China, which has been funded by the Sequoia Capital, Bertelsmann 

and other venture capitalists amounted to hundreds of millions of dollars in 

investment. This article will summarize the successful factors to survive and 

prosper in the Sharing Economy area. This study will collect data by directly 

interviewing with the founding team and searching for the secondary 

information from archives. This paper attempted to find answers from 

entrepreneurship, business model and other related theoretical lenses. The 

research results could also enrich the theoretical and practical knowledge about 

Sharing Economy. 
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Sharing economy, generally refers to a new economic model, which is based on the 

temporary transfer of the right to use the right to obtain a certain reward as the main 

purpose. At present, with the rapid development of internet technology and 

increasingly mature, the new business model of sharing economy has been recognized 

by more and more people, which has infiltrated all kinds of industries from 

consumption to production, affected all aspects of people's life, impacted and 

subverted the old mode of thinking, promoted the innovation and transformation of 

traditional industries as well as brought great changes in the business field. As the 

current mainstream development economy model, the scale of sharing economy is 

rising steadily. The report shows that China's rapid economic development has made 

an important contribution to fostering new kinetic energy of economic development, 

leading innovation and expanding employment. It is estimated that China's sharing 

economic market transactions in 2016 is about $3.452 trillion, up 103% from the 

previous year, or about 100 million people over the previous year, and its total 
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number of participants reaches 600 million. The number of service providers is about 

60 million, an increase of 10 million over the previous year. The number of people 

working on the platform is about 5.85 million, up 850,000 from the previous year. It 

is predicted that by 2025,sharing economy in the global market will reach 335 billion 

U.S. dollars, with 36% of the annual composite growth rate, in which, China' s 

sharing economy in the next 3-5 years will be the world's first. 

The rapid rise and development of sharing economy is not accidental, along with 

the development of economic level, consumption is more diversified and subdivided, 

and the traditional extensive economic model can ' t  complete the efficient allocation 

of resources. And the sharing economy can effectively adjust the demand for supply 

and demand, allocate the idle resources rationally, and meet the differentiated demand 

better. At the same time, the sharing economy through the Internet can form a new 

social trust system, and through the community and the sharing way, subvert the 

development of traditional industrial form. 

In the traditional business model industry chain, including procurement, purchase, 

warehousing, research and development, sales and channel maintenance and other 

links, a high level of management and circulation costs is formed, and the emergence 

of sharing economic model, has reduced and optimized these processes to a large 

extent, so that the actual cost of consumers obtaining products or services spends less 

than that in the traditional model. In this mode, the consumers get the real 

concessions, the platform uses the idle resources generated, and then distributes them 

again, thus obtaining the benefit, and forming a win-win situation of the effective 

utilization of social resources. 

In the era of economic development, the Internet allows more and more traditional 

business models to be impacted, it will reconfigure resources, and maximize the use 

of resources, so as there is more performance in the benefit of society. In the book 

'Sharing economy: Reconstructing the new business model of the Future', Robin Chase 

believes that "sharing economy is a new economic model adapting to the development 

of the times and one of the most important economic models in the future", but in the 

process of developing a new economic model, and rapid development at the same 

time, there will be a lot of problems, such as many enterprises do not find their own 

business model and lead to failure, there are many enterprises that do not launch new 

products and is eliminated, so, finding out the fulcrum to pry the economy under the 

economic development is the key to better and faster development. 

So, what are the key points for the entrepreneurial enterprises in background 

sharing economic? This paper will take Mobike as an example to explore the reasons 

for the success of the entrepreneurial enterprise under the background of sharing 

economy. 

The Mobike is the Internet short distance travel solution developed by Beijing 

Mobike Technology Co., Ltd., which is the smart hardware of the model without 

piling to rent and return bike. People can quickly rent and return a mobike through 

smartphones, and can complete a few kilometres of city rides at affordable prices. The 
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Mobike insists on the independent innovation, and it becomes the market absolute 

leading brand in only one years official operation. 

With dozens of intellectual property patents and more than 90% patent applications 

in the shared cycling industry, the automotive body, intelligent lock, and mobile drive 

are among the key technologies in the autonomous development of the Mobike. In the 

past one years, the Mobike has entered Shanghai, Beijing, Guangzhou, Shenzhen, 

Chengdu, Tianjin, Singapore and other nearly 80 cities at home and abroad, with more 

than 4 million intelligent sharing bicycles, more than 20 million daily order, growing 

to the world's largest order volume, fastest growth, the most extensive coverage, the 

most users of the sharing cycle platform, as well as the world's largest mobile 

networking platform. 

The Mobike has realized the intelligent operation of millions of bicycles through 

the frontier technologies such as cloud computing, large data and Internet. As the 

global intelligent sharing bicycle innovation leader, the Mobike is committed to 

product and science and technology innovation, has been with a number of areas of 

leading enterprises to achieve strategic cooperation. Collecting the pooling of power, 

and integrating resource advantages, the open thinking of the Mobike is far beyond 

other brands. 

Business model is the method of business activity on which the enterprise lives 

with, ant it determines the position of the enterprise in the value chain, including the 

positioning, the business system, the key resources ability, the profit model, the 

enterprise value and so on. A successful enterprise should clearly understand its 

business model and dare to innovate in the business model so that it can get a seat in a 

changing market economy. With the rapid development of sharing economy, there are 

many new start-up enterprises to join the sharing economy, but not all enterprises can 

find their own business model. For example, "the borrower", it pays deposit which is 

equivalent with book pricing, but also shall pay courier fees and packaging fees 

(calculated as the starting price + deposit amount X2), and when books are returned, 

the deposit can be returned all, this is the way of its operation. While this model 

makes up for the lack of public library services, it allows readers to read the latest 

books and has no time limit. Such a way seems to see the value of its business, but 

such a model is almost impossible to see its profit point, so its business model is too 

limited, also leads to its inability to develop and ultimately failed. 

However, Mobike regards solving the "last kilometer" as the concept of travel, 

with operation of a deposit of 299 Yuan and 1 Yuan per hour. By using smartphones, 

people can quickly rent and return a mobike, with affordable prices to complete a few 

kilometers of urban cycling. This business model quickly gains the market's favor, as 

well as achieves great success. It advocates the concept of green and health travel and 

environmental protection, clearly positions its own products, to help people solve the 

short trip problem, perfectly displays the value of the enterprise, and creates their own 

profit model, which are the key factors in their success. 

The product innovation originates from the market demand, as well as from 

product technology demand of the market to the enterprise's, that is the technological 

innovation activity takes the market demand as the starting point,clearing product 
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technology research direction, and through the technical innovation activity, creates 

the marketable product which suits this demand and satisfies the market demand. In 

the real enterprise, the product innovation is always in the two dimensions of 

technology and demand, according to the enterprise characteristic, matches the market 

demand with the enterprise technical ability, and seeks the best union point of the risk 

and benefit. The impetus of product innovation is fundamentally the result of the joint 

action of technology advancement and demand. The fundamental meaning of 

innovation is the courage to break through the limitations of the enterprise, under the 

existing conditions, create more new products to meet the needs of the market, going 

at the forefront of the trend of the times, as well as winning the fierce market 

competition. 

Mobike uses innovative ideas and combines internet technology to redesign 

bicycles. Mobike first develops a smart lock, this lock not only can unlock by 

sweeping code, realizing interactive connection between intelligent lock and users, it 

can obtain large datain the GPS and communication module system, according to the 

daily operation of the data analysis of thermal needs, determine market demand. The 

company's backstage can adjust the vehicle that has been put on, and optimize the 

new lunching vehicle. On this basis, it also can deal with user ' s  recharge, and 

payment services, in addition, through the establishment of the user's credit system, 

realize order management of civilized using bike and standardize parking. Mobike 

also through the intelligent lock within the GPS, achieve accurate positioning, using 

special-purpose networking SIM card to realize instant communication between 

intelligent lock and cloud platform, and achievethe effect of efficient technical 

management and operation. In other aspects of the bike, also by improving the use of 

materials, use solid tires and shaft drive to improve the performance of the bike, so as 

to improve user ' s  experience. Through constant innovation in products, Mobike 

enhancesits own core competitiveness in market, and just because of it, they can 

achieved such a great success in such a complex economic environment. 

A good entrepreneurial team plays an important role in the success of new 

ventures. The cohesion of the entrepreneurial team, the spirit of cooperation, and 

professionalismbased on the long-term goal will help new ventures get through the 

crisis time and accelerate the pace of growth. In addition, the complementarity and 

coordination between team members and the complement and balance between the 

founders have played a role in reducing management risk and improving management 

level for new ventures. The study shows the impact of team members ' personal 

experience, ability and resource control levels on new enterprise mortality at different 

stages of the entrepreneurial process. The functional heterogeneity of the 

entrepreneurial team can effectively improve the survival status of the new ventures. 

Mobike was founded by the Hu Yunwei, a car journalist, at the beginning of the 

venture, Hu Yunwei found the CEO of BitAutocom, and senior product manager Xia 

Xiaoping, then they found Uber's Shanghai regional Manager, then jointly founded 

Mobike. From their founding members, we clearly see the difference between their 

functions, including media personnel, technicians, managers and financial personnel. 
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Mobike has a good use of the principle of complementarityin the composition of the 

entrepreneurialteam, highlighting the functional experience of heterogeneity in the 

entrepreneurial team, to make up the capacity gapfor team members in the knowledge, 

skills, experience and other aspects, through mutual cooperation, play the synergy 

effect of "1 + 1 >2". Such a team can improve the opportunity to identify, develop and 

use the capacity of the new business operations, to play a synergistic effect, to 

strengthen organizational development and management to provide a unique social 

perspective. It is precisely because Mobike caught this functional experience 

heterogeneityin the entrepreneurial team, it can maintain the stability of the 

entrepreneurial team, and achieve successin the changing market economy. 

To sum up, sharing economy is the result of social development and technological 

progress, and is the product of cloud computing, large data, Internet of things and 

mobile web. In the context of sharing economy, consumption concept, transaction 

costs, supply and demand relations, as well as social relations have a greater change, 

if the entrepreneurial enterprise can achieve success, it must seriously consider the 

formation of entrepreneurial team, business model innovation and product innovation, 

user-centric, achieve sustainable development capacity relying on value creation, and 

in the development process, strengthen self-monitoring, take the initiative to fulfill 

social responsibility, win public trust and create brand image; Traditional enterprises 

want to get new development, it can not only take the initiative to join the tide of 

sharing economy, create new value through cooperation with innovative enterprises, 

gain new competitive advantages, actively implement the strategy of transformation 

and development, and vigorously promote personalized and flexible manufacturing 

mode and service transformation based on Internet. The explosion of sharing 

economy has become the trend of economic development, more resources and 

services will appear on the sharing platform in the future, enterprises should respond 

positively, grasp the key elements of success, identify business opportunities in the 

sharing economic model as well as get success. 
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Abstract 

Poverty is one of the most significant socio-economic issues in the world. Typical 

for it is sustained low levels of income for members of a community, a lack of 

access to services like education, markets, health care, lack of communal 

facilities like water, sanitation, roads, transportation and communications. It is 

considered a “direct attack” on people’s fundamental rights, limits the 

opportunities they have to achieve their full potential, brings high costs to 

society and hampers sustainable growth.  The aim of this paper is to study the 

level of poverty within the EU, and the dynamics of income inequality among the 

EU countries. For this purpose, the report investigates the change in relative 

poverty levels within the EU for the period of 1995 – 2013 and national 

disparities in real income levels within the member-states, measured with sigma 

convergence.  The results of this paper suggest that relative poverty within the 

Union decreased in the observed period, but income inequality among member-

states increased. The findings of the report imply that faster growth in low 

income countries is not sufficient to improve income distribution across 

countries.  
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Introduction 

Socio-economic issues are factors that have negative influence on an individuals’ 

economic activity like lack of education, cultural and religious discrimination, 

overpopulation, unemployment and corruption. There are many varieties of socio-

economic problems in the world, but maybe one of the most important that can be 

note is the poverty and related with it inequality. Poverty is a widespread obstacle for 

the future development of humanity. It is also perceived like a variable that 

determines one’s socio-economic status – meaning, an individual’s or group position 

within a hierarchical social structure which depends on a combination of variables, 

including occupation, education, income, wealth and place of residence. 

Understanding what causes global poverty is a crucial part of the process of devising 

and implementing effective solutions to tackling it. 

But first of all we need to answer the question “Why it is important to study 

poverty?” It is important because “it affects everyone, whether it is directly or 
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indirectly. Those people who are affected directly are those people who are facing the 

problem themselves or have family members or friends that are living in poverty. On 

the other hand, those who are affected indirectly are those who have to pay taxes to 

help those who are living in poverty.”
1
  

There are many factors and causes that lead to the emergence of this social 

problem. According Phil Bartle there is a difference between the concepts “cause” 

and “factor”. In his opinion “…a “cause can be seen as something that contributes to 

the origin of a problem like poverty, while a “factor” can be seen as something that 

contributes after it already exists…”, and the solution of this huge global issue will 

come with the elimination the factors that have contributed to it.  

One of the problems with discussing poverty is clarifying what it means and how it 

can be defined. According EAPN poverty is generally divided into two types, absolute 

(extreme) poverty and relative poverty. 

Absolute or extreme poverty is when people lack the basic necessities for survival. 

For instance they may be starving, lack clean water, proper housing, sufficient 

clothing or medicines and be struggling to stay alive. This is most common in 

developing countries. The United Nations tends to focus its efforts on eliminating 

absolute or extreme poverty. The first goal of The United Nations Millennium 

Development Goals is to eradicate extreme poverty and hunger.  However, poverty in 

most EU countries is more generally understood as relative poverty. 

Relative poverty is where some people’s way of life and income is so much worse 

than the general standard of living in the country or region in which they live that they 

struggle to live a normal life and to participate in ordinary economic, social and 

cultural activities. What this means will vary from country to country, depending on 

the standard of living enjoyed by the majority. While not as extreme as absolute 

poverty, relative poverty is still very serious and harmful. 

The aim of this paper is to study the level of poverty within the EU, and the 

dynamics of income inequality among the EU countries. For this purpose, the report 

investigates the change in relative poverty levels within the EU for the period of 1995 

– 2013 and national disparities in real income levels within the member-states, 

measured with sigma convergence. 

We all know that the European Union (EU) is political and economic union of 28 

member states that are located primarily in Europe. EU policies aim to ensure the free 

movement of people, goods, services and capital within the internal market, enact 

legislation in justice and home affairs and maintain common policies on trade, 

agriculture, fisheries, and regional development.
2
  

Literature review 

The EU as a whole is the largest economy in the world, but poverty again is a one of 

the most widespread problem. This is contrary to the aims and the expectation that 

                                                 
1  Why_are_studies_importanthttp://www.answers.com/Q/Why_are_studies_important#slide=1  
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integration will lead to income equalization and a reduction of inequality between 

member states.  

Inequality unlike poverty shows how resources are distributed across the whole 

society. Data from it is vital when considering poverty, as the overall distribution of 

resources of the country affects the extent and depth of this kind problem. This shows 

and that the problem of poverty is fundamentally linked to the issue of how resources 

are distributed and redistributed in a country.  

There is no one single definition of poverty. According Scottish Poverty 

Information Unit “poverty is defined relative to the standards of living in a society at 

a specific time. People live in poverty when they are denied an income sufficient for 

their material needs and when these circumstances exclude them from taking part in 

activities which are an accepted part of daily life in that society.” Other definition 

from business environment is “condition where people’s basic needs for food, 

clothing and shelter are not being met.” Poverty is disambiguation also as “condition 

of having insufficient means to obtain basic necessities of life, such as food, shelter, 

and clothing” or “the deficiency of dearth or required or preferred characteristics”. 

Watts’s point of view about poverty is interesting according to witch it is “a property 

of the individual’s situation, rather than a characteristic of the individual or of his 

pattern of behavior”
3
.  

Poverty depends mainly on the resources people have and the conditions in which 

they live. And “as the generally accepted EU definition of poverty is based on 

national standards, people can be poor with rather different incomes in various 

country”
4
.   

This major socio-economics problem is interesting theme for researchers and many 

scientific studies have been conducted to find ways to fight it. Main part of each one 

study is the measurement. According World Bank “the most commonly used way to 

measure poverty is based on incomes. A person is considered poor if his or her 

income levels fall below some minimum level necessary to meet basic needs. This 

minimum level is usually called the “poverty line”. What is necessary to satisfy basic 

needs varies across time and societies. Therefore, poverty lines vary in time and place, 

and each country uses lines which are appropriate to its level of development, societal 

norms and values.
5
 Within the EU, the proportion of poor people is measured through 

a poverty line. Its amount is determined annually depending on the change of income 

in the whole society by determining the median equalized disposable income. That is 

why we are talking about relative poverty (relative to the level of income in a society) 

and not about absolute poverty based on the amount necessary to satisfy basic life 

needs. In the business environment poverty line is considered as standard family 

income threshold (set by each state and revised occasionally) below which the family 

                                                 
3  Harold W. Watts. "An Economic Definition of Poverty." In Daniel P. Moynihan, On Understanding 

Poverty. New York: Basic Books, 1968. 
4  Orsolya Lelkes / Katrin Gasior • income poverty in the eu 

http://www.euro.centre.org/data/1295444473_73292.pdf  
5 Wealth & Health Inequalities; BBC  

http://www.bbc.co.uk/scotland/education/ms/wealth/def_of_poverty/definitions.shtml 
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is officially classified as poor and entitled to welfare assistance.
6
 When we taking the 

poverty threshold from each country we can talking about “International monetary 

threshold” under which an individual considering to be living in a poverty. 

The main poverty line used in the OECD and the European Union is a relative 

poverty measure based on “economic distance”, a level of income usually set at 60% 

of the median household income.
7
  

As we already know that the type of poverty are two – absolute and relative. Both 

of them are usually based on a person’s yearly income and frequently take no account 

of total wealth. Some people argue that this ignores a key component of economic 

well-being. Major developments and research in this area are suggest that standard 

one dimensional measures of poverty, based mainly on wealth or calorie 

consumption, are seriously deficient. This is because poverty often involves being 

deprived on several fronts, which do not necessarily correlate well with wealth.  

Access to basic needs is an example of a measurement that does not include 

wealth. Access to basic needs that may be used in the measurement of poverty are 

clean water, food, shelter and clothing. It has been established that people may have 

enough income to satisfy basic needs, but not use it wisely. Similarly, extremely poor 

people may not be deprived if sufficiently strong social networks, or social service 

system exist.
8
 Both of the official poverty measures are intended to identify the level 

of income necessary to meet the basic needs.
9
 

From this socio-economic issue we can take a look and another one resulting from 

it. This is inequality. Contrast of poverty „it is always in a relative term: it refers to 

the difference between levels of living standards, income etc. across the whole 

economic distribution. In practice, poverty and inequality often rise and fall together 

but this need not necessarily be the case. Inequality can be high levels of poverty due 

to a large difference between the top and the middle of the income spectrum”.
10

 

According to International Labor Organization (ILO) although the world poverty 

rate has declined in recent years, there has been an increase in its levels in more 

developed countries, particularly in Europe. The rise in social inequality also slows 

down growth and options for a more even distribution of wealth must be sought and 

well-structured and working institutions that protect worker’s rights are of paramount 

importance for poverty reduction. Another way to fight poverty is to ensure decent 

work and people’s lives, to invest more money in the development of the sectors that 

need it, which in turn will have an impact on living standards in the countries working 

on the problem.
11

 

After summing up all sourced sources of information a solution to this problem in 

EU, one can point to European integration, which will lead to income equalization 

(economic convergence), which is essentially a reduction in relative poverty. For this 

                                                 
6  Businessdictionary  http://www.businessdictionary.com/definition/poverty-line.html  
7  US Department of Human Services, FAQ Poverty Guidelines and Poverty 
8  “Measuring Poverty” https://en.wikipedia.org/wiki/Measuring_poverty  
9   U.S. Census Bureau. How the Census Bureau Measures Poverty 

http://poverty.ucdavis.edu/post/measures-poverty  
10  “How is Economic Inequality Defined” https://www.equalitytrust.org.uk  
11  “How to Fight Poverty” http://www.investor.bg/sviat/321/a/kak-da-se-prebori-bednostta-217467/  

http://www.businessdictionary.com/definition/poverty-line.html
https://en.wikipedia.org/wiki/Measuring_poverty
http://poverty.ucdavis.edu/post/measures-poverty
https://www.equalitytrust.org.uk/
http://www.investor.bg/sviat/321/a/kak-da-se-prebori-bednostta-217467/
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purpose we will look at the period 1995-2013 from an economic point view and 

through calculations made using sigma convergence we will observe how the relative 

poverty and income inequality among EU member states have changed.  

Methodology and data 

“Sigma convergence” represents the disparities in real income levels within the group 

of countries in a certain moment. It is measured with the standard deviation of income 

per capita, hence the name. 

               
   

 

   
 

Where: 

Yit – income per capita in country i at time t; 

    – Average income per capita in the selection of countries in time t; 

n – Number of countries in the selection; 

   – Real (sigma) convergence within the group in time t. 

 

Sigma convergence is fairly simple to use and understand. Low values of σ show 

high levels of convergence and respectively increasing σ in time means there is 

divergence among the studied countries.
12

 

A panel data set for all 28 EU member states is constructed, covering the period 

1995-2013. The analysis is conducted with annual data for each country, which are 

retrieved from Eurostat.
13

 

Results 

There is widespread agreement that the integration of Europe led to substantial 

economic benefits for the European Union, as a whole. Lingering worries about the 

possibility that integration would lead to real divergence between countries or regions 

of Europe however constitute the main rationale for the large transfers under the EU’s 

Regional Policy.
14

 The first figure of the study shows the curve obtained after the 

calculations made. The results show that there is no sigma convergence between EU 

member states during the period 1995 – 2013. Such result is explained with the notion 

that faster growth in low income countries is not sufficient to improve income 

distribution across countries.  

 

 

 

 

 

                                                 
12  Stefanov, G. Income convergence among the EU member states, The Future of Integration, The 

Future of the European Union: Jubilee International Scientific Conference, Academic publishing 

house "Cenov", 2013, pp. 107-114 
13  Eurostat http://ec.europa.eu/eurostat 
14  Martín C., Velázquez F. J, and Funck B., EUROPEAN INTEGRATION AND INCOME 

CONVERGENCE, Lessons For Central And Eastern European Countries, May 2001, p.01 
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Figure 1. Sigma convergence among EU member states (1995 - 2013) 

 
 

Apparently the low income countries within EU did not developed such institutions 

and capabilities yet and therefore convergence is painfully slow or even nonexistent. 
15

 The graph also illustrates what many other studies have shown that there has been a 

significant decline in 2008-2010, which coincides with the emergence of the world 

financial crisis. Only then we can say that “during the recession of 2008 the EU 

experienced its strongest and its only period of real convergence. This may only mean 

that the negative effects of the recession were stronger in the high income countries 

relative to the lower income EU members. This comes to show that convergence is 

time variant and externally influenced and that convergence may also be a result of 

decline in income not only of its growth.”
16

   

The second graph shows the change of situation of Average Income, Median 

Income and Sigma Convergence. An increase observed, which in turn can be seen to 

be the result of improving the economic situation influenced by integration, but there 

is still a disparity between countries, not convergence.  

Figure 2.Average Income, Median Income, Sigma Convergence 

 

                                                 
15  Stefanov, G. Income convergence among the EU member states, The Future of Integration, The 

Future of the European Union: Jubilee International Scientific Conference, Academic publishing 

house "Cenov", 2013, pp. 107-114  
16  Stefanov, G. Income convergence among the EU member states, The Future of Integration, The 

Future of the European Union: Jubilee International Scientific Conference, Academic publishing 

house "Cenov", 2013, pp. 107-114 



V. KIRILOVA, 7th International Conference of ASECU Youth (2017) 421-428 

427 

The third graph compares the difference between the Income per capita values at 

the two endpoints of 1995 and 2013 and the difference between the Median Income 

values also in the two ending years 1995 and 2013.  

Figure 3. Income per capita 1995/2013, Median Income 1995/2013 

 

All countries have seen growth, while those in the median income have increased 

their indicators against first year of the survey, which again shows a positive impact 

from the integration, because the relative poverty within the Union is decreased, but it 

is also understood that the level of prosperity of the richer countries again grows 

faster than the less developed ones, making convergence impossible.  

Conclusions 

The results of this paper suggest that relative poverty within the Union decreased in 

the observed period, but income inequality among member-states increased. The 

findings of the report imply that faster growth in low income countries is not 

sufficient to improve income distribution across countries. So less developed 

countries need to be addressed and their better integration into the EU to be achieved 

in order to reduce relative poverty and increase the incomes of the populations. 
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Abstract 

The EU is one of the richest regions in the world but despite this, it is very 

different in terms of key economic and social indicators between countries and 

regions. 

 The study of social and economic disparities have always aroused questions 

and many economists over time have tried to study this phenomenon and to 

establish a theory of reducing the distances that exist between economies of the 

EU countries. 

 In this paper the propose is to highlight economic and social disparities 

between EU countries by applying different statistical methods, graphs and 

numerical that explain the phenomenon. In the structure of the paper, we 

planned that the economic and social phenomenon, to be studied independently, 

and later they will be also compared. 

 Also, we want to highlight how is applied the phenomenon of convergence at 

European level and what are the methods that are being applied to improve the 

economic situation of the countries. 

 We analyzed the phenomenon disparities, where we measured and highlighted 

the economic and social disparities between EU countries. Also, we plan to study 

whether there are significant differences between the economic and social 

European Union countries by the year of adherence. 

 The main indicator highlighting economic disparities is GDP per capita. It will 

be analyzed both with other economic indicators and social indicators, as 

follows: labor productivity, investment, report export-import, inflation, 

unemployment, poverty and social exclusion, the rate of employment, social 

protection expenditure (% of GDP) and overcrowded rate. 

 

Keywords: disparities, economic convergence, economic indicators 

 

1. Introduction 

The EU is one of the richest regions in the world but despite this, it is very different in 

terms of key economic and social indicators between countries and regions. The 

European Union consists of 28 member states representing a community and internal 

market of almost 500 million people, which effectively represents 7.3% of the world, 

and which trough diversity of member countries is influenced by economic and social 

disparities between these countries and regions to which they belong. 
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European Union through its policies of European convergence, cohesion and 

integration, proposes that these economic and social disparities be reduced. Perhaps 

the question is "Why is there still so much difference between countries?" The answer 

to this question is quite complex. One reason could be that most countries in Eastern 

Europe and part of the Central Europe were under the occupation of communist 

regime, an authoritarian regime that has not invested in creating prosperous economy, 

but rather some of the economies of these countries were "sacrificed". Another cause 

could be the major economic events of the beginning of the current millennium, such 

as the global economic crisis began in 2008, the current wave of migration 

unprecedented, the existence of divergences between countries, both within the EU 

and between non-European countries . 

European integration has brought together countries, regions, but with a very 

different level of economic development and created a market economic space with 

very large differences in terms of competitiveness and living standards. Very 

important was the security for closer integration, involving political negotiations 

between member states anxious to protect national interests, while the popular 

legitimacy of the European project required a certain degree of redistribution of 

resources to maintain limits potential losses associated integration project. 

The study of social and economic disparities have always aroused questions and 

many economists over time have tried to study this phenomenon and to establish a 

theory of reducing the distances that exist between the EU economy. 

The nature, causes and consequences of economic inequality have preoccupied 

economists, at least since Adam Smith (1723-1790) onwards. The famous Scottish 

itself considered income distribution was dependent on the institutions of society but 

largely independent of economic progress or decline. In relation to this, revenues rise 

or fall more or less in proportion. 

According to Vorauer (2007), regional disparities are conditioned by several 

factors related to the unequality of economic potential of development in different 

regions. 

Heidenreich and Wunder M. Ch. (2007) conclude that economic inequalities are 

rising in most Member States of the European Union, while inequalities between 

nations in an enlarged Europe are decreasing in recent years. 

The concept of convergence translates as the reduction of the differences between 

the economic indicators of various countries belonging to a geographical area. 

EU cohesion policy, built into the Treaties since 1986, has the objective of 

reducing the gap between the level of development of the various regions in order to 

enhance economic and social cohesion. The Single European Act (SEA- 1886) lays 

the foundation of real cohesion policy, designed to offset the constraints of the single 

market for southern countries and other disadvantaged areas. 

The etymology of disparity comes from the Latin disparitas , which means divided. 

Most dictionaries referring to a disparity correlates it with inequality or 

disproportionality of different phenomena. 

Disparities could be: 

- Social disparities that relate to quality of life, standard of living, aging of a 
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population, crime and other factors that tend to increase inequality. 

- Economic disparities that relate to economic performance (economic structure, 

productivity, employment etc.), the countries or regions concerned. 

- Regional disparities are directly related to geographical factors or location. 

In general, the term, disparity is used by practitioners as an inequality in expressing 

differences with appropriate mathematical techniques using specific indicators. 

In this paper we propose to highlight economic and social disparities between EU 

countries by applying different statistical methods, graphs and numerical explaining 

this phenomenon. The structure of the paper, we suggested that the economic and 

social phenomena, to be studied independently, and later they will also be compared. 

The main indicator highlighting economic disparities is GDP per capita. It will be 

analyzed both with other economic indicators and social indicators, as follows: labor 

productivity, investment, report export-import, inflation, unemployment, poverty and 

social exclusion, the rate of employment, social protection expenditure (% of GDP) 

and overcrowded rate. 

2. Description of the data and methodology 

We can define statistics as the practice or science of collecting and analyzing 

numerical data in large quantities, especially. 

2.1 Descriptive statistics include numerical and graphical procedures aggregating 

and processing data. This is used to transform data into information. 

Multivariate analysis aims to highlight the links between statistical variables, 

numeric or nonnumeric, but also in the group of statistical units in clusters, by how 

much these units fit after recorded variables. Methods of this type of analysis can be 

grouped into two categories, namely methods of factor analysis and classification 

methods of statistical units. We will use in this paperwork only the methods of factor 

analysis, so the methods most important part of this group are the principal 

component analysis and components factor analysis. 

Principal components analysis deals with analysis of the links or associations 

between numeric variables. This is a descriptive method of multidimensional data 

analysis. 

Application of principal component analysis may be performed to achieve the three 

major objectives: 

• A first objective is to highlight the statistical links between the variables 

considered. For this, the software provides graphical representation Issues 

variables and values of correlation coefficients between these variables and 

the factorial axes. 

• A second objective is to explain similarities or differences between 

individuals in terms of the variables considered. To do this, the results of the 

statistical units will be correlated with the results for the statistical variables. 

• A third objective is to highlight the similarities or differences between 

statistical units considered after all the variables recorded. To achieve this 

goal, specialized software provides specific numerical indicators and in the 
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same time a graphical representation that is easy to interpret. 

Principal components analysis results can be interpreted as follows: 

• The determinant of the correlation matrix, can have values in the range [0, 1]. 

A value close to 0 indicates that there are strong links between variables, null 

indicates that between variables are not perfect connection, and a value of 1 is 

the unit matrix. 

• χ 
Λ
 2 statistic and Kaiser-Meyer-Olkin statistics (KMO and Barlett's Test) 

used to test the hypothesis of independence of variables. The range of 

statistics KMO is [0, 1] and can be applied only if KMO> 0.05. 

Also, principal component analysis should take into account three criteria, namely: 

• Kaiser's criterion (1960) according to which the factor axes are chosen to be 

analyzed if they have values greater than 1. 

• Evrard's criterion (1966) according to which the plot is represented by their 

values and are chosen the axes that are preceding the breaks between 

variables. 

• Benzecri's criterion that says that choosing to be analyzed factorial axes for 

which the variance is explained by at least 70%. 

2.2 Regression models 

The term regression is due to Francis Galton (1886). He has conducted a study on the 

height of the population, showing that on average, parents of stature, children are born 

with a lower height than the parent, that is performing "regression" in height. 

In the literature, the regression analysis is a statistical method for the analysis of 

dependence between a variable called the dependent variable, and one or more 

variables called indemendent variables. Mainly, regression analysis involves 

estimating a model that explains how the dependent variable is influenced by the 

independent variable. 

ANOVA model is the simplest model with one independent variable alternative 

form:            , where D is the independent variable is the coefficient   

alternative independent variable. 

2.3 Presentation of statistical variables 

To identify economic disparities, we have taken into account in the analysis the 

following variables: 

• Real GDP / capita (in PPS_EU28) - GDP is calculaterd initially in the 

national currencies of the countries and then converted using the slide PPS 

(Purchasing power parities) which takes into account the difference in price 

levels between EU countries, creating thus a fair coparison of the data. Using 

this indicator, there is an opportunity to study and compare the purchasing 

power of EU countries using different currencies and where the price is 

different. 

• The inflation rate is calculated as the ratio of the average price index in a year 

and the previous year minus 100. 
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• Labour productivity per hour worked (euro) is one of the most improtance 

indices of economic efficiency of enterprises, reflecting the effectiveness of 

labour consumed in the production process. Labour productivity growth is the 

most important factor to increase output, reduce production costs and increase 

the profitability and competitiveness of products. Labour productivity is 

determined either as a ration of production volume and the amount of labour 

expended to acquire it, either by reporting work time spent on production 

volumes achieved. 

• Total investment (% GDP) shows how the % of the GDP of a country is 

allocated investments. 

• Export - import ratio is the value of exports of goods and services divided by 

imports of goods and services. Values greater than 1 indicate a positive trade 

balance while values less than 1 indicate a negative trade balance. 

To highlight the social disparities, we study the following variables: 

• Poverty rate and social exclusion reflects the low income levels in 

comparison with other residents of the same country. 

• Unemployment rate (%) is the ratio between the number of unemployed, 

according to The International Labour Office and the total active population. 

• Employment rate of labor resources (%) is the ratio of the employed 

population aged 15 and over and the total population in the same age group. 

• Social protection expenditure (% of GDP) include: social benefits, which 

consist of transfers, in cash or in kind, to households and individuals to relieve 

them of the burden of a defined set of risks or needs; administration costs, 

which represent the costs charged for the management and administration; 

other expenditure, which consists of miscellaneous expenses of social 

protection systems (payment of property income and other). It is calculated in 

current prices. 

• The rate of population in overcrowded households - defined as the percentage 

of people living in a household overcrowded. A person is considered as living 

in a household overcrowded if the household has at least a minimum of rooms 

equal to: room for household room the couple in the home, a room for each 

single person aged 18 and more, a camera pair of single people of the same 

sex between 12 and 17 years, room for each single person between 12 and 17 

years and not included in the previous category, a camera pair of children 

under 12 years. The indicator is presented to the people of both sexes. 

3. Empirical results 

In this chapter we apply statistical methods to highlight the economic and social 

disparities between EU countries. Thus, we highlight the countries with the lowest 

values for the variables studied, but also the countries with the highest values. We will 

also highlight the biggest differences between developed and less developed. To 

achieve this we will study primarily real GDP per capita, reflecting largely the 

phenomenon disparities. 
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3.1 Analysis of the distribution of real GDP / capita in EU countries 

To highlight these disparities, we considered most important macroeconomic 

indicator, namely real GDP / capita and we use both numerical methods and graphs. 

Figure 3.1  Distribution of real GDP / capita in EU countries Statistics Proclusul 

Intern Brut Real 

 

From the point of view of form, we notice that the asymmetry indicator shows that 

the distribution of real GDP, the European Union, is asymmetrical to right. Box-plot 

diagram above, we can notice that it is highlighted the extreme point, and that is the 

value of real GDP of Luxembourg. 

3.2 Economic disparities between EU countries 

To identify disparities in EU economies, we use Principal Component Analysis 

method. 

Economic indicators considered in this analysis are real GDP, labor productivity, 

inflation rate, total investments and export-import ratio. 

Figure 3.2 Graphical representation of economic statistical variables and statistical 

units 
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By overlaying the two charts we see that the first group of countries consisting in 

Ireland, Denmark, Sweden, Germany and Netherlands is characterized by the highest 

values for the Real GDP, Labour productivity and Report export-import and lowest 

values for Total investments, while group other countries consisting in Romania, 

Croatia, Latvia, Bulgaria and Estonia have the lowest values for the variables real 

GDP, Labour productivity, and export-import ratio and the highest values for total 

investments. 

Second axle factorial highlights countries like Austria, Netherlands, Romania, 

Estonia which are characterized by higher values for the variables inflation rate and 

total investments (% of GDP), while Greece recorded the lowest values for them. 

3.3 Social disparities between EU countries 

To achieve this analyze we will wse Principal Component Analysis method. 

In this analysis, social indicators that will be considered include employment rates, 

unemployment, poverty and social exclusion, overcrowded population rate in 

households and expenditure on social protection. 

Figure 3.3 Graphical representation of social statistical variables and statistical units 
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By overlaying the two charts we see that the first group countries, Croatia, Bulgaria, 

Romania and Greece, is characterized by the highest values for the variables poverty rate and 

population rate of overcrowding in households while another the group of countries, 

Denmark, Netherlands, Sweden, Finland and Germany, indicated in the left diagram shows 

the lowest values for these variables. 

3.4 Measurment of economic and social disparities between EU countries 

To see which disparities are a larger, we chose to represent graphically standardized 

variables analyzed so far. Standardized Z values were calculated by the formula: 

   
   

 
 . 

3.4.1 Measurement of economic disparities between EU countries 

To measure economic disparities, we chose variables real GDP/capita and labour 

productivity per hour worked, because they explain most first factorial axis, expressed 

in a previous analysis. 

The plot of standardized values of GDP 

Figure 3.4.1.1 The plot of standardized values of GDP 

 

From what we can see from the chart above there are two groups of countries, 

some of which have values of real GDP above 0, and others that are below 0. 

The biggest differences we see between the countries Austria, Belgium, France, 

Denmark, Germany, Netherlands, Sweden, characterized by the highest values of 

GDP and Bulgaria, Romania and Croatia have the lowest values for GDP. 
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• The plot of standardized values of labor productivity 

Figure 3.4.1.2 The plot of standardized values of labor productivity 

 

The biggest differences that we can see between countries Denmark and Ireland, 

characterized by the highest values of productivity and Bulgaria, Romania, Croatia 

and Hungary that have the lowest values for labor productivity. 

3.4.2 Measurement of social disparities between EU countries 

To measure social disparities, we chose variables poverty and social exclusion rate 

and overcrowded population rate, the reason being the same as the economic 

variables, and that is that these variables explain most first factorial axis. 

 

 The plot of standardized values of poverty rate and social exclusion 

Figure 3.4.2.1 The plot of standardized values of poverty rate and social exclusion 
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For variable rate of poverty and social exclusion is highlighted first country with 

highest value, namely Romania, then the country with the lowest such rate, namely 

Finland. Secondly it highlights two groups of countries that have either positive or 

negative. Between the two groups of countries which highlights the biggest 

differences can be seen between Greece, which has a poverty rate and social exclusion 

high, and Belgium, Ireland, Czech Republic, Netherlands, which are characterized by 

the lowest rates of poverty the European Union. 

 
 The plot of standardized values of overcrowded population rate 

3.4.2.2 The plot of standardized values of overcrowded population rate 

 

For variable rate of overcrowding in households primarily highlights the country with 

the highest value of this rate, namely Romania, then the country with the lowest such 

rate namely Belgium. Secondly it highlights two groups of countries that have either 

positive or negative. Between the two groups of countries which highlights the 

biggest differences can be observed between Hungary, Poland, Bulgaria, Latvia, 

Croatia, Slovakia, showing a rate of overcrowding sea, Ireland, Cyprus, the 

Netherlands, Malta, which are characterized the lowest rates of overcrowding in the 

European Union. 

3.5  Comparative analysis of the economic and social disparities between EU 

countries 

In this analysis we intend to see which of disparities, or economic or social, are 

greater in EU countries. For this we compared the Z scores for the 4 variables 

discussed above, choosing for each of them lowest five values (showing levels below 

average) and the five highest values (which show above average levels) by country. I 

chose the smallest representation, namely the 5 largest values to highlight the greatest 

economic and social disparities, which are presented in the table below. 
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Figure 3.5 Highest and lowest Z scores 

 

According to the comparison that we made, we can say that social disparities are 

greater than economic disparities. Thus, we conclude that to improve the economic 

situation of EU countries requires that, firstly, social protection expenditure and all 

the social investment must grow for social disparities to be as small as possible. 

What we can say from this comparison is that most countries that have values 

above average economic indicators have values below the average social indicators 

and vice versa countries that economic indicators below the average, have values of 

social indicators above average, which highlights the close link between economic 

and social disparities. 

This analysis shows the obvious differences between the region of Central and 

West which is developed from the point of view of economic disparities, as well as 

social and Eastern Europe region is much less developed compared with the Region 

of Central and West. 

4. Conclusion 

The comparison made between the social and economic indicators we can say that 

social disparities are greater than economic disparities in the European Union. Thus 

we can conclude that for improving the economic situation of EU countries requires 

that, firstly, social protection expenditure and all the social investment for social 

disparities grow to be as small as possible. What we can add from this comparison is 

that most countries that have values above average economic indicators have values 

below the average social indicators and vice versa, the countries economic indicators 

below the average, have values of social indicators above average . 

From the measurement of the economic and social disparities between countries, 

we noticed that the biggest differences in terms of GDP / capita is registered between 

Austria, Belgium, Denmark, Germany, Ireland, the Netherlands and Sweden are 

characterized by the highest values GDP and Bulgaria, Romania, Croatia which have 

the lowest GDP values. Also, the biggest differences in terms of labor productivity we 

see Denmark and Ireland among countries characterized by the highest values of 

productivity and Bulgaria, Romania, Latvia and Croatia who have the lowest values 

for labor productivity. 
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For variable rate of poverty and social exclusion is highlighted first country with 

highest value, namely Romania, then the country with the lowest such rate, namely 

Finland. Secondly it highlights two groups of countries that have either positive or 

negative. Between the two groups of countries which highlights the biggest 

differences can be seen between Greece, which has a poverty rate and social exclusion 

high, and Belgium, Ireland, Czech Republic, Netherlands, which are characterized by 

the lowest rates of poverty the European Union. 

For variable rate of overcrowding in households primarily highlights the country 

with the highest value of this rate, namely Romania, then the country with the lowest 

such rate namely Belgium. Secondly it highlights two groups of countries that have 

either positive or negative. Between the two groups of countries which highlights the 

biggest differences can be observed between Hungary, Poland, Bulgaria, Latvia, 

Croatia, Slovakia, showing a rate of overcrowding sea, Ireland, Cyprus, the 

Netherlands, Malta, which are characterized the lowest rates of overcrowding in the 

European Union. 
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Abstract 

The world is in changing and the process is full of problems that actually people 

do not understand because, in fact, they do know few things about history. All 

these changes have effect in areas like institutional socioeconomic and business.  

To improve the actual society, firstly, is significant to realize that the history is 

back. More than that, the improvement of institutional socioeconomics and the 

business field ask about some history lessons. It is important to pass this lessons 

and have better results from them. In a world of rapid changes, it is a must to be 

competitive and, furthermore, it is important for one to become a changing 

factor with positive mode at other people. History is back and the influence of 

past is inevitable. It is important to know that the ancient facts will be come back 

in a different mode/kind. 
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INTRODUCTION 

The world is changing and the process is full of problems that people do not actually 

understand because, in fact, they know few things about history. All these changes 

have their effects in areas like institutional socioeconomics and business. These fields 

must change continuously in order to stay competitive. The business field must 

always be in accordance with the client’s demand. The demand is the main element of 

the economic activities which later determines the offer.  

The economic and social environment are changing because the world itself is 

changing. In fact, if you understand history, it will make your understanding of the 

variability of all these fields easier. History is back and the influence of the past is 

inevitable. The main aim of this paper work is to make some remarks regarding the 

history’s influence in the present. It is important to know that the ancient facts will 

always come back in a different way. Everyone must comprehend the past because 

there is a real connection with the present and the future, too.  

There are a lot of past events which mark the present context. Nowadays 

relationships between countries have, in fact, a strong connection with the past events. 

Past tensions and conflicts have their influence in political attitude regarding others 

states. Why, for example, the United States of America have always had hidden 

tensions with Russia? Because, during the entire Cold War, tensions between these 
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states were present. Of course, we can`t deny other causes of these silent tensions, but 

I think that this is the main one. Why does the United Kingdom refuse to accept others 

opinions regarding their politics? Because, in the past, this country was a great power 

and it is very difficult to ignore this aspect. Why are there a lot of Arabian people in 

France? Because, in history, some of these countries were French colonies. Why does 

Romania offer preferential treatment for the Republic of Moldova? Because, in the 

past, Republic of Moldova was a component of Romanian’s territory. These 

retrospections explain some of the agreements between the two countries, some 

interventions regarding political situations and a lot of conflicts. Therefore, past 

events and situations can be the answers for present questions.  

WHEN AND HOW IS HISTORY BACK? 

The ability to see past events back in the present could be considered uncommon. One 

of the most important past events, which is repeating nowadays is the economic crisis. 

For example, did people understand that the Great Depression will be back? No. 

Why? Because we are not able to use past events to understand present situations. Let 

us see some similar details about the Great Depression and actual economic crisis. 

A. GREAT DEPRESSION 

The trigger point for both crisis was in the United States of America. In the ’30s, the 

crisis began on the financial market and the downturn/fall of the New York Stock 

Exchange. Almost 80 years later, the last crisis started in the same place because of 

the real estate sector. The existence of the connection between the real estate sector 

and the bank system has generated a domino effect. When the real estate came down, 

the bank system fell too and the consequences for all the world were disastrous.   

After the World War I, the world was completely changed. The strongest economic 

depression started on the Black Thursday, the 24
th

 October 1929, when the exchange 

market downturned. That day, the traders sold their titles on the Exchange Market for 

prices a few times smaller than their real value. The speculative bubble was breaking; 

after that, economic and social life were completely changed. Unemployment rate 

increased from 3% to a critical point of 25%. What caused it? The measures taken by 

the Federal Reserve System and the effects on the people were very strong. The Great 

Depression had as a starting point the investment effect on the exchange stock market 

and on the real estate. In order to obtain a consistent gain, the investors assumed 

bigger risks. The abuse of the consumer credit sent to the market a lot of speculators 

and for this reason the market mechanism was perturbed. The market can not manage 

this situation and, because of this, the economic crisis started. On this period, the 

interventionism of the state seems to be the best solution to overcome the crisis.  

The government of the United States of America was focused on offering money 

for credits; for this reason, the state authority controlled the prices, the credits and 

offered subventions for some economics activities. Benjamin Strong’s policy did not 

deliver the desired results. A big part of the credits had as a destination the Wall 

Street and the speculators used it to obtain huge profits. Dow Jones`s index doubled in 
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just two years. The system took a pyramidal form and generated a pyramidal chain. 

For example, if one American had 1.000$, he could obtain a credit of 10.000$ to 

invest it in the exchange stock market. If he invested 1.000$ and the price/title grew 

from 10$ to 12$, the profit would be of 200$. If he had 10.000$, he would gain 

2.000$ and must have paid a small interest rate to the bank. In this case, he could 

make the same operation and obtain a credit of 20.000$. This circle of profitability 

became attractive for other people and the bank had to offer other credits. For these 

credits, the banks needed money and the money would be introduced in the economy 

by the government. The more the pyramidal system of speculations seems to amplify, 

the bigger the risks are of braking the bubble, which will generate a stronger 

economic shock. The Federal Reserve System hesitated to increase the interest rate, 

being afraid of Americans panic. 

The price of the title is not always growing and this fact must be analyzed: if 

someone buys titles of 10.000$ and the price/title is 10$ and they cover 1000$ from 

private resources, but the price decreases at 9$/title, the person must buy the titles. 

Because of this behavior, the client must be afraid of losing money and, in addition, to 

have demands for his offer.
1
 This rationality is, in fact, a vicious circle. The banks can 

not always offer money for all the people of this pyramidal chain. When the people 

who hold titles observed the paralysis of the prices, they would suddenly start selling 

their actions; the prices would downturn and the pyramidal system would fail. During 

this time, the investors would panic and would sell the titles with prices 10 times 

lower than the old values, but the demand didn`t exist. Many banks involved in this 

speculative bubble became insolvent and just a part of the system survived these 

difficult years. Between 1930 and 1932, these couldn`t cover costs and credits. The 

majority of the creditors asked about returning the money and, in consequence, the 

banks asked the debtors to immediately return the credits.  

In August 1929, the Federal Reserve System decided to increase the interest rate at 

6%. The exchange markets became more and more agitated and this fact predicted the 

later downturn of the world’s economy. During the following weeks, the less exposed 

investors to major risks sold their titles. For the first time in that period, the demand 

was smaller than the offer. A major break was on 24
th

 October when more and more 

banks offered support for industries regarding the late delay of the payment. On 28
th

 

of October, Dow Jones`s index fell and the next day, not even banks interventions 

could save the situation of the world.    

Another shock affected the economic system of the United States of America. In 

the spring of 1931, the European economies downturned. Germany and Austria were 

devastated after the Versailles Treaty clauses. In Europe, the measures for avoiding 

the crises generated a growth of the unemployment rate and political instability. The 

British economy was in collapse and the decision of Norman to evaluate lira 

according to the gold etalon (April 1925) and the growth of the interest rate generated 

a real disaster. The consequence was difficult to handle. The governor explained the 
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existence of 1.2 million of unemployed people by the incapacity of industrial sector to 

use the labor. In his opinion, the mistakes of financial sector didn`t exist. The 

overrated lira meant expensive exports for partners and, in fact, a real reduction of its 

value. Regarding competitiveness, the oldest techniques and instruments of the British 

economy could not be compared with the American economy. Most of the European 

countries only had a solution: to immediately send gold reserves to the United States 

of America.   

 

 

Fig.1: Dow Jones Industrial Average Index in 1929 

Source: https://en.wikipedia.org/wiki/Wall_Street_Crash_of_1929 

In 1932, 25% of the United States population was unemployed. Most of the people 

believed that Roosevelt and the New Deal, with Keynesian deficit, would stop the 

crisis, but the reality seemed to be different: the credits for the infrastructure created 

new working places. In countries like Germany, Sweden, Japan and United Kingdom, 

the unemployment rate decreased. By the end of 1937, the American economy was 

again in recession and the unemployment rate reached a point of 19%.  The United 

States of America overcame the crisis in 1940.   

The Great Depression was the most difficult period of the world’s economy. The 

effects on social life and economic environment marked a black period in the world’s 

history, a period that must be avoided in the future. The problem is if the people can 

understand what happened and how they could react next time. For answering these 

questions, it is important to take a look at the present crisis.  

B. ACTUAL CRISIS 

The actual economic crisis generates different degrees of damage in the world’s 

economies. That depends on the vulnerability of each economy and its ability to 

eliminate toxic activities. The fundaments of the society have influence on the way of 

answering the crisis effects. Furthermore, the instruments, institutions and resources 

offer the option to act in a good way. The origins of the crisis are macroeconomic and 

https://en.wikipedia.org/wiki/Wall_Street_Crash_of_1929
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microeconomic. The quantity of liquidity can generate, sometimes, a real economic 

depression, like nowadays.
2
 

Which are the generating factors of subprime credits? One of these is the 

macroeconomic situation. The sensibility of the world’s economy was covered by the 

success of free trade on the financial market on global level, the economic integration 

and the successful action of the central banks regarding inflation. These facts can be 

pointed as “silence paradox”. During the actual crisis, the silence paradox was 

doubled by a “paradox of credibility” because the fight against inflation has 

strengthened the credibility of the central banks. In addition, the excess of liquidity on 

global level generated a growth of facile credits. The liquidity started with a quickly 

process of the facilitation credits. This kind of processes can lead to inflation risks.  

A relaxation of the condition for obtaining mortgages and buying a new home 

encouraged the fusions between banks; for this reason, it became the situation when 

all the people believed that a bank is too big to fail. This law was adopted by the 

Roosevelt`s administration after passing the Great Depression. The statistics tell us 

that more than 9 millions Americans became house owners in almost 10 years. One of 

these reasons was the exponential growth of mortgages called prime and mortgages in 

risk conditions, called subprime. The stability of the inflation is correlated with a 

small fluctuation of the GDP. This phenomenon, the great moderation, is 

accompanied by a good macroeconomic situation and a modernization of the financial 

structure for developing countries. The main goal is to increase the credibility. By 

reducing the costs of the risk premium it will generate a reduction of risk aversions. In 

August 2007, the level of the risk aversion passed the level of September 2001.  

Another determinant of subprime credits is the interest rate decrease for long term 

credits; the main effect of this was a global decrease of the credits offered by the state.   

In a non-inflation context, the low level of the interest rates generates an expansion 

of credits number on the market. A large quantity of liquidity was not found in the 

price of goods and services. For this reason, the efficient use of production 

agents/factors is not checked and the non-inflationist growth is continuous, though the 

prices of raw materials are growing.  

The excess of liquidity has no impact on the price of goods and services, but it 

does have consequences on the assets prices. The increase of the assets favors the 

mortgages because of the fact that the guarantee can be covered by the value of the 

real assets. More than that, the growth of the value for real assets puts pressure on the 

monetary policies; in fact, the high interest rates restricts the access to obtaining a 

house. Generally, the macroeconomic dysfunctions look like a bigger advantage and a 

relaxation of the conditions for obtaining credits. In this context, the banks adopt 

strategies regarding the growth of their work’s capacity and for easier credit 

conditions. The financial markets are risky even if the credits market seems to 

improve the efficiency of the financial system, but in real life, the risk becomes bigger 

and bigger.  For subprime credits, there is the same problem: the massive 

                                                 
2  Isărescu M., Nouă lecții din actuala criză financiară, p. 6, available on 

www.bnro.ro/files/d/Noutati/.../R20090414Guv.pdf,  accesed on 03.04.2017 
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securitization of subprime, compounded with the complexity of some products which 

generated the amplification of the problems regarding the information’s asymmetry.   

We can affirm that the present economic crisis started with subprime credits, a 

name that hides the mortgages guaranteed with the value of the goods bought by 

America’s citizens. These credits were offered to the population starting with 2000. 

When the value of the real estate goods decreases, the debtors start to be unable to pay 

the credits and the money loss is huge. The events that are present on the financial 

market generate a domino effect with the blocking system and the stopping 

investments. These facts offer the signals of the hidden malfunctioning market. The 

prices for real estate registered low values, the interest rates were lower and the period 

for credit reached 50 years. The breaking of the speculative bubble in the real estate 

sector does not cover the value of the goods and the return of credits is impossible 

because their value is lower than the credits. 

The nowadays crisis is, firstly, the exhibition /manifestation of a syncope that 

accompanies, almost all the time, a change regarding the political and economic role 

on international level.  The banks wanted a growth of the advantages regarding 

liquidities and, for this reason, they offered mortgages guided by the principle no 

income, no jobs, no asset. When these understood that the refund risks had become 

bigger and bigger, it was too late. The subprime credits were too risky and too many.  

 

   

Fig. 2:  Growth of sub-prime            Fig. 3:  US house price trends 

Source: http://news.bbc.co.uk/2/hi/business/7073131.stm  

In September 2008, after the downturn of the real estate sector, an important part 

of the economists talked about a soft/easy crisis, but, a month later, the GDP of 

United States decreased by 4-5%. Ben Bernanke, the governor of the Federal Reserve 

System, promised to introduce money in the American economy and he fixed the 

interest rate at 0%. The creating money process worked really good and the American 

banks received more than 250 millions USD dollars in order to avoid the insolvency. 

What did the banks do? After the creation of prerequisites of the subprime, they 

http://news.bbc.co.uk/2/hi/business/7073131.stm


A.E. LUNGU 7th International Conference of ASECU Youth (2017) 442-450 

448 

declared huge profits for the stockholders and offered credits to the insolvent. A part 

of the banks invested in others banks or created new ones. For example, the Bank of 

American Corp received from the government 15 millions USD and, with this money, 

it doubled the assets in a Chinese bank. After applying this strategy, the American 

government passed to others alternatives: the recapitalization of the banks and the 

offering of state guarantees for the risky receivables.   

The most affected economies were those in which the speculative fever was 

overgrown. Eventually, when the speculative bubbles broke, all the happiness 

disappeared.  

WHICH ARE THE COMMON POINTS FOR BOTH OF THE CRISIS? 

History is back and the question is if we are able to see this fact. We can answer this 

question only after we see the similarities. The most part of financial transactions are, 

in fact, zero-sum games, where the earnings for some people are losses for others. As 

I said in the first part of this paper, we can see some similarities between the crisis of 

the 1929 – 1930's and the actual crisis.   

One of the common points could be the preference for consumption. The 

individuals use their money just for buying consumption goods and services. The 

saving money process is, in both of the historical periods, so little significant. The 

irresponsibility can be one of the main motors of the beginning of the crisis.  

In addition, another common point is related to the credits. The access of the 

credits for goods and services or for the real estate sector generated, for both of the 

crisis, a growth of the liquidities. Most of them are not covered by the capacity of the 

people of returning the money and, in the end, they finish by the problems of the 

banks and individuals. The money that is the source of the banking system had as 

destination the consumption, not the investment. The population could not return the 

credits and this fact directed to the banks insolvency.    

The third common aspect is about speculation, a bigger speculation. The 

speculation activity is normal on a liberal market, but the excess of speculation can 

generate speculative bubbles. For this reason, in the old and the new crisis, the 

financial market has no power to avoid the fever for easy money. In both of the 

situations, the speculation process produces, after a good period, the breaking of the 

bubble and an economic disaster.  

The last but not the least, it is important to talk about the government's 

intervention. The liberal vision speaks about the market adjustment. In fact, the state 

acts for the economical straightening. The results were, according to the history, not 

so good for the world’s economy. The liberal market can sustain the economy and, in 

periods of crisis, it can adjust the prices generated by the offer and the demand. The 

interventions of governmental institutions only generate instability and dependence 

for the future events.    
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CONCLUSION: WHICH ARE THE RESULTS OF THE LACK OF 

UNDERSTANDING OF THE HISTORY? 

The speculative bubbles will always exist; these are associated with an abundance of 

money in the economies. More exactly, we can talk about the savings and the credits. 

Most of the money is used for buying consumption goods and the other part is used 

for financial operations with the goal of obtaining profit. The massive flow of funds 

from one sector (the exchange market, the real estate sector) can generate a growth in 

this sector. Sooner or later, the investments in this sector will create a pyramidal 

system and the history will be back. Cupidity can generate the speculative fever and 

most of the people will be involved in this process before the breaking moment. The 

speculative bubbles and their cracking represent a disaster for the economies because 

this means that the distribution of capital is inefficient. In this context, the wealth of 

the nations will be negatively affected.    

The stock market crash represents a dramatic decrease of the prices for a certain 

period of time whose effect on the economic process and market’s work can be lethal. 

Any crush is accompanied by a speculative bubble. These are, both of them, the 

symptoms of the economic collapse. The main problem in a speculative bubble is, of 

course, the human factor and its abusive behavior. The speculation process is 

interesting and can be motivating for investing and gaining money when rationally 

practiced. The period between two crisis became shorter and shorter because of the 

importance of the financial sector and of the economic domain, in general. In fact, the 

individuals are responsible for the market’s volatility because they create most of the 

market's risks by increasing assets prices over their real value. When the fluctuation is 

important/ huge, there is a sign for a future speculative bubble. The desire to obtain 

more and more profit, in a rapid way, is the main reason to committing mistakes and, 

in the end, to losing the money and the wealth. When we are talking about the 

speculation process, we are talking about a risk. These elements are connected; for 

action, only the market and its signals can offer the opportunity to obtain profits. 

The lack of understanding the history is a real problem nowadays. This incapacity 

produces, the same mistakes, every time. The past mistakes can be avoided if the 

historical phenomenon and context are correctly transposed in the present. Although, 

it is always about the economic cycle: after good periods there come bad moments. 

The book’s pages are, most of the time, the same, but it is important to recognize it. If 

a measure did not work once, it will never work. The crisis signs are always the same: 

the increase of the incomes, a lot of investors, a lot of money, the easily obtained 

money. In fact, these are just mechanisms for encouraging people in the consumption 

process. The inflation and the interventions of state institutions decrease the real value 

of money. It seems to be just the mirage of a good life. History is a prophet who 

looks back: because of what was, and against what was, it announces what will be
3
. 

 

                                                 
3  Galeano Eduardo, Open Veins of Latin America, available on 

http://homepage.smc.edu/delpiccolo_guido/Global_10/Open_Veins_of_Latin_America_final_excerp

t.pdf, accessed on 07.05.2017 
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Abstract 

The current global economic crisis is a reminder of the inherent vulnerabilities 

faced by European Union economies on their road to economic growth and 

sustainable development. The crisis has negatively affected economic growth in 

every European Union country but the countries from Central and Eastern 

Europe felt strongly the effects of this crisis. In the paper, we propose the 

analysis of the economic crisis effects launched globally in 2008 over labor 

market in the EU countries. The indicators used in the empirical study are real 

GDP per capita, unemployment rate and median income. 

 

Keywords: economic crisis, economic growth, labour market 

 

 

I - Introduction 

In this paper we choose to work on the data for the European Union countries on a 

specific time frame. We focused on the 2007 economic crisis, considered by many 

economists as the worst financial crisis since the Great Depression of the 1930s. This 

big event in the economic history attracted our attention and we chose to analyze it in 

order to better understand its causes and mostly its consequences in global terms. This 

is why we thought of choosing the European Union countries and analyzing the 

different economic evolution.  

The objectives followed in this paper are analyzing the differences between EU 

countries taking into account the most important macroeconomic indicators in the EU 

countries during the period 2005-2016. Those are: real GDP/capita (%), 

unemployment rate (%), median income (%). Further we continue our study with the 

estimation of the differences of economic growth in the year of the beginning of the 

economic crisis (2009) compared with the most recent year with available data on 

different groups of countries. For reaching these objectives we structured the paper as 

follows: in the first part we studied the theoretic effects of the economic crisis over 

the labour market which are presented in Literature review, after this we explained the 

methods that will be used, which can be found in Data & Research methodology part, 

followed by the Empirical study which is the interpretation of data and ending with 

conclusions. 

                                                 
*  Corresponding address: Jelea Alexandra RALUCA, “Alexandru Ioan Cuza”, University of Iasi, 
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II - Literature review 

In 2007, the rapid employment growth that preceded the crisis began to slow, and by 

2008 all regions of the world of work had experienced a deceleration of employment 

growth. In the EU countries, year-on-year employment growth fell from around 1.9 % 

at the beginning of 2008 and -1.2 % for the second quarter of 2009. And although 

negative growth rates have started to decline, until the beginning of 2010 growth rates 

had not yet turned positive. Generally, inflow and outflow rates, to and from 

unemployment, tend to be cyclical, i.e. following upward and downward economic 

trends.  More precisely, during economic recessions the inflow rate increases as 

people become unemployed and the outflow rate decreases as the slowdown in the 

economy makes it harder for unemployed workers to find jobs. Available data for a 

small group of advanced EU economies regarding inflow/outflow rates provide key 

information about the dynamics of the labour market, especially with regard to 

potential weaknesses and strengths near turning points. Although this cyclicality holds 

true for all countries and periods analyzed, the relationship between unemployment 

inflows and outflows differs across countries and has varied over time.  During 

previous recessions increases in the inflow rate and decreases in the outflow rate were 

less severe; but during this recent crisis many countries have attained historical highs 

and lows. In the current context, there have been slow but continuous decreases in the 

outflow rate, which hints that the recovery too will be slower than previous 

downturns. Indeed, the current crisis appears to be marked by a shift in inflow and 

outflow rates from their performance during non-crises times but also from that of 

previous crises. The pace at which workers move into, and out of, unemployment has 

changed – with potentially pervasive effects for workers and employers. 

Gross domestic product (GDP) is the monetary value of all the finished goods and 

services produced within a country's borders in a specific time period. Though GDP is 

usually calculated on an annual basis, it can be calculated on a quarterly basis as well. 

GDP includes all private and public consumption, government outlays, investments, 

private inventories, paid-in construction costs and the foreign balance of trade 

(exports are added, imports are subtracted). Put simply, GDP is a broad measurement 

of a nation’s overall economic activity – the godfather of the indicator world. 

The unemployment rate is the share of the labor force that is jobless, expressed as a 

percentage. It is a lagging indicator, meaning that it generally rises or falls in the wake 

of changing economic conditions, rather than anticipating them. When the economy is 

in poor shape and jobs are scarce, the unemployment rate can be expected to rise. 

When the economy is growing at a healthy rate and jobs are relatively plentiful, it can 

be expected to fall. 

III - Data & Research methodology 

For the research we used some important variables in order to get to the conclusions, 

for that we used real GDP as a dependent variable for a specific period of time (2005-

2016) the same with the unemployment rate and also the median equivalised net 

income. 

http://www.investopedia.com/terms/q/quarter.asp
http://www.investopedia.com/terms/b/bot.asp
http://www.investopedia.com/terms/e/export.asp
http://www.investopedia.com/terms/i/import.asp
http://stats.oecd.org/glossary/detail.asp?ID=1163
http://stats.oecd.org/glossary/detail.asp?ID=1163
http://www.investopedia.com/terms/l/laggingindicator.asp
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The main statistical methods used for reaching the proposed objectives are: 

principal component analysis and econometric modelling. 

 The identification of regional disparities is conducted by applying the methods of 

multivariate statistical analysis, the analysis of principal components. This descriptive 

method of multidimensional data analysis has the role to highlight the correlations 

among variables and the resemblances, respectively the differences among statistical 

units (Escofier, B., Pages, J., 1998). The advantage of this method is the synthetic 

graphical representation in a system of factorial axes of statistical units and statistical 

variables.  

The factorial axes are linear combinations of statistical variables. To each factorial 

axis a part of the information contained in the initial data table is associated, also 

named explained variance (Bénzecri, 1992). The factorial axes are classified in a 

decreasing order according to their discriminatory power: the first factorial axis 

explains most of the total variance, highlighting thus the greatest differences among 

the statistical units. The interpretation of results will be conducted, thus, for a reduced 

number of factorial axes (Everitt, Dunn, 2001). For measuring the differences 

between EU countries for GDP, we estimate ANOVA models. 

 

The general form of ANOVA model with one dummy variable is: 

 

   where D is the dummy variable: D=1 or D=0 

    is the average level of variable Y for D=0 category  

  shows the average level of variable Y for D=1 category 

     shows the difference between the average level of variable Y for category  1 

and the average level of variable Y for category 0 . 

The model with two dummy variables has the general form: 

  22110 DDY , 

where: 

Y is the dependent variable 

D1 and D2 are two dummy variables defined according to the economic development 

level registered in EU countries, appreciated by means of the registration of main 

macroeconomic indicators. The values of the dummy variables are assigned according 

to the division of the EU countries in 3 groups: group 1 (countries which entered after 

2007: Bulgaria, Croatia, Romania), group 2 (countries which entered in 2004: Cyprus, 

Czech Republic, Estonia, Hungary, Latvia, Lithuania, Malta, Poland, Slovakia, 

Slovenia) and group 3 (countries from West Europe: Belgium, Denmark, Germany, 

Ireland, Greece, Spain, France, Italy, Netherlands, Austria, Portugal, Finland, 

Sweden, United Kingdom, Luxembourg). 

  DY 10

0

10  

1
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For the countries from group 1 we consider D1=1 and we for the countries from 

group 2 we consider D2=1. 

The countries having null values for the variables D1 and D2 are those from the 3rd 

group. 

The parameters of the model are: 

-         shows the level of Y variable for group 3 (D1=0, D2=0). 

-        shows the level of variable Y for group 1 (D1=1, D2=0). 

-     shows the difference between the average level of variable Y for group 1 and 3. 

-           shows the average level of variable Y for group 2 (D1=0, D2=1). 

-      shows the difference between the average level of variable Y for group 2 and 3. 

The coefficients αi represent the coefficients of econometric equations. Their 

estimation is made by means of the OLS method.  

IV - Empirical Study 

In the Empirical Study, in the first part we analyzed the descriptive statistic for our 

indicators (GDP, unemployment rate and median income). For the second part we 

estimate the econometric models. 

1. Descriptive analysis of GDP/capita in 2016 

We wanted to start by analyzing a very important indicator, GDP/capita (euro) in year 

2016. From the data we observe that there are slight differences between the values, 

the GDP is in euro. 

Following data processing, the following results were obtained:  

 

We can observe the fact that in year 2016 the average level of the GDP/capita was 

25921 euro but with a very high variation of 17355 euro. These results and the 

diagram box plot represented above show the fact that Luxembourg is an outlier so 

from this point on it will be eliminated from our following analysis. 

0
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1
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2. Analysis of the evolution of the main macroeconomic indicators 

2.1 Analyzing the dynamics of GDP growth rate in the period 2005 – 2016 

For analyzing the real growth rate we will apply the principal component analysis. We 

first tested the hypothesis of independence between variables. As shown in the table 

which can be found in Annex 1 we observe that the variables are dependent. 

According to Bénzecri's criterion, we observe that 3 factorial axes account together 

for 73,702% of the total variation. For the first axis we have year 2009 as a negative 

value and two periods of time that are positive 2005-2007 and 2011-2014. For the 

second axis we have only positive values for the years 2009-2016 and for the third 

axis, 2015 is a negative value while 2010-2011 are positive. From this we can observe 

that year 2009 it's a very important year for this research because that's the year that 

shows the immediate repercussions of economic crisis. 

 

Source: *own processing in SPSS  

Figure 2: Representation of GDP in EU countries in the first two factorial 

component in the period 2005 – 2016 

 

From the graphs we can observe that GDP was negative in year 2009, really low 

during 2005-2007 and starting to rise with 2010.  

2.2  Analyzing the dynamics of the unemployment rate in the period 2005 - 2016 

A relevant part of the analysis is to question the indicators that we choose. Even if for 

us all of them are important, we agreed that the unemployment is the one that makes 

the difference. It is in our conception the one that better rates an economic situation. 

A country may be rich as it has a high Gross Domestic Product or may have a low 

inflation, but the most relevant is the fact that the population has a place where to 

work, which brings them the possibility to buy things and manage in this way to live. 

The unemployment rate is in percentages. 
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Source: *own processing in SPSS  

Figure 3: Representation of Unemployment rate in EU countries in the first two 

factorial component in the period 2005 - 2016 

From the Figure 3 we can observe that the unemploment rate was higher during the 

years 2005-2008 which are the years prior to the economic crisis and started to fall 

with the beginning of 2010. 

2.3 Analyzing the dynamics of income during 2007 - 2015 

For analyzing the dynamics of income (euro) during 2007 - 2015 we used median 

income due to previously identified economic disparities. We exclude Croatia because 

the data was missing.  As we can observe there are high differences in income 

between the EU countries represented in the figure below. The countries from Central 

and East Europe (Romania, Bulgaria, Hungary, Lithuania, Poland, Slovakia) have 

lower values for income than the countries in West Europe during the period 2007 - 

2015. The countries positioning is related with the year of accession in EU. 

 

Source: *own processing in SPSS  

Figure 4: Representation of median income in EU countries in the first two 

factorial component in the period 2007 – 2015 
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3. Estimation of the differences between EU countries in terms of  GDP in  2016 

compared to 2009 

At this section I used an ANOVA model with only one dummy variable and with this 

I want to state the differences between countries in year 2016 in comparison with 

2009.  

 
Source: *own processing in SPSS  

The estimated model equation is GDP= -5,559 + 7,937D.  

Where year 2016 is 0 for D and year 2009 is 1 for D. The obtained result show 

that: 

in 2009 the average variation rate of GDP is -5,559% and in 2016 the average 

variation rate of GDP is -5,559 + 7,937 = 2,378%. 

1 = 7,937 - this is the difference between the average level of the variation of 

income from 2016 than in 2009. This means that 2016 GDP rate it was in average 

with 7,937% more than in 2009. 

The small difference between them implies the fact that the EU countries had a big 

deficit in 2009 but they were able by 2016 to reduce and come back on their feet. The 

full results of the modellation are in Annex 3. 

4. Estimation of GDP differences between the groups of EU countries 

After analyzing all the indicators and how they influence economic shifts in time I 

reached the idea that the year of accession has an important place in how the countries 

managed the economic crisis and how they got out of it. We made 3 groupings of the 

EU countries and the values for the two dummy variables, these are: 

Table 1: The definition of the dummy variables 

 

Source: *own processing in SPSS 
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4.1 Estimation of GDP differences between the groups of EU countries in 2009 

The results of the estimation are as follows: 

Table 2: Estimate coefficients of ANOVA model with two dummy variables 

 

Source: *own processing in SPSS  

In 2009 from the Table 2 showed above we can observe the fact that there are big 

differences between the data during this year. This happened because 2009 it's the 

year when the economic crisis was felt in all over the world especially in EU. 

Our example is                            

  = -4,436 →this shows that the average level of GDP growth rate for the countries in 

West Europe for the year 2009 was -4,436%; 

       = -4,436 - 1,598 = -6,034 → this shows that the average level of GDP growth rate 

for the countries which access EU after 2007; 

      = -1,598 → this shows the difference between the average level of GDP for the 

countries which access EU after 2007 and the countries from West Europe for year 

2009 which was -1,598%; 

    = - 4,436 - 2,554 = - 6,99 → shows the average level of GDP growth rate  

for the countries which access EU in 2004 for the year 2009 which was -6,99%; 

         = -2,554 → shows the difference between the average level of GDP for the 

countries which access EU in 2004 and the West European countries for year 2009; 

4.2 Estimation of GDP differences between the groups of EU countries in 2016 

In 2016 from the Table 2 showed below we can observe the fact that there are no big 

differences between the data during this year. This is a very interesting outcome 

because by 2016 the countries started to cover the deficit accumulated and GDP 

started to rise which means that EU countries are starting to leave behind the tracks of 

economic crisis. 

Our example is                          

     = 1,893 →this shows that the average level of GDP growth rate for the 

countries in West Europe for the year 2016 was 1,893%; 

     = 1,893 + 1,807 = 3,7 → this shows that the average level of GDP growth 

rate for the countries which access EU after 2007 for the year 2016 was 3,7%; 
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        = 1,807 → this shows the difference between the average level of GDP for 

the countries which access EU after 2007 and the countries from West Europe for 

year 2016 was 1,807 %; 

      = 1,893 + 0,767 = 2,66 → this shows the average level of GDP growth rate  

for the countries which access EU in 2004 for the year 2016 was 2,66%; 

             = 0,767 → this shows the difference between the average level of GDP for 

the countries which access EU in 2004 and the West European countries for year 

2016 was 0,767%; 

Table 3: Estimate coefficients of ANOVA model with two dummy variables 

 

Source: *own processing in SPSS  

As an interpretation of the data, in year 2009 the differences are big because of the 

economic crisis and the different responses of the countries, but the interesting facts 

happen in 2016 when the differences are not so big, but here an fascinating aspect 

intervenes and that is that the countries which access EU after 2007 had in 2009 a low 

GDP so it made a gap between the West European countries but during the economic 

crisis the countries from West Europe had small fluctuances in GDP and remain 

almost constant. By the time 2016 arrived the countries which accessed EU after 2007 

have recovered and exceed the GDP from the countries in West Europe. 

5. Estimation of the differences between unemployment rate from 2016 and 2009 

For this part we used also an ANOVA model with only one dummy variable and with 

this I want to state the differences in the unemployment rate between countries in year 

2016 in comparison with 2009.  

 

Source: *own processing in SPSS  
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The estimated model equation is GDP= 8,763 + 0,304D. 

Where year 2016 is 1 for D and year 2009 is 0 for D. 

After the result we observe that there are no significant differences between 

average unemployment rate from year 2016 than in 2009. EU countries are still facing 

high unemployment rate, comparable to those in the first year of the current economic 

crisis. 

6. Estimation of unemployment rate differences between the groups of EU 

countries 

6.1 Estimation of unemployment rate differences between the groups of EU countries 

in 2009 

Our example is                           

Source: *own processing in SPSS 

There are no significant differences between the average GDP rate from 2016 than 

in 2009. EU countries are still confronting high average GDP rates in comparison 

with the ones from the first year of economic crisis. 

6.2 Estimation of unemployment rate differences between the groups of EU countries 

in 2016 

Our example is                           

 

Source: *own processing in SPSS  

There are no significant differences between the average unemployment rate for 

the three groups of countries in both 2016 and 2009. All EU countries, regardless of 

the group they are part of, register unemployment rates with similar levels in 2016 

with those of 2009. 

 



J. A. RALUCA, 7th International Conference of ASECU Youth (2017) 451-464 

461 

V – Conclusion 

In the paper I sought to identify the differences in the EU countries from the point of 

view of the most important macroeconomic indicators namely GDP, unemployment 

rate, median income. Also we proposed to analyze the implications that the economic 

crisis which emerged in 2008 had over the labour market in the EU countries. 

Following the empirical study, we observed that year 2009 was the year in which 

have been registered the highest cut of GDP rate, in almost every EU country. The EU 

countries' income analysis has highlighted the fact that Central and Eastern European 

countries have recorded lower incomes over the whole period (2007 - 2015) than the 

Western European countries. 

This results show the achievement of the last part of the empirical study in which 

we grouped the EU countries according to the moment of accession like the 

following: group of West countries, group of Central and East countries which 

accessed in 2004 and the group of East Europe which accessed after year 2007. By 

using the ANOVA econometric models with one or two dummy variables we estimate 

the differences between the GDP rate registered in 2016 compared with the first year 

that the economic crisis emerged in these countries. The obtained results highlight the 

fact that the GDP rate from 2016 differs from a statistical point of view with a 

significant level of 1% than in 2009. 

The obtained estimations after the econometric modeling with two dummy 

variables show the fact that in year 2009 there were no significant differences in the 

variation of GDP rate between the three groups of EU countries. In year 2016 this 

differences are still significant statistically for Romania, Bulgaria and Croatia than the 

West Europe countries. First three countries faced in 2016 a higher GDP rate than in 

the Western European countries. 

Central and East Europe countries faced in the last decade very high GDP 

variation. The authorities in these countries must adapt a growth strategy which 

assures a sustainable development on a long term. 
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ANNEX 

 

Annex 1:  Results of GDP analysis for the period 2005 - 2016 (*own processing in 

SPSS) 
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Annex 2: The results of Principal component analysis concerning unemployment rate 

(*own processing in SPSS) 

 
 

Annex 2.3 Analyzing the dynamics of income during 2007 - 2015 (*own processing 

in SPSS) 
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Annex 3 Estimation of the differences between EU countries in terms of GDP in  

2016 compared to 2009 (*own processing in SPSS) 
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Abstract 

The most important problem that the world economies face no matter what 

stages of development level countries are in nowadays is unemployment. In the 

world, there is a rapid change towards the information society from the 

industrial society and economic and social transformation is realized by leaving 

the labor intensive work place to the knowledge intensive work. 

Technological developments have also led to the transformation of a 

significant portion of the workforce into unskilled or misguided groups, which 

cannot be retrained. It has changed the dimensions and domains of competition 

that exist in globalization, industrialization, trade and service sectors and which 

businesses inevitably face. In the universalization of competition, the share of 

production in the horizontal integration of countries is great. Today, traditional 

production factors come from the factors that determine competitive power and 

competitive advantage, whereas investment expenditures are increasingly being 

traded as the driving force of world economy. The influence of day-to-day 

competition is increasingly affecting the competitiveness of businesses and hence 

of countries in changing market conditions and technological developments. 

The traditional understanding of education, which embraces the intent of 

making individuals merely a field, loses its effectiveness in a global competitive 

environment where knowledge and technological innovation have doubled in a 

few years. This situation, which has deeply affected both the developed and the 

developing countries, has made it necessary to re-examine the education 

systems. Every day we open our eyes to a world different from the previous day 

and the societies that adapt to the innovations are one step ahead of the 

economy. The technological changes that effect production which are the result 

of scientific development transform both economic and production relations. 

Many occupations have been filled in the labor market where new jobs have 

come to life. 

This paper will deal with the problem of unemployment in the changing world 

and alternative ways of solving it and its effects. 

 

Keywords: Changing world, unemployment, education, lifelong learning 
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The world population is about 7.5 billion (World Meter, 2017). The labor force is 

3,422 billion (World Bank, 2017) and the unemployed ratio is 5.8 (ILO, 2017). The 

labor force is projected to grow over the next 10 years at an average annual rate of 0.5 

percent (Bureau of Labor Statistics, 2017). According to population growth data, both 

the world population and the world workforce increase by 100 million per year, but 

only 50 million jobs per year can be created. 

Unemployment exceeds 15% in India and Pakistan. There is about full 

employment in East Asian countries at a rate of 3%. More than 35 million people are 

unemployed in the OECD countries. It shows that the weight of western industrialized 

countries in the world economy is losing economic power compared with East Asia 

(Schcosser, 1998). 

Western industrialized countries cannot adequately assess the opportunities created 

by globalization. These countries have faced high unemployment problems in recent 

years. In Western Europe, the number of unemployed has increased after every 

cyclical change. According to the OECD's research, the fundamental problem of 

industrialized countries is cannot keeping up to the structural change in the rapidly 

changing world (Erdinç, 1999). 

According to Ekin (1997) there are two reasons for the unemployment problem 

that the economies in the global world face: 

- First, high technology and automation. Production is increasingly going from 

labor-intensive industries to machinery and capital. 

- Secondly, the flow of capital and investment towards where the labor force is 

cheap due to increasingly ruthlessness of international competition and unforgiving 

structure of error. The development of information and communication technologies 

plays a key role in the rapid development of production in the globalization process. 

Technology increases efficiency in productivity and employment relations and 

reduces labor demand at a certain level of production. In particular, new technological 

changes demand higher skilled workers and greatly reduce the demand for low skilled 

workers. 

Depending on these reasons it has changed the dimensions and domains of 

competition that exist in globalization, industrialization, trade and service sectors and 

which businesses inevitably face. In the universalization of competition, the share of 

production in the horizontal integration of countries is great. Technological 

developments have come from the fact that the production factors that countries have 

are the factors that determine competition power. (Arı, 1997). 

Technological developments have also led to the transformation of a significant 

portion of the workforce into unskilled or misguided groups, which cannot be 

retrained. Thus, the 1990s job creation policies were obliged to upgrade the 

qualifications of this workforce, which were essentially outside of new labor needs. 

Strong new technologies give different battles to different parts of the world. In East 

Asian countries, high production growth, productivity growth and full employment go 

hand in hand. In Europe, the increase in production does not create new employment 

opportunities and this growth reduces the number of jobs instead of creating jobs 

(Ekin, 1997). 
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The traditional understanding of education, which embraces the raise individuals in 

one spesific field, loses its effectiveness in a global competitive environment where 

knowledge and technological innovation have doubled in a few years. This situation, 

which has deeply affected both the developed and the developing countries, has made 

it necessary to re-examine the education systems. Every day we open our eyes to a 

world different from the previous day and the societies that adapt to the innovations 

are one step ahead of the economy. The technological changes take place in 

production which are the result of scientific development, transform both economic 

and production relations. Many occupations have been death in the labor market 

where new jobs have come to life (Arı, 1997). 

Thus, individuals must constantly renew their knowledge and training and adapt to 

current needs. For example, although the need for communication is as old as human 

history, it has taken its share of change in telegraph operation from one of its 

important professions a hundred years ago, despite the need to continue to 

communicate and to tackle this need with new technologies (Omay, 2013). 

Despite the need education system cannot respond quickly to changes in the 

working life and the needs of the industry. Today, the speed of technological 

development has increased very much. Technological developments open new 

business areas every day, new occupation arise in these fields. Like the telegraph 

operator example this process pushes many professions into the background and 

makes them dysfunctional. It is becoming increasingly difficult to manage lifelong 

only with high school or university education (Özdebir, 2013). 

Another problem with the education is that the disagreement between the 

qualifications demanded by the labor market and the qualifications offered by the 

education system. Both in developed and developing countries it appears to be one of 

the most important problem areas of the labor market. More specifically, issues such 

as what the qualities required of the job, how these qualities can be created, and the 

extent to which the educational qualities determine the individual's place in the labor 

market constitute one of the main discussion axes for the labor market. Theoretical 

explanations and empirical studies on these issues, which form the intersection of 

education and the economy, are mainly based on labor market analyzes. 

The high level of human capital at the level of knowledge and skill has dominated 

the physical capital today, where technology is dominant. Due to this mutual 

interaction between education and employment, the concept of lifelong learning 

comes to the forefront in the information society where technology-driven production 

forms dominate. Increasing the competitiveness and employability of the workforce in 

the economic and social structure in which information is constantly renewed has 

made it possible to improve the ability of the workforce to adapt to the rapidly 

changing economic structure with more investment in lifelong education and human 

resources. In this context, the most effective way of struggling with unemployment is 

undoubtedly to create new business areas besides economic growth, and to educate 

the qualified workforce that the economy needs. 

The role of education in economy has been perceived in different forms from the 

beginning of capitalism to the present day. This has also been influenced by the 
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change in technology and production organization. For example, when Fordist 

production organization is adopted, which is characterized by mass production and 

mass consumption, it has been argued that there is a direct relationship between 

occupational knowledge and skills gained through education and productivity. Certain 

jobs should be employed by specially trained ones. This presumed relationship 

between education and productivity has directly affected the educational policies in 

Turkey and has been directed to the education system. And human power and 

education plans are planned at development period. The period in which the Human 

Capital Theory is dominant all over the world (1950s and 1960s), which argues that 

there is a direct relationship between education and productivity and employment, 

followed the years when the existence of indirect relations between education and 

productivity was acknowledged and educational policies were affected (Ekin, 1997). 

There are also theoretical explanations (Queuing Hypothesis / Theory) which 

suggest that employers prefer to hire the labor force that can adapt to their work 

efficiency in a short period of time, and therefore employ the most educated people 

(those who can be trained as soon as possible) from the candidates. In the above-

mentioned researches, findings were obtained confirming this statement, which is 

based on the argument that labor productivity should be mentioned not in productivity 

but in labor productivity, especially in advanced technology (Ünal, 2013). 

Today, on the condition that global capitalism prevails, it is unlikely to be able to 

describe the relationship between education, productivity and employment with the 

above explanations. In particular, studies on the relationship between employers who 

prefer flexible production organization and flexible employment conditions and the 

relationship between education and productivity and employment have shown that it 

is not possible to explain the demand for educational qualifications through the above 

mentioned theories. Both of these studies provide information on the relationship 

between education and employment in terms of flexibility, as well as being carried out 

in firms that are working in manufacturing industry and indicating that they adopt 

flexible employment. Both firms, who argue that "flexible employment" is not a 

preference but a necessity, regards managers as "inevitable" especially in this sense of 

numerical flexibility. In the context of flexibility, the demands on the educational 

qualities of employers in the main firm and in the sub-contracted satellite firm are 

severely differentiated. However, the quality of the element in which the element can 

be operated at a lower cost seems to be the basic problem of each firm, and the 

flexibility is derived from this search. It is not even necessary to say that the 

educational qualities and the appeal of the claims to subcontractors are not meaningful 

(Ünal, 2013). 

While it is important to have "multi-skills" in the recruitment of staff with 

professional occupations, it is becoming widespread that they have to be employed in 

a wide variety of jobs outside the field of study of higher education graduates. This is 

seen as the most important factor in the increase in demand for higher education. The 

rapid increase in the higher education institutions in recent years and the content of 

the teaching of these institutions to be discussed in order to meet the demands should 

be viewed as processes that give rise to each other (Ünal,2013). 
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In parallel with developments, education has become a phenomenon involving the 

entire life of individuals, exclusively from the duty of educational institutions. It has 

also been removed from being attached to educational institutions, as well as being an 

activity linked to a certain time of life. 

While it is important to have "multi-skills" in recruitment of staff with professional 

occupations, it is widespread that they have to be employed in a wide variety of jobs 

outside the field of study of higher education graduates. This is seen as the most 

important factor in the increase in demand for higher education. The rapid increase in 

higher education institutions in recent years and the content of the teaching of these 

institutions to be debatable should be regarded as interrelated processes to meet the 

demand (Ünal, 2013). 

Today, the information society needs the professional knowledge necessary to 

protect and develop individuals' intellectual knowledge as well as their employability 

in the labor market. Indeed, technological innovation and discoveries, seen as viable 

scientific knowledge, are based on growth of economic prosperity, growth and 

development. Therefore, elements of today's prosperity, growth and competitive 

power are concerned with how well the requirements of the information society are 

fulfilled; because information has become the basic capital tool of information 

society. The information society exhibits a structure that confirms the notion that the 

only thing that does not change is change itself and emphasizes the importance of 

fulfilling this requirement. Therefore, it is now understood that all knowledge and 

experience cannot be achieved in a specific educational process. Individuals must now 

constantly acquire new information and create new identities. In short, a new order 

has emerged, which is not possible to be seen in previous social structures, such as the 

oldness of work experiences and professions. Therefore, rapid developments in 

information technologies are causing rapid production of new information. For this 

reason, the information is not updated and it is worn out very quickly. Those taught in 

formal education institutions is often accompanied by the end of the education an 

even before the end. In this case, one must constantly train, change and renew him / 

her (Omay, 2013). 

It is also facts that work experience and professions are at the same time an intense 

incompatibility problem in the labor market. The problem of incompatibility arises 

mainly in the form of skill and skill incompatibility and in two ways. In other words, 

highly skilled workers who require low skills, or low skilled workers who are highly 

skilled workers, It is also possible to work with high skilled workers to work with low 

skilled workers or to work in jobs that require skill levels well below the workers' 

skills. However, this situation, which is a widespread problem all over the world, 

results in inefficient use of resources, which causes the economy's employment 

creation power to be adversely affected, further exacerbating the problem of 

unemployment. Therefore, lifelong learning is also important for economy to function 

effectively and efficiently to create employment opportunities (Omay, 2013). 

It is also clear from the efforts of international co-operation that lifelong learning is 

important. UNESCO's 1972 Report and the European Union's Lisbon Strategy show 

the importance of the situation on a global scale. It seems that the efforts of raising the 
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education level of the population, which is among the first solution that comes to 

mind for the struggle against unemployment, is also seen as inconclusive (Omay, 

2013). 

Recent developments indicate that a new turn has been introduced for individuals 

with higher levels of education, unlike in previous years. Because the majority of the 

unemployed people today are newly graduated individuals from universities. Despite 

increasing rates of higher education graduates, unemployment does not decrease. This 

suggests that the problem is not solely due to lack of education. This situation raises 

the question of how well the young people are able to meet the needs of the labor 

market, as well as the adequacy of the education they receive. For this reason, it has 

become a frequently highlighted subject that education should not be limited to school 

education. UNESCO, as the United Nations’ specialized agency for education, is 

entrusted to lead and coordinate the Education 2030 Agenda, which is part of a global 

movement to eradicate poverty through 17 Sustainable Development Goals by 2030. 

Education, essential to achieve all of these goals, has its own dedicated Goal 4, which 

aims to “ensure inclusive and equitable quality education and promote lifelong 

learning opportunities for all” (UNESCO, 2017). 

Therefore, it is inevitable that education and learning will spread throughout the 

whole life span. In fact, the studies on the subject emphasize that the strategies to be 

developed in relation to lifelong learning should be based on a cooperation that will 

include all segments of the society, the ability to meet the needs of those who demand 

it, and the strategies to be developed for lifelong learning should be accessible to all 

individuals in society. Another important point is to educate individuals about what 

they will learn in order to provide lifelong learning and to adapt the education system 

accordingly (Omay, 2013). Althought each EU country is responsible for its own 

education and training systems. EU policy is designed to support national action and 

help address common challenges, such as ageing societies, skills deficits in the 

workforce, technological developments and global competition. Education and 

training 2020 (ET 2020) is the framework for cooperation in education and training. 

In 2009, ET 2020 set four common EU objectives to address challenges in education 

and training systems by 2020. One of them is “Making lifelong learning and mobility 

a reality”. Furthermore "at least 15% of adults should participate in lifelong learning” 

is set as a benchmark (EU, 2017). 

The concept of lifelong learning and the strategies developed for this 

understanding constitute the benchmark for the employability of the population. For 

this purpose, the employability of the population is being tried to be protected and 

developed. Contrary to the old era today, being graduated from higher education is 

not the only condition to be employable today. Now individuals are in need of 

learning throughout their lives. 

Today, the fastest worn out and consumed thing has become information. Every 

day we are experiencing scientific developments show that what we learnt in school 

was wrong. It has become imperative for the training to be an ongoing process so that 

the workforce can adapt to technological developments and acquire new knowledge. 
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Abstract 

Throughout history there has always been inequality in income distribution, 

which, depending on the organization of the economic system was more or less 

expressed. In this paper we used Gini coefficient as a measure of inequality of 

the total income. Gini coefficient shows increasing stratification of people on the 

issue of economic inequality, for example in many OECD countries income 

inequality remained at record-high level despite declining unemployment. In the 

90 countries economic situation is worse than 10 or 20 years ago, and more than 

1.5 billion people live on less than 1$ a day. Within the overall wage distribution 

there are also pay gaps between different groups of workers. One of them is the 

gender pay gap, which shows the percentage shortfall in the average wage of 

women relative to the average wage of men at all hierarchical levels in the 

organization, especially for male CEOs who earn twice as much as their female 

counterparts. According to 2014 survey in 44 countries revealed that inequality 

between rich and poor is seen as a “big problem” by a majority of respondents 

in all countries, and as a “very big problem” in 28 countries. 

Through this paper we evaluated different forms of inequality among workers 

as an issue that continues to climb up the global policy agenda in recent years. 

We examined how characteristics of workers affect income inequality. Also we 

analyze income inequality among different regions. We came to conclusion that 

reducing wage inequality requires not only building up the skills of workers, but 

also the introduction of measures that can reduce the inequality in average 

wages within enterprises.  

The paper proposes some of the possible policy options, and examine how they 

may affect inequality within enterprises such as minimum wages and collective 

bargaining, top salaries and other measures to reduce inequality like fiscal 

policies and policies that affect wages and wage distribution indirectly. 
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1. Introduction 

Global income inequality has long been a subject of study of many economists in the 

world. Inequality has always been the main reason for criticizing the existing 

economic and political order. Under inequality is considered uneven distribution of 

income within a society where the greater part of the revenue goes to richer 

population. Increasing the income gap between rich and poor could lead to major 

earthquakes in the country in the form of revolution and conflict which is why this 

problem, as we have already said, attaches great importance. 

 Observed globally, comparing  advanced and developing countries it is found that 

most countries – with the exception of Latin America and part of Sub-Saharan Africa 

– experienced decreasing inequalities from the 1950s to the 1970s, with a new rise 

since the 1980s. Such a growth was particularly marked in post-Socialist countries of 

Eastern Europe, while a moderate rise is found since the 1980s in Asian economies 

and in most Latin American countries. In the largest Asian countries – China and 

India – a complex pattern has emerged, with rapidly rising incomes – and inequalities 

- in urban areas and a modest rise of incomes – and inequalities - among rural 

population.  

In almost all EU countries has been an increase in inequality in the 1980s. Such an 

increase has been particularly strong in Finland, Norway, Germany, Portugal and 

Italy, as well as in the US.  

Inequalities in income are the result of the overall relationships between capital 

and labour and of changes taking place in production systems, labour markets, social 

variables and in the redistributive activity of the welfare state. They are also the result 

of the unequal distribution of salaries between different groups of workers, workers 

with different characteristics, but also of region where people live as one of the 

reasons for failure to achieve greater income. Through our paper we will deal with all 

of these problems and offer some of the policy options as a possible solutions. 

 2. Gender pay gap 

One of the most important determinants of economic and social progress is a good 

economic status of women in the labor market. It is crucial  to work on the reduction 

or complete closure of the gender gap in earnings. A key prerequisite that provides the 

opportunity to members of both sexes to make their own choices and have control 

over their lives is economic independence and the main way to achieve it is through 

the acquisition of profits. 

The phenomenon of discrimination is explained by differences in earnings arising 

from personal characteristics such as gender, race or religious affiliation. Differences 

in earnings between men and women are one of the most common forms of 

manifestation of discrimination in the labor market, in addition to discrimination in 

employment, professional advancement and others. Laws labor legislation in most 

market economies today guarantee equal remuneration for work of equal value, but 

nevertheless, the presence of the gender gap in wages is more than obvious and 

common. 
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Gender gap in earnings  represents the difference between the average (gross) 

earnings of men and women wage per hour of work, on the level of the whole 

economy. It is classified as one of the most important indicators that indicates the 

degree of women's access to economic opportunities. Its presence is classified as 

firmest features of the labor market, and he carries a good deal of many other 

inequalities between the sexes in the labor market.. This primarily refers to the 

traditional women's greater participation in family responsibilities and the inability to 

establish an efficient balance between private - professional life. “The division of 

responsibilities at home is a highly gender, with women who do most of the 

housework, caring for children and dependent adults.” (Apostolova, 2010) The 

presence of gender discrimination is noticed in the provision of benefits to employees 

by employers, while women occupy a large percentage of disadvantage. The benefits 

thoughts on life and health insurance, housing conditions, paid sick leave, annual 

leave or care of dependents or a sick household members, paid tuition or other costs 

related to education, training and professional development, as well as the possibility 

of using official vehicles , obtain compensation for lunch and enjoy other benefits. 

Gender pay gap is usually a result of violating the principle of equal pay for work 

of equal value, where work of equal value is considered as work that requires the 

same level of responsibility, expertise, experience and readiness in the intellectual and 

physical sense. In convention No. 100, adopted back in 1951, the International Labor 

Organization (ILO) strictly prescribed the prohibition of all forms of discriminatory 

behavior in the provision of compensation for the work in terms of gender. This 

convention was ratified in 2006. in more than 160 countries worldwide. It has 

established the obligation of every state to establish such a system (through legislation 

and/or collective agreements) to prevent any attempt of different remuneration of 

women and men for work of equal value. This principle is considered as one of the 

leading (international) when establishing a major gender equality is concerned. 

For better understanding the nature of the gender pay gap it is necessary to 

examine the connection that gap has with systemic discrimination. It is necessary to 

consider whether there are some differences in the level of fees for work of equal 

value, which predominantly performed by women, compared to jobs that often do 

men. If the statistics indicate the presence of a difference in the amount of wages for 

performing the same or two different jobs of equal value, the employer has to prove 

that this difference in fees are not due to gender discrimination. 

2.1. Causes of the gender pay gap 

The presence of the traditional division of gender roles in the labor market means that 

communities and society have expectations, in accordance with the adopted gender 

stereotypes, about the role of women and men solely on the basis of gender criteria.. 

In this sense, women are expected commitment and care for the family, and men are 

expected  for decision-making positions in society and cares about "feeding" families. 

These gender roles are formed even at an early age (the female character in the books 

is often presented as a mother, and a figure of a man in the role of some of the 

professions) and they strongly influence on further choices of men and women in 
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terms of education and future career choice and attitude towards work forms that 

await them. In other words, since childhood, men and women are prepared and learn 

to accept the role in society that they belong to the tradition. Gender stereotypes do 

not lose their influence and dominance of the past, in the sense that their influence on 

the formation and modeling the behavior of women and men is still very significant. 

The gender pay gap is the result of the existing segregation in the labor market, 

which is manifested through the work of men and women in different sectors and at 

different jobs. We distinguish sectors of the labor market where women, as the labor 

force, are very dominant. Most often it comes to the service sectors and care sectors 

(health, education, catering, public administration). Jobs in these sectors are called 

"women's jobs" and are less valued and lower paid in relation to the tasks that are 

considered so "male jobs" for the dominant share of men in employment structure. 

The lower valuation and lower paid jobs held by women in relation to jobs held by 

men, is present even within the same sector and/or within the same company. 

In order to coordinate their occupational and family responsibilities, women often 

themselves choose jobs and sectors within which will be able to work part-time and 

activities that are compatible with their family responsibilities. The result of such a 

choice is the acceptance of jobs with low wages and poor opportunities for 

professional advancement and reaching managerial positions. The pay gap is visible at 

category of women who have children and who work part-time. Women spend more 

hours per week doing unpaid work (related to the care of the household, children and 

the elderly and/or sick household members) compared to men. According to Wirth 

(2001) two-thirds of women's work falls into the category of unpaid work, and only 

one-third of the labor of men not paid. Men absent in a small percentage from work 

due to illness of children or other dependents. They make up the majority when it 

comes to work at job of 60 or more hours a week, but, on the other hand, if we look at 

the time women spend working during the week, where we think of paid and unpaid 

work together, women lead compared to men. 

As already mentioned, skills and work competencies of women are often 

underestimated in the labor market, particularly in sectors and activities in which 

female workforce represents a majority. This is directly reflected in the fact that 

women are paid less than men. For example, we have an often situation that the 

cashiers are paid less than men working in a warehouse in the same supermarket, 

although both works can be qualified as physical labor that require the same level of 

skills and education. 

The reasons for undervaluation of women's work skills should be sought in the 

prejudices that they reflect "feminine" characteristics of the work, not the actual 

qualifications and work competencies that a woman has. For example, a nurse and 

medical technician often have different earnings, although the work they do require 

almost identical job skills and qualifications. This can be explained only by gender 

bias in determining salaries and underestimation of women's work. 

Despite progress in the field of gender equality and advancement of women, we 

are witnessing a time in which women are still in the minority when it comes to their 

representation in politics and leadership and management structures. Studies have 
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shown that only 30% of women in Europe are scientists and engineers. Low 

representation of women in senior leadership positions is present even in those sectors 

where women make up the majority as employees. 

2.2. The benefits of closing gender pay gap 

Women have skills and talents that are often exploited by employers to their full 

potential. Through proper evaluation of women's working skills and establishing 

business policy in a way that ensures women achieve balance between career and 

family, employers would see the benefits of women's improved business efficiency 

and they would attract and retain the best staff from the ranks of female labor power. 

Better evaluation of employees and creating a favorable working climate, is 

reflected in the growth of their self-confidence leading to increased innovation and 

productivity at work, making the company more competitive and the superior-

powered on the market, which certainly leaves the indirect positive effects on the 

economy as a whole. 

Equality in the workplace is imperative fot the the company, if it wants to attract 

the highest quality workforce. A positive work environment with highly motivated 

employees whose work is properly valued is the key quality of work that leads to 

competitive advantages in a turbulent market. 

Establishing equality between the sexes in terms of earnings leads to indirect 

benefit to society and the economy as a whole, which is reflected in a lesser degree of 

poverty (stops the process of feminization of poverty) and better living standards of 

women, both during working life, and in the period of consumption in retirement. 

Troubleshooting gender gap in wages would stimulate the growth of women's 

employment and contribute to their greater participation in the labor market. In this 

way it would increase the contribution of women to family finances, which would 

during the period of economic (financial) crisis proved an important element of 

survival. 

By achieving equality in qualitative and quantitative evaluation of the work of 

women and men we save the time and money that would be spent for resolving legal 

disputes caused by submission of reports due to discriminatory behavior in the 

workplace and because of unfair labor practices. 

Closing the gender gap in wages is a key priority of the European Union from the 

moment of its inception until today. Bearing in mind the benefits that this brings with 

its closure, it is important to note that this can only be encouraged by going through 

the establishment of gender equality and a better use of resources and talents of 

women as employees. In this manner it would create fertile ground for achieving  the 

objectives of the Europe 2020 as a growth strategy of European Union. 

From the standpoint of the national economy, reducing the gender pay gap is in the 

hands of national governments and social partners. EU assistance is present, but the 

key solutions should still be developed at the national level. An important role in this 

process has a public opinion in the member states of the European Union. 
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2.3. Gender pay gap in Montenegro 

The earnings of women, which data from 2013. shows , are at the level of 86,1% in 

comparison to men's earnings (0,7  percentage point less than men in comparison with 

2011.). The worst situation is in the manufacturing industry, where women earnings 

barely reach 75% of male earnings. Followed by financial intermediary where women 

make up 75,7% of the earnings of male, mining and quarrying where women make up 

77,9% of the men’s earnings and female wage earnings are also less than 90% of 

men's wages in retail, healthcare, state administration and social insurance and 

electricity, water and gas supply . Unlike 2011, when women surpassed men's salaries 

in agriculture and fishing, mining and quarrying, construction and in transportation, 

warehousing and communications, in 2013. women's wages stayed higher than men's 

only in agriculture and fishing (109% of men's wages), construction (105,6%) and in 

transportation, warehousing and communications (111,7%). 

 
Figure 1: Gender pay gap in Montenegro 

Compared to 2011, the largest increase in salaries of women compared to men is 

registered only in education and health and social service , while the largest decrease 

was registered in agriculture and fishing and  mining and quarrying (more than 10  

percentage points). Research of the European movement in Montenegro on gender 

differences in personal income and earnings showed that the difference in salaries in 

the category of self-employed is less than for the entire population, in which case the 

net average wage of women amounts to 94% of men’s salary. In addition, in this 

study we observed following differences: 

• Women's wages make up 85.3% of men's wages in terms of experts and 82.9% 

when we talk about technicians and associate professionals. 

• With service workers and traders this difference amounts to 78%, and with the 

basic elementary occupations 73%. 

• In the category of officers, the average women's wages are higher than the 

average wages of men and make 102% of the average salary of men. 
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Also, when we observe men and women who work for many years in the same 

company, the differences in their salaries are lower than there is the case with those 

who have a shorter length of service with the same company. The difference in wages 

between men and women who work less than 2 years in the same company amounted 

to 15.6%, and among those who work more than 22 years in the same company the 

difference is 8.6% for men. 

It is important to note that there is a significant difference in the structure of male 

and female earnings. In addition, 10% of the lowest wages make 39% of men's 

earnings and 61% of women's, while the situation with the highest salaries is initially 

reversed where the highest 10% of income makes 61% of men's earnings and 31% of 

female wages. 

As a part of the research on gender differences in pay and income, there were 

tested the effects of gender, age, education, region and type of settlement in which a 

person lives, the length of service in the company. It turns out that the gender, after 

education, is the most significant factor that affects the level of income.  

The study "Gender pay gap between women and men in the Western Balkans: data 

from Serbia, Montenegro and Macedonia" shows that there is no difference between 

the "unadjusted"
1
 and "adjusted"

2
 gap in wages between men and women and that it 

amounts to 16.1%. The study showed that women in Montenegro (as well as in 

Macedonia and Serbia) face high hurdles in entering the labor market, and must be, on 

average, better qualified than men to be even able to have access to jobs. In other 

words, while the lower and more qualified men have a job, among employed women 

there is disproportionately large number of highly qualified women because low-

skilled women are often inactive. 

This trend is opposite to one that is observed in the economies of Western 

countries, where employed women are on average less qualified than male employees, 

so that the unadjusted pay gap that exists in every EU country could be partially 

explained by the advantages of men in terms of education and experience. In other 

words, after adjustment which considers the characteristics of men and women, the 

gap in earnings is usually significantly reduced. 

During the period, in Montenegro, on average, the unadjusted gap between men's 

wages and women's wages was 16% in favor of men. The unadjusted gap in 

Montenegro can not be explained by differences between the characteristics of men 

and women in the labor market (e.g., education, work experience, the characteristics 

of the workplace). When we consider the characteristics of men and women in the 

labor market, the estimated adjusted gender gap in wages is not reduced, but remains 

at the same level of 16%. In other words, women who have the same characteristics in 

the labor market as men earn 16% less, respectively, a woman would have to work an 

                                                 
1  The unadjusted gender pay gap (GPG) is an important indicator used within the European 

employment strategy (EES) to monitor imbalances in wages between men and women. It is defined 

as the difference between the average gross hourly earnings of men and women expressed as a 

percentage of the average gross hourly earnings of men. 
2  The adjusted gender wage gap only narrows the analysis to the potential role of gender 

discrimination along one dimension: to differential pay for equivalent work. 
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additional 58 days a year to earn the same annual salary as a man with the same 

characteristics. Adjusted gender pay gap is usually interpreted as the result of 

discrimination in the labor market. When you consider the differences between the 

characteristics of women and men related to the labor market, we see that some of the 

characteristics of women in the labor market in Montenegro are better and some are 

worse than the characteristics of employed men. On the one hand, women often 

perform jobs that require more education and in regions where wages are higher 

(which, ceteris paribus, reduces the level of uncorrected gap). On the other hand, 

women often perform jobs in lower-paid occupations and work in industries where 

wages are lower (which, ceteris paribus, increases the level of uncorrected ego). 

Analysis of the different segments of the wage distribution leads to the conclusion 

that both adjusted and unadjusted pay gap is higher in the higher parts of the 

distribution yield. The wider gap at the top end of the wage distribution (20% of the 

highest salaries) indicates the presence of the so-called effect of "glass ceiling"
3
 and 

that women do not perform the best-paid jobs.  

The results show that during the analyzed period both adjusted and unadjusted pay 

gap decreased, from about 18% in 2008. to around 12% in 2011. Since the male 

employment rate dropped significantly during the crisis, while employment of women 

remained stable, reducing the gap in wages is likely a result of the changed gender 

structure of the participants in the labor market. 

A separate analysis of private and public sector, shows that the earnings of men 

and earnings of women are higher in the public than in the private sector.  On the 

other hand, the unadjusted and adjusted pay gap is wider in the private than in the 

public sector, which was expected because, as a rule, the  distribution of earnings is 

narrower  in the public than in the private sector (there are stricter rules on the 

minimum and maximum salaries because of a stronger role of trade unions and budget 

constraints). 

Unadjusted pay gap in the private sector is 24%, and adjusted is 18% so unadjusted 

can be partly explained by the poor performance of women in the labor market 

compared to men. In the public sector the situation is reversed. While the unadjusted 

pay gap is in favor of men 9%, adjusted gap is 12%, which means that women 

working in the public sector have a better performance in the labor market than men 

(mainly in terms of higher education and greater participation in higher paid 

occupations). 

The fact that the unadjusted gender gap in earnings in Western Balkan countries is 

lower than in Western countries is a consequence of the low representation of women 

(especially those with low skills) in the labor market in these countries. In other 

words, the higher the gap in employment means lower unadjusted wage gap and vice 

versa, as a rule, the biggest gap in employment occurs among those with the lowest 

qualifications. As the labor market is entered by more women with poor performance 

in the labor market, we expect that the unadjusted pay gap will become wider. If  we 

                                                 
3  An intangible barrier within a hierarchy that prevents women or minorities from obtaining upper-

level positions. 
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compare three countries of the Western Balkans, we see that the unadjusted gender 

gap in wages is most pronounced in Montenegro. Widest unadjusted gap in 

Montenegro may be the result of a strong tourism sector and, consequently, greater 

female employment in the private sector and in jobs with lower wages (from all three 

countries, the gender gap in employment and inactivity is the lowest in Montenegro)  

3. Inequality among different regions 

Our most striking result shows that income inequality in the 28 countries which are 

now members of the European Union has been on a unique course in recent decades. 

Inequality is much lower among EU citizens than in other parts of the world, and 

actually fell in 1994-2008. 

 
Figure 2: Gini coefficient of income inequality, USA and EU28, 1960-2015 

As the figure above indicates, there was a sharp increase in income inequality 

among the citizens of the EU28 in 1989-93, reaching the level observed in the United 

States at that time. 

A major reason for this increase was the massive output declines in the central and 

eastern European states during their transition from socialist to market-based 

economies. As their income declined by about a quarter or more in 1989-93, citizens 

in these countries became even poorer relative to citizens in western European 

member states, and EU28-wide income inequality therefore increased. 

Nevertheless, the EU-wide Gini coefficient of income inequality in 1993 was 36, 

well below the 50+ values observed in Africa, Asia and Latin America. 

After 1994, inequality declined steadily until 2008, since when it has remained 

relatively stable. In contrast, income inequality in the United States increased almost 

continuously from the late 1970s until 2013. 

How could EU-wide income inequality decline when income inequality actually 

increased by more than 1 Gini point in 15 of the 28 countries in 1994-2008? One 

reason is that there were 7 countries in which it declined by more than 1 Gini point, 

and there were 6 other countries in which income inequality hardly changed. 
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But, more importantly, we find that the decline in EU-wide income inequality in 

1994-2008 was almost entirely due to the convergence of average incomes. People in 

poorer regions of the EU increased their income relative to richer regions. 

Unfortunately, this process has stopped with the global and European financial and 

economic crisis: while central European member states continue to close their gaps 

with the richest member states of the EU, some southern European member states, 

like Italy and Greece, are falling behind. Thus overall convergence within the EU was 

minimal in the past five years. 

3.1. How unequal is inequality across the world?  

In the map showed bellow, we’ve illustrated the latest data on income inequality 

around the world, as measured by the Gini index. The results are pretty revealing. 

Greener countries have greater income equality, according to the metric, meaning that 

there's less of a gap between the rich and the poor. Redder countries have more 

income inequality, meaning that there's a wider gap. Pink countries are about in the 

middle -- that includes the United States, which is the most unequal of any developed 

country measured. 

Figure 3: Countries' income inequality (2014) according to their Gini 

coefficients 

The countries that come out looking best include, no surprise, the usual suspects of 

Northern Europe. Interestingly, Eastern Europe scores quite highly as well, as do 

some post-Soviet countries in Central Asia. Perhaps that's a legacy of Soviet-era 

social programs meant to flatten class divides. But it's also a reminder that, while 

economic equality is great, it's not synonymous with a healthy economy. Some 

countries are economically equal because everyone is well-off, as in Denmark, and 

some because most everyone is equally poor. 

The countries with the highest income inequality are, by far, those of Latin 

America and the southern tip of Africa. These countries have been seeing economic 

growth over the past few decades, but much of the wealth ends up funneling into the 
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top stratospheres of society. This problem tends to be self-reinforcing: The rich are 

able to secure better education and political access, making it easier for them to stay 

rich and tougher for everyone else to get a share of the pie. 

4. How characteristics of workers affect income inequality? 

Estimates of the proportions of European workers with various characteristics are 

shown on figures 4, 5, 6, 7, 8, averaged over decile groups, in 2010 which are latest 

relevant estimates. 

Looking at gender, it is striking that as one moves upwards along the wage deciles, 

the proportion of women continuously declines. In Europe, women make up 60 per 

cent of the lowest-paid decile of workers, and only 20 per cent of the top 1 per cent of 

earners, that is shown on figure 4. 

In terms of age, it is perhaps no surprise that the share of young people is greatest 

in the bottom part of the distribution, with only few young workers among the 

highest-paid 10 per cent and fewer still in the top 1 per cent Part-time and temporary 

workers are also over-represented at the bottom end of the wage distribution. Another 

striking pattern that emerges from figures is that the attributes and characteristics of 

those in the top decile are very similar – sometimes identical – to those of the top 1 

per cent. Yet, as we saw earlier, the top 1 per cent earn much more than those in the 

91st–99th centiles, which is shown on figure 5. 

 

Figure 4: Gender and hours worked as % of full time, European workers, 2010 

 

Figure 5: Age and contractual agreements, European workers, 2010 
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Figure 6: Economic sector and education, European workers, 2010 

In terms of education, those with primary and secondary education make up the 

large majority of workers in the bottom 50 per cent of the distribution, while those 

with university degrees and higher qualifications dominate the top 10 and 1 per cent. 

But it is also clear that post-secondary or university education does not guarantee a 

highly paid job, as significant numbers of those educated to these levels can be found 

across the deciles. In terms of sectors, the real estate and financial sector is over-

represented among top-paid workers and has few low-paid workers. Lower-paid 

workers are over-represented in the wholesale trade as well as in the hotel and 

restaurant and construction sectors. It is striking, however, that all sectors have some 

employees whose earnings are in the top 10 per cent and the top 1 per cent, which is 

shown on figure 6. 

 
Figure 7: Size of enterprises and tenure of European workers, 2010 

In what kinds of enterprises do workers work? First, there is a clear relation 

between the size of the enterprise and earnings: a larger number of higher wage 

earners work for larger enterprises, and more low-paid workers work in smaller firms. 

In Europe, 40 per cent of workers in the bottom decile work for companies with fewer 

than 50 employees, whereas only 20 per cent of those in the top 1 per cent work in 

smaller firms, which is shown on figure 7. 
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Figure 8: Occupation category and ownership of European workers, 2010 

Finally, what jobs do workers hold and in what conditions do they work? On 

average, between 40 and 50 per cent of those in the top 1 per cent are either CEOs or 

corporate managers. The others are mainly the most highly skilled workers. But it is 

important to note that highly skilled workers are found right across the upper half of 

the distribution. At the other end of the wage distribution, we find mostly low-skilled 

but also many medium-skilled workers. It is also worth noting the high turnover 

among low-paid workers: almost half of the lowest-paid 10 per cent of workers have 

one year or less of tenure, and three-quarters have four years or less, compared to 

about 40 per cent of workers with mid-level wages. Looking at ownership, workers in 

establishments with more than 50 per cent of public capital are less likely to be in the 

top 1 per cent – but are also less likely to be found in the bottom 10 per cent, 

suggesting that public ownership is associated with less wage dispersion, while wages 

are more polarized to the top and bottom of the distribution in privately owned firms, 

that is shown on figure 8. 

Clearly, the personal attributes, labour market endowments or workplace 

characteristics shown in the figure cannot by themselves explain these differences in 

wages. 

4.1. How the wage distribution varies for workers with various characteristics in 

emerging economies? 

Roughly similar patterns regarding the relationship of wages to gender, education, 

occupation and economic sector can be found in emerging economies, though with 

some major variations across an illustrative sample of countries. According to 

ILOstats from 2014, there are some major trends. 

Looking at gender, the proportion of women in India in the bottom two deciles is 

similar to that in Europe (about 60 per cent), but drops precipitously thereafter, and in 

the upper half of the distribution women represent no more than 10–15 per cent of 

wage earners.  
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In the Russian Federation, women make up about 70 per cent of workers in lower 

deciles and this share shrinks to about 40 per cent in the upper deciles. In Argentina, 

what is striking is the much lower share of women in the top 1 per cent than in the top 

10 per cent. There is a similar, but less steep, decline within the top 10 per cent in 

South Africa. In terms of education, the upper deciles include a higher share of 

university graduates than lower deciles in all the countries sampled, but this pattern is 

particularly noticeable in South Africa and Argentina. In the Russian Federation, there 

appears to be a surprisingly high proportion of university graduates among lower-paid 

workers, while in China a comparatively high proportion of top 1 per cent wage 

earners have an education below university or high-school level. Looking at 

occupation and economic sector, the real estate and financial sector is over- 

represented globally among top-paid workers as it is in Europe and, unsurprisingly, a 

majority of the top-paid workers occupy managerial and professional positions. In 

Chile, private services and trade are the largest employers of workers in the lower 

wage deciles, while in Vietnam workers in the lower deciles are much more likely to 

be employed in the manufacturing or social services sectors than is the case in either 

Europe or Chile. 

5. Policies that affect income and earnings inequality 

Global Wage Report, published by ILO shows that after the financial crisis global 

wage growth started to recover in 2010, but has decelerated since 2012, falling in 

2015 to its lowest level in four years. During most of the post-crisis period global 

wage growth was driven to a large degree by relatively strong wage growth in 

developing countries in Asia and the Pacific, most notably in China, and also in some 

other developing countries and regions. More recently, this trend has slowed or 

reversed, with wages declining in Latin America and the Caribbean and in Eastern 

Europe, and slowing in Central and Western Asia, Africa and the Arab States. In 

developed economies, there was higher wage growth. But the wage recovery in some 

countries – including the United States and Germany – was not sufficient to offset the 

decline in emerging and developing countries, with the result that wage stagnation 

continues to characterize the global economy as a whole. It is  showed that, after some 

expected countercyclical upward movement in the labour share in many countries 

during the years 2007–10, the labour share has resumed its long-term decline in a 

majority of countries during the period 2010–15. Exceptions include China, Germany 

and the United States, but even in these countries there is a long way to go to reverse 

the long-term decline. 

Stagnating average wages and declining labour shares have both social and 

economic consequences. On the social side, the disconnect between economic growth 

and wage growth means that workers and their families do not perceive that they 

receive a just share of the fruits of economic progress, potentially fueling frustration. 

On the economic side, higher profit shares in developed economies often did not lead 

to more investment while low wage growth dampened household consumption, which 

can reduce aggregate demand, particularly when wages stagnate in many large 
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economies at the same time. In this respect, higher wage growth in Germany and the 

United States in 2015 has had positive economic effects beyond the borders of these 

countries. Where economically feasible, higher wage growth should be sustained or 

further encouraged. Of course, this cannot be the case in every single country, as in 

some countries higher wage growth may increase labour costs in a way that is not 

sustainable for enterprises, and may result in significant reductions in exports or 

investment. Differentiated country-specific approaches are thus needed. 

In the present context, global-level policy coordination remains important to avoid 

the simultaneous pursuit by too many countries of wage moderation policies or 

competitive wage cuts with a view to increasing exports. If such policies are pursued 

simultaneously in too many countries, this could lead to a decline in regional or global 

aggregate demand and deflation. The inclusion of wage policies on the agenda of 

recent G20 meetings has been a positive development. In 2016 the G20 called for the 

implementation of macroeconomic policies to achieve substantial wage and 

productivity growth, and for sustainable wage policy principles in which strengthened 

labour market institutions and policies – such as minimum wages and collective 

bargaining – can help wage increases to better reflect improvements in productivity 

growth. 

5.1. Taxation 

The rapid growth of emerging economies in the past decade or so has lifted hundreds 

of millions of people out of absolute poverty and reduced income disparities across 

the world as a whole. At the same time, until the financial and economic crisis of 

2008, most other economies were expanding too. However, within the OECD and 

emerging economies not all regions or people benefitted equally from the growth 

years. On the contrary, the distribution of income tended to become more unequal. 

Unsurprisingly, particularly since the onset of the crisis, these trends have 

increased the salience of “fairness” in political debate in many countries, in terms of 

both equality of opportunity and of outcomes for household incomes and 

consumption. While few doubt that fairness is important, interpretations of what is 

fair differ and may in part reflect historical norms for the distribution of income, 

which can differ widely between countries That said, over the longer term too much 

inequality may be inimical to growth. 

Tax policy can play a major role in making the post-tax income distribution less 

unequal. In addition, tax policy is crucial for raising revenues to finance public 

expenditure on transfers, health and education that tend to favor low-income 

households, as well as on growth-enabling infrastructure that can also increase social 

equity. 

Inequality tends to be less pronounced in OECD countries than elsewhere in the 

world, though in recent decades the distribution of disposable incomes has tended to 

become more unequal. In the mid-1980s the Gini coefficient, whereby 0 is perfectly 

equal stood at 0.28 among the working-age population, on average, in OECD 

countries. By the mid-2000s it had become more unequal, increasing to 0.31. Across 

OECD countries, the average Gini coefficient of disposable household income 
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reached 0.318 in 2014, compared to 0.315 in 2010. This is the highest value on 

record, since the mid-1980s. 

What then are the implications for tax policy? Work by experts and many others on 

tax reform and economic growth stress the need to weigh up the extent to which high 

marginal tax rates on income can act as a disincentive, for instance, for investment in 

human capital or discourage entrepreneurship, and the fact that progressive taxation of 

income is one of the main ways for governments to redistribute incomes. For many 

countries the potential trade-offs between economic growth objectives and equity are 

particularly critical at present. 

The effects of taxation on income distribution needs to be seen in the context of the 

trade-offs between growth and equity, and this means looking at the overall effects of 

any reform on the fiscal regime as a whole, and not just at whether individual taxes 

are progressive or regressive. This is because the distribution of disposable incomes 

depends on both taxes and benefits. Raising indirect taxes, for instance, is often 

regressive where these taxes fall on the consumption of goods and services that make 

up a larger share of the budgets of poorer than richer households. But the overall 

impact of a fiscal reform can still be progressive, if these effects are offset by other 

tax and benefit changes. Income-related benefits, for example, are a much more 

efficient way of increasing the disposable income of poorer households than reduced 

rates of VAT. 

Nor is VAT necessarily bad for redistribution. This is clear in the case of 

developing countries, where the relatively greater reliance on indirect taxes may make 

their tax systems more regressive. On the other hand, consumption taxes such as VAT 

may be the only way to finance (more) strongly progressive spending. However, as 

some countries lack the administrative capacity to make welfare transfers to 

households, there may be a case for differentiating VAT rate structures to tax 

“necessities” at a lower rate, if at all. 

Most developed countries already have well-developed tax regimes that raise, on 

average, tax revenues equivalent to some 35% of GDP. The scale of tax revenues is 

capable of achieving a significant amount of redistribution. However, it is also 

capable, if structural tax policies are poorly designed, of becoming detrimental to 

economic performance. 

During the 1980s a number of countries became concerned that high marginal tax 

rates were one of the factors that had contributed to the slowdown in economic 

growth in many countries in the 1970s. Moreover, high tax rates were encouraging the 

development of selective tax reliefs, which distorted investment decisions, and 

extensive (even aggressive) tax planning through the exploitation of loopholes that 

narrowed the tax base. Reformers decided to adopt a “broad base-low rate” approach 

instead, which meant pushing down statutory rates of both corporate and personal 

income taxes, and recovering potentially lost revenue by applying these tax rates to a 

broader base. 

The apparent success of such reforms encouraged others to emulate them. 

Moreover, competitive pressures arising from the effects of liberalising trade and 

financial flows (notably growing international integration and globalisation) also put 
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downward pressures on tax rates. Top marginal statutory rates of personal tax, in 

particular, have been cut quite substantially in many cases, from an OECD average of 

66.8% in 1981 to 43.3% in 2016. 

Faced with the challenge of how to restore sustainable public finances and the 

growth of output and employment following the post-2008 recession, what tax 

policies should OECD countries pursue now? Can tax policies be devised that will be 

perceived to be “fair” and help maintain the social cohesion, while supporting growth 

too? Where additional tax revenues have to be raised as part of fiscal consolidation 

plans, can this be achieved by broadening tax bases to make more of the income of 

better-off individuals taxable, or should marginal statutory tax rates be raised too? 

Simply raising marginal personal income tax rates on high earners will not 

necessarily bring in much additional revenue, because of effects on work intensity, 

career decisions, tax avoidance and other behavioral responses. Where tax increases 

are necessary, the most growth-friendly approach would be to reduce tax-induced 

distortions that harm growth, including closing loopholes, and to raise more revenues 

from recurrent taxes on residential property, while setting taxes to reduce 

environmental damage and correct other externalities. 

5.2. Monetary policy 

In developing countries, fighting inequality and poverty is even more urgent than in 

developed countries, as these phenomena are more pervasive. In these economies, 

recessions increase poverty not only because they reduce income and increase 

unemployment, but also because they lead to inflation and currency devaluation. 

Recessions and rising unemployment tend to affect low skilled labor relatively more, 

while inflation hits the poor the most as money (or liquid assets) represents a 

relatively higher share of their total assets. 

In order to reduce the effect of recessions on the poor, central banks should 

improve access to credit and banking services to a wider population base. The 

banking systems in developing economies are small, making access to credit and 

banking services to large portions of the population elusive or expensive. Despite 

being relatively small, however, banks often remain the main source of financing to 

the private sector and the main vehicle to channel the savings of families to business 

investment. Thus, increasing access to banking and credit will increase the ability of 

poor households to save or borrow in order to smooth their consumption during the 

business cycle. Increasing access to credit will also be beneficial for businesses 

because they will be able to finance their investment expenditure more easily and 

expand to create more jobs and reduce unemployment. The solution proposal is to add 

the objective of increasing access to banking services to the conventional central bank 

objectives of achieving low inflation and financial stability. The precise ways in 

which this objective should be integrated into the policy and regulatory framework 

should be developed by each central bank depending on the specific market 

conditions and degree of financial development of the economy. A simple step in this 

direction is to require all employers to pay wages and salaries through a bank deposit 
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and, at the same time, require banks to open a free savings account (with online or 

mobile banking capabilities) to any individual that requests it. 

5.3. Policies that affect wages and wage distribution indirectly 

Policies that affect wages and wage distribution indirectly are important elements of a 

comprehensive response. These include access to quality education, sustained 

programs to improve the skills of the workforce, and better matching between 

jobseekers and jobs. They also include policies to address wage differentials often 

incurred by workers in non-standard forms of employment (particularly temporary 

and temporary agency workers), which are on the rise in many industrialized 

countries and tend to grow in developing countries in segments of the labour market 

previously associated with standard jobs. Measures to be adopted should seek to 

extend to workers in non-standard forms of employment protections that are enjoyed 

by workers in “standard” arrangements as well as better aligning the protections 

available under different employment arrangements. This would lead to the 

implementation of the principle of equality of treatment between workers, avoiding 

discrimination based on occupational status as well as reducing indirect gender-based 

discrimination and ensuring that employers do not make use of non-standard work 

only with the aim of lowering labour costs by offering worse remuneration and 

working conditions to particular groups of workers according to ILO. 

When governments and social partners debate the ways to combat increasing 

inequality, it is important to remember that the dramatic increases that have occurred 

within the labour market and at enterprise level place a heavier burden on efforts to 

address inequality through taxes and transfers. This is taking place at a time when 

taxation systems in many countries have become less progressive and the ability of 

governments to collect taxes has been challenged by tax avoidance and cross-border 

profit-shifting strategies. This suggests that inequality will be effectively addressed 

only when it is tackled both through ambitious labour market and social policies that 

have a direct effect on wage inequality and through redistributive measures outside 

the labour market. More vigorous and ambitious action is clearly needed to implement 

wage policies at all levels that ensure a just share of the fruits of progress to all. 

6. Methodology 

There are many ways of measuring inequality, all of which have some intuitive or 

mathematical appeal. In our paper we will use Gini index as a measure  of inequality 

of a distribution. The Gini coefficient is a measure of inequality of a distribution. It is 

defined as a ratio with values between 0 and 1: the numerator is the area between the 

Lorenz curve of the distribution and the uniform distribution line; the denominator is 

the area under the uniform distribution line. It was developed by the Italian statistician 

Corrado Gini and published in his 1912 paper "Variabilità e mutabilità" ("Variability 

and Mutability"). The Gini index is the Gini coefficient expressed as a percentage, 

and is equal to the Gini coefficient multiplied by 100. (The Gini coefficient is equal to 

half of the relative mean difference.) The Gini coefficient is often used to measure 
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income inequality. Here, 0 corresponds to perfect income equality (i.e. everyone has 

the same income) and 1 corresponds to perfect income inequality (i.e. one person has 

all the income, while everyone else has zero income). The Gini coefficient can also be 

used to measure wealth inequality. This use requires that no one has a negative net 

wealth. It is also commonly used for the measurement of discriminatory power of 

rating systems in the credit risk management.  

 
Figure 9: Gini Coefficient 

A simple but effective way to examine income inequality is to calculate decile 

ratios. The calculation is done by taking, for example, the income earned by the top 

10% of households and dividing that by the income earned by the poorest 10% of 

households. Decile ratios were used by Gold  in their study of income inequality and 

teen birth rates in the US and by Lobmayer and Wilkinson
 
in their study of income 

inequality and mortality in 14 countries. An important advantage of this measure is 

that it enables sensitivity analyses; for example, the correlations between population 

health and the 20:80, 30:70, 40:60 decile ratios may be compared. This allows 

researchers to examine which sections of the income spectrum may be most important 

as a social determinant of health. 

7. Conclusion 

Over the past 20 years, on average, household income inequality has risen in high-

income as well as in developing countries. Classifying countries by income, the trend 

clearly shows that countries moving up in income classification have had steeper 

increases in income inequality than most other countries. Examining regional trends 

over the whole period from the early 1990s to the late 2000s, average inequality fell in 

some regions (Latin America) and rose in others (Asia). Looking at periods before 

and after the turn of the century shows more non-linear trends. In some countries, 

inequality rose during the 1980s and 1990s, but then fell in 2000s; in others, 

inequality fell during the 1980s and 1990s, but rose in the 2000s. However, despite 
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reversals in some countries, the intensity of change has been greater in the direction of 

rising income inequality. 

While some level of inequality reflects differences in workers’ individual and 

productive characteristics, growing concerns have been expressed about the adverse 

social and economic consequences of excessive inequality. Within the overall wage 

distribution there are also pay gaps between different groups of workers. One of these 

is the gender pay gap, the percentage shortfall in the average wage of women relative 

to the average wage of men. Various studies have shown that across most countries 

for which data are available, the gap has generally narrowed over time but has not 

been closed. The paper provides the most recent available estimates of the gender pay 

gap for a wide range of countries. The paper shows that wages and wage inequality 

are not determined only by the skills-related characteristics of individuals (such as 

level of education, age or tenure) but that a host of other factors also play crucial 

roles: these include, for example, gender, enterprise size, type of contract and the 

sectors in which workers work. Descriptive statistics for a sample of both developed 

and developing countries document that a university degree does not necessarily 

guarantee a highly paid job; that the real estate and financial sectors are over-

represented among top-paid workers; and that the proportion of women continuously 

declines as one moves towards the higher-paid deciles. In Europe, for example, 

women make up on average 50-60 per cent of workers in the three lowest pay deciles; 

this share falls to about 35 per cent among the best-paid 10 per cent of employees, and 

further to 20 per cent among the highest-paid 1 per cent of employees. In some 

emerging and developing countries, the contrast is even greater. The paper also runs a 

standard model which seeks to explain wages on the basis of individual skills-related 

characteristics such as the level of education, age and tenure. 

However, national policies can be reoriented to promote income equality. National 

policies, including a strengthening of institutions to deal with inequality, can play an 

important role in reducing income inequality. Several countries in Europe, for 

example, have managed to use fiscal policies to mitigate a high primary income 

inequality down to lower levels of secondary and tertiary inequality. Additionally, the 

right mix of macroeconomic, fiscal, and social policies can reverse the rising trend in 

income inequality, as exemplified by various Latin American countries. A number of 

countries in that region have been able to arrest the upward trend of growing 

inequality, despite being subject, like all countries in the world, to the continuing 

challenges of globalization. Reforms aimed at raising average living standards can 

also influence the distribution of income. Indeed, tackling inequality goes beyond the 

remit of labor, social welfare, financial inclusion, and tax policies. The key to 

minimizing the downside of both globalization and technological change in advanced 

economies is a policy agenda of a race to the top, instead of a race to the bottom an 

agenda that includes policies to encourage innovation, reduce burdensome product 

market regulations that stifle competition and technology diffusion, move goods 

produced upwards in the value chain, and ensure that this rise benefits everyone. 

Sustaining growth in emerging market economies will require more intensive patterns 

of growth, greater flexibility to shift resources within and across sectors, and the 
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capacity to apply more knowledge and skill-intensive production techniques. Policies 

to improve skills for all, to ensure that a nation’s infrastructure meets its needs, and to 

encourage innovation and technology adoption are thus all essential to driving growth 

and ensuring a more inclusive prosperity. 

The reality is that since the mid-1980s there has been an enormous transfer of 

wealth from the middle class and the poor to the wealthiest people. That is the Robin 

Hood principle in reverse. That is unacceptable and that has got to change. There is 

something profoundly wrong when the top one-tenth of one percent owns almost as 

much wealth as the bottom 90 percent. If we do not take action in order to reduce 

inequality we can get economic instability as a income inequality boomerang. Income 

inequality might be bad for the economy causing financial crises. Proponents of this 

notion suggest three mechanisms. First, households with stagnant incomes increase 

borrowing in order to sustain consumption growth, and their debt levels eventually 

become unsustainable. Second, as the rich get a larger and larger portion of the 

income, they end up with excess savings, which fuels speculative investment and 

financial bubbles. Third, the rich use their money and consequent political influence 

to press policy makers to loosen regulations on finance, and this too leads to bubbles. 

The issue of wealth and income inequality is the great moral issue of our time, it is the 

great economic issue of our time, and it is the great political issue of our time. 
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Abstract 

The paper endeavors to analyze the usual hours of paid work declared by men in 

Greece, solicited in the 2013-14 time-use survey carried out by the Hellenic 

Statistical Authority. It inserts in to the Heckit two-stage model an additional 

preparatory step regarding the responsiveness of those surveyed (i.e. recovering 

in the process an extra mills ratio), and provides empirical estimates for male 

participation in paid work activities.  This is a prerequisite for the empirical 

estimation of the labor supply function. Our intention is to duplicate the 

procedure in order to analyze (in addition to the usual hours declared) the 

actual hours of paid work performed, which were also solicited in the survey.  

 

Keywords:  work; time use; microdata; heckit; men; Greece; labor supply. 

JEL Nr.:  C24, J22 

 
  

1. Introduction 

The purpose of the paper is to study male participation and supply in the Greek labor 

market. This is carried out through an econometric analysis of the usual hours of 

weekly paid work declared by men, in the course of time-use survey carried out 

between March 2013 and February 2014 on a representative sample of households by 

the Hellenic Statistical Authority (ELSTAT, 2016). This was the first time a weekly 

time-budget and two-day diary survey was conducted in Greece,
1
 and it was modeled 

after the Harmonized European Time Use Surveys run in other EU member-states. As 

it was conducted during Greece’s long (ongoing) economic recession, perhaps its 

findings may of use to those who try to deal with it. 

2. The data 

The sample considered hereinafter consists of 7,137 individuals -aged 10 to 85 years 

old- from 3,371 households, of which 3,258 households fully participated in the 

survey, while the rest provided incomplete time-use information. The descriptives of 
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the two sub-samples are provided in Table 1. According to them, the second sub-

sample featured a much higher proportion of children aged 0-9 years old, adults aged 

58-65, and people over the age of 81, and a smaller proportion of residents from 

northern Greece, compared to the first. However, to properly analyze the time 

allocation patterns of those who provided complete information, a measure of their 

heterogeneity from the rest, in the form of a sample selection correction index for 

each observation, is required.  

3. Methodology   

The issue is resolved via the employment of (a) a first stage (preparatory) equation 

regarding participation in the survey, and (b) a sample selection correction variable 

(inverse Mills ratio), calculated in the first stage, which captures the heterogeneity of 

the uncensored observations compared to censored observations, and is introduced in 

the second stage of the analysis, namely the participation in paid work, alongside 

other explanatory variables (Heckman, 1979). Then, the usual hours of paid work that 

men claimed to generally supply per week, are estimated via the Heckit procedure 

(Killingsworth, 1983; Killingsworth and Heckman, 1986). The regressors employed 

in each state are allowed to vary.  

4. Household participation in the survey 

To the extent the dependent variable takes the values of zero and one, the appropriate 

means to analyze participation is to employ a probit regression. In our case, it takes 

into account a small number of household composition and educational regressors, 

along with regional dummies. See Table 2. The analysis suggests that household 

participation in the survey increases in Northern Greece and decreases with the 

number of household members aged 0-9, born in Germany or holding bachelor 

degrees. 

5. The males that usually engage in paid work and the males that usually abstain   

From the 3,371 households that participated in the survey, a good number of male 

members over the age of ten (1,224 people to be exact) claimed to engage in paid 

work while the rest (2018 people) claimed to abstained from it. The descriptives of 

the two groups are provided in Table 3. According to them, the second sub-sample 

featured a much lower proportion of spouses aged 34-41. However, to properly isolate 

the various effects on usual paid work participation, a probit regression is performed. 

This takes into account personal characteristics, household composition regressors (by 

age, gender, place of birth, educational attainment), regional-and-community specific 

dummies, and the sample selection correction variable calculated in the household 

survey participation analysis; and finds that usual male participation increases (a) with 

age up to the age of 41,
2
 (b) in the presence of a spouse aged 18-65, (c) with the 

number of children aged 0-6 or other males aged 10-15, (d) with formal primary, 

                                                 
2  This is the result of the twice differentiated function with respect to age. 
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higher secondary or tertiary level qualifications or hailing from the EU’s new 

member-states, (e) among  people living in semiurban intermediate density parts of 

Attica or rural intermediate density parts of Northern Greece; and decreases with (i) 

the number of other women aged 50 or older and (ii) if people are born in other parts 

of Europe. See Table 4. A new, potentially relevant, sample selection correction 

variable is estimated as well.  

6. The usual number of weekly hours of paid work declared by males   

Next, the two sample selection correction variables obtained in the previous stages are 

introduced, alongside other explanatory variables, in the regression concerning (i.e., 

set to explain) the number of usual hours of paid work declared by men. See Table 5.
3
 

The findings suggest that these said hours are: (a) Higher among senior men; among 

men working as services or sales or skilled agricultural and fishery workers, esp. as 

managers; men living in semiurban, thinly populated parts of the Aegean islands and 

Crete; and increase with the number of other household men aged 50-57, and the paid 

work contributions provided the spouse or by other household women. (The latter 

suggests that female involvement in paid work, far from being detrimental to male 

employment, may in fact have a positive effect on the labor supply of men.) (b) 

Lower among boys and young men (aged 10-25), men born in Sweden, Poland, 

Germany Austria, Romanian and Bulgaria, men with lower secondary and post-

secondary or tertiary level education; and in the presence of a spouse aged 74 years or 

older; and decrease with the number of other household men aged 10-49 years old.  

7. Conclusions and avenues for further research 

The findings are of interest to policy-makers, especially since the only other suitable 

microeconomic dataset regarding workforce participation dates to 2011 (the Census). 

For instance, they suggest (a) that female engagement in paid work has a positive (and 

not a negative) effect on the usual hours of work provided by men; and (b) that 

investment in human capital (i.e., obtaining higher qualification compared to primary 

school) has no positive effect in male engagement in paid work. (The p-value 

associated with item (a) is close to zero, the p-values associated with item (b) are 

quite high.) However, in order to obtain a more complete picture of the labor supply, 

we aim to analyze in the same manner the actual hours of paid work performed in a 

week (which were also solicited in the survey), and compare the two sets of findings. 

To the best of our knowledge, Lodi (2017) has been able to study the issue from a 

slightly different angle using the survey’s two-day diaries.  

From a technical (empirical) point of view, we wish to report that our novelty, 

namely, the introduction of a first stage (preparatory) equation regarding participation 

in the survey, appears to be useful, especially since the sample selection correction 

variable obtained from it turns out to be important in both the labor market 

participation function and the final OLS regression of the labor supply. 

                                                 
3  Correlations among the various set of regressors employed are quite low (no more than 28%). 
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Abstract 

In ASECUYouth2016 we were in Rostov-on-Don together. We had different 

topics and different presentations. Everything was all right, but not perfect. That 

is why we decided to combine our knowledge, ideas and create one strong 

research work. In ASECUYouth2016 one of our presentations was about the 

poverty of nations and eight sustainable solutions of it.  After presentation one of 

the professors gave some advice that if we come in 2017 we should take only one 

solution and give more advanced, detailed description. This year we decided to 

actualize this idea. So, the following paper is about the poverty and education as 

sustainable solution of it.  
Poverty is the issue for the majority of the world’s people and countries. This 

leads to some questions; why is this? Are poor people guilty for their own 

predicament? Is it because they are lazy, made poor decisions? What about their 

governments? Have governments provided policies that actually harm successful 

development? 

On the other hand, the governments of poor nations and their people are often 

powerless. As a result, in the global area, a few countries get wealthy while the 

majority suffer from poverty and struggle against. 

In this report the highlight against poverty is education, and how the luck of 

education causes poverty. Additionally, how combat or try to tackle poverty in 

sustainable way.  

 

Keywords   Poverty, solution, education of girls, reduces poverty, facts, social 

inclusion, social protection, goals 

JEL Nr.:  I 

 

Introduction 

The connection between poor education and poverty is a very common research 

subject in the last two decades. Generally, first thoughts about poverty are luck of 

education and education failure, which leads to an idea that children born in poor 

families are the part of a dangerous poverty circle, of which there is not entrance. 

Those who was born in poverty, are less ready or not ready at all for the school, they 

are tend to a failure compared to other children from their early school. This brings to 

the disability to integrate and also leads to the following question: In such situation, 

can a child in poverty get out of this cycle? It is general proof that researchers and 

sociologists have various approaches in this sphere, although they came to almost the 

same conclusion: the chances of reaching success, as well as probability of failure in 

education is lower for the majority of children born in poor families. Consequently, 
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this failure imitates their chances to become a successful adult. So, these all make us 

think about social exclusion. 

Nowadays, at a global economic level, in order to make difference between 

poverty life and a foolproof economic future, children need to complete a post-

secondary education. But, however, all over the world, the graduation rate is 

alarmingly low. It is fact that today the quantity of students with low-income, who 

graduate from high-school drops, so it is very crucial to create strategies to decrease 

the dropout rate. 

In spite of these proves, Androulla Vassiliou, Commissioner for Education, 

Culture, Multilingualism and Youth, said: "It is totally unacceptable that so many 

young people lack the basic skills of reading and writing in Europe. This puts them in 

a position of risk of social exclusion, making them harder to find a job and reduces 

their quality of life. I noticed some progress in the last decade, but not enough. 

Literacy is the foundation of learning - that is why we recently launched a literacy 

campaign aimed at all ages and especially those from disadvantaged backgrounds." 

1. Facts about poverty 

 About half of the population of the world that is more than 3 billion people, 

get $2.50 for living a day. Moreover, more than 1.3 billion are in extreme 

poverty, having less than $1.25 a day. 

 Worldwide, over 1 billion of those people in poverty are children. And, 

unfortunately, it is known from UNICEF that 22000 children die each day 

because of poverty. 

 805 million people worldwide suffer from luck of nutrition. In this situation, 

so called food banks have particularly crucial role in providing food for people 

under this category who cannot afford it themselves.  

 Another issue is that more than 750 million people have little access to clean, 

drinking water. So, one of the problems of insufficient drinking water is 

diarrhea, also caused by ante-sanitation, and hand hygiene, kills over 842,000 

people every year all over the world, that is, approximately 2,300 people every 

day. 

 The estimates of 2011 proofs that over 165 million children under the 5 years 

old were stunted (reduced rate of growth and development) due to chronic 

malnutrition. 

 2 million children a year die from diseases like diarrhoea and pneumonia and 

because they are too poor to pay for proper treatment. 

 Another measurement of 2013 gives information that 21.8 million children 

little than 1 year of age worldwide have not get the three recommended doses 

of vaccine against tetanus, diphtheria and pertussis. 

 That is fact that 25% of all humans live without electricity that is, 

approximately, 1.6 billion people. 

 80% of the world population lives on less than $10 a day. 
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 Oxfam estimations show that it would take $60 billion annually to end global 

extreme poverty, less than 25% of the income of the top 100 richest 

billionaires.  

 The World Food Programme says, “The poor are hungry and their hunger 

traps them in poverty.” Hunger is one of the main causes of death in the world, 

killing more than HIV/AIDS, malaria, and tuberculosis combined. 

 (https://www.dosomething.org/us/facts/11-facts-about-global-poverty) 

2. Lack of education.  

As it is seen from the graph 1 this is an interesting conception of causes of poverty, 

where central pillar is luck of education (uneducated people). 

 

Graph 1 

 

 

Nowadays, assessments give information that lots of children do not gain the 

knowledge and skills they need, even basic. Moreover, according to estimations from 

2013, about 250 million children of primary school age, over one third of the whole 

650 million children in this age group, do not get basic ability to read and write, 

despite the fact that 130million of them at least four years attend school. This means 

that children don’t get equal chance in life without these basics. Quality education is 

the main key to open many doors, be productive and go out of poverty. 

But, unfortunately, not all children get opportunities to go to school, study and 

learn what they have to know. Statistics from around the world show that chances to 

get quality education are lower for children from poor families; live in rural areas; 

they are girls, have disability; they are from ethnic or racial group that feels 

discrimination in their society; they live in some regions that suffer from crisis. And 

sometimes some of them overlap.           

(https://www.unicef.org/sowc2016/index_91265.html ) 

3. Social context 

A lot of families living in extreme poverty conditions cannot afford to send one or all 

of their children to school. Besides, there are very many countries where even primary 

https://www.dosomething.org/us/facts/11-facts-about-global-poverty
https://www.unicef.org/sowc2016/index_91265.html
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education is payable, and secondary education is free and mandatory only in 

developed countries and in some less developed countries. 

It is important not forget about additional tuitions and fees related to textbooks and 

school needs. Moreover, the family pays even for any extra kind of academic success. 

Furthermore, the fact is that it is hard for poor families to deal with above 

mentioned financial limitations, but there are economic realities as well. There are 

quantities of children who have to leave school for earning money and bringing 

"welfare" to their families. Additionally, leaving schools because of poverty brings 

lengthening of child poverty and the potential to get decreased incomes. Going a little 

deep it is obvious that all these issues will make that children unable to change 

consequently will be hard, even impossible to improve quality of life.  

The conclusion is that poor education deepens poverty, while poverty in its turn 

limits access to education (again the cycle). 

Then we can look at poverty both as a cause and as an effect of insufficient access 

to completion of quality education. Basically, poverty reduction entails ensuring 

access to quality education. 

4. Education and development 

A huge amount of theoretical disputes in tackling poverty with a help of education in 

development and economic growth are concentrated on the productive part with the 

economic sense of education. There are a lot of researches, data and reports giving an 

idea that the level of population attending schools is corresponded with the level of 

economic development. 

It is important to remember that education raises awareness, consequently it makes 

a higher level of productivity realistic and, although it is expensive, however, it brings 

profits like it happens with any investment project. 

There exists a strong relationship that demonstrates that almost always in all 

societies there is a connection between given wage and the level of education of 

employees. This means, looking from angle of "normal" assumptions of markets and 

competitive goods that high level educated people more tend to demonstrate, on 

average, a higher level of productivity. Learning skills are some kinds of indicator for 

employers to estimate the employee’s potential productivity of. On the other hand, 

depending on age, people, whose education level is advanced, begins not only work at 

a higher level workplaces, but also their progress is much faster than that of with a 

low degree of education.  

Moreover, people with a medium level of education through their profile, as a rule 

get fairly constant earnings that remain the same throughout their life, besides in this 

case the limitation occurs and evolution cannot be spectacular. 

5. Education, poverty and social inclusion policies 

It is very crucial to understand that the governments all over the world play important 

role in combating poverty with a help of the economic and social policies that are 

incentives in development. The general framework of multidimensional action of the 
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process of social inclusion covers the steps for prevention and reducing of the risk of 

poverty and social exclusion. This action provides opportunities and the important 

resources for people and powerless groups to take part in economic life, social and 

cultural broaden of society and as well as in the decision-making processes that relate 

to life and their access to basic rights. 

The process of social inclusion consists of multi sided steps and measures. It is 

very common that in the solution against poverty and social exclusion essential role 

play economic growth and employment. However, it is important to remember that 

for reducing poverty there is need to set social policies, which will involve policies 

about directed education because education and training have a direct impact on what 

people are able to do or not. 

For creating social upward mobility education systems, both at the micro and 

macro-level, should play a central role. There is general believe that all types of 

education are crucial keys to break the horrible circle of intergenerational 

transmission of poverty. So, this area promises long term and reliable profit for 

rational investments. Therefore, in order to bring a secure start in life for children, 

particularly the pioneers, there is necessary to invest in education of children. Heading 

into consideration this statement, countries try to make education and training systems 

more involving at all levels and for all ages, no matter it is primary and secondary 

school levels, higher education or leisure training and education for adults. 

One of the basic pillars of the Europe 2020 strategy is the reducing the number of 

school students who leaves early. Consequently, if the quantity of students, leaving 

education early, drops by less than 10% by 2020, this would lead to reduction of 

poverty. 

 (Emerging Markets Queries in Finance and Business, Education and Poverty) 

 

Goal 4: Ensure inclusive and quality education for all and promote lifelong 

learning  

 

On September 25th 2015, 17 sustainable development goals were set in order to 

protect the planet, end poverty, and secure the success of all aspects a new sustainable 

development agenda. There is certain period of time that is 15 years for each goal to 

achieve specific targets. ‘’We are determined to end poverty and hunger, in all their 

http://www.un.org/sustainabledevelopment/education/
http://www.un.org/ga/search/view_doc.asp?symbol=A/RES/70/1&Lang=E
http://www.un.org/ga/search/view_doc.asp?symbol=A/RES/70/1&Lang=E
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forms and dimensions, and to ensure that all human beings can fulfil their potential in 

dignity and equality and in a healthy environment''.  

As it is seen from Sustainable Development Goals table the fourth goal is quality 

education. Thus, receiving a quality education is the basics to improve people’s living 

conditions, lives and sustainable development. Remarkable advancements have been 

done towards raising access of all levels to education and increasing enrolment 

indexes in schools, especially taking into considerations women and girls. 

Fundamental literacy skills have made enormously batter, while there is need of brave 

steps to make even greater progress for reaching universal education goals. For 

instance, the world has already reached for the level, where there is equality in 

primary education between girls and boys; however, not a lot of countries have 

achieved that target for all educational levels.  

Here are some facts about nowadays educational awareness.   

 In spite of the fact that the involvement in primary education in developing 

countries has achieved 91 per cent, there is still 57 million children remain out 

of school. 

 More than 1/2 of children that have not included in school live in sub-Saharan 

Africa. 

 An estimated half of out-of-school children of primary school age live in such 

parts of the world where exist different conflicts. 

 The number of youth worldwide who lack basic literacy skills is 103 million, 

moreover over 3/5 of them are women. 

Why does education matter? Education is the central pillar that will make many 

other Sustainable Development Goals (SDGs) take place. Quality educated people are 

more tend to break and get out of the poverty cycle. In addition to this, education 

helps to decrease inequalities and to reach for gender equality. It also secures people 

everywhere create more healthy and sustainable lives. Additionally, education is also 

important to define tolerance between people and promote to more peaceful societies. 

(https://www.modernghana.com/news/711278/government-must-have-a-radical-plan-

of-eradicating-poverty-f.html ) 

6. Sustainable Solutions 

 

 

http://www.un.org/sustainabledevelopment/education/
http://www.un.org/sustainabledevelopment/education/
http://www.un.org/sustainabledevelopment/education/
http://www.un.org/sustainabledevelopment/education/
http://www.un.org/sustainabledevelopment/education/
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What can we do?  

 Firstly, governments need to place education as a priority in both policy and 

practice. 

 Secondly, lobby our governments to make firm commitments to provide free 

primary school education to all, involving powerless or isolated groups.  

 Besides, attacked the private sector to invest resources in the development of 

educational tools and facilities by providing sustainable programmes. 

 NGO
1
s by partnering with a lot of youth and other organizations can succeed 

to aware the importance of education within local communities. 

 The educated girls  and women impact the rest of the societies where these 

girls and women live. Level of education is highly linked to the age at which 

women marry and have children, to their health and diseases, to their 

economic opportunities, to their social position, and to their general future 

wellbeing. So, by educating girls and women the country can decrease 

poverty, particularly in developing nations, where the issue has high indexes. 

What School Can Do?  

Before poverty is colossally decreased or eliminated, school should defend children 

against the effects of poverty. This can be done by providing health care, nutrition, a 

clean environment, and books. In practice, this means programmes that will be able to 

give continued and spent support with a face of raised school nursing care, 

free/reduced meal programs, and, definitely, updated school and classroom libraries.  

The drastic impact of providing access to books. The recent study proofs that 

increasing access to books helps students enormously, moreover, it can even reduce 

the causes of poverty on school achievement and literacy development. This 

conclusion comes from four recent studies.  

Evans, Kelley, Sikora and Treiman (2010). In 27 countries were made a study of 

about 70,000 15-year olds, Evans, Kelley, Sikora and Treiman (2010) gave 

information that controlling for parental education, fathers' occupation, and social 

class, young people, who have access over 500 books at their homes, stay in school 

three years longer than children in bookless homes. Interestingly, the finding shows 

that the result of parental education was about the same as the result of books in the 

home, twice as powerful as the effect of father's occupation, and stronger than the 

result of standard of living, measured by gross domestic or product the GDP. In brief, 

access to books has its impact on education success, and that is equal or even stronger 

than economic factors.  

(http://www.sdkrashen.com/content/articles/protecting_students.pdf) 

7. Access to social protection minimum floor Concept 

Social protection floors are the basics need that every country fixes for its population 

at the national level. This includes minimum, guaranties of access to necessary health 

care, education and a basic income that allows people to reach for first crucial goods 

                                                 
1  NGO-non-governmental organization 

http://borgenproject.org/empowering-education-girls-learn-international/
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and services during whole lifetime. Moreover, the other aim of Social protection floor 

is preventing and reducing poverty rates. National social protection floors should 

include the following aspects (as minimum): 

 Availability of necessary health care, as well as pregnancy care 

 Education  

 Income for children with face of nutrition, education and basic goods and 

services they need 

 Income for people with physical disabilities, unemployment and so on 

 Older people also need income 

These are that basics that a country should provide to its residents need to fix in 

national laws and regulations. (International labor organization) 

It is right that in real life it is hard for many countries to achieve such results, in 

spite of the fact that this is only the lowest/basic level. Sometimes the countries that 

have problem of providing such necessary things for their population rely on the help 

of other countries, without thinking that they need to solve situation by themselves, by 

changing bad habits and so on. 

Conclusion 

Generally, there are numerous factors that causes poverty, however, there are also a 

lot of sustainable solutions, such as creating more jobs, improving microfinance 

(supply of loans, savings, and other basic financial services to the poor), government 

transparency (by reducing corruption in government), deal with national debt 

rationally, health, clean water, nutrition and sanitation access to all people worldwide 

and so on. As it is seen from this report, the central role plays the education, trainings, 

awareness and promotion of people. Moreover, education is some kind of connector 

for these solutions. To be educated means that someone is ready to fights against 

issues, challenges in life, and poverty is one of the essential challenges of the world. 

Additionally, nowadays, in globalization level, it is very important for all countries to 

be competitive and in order to reach for competitiveness a country need qualified and 

competent workers, professionals and experts who, at their turn, have high level 

education. Moreover, in order to cooperate with different countries for integrating 

new methods against poverty, to get donations or other things like this, a country need 

again educated people. Therefore, our opinion is that the real thing that has huge 

potential to overcome poverty is education. Additionally, countries with such concern 

need not only money or food but specialists for teaching people, for giving proper 

knowledge. It is true that in every country and every nation there are educated people 

who get education in abroad, but the quantity of such people are not enough to 

educate the whole country.  

Our conclusion is that there are a lot of causes of poverty. They are both external 

and internal causes, besides, both man-made and natural. Reality is that there is no 

single cause of poverty, there is no single solution of it. Nonetheless, 

understanding(with help of education) the ways that complex forces interact with each 

other to create and maintain the conditions of widespread global poverty is an 

http://borgenproject.org/global-poverty-u-s-jobs/
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important first step in formulating comprehensive and effective responses to tackle 

the issue of poverty around the world. 
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At the time of dashing globalization, competition struggles do not concern only 

economic entities. Regions also compete for their position against the background of 

competition. They are expanding their tourism potential, implementing facilities for 

investors and trying to ensure high quality of life, security and access to culture for 

their inhabitants. Territorial marketing tools are increasingly being used by territorial 

units. Territorial marketing is defined as an integrated set of instruments and actions 

designed to increase the competitive capacity of a segregated, developed space.
1
 

One of the most important challenges to overcome regarding this activity has been 

the effectiveness of communication with the environment aimed at building a place 

brand. These actions are called place branding
2
. Place branding can be defined as the 

process employed by public administrations to intend to create place brands, networks 

of associations in the target groups’ minds “based on the visual, verbal, and 

behavioural expression of a place, which is embodied through the goals, 

communication, values, and the general culture of interested parties, and the overall 

place design”.
3
 Place branding can include place branding of a country, region or 

city.
4
 The city brand is defined as a general image and a set of associations (functional 

and non-functional) linked to it. Everything is based on the visual, verbal and 

behavioural expression of a given facility and it’s related to its purposes, 

communication, values and culture of interested parties.
5
  

Branding means deliberate action which is taken to improve or change the image.
6
 

Such actions include design activities, planning and communicating brand identity in 
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order to build and manage its image.
7
 Local government should adjust the form and 

content to specificities of different target groups. Regions which are characterized by 

high recognition and positive associations by tourists and investors are more likely to 

gain a better chance for economic development. 

Diagnosis of actual and current associations in target groups should be the starting 

point for planning future image impacting activities. The purpose of this article is to 

draw the attention to the need to consistently build a place brand as an intangible asset 

that influences the region's economic position and to present the results of research on 

the perception of Rzeszow as a brand. The empirical data presented in this article are 

based on studies/survey conducted in November / December 2016. The scope of the 

subject concerned the image of Rzeszow as a city and a place brand. The 

questionnaire survey followed the quantitative method of selection of the data sample 

in which the following control characteristics were taken into account: sex, age and 

place of residence. Thanks to that, the research sample retains the structure of the 

respondents reflecting the population surveyed by the inhabitants of Rzeszow and 

visitors to the city and living permanently outside its borders. 607 people participated 

in the study. Interviews with respondents were conducted by students of the Faculty 

of Economics of the University of Rzeszow as part of a project run by students 

scientific association the Koło Naukowe Liderzy Biznesu under a substantive 

supervision of Ph.D. Grzegorz Hajduk from Faculty of Marketing and 

Entrepreneurship at the University of Rzeszow. 

The significance of place branding in building the position of a region 

According to of K.L. Keller brand is the capital of the company, person or region 

which determines the potential. Building a brand is a multi-step process that requires 

work and continuous operation in every implementation phase.
8
 The basic condition 

for creating an effective branding strategy for a place is pertinent analysis of the 

current perception of the city and the determinants that impact an image in the minds 

of the recipients. From the perspective of the recipient of the place, a brand is a set of 

associations, feelings and memories of the region. They arise as a result of personal 

experiences, information raised from others and through a variety of media and 

communication channels. This image is invoked at the time of deciding on the choice 

of destination, place of investment or residence. A brand is an important tool that 

determines the success of the region's development strategy. Regions change and 

open up to new challenges sometimes, but the in minds of recipients an out-of-date 

image remains. This can be a barrier to the implementation of the development 

strategy. Modernization of infrastructure, new investments, implementation of 

facilities for investors and residents should be connected with marketing 

communications. Its purpose is to provide information on the current situation and 

developing the place brand equity. A shift in attitudes and beliefs or brand 

                                                 
7  Anholt, Simon, 2007, Tożsamość konkurencyjna. Nowe spojrzenie na markę, Warszawa, Instytut 

Marki Polskiej, p. 11 
8  Keller, Kevin L., 2011, Strategiczne zarządzanie marką. Kapitał marki – budowanie, mierzenie i 

zarządzanie, Warszawa, Oficyna a Wolters Kluwer business, p. 54. 
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repositioning in the minds of the audiences is a long-term process. It requires 

understanding the underlying mechanisms of an image. It is important that the local 

authorities should be aware of the processes creating a brand. The main criteria for its 

effectiveness are: determining strategic communication goals, identifying target 

groups, selecting the right channels for communication with them, selecting the 

original key messages on which communication is based, observing the principles of 

visual identification, and providing regular and consistent delivery of regional 

information to the target groups. The expected effect is to build a positive, 

unforgettable brand image of the place in the minds of consumers which will have an 

impact on the decision to visit the region for tourism, settle in or invest here. 

Rzeszow as a City Brand 

The individual regions differ essentially in their culture, values, potential or landscape 

values. The city of Rzeszow, located in the south-eastern Poland, in the region of the 

Karpaty, about 100 km from border Ukraine and Slovakia. At present, in Rzeszow 

live 188 606 inhabitants for permanent and temporary residence on an area of about 

120.4 km2. The city is the centre of the Rzeszow Functional Area (ROF), inhabited 

by about 356 000 inhabitants. Rzeszow is the capital of Subcarpathian Province, 

which for years has been recognized as one of the least developed regions in Poland, 

associated with high levels of unemployment,  lag in development and geographical 

disadvantage. For this reason, Rzeszow was ignored and underestimated as a place to 

live and conduct business or visit for touristic purposes. At present, the city has 

managed to build an image of a modern, innovative, dynamically developing centre. 

This required overcoming numerous limitations and unfavourable stereotypes.  

The good management of the city's potential combined with effective promotion of 

the region has brought positive results. Rzeszow and Podkarpacie have ceased to be 

anonymous to investors and are now associated with dynamic economic growth. 

Successfully implemented investments attract new capital and maintain high growth 

rates. In the city budget approved for 2017, 30% of expenditures will be allocated to 

investments, which amounts to approximately 401 million PLN
9
. Dynamic industries 

such as aviation and IT are developing rapidly. According to the report of the 

Schuman Foundation in Rzeszow, the city presents the second in Europe demand for 

IT specialist.
10

 The International Airport is also a great asset. In its neighborhood, 

there is an economic zone, in which the Science and Technology Park is located as 

well as numerous production companies, not only in the aviation industry. New jobs 

are constantly being created in Rzeszow and the city is becoming more and more 

attractive as a place to live and rest. The strategy of building a city brand is 

subordinated to the slogan "the capital of innovation". The purpose of marketing 

communications is to provide information on innovative measures in the city.  

Changes in the urban environment are relatively easy to demonstrate as the city's 

asset. Both the inhabitants and guests can easily notice them. Reaching non-urban 

                                                 
9  www.rzeszow.pl, DOA July 31, 2017 
10  http://europolis.schuman.pl, DOA July 31, 2017 
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customers requires resorting to public relations, advertising, product placement or 

social media marketing. Information about Rzeszow very frequently appears in 

national media, both in news and entertainment programs. The city is present at 

various Fair Exhibitions and its representatives travel and participate in meetings at an 

international level. The city and region ads can be found on Ryanair airplanes. Apart 

from that, the city is active in social media and the profiles devoted to it are very 

popular. More difficult to present to the mass customers is the information about 

innovations taking place inside companies, universities and institutions operating in 

the city. Providing information on new investments, achievements and successes 

require open communication with the environment. An additional difficulty is that 

such messages are not "media-friendly". The effectiveness of their delivery depends 

on such aspects as content, selection of choice and form of channels of 

communication, as well.  

Regions are less and less advertised in traditional media such as atlases, guides and 

maps. Internet advertising and other social media marketing activities are increasingly 

more widespread. Public social media sites on Facebook or Instagram have become 

very popular. Modern communication channels allow you to quickly and easily 

interact with many recipients, thereby increasing the effectiveness of marketing 

communications. 

Perception of Rzeszow as a brand - research results 

The image of the city is a resultant assessment many points of city operation. To 

identify the respondents' opinions about the city, they were asked to evaluate 16 

deliberately chosen features. The respondents were provided with a 5-level, bipolar 

serial scale (from "definitely not" to "definitely yes"). The overall response 

decomposition after averaging is shown in the chart below (graph 1). 

 
Graph 1. Evaluation of some aspects of the functioning of the city of Rzeszow into 

account the opinion of residents and people from outside the city 
Source: own study based on research. 
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Rzeszow is seen by most respondents as a city: developing well, clean, with 

scientific potential and last but not least, safe. Among the lower evaluated aspects of 

the city's functioning were the tolerance of its inhabitants, the number of sports 

events, the historical heritage and the location of Rzeszow. The congestion of the city 

was assessed at the lowest level. The opinions of the visitors were not significantly 

different from those of the inhabitants of Rzeszow. Condition and functioning of the 

city depend on the activities of the various institutions operating in its territory and its 

representation. Evaluations of the impact of the institutions, organizations and 

activities undertaken by the city on the condition and image of the city itself were 

made, taking into account the diagnosis of the current situation and the predictions of 

the future. Respondents were able to indicate a maximum of 3 responses to the 

proposed areas (graph 2.) 

 
Graph 2. Institutions and organizations that affect the status and image of Rzeszow 

Source: own study based on research. 

The most frequently mentioned institutions influencing the condition and image of 

the city were Rzeszow’s universities. Rzeszow is a city presenting a high ratio of 

students to the total number of inhabitants. In 2016, the total number of students in the 

city was in the vicinity of 44,000.
11

 The airport, shopping centres and local business 

followed closely in the ranking. The next places included activities of business and 

economic organizations and local administration. The lowest among the proposed 

variables was the influence of church, schools, foreign cooperation and non-profit 

organizations. 

                                                 
11  http://rzeszow.stat.gov.pl/vademecum/vademecum_podkarpackie/portrety_miast/miasto_rzeszow.pdf, 

DOA July 31, 2017 
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Graph 3.  Institutions and organizations that will affect the status and image of 

Rzeszow in the future 
Source: own study based on research. 

In the future, the role of enterprises and business and business organizations is 

expected to increase. Respondents also rely on the development of international 

cooperation as a development opportunity for Rzeszow. At the same time, they expect 

to reduce the important role of universities, airports and numerous shopping malls. 

Research participants also assessed the importance of different social groups in terms 

of their impact on urban development. Respondents were able to indicate a maximum 

of 3 responses to the proposed groups (Graph 4). 

 
Graph 4.  Social groups that affect the development of Rzeszow 

Source: own study based on research. 

According to respondents, students of local universities have the greatest influence 

on the development of Rzeszow. The next most influential groups were those of 

investors and entrepreneurs. The high rank of the last two answers is a testimony to 
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the high expectations of the general business as a condition for the development of the 

city. Less important for Rzeszow are tourists surveyed, who are usually identified 

with the development of cities. The tourist potential of the city, although still being 

developed, is smaller in relation to nearby cities such as Cracow. 

Investors are a very important group determining the economic development of the 

region. City government treats this group as a priority and tries to facilitate their 

activities. Thanks to that, the city is commonly referred by an investor as friendly 

space (graph 5.). 

 
Graph 5. The assessment of investment attractiveness of Rzeszow 

Source: own study based on research. 

According to 4 out of 5 respondents, Rzeszow is an attractive city for investors. 

Such a high percentage of people positively assessed the city's development potential 

as a result of the observation of implemented and ongoing infrastructural, residential 

construction and industrial projects in the city. 

Conclusions  

The example of Rzeszow shows that within a dozen or so years it was possible to 

change the image of the city from a commercially lagging to dynamically developing 

and innovative. This is primarily a result of realized investments and modernization of 

the urban space, however, communication activities, conducted in parallel, were 

equally important . Opening up communication with different target groups and the 

effort to systematically communicate the following changes, produce positive results 

and contribute to building a strong place brand. 

Thanks to the implementation of the brand strategy for Rzeszow, we managed to 

build a clear and positive image of the friendly city to both citizens and the investors. 

The survey shows a generally positive image of the city both from the perspective of 

its residents and also visitors. In general reception, Rzeszow is a well-cared-for city 

with development potential, predominantly in the range of economy, business and 

Very 
attractive; 

34,5%

Attractive; 
44,7%

Avarage 
attractive; 

17,0%

Rather 
unattractive; 

3,5%

Definitely 
unattractive; 

0,3%



K. MICHALCEWICZ et al, 7th International Conference of ASECU Youth (2017) 512-519 

519 

science. This represents a good prognosis for the future economic development of the 

city. 

Summary 

The article highlighted the role of place branding in the development of territorial 

units. The specificity of the process of building the brand value of the city and the 

basic concepts related to this issue were presented. The obtained results are an 

important element of the diagnosis of the current position of the city and the identity 

of the Rzeszow brand. They can be used to assess the effectiveness of the actions 

taken by the city as part of the implementation of the Rzeszow brand strategy and as 

guidelines for correcting or formulating new strategic objectives. 

Bibliography 

1. Anholt, Simon, 2007, Tożsamość konkurencyjna. Nowe spojrzenie na markę, 

Warszawa, Instytut Marki Polskiej, p. 11 

2. Baker, Brian, 2012, Destination Branding for Small Cities, Portland, Creative 

Leap Books, p. 18 

3. Govers, Robert, 2009, Place Branding: Glocal, Virtual and Physical Identities, 

Imagined and experienced, New York, Palgrave Macmilan, 

4. Lucarelli, Andrea and Berg, Per-Olof. 2011,City branding: a state-of-the-art 

review of the research domain, ,Journal of Place Management and Development, 

, p. 9 – 27 

5. Keller, Kevin L., 2011, Strategiczne zarządzanie marką. Kapitał marki – 

budowanie, mierzenie i zarządzanie, Warszawa, Oficyna a Wolters Kluwer 

business, p. 54. 

6. Nawrocka, Elżbieta, 1998 Pojęcie i istota strategii marketingowej. W: 

Marketingowa strategia rozwoju przestrzeni, Wrocław: Wydawnictwo Akademii 

Ekonomicznej im. Oskara Langego we Wrocławiu, p. 18. 

7. Zenker, Sebastian, 2011, How to catch a city? The concept and measurement of 

place brands, Journal of Place Management and Development, p. 40–52 

Netnography 

1. europolis.schuman.pl, DOA July 31, 2017 

2. www.rzeszow.pl, DOA July 31, 2017 

3. rzeszow.stat.gov.pl/vademecum/vademecum_podkarpackie/portrety_miast/mi

asto_rzeszow.pdf, DOA July 31, 2017 

 

 



             7th International Conference of ASECU Youth (2017)        

 

The Role of Civil Society Organizations in Solving 

Socio-Economic Problems of the Society 
(Sharing Experiences of Student Club of Anadolu University) 

Ebru ALACA
*
, Şafak USLUOĞLU, Özlem ÖZER  

Anadolu University, Turkey 
 

Abstract 

Today, people live in bad conditions, receive not a good education and they are 

malnourishing. A great deal of institutions and organizations, nongovernmental 

organizations (civil society organizations) endeavor to meet the needs of 

disadvantageous groups by carrying out social responsibility projects. 

What are these social responsibility projects? How can these projects be 

carried out? What are the contributions of organizations and institutions to the 

realization of these projects? What are the contributions of several responsibility 

projects to the welfare of the society? What are their roles in the society? What 

are the limitations? How can civil society organizations fill these inadequacies? 

The aim of this paper is to search for possible answers to the listed questions 

above by the help of experiences gained in the student voluntary club named 

“Voluntary Social Services Club” of Anadolu University. 

 

Keywords: Civil Society Organizations; Social capital; Social responsibility 

projects 

JEL Nr.: M14 
 
 

Introduction 

Today, the importance of social responsibility increasingly continues. The influence 

of the people who have difficulty in adapting to the changing conditions of our 

country can not be denied in this situation. Throughout our history we have been 

through hard times and we continue to deal with those difficult times. For this reason, 

we are aware of how important it is to help each other. 

While these aids have long been limited to food and clothing, various voluntary 

organizations now offer a more professional and comprehensive volunteer service. 

This ensures the quality, diversity and continuity of the service. 

The volunteer staff has a great effect on the effectiveness of a volunteer 

organization. In the results of the surveys conducted, we see the proportion of 

participants who volunteered in the past year, different reflections of the reasons for 

participation and the contribution of these experiences to them. The surveys also show 

the reasons why the participants didn’t volunteer in an organization. These reasons 

not only show us the various limitations of the voluntary organizations but also 

provide some clues to develop voluntary organizations. 
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In addition to these organizations, volunteer communities of universities continue 

to work within the scope of their own schools with various social responsibility 

projects. Anadolu University Voluntary Social Services Club, with its gigantic staff 

consisting of approximately 600 volunteers, continues its existence among these 

communities with the 8 projects effectively. 

1.  What is social responsibility? 

Social responsibility term that is always mentioned in the projects of state and civil 

society organizations is a step which is taken for the future generations. The term 

“responsibility” is used to define the duties which one needs to fulfill for himself and 

the other people. This term already contains social responsibility. Likewise, being 

responsible means one carries out some duties for the sake of other people as if they 

are his own duties. While there is a "necessity" situation in the definition of 

responsibility in general, this kind of obligation can not be mentioned as social 

responsibility mostly covers action which is done in the name of "society and 

humanity". 

Social responsibility, a very broad concept, is that all organizations in the society 

work collectively for the "common living ideals" and that they develop projects which 

serve this purpose. 

All the actions to ensure that problems that are likely to exist in the future or exist 

today, but which will prevent the problems that will affect more and more people by 

increasing the effects in the future, the development of projects to prevent them and 

all actions to raise people's consciousness is a part of social responsibility. As actions 

are more effective when done in unity, social responsibility must be taken care of by 

every segment of society as a whole. Health, environment, and education” triangle are 

basic principles of social responsibility. The main objectives of social responsibility 

are; The development of health services, the availability of education by everyone and 

the improvement of quality, the protection of the environment and the creation of 

environmental awareness. 

Society’s coming together to "create solutions in a harmonious manner" means that 

the projects of social responsibility reach success. All projects developed to ensure 

social justice are also part of social responsibility. Thinking about people's interests, 

not only their own interests, but society and the interests of mankind will show that 

there is a sense of social responsibility. 

2. Who is the volunteer? 

Volunteering is defined as the support to the actions of civil society organizations or a 

social initiative willingly to increase the quality of life of the individuals’ except his 

family or relatives without any expectation of financial reward or of an interest. 

Volunteerism is such a terminological word that unfortunately neither definition can 

be done correctly, nor can it be perceived in the same way by everyone. Let's start 

with the definition of Turkish Language Institution: Taking a responsibility willingly 

while there is no obligation. Let’s look at the other meanings of volunteerism in 
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different languages: “Volunteer” in English is same as “freiwiligendienst” in German 

and “fuad” in Arabic. The root of the "volunteer" word in English comes from the 

word "will", ie, "willingness". We can say that volunteerism is a situation of 

willingness for English. Volunteerism in German is more complicated because it 

consists of three words, “frei-willigen-dienst”. In English, “Frei” means free, 

“willigen” means willingness, and “dienst” means service. It means a service with no 

charge. In Arabic, “fuad” which means volunteerism has a deeper meaning. It means 

“heartsick”. It is more impressive, isn’t it? 

Volunteering addresses the abstract part rather than the concrete part of the person. 

However, its equivalent in Western languages is a shallower term like a free time 

activity and willingness. Nevertheless, in Turkish there are many proverbs and idioms 

about volunteerism and they have a great importance in Turkish culture. Volunteerism 

requires continuity and sustainability. Volunteerism is just believing in oneself 

ignoring today's jargons and ideologies that is, all-ism. Volunteerism is keeping away 

from narrow-mindedness, bigotry, and blimpishness. 

3. Volunteerism in Turkey 

8 Important Volunteer Institutions in Turkey 

LÖSEV 

Founded in 1998, LÖSEV is a supportive organization for children with leukemia. 

TEGV 

TEGV gives educational support and personal development and self-expression 

ability to the children in primary and secondary school age who are the guarantees of 

our future. 

TOG 

TOG was founded in 2002, aiming to improve young people's participation in social 

responsibility projects and to carry out studies on issues such as human rights and 

education. 

TEMA 

TEMA, established in 1992, is an occasion to protect nature against the danger of 

erosion, deforestation and desertification. 

AIESEC TURKEY 

AIESEC, founded in 1948 by European students to contribute to world peace after 

World War II, is an international platform where young people can explore and develop 

their own potential. 

GREENPEACE TURKEY 

Greenpeace is an independent global organization dedicated to protecting the 

environment and promoting peace. 

AMNESTY INTERNATIONAL 

Amnesty International is an international non-governmental organization committed 

to advocating and promoting any human right as determined by the Universal 
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Declaration of Human Rights and other international standards. 

MAKE A WISH TURKEY 

The basic aim of the association is to fulfill the wishes of children who have suffered 

a life- threatening illness in order to strengthen the feelings of hope, strength and joy 

of the people around Turkey. 

 

Besides these CCOs, university volunteer communities are also included. 

We, as Anadolu University Volunteer Community Services Club, are among these 

communities. Our mission is to spread awareness of social responsibility and social 

responsibility. Nursing Home Visits, Society for the Protection of Children Visits, 

LÖSEV Campus, A Library for Every School, Preschool for the Future, A Hope for 

Every Child, Children's Festival, Make a Wish are among the projects we are 

conducting 

 

 

 
According to TEGV's "Volunteering in Turkish Youth and Social Capital" final 

report, only 5 percent of the young people aged 18- 35 living in urban areas in Turkey 

stated that they have worked in a job that is beneficial to other people in the past year. 

The fact that 95 percent of the population is away from voluntary activities 

determines the main problem of the research work. 
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When the relationship between the main demographic variables and participation 

in volunteer activities is examined, some hints are obtained which can be used for 

detailed multivariate analysis. 

As you can see in the graphic above men are more volunteer than women and 

higher educated participants are more volunteer than low educated ones. On the other 

hand, it is worth emphasizing that volunteer activity among housewives / daughters is 

rarely encountered. TEGV, Turkish Institution for Public Education and Spreading 

Kemalism, Reading Hall, Disability Associations, some professional organizations, 

and Eğitim-SEN participants are volunteers. 

As you can see, volunteering activities are almost entirely carried out under the 

roof of an institution, and more than half of these institutions operate in the field of 

education. Culture- art, environment and health are some of the more prominent 

institutions, but the differences are low. The duration of voluntary activities is about 2 

years on average and often less than 3 years. 

 
We can not say that all volunteers have similar behaviors in terms of the amount of 

time spent on volunteer activities in a week. While approximately 50% of the 



E. ALACA, Ş. USLUOĞLU, Ö. ÖZER, 7th International Conference of ASECU Youth (2017) 520-528 

525 

participants devote at most 3 hours per week to volunteering activities, there is a 40 

percent quantile that indicates that it is more than one or two hours a day. 

 

When asked for the participants what kind of benefits a person would have in 

volunteering in the research study, the first place was "the satisfaction given by 

helping people. At the lowest level - however, with a percentage close to 80 percent – 

getting a job and gaining experience seems to be perceived as a relative insignificant 

gain of volunteering. The most important difference between those who do volunteer 

activities and those who do not, is to meet new people. While 94 per cent of volunteer 

activists consider it as a significant achievement of voluntary activity, among those 

who do not voluntarily participate, the percentage of those who agree with this view 

remains at 88 percent. 

4. How are these projects carried out? 

Nursing Home Visits 

We visit nursing homes every weekend in the scope of our Nursing Home Visits 

project and spend time chatting with nursing home residents. Besides, we plan 

different activities so we plan to make them participate in social life. 

A Hope for Every Child 

We visit the children who stay in hospital, Osmangazi University Pediatric 

Hematology and Oncology Unit and we aim to cheer them up and give them moral 

support. We organize visits on weekends and plan to watching cartoons and book 

reading activities on every visit with a toy and stationery that has a big role in child 

development. 
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Preschool for the Future 

We give material support to the kindergartens in disadvantaged areas within the scope 

of our Preschool for the Future project. These materials are provided by our members 

from both their own handmade objects and materials from sponsors. Our goal in this 

project is to provide maternal support to the kindergarten and to improve the physical 

conditions and make it suitable for education. 

A Library for Every School 

We give material support (bookcases, books, bookmarkers, tables, chairs, stationery 

equipment etc.) to libraries in schools that do not have a library or are insufficient in 

content within the scope of Our A Library for Every School Project. We also send 

books upon request. The books we send are collected with the support of our 

members, colleagues and students. 

Make a Wish 

“Within our "Make a Wish" project, we try to do something good for the children who 

have a risk of death from 3 to 18 years with the support of the "Make a Wish Turkey" 

association. We learn their wishes and try make their wishes come true. This process 

is carried out by trained club members. 

Children’ Festival 

As part of the "Children's Festival" project, we spend a day full of activities such as 

workshops, various dances, games, contests and rhythm work with children living in 

villages in Eskişehir and having difficulty in education in villages. 

 

The most important differences between volunteering and non-volunteering 

activities are the answers to the question "What should a person need to have in order 

to be volunteer?" First of all, both volunteers and others agree that they need to have 

enough time and need to identify the institutions they can volunteer for. However, the 
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people who did not take part in volunteer works in the last year believe that the 

fundamentals below are necessary to be a volunteer: 

- Financial possibilities to maintain life (% 93); 

- Education to be involved in volunteer works (% 80); 

- Institutions hereabouts (% 77); 

- Great circle of friends (% 77) 

It is clear that this difference constitutes an important distinction on the subject of 

volunteerism. 

5. What are the contributions of volunteerism to community? 

Participation in voluntary activities is very influential on the individual's personal 

development. People who actively participate in volunteer activities become more 

tolerant, more respectful to democratic values, more self-reliant, and active in social 

activities. 

6. What are the limitations? 

The participant who said that they did not volunteer during the last one year was 

asked why they did not volunteer. The most important reason mentioned above is the 

absence of time as shown in the graphic above. While 70 per cent of the participants 

say that they can not allocate a regular time, two-thirds of the participants also say 

that there is no time. 66 percent of the reasons for not volunteering are explained by 

the lack of financial means.  There are also some institutional reasons. While it is 

about 40 percent of not knowing the right institution and not trusting the institutions, 

we can add that this group might be "I had a bad experience before". Finally, there is 
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also a significant segment of the three-way union that says that they do not believe 

that their activities provide a meaningful result. 
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Abstract 

Nowadays issue of imigrants is very common in media all around the world. 

Large influence of muslims to Europe make very seriously problem and is 

dengerous to our culture and socialpeace. But how it looks on economics field? 

In my publication I am going to answer that and similar question like: Are 

Muslims peopl egive us chance to improve ours business enterprises? Are they 

will be better workers than we? And finalny: Can they contribute to the 

development of Europe? To answer that question I have analyzed they culture of 

work, they technics of leading business and they successes in the international 

arena. What’s more I ask other peoplel ike businessman, students etc. to realese 

their opinion about that issue. Finally, I will present a comparison of the 

opinions of people with previously analyzed data. 

 

Keywords:  Immigrants, muslim, business, improve, successes 

 

 

INTRODUCTION 

In my article I will try to solve a very serious problem. The problem is the 

misconception of Europeans about Muslims, specially in business field. Their culture 

of work and running enterprises is not generally known by people in Europe. We 

usually think that they are hostile towards the followers of other religions, because we 

associate them with jihad. I have analyzed a lot of data and information regarding the 

business activities of the Muslims and I must say that our look on them are seriously 

wrong. Perhaps, we should even be inspired by their actions. In the rest of this article 

I will examine in depth the advantages and disadvantages of Muslim business in 

Europe. 

HISTORY OF ISLAM 

Firstly, a brief history of Islam. The founder of Islam is the Muhammad, the 

messenger of the god - Allah. The beginning dates is about 633, when the Koran was 

written. The religious and legal doctrine of Islam is based on the Judaic tradition, 

elements of the religion of the Ancient East, primarily primitive Islam, Hellenistic 

philosophy, Christianity, and neo-platonism. The main assumptions of Islam are 

contained in the Koran and tradition ("sunna", "hadith"). There is no dogma and 

mystery in it. Initially, Islam was the national religion of the Arabs. Over time, it 

evolved and became absorbed by the Persian and Turkish communities and reached 
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Spain, India and China. In the period from the 8th to the 10th centuries, classical 

Islamic ethical and legal systems were established, and from the 9th century the 

Islamic philosophical and religious thought began to develop. In Islam, there have 

been various shifts.1 Despite the apparent disruption, modern Islam displays unity 

especially in the field of law. Islam has developed its own culture, its manifestations 

include, among others, the gardens of Islam. The basis of Islamic doctrine is faith in 

the one God of Allah, trust in the Qur'an and tradition. Man is the creature and servant 

of Allah. He is endowed with free will, he deserves his conduct for salvation and a 

stay in paradise or for eternal damnation.2 So as we can see, Islam is no different in its 

main assumptions from Catholicism. In both religions the basis of life in society is to 

be good.  

ECONOMIC SIDE OF MIGRATION  

The topic of the influx of immigrants to the European Union over the past weeks does 

not go down from the headlines of the first pages of the newspapers. Public opinion 

on this issue remains highly fragmented. Some members of the public are afraid of the 

invasion of foreign culture, referring to its hostile attitude to western values, while the 

rest of the population positively assesses the influx of immigrants by seeing 

opportunities for further development of the European community within the 

framework of multiculturalism. In the same way, the views of political parties are 

shared, where the more conservative are opposed to accepting immigrants, while the 

left parties present an entirely different. Leaving aside social considerations on the 

influx of immigrants, let's focus on the potential economic impact of this phenomenon 

on the euro zone and on our country (Poland). For several years now there has been 

talk of a huge demographic problem in Europe, where aging society creates a growing 

number of potential problems in the future. Unfortunately, our country is at the 

forefront of the ranking of the fastest growing populations across the European Union, 

thus increasing future budget burdens resulting from the need to provide care for 

people of post-working age. According to Eurostat forecasts, Poland is expected to 

face one of the biggest falls in the population - from 38.2 million to 32.6 million in 

2060 and one of the deepest job cuts by 2060 - by 36 percent. Hence, in the 

immigrants, some commentators see the chances of saving European demography, 

which, despite subsequent aid reforms, does not outweigh the downturn. Most of the 

incoming population is either low educated or uneducated - it can be said that a 

qualified migrant worker is an exception to the rule. The low economic quality of the 

incoming population is therefore a serious problem for European governments, as 

immigrants can only deal with the simplest of activities, often heading towards the 

"black market”. Receiving of immigrants is also associated with enormous costs for 

the budgets of individual European economies. The calculations made by Mizuho, a 

Japanese economist, show that for the next two years the government in Berlin may 

                                                 
1  http://www.bryk.pl/wypracowania/historia/sredniowiecze/4857-

powstanie_i_rozw%C3%B3j_religii_muzu%C5%82ma%C5%84skiej_islamu.html 
2  https://pl.wikipedia.org/wiki/Islam 
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need an additional 25 billion € for immigration.3 A refugee or economic immigrant? 

This is another dispute going on in the public discourse. Providing assistance to 

Syrian civilians fleeing civil war is understandable - it is a humane attitude to be 

praised and cultivated. However, recent figures from Eurostat show that among the 

incoming migrants, only one in five is a Syrian citizen fleeing a devastating armed 

conflict, while the rest are people from other countries such as Albania, Eritrea, Iraq 

and Nigeria, those who try to take advantage of the opportunities of social support 

from European countries, to improve living conditions.4 

RELIGION AND BUSINESS  

How do religious principles affect business? One of the most important things in 

business is building trust. One way to build such trust is to base the development of 

companies on the principles of religion - Christianity, Islam, Judaism and Buddhism. 

The Jews assure that for them money is not only material but primarily spiritual 

because it is earned through trust between business partners. To this day, the 

presidents of big world companies studying at the Spanish business school IESE of 

Navarra University discuss the case of Ryanair and its competition with British 

Airways. Ryanair was on the verge of bankruptcy, and BA's influence on the British 

government could have destroyed the Irish micro. Ryanair had two planes then. BA 

did not do that, probably ignoring the competitor, not for ethical reasons. Today 

neither Ryanair nor British Airways are among the "ethical" companies. There are 

fuel BP and Royal Dutch Shell, HSBC, Swiss Nestle, GlaxoSmithKline and 

Vodafone. In the selection of companies making up the Christian stock exchange 

index, representatives of the Vatican were involved, and before the work began, 

"L'Osservatore Romano" did not conceal that the Christian world would use 

something like the Islamic Sharia. The list does not include any alcohol-producing 

company, publishing pornography, earning on gambling or producing contraceptives. 

There are more than 30 banks operating under the laws of shari'ans in the United 

Kingdom today, which prohibits pay interest, lending on interest and invest in 

alcohol, gambling, the porn industry. They benefit not only from the Muslims. People 

can use them regardless of their religion. Also the largest financial institutions in the 

UK - Barclays, RBS, Lloyds Banking Group, have created branches for clients 

wishing to use such services.5 The assets of "clean" banks today are estimated at over 

15 billion pounds and are higher than those held by purely Islamic banks in Turkey, 

Pakistan, Bangladesh or Egypt. In the United Kingdom alone, there are 55 schools 

where business and finance are taught in accordance with the teachings of the Koran. 

Establishing an Islamic banking center in London was Gordon Brown's hound even 

when he was Minister of Finance. The press critiqued him at the time that he was not 

interested in ethical business, but on petrodollars, which in turn could lead to 

Islamization of the Isles. It was also pointed out that this money could easily be used 
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4  http://archiwum.gf24.pl/gospodarczy-wplyw-naplywu-imigrantow-do-europy/ 
5  http://www.conquest.pl/546/biznes-w-swiecie-islamu-wywiad-z-dr-katarzyna-gorak-sosnowska 
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to finance terrorism. The law to allow such operations was supposed to be the 

obligation to transfer some of the money deposited in religious charity banks, the so-

called. Zakat. The banks operating under the rules of the shariah, however, have their 

own supervision - the Organization of Accounting and Auditing for Islamic financial 

institutions. Its governors include representatives of the central banks of countries 

where life is subordinated to the shari'ah - apart from Saudi Arabia, also Iran and 

Sudan.6 Sharia also commands the support of Islamic business, which can be 

expressed in the tens of kilometers just to shop in the "right" store, even though 

similar articles can be bought much closer. Orthodox Muslims, especially in the US, 

often complain that the duty to promote a particular business leads to a decline in the 

quality of service. In some cities one can already talk about the effect of scale. 

Chicago now has more than half a million Muslims. Hence, the number of halal meat 

salads (with Islamic certification), is already reach about one hundred. The average 

Chicago halal butcher has a turnover of $ 5 million. There are no shortage of those, 

whose revenues amount to $ 50-60 million per year.7 All Islamic businessmen have to 

remember that their business is not a pursuit of profit, but it is to enjoy Allah. You can 

work on profit, but it must always stand in the second place. The task of money is to 

create value, not to increase it. It is imperative to create relationships with customers 

that can not be cheated. Muslims admit that it is most difficult for them to fulfill 

another requirement - cooperation with competitors, which must not be slandered 

against customers.8 How, then, can these rules change the European economy? If we 

take into account the approach to profit - very well. Islamic companies operate in 

accordance with corporate social responsibility (CSR) principles. What is corporate 

social responsibility? CSR is a corporation’s initiatives to assess and take 

responsibility for the company’s effects on environmental and social wellbeing. The 

term generally applies to efforts that go beyond what may be required by regulators or 

environmental protection groups. CSR may also be referred to as “corporate 

citizenship” and can involve incurring short-term costs that not provide an immediate 

financial benefit to the company, but instead promote positive social and 

environmental change. Thus, from the point of view of the customers, such activity is 

the best solution. The growth of this type of business will positively affect European 

society.  

ISLAMIC BANKING 

One of the most well-known Islamic laws is that which concerns banking. In this 

example, we can ideally reflect on the ideas of Islamic business. The key feature of 

Islamic banking is the resignation of interest. The source of profit in such a banking 

model is not interest or creation of credit debt, but the production of goods and share 

in profits from their sale. Financial institutions provide funds for the development of 

the manufacturing and services sectors. Thus, money is invested directly into the real 

                                                 
6  http://www.rp.pl/artykul/472184-Religia-a-biznes.html 
7  "Religie a biznes" (artykuł), Wojciech Gasparski - "Annales. Etyka w życiu gospodarczym" 2008 
8  "Zagadnienia etyki biznesu w islamie" (artykuł), Małgorzata Ramocka 2006 
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economy and there is no "artificial" creation of money and speculative. This is done 

by properly designed bank products, the main feature of which is the lack of interest. 

Investing directly in the real economy is linked to an important rule that goes hand in 

hand with investments in the Islamic world - the pursuit of business and community 

support. This means that it is not possible, for instance, to finance the production of 

pornography, because, according to the Muslims, the project destroys family, social 

and interpersonal relationships. Another important feature that accompanies non-

interest banking is the sharing of credit risk. This is reflected in the proportional 

division between the bank and the client of future gains or losses on the invested 

funds. The bank based on the model of Islamic banking does not increase money on 

the basis of the creation of debts, but operates the real capital from deposits. The 

depositor therefore bears the real risk that gives him the right to participate in a real 

profit. The amount of profit is not known in advance, because it is not because of the 

pre-determined percentage, but only from the profit generated in the management 

process.9 

According to Islamic banking, the bank and the client work together, dividing both 

profit and loss and the loss itself. The weight is tied to equality of parties and respect 

for contracts, including those concluded verbally. Contracts should not mislead the 

customer, they should be understandable to each party. At present, Islamic banking is 

also developing in Europe.10 The largest banks in Western Europe (Citicorp., Societe 

Generale, Deutsche Bank and Bank of England) form their own branches of Islamic 

non-interest banking. Turkey is actively supporting Islamic banking. Also in Poland, 

with the growing number of investments from Islamic countries, occasional forms of 

sharia-compliant loans have appeared occasionally (for instance, murabaha form of 

loan converging to some extent with a merchant loan).11 

OTHER ISLAMIC COMPANIES 

How can other companies earn? Not only in banking but also in other industries you 

can lead a successful business. Food according to the principles of chastity (halal) 

dictated by the Quran is constantly developing. Halal products for almost two billion 

Muslim communities in the world today represent one fifth of the world's food 

industry. Companies in Germany could earn 5 billion euros on such products, experts 

estimate. Taking into account the purchasing power of over four million Muslims in 

Germany, this is no surprise.12 The economic potential of halal products has so far 

been recognized only by large international concerns. The Swiss concern Nestlé is a 

pioneer in this business. 5 percent of Nestle's global turnover is halal today. It has also 

recently exported to Germany. According to Nestle, this is a big, interesting group of 

young people. While other European companies are aggressively gaining a Muslim 

                                                 
9  http://www.bankier.pl/wiadomosc/Bankowosc-islamu-2854655.html 
10  http://biznes.onet.pl/bankowosc-islamu/se8r9 
11  https://www.obserwatorfinansowy.pl/tematyka/rynki-finansowe/w-islamskich-bankach-nadchodzi-

rewolucja-technologiczna/ 
12  http://www.gazetakrakowska.pl/polska-i-swiat/a/giganty-biznesu-nieswiadomie-finansuja-panstwo-

islamskie,11778721 
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clientele, the German food and retail industry is still hesitating. Many companies fear 

that it will harm their image if they start selling halal products. On the shelves of 

German hypermarkets, we can find about 4,000 halal products today. They are often 

not labeled as halal and therefore difficult for Muslims to recognize. German retail too 

late began to do so. At that time, many small Turkish and Arab supermarkets were 

created, which often bring halal products directly from Muslim countries. The 

introduction of Islamic goods does not end with eating. It began when Dolce & 

Gabbana presented Abaya's collection in January 2016. They were selling hijabs. The 

luxury line of the hijabs, however, was not available to most people. In the sale of the 

brand "Mark and Spencer" appeared full bathrobe for Muslims. Burkini for 49.5 

pounds is not the first such product in popular clothing stores. Less than a year ago, 

the “H&M” collection featured hijabs - characteristic headgear promoted by a Muslim 

model - Mariah Idrissi. In December Rayani Air launched the airline, which 

surrendered to the followers of Islam all their business, not single sections. There are 

specific dress codes in their planes, and prayers are recited before the start.13  

RESEARCH 

In this section I will write about the research. My purpose was to examine people's 

views on various aspects of Muslims. I created a set of questions that I asked a 

different person. These were generally Catholics, various social groups and political 

views. I talked to people by asking the following questions: “Do you think that 

Muslims are positive or negative group?”, “Would you like to have a Muslim co-

worker?”, “What do you associate with Islam?”, “Do you think immigrants threaten 

European culture?”, “Do you personally know any Muslim?”, “Do you think that 

Muslims threaten Europe's economic situation?”, “Do you think the conflict between 

Muslims and Western culture is inevitable?”, “Do you think that conflict between 

Muslims and Western culture derives from cultural differences or political and 

economic rivalry?”, “Do you think that most Muslims have a negative attitude 

towards other religions?” After responding to these questions, the respondents were 

familiarized with the text about the Muslim approach to business. In the text it was 

written that: “Actions and decisions are considered ethical according to the intent of a 

person who knows the omniscient Allah. Good intentions and actions are considered 

virtuous acts: good intentions (halal) can not cause bad deeds (haram) to become good 

(halal). Making money in an honest or good (halal) way is clearly preferred. 

Mohammedan is required to be honest and truthful in running a business. He is also 

required to keep his word, to love Allah more than the trade or business he is dealing 

with, to give the followers of Islam, to live a modest life, to benefit from mutual 

counsel and not take bribes.” After reading it, they ask other question like: Would you 

hire a Muslim? Would you work for a Muslim? Would you collaborate with a 

Muslim? Would you trust a Muslim in business? That’s all. Now let’s go to the 

answer. 

                                                 
13 http://etyka-biznesu.eprace.edu.pl/443,Dzialalnosc_gospodarcza_a_religia.html 
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First question: “Do you think that Muslims are positive or negative group?” About 

30% answer “positive” and other 70% answer “negative”. Second question: “Would 

you like to have a Muslim co-worker?” 20% say “Yes”, 50% say “No”, 30% say “I 

don’t know”. Third question: “What do you associate with Islam?” “Religion” answer 

22%, “Terrorism” answer 20%, “Arabian” answer 12%, Other answer 56%. Fourth 

question: “Do you think immigrants threaten European culture?” 54% say “Yes”, 22% 

say “No”, 24% say “I don’t know”. Fifth question: “Do you personally know any 

Muslim?” 98% say “No”, 2% say “Yes”. Sixth question: “Do you think that Muslims 

threaten Europe's economic situation?” “Yes” answer 38%, “No” answer 20%, “I 

don’t know” answer 42%. Seventh question: “Do you think the conflict between 

Muslims and Western culture is inevitable?” “Yes” say 32%, “No” say 44%, “I don’t 

know” say 24%. Eight question: “Do you think that conflict between Muslims and 

Western culture derives from cultural differences or political and economic rivalry?” 

40% say “Cultural differences”, 38% say “political and economic rivalry”, 22% say “I 

don’t know”. Ninth question: “Do you think that most Muslims have a negative 

attitude towards other religions?” “Yes” answer 48%, “No” answer 28%, “I don’t 

know” answer 24%. After reading the text. Tenth question: “Would you hire a 

Muslim?” “Yes” answer 30%, “No” answer 40%, “I don’t know” answer 30%. 

Eleventh question: “Would you work for a Muslim?” “Yes” answer 10%, “No” 

answer 72%, “I don’t know” answer 18%. Twelfth question: “? Would you 

collaborate with a Muslim?” “Yes” answer 38%, “No” answer 44%, “I don’t know 

answer” 18%. Thirteenth question: “Would you trust a Muslim in business?” “Yes” 

answer 30%, “No” answer 42%, “I don’t know” answer 28%. 

SUMMARY 

Firstly, a few words about results of the research. Surely Poles do not know Muslims 

and do not like them. Our opinion is influenced by situations described in the media. 

As we know at the moment, many immigrants are in the memory of Europeans 

because they are assassins. We have contact with radical Islamists. They have a 

negative impact on all Islamists. This also affects the business relationship. We are 

still afraid to trust Muslims. But perhaps in fact, Islamist in Europe are not 

trustworthy. Trustworthy Islamists are in the Middle East and will never try to open 

their businesses in Europe. But it's just speculation.  

How does it look from an economic point of view? Immigrants could develop 

Europe in the future, but not Islamic immigrants. Those who can do business stick to 

their market. It is very difficult to find people who have left the Middle East and go to 

Europe to do business. Of course in Europe we have Muslims enterprises but almost 

all were founded by people already born in Europe. It may also be a chance for 

Europe's economic development, but this may take years. Immigrants have other goal. 

They do not want to open businesses, and we do not want to work with them.  
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Abstract 

It is globally known that the European Union is facing one of the greatest 

immigration flows in recent history, due to the prolonged crisis in the Middle 

East Area. Greece, being the closest entry to Europe, has been called to deal 

with a massive number of immigrants, and as it is sensible, many implications 

have taken place. This paper, from Greece’s viewpoint, examines the cost for the 

management of the refugee flows and refers to its potential effects on the Greek 

economy. Based on specific articles of the European Treaties about Immigration 

and adopting a short analysis of the Solow model as a theoretical background, 

we propose an alternative viable solution to this situation and promote the 

benefits that may arise from the absorption of immigrants. The general idea is to 

exploit the massive power that the internet offers to humanity. Our proposal has 

to do with the creation of an online application which will have as a main 

function the analyzing of the immigrants’ data and the distribution of these 

people to specific areas across the Eurozone where suitable job opportunities 

exist. This application takes into consideration the special needs, the 

characteristics and the preferences of immigrants and in this way contributes to 

the maximization of the social welfare. This essay includes the detailed 

description of our application and the strategic goals of such a venture. Of 

course, the application is open for the participation of non-European countries, 

which is something that we estimate as a sure fact, especially after the 

presentation of the incentives via our analysis. 

 

1.1 Introduction to the recent Refugee Crisis 

One of the greatest socioeconomic challenges, not only for the southeastern Europe, 

but for the whole world as well, is the current Refugee crisis. In this paper, we 

examine the refugee crisis from Europe’s -with an emphasis in Greece’s- viewpoint as 

it is considered to be the closest entry to Europe. Due to the prolonged crisis in the 

Middle East Area, one of the greatest immigration flows in recent history has been 

observed. At this point, it would be useful to refer to the origin of these great 

immigration flows in order to be able to examine the situation in a spherical manner. 

It all started in March of 2011 in Syria, when anti-government demonstrations began. 

The protests were peaceful, only until the government’s violent crackdown, and then 

the rebels began fighting back against the regime. By July of 2011, army defectors 

had loosely organized the Free Syrian Army and many civilians of Syria took up arms 

to join the opposition. Since then, divisions between secular and Islamist fighters and 
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between ethnic groups have been complicating the politics of the conflict. It all started 

as a simple civil crisis but it has been transformed to a series of terrorist acts. 

As it is sensible, the civilians of Syria, in their effort to flee violence, are 

immigrating in other areas inside or outside Syria. According to the United Nations 

Office of Humanitarian Affairs, more than 13.5 million people, including 6 million 

children, are in need of humanitarian assistance. Syria’s civil war is the worst 

humanitarian crisis of our time as half of the country’s pre-war population have been 

killed or forced to leave their homes. Some families are struggling to survive inside 

Syria, others are immigrating to neighboring countries or risking their lives on their 

way to Europe. But one fact is sure. Now is the urgent time for humanity to makeuse 

of the solidarity values that have been left and correspond to this socioeconomic 

challenge with the least possible social loss. 

At this stage, we make use of some info-graphics powered by the global 

organization Mercy Crops in order to show the direction of the immigration flows and 

the size of the refugee crisis. The countries that have received the majority of the 

immigrants are the neighboring to Syria: Iraq, Lebanon, Turkey and Egypt. As these 

countries cannot deal with the massive number of the immigrants, nearly one million 

refugees have applied for asylum in Europe. In numbers, there is a total of 6 million 

people that has been forced to leave their country. And of course this number will 

gradually become even higher as the terrorist acts continue to take place. Turkey has 

received over 2.6 million immigrants and constitutes the final country before the entry 

to Europe. Every single day, thousands of refugees are traveling under very cruel 

conditions with the hope of finding a safe place to start their lives again from scratch. 

 

According to recent surveys, Syrians are now the largest refugee population in the 

world. The diagram below makes clear the intensity of the refugee flows. During the 

middle of 2013, a very steep increase of the incline that is referred to the refugee 

flows can be observed. Since then, the flows have been allotted better in the time 

periods, but the number of immigrants leaving their country is getting worryingly 

higher. All policy makers agree that the situation needs to be dealt with the 
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cooperation of nations as the origin of this whole situation does not seem to stop the 

terrorist acts in the short-term period. The number of immigrants cannot be absorbed 

by 4 or 5 countries. A viable solution needs to be implemented in order to alleviate 

the situation and deal with the massive displacement of a whole nation. The info-

graphics used, are the proof to the size of this crisis. It is a vital need of every nation 

to help in alleviating the crisis and offer to these people, who have suffered a lot of 

cruelty, the opportunity for a normal life with hopes and dreams. 

 

As we have already introduced the readers to the situation that stands around our 

analysis, it would be useful to refer to the cost, the effects & the macroeconomic 

outcomes for the European country that constitutes the closest entry to Europe for 

these refugee flows, the country of Greece. As we have already mentioned, the 

refugee flows are directed to the European area, as they consider it to be the suitable 

one for starting a new life. 

2.1 The Refugee Crisis’ Cost on the Greek Economy 

Economists say that it is very difficult and sometimes impossible to estimate the exact 

cost of a crisis with an intensity like the current one; because it is not just about 

numbers. It is about something more. There are human lives inside the economic 

model that have to be estimated. Nevertheless, we will try to estimate (choosing some 

parts of the total cost) how the Greek economy has been affected by the refugee crisis. 

After taking into consideration that Greece is suffering, since 2009, because of the 

great economic crisis, we observe that the refugee crisis has created additional 

problems in the already fragile Greek economy. The Greek government had and has 

to take measures in order to help these people, always under the economic restriction 

of the governmental budget. 
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2.1.1 The fiscal cost for Greece 

According to the Greek Minister of Foreign Affairs and a research of the Central 

Bank of Greece (CBG) (published on 17 December 2015) the cost of managing -only 

for the Greek case- the refuge crisis is an estimated amount of 600 million euros, or 

0.3% of Greece’s GDP (a prediction for the economic year of 2016). Those 600 

million euros are directed to research and rescue, first reception facilities, transfers 

from islands to mainland, asylum and relocation, open reception facilities and returns. 

The following tablet shows the exact direction of the funds that are going to be 

managed by the Greek government in an effort to alleviate the refugee crisis in 2016. 

 

2.1.2 Some detectable consequences on the Greek economy 

The refugee crisis has also affected the islands that are in close proximity to Turkey. 

More specifically, the islands of Dodecanese archipelago and the well-known islands 

such as Chios or Lesvos have been dramatically affected. According to Mr. Pericles 

Antoniou, the president of the Hotel Association of Lesvos, the room reservations 

have been reduced by almost 90% comparatively with 2015. Similar data come from 

Kos with the president of the Hotel Association of the island, Mrs. Konstantina 

Svinou, saying that they are facing a 36% reduce in room reservations. In Chios there 

is a 60% reduce and in Samos a 40% according to Mr. Kostas Kiriatzis. Despite the 

facts stated above, SETE (The Greek Union of Tourism Enterprises) and its president 

Andreas Andreadis are claiming that, despite the fragile economic situation, the 

arrivals have been increased; and the total revenues from 14.2 billion, in 2015, will 

reach 15 billion euros in 2016, a fact that will contribute to the creation of 15.000 job 

opportunities. As a result, we understand that the refugee flows affect both positively 

and negatively the Greek economy. The field of tourism, which is considered to be the 

most crucial one regarding its contribution to the national GDP, will both gain and 

loose from this situation. At the end of the day, although, it seems that the benefits 

overcome the drawbacks and new opportunities have taken place. 
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2.2 The EU’s contribution to the management of the refugee crisis 

In this crucial situation EU’s reaction was very slow. The first estimations about the 

cost of managing the crisis have been repeatedly reforming and many believe that the 

cost will be even higher than the most recent estimated, as HSBC notice. 

The EU financial support for Greece has two directions. The first one is the 

Asylum, Migration and Integration Fund (AMIF) and the second one is the Internal 

Security Fund (ISF). AMIF promotes the efficient management of migration flows 

and the implementation, strengthening and development of a common Union 

approach to asylum and immigration. ISF promotes the implementation of the Internal 

Security Strategy, the law enforcement cooperation and the management of the 

Union’s external borders. The ISF is composed of two instruments, ISF Borders and 

Visa and ISF Police. AMIF has been awarded from the European Commission with 

249.5 million euros and the ISF with 214.7 million euros for the period 2014-2020. 

In March 2, 2016, the European Commission, due to the unpropitious situation, 

decided to fund Greece with an additional amount of 700 million, for the period 2016-

2018, in order to be able to satisfy refugees’ needs for food, shelter, access to clean 

water and health services. The management of these funds will be under the authority 

of UNCHR and NGOS. One part of these funds will be given so that 20.000 refugees 

can have their own shelter, a fact that will definitely give a positive impact in the local 

economy due to the multipliable effects of the “new money” inflows into the Greek 

economy. 

The EU support, despite the primary slow reaction, was extremely significant for 

the alleviation of the problems that the massive refugee flows created. In this paper, 

one of the basic goals that have been set, is the promotion of the notion that the 

refugee crisis can only be dealt with success, with the cooperation between at least all 

European nations and a great number of countries that can absorb a significant 

number of refugee flows without many implications. At the next stage of the paper, a 

theoretical background is going to be set in order to complement our viable alternative 

proposal for corresponding to the socioeconomic challenges of the refugee crisis. 

3.1 The theoretical background regarding our viable proposal 

3.1.1 A social experiment 

Before referring to the pure theoretical background of our alternative proposal, we 

would like to share the feelings that a YouTube video created to us while watching it. 

The name of the video is Momondo- The DNA Journey
1
 and it is about a social 

experiment that aims to show that we actually have much more in common with other 

nationalities than we would ever think. Different people from around the world have 

been chosen in order to participate in a DNA test. All of them, are appeared to think 

that they surely derive from a specific nation on Earth. This test examines the DNA of 

the participant and results in the nations that the participant’s ancestors came from. 

The results leave the participants speechless. It appears that all participants have some 

                                                 
1  The link of the video is https://www.youtube.com/watch?v=tyaEQEmt5ls
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DNA connection with countries that they do not appreciate or countries that they have 

never been to. This reference has been made to declare that humans know only a little 

about themselves and an ancestor of them could derive from Syria or a country that 

has suffered from violence. The general feeling that this video promotes, is to 

understand that people, no matter what race, age, sex or color they have, should 

behave to each other like they are family members. And that is what humanity needs 

to do at these difficult times, to show the value of solidarity and help in dealing with 

the problem of the refugee crisis. 

In order to present our alternative approach to the refugee crisis, some theoretical 

data are going to be used as a sign that our approach is on the right direction. First of 

all, a series of macroeconomic outcomes based on the simple Solow Model are going 

to be presented for the region of Greece. But, it has to be noted that the outcomes are 

similar for the majority of the European and non-European countries. 

3.1.2 A simple macroeconomic analysis 

In the short term period, the basic macroeconomic effect from the refugee surge is 

likely to be a modest increase in the GDP growth, reflecting the fiscal expansion 

associated with support to the asylum seekers, as well as the expansion in labor 

supply as the newcomers begin to enter the labor force. The impact of the refugees on 

the medium and long-term growth depends on how they will be integrated into the 

labor market. International experience with economic immigrants suggests that 

immigrants have lower employment rates and wages than natives, though these 

differences tend to diminish over time. 

Initially, the macroeconomic impact will be in the aggregate demand and in labor 

force. In the short term, because of the needs that immigrants have, some public 

spending is necessary as we have mentioned before. This will increase the aggregate 

demand, the GDP and is going to cause some effects on the inflation rates. 

Furthermore, there would be an expansion in the labor supply. At this point, we 

should also note that because of the high unemployment rate of Greece, the 

newcomers might face many difficulties especially on wages assimilation (Äslund and 

Rooth 2007). In order to over skip this difficulty, Greece can make use of European 

measures so as to help immigrants integrate in the labor force (f.e tailored 

introductory programs, reducing taxes, measures that lower barriers to 

entrepreneurship, access to financial services etc.) 

In the medium and long run, the impact of the refugees on employment and the 

GDP will depend on: the speed of their integration in the labor market, the extent to 

which the newcomers’ skills will complement or substitute those of the native labor 

force, and their impact on the allocation of resources, product mix, and production 

technology. In this way, it is easy to observe how important is for Greece, and in 

general for every country, the quick and right integration of those people. In Greece 

and generally in Europe, there is a huge problem because of the over ageing 

population. Immigration flows can help alleviating this problem with the parallel 

restructure of the insurance system as the European Commission suggests in its 

economic forecast for the fall of 2015. 

http://ec.europa.eu/economy_finance/publications/eeip/pdf/ip011_en.pdf
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Of course, the macroeconomic outcomes will be different for each and every 

specific country that is going to receive refugees. The basic and general outcomes, 

although, can be considered to be the same for the receiving countries. 

3.1.3 Michael Kremer’s Theory and a short analysis of Solow’s Model regarding the 

current crisis 

After this first introductory analysis, it would be useful to refer to the economist’s 

Michael Kremer theory about the human conglomeration. Michael Kremer
22

 

supported that the increase of the population in a specific area is the basic tool that 

can lead to the maximization of the economic welfare. The general idea behind 

Kremer’s theory is that if an economy is constituted by more people, there will be 

more engineers, economists, physicians, entrepreneurs that will contribute to the 

increase of the innovation levels and the faster technological progress. Kremer uses 

some historical data as a proof about his theory. For instance, the worldwide industrial 

growth was much higher at the 18
th

 century a.c., when the Earth’s population was 

about one billion people, than the 5
th

 century b.c., when there was an estimated of 100 

million people on the planet Earth. This historical fact supports Kremer’s theory about 

the correlation between the variables of population and technological progress. 

Characteristically, Kremer refers to the isolated Flinders island. In 1500 a.c., this 

island had the slowest technological progress reported on Earth, due to the very small 

population that lived there. Several years later, the human society of that island 

vanished as no technological progress or innovation took place. 

Michael Kremer’s theory included the very significant variable ‘’technological 

progress’’. If technological progress is added to the simple Solow economic model, 

some very useful conclusions, regarding the refugee crisis, are going to appear. As it 

is generally accepted, if a nation’s population suddenly increase, the GDP per capita 

will fluctuate to lower levels than before. But, if the human inflows contribute to the 

technological progress, the economy will return to the previous GDP per capita levels 

in the long run. What is more, there are great possibilities for an even higher GDP per 

capita. Consequently, it is clear that the refugee flows can even help the economy’s 

boost and therefore lead to substantial growth levels. Recent surveys indicate that the 

majority of the refugees aged between 20-25 are highly educated. This is the human 

capital, that Solow thought for. These highly skilled people can easily be absorbed by 

nations that aim to grow. In this way, the refugee crisis constitutes an opportunity for 

the rest of the world, as they can take advantage of the highly skilled human capital 

that is immigrating. It is not irrelevant, the fact that the prime Minister of Turkey 

recently recognized many of the Syrians refugees as official citizens of Turkey. There 

is a plan behind this action, a plan of investing on these people and taking advantage 

of the possible benefits that may arise for the Turkish economy. Moreover, it is 

important to note that when the war is over, these people will try to return to their 

homes and rebuild their country and their economy. One can understand that trade 

                                                 
2  Population Growth and Technological Change: One Million B.C. to 1990, Michael Kremer, 

Quarterly Journal of Economics 108, August 1993: 681-716 
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relations might be created between the countries that received immigrants and Syria, 

when this crisis is over. Consequently, there is an extra incentive for the countries 

who want to achieve the long term benefits of possible trade relations with the 

immigrants that will return back. But at this stage, the previous statement sounds 

unimportant. For this reason, we would like to present an additional reason for why 

the nations should help relocating those refugee flows. It is a reason that has to do 

with the human nature. When a person goes through a lot of difficult times, he/she 

gets stronger; and these people have suffered a lot. So, we take for granted that these 

people are going to make their best possible efforts to succeed in the job opportunity 

that they will be given. Unless they succeed, they might go through the same 

difficulties again, the difficult time of immigrating. In this way, if one examines it 

macro economically, these great working behaviors will definitely lead to the better 

function of the economy. The short analysis above, suggests that these refugee flows 

are not going to harm the economies and the social welfare of the receiving nations. 

The exact opposite might happen, if we (the rest of the world) invest on these people 

and give them the opportunity to live again a normal life without violence or war. 

As it has been stated, this chapter is the theoretical basis of our alternative 

proposal. It is a chapter that fortifies our belief that the refugee flows should be seen 

as an opportunity and not a threat. In the meantime, a reference on some European 

Treaties, that are basic for the viable function of our approach, is going to take place. 

3.1.4 The principle of Solidarity & the EU-Turkey Treaty 

First of all, it should be stated that the following article of the European Treaty that 

was signed in Lisbon, Portugal, constitutes a core clue of our theoretical background. 

The Article 80 of the Treaty on the Functioning of the European Union states that the 

policies of the Union and their implementation shall be governed by the principle of 

solidarity and fair sharing of responsibility, including its financial implications 

between the Member States. Whenever it is necessary, the Union’s acts should 

contain appropriate measures to give effect to this principle. This Treaty notes that the 

European Union should act as a Union while forming its policies. The European 

policy about immigration and external safety, according to this treaty, has to promote 

the fair sharing of the burden of this situation. Not only Greece, or Italy and Germany 

are supposed to carry the burden of the refugee crisis, but every EU member should 

contribute. 

The proposal about a worldwide treaty about migration is something that could be 

examined at a time. Solidarity needs to be a synonym value of humanity; and at this 

frame, a worldwide treaty about immigration, just to remember that the majority of 

the nations have once experienced a war or a negative situation, should be signed. 

To continue, another Treaty which is also fundamental about the implementation 

of our proposal is the most recent one between the European Union and Turkey. As 

we observed at the info-graphic at the beginning of this paper, Turkey is one of the 

countries that have received the greatest refugee flows so far. The collaboration 

between the Union and Turkey is crucial about the management of these flows. 

Greece, being the closest entry to Europe, plays a key role as well. On the treaty, it is 
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stated that all the illegal refugees that have entered the European Union area will be 

sent back to Turkey and an equal number of legal refugees will be received. This 

Treaty is very significant for the legal control of the flows. Our proposal is created on 

the basis of these two Treaties, as the refugee flows have to be controlled. 

Furthermore, Turkey in collaboration with Greece and the Europol agency need to 

cross examine the data of the refugees in order to avoid the reception of people who 

want to harm the rest of the world. Turkey plays a significant role in the legal part of 

this situation, and needs to collaborate with Europe and the rest of the world in order 

to alleviate the refugee crisis. 

The treaties are taken as granted and at the next chapter we are going to introduce 

the reader to our viable alternative proposal about the refugee crisis. 

4.1 The introduction of our viable alternative approach 

Isaac Newton, who is considered to be the father of classical physics, once said: ‘If I 

have seen further, it is because I have been standing on the shoulders of Giants’. As 

Newton used as a scientific background the existing theorems of other excellent 

physicians, so we do. We take into consideration the existing technology and 

knowledge so as to create an application that can lead us a step further in our effort to 

alleviate the situation caused by the intense refugee crisis. For instance, in the process 

of thinking about our innovative idea, we came across with some applications that 

move to the same direction as we do. Our viable alternative approach exploits the 

opportunities that the world wide web offers to the humanity and aims to decrease the 

implications that are caused by the recent refugee crisis. 

As it has been already implied, our approach has to do with the creation of an 

online/offline smartphone application which is called HOW. Humans Of the World is 

a smartphone application directly connected with a strong data processing system. On 

the one side, this data processing system uses the specific personal information that 

are asked to the refugees arriving at the hotspots and generates a graphic that shows 

the employment prospects of each immigrant. The system also takes into 

consideration other useful information for each and every immigrant. On the other 

side, the data processing system includes job offers from the whole European Union 

and the other countries that want to participate. These job offers originate from the 

private and the public sector of every country and are inserted to our system with the 

form of keywords. Finally, the system analyzes the supply and the demand of the 

working positions and leads to the most suitable match for every different occasion. 

The important innovation stands behind the fact that the refugees are going to be 

placed in working positions not only by examining the factors of supply and demand 

but also by taking into consideration their specific preferences and needs. In this way 

we will be able to discuss about the maximization of the working performance of 

these people and consequently the maximization of the social welfare. When the 

match is achieved, the refugees are notified by the application and that is when we 

pass to the phase 2 of our application’s potential. The refugee that has been selected to 

move to a specific region of a receiving country, selects the name of the country in 
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our application and then a huge amount of information separated into useful 

categories appears. The extraordinary is that via our application, the refugees can 

immediately start learning the language of the receiving country or even get informed 

of the voluntary institutions that offer language courses. Other categories such as 

history, culture, customs, food, special discounts, entertainment, important 

information for the country and many others are included. The detailed description of 

what the application includes is going to follow to a next chapter. Our smartphone 

application, exploits the power of the information systems and the internet and 

suggests a new way of dealing with the refugee crisis. The vast majority of the 

refugees are acquainted with technology, and we should take a great advantage of that 

fact. Our smartphone application collects data, both from the positions that are offered 

and the immigrants, proceeds to the best possible matching of the above data and then 

helps the people integrate as soon as possible to their new home. 

Critics might say that there are not sufficient working positions inside Europe even 

for its people. At this point comes our theoretical background which is referring to the 

principle of solidarity for the members of Europe, the EU-Turkey treaty regarding the 

identification of the legal immigrants, and the theorems of Solow and Kremer about 

the benefits of integrating these people. Europe and the countries that want to 

participate in the programme need to invest to these people in order to deal with the 

situation in the most appropriate way. An answer to critics could be that if we do not 

try to offer a solution to the refugee crisis, this whole situation might transform to 

something really negative for our world. For instance, the levels of the illegal 

migration might increase without a similar precedent and anarchy might prevail. As 

we-the economists- say, uncertainty is a very serious impediment for the stability and 

growth of our economies. It is better to know the fluctuation of the possible outcome, 

rather than anything at all. We believe that the efforts to control this crisis and the cost 

of implementing the suitable policies is by far lower from the cost of just watching at 

what this crisis might transform to. As a result, governments need to act in perfect 

collaboration and our smartphone application can be the tool that is missing in these 

difficult times. 

4.2 The first phase of our application’s function 

There are two important phases regarding the function of our application. The first 

phase covers a time period of 30 days after the arrival of the refugees at the hotspots 

of each country. The second phase of our application’s function will accompany the 

refugees until the very exciting moment of their complete integration into the 

receiving country’s population. In this chapter, a detailed description of the first phase 

is going to follow. 

The refugees arriving at the hotspots are requested from the local authorities to 

download the application on their smartphones in order to follow a specific process 

(*The minority that is not acquainted with technology will be guided by the teams that 

are liable for the management of the refugee flows). After this very early step, every 

person will be asked to state his/her basic personal information. Name/ Surname/ 
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Age/ Religion/ Family status and the reason of immigrating are the first information 

that have to be put into the application’s system. At this point, the identification’s 

short phase will follow. A significant clue that has to be denoted is that the data 

processing system of the application will be in close collaboration with the Turkish 

information systems. Here, the EU-Turkey treaty plays a key role, as the information 

that are sent from the Turkish authorities have to be accurate and real in order to be 

compatible with the data that each person states. *We use Turkey as the main 

entrance of the refugee flows because the official statistics show that the majority of 

the refugee flows passes through Turkey to immigrate. That is why the EU-Turkey is 

so important for our application’s implementation and we consider it as a background. 

Turkey will ensure the fact that the immigrants arriving at the European hot spots are 

legal and have completed the required papers in order to migrate. 

Having taken the above for granted, the refugees will wait until the identification 

of their information in order to move forward with the procedure. The application will 

let them know when is the time to state some more detailed data about themselves. 

For instance, each person will have to state the level of the foreign languages that 

he/she knows, their working experience until that time, the desired field of work out 

of some specific options, their hobbies and the adjectives that characterize them better 

via an 1-10 scale with again some specific options. This step is going to be like a 

keywords curriculum vitae which is going to be put in the data processing system. 

After the final submit of the above information, the application generates a 

personalized graphic that shows the employment and life prospects of each refugee. 

Then is the time of accepting or denying the results that have come up. Once the 

graphic is accepted, the refugees can move forward with the procedure. If the results 

do not represent suitably the characteristics of the person, the process has to be 

repeated with the help of the refugees’ management team this time. When the 

personalized graphic is accepted, the system is headed to a time period of analyzing 

the data. 

In the meantime, the refugees need to stay at the hotspots for the maximum period 

of the 30 days. This time period is considered sufficient so that the system analyzes 

the data and proceeds the best possible matching of the working positions. Every 

basic need is covered by the funds that are raised annually for the alleviation of the 

situation. The EU, the USA, Russia and many other countries offer a specific budget 

out of their GDP in order to help these people. In these 30 days, the role of the NGO 

is also significant. Beyond the basic needs, there is the need of entertainment 

especially for the young ages. The NGOs are officially registered in the App and in 

this way the governmental funds are not being wasted to organizations that want to 

exploit the situation and make money. The official information is being promoted via 

the app and that is how we offer a solution to the problem of misinformation. These 

initial 30 days at the hotspots are the time before the beginning of a new life.  

The data processing system uses the keywords that have been inserted for each and 

every occasion and concludes to a matching between the people and the working 

positions throughout the world. The use of the keywords is going to maximize the 

possibility that the refugees are going to be happy and highly efficient at the place that 
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they will be directed to. When the final matching is ready, the refugees are going to be 

notified by the application in order to step forward to the beginning of a new life. The 

refugees that have been matched with specific working positions are now going to 

choose the name of the country on the application platform and sign in as people that 

are in the process of integrating into this country. Then, a huge amount of 

information-separated into different categories- is going to be revealed regarding the 

receiving country. The time has come to move to the phase 2 of the application’s 

function. 

4.3 The second phase after the official matching 

As it has been already mentioned, the refugees- after the matching phase- choose the 

country that they will be directed to on the smartphone application and sign in with an 

account. This registration will help the system recognize if the distribution is going 

well. At that point, the application will present some very useful categories with lots 

of information. For instance, there is a category that refers to the e-learning of the 

national language of each country. This category includes every detail from how to 

start a basic course to many advanced exercises for listening, writing and reading. 

There is an opportunity of e-learning the national language no matter what the level of 

the student is. This part of the app is one of the most crucial elements for the quickest 

possible integration of the immigrants and for that reason, it is going to be created in 

collaboration with official institutions and universities. The learning of a language can 

be achieved via this application.  

Consequently, a lot of funds can be directed to other fields that need to be 

improved. A second category aims to collect all the information that are required for 

the accommodation and asylum proceedings. This category will be under the 

supervision of the Office for Migration and Refugees of each country. The 

communication between the Office and the refugees can also be achieved via the app. 

In this way, no inaccuracies or delays of the legal proceedings will take place. The 

application informs the refugee for the process that he/she has to follow. The 

bureaucracy of these proceedings will be significantly reduced, as long as the systems 

that support our app are in close collaboration with the European Security Authorities 

and Europol. This second category alerts the immigrants with every legal step that 

they have to take in order to be recognized as citizens of the country that they have 

been directed to. The power of the world wide web can reduce the delays that take 

place in such legal proceedings. A third category has to do with the life in the specific 

country. From daily practical tips to the rules of living in the receiving country. This 

category is a guide for the first months so that the refugees can adopt to the reality of 

the receiving country. It includes information and advices that every incomer should 

read. A fourth category has to do with the culture, the history and the values of the 

refugee’s new home. Again it is a must for the best possible integration into the local 

community. An other category refers to the discounts and the special benefits that the 

refugees have, until they can stand again in their feet and contribute to the social 

welfare. In this category, the refugees can come across with the shops that collaborate 
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with the government and explore the services that they can use with a discount. 

Finally, without referring to the category of the voluntarism which is going to be 

analyzed in a next chapter, a very exciting category is the one that directs the users to 

a social network where the refugees will be able to exchange ideas, talk about their 

country or even organize events so as to make sure that their civilization and their 

customs will not get lost through the passage of time. This category-social network is 

an online platform-only for those who have already been signed in as refugees. This 

function of our app is very important so as we can show to these people a little respect 

for the difficulties that they are passing through as a nation. 

The application, after the official matching with the working positions, is going to 

work as a local friend that answers to questions and shows the way to a normal life 

again. A useful e-tool that is going to reduce bureaucracy and increase the velocity of 

the refugees integration into the receiving countries’ workforce. 

4.4 The importance of Voluntarism in this process 

We completely recognize the importance and the necessity of the cooperation 

between the state, the NGOs, the Institutions and every other volunteer; in managing 

and dealing with the crucial situation that stands in front of us. Many decisive steps 

have been made in the right direction, but there are yet a lot that should be 

implemented in order to tackle the situation efficiently. In countries like Germany 

(f.e) the deep cooperation between the state and all the other organizations, achieved 

to alleviate the problem that all the immigrants are facing after their arrival in any 

country. At this point we would like to point out that our app can be used as an 

operation center, in which all the NGOs and voluntary teams need to enroll so as a 

better management can be achieved. In this way the funds that are directed to the 

NGOs will not be wasted in teams that pretend to be voluntary but in reality aim to 

attract the governmental funds. A data basis with the official information about the 

NGOs and the voluntary teams is going to help controlling the direction of the funds 

more efficiently. 

According to Olaf Kleist, a migration researcher at the German University of 

Osnabrück and Britain's Oxford University, there are four points that need to be part of 

an integration plan. Those four steps are: housing construction, education, work and 

civil society. Our application, in collaboration with the NGOs, the governments and 

the voluntaries will manage to cover the specific steps that need to be done. The 

importance of voluntarism, although, seems to be very significant in the process of 

welcoming these people to their new homes. Let us suppose that the official results of 

the matching have been announced and a specific number of immigrants are going to 

be established in Montpellier, France. Our app can be used as a communication key, as 

at that time, a message is going to be send to all the NGOs and volunteers that have 

previously registered to our app’s system. This message includes information about 

the number of these people, the general basic needs of them and the exact time of their 

arrival. This communication key between the incomers and the NGOs will benefit 

both the immigrants and the NGOs, as the situation can be tackled with less delays and 
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better organization. Furthermore, the immigrants that are heading to Montpellier will 

be aware that there are some organizations which will help them after their arrival and 

at whom they could ask for help. Knowing that there is a well organized plan for the 

welcoming to a new home, is something that the refugees are going to appreciate. In 

this way, they will be pretty collaborative with the rest of the legal process, and that 

should be our goal too. 

Voluntarism is a value which has been proved to be able to alleviate crucial and 

hard situations since many years ago. This smartphone application is a tool which can 

be facilitate both volunteers and the people that are in need of help. Βetter 

management can improve the function of voluntarism and lead to even greater results. 

4.5 The assimilation period into the local workforce 

In order to achieve the macroeconomics benefits from immigration, there has to be a 

quick assimilation into the native labor force. Our app is directing towards this path. 

The steps that need to be followed until the integration phase are clear. As soon as the 

matching is achieved, the refugees start e-learning the national language. They get 

relocated to specific places throughout the world and then the period of assimilation 

into the labor force starts. We consider that for the first 6 months, the financial 

obligations of the refugees for the services being offered, will be limited. This six-

month-period functions as a transition stage to the new normal life. The costs of living 

are semi-funded by the international budget for the confrontation of the refugee crisis. 

The rest of the living costs are covered by the refugees’ wages
3 

while they continue to 

learn by doing their new working obligations. We think that a six-month period is 

enough so that these people can adapt to the new circumstances and start offering to 

the social welfare again. This transition is not going to be easy, but a well organized 

plan with the complement of our e-tool can significantly reduce the delays on the 

assimilation into the labor force. The first days, at the new working environment are 

not going to be pressing. But with the passage of the weeks, the expectations will 

gradually become higher so as the six-month-period can seem as a realistic goal for a 

satisfactory assimilation. A programme is going to be followed in order to avoid any 

delays and offer to these people the opportunity to feel like home again. The 

programme is not going to be easy, but it is a must in order to achieve the expected 

results. By referring to a programme, we mean all those actions that need to be taken, 

from the national language learning to the asylum proceedings and the assimilation 

into the labor force. A programme can help increase the velocity of the integration 

plan. Consequently, the refugees will need to make their best possible efforts in order 

to keep up with the programme. In this manner, the delays that are sensible to exist in 

such a procedure, are going to be limited to the best possible levels. 

                                                 
3  The initial salaries are going to be less than the normal as the cost of living is semi-funded for the 

first six months. As the refugees learn their profession and evolve to the expected levels, the salaries 

will gradually get higher until they reach the normal rates. This could be an incentive for the 

refugees themselves, and we can make sure that they make their best efforts to integrate into the 

local workforce. 
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5.1 Conclusions 

The smartphone application H.O.W. that has been presented thoroughly, consists of a 

mega e-tool that can help alleviating the refugee crisis. The economists, often base on 

specific assumptions in order to move forward with their economic models. The 

results that come up from their analysis are also based on these assumptions. These 

assumptions, in many occasions, are not sufficiently realistic. But the results that the 

economists lead to, seem to be very significant for the economic theory. In this paper, 

we use as a theoretical basis the principle of solidarity between the European Union 

members, the EU-Turkey treaty and the theorems of Solow and Kremer in order to 

fortify the fact that our application is moving towards a realistic path. These core 

clues could also seem as some assumptions. If they function well, then, our 

smartphone application is totally moving on the right direction. 

Our model-application can be criticized as a very ambitious one. Given the fact, 

although, that there is no other organized plan regarding the whole integration process 

of the refugee flows, it can be considered as an excellent first step towards the 

creation of an EU plan which can be proved very efficient in the confrontation of the 

refugee crisis. This application can be considered as the plan that has never been 

implemented. Of course, in order to function well, there has to be a great cooperation 

among the EU members, Turkey, the countries that want to participate in, the security 

authorities such as Europol and the refugees themselves. This cooperation is feasible 

as soon as the governments and the people understand the importance of 

implementing such a plan. As it has already been mentioned, uncertainty is a negative 

factor for the global economy. This plan will control the situation and reduce the 

uncertainty levels at a great extent. 

This whole process that has been described above, is a huge venture that needs the 

collaboration of many people in order to function. It is an e-tool that is feasible to be 

created. As we are university students of Economics, we are not to have the 

knowledge of how a data basis and an information system works in detail. After 

discussions with Computer Scientists, it is clear that every function of our application 

is totally feasible to be created. Obviously, this plan needs time in order to be 

implemented with the least possible flaws. Goodwill is a basic value that needs to 

complement the implementation of our application. Once the previously discussed 

elements are granted, great results can be achieved. 

Many scientists have pointed out that the refugee flows are an opportunity. There 

are many countries across the world facing the aging of their population and the lack 

of scientific skills. The Syrians are considered to be highly skilled people and can 

offer significantly in a country’s economy. A characteristic example regarding the 

ageing of the population is Greece, where the Greek alternative minister of Interior 

and Administrative Reconstruction, Ioannis Mouzalas, has claimed that immigrants 

will help Greece not only to solve its demographic problem but also improve its 

public insurance system. The number of immigrants that has asked for asylum in the 

European Union is absorbable. We only have to examine the situation as chance for a 

better function of our economies and not as a threat. This very crucial moment is the 
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suitable one to show the values that the European Union is constructed on. The 

situation can and needs to be dealt with decisive steps. Our application can guide the 

Union to this direction. 

The refugee crisis constitutes a worldwide problem. Consequently, after the 

implementation of this plan in the region of Europe, there comes the phase of 

expanding our app to the whole world. It is an ambition that needs a lot of work and 

patience to become reality. The human nature needs to be respected and the principle 

of solidarity should prevail. Only then, will we be able to discuss about the above 

mentioned. 

After all, it’s not just about economics. A French father
4
 was recently shown on 

TV. He travels 40 km after work every day to distribute food to migrants in Paris. His 

explanation: “I have to do this, otherwise I won’t be able to talk to my kids later.” 
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Abstract 

This paper summarizes the latest trends of migration flows in Europe, focusing 

specifically on arrivals from developing countries. The objective of this paper is 

to identify the perspective development and saving of the European Union in the 

context of migration tensions. The thesis is divided into two chapters. The first 

chapter focuses on trends in international migration from former colonies and 

special groups of immigrants (such as asylum seekers and terrorists). The EU 

immigrant settlement and migration policies are examined in the second part of 

paper. 
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Introduction  

It is 60 years since the signing of the Treaty of Rome which laid the Foundation for 

the European Economic Community that became an important stage in the process of 

European integration. 

However, this process began earlier. After the II World War which brought 

immeasurable suffering to most countries of the Old World, many European leaders 

began to seek ways of creating conditions on the continent under which such 

catastrophes would become impossible. They became more and more convinced that 

that the best way to ensure peace, sustainability and prosperity in Europe is 

cooperation and combining efforts in the most important areas of public life and first 

of all in the economy. 

Thus, it was decided to create the European Union that is based on the following 

main objectives: 

1. Ensuring economic and social progress of their countries by common action to 

eliminate barriers that divide Europe. 

2. The continuous improvement of living conditions and labor of their people. 

3. Ensuring the unity of its economies, its development by reducing the gap 

between different regions and overcoming backwardness of the districts that are in 

less favorable conditions [11]. 

4. Ensuring sustainable development, balanced trade and fair competition.  

The Treaty of Rome 1957 allowed formulating the initial system of the European 

communities. Their activities were oriented towards the establishment of the customs 

Union and overcoming internal barriers to trade between the member states of the 
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integration process, a common economic policy and harmonization of living 

standards. In 1967, it carried out the merger of the Executive bodies of the three 

European communities. As a result of this merger was created the basic structure of 

the regional integration process, called the European community. This structure exists 

to our time and includes such major institutions as the European Commission, 

European Council, European Parliament and European court. 

However, as in any community or association it does not without problems and 

obstacles. And the European Union is not an exception. At this stage of its 

development the EU was experiencing great economic difficulties, among which the 

migration crisis, aggravated in 2015 in connection with the uncontrolled flow of 

refugees and migrants from areas of armed conflict in the Middle East region, as well 

as a number of African and Asian States with poor socio-economic conditions. This 

crisis had an extremely negative impact on the political situation and prospects of 

development of individual member States of the European Union and in the whole 

European community. 

The main reasons for the dramatic increase in the number of refugees in Europe in 

2015 are: 

1) The Escalation of civil war in Syria, the lack of prospects of resolving the 

conflict, the wars in Iraq and Afghanistan (the main countries of refugee outcomes), 

other conflicts in Africa and the Middle East prevented the return of refugees to their 

homeland, and ending their own livelihoods (refugees have no right to work) has 

forced people to leave the camp in the direction of Europe, in the hope of higher 

living standards in these countries. 

2) The deterioration of the financing of refugee camps in Turkey, Lebanon and 

Jordan and as a consequence the reduction of the diet of the refugees, the introduction 

of fees for the use of water and electricity. The inability for refugee children to attend 

school. 

3) Expansion of territories under the control of the Islamic state which contributed 

to an increase in the number of refugees and overcrowding and full camps. 

4) Lack of economic prospects in the countries of refugee outcomes, the 

accumulation in Europe of a "critical mass" of Afro-descendants. Many migrants seek 

to get to countries where their relatives have already settled down. 

5) The second civil war in Libya, which itself used migrants, forced many refugees 

from North Africa and Libya itself to change the desired country of residence to the 

EU country. 

6) Discovery by refugees a safer route through the Mediterranean Sea - Greece - 

Macedonia, then the EU, instead of the old through the Mediterranean - Libya - Italy 

[12]. 

7) An Easy way to get into the EU, namely the decision of the government of 

Macedonia in the middle of June in 2015, to issue to the refugees of the three-day 

visas which allowed migrants without registration cross the country to Europe and 

stimulated the flow of migration. Under the Dublin agreement the registration or 

application for asylum needs to happen in the first member state of the EU which 

entered the refugee [2]. 
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Before the beginning of the XX century there was no acute problem of 

immigration in the world. Everything has been changed after the First World War, 

when states began to compete for the right to host foreigners in their own country, 

seeking refuges in their territory. The history of migration from rural to urban areas, 

from poor countries to richer and developing is old as the history of mankind because 

people have always sought a better life. Over 2000 years ago the Roman legions 

drove thousands of slaves from occupied territories to the Roman Empire. In the 

1600's, with the discovery of America, began a new era of migration as slaves from 

the African continent and migrants from Europe [8]. 

The European Union is experiencing the largest migration crisis since the Second 

World War.  

However, the roots of today's problems lie deep in history. So historically, 

European countries were the main Metropolitan areas, and countries in Africa where 

there is the greatest flow of refugees, were colonies. After their independence, the 

inhabitants of the former colonies were free to move between countries, including in 

the former metropolises, however, due to the military conflicts in their territories 

between them, the conflicts began. To some extent, this influenced the migration 

crisis of the 21st century. Today the military conflict aggravated the situation. The 

conflict in Syria, violence in Afghanistan and Iraq, the abuse in Eritrea and poverty in 

Kosovo and other problems encourage people to look for a new place to live [6]. 

Some European countries began a policy of attracting immigrants, particularly 

labor, after the Second World War. The peak of labor migration to Germany occurred 

in the 1960s when they were actively receiving immigrants from Southern Europe 

(Italy, Spain, Greece, Portugal, Yugoslavia) and then from Turkey, Morocco and 

Tunisia on the basis of bilateral agreements (see Figure 1). Mass immigration of 

Turks to Germany, on the one hand, was due to the high unemployment rate in 

Turkey and, on the other hand, the growing needs of the economy of Germany in the 

workforce to ensure the necessary economic growth. By 1973 year the number of 

migrants reached 2 million people and then their entry was severely restricted. 

The next wave of immigration to Germany began in 1988, when more than 1.4 

million people have applied for asylum. Mostly it was immigrants from the countries 

of Eastern Europe, the former USSR and Turkey. In the early 2000s increased the 

influx of migrants from Bosnia and Herzegovina, Kosovo and other regions of the 

former Yugoslavia. As a result, currently, in Germany there are more than 10 million 

foreign citizens of whom the Turkish diaspora is the most numerous: according to the 

results of the 2011 census there were approximately 4 million Turks living in 

Germany, about 1.9 million of whom had German citizenship. In the main, migration 

took place through the employment and reunification of families. 

Immigration to the UK and France was associated with the influx from the former 

colonies (see Figure 1). France became a pole of attraction for immigrants from 

Algeria, covered by the war of independence in 1954-1962. Language community has 

allowed immigrants to adapt more easily in France. By the early 2000s, France has 

become the country with the largest Muslim community which, according to various 

sources, numbered from 6 to 8 million people, including 1.5 million Algerians, 1 
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million Moroccans, about 350 thousand immigrants from Tunisia. Currently in France 

there has been an influx of immigrants from Algeria, Morocco, Tunisia, Turkey and 

Senegal [1]. 

 
Fig. 1. The main flows of migrants, 1900s. [7] 

In the UK by the early 2000s there were about 2 million Muslims, mostly 

immigrants from India (the share of Muslims in total population of India is around 13 

%) and the countries of the African continent. The active formation of the Muslim 

community in the UK began after the Second World War and be the 1960-1970-th 

years. Great Britain has followed the policy of restricting migration from the countries 

of the British Commonwealth. Thus, in particular in 1971 and 1981 respectively were 

adopted the "Immigration Act" and the "Citizenship Law" which restricted the rights 

of citizens of the former colonies of the British citizenship and have caused the 

greatest criticism from the EU. 

The expansion of integration processes in Europe contributed to the migration 

flows that existed historically and created new ones. The idea of a free economic 

space implies the absence of barriers to movement of resources including labor and 

capital. The signing of the Schengen agreement facilitated the movement of labor 

migrants within the European space. In addition, the EU is constantly expanding 

geographically which removes the barriers to migration from the countries — new 

members of EU. Such migration relations exist in the form of cross-border flows of 

workers between Germany and Poland. 

As can be seen from Table 1 the main countries for the outcome of migrants in 

2013 were the developing countries of Asia and Africa, which is primarily due to the 

long cultural, political and linguistic connections between these countries - former 

colonies and their colonial powers (Great Britain and France). Uneven economic and 

demographic development of these countries, as well as a number of other reasons 

caused large migration flows between them. 

Table 1 - Number of migrants by main exit countries, 2013 [13] 

Country of 

admission 

Main countries 

of exodus 

Number of 

arrivals, thous. 

people 

Share of total 

number of 

arrivals,% 

Total number of 

arrivals, thous. 

people 

Germany 
Turkey 1 543 787 15,7 

9 845 244 
Poland 1 146 754 11,6 
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Great Britain 
Pakistan 476 754 6,1 

7 824 131 
India 756 471 9,7 

France 
Algeria 1 406 845 18,9 

7 439 086 
Morocco 911 046 12,2 

Thus, by the early 2000s on the territory of the three countries - the largest 

recipients of migrants in Europe - lived a fairly large number of Muslim communities 

that have formed over the past half-century. These communities are heterogeneous 

both in the countries of origin of migrants and in their degree of integration into the 

European Community. 

Analyzing all the factors of attraction of migrants to Europe it is possible to 

distinguish 4 groups: 

1. Historically established reasons primarily due to the immigration to Europe of 

the population of the former colonies. 

2. Economic factors including payments and benefits that immigrants can receive 

in the receiving countries, as well as compensation for other needs providing a 

higher standard of living than in the countries of origin. 

3. Socio-cultural factors consisting in the reunification of families, the formation 

of a sustainable image of a "better life" in European countries through social 

networks of migrants and etc. 

4. Humanitarian factors (policy of hospitality, tolerance, rights and freedoms of 

refugees) [10]. 

In 2015 year according to Eurostat data in Europe 1, 25 million people were 

granted refugee status that is more than twice the level of 2014year (562, 68 

thousand) [5]. And it is the official statistics which do not include illegal entry into the 

territory of Europe. Figure 2 clearly apparent upward trend in the flow of migrants 

between 2010 and 2016 years [9]. 

 
Fig. 2. The dynamic of the flow of migrants with refugee status in 2010-2016 

The main flow of refugees follows from Afghanistan, Algeria, Libya, Mauritania, 

Senegal, Syria, Somalia, Pakistan, and Eritrea. Priority points for the final destination 

are Switzerland, Belgium, UK, Austria and unconditional leaders: France, Germany 
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and Sweden which are characterized by a high level of social benefits and the largest 

availability of already existing Muslim communities.  

The reaction of the governments of the countries of EU is diametrically opposed. 

Germany, one of the few countries that opened its borders, while setting temporary 

border control on the southern borders. Urging the country to this kind of solidarity 

even Germany has temporarily suspended the expulsion of refugees to the country of 

their first arrival in the EU where it is necessary to register or to apply for asylum 

according to the Dublin agreement. The numbers of States participating in the 

Schengen area - Austria, Denmark, Sweden and Norway were forced to impose 

temporary border control due to the migration crisis [4]. 

Eastern European countries demonstrate a strong reluctance to accept migrants 

motivating such a decision by the weakness of the economy, the danger of terror or 

lack of experience in addressing migration issues. Slovakia expressed a desire to 

accept only migrants professing Christianity. Hungary made an attempt to completely 

close its borders and put forward a proposal to build the second 175 wall on the 

border with Serbia, Romania, Croatia and Slovakia; the first wall was built in 2015. 

Bulgaria having strengthened the border control announced to build additional 

fortifications on the border with Turkey, in addition to the existing "anti-immigrant 

wall" with a length of 30 kilometers. 

In the case of receiving refugee status the migrant has the right to obtain financial 

and social benefits, the value of which is different in different countries of Europe. 

Table 2 shows comparative information about the average salary of an EU citizen and 

social benefits of migrants in priority countries. 

Table 2 - Average salary of an EU citizen and social benefits for migrants in some 

European countries in 2015, euros per month [3] 

 

There is a point wise indication on the figure 3 that countries as well as likely to 

fail in self-protection. The problem of terrorism implies a serious financial factor. 
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And, of course, migrants for the sake of money and food can be involved in separate 

stages of terrorism acts. 

 

Fig. 3. The number of terrorist attacks in Europe, 2015 -2017 

So, migrants, being a cheap labor force, can be used as a tool of carrying out 

terrorism acts. But there is another category of terrorists who are more prepared 

groups being well financed. And it is not a problem of a migration policy. This is a 

problem of a global security.  

The crisis, which erupted in 2015, has challenged the traditional EU approach to 

migration issues. 

Previously, differences in historical experiences, social realities and economic 

organization did not give the participating countries the need for a common 

immigration policy and asylum policy. Each EU country had its own experience with 

migrants and their own ideas about what to do with them and some of them also faced 

a massive exodus of their citizens in the recent past. Until recently, every European 

country independently was solving problems related to migration based on its own 

national interests. For example, when Spain faced at the beginning of 2000 years with 

the influx of migrants from West Africa had alone to seek a way out it took the path 

of bilateral talks with African countries as family migrants and transit. The Spaniards 

got some help from the EU budget but decisions were made in Madrid. 

But in 2015, the efforts of individual countries were not enough. The scale and 

intensity of migration pressure almost immediately demonstrated the limitations of 

national approaches to solving the problem. The participating countries had three 

choices: 

a) strictly follow the European rules risking don`t cope with the large number of 

requests for refugee status - practice has shown that the principle underlying 

the European asylum system (the first EU country in whose territory will be 

the migrant who is obliged to consider his application for refugee status) is 

not viable in conditions of a massive influx of migrants; 

b) close its borders and thus shift the solution of the problem to neighboring 

countries; 

c) allow migrants to travel unchecked and uncontrolled across their territory. 
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In reality in the autumn of 2015 many Central European countries unilaterally 

closed their borders thereby damaging the solidarity of the Schengen countries and 

violating the Dublin Rules governing the procedure for considering applications for 

international protection. As a result Greece was the loser - landing on its shores 

migrants could not move further. The borders were closed unilaterally, all 

responsibility for receiving the migration flow fell on the first EU country in which 

the migrants turned out but Greece was not able to cope with such a large number of 

refugees. Soon it became clear that individually European countries could not find a 

solution to the problem. The migration crisis required a collective response. In other 

words, it was necessary to restore solidarity within the EU. 

Thus, at the end of 2015 the participating countries have embarked on concerted 

action. Very useful were measures enabling the EU to regain control of its external 

borders. 

Decisions on migration crisis formulated in the final documents of the European 

Council have been adopted in 2016. They can be divided into three main areas. 

Firstly, countries which took the main migration flow, in particular Greece, the EU 

has provided support including financial to facilitate the provision of humanitarian 

assistance to refugees and compliance with the administrative border control 

procedures and consideration of requests for asylum in accordance with EU rules. 

Settling in reception centers where newly arrived migrants get a quick checkand share 

to those whose requests for asylum can be considered and those for whom the future 

path is closed. 

Secondly, in accordance with the commitment made by all EU countries to return 

to compliance with Schengen rules and to establish strict border controls more 

resources allocated to the specialized services including the European Union Agency 

for security of external borders (Frontex) and the European support of persons 

applying for asylum (EASO). At the same time, the EU hastily created a new Agency 

for the protection of the external land and Maritime borders. 

Thirdly, the EU has signed an agreement with Turkey clearly defining rights and 

obligations of both parties in connection with the influx of refugees and migrants 

trying to make his way through Turkey to Europe. Accordance to this agreement, 

migrants who are illegally arriving in Greece from Turkey will be sent back to 

Turkey. Europe accepts migrants only under the condition that their requests for 

asylum are submitted and approved on Turkish territory. The Turkish authorities were 

obliged to cut off the channels of smuggling and illegal movement of people to 

Europe. The EUwas taking care of Syrian refugees to improve their lives in Turkey - 

they were entitled to legal employment and education of children in the Turkish 

schools. In exchange, the European leaders agreed to accelerate the abolition of visas 

for Turkish citizens entering the Schengen area and to resume the stalled negotiations 

on Turkey's accession to the EU. Finally, and importantly for Turkey, the EU 

officially renewed the strategic partnership with Ankara, promising to hold annual 

high-level bilateral meetings. 

Since the beginning of this year it has received 4,782 refugees, during the same 

period last year - 91,000 migrants. 
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Judging by the number of migrants arriving in Greece the decisions taken by the 

EU significantly influenced the situation: if at the peak of the migration crisis at the 

end of 2015 the Greek border was crossed by 6,000 people a day, in June 2016 - less 

than 50. EU leaders have every reason to assert that they managed to completely 

block the migration route through the Western Balkans. The measures taken in 

accordance with the EU decisions deprived the use of the Balkan route of meaning 

and undermined the business of the illegal transportation of migrants: after the closure 

of the Balkan route and the signing of an agreement with Turkey on assistance to 

migrants, refugees can not legally enter the territory of the European Union [3]. 

Now the EU should draw up a long-term plan as soon as possible. 

The foundation of a universal migration policy has already been laid. In April 2015 

the European Commission proposed the "European agenda on migration" which 

against the backdrop of the first signs of the impending crisis participating countries 

were taken with excessive caution. The agenda contained a clear basis for the 

necessary actions - it included proposals on all major issues of the EU migration 

policy: border control, asylum procedures, treatment of legal and illegal migrants, and 

integration of the efforts of individual countries. In the future the European 

Commission has consistently adhered to this course, as necessary, speaking with 

proposals on various items of the original plan. 

Thus, the basis of a balanced migration policy has already been outlined in general 

terms, the path for accepting the proposals of the European Commission is open. In 

this context it is possible to distinguish three tasks of primary importance the solution 

of which will help to form an approach based on the principle of flexible solidarity: 

 defining clear goals and commitments for the level of political and economic 

migration that is acceptable to the EU; 

 choice of means that will allow to fulfill not only accepted but also additional 

obligations; 

 establishment of a well-thought-out partnership with third countries - both 

native to migrants and transit ones - without interaction with which it is 

impossible to implement an effective migration policy. 

To prevent the development of existing differences the overall migration policy 

within the EU should be developed taking into account the interests of all member 

countries. The main spheres subject to additional regulation should be illegal 

migration, the possibility of forming a dead weight for the economy, in the form of 

unemployed migrants intending to live only on social benefits, the potential threat of 

terrorism and the growth of crime, as a consequence of migrants' unsettledness in a 

new place. At the same time, the size of migratory quotas should be adapted to the 

economic possibilities of a particular country in order to avoid the formation of a 

budget deficit or increase it. 

The above considerations illustrate just some of the possibilities. They all 

emphasize that it is necessary to strengthen collective component: to solve problems 

related to migration, the Europeans must act in cooperation with each other, taking 
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into account the views of all participating countries, and taking into account their 

interests. 
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Abstract 

Migration has always been one part of the human behavior. There are lots of 

things that causes migration, but today, people migrate because of war. Today 

more than 10 million refugees in the world. More than 2.5 million of them 

accepted by Turkey. However, bigger problems like prejudice, hunger, need for a 

shelter and abuses are waiting for them. They bear these problems to have a 

better life and to have rights after passing to Europe.  

Besides, they also have social and economic effects on the countries they are 

going to. Governments and most of the Civil Society Organizations are also 

working to make their lives better. However, most of the refugees continue their 

journey to realize their dreams and make their lives better. Although some of 

them succeed their journey, most of them cannot.  

This paper examines the migration policy of Turkey. Paper will give 

information about the difficulties arises by the migration of the 21st century and 

search for appropriate policy alternatives by concentrating on the contribution 

of civil society organizations in creating solutions to the problems.  

 

Keywords: Migration; Migration policy of Turkey; Civil society organizations; 

Cooperation 
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1. Introduction  

Migration has always been one part of the human behavior. And it is the reality of the 

21
st
 century. Through the human history, migration of the Syrian refugees is one of 

the biggest movement. According to data in 2016, there were about 13 million Syrian 

migrate to another city or country.  

Immigrants face with some difficulties such as prejudice, poverty, sheltering, 

abuses. Migration affect not only immigrants themselves, but also the country they 

go. 

In this paper, we are going to talk about migration, Syrian refugees in Turkey, their 

impacts and the actions that NGO’s do. 

2. Migration  

2.1 What is migration?  

Migration is a population movement that changes the structure of society in terms of 

economic, cultural, social and political aspects of the geographical space for various 

reasons. Immigration is not just a horizontal axis movement, but it's also a vertical 
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axis from one's life to the others. The first major immigration movement in history is 

"Migration of Tribes" between the years 350-800. Migration of Tribes is such a great 

move that have changed human history. This movement divided Roman Empire into 

two and as a result West Roman Empire fell, feudal system created, etc. This 

migration started from compulsive causes such as the bad natural conditions, the 

problem of finding food and shelter. (Kavimler Göçü, 2017) The other major 

immigration movement, no doubt, began in 1492 when Christopher Columbus 

discovered the American continent. After the discovery of America, people, 

especially Anglo-Saxon World, started to migrate from Europe to this continent, this 

migration can be considered as a voluntarily migration because it came from desire of 

adventure.   

2.2 Why do people migrate?  

Migration is a part of a human behavior. From the first man, people need to migrate 

because of voluntary or forced basis. However, the causes of migration have changed.  

In the past, there were bad natural conditions, they couldn’t find food and shelter, or 

there were less job opportunities that forced people to migrate, but in recent years, 

wars and massacres have been among the greatest causes of migration. The migration 

movement is a new beginning from the migrating perspective. However, immigration 

affect not only for migrants but also for the country to which they migrate.  

According to Everett S. Lee, the answer to the question "Why do people 

migrate?" Lies in the "repulsive and attractive" forces. According to Lee, the 

factors that cause immigrants to leave the places they live in are called 

repulsive forces, and the factors that make the target living area attractive 

are called attractive forces (1969). Lack of job opportunities, unfavorable 

climatic conditions, terrorist incidents, civil wars, natural disasters etc. are 

considered as push factors, on the other hand, new job opportunities, a 

temperate climate, improved infrastructure, easy access to education and 

health services, confidence in daily life, etc. can also be considered as pull 

forces. From these questions, many migration theories are created. One of 

them is the "push-pull model", which is rooted in E. G. Ravenstein's work 

(Steel, 2005: 174), which was brought to the fore in the article "A theory of 

migration" by Everett S. Lee in 1966. This model encompasses a number of 

factors related to living and settling spaces (Lee, 1966: 47). Lee collects the 

factors that lead to the decision of the immigration decision and causes the 

process to start in four dimensions: 1. Factors related to living space, 2. 

Factors related to migration, 3. Intermediate factors, 4. Individual factors, 

"Attractive" / positive (+), "neutral" (o) and "blocking" factors (Piché, 2013: 

21). According to Lee's example, a good climate is "attractive" and a bad 

climate is a "driving" factor. A place with good educational conditions is 

"attractive" (+) for those with small children, and "impulsive" () for a 

homeowner who does not have a child due to high real estate tax. However, a 

single man with no taxable estate is unregistered (o) (Lee, 1966: 50). The 

most important of the "pushing" factors is the economic, social and political 
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situation in poor countries / cities. Comparable advantages of rich countries / 

cities are "attractive factors". "Developed regions with high wages and job 

opportunities gain attractiveness for migrants, while underdeveloped regions, 

high population density, low wages and economic instability push 

immigrants" (İslamoğlu, Yıldırımalp & Benli, 2013: 51). The "neutral" 

factors that people often remain indifferent do not provide a positive or 

negative contribution to the migration. According to Emre Kongar, 

"impulsive elements" arising from the inadequacy of living conditions in rural 

areas seem to have a very significant effect on the urbanization process in 

Turkey (Kongar, 1998: 550) (AY, Y, 2013).   

 

2.3 Migration in Syria  

Syria has been in a civil war since 15 March 2011. Various countries and international 

communities send aid to Syria that suffers from the civil war. These aids meet only 

54% of the needs. Such circumstances and the endangerment of life in the civil war 

have caused the local people in Syria to seek a new safe homeland. The combination 

of these reactions has prompted the Syrians to start the greatest migration wave of the 

21st century. In 2016 more than 5 million 835 Syrian had to migrate inside and 

outside the country because of the civil war which has been lasting for more than five 

years in Syria. The Syrian Human Rights Network (SNHR), located in London, has 

reported in the World Refugee Day that the number of registered Syrians who are 

refugees due to civil war has reached 5 million 835 in their country, 50 percent of 

them are children, 35 percent are women, and 15 percent of them are men. The 

country where the Syrians migrated most is Turkey because it is both a border 

neighbor and a bridge to Europe. General Directorate of Immigration Administration 

has reported that 2 million 957 thousand 454 Syrians live in Turkey at the end of the 

2017.   

3. Refugees who migrate to Turkey  

The human tragedy resulting from the civil war in Syria resulted in the loss of 

hundreds of thousands of people's lives and the fact that millions of Syrians had to 
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leave places they lived. In this process, many Syrians preferred Turkey for shelter. 

The Syrian asylum-seeker raid on Turkey first started on April 2011. From this date 

on, Turkey has announced that it will implement an "open door policy" for the 

Syrians. On June 14, 2011, when AFAD (Disaster and Emergency Management 

Presidency) made its first statement about asylum seekers, it was announced that there 

were 8,538 Syrians in the camps established in Hatay/Yayladağı and Altınözü. 

According to AFAD data, the number of Syrian asylum seekers was 78.409 in August 

2012. In 2017, it was reported that 2 million 957 thousand 454 Syrians live in Turkey, 

according to General Directorate of Immigration.  

 

3.1 Life Conditions of Refugees in Turkey  

220,000 of the Syrian refugee in Turkey live in comfortable conditions on 22 camps 

consisting of 16 tent cities and 10 container cities. The remaining one hundred million 

are scattered and have life struggles in different cities. Today, there are only 9 cities 

(among 82) in Turkey where Syrians are not found. The Syrians outside the camps 

struggle for life by working in temporary jobs, begging streets or receiving social 

assistance in 72 different provinces of  

Turkey. There are about 330 thousand Syrian in Istanbul, Gaziantep follows İstanbul 

by hosting about 330 thousand people in Syria, with 200 thousand.  

At first Turkey approached this issue as a temporary condition, but after the 4
th

 

year of war Turkey started to create new policies by accepting that the refugees are 

permanent. In order to integrate Syrian with local community, some important 

arrangements have been made over the last few months. For this purpose, decisions 

such as the biometric registration of all Syrians in Turkey and offering job 

opportunities without destroying local workforce to the asylum seekers.   

Another important issue is the education of migrants because the education 

accelerates the collective reconciliation of mass migrants with young population and 
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compensates for the loss of orientation that they have experienced with immigration. 

The Foreign Student Information  

Operating System (YÖBİS) was established to enable 200,000 Syrian children 

living in Turkey and deprived of their education services to register in schools via 

electronic system.  

The followings are the data obtained from surveys designed to better accommodate 

the living standards of Syrian refugees:  

• 79% of the Syrians living outside the camps have language problems every 

day,  

• 75% have difficulties in finding housing / shelter,  

• 82% are forced or difficult to find work,  

• On the other hand, they stated that only 14% of this group were aware of their 

rights and 26% felt they were integrated into Turkey. Beneficiaries of public services 

feel more integrated.  

• 73% of the Syrians living outside the camp felt safe, while only one out of 

every four participants (38%) were satisfied with life in Turkey.  

• Only 35% of the Syrians who live outside the camps evaluate the future of 

their country positively; The likelihood of returning to the countries of positive 

evaluators is much higher.  

• At the time of the survey, 56% of the Syrians living outside the camps 

reported that they would not return to their country, 21% were planning to immigrate 

to Turkey and 16% were planning to migrate to another country. Saudi Arabia, 

Germany and the Netherlands are among the countries that they want to immigrate. 

3.2 Their Difficulties  

Unfortunately, in a new country where they try to adapt, Syrian refugees have faced 

many difficulties. At the beginning, they tried involve in the economic life of the 

country in order to continue their lives but they were used by the artisans as cheap 

labor. The economic order of the country thus began to change slowly. An important 

challenge the Syrians faced in Turkey was the rise of house rents. In addition, the 

house rent, which has increased almost 3 times, has also started to affect the middle 

class in the country.  

Another difficulty was to provide adequate nursing homes and hospital services for 

this high population. Most of the immigrants consist of casualties and those who for 

those who needed urgent intervention. Moreover, the Syrians who came on this first 

wave, were living in a serious way at the border of the problem of finding a place to 

stay. These first Syrians who later helped the people to find a home, unfortunately 

they tried to survive in the parks, in the stockroom, in the mosque courtyard. Public 

officials couldn't detain them even if they identified these immigrants. Because even 

if they were taken from the parks, there were no alternative areas to be placed. 

Temporary housing centers ("camps" at that time) did not have sufficient capacity.  

Over time, migrants' movement to their own systems instead of adapting to urban 

and social life posed a national security threat in the middle and long term. Until this 
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time, they were subjected to difficult conditions in terms of sheltering, poverty, 

health, education, prejudice, harassment, occupation and working. We will examine 

these issues like marriage, prejudice, poverty etc. in detail. 

3.2.1 Prejudice  

Xenophobic attitudes and various forms of social tension may arise if residential 

opportunities are insufficient. Unfortunately, in some societies the Syrians are seen as 

important threat to the social order. In the context of changing urban security and fear 

of crime / security perception; It has been determined that the security perception is 

related to the economic system. This perception comes and goes along with the 

economic crises. Nevertheless, both the media and the social structure seem to 

increase fear culturally, involuntarily or unwillingly, in relation to the formation of a 

level of fear. For instance, the frequent presence of increasing reactions to refugees in 

various cities has led to comments that the Syrians are no longer seen as "guests" and 

are not wanted.   

All the Syrians shouldn't put in the same equation. However, it has become a 

necessity for the relationship in good intentions that the application of the necessary 

instructions to those who cannot adapt to urban life and involve in a crime. 

In everyday life, there are many reasons that lead to negative perceptions of 

tension and refugees. The most important of these is the tendency of the state to 

provide aid to refugees. Most people do not find it agreeable to help the other nation 

while most of the Turkish people face with poor economic conditions. The crowd in 

the Hospitals, schools, government offices, public transport, public services, etc. 

unfortunately disturbs most Turkish citizens. However, the biggest reason for the 

prejudice is that begging most of the Syrians on the streets. People either hate or pity 

them since they beg on the street rather than work. However, some believe that the 

job opportunities and the assistance received by Syrian refugees are limited.  

Unfortunately, the number of citizens who extend their helping hand in this way is 

very little.   

3.2.2 Poverty  

There are various data on the poverty rates of Syrian asylum seekers in Turkey. 

According to one of these statements, 57 percent of Syrians live in poverty, 31 percent 

live below the hunger limit (Milliyet, 04.09.2015), according to another, among the 

other refugees, including the Syrians, 70 percent of those living under the poverty 

line. As a result, it is seen that the Syrians in Turkey are over 50% of the poverty 

rates. According to another research, a Syrian refugee spends around 3 liras a day for 

feed. The percentage of Syrians who consume dairy products is 40 percent. 25 percent 

of the Syrians can’t find cheese or yoghurt.   

The relationship between poverty and health is symbiotic. (Walker ve Walker, 

2015, s. 119-120).  Unhealthy people are more likely to be pushed into poverty. On 

one side finding a job is a difficult thing for the sick or handicapped persons, on the 

other size the poverty is the other side that cause illness. Especially for poor people, 

health is a vital. Malnutrition, homelessness, or living inadequate homes resulting 

from poverty, may be among the factors that cause illness. Poor people receive less 
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health care than their needs. Unfortunately, most of the Syrian refugees are pushed to 

poverty because they live under these circumstances.  

3.2.3 Sheltering  

As of December 2016, the number of Syrians who live in the residential areas that 

operating with the coordination of AFAD is 258.571 people. The cost of temporary 

residential areas in Turkey is considerably high but all their needs are provided. And 

those residential areas are praised by the world. The needs of them such as food, 

education, health, clothing and heating etc. are met at the high living conditions.   

It has been determined that Syrians who live outside of the temporary residential 

areas (outside the camp) in Turkey have experienced serious problems related to the 

shelter.   

A significant proportion of asylum seekers in different provinces except for 

residential areas rent a house by the aids from the helping organizations or by 

themselves, while some remain live in depopulated and ruin areas of the cities. It 

should be stated that the residents of these areas are living on extremely difficult 

conditions and lack healthy accommodation opportunities. This can lead to serious 

social problems as well as health problems. In addition, the need for sheltering of 

Syrians, has caused house rents to rise in certain cities.   

According the Health Services Report of the Turkish Medical Association about  

Syrians, most of the Syrians outside of the tent city, are living a poor life and it’s seen 

that their relatives are also poor. Asylum seekers live together in a few socio-

economically disadvantaged neighborhoods. Living houses are not physically 

adequate. In fact, it is seen that in some of the places there is no kitchen, the toilet and 

the shower are used in common with other apartment residents etc. There are also 

problems in terms of heating and hygiene. Kitchen and bathroom conditions are 

insufficient. Some of the asylum seekers live in the parks and the ruins. They do not 

have access to clean drinking water. Some places of residence as accommodation are 

quite unhealthy environments such as parks, garage entrance shops, rental rooms and 

damp houses.   

3.2.4 Abuse   

Unfortunately, this subject with intense interest in the media continues to grow 

with many embarrassing situations. The phenomenon of harassment is founded both 

by Syrian refugees and Turkish citizens. Another area of victimization is prostitution. 

GKAB Syrian women's involvement in prostitution is an important question. In fact, 

the woman or the person in question is not the perpetrator of the crime. The 

perpetrator of this crime is the person who provides the place and the opportunity to 

mediate for this prostitution. Prostitutes are actually victims. Therefore, in practice, 

these women should not be treated to increase victimization.    

The news headlines in our country in recent years are embarrassing us and 

irritating our nerves. Some of these titles are:  

1. "Syrian beggary girl is harassed in the middle of the street"   

2. "Harassment tensions between Syrians and neighborhood residents in Hatay"   

3. "The Syrian who was harassing the 17-year-old girl on the street by hand"   
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4. "Gaziantep standing: 4 Syrian, 3-year-old boy raped on the cam ..."   

5. "A woman is harassed by Syrian Men and the other two laughs.” 

6. "Syrian refugee harassing young girl in Adana"   

7. "Syrian Harassment of Girls in Gaziantep ..."   

8. "Syrians in Tavas harass the ladies"   

9. "9 months old baby is raped in Antep!"  

3.3 Future Plans 

Migration; It can also mean a better future, hope and security for many people and the 

group at the same time. Immigrant individuals are in danger of being killed in the 

country they are emigrating from, catching better economic opportunities, and so on. 

They can look more hopefully in the future of the country they came from. In this 

respect, 60% of the guests stated that they did not consider returning even after the 

end of the war. This rate is up to 90% if the end of the war is still at the beginning of 

Assad. At the beginning of the Syrians who want to return to their homeland, those 

who are struggling to keep up with the city are predominant.    

According to a study conducted by Hıdır APAK between August 2013 and January 

2014, it can be said that the expectations of the Syrian immigrants are not fully met 

and are still in expectation, the ambiguity about the future of the war in Syria is 

preserved and many of their own homeland is indispensable for many migrants. It can 

also be said that the expectations of the future are high and positive, considering the 

hope that Syrian immigrants look forward to the future and that they will have good 

opportunities in the future. 75% of the respondents stated their expectation before 

coming to Turkey as 'meeting basic human needs like education and health'. 39.4% of 

the research group said that we were expecting 'business opportunities' and 25% said 

'we wanted Turkey to accept us as a citizen.'  

It can be said that the vast majority of pre-migration participants are in anticipation 

and attractive expectations such as job opportunities and citizenship are not just basic 

needs. This can be explained by the fact that the research group regarded immigration 

not only as a salvation and escape from war, but also as an opportunity to achieve 

good results.   

When the expectations of the post-migration expectations are met; 27.3% of the 

participants stated that the expectations were fully met after immigrating to Turkey, 

49.2% were 'partially satisfied' and 16.7% were not satisfied. Four out of the 

participants (25%) stated that there was no expectation of Turkey from the future. 

Those who do not have any anticipation think that the services provided are sufficient. 

17,4% demanded financial assistance, and 12,9% stated that the statues in Turkey 

should be determined and their ambiguities should be completed as soon as possible. 

Giving Syrians a visitor status brought some uncertainties with it. Also; there are 

some Syrians who demand basic human needs such as opportunity for work (11.4%), 

security (6.8%), education (9.1%), good life (5.3%) and  health  (0.8%). 

43.9% of the participants did not worry about the growth of their children in 

Turkey. Nearly one of the migrants (18.9%) of Syrian immigrants are worried that 
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their children will grow in Turkey. 46.6% of those who do not worry see Turkey as a 

high level of welfare. Similarly, 46.6% of them do not worry that their children will 

grow in Turkey because they think that Turkey is safer than Syria. One in five of the 

respondents are concerned that their children will grow in Turkey. More than half 

(56.0%) of the worrying people stated that their children should not benefit from the 

right to education and that they cannot go to school. Nearly one in three (28.0%) said 

they were worried that their children wanted to grow up in their homeland in Syria. 

More than half of the respondents (52.4%) stated that they would like to live in Syria 

if the conditions permit. If the conditions permit, 36.3% would prefer Turkey and 

11.3% would prefer a more developed country. More than half of the respondents 

(55.3%) answered "no", 15.2% would be "bad" and 18.2% "no idea" in the question 

"how do you see the future"?  

3.4 Immigrants' influence on the country  

Immigrants have various influences on countries. Syrian asylum seekers living in 

border cities in Turkey in the first stage spread over time in the whole country. As a 

result of this spread, it has had an impact on the country. We can divide these effects 

into two groups as social and economic effects. (ORSAM, 2015)   

3.4.1 Social Impacts   

Contrary to the fact that they are the same as the local people, they are reacting too 

much because they are different in language, culture and lifestyles. Moreover, with 

the emergence of polygamy, divorce rates have increased and a distorted structure has 

emerged.  

In most cities where Syrians live, a conservative culture dominates. The marriage 

of young or old, married or single individuals to young Syrians by not conforming to 

this culture has created great problems in society. In 2017, the number of bridal brides 

is 6.495. Marriages do not seem high in the official data because of the marriage of 

Imam's marriage to the Syrians, but this rate is higher. In fact, these marriages have 

become a means of material interest. Those who want to get married find a wife for 

themselves by paying a mediocre fee. Besides, the title is taken to the girls in Syrian 

culture. This situation is seen as a means of marrying the daughters of the prisoners 

and saving the lives of their daughters. The saddest thing about this is that they are 

married at an early age, even at a child's age.  

Because the rents are lower, these immigrants prefer the neighborhoods where 

there are economically worse living people. A few families are staying together in 

homes that are in bad condition. For this reason, local residents are constructing 

illegal and irregular structures with income expectation. This raises the problem of 

urbanization which is already there.  

Another problem is that the parents are working their children because the 

education rate is low. As a result, the children started to work. In the streets, 

handkerchiefs, scarf, etc, selling children are the visible part of this situation. Apart 

from this, these children are employed as apprentices or in factories as cheap laborers.  
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3.4.2 Economic Impacts  

From an economic point of view, there are also good influences with certain 

aspects as well as the bad aspects of this situation. The common economic effect of 

refugees is on house rents. Homeowners lease homes to surfers at higher rates than 

usual. Some even took homeowners to take their tenants and replace them with 

surfers. As a result, households use this situation for their own benefit.  

 This is also the economic impacts of the prime workers who are employed as 

cheap labor force. Workers who are terminated in this period are thinking that they 

will be removed from the workplace in order to be taken prisoner. However, in some 

cities where the local people need the workforce because they do not want to work in 

the factory or on the field, this need is met.  

 In addition to these, aid sent to Turkey from Cambodia and Syria is also provided 

through local companies. This is especially the case for companies operating in the 

fields of food and textiles. Turkey's exports to Syria in 2013 increased from $ 113 

million to $ 278 million.  

 Most of the refugees coming from Syria are rural and sub-income level, many 

investors and merchants settled in Turkey and continue their business with their 

commercial connections.  

 Asylum-seekers have begun to produce, even in small sizes. The Syrian-run shops, 

furnaces and some businesses provide economic contribution. Syrians prefer these 

businesses because they are in the style they are accustomed to. The worst part of this 

situation is the unfair competition with the local tradesmen and the discussions 

between the local tradesmen and tradesmen. Turkey is among the countries where the 

Syrians have invested the most and established the companies. The number of foreign 

capital companies established by Syrian citizens was 5 thousand 647 at the end of 

2016. Syria is the country that has settled in the second places of the most investment 

in Turkey after Germany. On the other hand, according to the TOBB data, the amount 

of capital of Syrian citizens is 751 million 638 thousand TL in the companies that 

have the majority or all of Syrian citizens in the last 4 years.TOBB data is based on 

trade register data. The figures are not the total capital of the company, but the 

amount of capital invested by the foreign partner  

4. What NGOs and institutions do about immigrants (organizations)  

The existence of Civil Society Organizations in the lives of immigrants is an 

undeniable fact. It is impossible for the states to fully realize this, even if it is the 

primary duty of the immigrants' rights and standards of living. The Civil Society 

Organizations are in full swing here and fill the gaps in the state's inability. An 

advantage of Civil Society Organizations is that they do not have the slowness due to 

the problem of bureaucracy in the state level in the face of problems and needs. Civil 

Society Organizations can be found in quick and practical interventions against 

incidents.  

There are thousands of NGOs working on immigrants in the world and in Turkey. 

Some of them are founded by associations, while others are established by immigrants 
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themselves. Civil Society Organizations established by associations are established 

for assistance for immigrants such as defense, legal, economic, education and 

training, housing, business, financial aid, consultancy and guidance, integration; The 

Civil Society Organizations established by immigrants are the basic principle of 

"solidarity". Because immigrants are trying to be stronger and stronger with 

immigrants like themselves with the effect of coming from a different culture. There 

are thousands of associations such as Turkish Red Crescent and  

Şanlıurfa Platform in Turkey. There are also Civil Society Organizations such as 

Support to life working in partnership with International Associations.  

Şanlıurfa Platform : Şanlıurfa Platform is a platform based on the voluntary basis 

established by the 60 nongovernmental organizations operating in Şanlıurfa, 

established with the permission of the members of the Municipal Assembly, the 

committee decision of the Municipality of Şanlıurfa and the special permission of 

Şanlıurfa Governorship after the Syrian civil war started in 2011, to prevent the 

migration to Turkey by sending aid to Syria, in order to prevent the religion, 

language, denomination and racial discrimination and in order to prevent the 

disruption of its chemistry in the migration wave to Şanlıurfa will bring the social 

imbalance of Şanlıurfa in the following months. In the context of the "Humanitarian 

Aid" of the platform, drug addicts other than the Syrians also have aided the families 

of Urfa in need of unconditional assistance to the prisoners' families.  

The platform also sent 393 aid clips beyond the border, with 18 aid clippings to 

terrorist victims. The platform did not stay with that, and the 1268 aid clips were sent 

to 600,000 people from Syria, Iraq and Afghanistan living in the towns and villages of 

the city center in Şanlıurfa. A total of 1679 trailers were distributed.  

Support to Life Foundation: Support to Life Foundation also prepared a report 

based on a survey of about 900 refugees. It also conducts charity distribution with an 

electronic information system for approximately 3,000 refugees. It continues to 

distribute food, hygiene and winter preparation aid packages for refugees outside 

Hatay, Kilis and Şanlıurfa camps.  

International NGOs  

International NGOs have to get a work permit from the government. This is a very 

slow process. According to the law of associations, international NGOs wanting to 

operate in Turkey need to apply to the Ministry of Interior. The ministry is seeking 

advice and advice on  

NGOs from various state institutions, most notably the Ministry of Foreign Affairs, 

which is the security unit. International NGOs are among the reasons for rejecting a 

statement about Turkey in the past. In addition, the permission requests of CSOs 

found to be operating "informally" by sending their tourist passports to Turkey are 

also rejected without obtaining permission. On the other hand, about 80 

representatives of international NGOs have been working in border provinces. As of 

February 1, 2014, it is known that 18 international CSOs have obtained permission. 

However, a large majority of them are trying to get help on the Syrian border. The 

Danish Refugee Council, the International Medical Corps, the Mercy Corps, the 
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GOAL, the International Rescue Committee, the Cooperative for Assistance and 

Relief Everywhere, and Save the Children International. The American Mercy Corps 

organization is trying to meet the important needs of millions of Syrian refugees in 

Jordan, Lebanon, Iraq and Turkey. Especially children who are exposed to extreme 

violence do not get rid of their daily lives under the influence of their great fear. 

International Medical Corps also offers health and education services to Syrian 

refugees in Turkey with a $ 750,000 fund from the Conrad N.  

Hilton Foundation. In addition to Kilis, they are preparing to open a clinic in 

Şanlıurfa. The Danish Refugee Council operates in Hatay and Sanliurfa. She gives 

post-traumatic trainings. Many International NGOs whose permit requests are refused 

or are pending and in review are trying to cooperate with local-national NGOs, or 

rather to help refugees under their name. However, all international NGOs face 

serious operational problems such as money transfers, salaries, wages and other costs. 

From 2013 onwards, it is observed that the government is a tentative softening of its 

attitude towards the work of International NGOs.  

Officials say, "We look forward to working with international NGOs. But we will 

be in control of this. We do not want an NGO inflation, "they say.  

Syrian NGOs   

Some of the NGOs that try to help refugees are also from Syria. For example, the 

Assistance Coordination Unit (ACU) communicates with activist youth in Syria and 

gives them various trainings. They are especially active in women's work. (igamder, 

2013)  

5. Immigrants who want to go to Europe via Turkey but who cannot achieve  

Turkey is a natural bridge for immigrants who want to migrate to Europe because of 

their geopolitical position. Immigrants who migrate to Europe via Turkey usually go 

to the European countries via the Mediterranean after entering Turkey by road. Some 

of the immigrants who want to reach their dreams are caught, but unfortunately some 

of these journeys end with death. When we look at captured immigrants, illegal 

immigrants from many countries, especially Syria, Afghanistan and Iraq, are caught 

trying to enter or leave our country.  

Following chards and data are taken from the Migration Rapport in 2016.  
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Between 2005 and 2014, the number of catches around 50,000 per year has risen to 

146,485 as of the end of 2015 and has risen to 174,466 as of the end of 2016. The 

number of irregular, illegal immigrants that only Coast Guard has caught is 91,611 at 

the end of 2015. The number of migrant smugglers caught in 2015 and undergoing 

judicial proceedings is 3 thousand 614. (Posta, 2016)  

  

Unfortunately, some of the immigrants who migrate to Europe are drowned in the 

Mediterranean. According to Turkish Coast Guard Command figures, the number of 

irregular migrants who lost their lives is 279 in 2015. In 2016, the number of irregular 

migrants who have lost their lives has fallen by 29%, compared to 2015.   
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When we examine the numbers in the world, the common explanation made in 

Geneva by the United Nations High Commissioner for Refugees (UNHCR) and the 

International Organization for Migration (IOM) on 23.12.2016. According to the 

statement made in 2016, while the Mediterranean is trying to pass the boat, 5 

thousand people lost their lives. The UNHCR Spokesman William Spindler noted that 

"this is the highest figure ever recorded." In the statement, it was stated that on 

average 14 immigrants lost their lives in the Mediterranean every day in 2016. In the 

statement made by the IOM, it was specified that 3,777 people died in 2015 in the 

Mediterranean. (dw.com 2016)  

6. RESULT  

This article deals with the immigration policy of Turkey. The paper provides 

information on the difficulties of the 21st century's breasts and offers and assistance 

of the Turkish NGOs to successful and unsuccessful immigrants who want to go to 

the lieutenants and Europe. In addition, the conditions such as educational conditions, 

health problems, conditions of employment and habits, malnutrition habits and 

housing need are among the conditions that have been experienced by them since the 

day Syrian refugees began to emigrate to Turkey. We hope the most difficult and 

painful situations of desperate Syrian refugees will come to an end. The end of wars, 

that all people are equal, and that no matter where in the world, everyone has a good 

life are our best wishes.  
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