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Abstract

Economic growth is positively affected by physical capital accumulation, but returns of scale
are diminishing, explaining the reason why heavy machinery and physical infrastructure
contribute to growth only in the short-run. Current process of technology dematerialisation
has enforced the importance of human resources’ skills in modern economies and productive
process. Amongst others, emphasis laid on knowledge as a key productive factor represents
the shift from the traditional industrial era to the current one that may be characterised as
knowledge-intensive, as nowadays comparative advantages are highly dependent on
knowledge accumulation, new technologies, as well as production’s and demand’s
technological modernization, affecting productivity growth and material welfare in a positive
way.

International bodies, like OECD and the World Bank, as well as supranational and
national entities have laid emphasis on research, technological development and innovation,
in order to achieve better economic performance and growth potentials. European
Commission had recognised already in the mid-1980s the significance of technological
progress on economic growth, job creation, social progress and environmental protection,
considering it to be a strategic factor for European economy’s ability to enforce its
competitiveness and achieve sustainable growth rates. Moreover, E.U.’s competitiveness gap
in knowledge-intensive sectors -when compared with United States and Japan- supported
further the need of an upgraded European research policy, preparing actually the Lisbon
Strategy agreement of 2000, as well as the allocation of European budget’s resources towards
research through Framework Programme 6 (1998-2002) and F.P.7 (2007-2013).

On the contrary in the greek case, state intervention in research, technology and
innovation that would have aimed at enforcing knowledge-intensive performance and
application in Greece, had not served strategic, long-term goals, even as part of industrial
policy. In addition, apart from knowledge production and technology development, it is also
important to stimulate technology diffusion throughout the economic and social fabric. Even
this procedure is still inadequate in the greek case, since the interest of society and private
sector in research and knowledge-intensive production is missing, a phenomenon that affects
knowledge production in a negative way, being unable to mobilise critical mass for
researchers and research services. These trends were considered to be serious differentiations
between the greek practice and that of other E.U. member states that intended to increase their
productivity and competitive advantage and abilities via investments in well-educated human
capital, raised productivity rates, products’ quality and new technology’s integration in
productive procedure.

The present paper analyses the application of the knowledge-based model of growth in
Greece, focusing on national research policy’s structure and failures, intending to explain its
inefficiencies. The interest of this work lies at the fact of diminishing growth performance in
Greece —beyond recession due to financial crisis- that implies the limits of current growth
model. For this reason, the three sources of research action (curiosity-driven research from
scientists’ side, demand-pull research from private/productive sector and research on behalf of
public sector, favouring social well-being) will be examined.



1. Introduction

Knowledge and technological development play a crucial role in economic and productive
activities, as contemporary comparative advantages are highly dependent on knowledge
accumulation and new technologies. Thus, this paper focuses on the importance of research in
contemporary political agenda and the role that the relative public policy plays, admitting that
research is the main source of technological development. Therefore, it should be clear that
present analysis will concern all kinds of research activities and not only the so-called
“useful” research. Actually, as Vernardakis (2006) claims, technological sectors that are
developed in a rash way depend strongly on applied scientific fields and research, which are
also based on “basic” science, and at the end of the day, public funding for basic research is
not easy and probably not proper to be evaluated only in terms of measurable economic
benefits.

As terms like research, technology and innovation are nowadays commonly used,
not necessarily in an accurate way, it is useful -as an introduction- to define them, in order to
avoid misunderstandings or even false conclusions that come about in everyday activity and
political discourse. Thus, knowledge is partially a non-excludable, localised, often cumulative,
“sticky” and tacit good (Foray 2006), while it is basically a non-rival resource in its use, since
if someone has it, this will not dissuade someone else from having or using it. On first sight,
knowledge has high social return -definitely higher than the private one- while Kourtesis
(2003) mentions that knowledge production creates positive externalities and social increasing
returns, under the precondition that it is not only the producer of this new knowledge, who has
the ability and the right to use it.

On the other hand, research is actually an autotelic activity, where knowledge is
produced and aims to respond to issues and questions that are raised by scientific community
or to challenges that contemporary society faces. Amongst others, the practical contribution of
research deals also with the diffusion of its results into economy and production, affecting
economic growth (Caloghirou 2008b). Research can be either public or private, depending on
its funding sources and performer. The different types of research are determined by their
scopes and goals. Broadly, research can be characterised as basic (when it aims to produce
codified theories and models that explain or predict scientific reality) or applied (when the
goal is to develop and bring to society knowledge that facilitates the resolution of practical
problems and to market new products with profitable results). The former can be
distinguished between directed and undirected research (Foray 2006), where directed or
oriented basic research deals more with entrepreneurial activities, while undirected or
fundamental basic research activities represent the so-called “blue sky” research effort.
Furthermore, economic benefits from basic research are substantial, but hard to quantify, as
Salter and Martin (2001) conclude. Nevertheless, there is evidence that connections between
industrial innovation and basic research are close enough especially in some scientific and
industrial sectors, despite the fact that there is no linear relationship between basic research,
applied research and innovative activity (Smith 1994).

Research is partially also related to technological development, but technology is
more practical and closed, it produces artefacts, aiming at practical utility and it is mostly
followed by secrecy and patent protection (Metcalfe 1997). Technology preexisted science,
but both are partially interdependent parts of knowledge that exists and is produced.
Technological inventions may be the beginning for new scientific developments, therefore
technology is not only to serve and follow science, but also vice versa (Vernardakis 2006).
Moreover, technology may be served by already existent scientific knowledge, and not
obligatorily by the most developed and modern one, at the same time that strong scientific



basis increases significantly the efforts and potentials for technological development.
Dasgupta and David (1994) relate science and research with the world of academic science,
whereas technology is combined with industrial and military research, as well as with
developmental activities. As a result, science community is relative to enrichment of the
existent stock of public knowledge, while technology community’s goal is to enhance rent
potentials from the possession of private knowledge, for instance through rights of use.

Finally, innovation may be relative to social, economic and technical evolutions
and it is nowadays identified with planned process, which has high predictability of results
and goals. Innovations exploit actually changes, so their scope has to do with systematic
examination of changes that offer probably entrepreneurial opportunities (Drucker 1999).
According to Pilat (2003), a particular characteristic of innovation is that the source of
innovation is not definitely R&D activities, as innovations that are currently carried out in
production and economy are considered to be non-technological ones. As Drucker (1999)
claims, knowledge-based innovations do not depend only on scientific knowledge, but on
combination of different kinds of knowledge. Moreover, innovations are able to create new
industrial sectors and probable monopolistic circumstances that will probably enhance
competitiveness and the potential for economic growth. Actually, close to the Schumpeterian
idea about innovation lies also the aspect that competition in micro-economic terms depends
on the ability of firms to behave differently, as no source of difference is more significant than
new products and new production means (Metcalfe 1997). Therefore, Morgan (1997)
mentions that capitalism should be regarded as an economic system, driven by technical and
organisational innovation, where firms grow when they innovate and shrink if their
competitors innovate faster than they do (Klette and Kortum 2004).

Nevertheless, it should not be concluded that public intervention is necessary to lay
emphasis on applied and directed research instead of funding basic research programmes with
unknown purposes und commercially uncertain results. In Vernardakis’ (2006) words, since
applied research is a rather expensive activity, being able to lead to significant economic
benefits for private actors, there is the danger that preference for industrial research may
determine and finally constrain scientific developments, as a probable funding cut off in basic
research would erode innovation and growth basis over the long term. Therefore, it is crucial
to find and reach ‘a sort of optimal balance between short-term and long-term objectives,
building good trade-offs between the promotion of cost-effective methods and the freedom to
experiment, and creating appropriate conditions for the effective management of research
activities for today, tomorrow, and beyond’ (Foray, 2006:54).

The next section will present the importance of research in theory of economic growth and
in current political world at national and supranational level, focusing on consensus that is
built internationally about the need to lay emphasis and invest more in research and
knowledge. Section 3 examines greek research system, presenting its main characteristics, as
an introduction for section 4 that deals with the analysis of the main components of the
national system of innovation in Greece, explaining the reasons for national research policy’s
absence.

2. The Importance of Research in Economic and Political Terms.

According to “New Growth Theory”, intangible investment in knowledge accumulation is
more decisive for growth than physical capital investment (Romer 1986, Grossman and
Helpman 1991). Having that as a theoretical background, OECD, the World Bank,
supranational and national entities have laid emphasis on research, education and innovation,
namely on the “knowledge triangle” (Mitsos 2007a). European Union has upgraded research



policy among its public actions, raising significantly resources for research through
Framework Programmes, which became one of the most important E.U. financing means,
while political emphasis on knowledge and research was expressed by Heads of States
through the Lisbon Strategy Agreement in 2000 that intended to transform European economy
into the most competitive knowledge based economy in the world by 2010.

2.1 Research, the Knowledge-Based Economy and Growth

The starting point of the neoclassical model of economic growth is considered to be Solow’s
article, published in 1956. Nevertheless, it was F. Ramsey that had expressed the
contemporary neoclassical model in mathematical terms, already in 1928, although his
contribution was recognised only after the analysis of Solow had been published (Kollintzas
1999). According to it, if there is no increase of total exogenous productivity, stemming from
technological progress, economy will reach a point, where no economic growth is to be
attained. Put it in other words, in order to preserve positive GDP growth rate in the long-run,
permanent technological evolution should be achieved, in order to be integrated in new
products, markets or productive procedures, since such a phenomenon enhances aggregate
productivity rate. Nevertheless, neoclassical model does not explain sufficiently different
levels of economic growth of the very same country in different periods of time, or the fact
that there is no trend for economic convergence between developed and developing countries,
although the neoclassical theory foresees that. In addition, Abramowitz or Solow residual is
considered to be a weakness of neoclassical model, because when growth is attributed to
capital and labour in neoclassical terms, there will be a significant proportion of economic
growth that remains without explanation, being finally attributed to exogenous technological
development. Therefore, the need emerged for a new theoretical pattern that would be able to
integrate these phenomena in its analysis. In this context new growth theory emerged,
considering technology —amongst others- as an endogenous parameter of economic system
and growth procedure. Moreover, according to new theories of economic growth, divergence
in rates of economic growth remains, due to the fact that human and physical capital do not
face decreasing returns, due to economies of scales or increased productivity rates that are
attributed to technological development, removing actually the reasoning for the neoclassical
economic convergence (Vernardakis 2006). On the whole, endogenous economic growth
models represent the idea that the rate of economic growth is based in the long-run on the
distribution and use of existent resources, namely it is dependent on endogenous parameters
and economic preferences, rather than on exogenous factors, implying that if technologies and
preferences differ among countries, then the level of economic growth will be probably
different, too.

There is variety of endogenous economic growth models, laying emphasis on
different factors that affect growth performance of an economy, but the most influencing
models had been those dealing with research, technology and knowledge. The economist that
presented first such an idea had been Romer in his first endogenous model of 1986. Another
model is that of Lucas, which was presented in 1988, supporting that the source of externality
that leads to economic growth is the average level of human capital that is used in production
(Kollintzas 1999). The so far indirect reference to technology’s role in new models of
economic growth becomes direct in Romer’s article “Endogenous Technological Change”
that was published in 1990. According to this model, the degree of technological evolution
and the rate of economic growth depend on human capital’s allocation between consumption
products’, capital goods’ and blueprints’ production. It is at this point that public policy is
critical in means of industrial policy, since market structure provides insufficient amount of



human capital for new technologies’ production, among others due to its uncertain nature,
reducing simultaneously economy’s growth potential.

In practice, public policies that used to enforce various productive sectors’
competitiveness via subsidies, tariffs and export supports in the 1980s had faded due to
deregulation of international markets and liberalisation of international trade. Since then, new
technologies’ embedment in productive procedure has been presented globally as a mean of
enhancing competitiveness of national production, while many economists agree that
technical progress and technology dissemination, which lead to enhanced total factor
productivity, constitute the ultimate source of sustainable economic growth (Quah 2002). On
the other hand, Smith (2002) argues that knowledge is even more important in current
productive procedure and economy, since knowledge-intensive services hold a respectively
large part of total productive output in contemporary economies, while according to
Vernardakis (2006), human resources turned out to be more significant for economic growth,
as developed economies have become more knowledge-intensive. Thus, productivity depends
progressively more on workforce’s knowledge and skills, which is actually the determinative
factor for new technologies’ use and diffusion; a sequence that contributes further to increased
productivity and economic growth, even more than physical capital and equipment do.
Lundvall (1994) has the same attitude, supporting that modern capitalism has reached a point
that knowledge is strategic resource and learning the most important process. The same
aspects are also to be found in greek literature, like in Giannitsis (1993), who supports that
new comparative advantages within productive procedures are highly dependent on
knowledge accumulation, new technologies, as well as production’s and demand’s
technological modernisation.

Furthermore, technological progress causes shifts in structure of industrial activity,
giving firms the opportunity to overcome existent constraints, which were related to available
inputs and current productive procedures, while it changes trade patterns as well, since
knowledge and technology-intensive products’ share has grown faster than other product
segments’. In addition, information and communication technologies (ICT) have enabled
business’ mobility, reducing (economic) distance (OECD 2006) and spread knowledge and
high-tech products’ diffusion change economy’s characteristics as far as goods’ and services’
nature is concerned, as they become more like knowledge (Lundvall and Johnson 1994, Quah
2002).

2.2 The International Consensus on the Importance of Research Today.

Discussion about the need for raised competitiveness of national economies so as to enforce
growth potential has been dominant in western economies since the 1980s, while increasing
emphasis on research and knowledge-intensive production and economy was promoted in the
1990s, being the key-evolution towards these goals. Thus, research’s, technological
development’s and innovation’s economic significance and the need to apply relevant policies
was presented by international political and economic bodies, by supranational and national
entities, as well as by local authorities, namely at various levels of governance, raising the
need to take measures of policy that would favour generation of research and technology, in
order to achieve better economic performance and growth. These trends and the necessity to
control public expenditure affected public research policy in developed countries, directing it
towards more effective -in economic terms- orientation and affecting respectively science and
technology policies that was targeted mostly at direct economic results (Smith 1994).

! The share of high tech exports in world exports rose from 8 percent in 1976 to 23 percent in 2000, while
exports of information and communication technology products showed the highest annual growth rate among
all products in 1985-2000 (UNCTAD 2002b).



As Lundvall and Archibugi (2001) mention, there is agreement that knowledge is at
the core of economic welfare and development and so nations, regions and firms try to
generate and apply knowledge, following the proposals of international bodies, like OECD
that supported firmly the move towards a knowledge-based economy. Moreover, the rapid
formation and growth of information and communication technologies (ICT) that enabled
cheap and fast information access over long distances via international electronic networking
and the increasing recognition of the role of knowledge in economic growth from economists,
policy-makers and business people has lead mainly OECD and the World Bank to link the
concept of knowledge-based economy to a structural transformation of the advanced
industrial economies (Caloghirou et. al 2006). More particularly, the term “knowledge
economy” was introduced by P. Drucker in 1969 in his book “The Age of Discontinuity —
Guidelines to our Changing Society”, trying to express the transformation from the traditional
industrial society and economy to the modern era, where production, diffusion and
dissemination of knowledge become the core of social, economic and productive actions.
Nevertheless, this term has been widely accepted and spread since the mid-1990s, namely at
the time that OECD and E.U. introduce it, parallel with the concept of “life-long learning”
(Tsaousis 2007). On this way, the importance of knowledge -actually the production and
exploitation of it- is also introduced in political discourse, policy proposals and declarations
that deal with economic efficiency, economic growth, competitiveness and the effort to gain
comparative advantages within the frames of modern international division of labour.

On the other hand, the ability for state intervention regarding industrial policy was
limited, due to European competition laws, and so technology had turned up to be one of few
fields in the 1980s that E.U. member states were able to act, aiming at strengthening
competitiveness of national economies and production (Giannitsis 1993), at the same time that
there has been a narrow range of action for fiscal and especially monetary policy in the post-
Economic and Monetary Union period. In addition, E.U., the U.S.A. and Japan are the most
significant producers of research and technological development globally, spending annually
together about 80 percent of global expenditure for research. However, E.U.’s comparative
competitiveness had been deteriorated in last decades, so the need to lay emphasis on research
and technology at E.U.-level emerged in a more urgent way, as the existing productivity gap
between the U.S. and E.U. was not narrowing.

The importance of taking political action to establish a genuine European
Technology Community was stressed already in the 1980s, so as to enforce European industry
and avoid research duplication across Europe, mentioning only a few of relevant issues and so
European Commission recognised at that time the role and significance of technological
progress on economic growth, job creation, social progress and environmental protection,
considering it to be a strategic factor for European economy, so as to be able to regain its
competitiveness and achieve sustainable growth rates. From the 1990s and on, louder calls for
more R&D investment emerged, although this aspect contradicts the concept, according to
which economic context and cycles affect the general attitude for negotiations on common
policies at E.U.-level in a negative way?. As Christodoulakis (2003) mentions, the need for
finding new sources of growth emerged decisively at that time, so as to support European
social and economic model in a proper way, trying to enhance also employment, growth and
regional development. These aspects are also to be found by and large in the early-2000s, at
the time that the independent group of experts headed by Andre Sapir presented relevant
measures that would boost E.U.’s economic and growth performance, the agreement for the
Lisbon Strategy was signed in 2000, E.U. funding for research actions increased

2 W. Wallace (2005) mentions that in periods of slow growth or recession governments find it harder to make
concessions with the prospect of longer terms gains. On the contrary, when economic confidence is enhanced by
faster growth, political willingness towards E.U. rise as well.



significantly®, as Commission proposed and implemented new programmes, taking more
ambitious actions, exploiting the political and economic momentum that favoured research
activities that were also enforced in member states (Kourtesis 2003) and the 3 percent target
was agreed during the Barcelona European Council of 2002, aiming at directing member
states’ resources equal to 3% of their GDP towards research and technology by 2010, the two
thirds of which should come from private sector. As H. Wallace (2005) mentions, there had
been two areas of spending that have increased in recent years in E.U.; promotion of
innovation, research and development and Justice and Home Affairs policies. Thus, in
contemporary —pre-financial crisis- economic context, which is identified with sluggish
economic growth in Eurozone, rather sound macroeconomic performance and tentative
entrepreneurial efficiency, decisions for economic growth in E.U. follow the general trend,
namely emphasis on knowledge and research, enforcing the existent world-wide consensus
for global economy’s growth potentials, reflecting simultaneously the role that knowledge and
research play foremost in present political discourse and agenda, although Lisbon Strategy is
hardly something more than just a political declaration, being quite close to OECD’s reports,
directions and proposals for political action, without any direct practical value, as it is not
binding for member states (Pilat 2003, H.Wallace 2005, Mitsos 2008).

3. The Greek Case in Research.

In the following sections, analysis will be focused on the greek case, examining the
application of the knowledge-based model of growth in Greece through the implementation of
the respective national policy. The basic point of this section is to present the evolution of the
national research policy in Greece, the way that research system is structured, as well as the
major components of the greek system of innovation, taking into consideration the range that
European research policy has influenced the greek one.

3.1 Research Policy in Greece.

Already in the 1980s and as a result of trade liberalisation that coerced enterprises into facing
global competition, the main goal of industrial policy had been internationally new
technology’s spreading and integration in productive procedure, so as to strengthen
competitiveness of production and economy through structural changes (UNCTAD 2002a).
Actually, it was the President of the European Commission, Jacques Delors, who had stated
during a presentation to the Council of Europe, in June 1993 that the roots of economic
depression and high unemployment in E.U. were to be sought in European lack of
competitiveness towards the United States and Japan and that the solution should be sought in
enhancing investment in technological infrastructure and high technology (Krugman 1994).
However, state intervention of that time in Greece used not to follow and serve strategic,
long-term goals in issues relevant to developmental and industrial policy, as growth strategy
was mainly identified with subsidies for various industrial sectors. According to Giannitsis
(1993), the objective of these policy means was either to reduce cost or to enhance profits for
industrial enterprises, as a way of protection against competition from abroad, trying to face
negative consequences that international trade had on national production. So, public
intervention was directed at no means towards factors that would enhance national
production’s competitive advantages and create a sound basis for its future competitive

*E.U. funding for research was 14.960 million € in the period 1998-2002 (5" Framework Programme), increased
to 19.113 million € for the period 2002-2006 (F.P.6) and reached more than 53.500 million € in the period 2007-
2013 (F.P.7).



capability, such as well-educated human capital, raised productivity rates, enhanced products’
quality and new technology’s integration in productive procedure. Put it in other words, greek
public policy for industrial development laid emphasis on its growth rates, preferring short-
and mid-term goals rather than long-term and more sustainable ones, although what was
needed was actually means of policy towards industrial and productive structural change.

Deniozos (1993) presents greek technology policy until the early 1990s, laying
emphasis on the connection between research results and production and characterises it as
rather inexistent since the 1970s. On the other hand, public administration that was
responsible for technology and research seemed to be sluggish in the early-1980s, although
Ministry for National Research and Technology was established in 1982* and regional
academic and research institutes were founded, raising research funding as well. The result
was that academia was the one and almost unique actor that took advantage of the relatively
higher public expenditure for research, since industry did not seem to be interested in this
kind of actions. Moreover, the lack of a strategic planning regarding research policy-making
was clear, as the greek RTD ministry was active only for two and a half years, becoming a
General Secretariat (General Secretariat for Research and Technology - G.S.R.T.) under the
Ministry of Industry in 1985, although according to Kourtesis (2003), this political initiative
intended to bring research closer to industry and innovation. Thus, motives were given to
support private investments in applied research and new technology production, such as the
first programme for industrial research (IT.A.B.E.) that was a significant intervention towards
technological modernisaton, although this action did not finally manage to alter traditional
productive patterns (Deniozos 1993).

In the 1990s Community Support Frameworks and emphasis on regional policy
dominated in the national strategic planning, affecting greek research effort, too, as it was
financed partially by Structural Funds, although intervention’s goals was not to support
research overall —~which was actually the case of F.P.s- but to enforce research that was
carried out in greek regions. Thus, a significant part of greek research policy has been
expressed through operational programmes of sequent Community Support Frameworks, such
as the O.P. for Research and Technology | (ETIET I) 1986-1993 as part of the 1¥ C.S.F., the
O.P. for Research and Technology Il (EIIET II) 1994-9 within the frames of the 2™ C.S.F.
and Axis 4 “Technological Innovation and Research” of Operational Programme
“Competitiveness” (EITAN, 2000-6), as well as Action Line 3 “The Digital Economy and
Employment” of Information Society Operational Programme (K<IT) that were both included
in the 3" C.S.F. (Kourtesis 2003). Some of these programmes and actions intended to enforce
national research structures, while most of activities aimed at strengthening weak private
performance and industrial participation in national research effort, and so respective national
research and innovation actions —that have been mostly financed by E.U. funding- have
actually laid emphasis on small manufacturing sector, leaving behind large agriculture and
service sectors, although only a minor part of the C.S.F. has been allocated towards R&D
activities (Doukidis and Smithson 1995). The mix of regional and research policy took also
place through higher regional universities’ general budgets and through establishment of
regional research institutes and universities since the late-1980s, but as Tsipouri (1989) and
Deniozos (1993) claim, research activities and expenditure had been ineffective, due to
unreliable administrative mechanism and the fact that governmental action was taken without
any strategic planning, implying that two out of four major actors in the national system of
innovation (government and bureaucracy) had been inefficient.

In current decade, the tendency to mix regional with research policy was altered by
the greek government in the 2000-2006 period, when it decided to lay emphasis on those

* The foundation of this ministry follows the discussion that has taken place in Europe already since the 1970s
about the way that industrial, science and technology policy should be managed in the most effective way.



research activities that favour applied research, trying to enforce private sector’s innovative
and research performance, having nevertheless mediocre if not scarce results (Kourtesis
2003). From 2007 and on, a strategic plan for R&D is implemented within the frames of
National Strategy Reference Programme 2007-2013, through thematic and regional
Operational Programmes (Erawatch 2009). According to Tsipouri (1989), although political
world had recognised the relation between research, technology and economic growth as a
priority in terms of political discourse, it has not managed to create the appropriate network
and mechanism, so as to change productive patterns in Greece and mobilise production
through new knowledge supply. Actually, the most interesting and indicative for research
reality in Greece is that this comment refers actually to the late 1980s, but it can be definitely
applied to the present decade and research conditions as well.

As far as research expenditure in Greece is concerned, it is diachronically the
lowest in E.U.-15 and among the lowest in E.U.-27, being actually 22" in the relevant sorting
in 2007 (table 1), in front of Bulgaria, Romania, Cyprus, Slovakia and Poland and falling
constantly behind the E.U.-15 or E.U.-27 average. The value of this comparison lies on the
fact that R&D expenditure in Greece is close only to new member states that joined E.U.
during the enlargements of 2004 and 2007, as well as on member states’ commitment to
increase R&D funding to 3% of GDP by 2010, according to the decision of Barcelona
Council in 2002. Hence, it is indicative for local research conditions and context that
investment towards research were decreased in Greece after Barcelona Council (Mitsos
2007b).

Table 1: Total National R&D Expenditure (as % of GDP)

1995 | 1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008
Eu-21 180 | 175| 1,78 | 1,79 | 184 | 185 | 1,85 | 187 | 186 | 1,82 | 182 | 184 | 183
EU-L5 185 | 180 | 183 | 184 | 189 | 101 | 192 | 103 | 192 | 189 | 1,89 | 191 | 191
Belgium 167 | 1,77 | 183 | 1,86 | 194 | 197 | 208 | 194 | 188 | 1,87 | 184 | 1,88 | 187
Bulgaria 062 | 052 | 051 | 057 | 057 | 052 | 047 | 049 | 050 | 050 | 049 | 048 | 048
Czech
Republic 095 | 097 | 108 | 1,15 | 14| 121 | 1,20 | 120 | 125 | 1,25 | 141 | 155 | 1,54
Denmark 182 | 1,84 | 1,92 | 204 | 218 | 224 | 239 | 251 | 258 | 248 | 245 | 246 | 254
SENEL 219 | 219 | 224 | 227 | 240 | 245 | 246 | 249 | 252 | 249 | 248 | 254 | 253
E5 i 057 | 069 061 071 | 072 | 077 | 086 | 094 | 115 | 114 | 1,19
Ireland 126 | 130 | 1,27 | 124 | 138 | 112 | 1,00 | 10| 1,17 | 124 | 125| 130 | 1,31 | 136
Greece 043 .| 045 - | 060 | 058 | 057 | 055 | 058 | 057 | 057
Spain 079 | 081 | 080 | 087 | 086 | 091 | 091 | 099 | 105 | 1,06 | 112 | 1,20 | 1,22
France 229 | 227 | 219 | 214 | 216 | 215 | 220 | 223 | 217 | 215 | 210 | 2,10 | 208
Italy 097 | 099 | 103 | 105| 102 | 1,05 | 1,09 | 113 | 111 | 110 | 109 | 1,14
Cyprus 022 | 023| 024 | 025| 030 | 035| 037 | 040 | 043 | 045
Latvia 047 | 042 | 038 | 040 | 036 | 044 | 041 | 042 | 038 | 042 | 056 | 070 | 0,63
Lithuania 044 | 050 | 054 | 055 | 050 | 059 | 067 | 066| 067 | 075| 075| 079 | 082
Luxembourg 1,65 : | 165 163 | 156 | 1,66 | 163
Hungary 073 | 065| 072 | 068 | 069 078 | 092 | 1,00 | 093 | 088 | 094 | 1,00 | 097
Malta 026 | 026 | 053] 060 | 064 | 060
Netherlands | ;o7 | 198 | 199 | 1,00 | 196 | 182 | 180 | 172 | 176 | 178 | 172 | 171 | 170
Austria 155 | 160 | 1,70 | 178 | 190 | 1,94 | 2,07 | 214 | 2,26 | 226 | 244 | 2,46 | 256 | 264
Poland 063 | 065| 065| 067 | 069 | 064 | 062 | 056 | 054 | 056 | 057 | 056
Portugal 054 | 057 | 059 | 065| 071 076 | 080 | 076 | 074 | 077 | 081 | 1,00 | 118
Romania 049 | 040 | 037 ] 039] 038| 039 | 039 | 041 | 045 | 054




Slovenia 155 | 131 | 129 | 136 | 1,39 | 1,39 | 1,50 | 147 | 127 | 140 | 144 | 156 | 1,53
Slovakia 092 | 091 | 108 | 078 | 066 | 065| 063| 057 | 057 | 051 | 051 | 049 | 046
Finland 226 | 252 | 270 | 286 | 316 | 334 | 330 | 336 | 343 | 345 | 348 | 345 | 347 | 338
ST 3,26 | 348 | 361 | a7 | 385 | 362 | 380 | 374 | 363

United

Kingdom 191 | 183 | 1,77 | 176 | 182 | 181 | 1,79 | 179 | 175 | 1,69 | 1,73 | 176

Source: Eurostat.
3.2 The Greek Research System.

The major parameters that determine the greek research system are public sector, private
sector and E.U. actions. So, their role is presented in this part, apposing data that have to do
with their actions, performance and role. This analysis attempts to extract some basic
characteristics of research reality in Greece, which will contribute to understanding current
condition, the evolution and the perspectives of greek research.

Before presenting the basic actors of the greek research system, it is useful to
mention that apart from low spending on research, the system faces structural difficulties,
since research financing in Greece depends excessively on E.U. funds and research projects
(Community Structural Funds and Framework Programmes) (Skagiannis 1998, Erawatch
2009). Furthermore, research actions are concentrated in regions of Attiki, Central
Macedonia, Crete and Western Greece, where the largest greek universities lay, since these
regions attract the majority of research funds, coming from national sources or abroad.

3.2.1 The Basic Funders of the Greek Research System.

The basic research funder in Greece is state, covering almost half of the expenditure, private
sector is the second larger financing source for greek research and resources from abroad,
namely E.U. funds come third, slightly lower than private sector’s participation. It is interesting
that there are two groupings among E.U.-15 member states to discern, regarding division of
research expenditure between private and public sector. Thus, in the first group is Greece,
Portugal and marginally Italy, where state is the major funder of national research (European
Commission 2005), while the second group includes the rest E.U.-15 member states, where
private sector spends the majority of total national research expenditure (between sixty-five
and seventy-five percent), as it is shown in tables 2a, 2b and 2c. The dominance of public
sector and the limited role of private sector in gross expenditure on R&D (GERD) is actually
one of the main characteristics of the greek research system (Erawatch 2009).

Table 2a-c: Gross Domestic Expenditure on R&D by Source of Funds (as % of GERD)
table 2a Government Sector

1095 | 1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008
EU-27

39,00 | 38,50 | 36,80 | 3590 | 3450 | 34,30 | 33.90 | 34,30 | 35.10 | 3500 | 34.20
EU-LS 38,80 | 38,30 | 36,60 | 35,60 | 3420 | 33,90 | 33,60 | 33,90 | 3470 | 34,60 | 33.80
Belgium 2310 | 23,00 | 2220 | 23.80 | 23550 | 22,90 | 22,00 | 23.20 | 23550 | 24.40 | 2470
Denmark | 59 60 | 35.70 | 36,10 - | 31,20 - | 2820 - | 27.10 - | 27.60
Germany

37,00 | 38,10 | 3590 | 34,80 | 32,10 | 31,40 | 31,40 | 31,60 | 31,20 | 30,50 | 28,40 | 27,80
Ireland

2250 | 24,20 | 2430 | 2310 | 21,90 | 2340 | 25.60 | 27,50 | 29.80 | 31,10 | 32,00 | 30,10
Greece

54,00 ;| 54,50 ;| 48,90 . | 46,60 . | 46,40 . | 46,80
Spain 4360 | 43,90 | 4360 | 38,70 | 40,80 | 38,60 | 39,90 | 39,10 | 40,10 | 41,00 | 43,00 | 42,50
France 41,90 | 41,50 | 38,80 | 37,30 | 36,90 | 38.70 | 36,90 | 38,30 | 39,00 | 3870 | 38,60 | 3840
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Italy 53,00 | 50,80 50,70 | 48,30
Luxembourg 7,70 11,20 16,60
Netherl
etherlands | oo | 4150 | 30,10 | 37,00 | 3570 | 3420 | 35,80 | 37.10 | 36,20
e
ustria 46,90 | 43.20 | 41,00 | 37,80 | 38,90 | 38,00 | 38.30 | 33.60 | 34.40 | 32,60 | 3620 | 32,30 | 35,60 | 3550
Portugal 6530 | 66,90 | 68,20 | 69,10 | 69,70 | 64,80 | 61,00 | 60,50 | 60,10 | 57,50 | 55.20
Finland 35,10 30,90 | 30,00 | 29.20 | 26.20 | 25,50 | 26,10 | 25.70 | 26.30 | 2570 | 25.10 | 24.10
Sweden 28.20 25,80 26,10 2230 24,30 23,20
United
Kingdom 32,80 | 31,50 | 30,70 | 30,60 | 29,20 | 30,20 | 28.90 | 28,90 | 31,70 | 32,90 | 32,70 | 31,90
table 2b Business Enterprise Sector

1095 | 1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008
EU-27

53,00 | 53,00 | 5420 | 54.80 | 56,10 | 56,30 | 55.90 | 54,60 | 5420 | 54.40 | 5450
EU-15 5310 | 53,10 | 5440 | 55,00 | 56,30 | 56,60 | 56.20 | 54,90 | 5450 | 5470 | 54.80
Belgi
elgium 67,10 | 67,60 | 67,60 | 65,70 | 66,20 | 62,40 | 63.40 | 59,40 | 60,30 | 60,20 | 59,70
Denmark | /- 50 | 50,50 | 53.40 59,00 61,40 59,90 59,50
Germany

60,00 | 59,60 | 61,30 | 62,40 | 6540 | 66,00 | 6570 | 65,50 | 66,30 | 66,60 | 67,60 | 68,10
Ireland

67,40 | 66,80 | 67,30 | 65,40 | 64,40 | 6580 | 66,70 | 6340 | 60,30 | 58,60 | 57,40 | 59,30
Greece

25,50 21,60 24,20 33,00 28,20 31,10
Spain 4450 | 4550 | 4470 | 49.80 | 48,90 | 49.70 | 47.20 | 48.90 | 48.40 | 48,00 | 4630 | 47,10
France 4830 | 4850 | 51,60 | 5350 | 54,10 | 52,50 | 54,20 | 52,10 | 50,80 | 50,70 | 51,90 | 52,40
Italy 41,70 | 43,00 39,70 | 40,40
Luxembourg 90,70 80,40 79,70
Netherlands

46,00 | 48,50 | 45,60 | 48,60 | 49,70 | 51,40 | 51,90 | 50,00 | 51,10
Austria 4570 | 4470 | 4330 | 41,70 | 41,10 | 41,80 | 41,80 | 44,60 | 4510 | 47.20 | 4570 | 48.40 | 47,70 | 48,60
Portugal 1950 | 2050 | 21,20 | 21,30 | 21,30 | 27,00 | 31,50 | 31,60 | 31,70 | 34,20 | 36,30
Finland 59,50 62,90 | 63,90 | 66,90 | 70.20 | 70,80 | 69,50 | 70,00 | 69.30 | 66,90 | 66,60 | 68,20
Sweden 65,80 67,70 67,20 71,70 65,10 65,70
United
Kingdom 4820 | 47,60 | 49,90 | 47,60 | 4850 | 4830 | 4550 | 4350 | 42,20 | 4410 | 42,10 | 4520
table 2c Abroad

1095 | 1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008
EU-27 630 | 680 | 7,00 | 730 | 720 | 730 | 800 | 890 | 860 | 840 | 9,00
EU-LS 640 | 680 | 710 | 7.40 | 730 | 730 | 810 | 890 | 860 | 840 | 9,00
Belgium 750 | 670 | 680 | 7,70 | 7,30 | 12,20 | 12,10 | 14,30 | 12,90 | 12,30 | 12,40
Denmark | 11 30 | 920 | 6.40 5,40 7,80 10,30 10,10
Germany 180 | 200 | 240 | 250 | 210 | 210 | 250 | 240 | 230 | 250 | 370 | 380
Ireland

850 | 750 | 670 | 9580 | 1200 | 890 | 600 | 710 | 830 | 860 | 860 | 890
Greece

18,00 22,30 24,50 18,40 21,60 19,00
Spain 670 | 560 | 670 | 670 | 560 | 49 | 770 | 680 | 570 | 620 | 570 | 590
France 800 | 830 | 790 | 740 | 700 | 720 | 720 | 800 | 840 | 880 | 750 | 7,00
Italy 530 | 620 800 | 830
Luxembourg 160 8.30 3.60
Netherlands | o . | 260 | 12.80 | 10,50 | 11,20 | 11,60 | 11,00 | 11,60 | 11,30
Austria 700 | 11,70 | 15,30 | 20,10 | 19,60 | 19,90 | 19,70 | 21,40 | 20,00 | 19.40 | 17,70 | 18,40 | 16,30 | 15550
Portugal 11,00 | 870 | 610 570 | 530 | 520 | 510 | 500 | 500 | 480 | 470
Sl 450 530 | 510 | 300 | 270 | 250 | 310 | 310 | 320 | 630 | 710 | 650
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Sweden 340 - | 350 :| 360 : | 340 t ] 7,30 c |1 7,70
United
Kingdom 14,50 | 16,30 | 14,60 | 16,90 | 17,30 | 16,00 | 19,70 | 21,50 | 20,30 | 17,10 | 19,30 | 17,00

Source: Eurostat
3.2.1.1 The Dominance of Public Sector...

Research core in Greece consists of research and technological bodies that are under the
supervision of the General Secretariat for Research and Technology, technological parks and
universities. As far as national funds for research are concerned, GSRT finances about 35
percent of total state expenditure, including all relevant research institutes’ operational cost.
However, the most significant research funder is Ministry of Education and Religious Affairs,
whose financing reaches 55 percent of total public expenditure, the vast majority of which -
about 90 percent- is directed to research through general universities’ budgets, while the rest
of about 8 to 9 percent of total public expenditure comes from Ministry for Rural
Development and Food that finances National Agricultural Research Foundation
(N.AG.RE.F.). It should be clear here that Ministry of Education does not finance directly
research projects, as research funding for universities is indirect and institutional, having to do
with relevant activities of universities’ personnel that are included in their every-day work,
being actually part of academic staff’s salaries. Therefore, this segment of research funding is
calculated as a portion of universities’ regular budget and public investment programs that are
disposed to universities and so changes in this expenditure are indirect, rather typical and not
substantial, since they may concern a change either in relevant research allowance or in the
number of teaching and research staff that is employed in universities (G.S.R.T. 2001),
revealing only in an indirect way research activities that are carried out in greek universities.
In addition, Ministry of Education has neither collaborated so far with GSRT in research
projects, nor has it participated during preparation of research and technology policy or
strategic planning, although this ministry is expected to take the lead in this kind of actions
(Maravegias 2008).

3.2.1.2 ...The Scarce Research Initiative from the Side of Private Sector and....

Greek production depends structurally until now on technology and know how transfer from
abroad and not on domestically produced knowledge, while the largest part of greek export is
characterised as low- or medium-technology intensive (Tsakanikas 2008). Nevertheless,
exchanges look like shifting in dynamic terms —in a rather sluggish way in comparison to
other E.U. member states- from products of low-technology to those of medium- or high
technology during this decade. At the same time competitiveness of greek production
deteriorates overall, but it is slightly improved as far as medium- and high-technology
production is concerned, although Greece has still a weak export presence (Giannitsis 2008).
This may be also explained by the absence of a large high-tech firm that would operate in the
country, raising probably demand and supply for this kind of services and production, since as
Narula and Zanfei (2005) support the importance of R&D activities of foreign affiliates has
grown in most host economies since the 1990s. Actually, strategic assets are gathered in many
cases, where a major firm or other relevant sound enterprises are settled, as they attract
investments. However, this is not the case of Greece that does not seem to participate in the
so-called international value chains (Lyberaki 2008), since it is not a technologically
advanced location, able to attract such investments, since high-tech production is rather weak,
without having a dominant knowledge-intensive productive sector or comparative
international advantage. In terms of market structure, Lyberaki (2008) lays emphasis also on
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the fact that policy measures that aimed at strengthening greek production had not secured
competitive conditions within product and labour market and had not contributed to export
orientation.

On the other hand, until late 1990s about one third of greek participation in
European projects concerned greek firms, the vast majority of which -about seventy five
percent- are actually small and medium sized enterprises (SMEs). From these European
funds, almost half of them are absorbed in ICT sector, while the participation of consultative
and industrial companies is lower, being though quite significant as well. However, it is
indicative of national production’s structural weaknesses that only about ten percent of all
greek companies that participated in F.P.5 took part repeatedly in European projects,
representing at that time thirty five percent of total participations and fifty percent of total
absorbed funds (Kourtesis, 2003). The absolute majority though of all firms that participated
in European research programmes, namely sixty percent, did it only once.

Furthermore, the non-systematic and organised activation of interest groups (or
even their absence) representing private sector or particular productive branches within the
greek research system -as it happens in most western economies, where various productive
sectors aim at presenting their special interests, in order to increase their research capacity and
indirectly their competitiveness- is also indicative of the knowledge-intensive weakness of
national production. This phenomenon can be explained and reveals also greek firms’
dominant perception towards long-term strategic planning, while the relevant inertia of
private sector is a result of country’s productive structure that falls short of modern productive
and technological evolutions (as it is shown in terms of exports and employment in tables 3
and 4), since it is based mainly on the so-called traditional productive paradigm of low- or
medium-technology intensity that has low value added in international production and
economy.

Table 3: Export of High-tech Products (as % of Total Export)

1999 2000 2001 2002 2003 2004 2005 2006
EU-27 20.41 21.39 21.23 18.89 18.57 18.49 18.74 16.65
Belgium 7.85 8.69 8.98 7.49 7.42 7.12 7.05 6.64
Bulgaria 171 1.64 177 2.56 2.91 254 2,91 3.34
Czech Republic 7.85 7.78 9.1 12.32 12.37 13.66 11.67 12.74
Denmark 13.88 14.43 13.99 15.02 13.45 13.32 14.86 12.75
Germany 14.19 16.08 15.8 15.15 14.76 15.36 14.79 14.06
Estonia 10.13 25.12 17.1 9.84 9.38 10.04 10.28 7.99
Ireland 39.4 40.54 40.8 35.35 29.91 29.08 29.54 29.01
Greece 5.47 7.46 6.19 6.56 7.52 7.12 5.95 5.71
Spain 5.94 6.37 6.11 5.71 5.91 5.7 5.65 4.92
France 23.96 25.47 25.6 21.88 20.74 20.07 19.07 17.88
Italy 751 8.53 8.58 8.21 7.1 7.08 6.94 6.35
Cyprus 401 3.04 3.99 3.46 42 15.89 31.56 21.35
Latvia 2.33 2.25 2.24 2.27 2.75 3.21 3.21 4.2
Lithuania 2.06 255 2.92 2.44 3.02 272 3.2 4.65
Luxembourg 15.07 20.56 27.91 24.71 29.63 29.46 37.99 40.66
Hungary 19.45 23.11 20.61 21.45 22.33 21.92 19.69 20.32
Malta 55.7 64.4 58.13 56.53 55.49 54.95 48.25 54.61
Netherlands 21.86 22.82 22.28 18.74 18.81 19.1 20.25 18.27
Austria 11.89 14.05 14.66 15.74 15.33 14.76 12.81 11.17
Poland 2.26 2.84 271 2.45 271 273 3.2 3.11
Portugal 437 557 6.94 6.36 7.48 7.49 6.85 6.99
Romania 2.81 4.63 4.97 3.09 331 3.08 3.1 3.85
Slovenia 3.75 4.46 4.83 4.86 5.8 5.2 4.26 466
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Slovakia 35 2.87 3.7 2.63 3.43 468 6.4 5.43
Finland 20.69 23.48 21.14 20.9 2058 17.77 21.34 18.12
Sweden 17.83 18.71 14.23 13.71 13.12 14.14 14.23 13.39
United Kingdom 27.35 28.9 29.8 28.64 24.43 22.8 22.14 26.48

Source: Eurostat

Table 4: Employment in Medium- and High-Technology Intensive Sectors (as % of Total
Employment)

1999 2000 2001 2002 2003 2004 2005 2006
EL27 7.40 7.36 7.23 6.95 6.76 6.59 6.60
Beloium 7.22 7.09 6.90 6.60 6.41 6.40 6.52 6.33
Bulgaria 5.61 551 5.33 467 4.62 4.91 4.90
Gt REpuEle 8.81 8.97 9.18 8.95 8.72 9.02 9.52 10.39
DS 6.39 6.44 7.00 6.31 6.12 597 6.10 6.01
SN 10.88 11.19 11.22 11.37 11.05 11.24 10.50 10.72
Bl 3.94 425 4.88 3.41 3.35 5.12 4.16 3.75
Ireland 730 6.94 729 6.83 6.29 651 6.02 5.66
Greece 2.13 2.13 2.18 2.21 2.04 2.23 2.19 2.27
Spain 545 537 5.48 5.30 5.06 486 4.67 4.48
FEIL 7.24 7.23 7.16 6.82 6.38 6.38 6.31 5.93
Tl 7.63 7.63 7.43 7.37 7.43 7.47 751 7.59
Cyprus 1.07 1.17 1.03 1.12 1.25 1.18 1.27 1.03
S 0.93 0.64 172 197 185 142 1.70 173
Lithuania 3.80 3.22 3.10 2.64 3.03 2.80 2.72 2.48
LI ETHoRUT 1.80 2.03 1.19 1.22 1.41 1.21 1.38 1.26
Hungary 8.39 8.07 8.73 8.47 8.27 8.31 8.34 8.46
Malta 8.62 8.03 8.17 6.15 7.66 6.76 6.55
Netherlands 4.67 4.45 4.29 4.07 4.04 3.57 3.29 3.13
Austria 6.63 6.77 6.48 6.58 6.20 6.25 6.29 6.96
Poland 4.91 4.90 5.13
FRLEE 3.65 3.67 3.61 3.33 3.22 357 3.29 3.33
Romania 5.98 5.12 5.05 5.62 5.32 5.69 5.13 5.45
Sl 8.39 8.69 8.78 9.27 8.97 8.44 9.63 8.67
ST 6.61 6.87 6.75 8.20 8.00 8.58 9.31 9.56
il 7.23 7.23 7.44 7.38 6.85 6.79 6.76 6.81
SHEEE 8.26 7.90 7.72 7.27 7.03 7.07 6.51 6.33
United Kingdom 758 7.30 711 665 | 624 568 561 553

Source: Eurostat
3.2.1.3 ... The Decisive Role of E.U.’s Research Actions.

As mentioned above, the greek distinctiveness -beyond the way that research funds are shared
between public and private sector- lies also at the range that research system depends
financially on E.U.’s research initiatives and policies, which may be seen through the rates of
research that is performed either in public or higher education sector -that are the most
significant research performers- and funded from abroad, especially when compared to other
member states (tables 5 and 6). In addition, it should be mentioned that although in most cases
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research funds from abroad are identified with investments that foreign firms carry out in
those countries, the source of these funds is almost exclusively E.U. funding in the greek case,
as R&D expenditure of foreign affiliates as a percentage of total GERD is low in Greece
(UNCTAD 2002b). Therefore, it is important to present E.U. as a funder of research that is
carried out in Greece, although its role is not limited to the financing level, but extends to
institutional, regulatory issues, as well as to the kind of research that is performed in Greece,
issues that will be analysed in sections 3.2.3 and 4.2.

Table 5: % of R&D Performed by Higher Education Sector and Funded from Abroad

1995 | 1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007
EU-27

320 | 361 | 399 | 444 | 409 | 423 | 428 | 455 | 439 | 484 | 503
EU-15

321 | 361 | 398 | 445| 409 | 423 | 427 | 454 | 436 | 481 | 499
Germany

106 | 146 | 170 | 203 | 172 | 243 | 228 | 244 | 218 | 318 | 370 | 420
Ireland

2404 | 2129 | 2031 | 1957 | 17,60 | 1592 | 1224 | 943 | 880 | 823 | 745 | 719
Greece

17,00 19,47 22,79 20,39 21,14 21,27
Spain

704 | 569 | 632| 909 | 58| 459 | 686 | 762 | 539 | 708 | 535 | 499
France

157 | 246 | 221 | 28| 257 | 207 | 233 | 267 | 242| 239 | 232| 284
Portugal

765 | 512 | 324 | 330| 335| 455| 555 | 475 | 397 | 382 | 367
Slovenia

306 | 528 | 1256 | 629| 680 | 605| 892 | 58 | 634 | 671 | 832 | 976 | 1164
Finland

2,93 583 | 521 | 568| 600| 664 | 809 | 827 | 788 | 847 | 889 | 905
Sweden

2,59 415 4,60 5,04 5,36 613 | 6,79
United
Kingdom

765| 810 | 857 | 904 | 79| 774| 733| 754| 762| 775| 773| 830
Source: Eurostat
Table 6: Percentage of R&D Performed by Government and Funded from Abroad

1995 | 1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007
EU-27

342 | 365| 390 | 434 | 441| 462 | 534| 506| 550 | 623 | 671
EU-1
U5 342 | 368 | 390 | 439| 445| 466 | 537 | 500 | 548 | 624 | 674
Germany

126 | 164 | 168 | 184| 220 205| 292| 221| 206| 289 | 59 | 593
Ireland

603 | 58 | 493| 632| 356 | 282 | 192| 192| 141| 231| 273| 853 | 659
Greece

20,71 27,74 33,11 28,81 26,55 30,55
Spain
P 703 | 646 | 874 | 1024 | 843 | 942 | 925| 869 | 816 | 782 | 637 | 613
F
rance 435 | 405 | 446 | 507 | 477 | 58 | 69| 528| 749| 860 | 717 | 524
Portugal

830 | 724| 629| 448 | 337| 361 | 38| 389 | 394| 517 | 637
Slovenia 313 | 161 | 473| 362| 272| 372| 452| 588 | 762 | 673| 666 | 7,89 | 906
Finland
nan 313 576 | 753 | 731| 772 | 749 | 821 958 | 957 | 931 970 | 939
Sweden

2,58 2,40 377 342 2,37 2,31
United
NigE 332 | 341 | 341| 370 | 356 | 250 | 284 | 349 | 304 | 320 | 345| 411

Source: Eurostat

The funding contribution of E.U. to the greek research system is observable, since
there are substantially no alternative funding sources for research, proving in this way the
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narrowness of the national system of innovation, as well as its limits. On the basis of greek
researchers’ participation in E.U.’s projects during F.P.5 and F.P.6 Greece has absorbed over
3 percent of F.P.’s expenditure, while it took part in over 4 percent of total number of
projects, a strain that is indicative of research conditions in Greece, especially when compared
to national respective data, such as national expenditure for research -being equal to 0,5
percent of member states’ total expenditure in R&D- and the number of greek researchers that
reaches only 0,3 percent of the total number of researchers in E.U. Consequently according to
Kourtesis (2003) and Mitsos (2007b), Greece has been the country that had benefited most
until the early 2000s —in comparison to the rest member states of E.U.-15- from E.U. research
projects®. Actually, benefits from F.P. become even more impressive for Greece if they are
measured per capita or per researcher, since there is the combination of few researchers that
produce research of high quality (Mitsos 2007b). Moreover, the effect of E.U. research
actions on the greek system has also qualitative aspects, since European research programmes
give greek researchers the ability to remain connected to international scientific evolutions
through research collaborations, at the same time that E.U. resources support universities and
public research institutes through the provision of relevant necessary infrastructure and
provide greek researchers with more occupation opportunities (Tsipouri 1989, Kourtesis
2003).

However, dependence on F.P. and respective resources is not significant for all
member states, especially for those that invest high expenditure on research, having
simultaneously important research tradition, as in the greek case. Partially this can be
explained by the fact that the greek research system was developed at the time that F.P.s had
been launched and scarce national research funding, especially since industrial demand for
research is minor (Maravegias 2006). Thus, F.P.s have been identified with funder and market
for greek researchers, making greek science policy priorities to be adapted to the European
ones, as setting priorities within a small scientific community with vested interests has always
been difficult (Tsipouri and Xanthakis 1993). It is also important to mention that the
substitution of national for E.U. priorities, and not the complementarity between them, is not
the result of a European deliberate attempt to harmonise national science and technology
policies, but the proof of inadequancies of greek research structures and means of policy.

Nevertheless according to Kourtesis (2003), European research programmes did not
manage to affect significantly private sector’s research effort overall. More specifically, their
contribution to greek companies was limited to financial support and was expanded neither to
new products’ creation, nor to implementation of dynamic entrepreneurial practices, while
collaboration between companies and academia remains minor, affecting knowledge diffusion
in greek economy in a negative way. The reason for that is the attitude that most greek
companies have towards research activities and funding. In spite of these, European funds’
and programmes’ repercussion on greek participating companies and their research effort has
been influential (European Commission 2005), although researchers claim that greek
companies participate in European and national research programmes, so as to receive
financing, since they regard it as an additional financial support and not as a chance to carry
out research, in order to exploit its results, new knowledge and technologies (Kourtesis 2003).

3.2.2 Research Performers

Research is carried out in Greece by those actors that finance it as well, and so the dominance
of public sector in research funding that is presented in tables 2a-2c is repeated also in the

® Although large member states receive higher funds from European programmes and projects than other countries
in abstract numbers, the former cohesion-member states of E.U.-15 come first in absorbing European resources,
when national research financing is taken into account.
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case of research performers, since the majority of national and European research projects
takes place mainly in public research institutes and universities that are the most important
research performers (tables 7a-7c). Research performance of private sector brings Greece only
to the 25" place, in front of Bulgaria and Cyprus, although, the performance of greek
universities seems to be much better, placing Greece 16™ among E.U.-27 member states, still
falling behind all other E.U.-15 member states, except Luxembourg. A main characteristic of
the greek research system is also that it is rather unequal, as there are observed significant
differences between institutes, departments and scientific areas in terms of research quality,
since some results are unremarkable, while other groups are able to reach scientific
excellence, competing successfully for funding at European level (Caloghirou 2008a,
Maravegias 2008).

Table 7: % Total R&D Expenditure (GERD) by Sectors of Performance (as % of GERD)
table 7a Business Enterprise Sector

1095 | 1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007
EU-27

6244 | 6259 | 6321 | 6337 | 6458 | 6458 | 6481 | 6410 | 6381 | 6365 | 6334 | 6389 | 6372
EU-T
U-15 6264 | 62,81 | 6343 | 6363 | 6486 | 6519 | 6518 | 6458 | 6421 | 6403 | 6377 | 6432 | 6423
Germany | o8 | 66,10 | 6745 | 67.94 | 69.77 | 7033 | 69.87 | 6924 | 6973 | 6979 | 69,34 | 6989 | 6995
Ireland

7006 | 70,76 | 71,01 | 71.84 | 7334 | 7162 | 7008 | 6883 | 6751 | 6575 | 6552 | 67,51 | 66,77
Greece

29,48 | 2555 .| 2848 - | 32,66 | 3206 | 31,07 | 3098 | 3004 | 2694
—
pain 4823 | 4835 | 4880 | 5211 | 51,99 | 5366 | 52,37 | 5458 | 5410 | 5438 | 5379 | 5550 | 54,36
France | o008 | 6154 | 6253 | 6226 | 63.18 | 6251 | 63.19 | 6325 | 62,62 | 6310 | 6212 | 6300 | 6318
Portugal | 002 | 2178 | 2046 | 2250 | 2268 | 27,80 | 3181 | 3248 | 3315 | 3603 | 3847 | 4646 | 5146
Sloveni
Ve8| 4650 | 50,65 | 53,04 | 52,04 | 5497 | 5632 | 57,78 | 59.68 | 6392 | 6698 | 5883 | 6023 | 6127
Finland
Mana o329 | 66,17 | 6598 | 67,16 | 6816 | 70,91 | 71,10 | 69,87 | 7049 | 7012 | 7083 | 7130 | 72.30
sweden | ., 60 | 7482 .| 7438 | 7747 .| 7435 | 7354 | 7412 | 7468 | 72,73
United
Kingdom | 6496 | 64,85 | 6520 | 6557 | 66,76 | 64,96 | 6550 | 6485 | 6371 | 6256 | 61,39 | 61,65
table 7b Government Sector

1095 | 1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007
EU-27

1646 | 1605 | 1514 | 1511 | 14.33 | 1374 | 1320 | 13,06 | 13.15 | 13,36 | 1365 | 1320 | 13.27
EU-T
uU-15 1621 | 1579 | 1488 | 1482 | 1404 | 1345 | 12,89 | 12,64 | 12,77 | 1300 | 1327 | 1281 | 12.83
German
y 1549 | 1532 | 1463 | 1466 | 1376 | 1358 | 13,74 | 13,74 | 1340 | 1367 | 1411 | 1385 | 1372
Ireland

897 | 839| 758| 720| 598 | 813| 810| 873 | 778 | 752 | 739 | 649 | 680
Greece

25,49 | 2342 | an - | 22,06 - | 2029 | 1983 | 2028 | 2081 | 2140
Spain 1862 | 1830 | 1737 | 1627 | 1688 | 1582 | 1588 | 1540 | 1536 | 1596 | 17.04 | 16,68 | 18,03
F
rance 2099 | 2027 | 1867 | 1864 | 1814 | 17.32 | 1652 | 1653 | 1668 | 1698 | 17,77 | 1650 | 16,51
Portugal | ;05 | 2546 | 2422 | 2640 | 27.04 | 23.92 | 2075 | 1883 | 1687 | 1565 | 1462 | 1125 | 914
Slovenia | - 551 | 2664 | 2821 | 3043 | 2855 | 2590 | 2431 | 2306 | 2212 | 1083 | 2420 | 2451 | 2347
Finland
nian 1665 | 1576 | 1360 | 1259 | 11,39 | 1058 | 1020 | 1036 | 969 | 947 | 955 | 935 | 846
Swed
Weaen 3,68 | 3p4 | 333 | 284 | 349 | 311 | 472 | 448| 608
United
Kingdom 14,56 14,44 13,77 13,45 | 12,24 | 12,63 | 10,03 | 9,19 | 10,39 | 10,72 | 10,56 | 9,99
table 7c Higher Education Sector

1095 | 1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007
EU-27

2042 | 2067 | 2095 | 2080 | 2036 | 2061 | 2122 | 2196 | 2278 | 2213 | 2206 | 2201 | 2212
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EU-15 2045 | 20,70 | 20,98 | 2082 | 2035 | 2056 | 21,15 | 21,00 | 22,10 | 2210 | 2200 | 21,96 | 22,04
Germany | 553 | 1850 | 1701 | 1740 | 1647 | 1600 | 1639 | 17,02 | 1687 | 1654 | 1654 | 1625 | 1633
reland | 0 44 | 2002 | 2068 | 2096 | 2068 | 2025 | 2183 | 2045 | 271 | 2673 | 2700 | 2599 | 2639
Greece | a1 50,60 49,50 44,92 4672 | 4817 | 4748 | 4781 | 5037
Spain 32,02 | 32,26 | 32,73 | 3051 | 30,12 | 2962 | 3092 | 29,78 | 3034 | 2053 | 2003 | 2764 | 27.46
France | 571 | 1684 | 1741 | 1761 | 1716 | 1875 | 1890 | 1866 | 1936 | 1863 | 1883 | 1920 | 1917
Portugal | .- 05 | 3871 | 4004 | 39,19 | 3858 | 37550 | 3666 | 3753 | 3843 | 3679 | 3540 | 32,00 | 2987
slovenia | ;oo | 2161 | 1740 | 1665 | 1589 | 1661 | 1625 | 1554 | 13,70 | 1201 | 1675 | 1500 | 1544
Finland | 1054 | 1807 | 1005 | 1961 | 1972 | 1785 | 1806 | 1916 | 1921 | 1979 | 1904 | 1873 | 1866
sweden | | 5 21,56 22,18 19,60 21,76 | 2295 | 2086 | 2063 | 21,07
United
Kingdom | 19,1 | 1948 | 1974 | 1967 | 19,64 | 2059 | 2269 | 2402 | 2405 | 2472 | 2574 | 2612
Source: Eurostat

The above mentioned is also reflected in terms of researchers’ and R&D

personnel’s employment, where the total number of researchers as a percentage of total
employment in Greece lies close to E.U.-27 average (1.27% in Greece, 1.3% in E.U.-27 in
2005) (table 8a), despite the fact that research employment is considerably low in private
sector (0.27% of total employment in Greece, compared to 0.6% in E.U.-27) (table 8b). The
situation is balanced due to research employment in public sector that is close to E.U.-27
average (table 8c), but mainly due to research employment in higher education sector that is
significantly higher than the respective E.U.-27 average (table 8d).

Table 8: Researchers Employed by Sectors of Performance (as % of total employment)

table 8a Total

1996 | 1997 | 1998 [ 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007
EU-27 : : : 2| 1.24 1.25 1.28 1.28 | 1,30 131 1.35 1.37
EU-15 1,30 1.31 1.35 137 | 1.39 1,40 143 | 142 | 1.43 1.44 1.49 151
Denmark : 1.87 : 1.92 | 198 | 2.09 217 | 211 | 2.28 233 | 234 :
Germany : : : : : : : 1.67 : 1.63 :
Ireland 088 | 091 | 092| 094 | 119| 133 132 | 133 136 139 | 144
Greece 1.01 1.25 1.22 : 1,20 : 1.27 :
Spain : 0.96 : 1.06 | 116 124 | 128 | 1.33 135 | 144
France 1.48 151 | 151 | 148 1,50 156 | 153 | 1.55 156 | 159
Netherlands : : : : : : 130 | 127|139 | 134
Portugal 0.54 058 | 065| 072| 073 | 074 0.77 0.81 | 0.81 0,80 :
Slovenia 1.36 121 | 123 | 129 | 127 | 126 128 | 099 | 1.01 124 | 132
Finland : 2.23 2.42 262 | 266 | 268 280 | 288 | 2.96 295 | 3.02
Sweden 2.35 : 2.42 | 243 : 2.36 : 2,50 :
United
Kingdom : . . .
table 8b Business Enterprise Sector
EU-27 : : : :| 054 | 054 0.55 055 | 056 0.56 0.59 0,60
EU-15 0,58 059 | 060| 062| 064 064 065| 065 0,66 066 | 069 | 070
Denmark : 094 | 102| 104 122 119 133 | 1.25| 1.39 136 | 1.38 -
Germany : 0.83 : 0.86 | o086 : 0.84 : 0.83 :
Ireland 049 | 052 o054| 056| 058 | 068 064 | 063 | 066 067 | 067
Greece 0.12 0.13 0.19 | 0.25 0.29 0.28 0.26 : 0.27 :
Spain : 0.22 . 0.28 | 030 039 | 042 | 046 047 | 052
France 0.72 074 | 073 | 073 | o075 076 | 075 | 077 074 | 077
Netherlands

067 | 072| 077| 077 | o074 073| 068 08 0.76
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Portugal 0,07 0.08 0.09 011 ] 012 0.13 0,15 0.18 | 0,18 0.17 :
Slovenia 0.46 0.47 0.49 0.52 | 0,50 0.51 0.55 0.45 | 0.46 0,50 0.55

Finland 1.06 1.17 1.29 142 | 147 | 146 1,50 154 | 1.57 1.56 1.57
Sweden : 1.11 : 1.12 (| 118 : 1.14 : 1,39 :
United

Kingdom : : : : : : : : : 0,50 0,50
table 8c Government Sector

EU-27 : : : :| 017 0,17 0,17 0,17 | 017 0,17 0,18 0,18
EU-15 0,19 0,18 0,18 018 | 017 | 047 0,17 017 | 017 0,17 0,18 0,18
Denmark : 0.37 : 038 | 034 | 034 0,17 0.18 | 0.17 0.17 0.17 :
Germany : : : : : : : 021 | 0.22 0.21 0.22 :
Ireland 0,08 0,07 0,07 0,06 | 010 0411 0.09 | 0.09 | 008 0.06 0.06 0,06
Greece : 0.23 : 0.17 : 0.19 : 0.19 : 0.16 : :
Spain : 0.16 : 017 | 017 | 018 0.17 0.18 | 0,20 0.21 0.22
France 0.26 0.21 0,20 :| 020 019 019 | 019 | 019 0,20 0,21

Netherlands
0.24 0.24 0.24 0.23 0.17 0.17 0.17 0,19 [ 0,18 0,17

Portugal 0,13 013 | 016 | 018 | 017 | 0.16 015 | 013 013 0.13 :
Slovenia 0.34 036 | 034| 034] 032] 030 0.29 0.2 | 0,20 028 | 0,30
Finland : 037 | 039| 038 037 037 039 | 038 038 038 | 036
Sweden : 0.12 : 0.11 | o012 | o012 : 0,12 :
United
Kingdom : : | o011] 011| o008 008 | 008 | 0.08 007 | 007
table 8d Higher Education Sector
EU-27 : : : | 052 052 0,55 0,55 | 0,56 0,56 0,57 0,58
EU-15 0,52 053 | 056| 056 057 058 059 | 059 | 059 060 | 061| 062
Denmark : 0.53 : 050 | 051 | 054 066 | 068 070 077 | 077 :
Germany : : : : : : : 0.62 | 061 0.59 0.61
Ireland 0,29 030 | 030| 031| 052 | 054 059 | 061 062 066 | 0,70
Greece : 0.64 : 0.88 : 0.73 : 0.74 : 0.84 :
Spain : 0.57 : 060 | 065 067 067 | 068 | 067 067 | 069
France 0.47 054 | 055 .| 052 | o053 057 | 056 | 057 058 | 058
Netherlands
: : : : : : 0.39 0,40 | 0.41 0,41
Portugal 0,27 0290 032| 035| 035 036 038 | 039 040 0.41 :
Slovenia 0.55 037 | 039| 042 043 | 043 041 | 034 | 034 046 | 046
Finland : 067 | 072| 078| 079 | 083 0.89 | 093] 0.98 0.98 1.05
Sweden : 1.12 : 1.18 : 1.13 : 1.09 : 0,98 :
United
Kingdom

Source: Eurostat
3.2.3 Institutions

Technology is also determined by the existing institutional set-up, as many aspects of
entrepreneurial and public research activities depend on institutional relationships between
suppliers, customers, public agencies and research institutes, while a country’s institutions
express sets of habits, routines, rules, norms and laws that regulate respective relations and
actions. Thus, law 1514 of 1985 that regulates research activities, recognises that science and
technology are the keys for economic growth in Greece (Tsipouri 1989), while according to
Kourtesis (2003) contemporary greek system of research and technology, which was set by
and large in the 1980s has still many characteristics of that era and is based significantly on
the institutional framework that was set then. However, present government has taken an
initiative towards the strengthening of research activity in Greece, voting the Law for the
Institutional Framework of Research and Technology in 2008 (Law 3653/2008) that aimed
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mainly at regulating public research centres’ operation (Maravegias 2008) and at introducing
new institutions, such as National Council for Research and Technology and National
Organisation for Research and Technology, which resemble actually to the European research
practice, although new law’s Europeanisation-driven dynamic was mitigated, as new Ministry
for Research, Technology and Innovation, as well as National Programme for Research and
Innovation that had been proposed during law’s preparation phase, were finally not included
in the final text. Nevertheless, it has to be noticed that this law has not been yet activated,
since the necessary Presidential Decrees are missing (Caloghirou 2008a). The conclusion of
the above mentioned may be that the greek national research system is institutionally rather
obsolescent and has weaknesses that are intended to be faced by the relevant Europeanisation
process via institutional borrowing and learning, according to Skagiannis (1998), although it
seems that it takes place practically in an ineffective and sluggish way, being implemented so
far not in practice, but in terms of political discourse.

An indication of research policy’s Europeanisation in Greece —that will be further
analysed in section 4.2- and whether or not it proceeds is the policy text that was presented by
the greek government in September 2003, being actually the framework for a national action
in the period 2004-2008, aiming at facilitating and achieving the goal of real economic
convergence with E.U.-15 average. This Convergence Map was directly linked to Lisbon
Strategy, as it would be actually the transfer of European actions regarding Lisbon Strategy
into the greek political and economic context, being simultaneously an imminent sign of
“downloading process” that takes place, when national public policies are europeanised.
Connection to European decisions was so strong in this case that it was chosen to follow even
the same methodology, quantifying the goals of national strategy —as in the case of Barcelona
Council’s decisions in 2002- which was an innovative move for greek public policy.
Nevertheless, greek national strategy and its declarations have not managed to lead to
concrete measures and policy actions and so the quantification of national goals and the
assessment of nominal targets was proved to be an inexpensive and inessential —although
impressive- political move, since no initiative was taken in practice to achieve them. Thus, the
target of increasing national expenditure for research to 1,5 percent of GDP that was set then,
has still not been achieved, being shifted to 2015. On this way though, it is possible to observe
the process of europeanisation the other way around, as actions or inaction in national policies
affect the respective European policies and so inertia is transmitted from national at European
level regarding research policy and its efficiency, leaving goals unfulfilled at both political
levels.

4. The Virtually Absent National Policy for Research in Greece.

Taking the swedish, finnish or even irish growth model into consideration, the role of state is
crucial via public policy and knowledge intensive cluster-formation initiatives, as it
contributes funds, organises training and provides infrastructure, while further strategic
planning is also necessary beyond these factors. Deniozos (1993) believes that scandinavian
methodology that deals with high educational standards, know-how diffusion, innovation’s
enforcement and enhanced research, so as to integrate international technology, develop new
capabilities and support economy’s competitiveness could be an interesting and useful
example for Greece, although the simplistic approach of copying it and trying to implement it
in different conditions elsewhere is definitely not enough. Moreover, initiatives and actions
that had been borrowed by other E.U. member states and have been implemented for instance
in Greece may lead to different results, as they finally turned out to be of different essence
within different national frameworks. Therefore, Giannitsis (1993) suggests as far as research
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and technology policy is concerned that it is of major importance to select the appropriate
means of policy and integrate them successfully within productive and societal patterns of a
country. However, relevant state intervention in Greece had not served long-term growth and
competitiveness goals, even as part of industrial policy (Giannitsis 1993, European Trend
Chart on Innovation 2005), and so the absence or inefficiency of this policy —actually the lack
of a national strategy for research that would be followed by a programme of national
funding, as well as the deficiency of policy measures that would support domestic knowledge
intensive production and enhance the demand for it- is considered to be a significant
differentiation between the greek practice and that of other E.U. member states and western
economies.

Thus, the factors that have determined research context in Greece —with the
apparent weaknesses and inefficiencies- will be analysed in this section under the aspect of
national system of innovation, as well as the phenomenon of indirect but almost absolute
determination of national research policy in Greece from European actions, following the
discussion about Europeanisation of national public policy.

4.1 The Responsibility of the Major Components of the Greek System of Innovation.

National systems of innovation was introduced in the late 1980s by Bengt-Ake Lundvall
and/or Christopher Freeman and is an analytical tool about knowledge, research and
production that presents the way that knowledge is performed from research laboratory to
production and markets in each country, depending on traditions and interconnections
between companies, universities, research institutes, educational and funding systems. Put it
in other way, this holistic approach deals with complicated feedback mechanisms and
interactive relations that involve science, technology, learning, production, public policy and
demand (Edquist 1997), as innovation stems from procedures that include new knowledge’s
production, diffusion and exploitation, construction of new products and managerial
structures, including in this way all economy’s institutions that have to do with research and
learning, productive methods, marketing mechanisms, as well as funding. As a matter of fact,
knowledge and technology are not developed apart and outside from economy, but they are
strongly interconnected with economic, social and scientific developments. Thus, present
analysis will be based on the assumption that the reasons for the absence of national research
policy in Greece are to be sought in actions or failures of national innovation system’s major
components, namely government, business, scientific community and public administration
(bureaucracy).

4.1.1 Governments’ Unwillingness (or Putting the Blame on Public Sector)

Governments finance sectors like health, education, national security and public works.
Research is also an activity that is to be financed by state, especially through public
universities and research institutes, but research public policy is not regarded as a priority in
public spending for any government -at least in the near past- as it is not a policy of first need
for common welfare. Therefore and as a result of its nature, research policy is considered to
be a rather luxurious public activity of high cost (Salter and Martin 2001). Nevertheless, due
to modern economic evolutions and developed countries’ sluggish growth Archibugi and
lammarino (1999) admit that governments seem to lay nowadays political emphasis on new
technologies and the enforcement of research and innovation efforts, since these activities
contribute to sustaining growth rates, enabling them to face current macroeconomic and
demographic challenges. Thus, ‘it is advantageous for a country to sell its own products in
foreign markets and ... the advantage becomes even greater if competitiveness is based on
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sophisticated technological knowledge rather than price. In fact, the former allows the
application of profit margins which are difficult to sustain in areas in which technological
barriers to entry are very low. Thus, the preoccupation of political advisors with providing
support for industries exporting goods of high technological opportunity seems well-founded.
It is certainly not by chance that governments provide support for the competitiveness of
national firms by favouring their innovation programmes, so much so that technological
policies are increasingly being merged with commercial policies’ (Archibugi and lammarino
1999: 328).

In Greece though, government’s will to boost research and uplift it in political
agenda has not been strong, since this has never been a political priority for them in practice,
beyond various relevant declarations (Maravegias 2006). The impact of this is that although
research policy is regarded to be important for strengthening economic growth and productive
competitiveness, the relevant funding has been diachronically very low. Moreover, greek
policy-makers’ decisions disclose that there exist other social needs that should be covered
before investing in research and innovation. Put it in other way, the perception according to
which, research is a public good, but not of first need, such as education, health and national
security, has been the settled way that greek governments have perceived research, although
this aspect is not the prevailing one in modern western economies even under present
circumstances, as some of them had already declared that they intend to face contemporary
economic recession through investments of long-term character that would enforce human
capital, namely education and research (Mitsos 2009). The range of emphasis that greek
governments lay on research and the needs and deficiencies that greek society and economy
do still face, are presented partially through the allocation of Community Support
Framework’s resources between different areas of public action. According to data of
Ministry of Economy and Finance about the 3™ C.S.F. of 2000-2006 and as far as those
Operational Programmes that included research funding and support actions are concerned,
about 4,18% of Operational Programme Educational and Initial VVocational Training (which
appropriated 8,56% of total Operational Programmes’ resources) and 9,15% of Operational
Programme Competitiveness (which appropriated 19,78% of total Operational Programmes’
resources) had to do with research. On the whole, the share of total resources of 3" C.S.F. that
had been directed towards research —taking into account Regional Operational Programmes as
well- was even smaller. The importance of this finding is great, as at that time momentum was
favorable for research and its further funding and due to the fact that two other C.S.F. (1986-
1993 and 1994-1999) had been preceded and exploited by greek governments, in order to
cover needs in fields of public policy, such as education, health, infrastructure etc. Thus
according to greek political practice so far, it is expected that significant funding will not be
invested towards research, as long as primary social needs that have to do with main public
goods, like education, health and welfare state are still not met, as these are sectors, where
policy means and funding fall behind. Furthermore, the fact that greek governments do not
include research in their political priorities is shown partially by the fact that actions for
“pbuilding of European knowledge economy” had been only the fourth priority-issue in the
general programme of the last Hellenic Presidency in 2003 that dealt with the so-called
Lisbon process, just three years after Lisbon Strategy agreement and only one year after the
decisions of Barcelona Council.

As mentioned above, western economies have targeted to research policy step up,
as a mean to boost growth performance of the 1990s. On the other hand though, Greece has
achieved in this period and especially in current decade high rates of economic growth due to
the inflow of E.U. resources from Community Support Frameworks, the stable monetary
context -being the result of the preparation for participation in Economic and Monetary
Union- and the flourishing constructing sector at the time before 2004 Olympic Games
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(Caloghirou 2008b). Hence, Nijkamp (2006) mentions that investment in public infrastructure
contributes to long-run economic growth, although in the greek context (participation in
Eurozone, low product competitiveness, high inflow of resources from abroad) economic
growth does not seem to be sustainable, as it depends on a rather traditional and obsolete
growth pattern of low technology. In addition according to Doukidis and Smithson (1995), a
particular problem for the greek public action is the lack of coordination between technology
policies and other public policies that deal with human capital, environment, urban planning
and structural reforms in terms of production that would contribute to a more knowledge-
intensive growth model.

At the same time though, investment flows to Nordic countries —especially Sweden
and Finland- have expanded many-fold due to abolition of capital controls, changing also the
structure of financial markets, corporate governance and firms’ attitude to investment and
risk-taking, in favour of new products. These evolutions have put these countries in a virtuous
circle, as increasing foreign direct investment has proved to be the most important factor that
helps technology transfer between countries and firms, while technology alliances between
cooperating firms have also increased. In addition, education has also been developed, at the
same time that the share of university graduates (overall educational attainment and the
number of people that have diplomas in the sector of information technology, science and
engineering) and —unlike Greece- spending in education are increased significantly, achieving
also the highest R&D investment rates in the world and occupying globally the top places in
technological innovation (Viren and Malkamaki 2002). On the whole, especially in the finnish
case, the country got through a phase of constructive destruction after Soviet Union collapse,
in which firms were obliged either to close or to adjust to new competitive conditions, almost
without government support, as subsidies had been eliminated. Instead of that kind of action,
policies tended to be geared towards investment in education, increase of R&D spending and
support of partnerships between public and private sector, trying also to rise the supply of
workers with information technology skills (OECD 1999).

On the contrary, Greece has based its growth potential on activities of low- and
medium-technology (food industry, chemical industry, construction and public works,
tourism, shipping and banking industry sectors), achieving significant growth performance.
So, it can be assumed that another growth pattern was not sought in practice, as greek
governments and regional authorities were more interested in participating and investing in
planning and implementation of policies that would have more direct and visible impact, such
as urban and rural development and building of infrastructures, at the same time that R&D
initiatives and policies have not been a policy priority (Erawatch 2009). What is also
interesting and indicative of the greek economic paradigm is that Greece’s comparative rank
in various fields among E.U.-27 member states reveals that its productive pattern has almost
nothing to do with knowledge economy, as it is 14" in terms of GDP, 11" in labour
productivity, 10™ as far as long-run rate of economic growth is concerned, but only 23" in
terms of innovation (Komninos and Sefertzi 2008). However, a change regarding policies
priorities cannot be excluded in the near future in spite of contemporary recession conditions,
as the existent growth model is not sustainable within current productive and competitive
framework and since Community Support Frameworks resources will decline after 2013
(Caloghirou 2008b). Therefore, emphasis should be laid on targeting the quality of growth
and not just its rate, via structural investment in order to boost human capital, modern high-
tech infrastructure and investment in environmental protection and energy (Begg 2009),
although today there seem to be troubles and challenges regarding development in Greece,
dealing amongst others with low quality of education system and underdevelopment of
research and innovation (Katseli 2008).

23



4.1.2 The Inertia of Private Sector

Private sector is key-factor in national systems of innovation, as it creates demand for
knowledge production, in order to become more competitive and gain comparative advantage
and larger market share. Having that in mind, a major explanation for the rather poor
emphasis that is laid on research in Greece, is private sector’s low interest for this kind of
activities, which is interpreted by the productive structure that falls short of the modern
productive and technological evolutions, as it is still based mainly on traditional productive
patterns, producing low knowledge and technology intensive goods of low value added.
Although Doukidis and Smithson (1995) present the productive pattern of Greece in the mid-
1990s, mentioning that it differs from that of most E.U.-15 member states, the context of
production in Greece has not changed apparently, depending still on a small low-, medium- or
high technology manufacturing sector and a large services sector, which is dominated by civil
servants, as well as many self-employed, who work in low value added occupations, at the
same time that small entrepreneurial family firms, which sell low-technology products in local
markets dominate in manufacturing sector. These factors, as well as the fact that only a minor
part of new entrepreneurial ventures have to do with the production and promotion of new
products and services in market affect private sector’s willingness to invest in research and
knowledge-intensive activities, while it is crucial that greek enterprises have in practice a
rather negative perception of research, which is shown clearly by the fact that they do not rely
their value added in research activities, as table 9 indicates.

Table 9: Business Enterprise R&D Expenditure (BERD) as % of Value Added Industry

1995 | 1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 2003 | 2004 | 2005 | 2006 2007

U271 529 | 523 | 539 549 | 593 | 6,02 | 621 6,35 6,46 | 6,37 6,40 6,53 6,52
EU-15 547 | 543 | 5,60 571 | 617 | 629 | 651 6,67 6,80 | 6,73 6,80 6,96 6,98
Belgium

731 7,58 7,80

Czech Republic
3,22 3,56 3,34

Denmark 9,85 9,49 9,63
Germany 6,32 | 643 | 6,65 6,73 | 749 | 765 | 7,67 7,78 797 | 7,65 7,57 7,64 7,49
Ireland

303 | 327 | 306 | 28| 271 | 267 | 260 | 254| 300| 339| 370 | 419 | 415

Greece
119 | 163 | 155 | 161 | 145)| 150 | 142 | 131
Spain 1,90 | 1,95 | 1,93 230 | 2,32 | 257 | 260 3,04 331 | 348 | 371 4,22 4,23
France 850 | 845 | 9,00 9,47 9,47 | 9,80 9,67 | 10,22 | 10,43
Italy 2,93 3,00 2,99

Hungary

1,88 2,21 2,27

Netherlands 6,03 6,07 6,19

Austria 8,44 8,20 8,49
P 059 | 064| 069 079 | 089 | 121 | 150 | 148 | 150 | 174 | 204 | 309 | 393
Slovenia 285 | 264 | 268 | 271 | 302 | 308 | 339 | 350 | 322| 378 | 353 | 396 | 406
Finland 578 | 706 | 754 | 782 | 898 | 965 | 964 | 985 | 1043 | 1065 | 11,16 | 10,75 | 10,97
Sweden

10,73 © | 11,87 L | 12,47 . | 15,66 : 14,27 | 13,15 | 13,94 | 13,78 12,94

United Kingdom
536 | 518 | 520 553 | 615 | 6,05 | 637 6,77 694 | 679 | 6,90 7,01

Source: Eurostat

This is so, because they act having short sight view, trying for short-term benefits, at the same
time that they do not seem to follow a strategic planning of long lasting character and they
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find it difficult to collaborate with other components of national system of innovation due to
lack of cooperative culture (Kastelli 2008). A proof for that is the range of collaboration
between the main research performer in Greece, namely universities and private firms, as it is
shown in table 10. Although it is close or even above the E.U.-27 average (there is observed a
large divergence of trends in several member states), it is still considered to be low, since
universities do have lion’s share regarding research performance, differing significantly from
conditions in other member states®.

Table 10: Percentage of R&D Performed by Higher Education Sector and Funded by Business
Enterprise Sector

1995 1996 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 2005 2006 2007
EU-27
5,95 6,11 6,29 6,53 | 6,67 6,52 6,64 6,41 6,36 6,28 6,28
EU-15
5,93 6,08 6,26 6,49 6,64 6,51 | 6,67 6,40 6,35 6,27 6,29
Belgium
10,86
Bulgaria
28,33 | 19,18
Czech
Republic 0,84 0,69 0,73
Denmark
2,36 2,49
Germany
8,20 9,22 9,74 | 1054 | 11,31 | 11,63 | 12,19 11,83 | 12,59 | 13,18 14,14 14,20
Estonia
5,22 4,98 5,58
Ireland
6,94 6,38 6,48 6,55 | 5,90 533 | 439 3,72 3,02 2,58 2,73 1,83
Greece
5,56 5,56 4,99 6,85 7,52 8,91
Spain
8,33 7,41 6,45 6,97 7,72 6,91 | 8,72 7,64 6,43 7,47 6,91 7,89
F
rance 334 | 310| 305| 336 342 | 270 | 307 | 285 | 266 | 176 | 164 | 174
Italy
1,42 1,23
C
yprus 096 | 144
Latvia
15,39 | 13,33 3,11
Lithuania
3,82 3,80 3,80
Luxembourg
141
H
P 11,79 | 12,08 | 1370
Malta
0,10 0,00 0,00
Netherlands
Austria
5,04
Poland
5,40 5,40
Portugal
0,93 1,39 1,74 145 | 1,24 0,99 | 0,78 1,16 1,53 1,35 1,18
Romania
7,46 5,61 5,56
Slovenia
3,16 2,85 | 10,46 | 11,30 | 9,17 761 | 672 8,98 | 10,09 9,58 9,02 9,47 10,17
Slovakia
0,72 4,70 6,81
Finland
5,72 5,23 452 | 471 5,57 6,70 6,16 5,82 5,83 6,51 6,56 7,00
Sweden
4,55 4,63 3,99 5,49 5,30 5,08 5,05
United
Kingdom 6,30 674 | 710 | 728 | 729| 710| 603 | 558 | 517 | 486 459 | 478

Source: Eurostat

® See table 7 of the present work.
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All these are further affected by the fact that there are only few high-tech multinational
enterprises operating in Greece and so the country falls also behind in knowledge-intensive
subsidiaries that would benefit collaboration and networking among firms. According to
loannidis (2008), entrepreneurship in Greece may be characterised as “shallow”, because over
half of total annual entrepreneurial initiatives are targeting final consumer and so this
investment does not become part of a complete value chain, having in this way less structural
effects on economy and economic growth. Moreover, there are difficulties in funding new
entrepreneurial initiatives, as the vast majority of required funds come from entrepreneur’s
saving and his or her family, which is not considered to be a rational financing operation in a
market economy, at the same time that the comparatively high fear of business or investment
failure that Greeks feel is also critical in this discussion, as well as the lack of trust that is
observed among firms and within the productive framework, contributing further to private
sector’s moderate competitiveness success, risk-taking and developmental potential (Lyberaki
2008). In addition as Doukidis and Smithson (1995) claim, the respective inertia of private
sector regarding knowledge intensive activities has to do not only with firms’ technological
capacity -that is improved during the last decade- but also with their special management
characteristics, since it seems that there is a distinctive organisational culture combined with
particular management style and entrepreneurial values that is regarded to be centralised and
family-owned, depending significantly on personal contacts rather than on formal business
relationships. Furthermore, the orientation of business strategies to traditional economic
activities has kept demand for knowledge and investments in R&D at very low levels
(Erawatch 2009), at the same time that according to Papagiannakis (2008) private sector in
Greece is not able to use the existent human capital and not willing to invest in knowledge
and innovative procedures. The fact that groups of interest that express private sector are not
activated towards the need to emphasise and support research carried out in Greece, so as to
be able to be benefited from such a development is also indicative of the substantial absence
of businesses’ interest in research as an entrepreneurial activity and a field of public policy.
Put it in other way, it is not to be seen in Greece what happens in other E.U. member states or
even in E.U. and European Commission, where different industrial sectors and various firms
aim at promoting their relevant interests, in order to enforce directly research activity in
favour of their productive branch and indirectly their productive competitiveness (Maravegias
2008).

Nevertheless, according to Kastelli (2008), the characteristics of private sector may
be seen as obstacles for greek production’s competitiveness and rise of employment, even in
the case that expenditures for research and technological development would increase, since
under present productive and organisational circumstances —regarding research system-
supportive actions for diffusion and exploitation of existent knowledge and technologies seem
to be more useful in comparison to new knowledge production. On the other hand, this does
not mean that a framework or strategy regarding national research projects and the increase of
research funding would not be useful, while Tsakanikas (2008) wonders whether or not
Greece should restrict its production to goods that just integrate knowledge that is produced
elsewhere, without participating in knowledge production. Moreover, in order to be able to
access and make effective use of internationally available codified knowledge, it is necessary
to possess tacit knowledge and relevant skills (Caloghirou et. al 2006), which could be
actually an extra problematic issue, due to the low quality of educational system in Greece —as
PISA indicators show- since knowledge-intensive characteristics of contemporary economy
and production cannot be fully exploited. However, what is clear in the case of Greece —in an
indirect way, as it is presented in De Groot et. al (2006)- is that greek workers do not invest in
training and schooling and that greek firms do not operate at the technological frontier as most
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of E.U.-15 member states do, so Greece is able to improve its productivity by adapting further
to existing technologies.

4.1.3 The Constraints of Scientific Community

Greece has not a long research tradition, which seems to be condemned to remain not
significant, mainly due to the absence of a national research strategy. These conditions lead
also to deficiency of consultation procedure that would aim at forming such a strategy,
including and putting on respective priorities, in which scientific community would be
expected to play a crucial role, although this is not or had never been in practice the case
(Maravegias 2006).

Research groups do not seem to cooperate with one another and act fragmented or
in isolation (Tsipouri 1989, Maravegias 2006), since there is not an overview on research
centres that would be the result of a solid national policy for research. On the other hand,
relationship between research, technology and economic evolution cannot be explained
without social “embeddedness”, since technology has also to do with socio-economic systems
and relations, while adjustment to changing technologies should be part of a larger social
contract (Underhill, 1997). Although substantive research is often produced in Greece, it is
difficult to alter the embedded perception of society and state on research’s importance in
contemporary greek policy and economy due to the observed inability of the greek research
system to diffuse research’s results to economy and production. What is critical here in terms
of output indicators, is that greek researchers perform well as far as publications is
concerned’, while patenting activity remains very low in comparison to E.U.-27 average that
reveals the inefficient link between research community and productive sector (Erawatch
2009). However, the problematic relationship between the scientific community and society
or economy does not stem just from the side of knowledge supply, but has also to do with the
substantially inexistent domestic demand for research and new knowledge production,
especially from the side of greek businesses that do not enforce their competitiveness through
investments in knowledge and human capital, but through low production cost and
illegitimate means, such as black market and tax evasion (Papagiannakis 2008). Thus, a large
part of society and economy is not interested in research results, as potential domestic users
and financiers of research are failing to be mobilised towards them, being unable to recognise
its necessity and usefulness. Furthermore, scarce funding for research actions leads to small
research results that do not convince society and politicians that knowledge and research are
sectors and activities that deserve more funding and so on, forming on this way a vicious
circle, whose start is traced back in the absence of a national research policy, the negligence
of citizens, private sector and political world about research and the way it is carried out and
of course the respective low national funding (Maravegias 2006).

On the other hand, the need for evaluation of research that is undertaken should be
also underlined here —probably within the frames of a national planning or programme, being
part of national policy- as well as the ability to finance research in competitive terms, aiming
at serving scientific excellence (following the practice of European Research Council).
Nevertheless, in order to implement these initiatives, governments should first invest in
research and set up national research policy.

In addition, the role that greek universities have, as a place that fosters education,
research and partially entrepreneurship has been put down, since peripheral universities were
established and operate aiming at regional development not in a sustainable, productive, long-
term and knowledge-intensive way, but through the rise of population in other areas beyond

" However, at the very same time the impact of this output is low, due to the fragmentation of this effort and the
weak linkages with international frontier R&D.
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Athens and Thessaloniki and the respective increase of demand that leads to higher income
for local people. Thus, the benefits that universities had brought with in terms of economic
growth did not prove to be significant, especially when compared to the cost of their operation
for the whole society, due to structural weaknesses and their inability to boost and re-orient
greek regions’ productive patterns in a modern, knowledge-based way (Lamprianidis 1993).

4.1.4 The Ineffective Public Administration

As far as public administration and its role regarding research policy is concerned, Deniozos
(1993) mentions that research activities and respective funding have been inefficient since the
1980s, due to the absence —amongst others- of a reliable administrative organisation and
governmental strategic planning, while according to Giannitsis (1993) bureaucracy that is
competent to deal with research policy in Greece supports actually the existent situation or
inertia of status quo. In Pagoulatos’ words (2003), it seems as if the state was developmental
in its economic ideology, but less so in its administrative organisation and function. For
instance, greek authorities implemented initiatives of minor importance towards the
strengthening of linkages between private and public sector that are still weak, although this
problem has been acknowledged in several studies, reflecting weaknesses and systemic
failures related to both businesses and public research system (Erawatch 2009).

On the other hand, the fact that greek officials do not participate during the
preparation of Commission’s proposal towards forthcoming F.P.s is also indicative of public
administration’s sluggishness. On the contrary, their intervention takes place only in the
second and more “formal” phase of discussion about F.P.’s acceptance between Council and
E.P. (actually, most interventions come from greek government’s representatives, some from
greek scientific community and almost none from greek industry) (Kourtesis 2003). The
explanation for that is that greek public sector does not have its own policy goals to fight for,
regarding research priorities, but it adapts actually to respective decisions that are taken at
E.U.-level (Tsipouri and Xanthakis 1993). Moreover as it was already mentioned, there is no
concrete action of private, industrial interest groups towards research support and this is in
accordance with G.S.R.T. officials’ attitude, who would not only face this kind of pressures
under different circumstances, but they would be also competent to mobilise them, although
this is not the case in greek innovation system (Kourtesis 2003).

Nowadays everything seems to remain the same, although a new law for research
and its institutional setting was voted in greek Parliament (Law for the Institutional
Framework of Research and Technology, as mentioned in section 3.2.3). As Maravegias
(2008) claims, this law deals primarily with issues that concern research institutes of G.S.R.T.
and does not make Ministry of Education the main responsible body for research policy-
making, while the consultation procedure that is presented about national policy’s directions
and priorities is characterised as confusing and complicated. Further drawbacks of the new
law is the non-provision of the operational unification of research that is produced in
universities and research institutes, the non-reference to the need of increasing funding for
research activities, as well as the fact that it ignores the need for a long-term national research
programme (Caloghirou 2008b).

4.2 The idea of Europeanisation of Greek Research Policy.
After this analysis, the basic point of this part is to examine the range that national policy is
affected by the respective European one. Generally speaking, the influence of European

research policy on the greek one has been great, as Greece does not seem to have a structured
policy, regarding research. Thus, institutional settings that are implemented at E.U.-level are
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transferred or “downloaded” on a free will basis to those member states that fall behind in
respective fields of national public policy, as in the cases of regional and research policy
(Muller 1994). Until now national research policies are independent from the European one,
although some kind of convergence can be slightly observed between them. On the other hand
as Bottazzi (2004) mentions, total resources of European Commission’s F.P.6 (2002-2006) is
equal only to five percent of total public spending on research in member states and so
European research policy influences marginally the structure and direction of research in
Europe. Under the same aspect, Kourtesis (2003) claims that European research funds may
have only a secondary and supplementary role to existent national research programmes and
finance, while Caracostas and Soete (1997) agree, although they observe that even though
Community policy and measures influence only slightly national policy of the most advanced
countries, their impact is rather perceptible in the “less favoured” member states, regarding
research. According to them, this is so, as European programmes have mobilised these
countries towards design and adoption of similar measures at national level, following the
typical Europeanisation process.

In addition, one must have in mind that decisions on research at E.U.-level are not
obligatory for member states, although there is unanimity about research’s importance for
economic growth potentials within contemporary political agenda, starting from OECD’s
argumentation and policy proposals. Actually, this is not the unique common point between
OECD and E.U., since the way that policy action is taken at E.U.-level is also similar to that
of OECD. Thus, Council’s activities and decisions follow basically the open method of co-
ordination (OMC) practice in research and technology issues that is borrowed from European
employment strategy, constituting a non-binding form of policy action that is based on
collective establishment of policy guidelines, targets and benchmarks, followed by periodic
peer reviews. As H. Wallace (2005) mentions, the open method of co-ordination resembles
the “OECD technique” that has provided a forum since the 1960s, where its members could
appraise and compare each other’s means of policy, developing in this way co-ordination in
various subjects. According to her, it is this kind of action and co-ordination that intends to
initiate a transition mechanism from national policy-making to a more central E.U.-based
level, and as there is no strong European research policy yet, this way of political action can
be regarded as a second-best practice. This may be so, since research’s importance as a field
of public policy is not that determinative to mobilise a process similar to that of Economic
and Monetary Union, setting strict measures and preconditions for member states’
performance and participation. The model that is preferred in this case is based more on
voluntarism and political discourse, affecting E.U.’s democratic and credibility gap in a
negative way, since national governments are completely responsible for the serious
diversification between declaration -that is made at E.U.-level- and implementation -that is to
be done at national level (Mitsos 2008). Thus, a Maastricht Treaty for research is not
foreseen, as this area of public policy is regarded to be a sector of lower politics than
monetary policy, although discussion about the need for a European policy has begun with
Commission being the developer of networks of experts that favour this concept, in order to
achieve not only multiplier effects combining E.U. and national resources, but also scientific
critical mass that would allow E.U. to become a more attractive place for research actions (H.
Wallace 2005). In addition, the open method of co-ordination is favoured under current
conditions by the fact that although E.U.’s and member states’ goal is to increase innovation
rate, there are different institutional and structural factors that affect it, due to differences
among member states’ research systems, as well as significant divergence as far as their
research performance is concerned (Ulph, 2003). In Rodrigues’ (2003) words, there are
different national practices and aspects regarding research and innovation in member states,
so it may be assumed that the purpose is not to harmonise national systems, but to foster some
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common objectives for policy action in this field. On this way though, member states are not
obliged to take concrete action towards research enforcement and this may have negative
consequences on those member states that do not combine discourse with political action.

Indicative of this is the fact that after the declaration of the Barcelona Council in
2002, some E.U.-15 member states have moved towards this direction, while others (amongst
them, Greece as well) decreased the respective investment (Mitsos 2007b), remitting in
practice the effect of Europeanisation, although initiatives and measures that are taken at
national level are heavily influenced by respective evolutions at E.U.-level due to the
substantially absent greek research policy. Thus, the effects that European policy has on the
national one change the normal terms of discussion about Europeanisation, since in the greek
case we do not have to do with convergence or shift of an existent policy towards an average
European level, but with the indirect and almost absolute determination of a so far inexistent
national policy from the evolutions in E.U., even in terms of political discourse and not policy
measures.

5. Conclusions.

Since the 1980s consensus has been built about knowledge’s value in the post-industrial era
and the need to diffuse and exploit it in productive procedure, making research, technology
and innovation of major importance not only for economic theory, but also for the political
world at national and supranational level. Thus, as long as growth performance of western
economies had been low, research and technology have become main fields of action for state
that increased its respective investment, in order to achieve higher and sustainable rates of
economic growth.

This trend has been expressed at national level in countries like the U.S.A., Japan,
Sweden and Finland that finance intensively national research activities, at the same time that
E.U. and OECD have also laid emphasis on their importance in terms of political discourse
and policy proposals (as a matter of fact, E.U. has also increased significantly its funding
towards research activities and projects via its Framework Programmes). On the contrary
Greece does not follow these trends in practice and so greek research system lacks in
financing, structural, institutional and organisational terms. One of its most obvious lacks is
the absence of a national programme for research that would support and evaluate groups of
researchers, as well as finance research projects in selected scientific fields for instance
according to the needs and comparative advantages of greek society and economy. These gaps
are filled by European funds of Framework Programmes, in which greek researchers have
high participation rates and receive significant amount of resources, facing on this way —even
partially- the impotence of nationally funded research.

The reasons for this situation may be sought among the activities and especially
inertia of the major actors of the national system of innovation, namely public sector-
governments, private sector-businesses, scientific community and public administration, as
well as objective parameters of greek society and economy, such as the dominant productive
pattern in Greece and the inefficiencies that do still exist in essential fields of public policy,
like health, education and welfare state. Consequently, a vicious circle is mobilised, hindering
research in Greece, since the scarce funding for research projects and the problematic
organisation of research system lead to mediocre research results that enforce the feeling of
society and political world that it is not worthy to invest in this kind of activities, since it does
not serve directly the commonweal, strengthening further hysteresis on this field of public
policy. Nevertheless, it is of major importance that embedding this perception about research
and the consequent weak relationship between science and society determine the cognitive
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level of society in a negative way, deteriorating also its growth potential. This fact is a
structural weakness of greek society and economy, as the need to change Greece’s productive
pattern emerges, due to the fact that Community Support Frameworks’ resources will be
decreased significantly after 2013. Furthermore, under present recession conditions, the most
usual view deals with the fact that since recession deteriorates public deficit, it is important to
face it and so fields of public policy of long-term character, like education and research fall
back within political agenda. But, this is not the appropriate way of action. U.S.A. and E.U.
show the way towards this direction, choosing to keep their emphasis on investments of
infrastructure that are expected to have the fairest and greatest result in the medium- and long-
run, and of course such actions have to do par excellence with human capital, knowledge and
its production.
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Abstract

The aim of this paper is to examine the suddenabrdpt turn in the Greek public opinion
towards the single currency after the accessid@reece in the EMU. The terms and method of
accession are being examined along with the optynal the process for the determination of
the Greek Drachma to the Euro conversion raterderato determine whether these factors had
any influence in the above effect. According tostipaper’s calculations, which employ the
Lamfalussy rule and real economic data, the comwersate by which the Greek economy
entered the EMU was lower than the optimal rateating this way a virtual devaluation of the
currency on accession. While this discrepancy piediithe Greek economy with a short run
competitiveness boost, its long run effects maadwgsist of inflationary pressures affecting this
way the public’s opinion of the new currency.
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Introduction

According to economic theory, the adoption of a menrency may yield instabilities in national
economies by directly affecting competitiveness antployment. An overvalued conversion
rate creates the risk of a depression, while aldedaone boosts competitiveness in the short run
but creates inflationary pressures in the long tanthe case of the EMU, where both a new
common currency and a common Central Bank weredntted, member states would not be
able to respond effectively to the effects of a epbmal conversion rate. The loss of monetary
policy control meant that once the conversion ratese determined the member states would
not be able to readjust their exchange ratesyasudt the economies would be locked in with the
effects of sub optimal conversion rates. The presgur an efficient method for conversion rate
determination was very strong; however, the dethatetook place on this issue was very limited
compared to its importance.

The example of Greece will be used by this studgraer to examine whether the method used
for the conversion rate determination was the ogltione. The debate that took place on the
method that should be employed is going to be ptedealong with the reasons why the method
proposed by a study from the Centre of Economic Ralicy Research was preferred. This
examination of the Greek case is going to be basetthe assumption that the Lamfalussy rule
for conversion rate determination would have beble @ produce conversion rates more
representative of the economies as it was arguednbgy academics. The fact that the
conversion rate by which Greece entered the EMW20A1 was sub optimal relative to its
Lamfalussy value will be presented and proven. Bwpleying the Mundell-Fleming
macroeconomic model, the effects that the Greekauoy faced after joining the Monetary
Union will be argued to be characteristic of a enay devaluation.

The second part of this study will focus on the svay which the Greek exchange rate policy
affected the trends of the public opinion for thegke currency. Greece had one of the most
positive public opinions in Europe for the singl&rency on the run up to EMU. However, in
2003 a sudden change in its trends turned it ineoaf the most negative opinions towards the
Euro. The reasons behind this sudden change of milhde studied. The importance of the
external empowerment that the EMU project provieeth the national governments will be
stressed in distinguishing two different periodstie Greek public opinion. Moreover, the
determinants of the Greek public opinion are gamge examined, while the effects of the sub
optimal conversion rate on these determinantsheiltliscussed.
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By proving the existence of a link between the exge rate policy of Greece, the suboptimal
conversion rate and the public opinion for the Etines study tries to illustrate the importance of
optimal conversion rates. The public opinion is dying increasingly important in policy
formation, and thus establishing a link between tthe confirms that in the long run, short-
sighted policies tend to have constraining effémtgolicy makers.

This is an original study as the question of whiethe conversion rates used for the setting up of
the EMU were optimal, has not been studied bef@vhile many argued the importance of
optimal conversion rates, no study exists quesigptiie optimality of the actual conversion rates
used. The success of the EMU project has overshedlawy details, which however could have
jeopardised the economic stability of the UnionisT$tudy, by arguing that the method used for
the conversion rate determination was not optisiabuld raise concerns in the EMU about the
method which is going to be used for future engant

Conceptual Framework
3,a. The EMU, Conversion Rates and Exchange Rdieid%0

While many political and economical arguments tptdce before the creation of the European
Economic and Monetary Union, very few debates faake about the importance of an efficient
method for determining the conversion rates ofriagonal currencies to the Ecu. The lack of
debates on this issue was even pointed out by ¢badinist magazine on the™.af April 1998
which claimed that ‘debate about its potential &fehas been noticeable for its absence’ (Bohn ,
2003: 1). While the vast legislation contained iegsive detail regarding the timing and method
of introduction of the euro, it was largely silemt the crucial issue of the setting of irrevocably
fixed euro conversion rates. The Maastricht treltlynot provide any substantial proposals for
how the conversion rates would actually be deteechinThe only reference to a conversion
process mentioned in the treaty was that,

‘at the starting date of the third stage, the Calsball, acting with the unanimity of

the member states without derogation, on a proptsah the Commission and after

consulting the ECB, adopt the conversion rates hiclv their currencies shall be

irrevocably fixed and at which irrevocably fixedtegthe Ecu shall be substituted for

these currencie{Maastricht Treaty, Article 109.1).
This created a very crucial gap in the blueprinthed EMU. Especially since the success of
Monetary Unions, according to theory, dependemisa targe extent, on the efficiency of the
conversion rates of the national currencies tosthgle currency unit. ‘A jump in an exchange
rate even as little as 5% or 10% could seriouslgnge the competitiveness of the EMU
economies and make the entry into EMU very unditr@c(Begg et al, 1997: 1900ne could
search the texts in vain in order to find a clealigation of the actual method that was going to
be employed for the determination of the conversiates of the currencies involved in the
EMU. The most focus on the exchange rate polit¢ias $hould be followed in the way to EMU,
was given by one of the Maastricht criteria in thehange rate criterion (Lipinska, 2008: 7),
where in order to qualify for EMU entry, the Membtates had to ensure that no currency
devaluation would take place after the irrevocdbteng of their currencies, and for a time
period of two years.
The pressure for a method that could determineesgmtative conversion rates which would be
economically viable in the long run was high. A wersion rate higher than the actual value of
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the currency would provide greater purchasing powat it would also make foreign imports
cheaper. Competitiveness of the domestic suppliensld be reduced both domestically and
internationally. On the other hand, in the caskwkr conversion rate, the demand for domestic
products would be stimulated by a cheaper currebgy,domestic consumers would be worse
off as their purchasing power would be reduceddiial004: 48).

‘A real depreciation can encourage exports, swegpenditures away from imports

into domestic goods, invigorate the tradable sectof the economy, and boost

aggregate output. But a real depreciation can dgocontractionary, because real

money balances shrink as the result of the highieepevel’ (Frieden, 2008: 349).
These effects are clearly demonstrated by econtmimry, and more specifically the Mundell-
Fleming model. This is a macroeconomic model whlotks the monetarist economic
equilibrium with the real viable equilibrium. Theometarist equilibrium is the balance between
the supply and demand for money and is usuallgtiitded by the plotting of a line called the
LM curve. The real variables equilibrium, is thddrece between savings and investments which
is usually plotted in the form of the IS curve. Téwernal economic relations are also depicted
in this model through the BP curve which demonstréihe Balance of Payments of the economy
(Talani, 2004: 52). The Mundell-Fleming model cam dmsily linked with the exchange rate
through the use of the Interest Parity Relation, e Unemployment rate through the use of the
Philips curve.

Graph 1:The relation between the exchange rate, and outmatugh the Mundell-Fleming
model the Short Run Philips cur(@anchard, 2003: 425)
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As Graph 1 illustrates, a change in the exchangge (E2E’) has direct effects in both interest
rates (i-i’) and output productivity (Y-Y’) in th&lundell-Fleming model. An increase in the
exchange rate, thus an appreciation of the pricth@fnational currency will lead to loss of
competitiveness of domestic producers. This widiger a leftward shift of the LM curve as the
output levels will be reduced, and so will the et rates in order to fend off any inflationary
pressures. The reduction in the interest rateshaitist the inflation rate of the economy, which
in turn will increase unemployment as illustratedtihe Short Run Phillips Curve in Graph 2
(Blanchard, 2003: 425), and vice versa.
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Consequently, policy makers face a trade off betmim®ng tempted to increase competitiveness
of national producers or boosting domestic consionptAs Begg et al (1997: 24) argued in a
Graph 2:The Short Run Philips Cun{8lanchard, 2003: 425)
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Shart B Bulips Burve

i| Ueerphayment

study performed for the Centre for Economic PoR®search, when a Monetary Union is set up
with a single currency, the incentives for a deatiin of a currency prior to conversion are very
high as they get automatically locked in by theversion.

The most obvious temptation is to engineer a cotimeal monetary expansion that will boost
aggregate demand and ameliorate any remaining fifitiaulties. Such an expansion would be
accompanied by a temporary exchange rate dep@tistimulation exports too. The incentives
for such a depreciation will be even stronger ifggmments can expect that conversion rates
picked at the start of EMU will simply validate tdepreciation and allow their countries to enter
EMU with a competitive advantage that would lastiluhe output prices could finally adjust
(Begg et al, 1997: 24). Nevertheless, while a sptin@l conversion of a currency might be
beneficial for an economy in the short run; negagconomic pressures will arise in the long
run, as high Unemployment rates will result frons gholicy.

3,b. Conversion Rate Determination, the CERP Method

The CERP study argued that bilateral exchange sltesld be set in advance as a way of
avoiding the intervention of the market forces v texchange rate determination process. It
examined several of the proposed solutions forrdeteng the irrevocable conversion rates,

including floating bilateral rates, fixed Ecu exoga rates, the Lamfalussy rule and the
Bartolini-Prati bands.

The authors rejected all of these solutions byssing out their inefficiencies and instead

proposed that the most efficient method was tdbdateral conversion rates in advance. They
argued that the conversion rates should be caétlilay using the existing central parities of the
national currencies in the ERM. The central panitych would be agreed would summarize the
exchange rate commitments, to which member stategdwe held as the transition expired. In

the mean time, the national currencies would benadtl to fluctuate freely within the ERM of
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extended bands (15% instead of 2.25%jJowever, these central parities would be caledat
parities and not the result of market transactiassthe CERP paper argued the markets would
not be able to produce efficient conversion rakedlowing this method, the central rates were
announced in mid-1998 (Preda: 16), and for mosh@fcountries they were the final conversion
rates. In the case of Greece as it will be disaugsehe following chapters the central rate was
revalued in 1999.

3,c. Conversion Rate Determination, the Lamfallshe

This study will not question the reasoning behine ¢thoice of the European Council to use the
CERP proposed method instead of the other proposetods. This is because the arguments
put forward by both the CERP paper (Begg et al,7).98nd Paul De Grauwe against the use of
those methods can persuade even their most passismaporters that there were substantial
risks associated with the use of them. Neverthelgbat this study will argue is that while the
other proposed methods had flaws, so did the CERtRad. Its biggest flaw is that one of the
other proposed methods, the Lamfalussy rule wasedrgo produce conversion rates which
would be more representative of the economies thase produced by this method. Fact that
implies that while the risks associated with thenfaussy rule were credible, as it would be
prone to speculative attacks (De Grauwe: 23), pohekers were fully aware of the fact that the
CERP conversion rates would not be optimal. Thisegates the assumption that the CERP
method was chosen as the least worst method, arasribe optimal method.

The Lamfalussy rule which was claimed to produceenedficient conversion rates, proposed to
use the average of the market rates of each nhttana&ncy over a three year period. Preferably,
as Mr. Lamfalussy himself proposed, of the peri@9d to 1998 while its use should be
announced on the 3bf December 1998 in order to reduce the risk efcspative attacks and
politically driven devaluations (De Grauwe: 11).eTaAdvantage of this rule was that it would
inverse the orthodox determination of exchangesrathile normally buy and sell decisions are
based on expectations of future exchange ratesruhd Lamfalussy rule, future exchange rates
would be based on present and past buy and seisidas(Temperton, 1997: 137). In other
words, with time, markets would become increasinglyre aware of the final conversion rates,
as the average would also become increasingly haodalter. Expectations would then be
formed around the average of the exchange ratde timat point, and as a result the exchange
rate would become increasingly more stable asitta flay drew closer. The Lamfalussy rule
does not necessarily exclude a politically inspidedaluation which could happen at any time,
however policy makers would know that as this métilges an averaging mechanisany
attempt to achieve a good deal must come long édfar launch of EMU membership. Also to
have any effect, a late depreciation would havieetoery large(Temperton, 1997: 137).

The fact that the Lamfalussy rule would have preduconversion rates more representatives of
the actual values of the currencies has been atgy®@ul Temperton. He uses Ireland as a case
study to prove that while the outcomes of this nwtguld not be very different than the ones
produced from the CERP method in countries wheedr tturrency traded close to the ERM
central rates; the same was not the case for gieHe argues that the Lamfalussy rule in the
case of Ireland,

! Changed temporarily from 2.25% to 15% after théVERisis of 1992 but never changed back.
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‘would have given rise to less exchange rate mowermed would result in a fixed

rate which, while it would be lower than the raf®vailing in mid-1997, would be

significantly above the existing ERM central ratedlawould be more in keeping with

the needs of the econorfiyemperton, 1997: 144).
In addition to this study, Frank Bohn argued thatmbers joining any monetary union are likely
to experience considerable macroeconomic effetés #feir transition into a monetary union.
He uses the Lamfalussy model to prove that:
‘Weak currencies are undervalued because of degtiea expectations caused by historically
low monetary stability. Forming or joining a mongtaunion eliminates these expectations. If
conversion rates are determined by the market, thay out to be close to purchasing power
parities’ (Bohn, 2003: 19).
Finally, even Paul De Grauwe, whose argument ag#iesuse of the Lamfalussy rule was one
of the fiercest put forward, accepted tH@he Lamfalussy rule is inheritably more credibtan
a fixed conversion rate because it permits driftie exchange rate in response to changes in
fundamental variablegDe Grauwe: 23). Accepting those arguments, thidysassumes that the
conversion rates that would have been producedietiamfalussy rule been used are the most
representative of the actual value of the natiaoatencies. Therefore, in examining the case of
Greece, the calculation of the conversion rate gusire Lamfalussy rule will be used as a
benchmark indicating the ‘optimal’ conversion rateich should have been used for the entry in
the ERM.

3,d. The Public Opinion and Monetary Policy
The role and importance of the public opinion inigo =

making has been increasing along with educatio
standards and access to information. The offic&kisge

ilgure 1: Maslow's Hierarchy of
nﬁeeds(Union.umd.edu, 2008)

/él i,

instincts of political parties along with the fear political Actuat,

cost associated with policies lacking the suppdrthe =

public has led policy makers into taking unde [ e\
consideration the public opinion trends all the enoften. P N

This study will focus on the links between economi [ glvmtets )\
performance and the public opinion. i ‘
Policy making bodies are allowed to form their p@s / s b
more freely when they have secured output legitima / Protection
from the public than when they haven't. Inglehartwo of ~ / ""Vs"’g’us':;:'r""ds 1
his papers argues that two developments in sotiate / Thirst

significant political and economic implications. e tfirst

change he identifies is an evaluative change wthergublic gradually shifts from materialist to
post materialist values, or more clearly, ‘fromiggy top priority to physical sustenance and
safety toward heavier emphasis on belonging, sgifession, and the quality of life’ (Inglehart,
1990: 66). Additionally he claims that a big pafttbe ‘western publics’ have grown up in
economic security; Therefore, while they still cat®ut physical security, it is not their priority
(Inglehart, 1977: 5). Instead they value more poaterialist ideas such as economic stability,
belonging and human rights. A more cosmopolitaritipal identity is formed with time. This
argument is also backed up by Marslow's hierarchyneeds (Liphart, 1990: 152), where

8|Page



people’s needs and interests develop with timecldens that once people secure each of the
five levels signified in the pyramid, their inteteshift to the next one.

The second development identified in Inglehart’'srkgois ‘cognitive’ (1977: 293-5). The
meaning of this term is best explained as a ‘prodwswhich an individual comes to know and
interpret his environment’ (Theodorson, 1969: 98)s argument is that people realise that
political and economic decisions affect them arelrthves, thus they develop and interest and
understanding of politics with time. Therefore, lettart identifies ddevelopment of the skills
needed to manipulate political abstractions andébg to coordinate activities that are remote
in space and timg(inglehart, 1977: 259). As a result the work ofl&t@rt has provided us with
evidence as individuals care more about post naditdrivalues, and develop their understanding
and involvement into politics, the same appliestfeg public opinion. That is that the public
opinion gets increasingly influenced by post malesi values and develops the skills required
for its understanding in order to have a greatgrirs#.

Several studies have tried to examine the exaehexat which economic performance affects the
public opinion and political parties. Jonung anddéfasj (1979: 343-53) examined the effects of
unemployment, inflation and income growth on theuydarity of governments in Sweden during
the period 1967 to 1978. They concluded that thopwance of the first two indicators has
direct effects on the popularity of governmentdthdugh the growth of real income is positively
related to the popularity of the governments, itnist as significant as the former two
fundamental economic indicators. On a very sinslaidy in terms of the topic and the sample
used, Hibbs and Madsen (1981: 33-50) concluded dmdy the unemployment rate was
significantly related to the public opinion for tgevernments’ performance. This difference was
attributed to the use of a different model.

Additionally, two studies on the impacts of econombncerns on the political behaviour in
Norway, the first by Miller and Listhaug (2984: 30%) and the second by SOersen (1987: 301-
21), argued that economic factors such as inflaind the unemployment rate have a direct
impact on individuals’ evaluations of the politicahrties. These studies were based on data
collected in national election surveys in NorwayeTlatter was limited on the period 1963 to
1986. What is more, a study by Nannestad and Pa(d868: 186-206) employed pooled cross
data in order to examine the influence of the eogdnoconditions on the popularity of the
government amongst the Dutch electorate. They drdlnat while the correlation exists, it is
much stronger for individual experiences of the necpic conditions rather than actual
awareness of the macroeconomic situation. FinMlikko Mattila (1996: 583-595) came to
generalise the findings of these studies by argthiaj economic performance in Scandinavian
countries is significantly correlated to governmpapularity and election outcomes. The above
studies provide us with enough evidence to establis strong link between economic
performance and public opinion trends. In periofihad economic performance the public
opinion will be negative, while in periods of goedonomic performance, the public opinion will
be positive.
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Case Study
4,a. The Case of Greece, Exchange Rate Policy andsAion

In order to demonstrate the links between the exghaate policies for accession in the EMU
and the public opinion, this study will examine sg#ty the case of Greece. This is because
Greece was very unique in its exchange rate pslipigor to the accession to EMU. Initially
Greece was not considered to be one of the coaritrag would join the monetary union in the
first wave of 2001.

‘Through 1994, the performance of the Greek econaag/pretty dismal. Growth was

almost flat, and inflation and the fiscal defics a percentage of GDP, were in the

double-digit levels throughout the period. Other Edlintries were moving forward in

their quests to become members of EMU while Gresasefalling farther and farther

behind’ (Garganas, 2003).

Nevertheless, ~Greece followed @ nOMraph 3:Long Term Interest Rates for
accommodative monetary policy named thgeece (OECD Factbook, 2008)
‘Hard Drachmé inaugurated since 1990.

|

This policy focused mainly on keeping the

interest rates as high as possible, especia '
relative to its European partners (Gargana
2008), in order to achieve a normalisation of th
inflation rates which had reached over 209
during the previous decade. The 'Hard Drachm:
policy is clearly depicted in Graphs 3 and 4
where one can see that the levels of the long te
interest rates and one-year Treasury bills were
8.48% and 10.3% respectively in 1998. At th
same time, the long term interest rates set by the _ _
Deutsche BundesBank were at 4.6% and the orfé&aPh 4:Yield of one-year Treasury bills
set by the Bank of Italy were at 4.9%; the Eur@Bank of Greece, Bulletin)
average was at the level of 6% (OECD Econom| 16

[an I B o B G E i U I o ) B T o T Ve ]
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Outlook 83). This policy, initiated by the| 14 &

Mitsotakis government of New Democracy of 12 = g4

1990, was revised by the PASOK (Pan-Helleni N

Socialist Party) government of Papandreou i \

1993 and was continued by the Simitig , o »
government of 1996 (Lazaretou, 2003: 31). 5 N
In 1997 the Central Bank of Greece was grant¢

full independence from the government in a 28588388833888%

attempt to satisfy the Maastricht criterion and b
1998 ‘there was a growing sense of attainability
of the EMU nominal convergence targets’

(Pagoulatos, 2003: 129). However, while the dorodstling was very positive; the same did
not apply for the international communities. Evaough Greece had already met the Budget
deficit criterion, it was clear that the rest ofetleriteria would not be met on time. This
international pessimism started changing rapidtgrathe 18 of March 1998 when the Greek

% brachma being the name of the official national currency of Greece.
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government took financial markets by surprise owldyr when it announced it had applied to
immediately join the up to then 12-member ERM,dwaling a day of speculation in which the

drachma fell sharply against the ECU. Prime Mimi§estas Simitis said in a televised address
to the nation that the drachma devaluation and E&Nty were necessary for Greece's
membership in the EMU, adding that he wanted Grée@nter the euro-zone in 2001 (Athens
News Agency, 2008).

Graph 5:Drachma/Ecu Exchange ra(Eurostat, 2008)
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The Greek Drachma had finally entered the ERM whichild act as a very crucial test for the
Greek economy and its ability to keep up with théetinational financial markets without
suffering from potential asymmetries and financiases (Simitis, 2004: 189). This devaluation
assisted in the credibility levels of the new exaerate arrangement, especially since a large
financial crisis took place in Greece in 1997 (@t al, 2000: 64). At the same time, entry into
the ERM demonstrated the credibility of the Grettkrapt to enter the EMU on both financial
markets and its European partners (Werner, 2008: 22

The Drachma entered the ERM with a central rat@5@f109 Drachmas per ECU. This indicated
a devaluation of 12.3% relative market price prigvgiat the time. The magnitude of this
devaluation is illustrated by Graph 5. Once thechmaa entered the ERM, a credibility bonus
was experienced in the economembers whose ability to pass the test for EMU basn in
doubt, are likely to face an mediate credibilitynbs for a more disciplined monetary policy in
the future. Such countries will experience a remuncin interest rates{Begg et al, 2997: 21).

The European partners wanted to make sure thattbald not risk the credibility of the project
by allowing Greece to participate. Especially sinbe financial crisis of 1992 had already
harmed substantively the credibility of the projetherefore, Greece’s entry was not handled
freely. In order to ensure that Greece wanted tkengacredible commitment in participating in
the monetary Union, they insisted on the devalmadioMarch 1998. This devaluation had a dual
target; firstly it took under account the high atfbnary past of Greece, while keeping in mind
the inflationary pressures that Greece would fadée way to EMU.

Even though the ‘Hard Drachma’ policy had brokethvtihe 1998 devaluation, the Central Bank
of Greece tried to keep interest rates higher itsaBuropean partners for as long as possible, as
they had to converge to the European ones andisgual the day of the entrance in the EMU
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(Garganas, 2000). This policy along with thes a5 6: Government net borrowing/net
favourable international expectations which haqending for Greec¢OECD Factbook, 2008)

started building up, led to Massive inflows of
short term capital (Pagoulatos, 2000: 191-216
As Graph 6 illustrates, due to this capita
inflow, the levels of net government lending
and borrowing were reduced, reaching an a
time low of -3.1%. The progress towards price
stability was also very significant. This was &
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result of a tight monetary policy along withGraph 7:Consumer Price Index for Greece
measures towards a fiscal contraction and tlieflation rate)(Bank of Greece, Bulletin)

reduction of Unit Labour Costs by the signing
of a wage agreement between the private sec
Unions and the government (Garganas, 2000).
This social pact, even though it only covere
the private sector, had a significant effect on th
Labour Unit Costs as a whole. While in 1997
Labour Unit Costs reached 7.2% and 4.2% i
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1998, in 1999 they were reduced to 1.7%raph 8: Unit Labour Costs for Greece
(Grarganas, 2000) (Graph 8) which wagpank of Greece, Bulletin)

significantly lower than the 2.6 inflation rate
the same year (Graph 7). This was ver
important for the reduction of inflation as in
1997 and 1998 the inflation rate was lower tha
the Unit Labour Costs at 5.5% and 4.89
respectively.

The good performance of the economy led to

the market price of the drachma bein%

appreciated relative to its central rate with th
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raph 9: Trade in goods and services for

%reece(Bank of Greece, Bulletin)

ECU in 1999. It now traded at about 7-8%
higher that its central rate, which led the
monetary committee of the European Union int
revaluing the central rate into 340.75 Drachme
per ECU (Simitis, 2004: 193). This revaluatior
was very important for the Greek economy bot
for its time and magnitude.
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Having devaluated the currency by 12.3% i
1998 the gains in competitiveness were obviou

raph 10:Gross Domestic Product for Greece
ank of Greece, Bulletin)

but had this revaluation not taken place, th
inflationary pressures created by a currenc
dropping by about 7-8% of its market value ir
order to reach the old central rate would b
devastating. This way the Bank of Greece onl
had to engineer a depreciation of about 3%

the market value of the Drachma. The econom
consequences of this devaluation were muc
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smaller than those which would have taken placeth@dentral rate remained in its initial value.
Moreover, the revalued central rate, by coming a yater the devaluation, managed to reduce
to a large extent the negative effects associatddtie devaluation while maintaining the initial
boost of the economy (Stobbe et al, 2000: 65). Tarsbe easily observed in Graph 9 where one
can see that the Trade balance continued to gre2000, when in briefly drops, and settles at
a level of about 27% which is 5 percentage poimgbdr than the average of the 90’s. What is
more, Graph 10 illustrates that the appreciatiothefcentral rate of the Drachma did not affect
the accelerated growth rates of Greece. A kinkhenplot of the growth levels of Greece can be
observed in 2000 which remain intact up until 2006.

‘It is obvious that Greece has pursued an extrerskilful exchange rate policy in the past two
years, placing it in the service of the inflaticarget and exploiting the scope given it by the
Maastricht regulatory framework'Stobbe, 2000: 65).

On the first of January 2001, the aim of Greecédoome the 12 member of the EMU was
achieved. Greece managed to achieve economic gener against all odds, which established
it as a member of the European ‘fast track’. Thasvan opportunity, but also a challenge for
Greece to manage to stay there and not get bab&rtasual habit of being in the sidelines of
Europe.

Analysis
5,a. Greece, the Lamfalussy Rule and PressureseBt¢onomy

This study is going to focus on the relations 4 nh 11The Lamfalussy Value of The Greek

between the exchange rate policies and theﬁfrachma, Exchange Rate Dafurostat,2008)
effects to the public opinion. The way that=7: 500

this is going to be approached is by using th 314000 /
example of the Greek exchange rate policy fd 312.000
accession to the EMU and its effect to th( 310.000
public opinion. As it was argued on the 308.000
previous chapter, Greece followed a ver) 306.000
unique and successful exchange rate policy | 304.000
order to manage to qualify for accessioy 302.000
(Stobbe, 2000: 65). Nevertheless, this chapt( 399-000

. . . Ny 0 mMm oM s O W W o0 s O
is going to argue that the conversion rate ¢ gddddgadaadoaAam
340.75 Drachmas per Ecu which was se 8832035323385
following the CERP method was sub optimal T ocobrrrrino® o

. . Ch o OO OOy OOy OO DD
In other words, the conversion rate by whicl AR QA

the Greek Drachmas were exchanged for th
Euro on the introduction of the Monetary Union was representative of the actual value of the
Drachma.

This is going to be established by a comparisonthig conversion rate to a benchmark
conversion rate. The benchmark conversion rat®iisggto be calculated using the Lamfalussy
rule which as it was argued earlier, would prodcaeversion rates more representative of their
actual value. Subsequently, with the help of thendill-Fleming model which was also
presented earlier, the effects of this suboptinoalversion rate will be examined in the case of
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Greece. By using the Lamfalussy rule as describetla books of David Begg et al (1997: 36),
and Paul Temperton (1997: 137), the benchmark csiorerate was calculated by the use of the
average of the daily spot exchange rates of theekGizrachma to the Ecu for the period
2/01/1996 to 31/12/1998. Graph 11 plots the curvthe values that the Drachma would have
followed had the Lamfalussy value been used.

Of course, had the Lamfalussy rule been used,rdiifepolicies might have taken place, as the
markets might have reacted differently. Howeves ttiudy will assume that even if different
policies had been followed, the difference on thalfconversion rate of the currency would not
have been significant enough to jeopardise tharfgelof this study. This is because assuming
that the Lamfalussy rule was followed in detaig imnouncement of the rule would have taken
place on the 31 of December 1998 in order to reduce the risk dadcsfntive attacks and
politically driven devaluations (De Grauwe: 11).iF means that only the last year of the process
of the conversion rate determination would haventeféected. As a result, these policies would
have to be of great magnitude in order to be abbdfect significantly the average values which
would have already being building up for two years.

Therefore, looking at Graph 11, the value by whiwl Greek Drachma would have entered the
EMU had the Lamfalussy value been used is 315.2¢lnas per Ecu. It is obvious that this
conversion rate is significantly stronger than 8#0.75 by which Greece actually entered the
EMU.

Graph 12:The ERM value of the Greek Drachma compared td_#mfalussy valu¢Eurostat,
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Graph 12 provides us with a very clear comparisetwben the ERM value of the Greek
Drachma and its Lamfalussy value. The benchmarkersion rate provide by the Lamfalussy
rule is 8.09% stronger than the ERM value. Henbe, donversion rate produced by CERP
method using the ERM, which was also the final @vswn rate used in the creation of the
EMU, in the case of Greece was 8.09% degrees dafgdaelative to its optimal rate.

As this conversion rate locked at the day of thieoduction of the single currency and the
replacement of the Drachmas with Euros took pladbis same rate, the Greek economy went
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through a depreciation of its currency by 8.09%isTdepreciation took place as David Begg et
al argued on the CERP study (Begg et al, 1997b24ause the conversion rates at the start of
EMU simply validated any depreciation of the cuognFor this reason, governments were
tempted to depreciate their currencies in ordegriter EMU with a competitive advantage that
would last until the output prices could finallyjast.

Looking back to the Mundell-Fleming model, curremgpreciations create certain pressures on
the economy. As Graph 1 illustrated, depreciatiaffisct directly both output productivity and
the interest rates. A deprecation of the natiomatency leads to gains in competitiveness for
domestic producers, which increases the trade balenthe short run. Additionally, this gain in
competitiveness shifts the LM curve to the rightickhincreases output productivity, in order to
benefit from this competitive advantage. At the edime, the interest rates will drop in order to
reduce the cost of money and boost investment.eTé#scts should in return create inflationary
pressures on the economy, and thus a reductiomemployment according to the Phillips curve.
Therefore, assuming that the Greek conversion waie depreciated by 8.09% relative to its
optimal value, similar effects should be observedhie Greek economy on the introduction of
the single currency. As Graph 9 illustrated, Greledeed experienced a temporary increase in
its trade balance during the four year period 12992, peaking in 2000. Additionally an
acceleration of the GDP is evident in Greece si(f# as shown in Graph 10. These two facts
prove that Greece experienced a gain in compatitis® relative to its European partners with
the introduction of the Euro. This gain in compe&ihess and increase of productivity was
accompanied by a reduction of the interest ratée downward path of both the long term
interest rates and the one-year treasury billsntp R005 is demonstrated in Graphs 3 and 4.
This was especially important for the economy, beedf interest rates of the same term did not
equalise completely at the moment of transitioro ithe currency union, riskless profit
opportunities would exist infinitesimally short be¢ Ts by buying Greek bonds and selling
Euroland bonds (or vice versa). The only way tceralut these arbitrage transactions is to
completely equalise interest rates (Atzoulatod:€t@).

Up to this point, the effects experienced by theegBreconomy on joining the EMU are in line
with the assumptions made with the help of the MiliAEleming model. The same stands true
for the Philips curve even though not so evideintlthe case of the inflation rate. If one takes a
closer look at the inflation rate of Greece durthgt period, a jump in the inflation rate is
evident. While the CPI index was 2.6% in 1999, téaslily increased until it reached 3.6% in
2003 and has fluctuated around that value everesihberefore, even though not so clearly,
Greece has experienced an increase in its inflasitenby 1% after joining the EMU. Things are
much clearer in the Unemployment rate, as it h#levied a declining path ever since 1999
reaching single Graph values.

Mr. Nikolas Garganas, former Governor of the BahiKGoeece in an interview with the author
(Garganas, Interview 2008), claimed that the cigégilbonus that Greece faced in joining the
Monetary Union had great effects in the Greek eoondde argued that it assisted the Bank of
Greece in reducing the interest rates in orderetxhn the European levels without causing
significant inflationary pressures in the economy.
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5,b. The Public Opinion in Greece and Exchange Raleies

Dobratz (1993: 97-127) argued by employing datanftbe 80’s that there was no link between
the economic performance and the public opiniosiaece; this study will argue the opposite.
Following the theory put forward by Inglehart andafglow (Lijphart, 1999: 152) on the
evolution of society and preferences, this study griove that the Greek society has evolved
since the 80’s. This evolution has led to the mubpinion trends being increasingly affected by
the economic performance.

The 80's was a period where Greece was still tryiogfind its identity. Democracy was
established in 1974 after the ‘metapolitefsi’ (Latau, 2003: 42), while Greece managed to
enter the then European Communities in 1981. ‘Bglanto the West’ (Economides, 2005: 473)
benefited Greece in many dimensions. Nonethelessg <Greece did not receive any major
economic funding at the time of its accessionag heen argued that Greece’s major interest and
gain from the membership in the European Commumndiethat point of time, was the security
against the constant threat from Turkey (Featheeset al, 1987: 237). People were still mainly
interested mostly on the ‘National Issues’ (Ecordmsj 2005: 482), including physical security
and the establishment of democracy, while the emimgerformance was of secondary
importance.

However fifteen years later, and after a long perf abysmal economic performance
considering the European standards, corruptiondsdanFeatherstone at al, 2000: 396) and
government instabilities, the Greek population dasdd that Mr. Simitis with his technocratic
profile and a pro European reputation was thestifperson to lead them to a new era. Mr. Kostas
Simitis became the Prime Minister of Greece in 1886ér Mr. Papandreou had to step down due
to health issues and later won the elections. Atorsn the EMU by 2001 became his priority
target as a part of a ‘modernisation’ project (88n2004). Simitis and his government managed
to persuade the Greek population that it was adtgraportance and benefit to them to assist in
achieving this target. Failure to do so would mésat Greece would once again suffer from
exclusion from the European core. ‘The multiple rades that gradually took place over the
period 1996-2003 along with the vast turn to aaysittic approach of economic policies with
macroeconomic targets, led the Greek society oat rogid economy which was costly at many
levels’ (Giannitsis, 2005: 239).

The EMU was a golden opportunity for Greece to noide by taking advantage of the external
empowerment (Pagoulatos. 2000: 191-216) providethisyproject. The government was given
the ability to use the EMU target as a ‘vincholteeso’ (Dyson et al, 1999: 455) in order to
legitimise the necessary unpopular policies to rtfeekets and the public. What is more, for
countries such as Greece where a high inflatioditiom is in place, the time inconsistency
theory (Chellini et al: 2) argues that reduction inflation is only attainable through the
credibility bonus gained by joining a monetary unaf less inflationary countries.
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Graph 13:The Greek Public Opinion for the Single Curre(®tandard Eurobarometer 33-69)
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The EMU project enjoyed full recognition by Graph 14:The Greek Public Opinion on the

the Greek public. In fact, the public opinion forBiggest Problems Greece FacéStandard
the single currency in Greece was one of theroparometer 33-69)

highest in the EU from 1997 to 2003 reachin

the levels of 82% in 2003 (Standarg 8°

Eurobarometer 33-69). The majority of Greek{ 70 ‘\/./\

wanted their country to enter the EMU, which \\/\
provided Greek policy makers with enough

room to perform the necessary policies in orde >0 \\
to achieve this. Extremely contractionary ap —

policies along with privatisations took place 0 W
which at any other point would have not bee

accepted by the Greek public. Even th{ 20 -
opposition parties, with the exception of thg g —#—Inflation
Communist Party of Greece did not oppose th Financial Status
necessity of these strict policies in recognitio 0 o
of the importance of the target (Pagoulato — «® & «® & «® & % & & &
2003: 129). Therefore, it is a fair claim that the Qo,"i@‘;&gé’q&Y&OQQ%Q%;»&OQQ"Q@\‘?}@"Q,\@’Q}
EMU project in the case of Greece enjoye(™® & ¥, P& © & ' $
great levels of public acceptance, fact the

empowered the government and provided

with greater freedom in the formation of its
monetary policy.
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However, before the ways in which the public opimveas affected by the exchange rate policies
is examined, the determinants of the public opiniorGreece have to be discussed. As it is
presented in Graph 14, the Greek public opinio2063 considered the unemployment rate as
Greece’s biggest problem. This trend has beenistedhnging ever since, as the importance of
the unemployment rate has declined by 23 degrdake the importance of the inflation rate has
increased by 16 degrees. This increase in the taupoe of the inflation rate on the Greek public
opinion was initiated by the high dissatisfactibattwas expressed for the rounding up of prices
with the introduction of the Euro. However, insteddading away as people adjusted to the new
situation, this trend was maintained and the iidtatate has been increasingly important in the
formation of the Greek public opinion. This

leads us to the assumption that while the Greékraph 15:Registered Unemployment Rate for
public opinion was mainly influenced by theGreece (Bank of Greece, Bulletin)
performance of the unemployment rate i 4
2003, it has been increasingly more influence 4, N
by the inflation rate performance later on. 10 NPEYY
Looking at the public opinion towards the
single currency since 1997 in Greece, one c
observe an abrupt change in the trend patter
as it turns from one of the most positive
opinions, to one of the most negative. Thi
change starts taking place in 2003. Accordin
to the theory and looking at Graph 14, the
public opinion is influenced by economic
performance, and most importantly by the unemploymnate, and increasingly by the inflation
rate. During the 80’s while the Greek economy wagrming very badly, unemployment was
never a problem. The extreme policies followed be tun up to EMU trying to reach the
nominal criteria set by the Maastricht treaty letan unprecedented for the Greek standards
increase in the unemployment rates.

The recognition that the EMU project enjoyed madepbe accept the high unemployment rates
as an unavoidable evil on the run up to EMU. Peaptepted to sacrifice their economical well
being temporarily; expecting that they would betdretoff once the single currency was
introduced. Therefore, the highly positive puldmnion is consistent with the assumption of the
study. The exchange rate policy was boosting tlom@oy, while the high unemployment rate
was the only negative outlier; however, as it wasrimoked by the Greek public, it did not
affect the highly positive public opinion.

After the introduction of the single currency, thénchanged. While the depreciation of the
currency which was argued on the previous chamtestied the economy, its effects were not big
enough to satisfy the Greek publfccording to Eurobarometer data, only 67% of theeBr
population was satisfied with their daily life stkamds in 2006, Graph way below the 81% EU
average (Standard Eurobarometer 65, 2008). Theaeadaalso consistent with the fact that the
Labour Unit Costs (Graph 8) have not risen aboeeitfiation rate since the introduction of the
new currency.

While the economy was running in much better cooilt than it was before the project started,
people were not feeling any better off. The illustbat the economy was running in worst terms
than before existed amongst the Greek populatiofadt 76% of the Greek population in 2007
answered that the economic performance of theinttginas worsened (Standard Eurobarometer
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68, 2008). The gains in competitiveness have besadidy reducing the unemployment rate in
Greece; nevertheless, it was still higher than wiapublic expected.

As it is illustrated in Graph 14, the interest &dople in the unemployment rate has been
declining since 2003; instead, people are incrghsimore interested in the inflation rate. An
evolution of the determinants of the Greek publpin@mn is evident. While prior to 2003 the
determinants were those of a classic high inflargrcountry, where the unemployment rate is
the sole factor which concerns the public, aftédd®people start realising the importance of the
inflation rate in their lives. The Greek societycbmes more similar in its concerns with the rest
of Europe.

Therefore, the hypothesis that a link exists betwibe exchange rate policy of Greece and the
trends of the public opinion holds true, but irfeliént ways for the period in the run up to EMU,
and after the introduction of the single currerioythe period 1997-2003 one can clearly observe
that the exchange rate policy was affected posjtiby the public opinion as any negative
effects, in the terms of high unemployment ratesienaccepted by the Greek population without
any major reactions.

During the second period 2003-2007 while accordinthe hypothesis, the devaluation should
have affected positively the public opinion by reithg the unemployment rates, the opposite
effect takes place. The dissatisfaction of the jguabout the current economic conditions, as
well as the evolution of the Greek public opinitias caused this inversion in the relationship
between the economic performance and the publiai@pi Thus, instead of observing an
increase in the positive opinion of Greece aboatdbro after the devalued conversion of the
Drachma to the euro and a boosted economy, arasiogly negative opinion is observed.

Conclusions

The economic theory states that the method usedéi@rmining the conversion rates upon the
creation of a Monetary Union is very important las tonversion rates can directly affect many
sectors of the economies involved. This study eranhithe case of Greece and its entrance in
the EMU. Its aims were to determine whether thevecsion rate which was used for the Greek
accession was representative of the economy; whetiee is a link between economic
performance and the public opinion in Greece, andhat ways did the accession process affect
the public opinion. Three original conclusions erached within this study.

In the first part, the fact that Greece enteredMlometary Union with a sub optimal conversion
rate is presented. This argument was made by tloalagon of a benchmark conversion rate,
using the Lamfalussy rule which is a method deertedroduce conversion rates more
representative of an economy than the CERP methmchwvas actually used. The comparison
of the benchmark conversion rate with the actutd madicates that Greece entered the EMU
with a devalued currency. In order to crosschédg tinding, the effects experienced by the
Greek economy after the EMU accession were compartd the effects that the Mundell-
Fleming model assumes in the case of currency detrah. The fact that Greece entered the
EMU with a devalued currency is confirmed.

This study has argued that the method used forrdetimg conversion rates in the EMU has not
been always optimal. The case of Greece clearlyodstrates that a country can manipulate its
exchange rate in order to take advantage of itsaece in the EMU with a competitive
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advantage. These findings should alert countriasrphg to enter the EMU, as well as members
of the EMU that might lose in competitiveness ifnmembers take advantage of this weakness
in the conversion rate determination method appliedow.

On the second part of the analysis, two more ceimhs are reached. The first is that a link
between the public opinion and the economic perémwe in Greece is evident. The high
importance of the unemployment rate in the forrmatad the Greek public opinion trends
illustrated by the Eurobarometer data in 2003, @xglto a large extent the increasingly negative
opinion towards the single currency. Moreover e that the Greek population feels worse off
after the introduction of the single currency p®vbat the economic performance is a very
important determinant in the shaping of the pubpmion.

The second conclusion reached in this part, is Widte the exchange rate policy for EMU
accession provided Greece with a competitive adgtthe public opinion was not satisfied by
the performance of the economy. According to theoith presented, the opinion of the Greek
public should have steadily become more positiverdhe introduction of the Single Currency;
instead, the opposite is observed.

This odd trend is explained by two facts, the fissthat the Greek public wanted to express its
dissatisfaction to what it felt was unfulfiled pnises, more specifically an economic
performance of lower standards than the high empiecs which were built up in the pre EMU
period. While the second, is the fact that the &naeblic opinion is evolving and becoming
more similar to those in the rest of Europe. Tinsilarity comes in the terms of the determinants
of the public opinion; for the last four years #heés an obvious decrease in the importance of the
unemployment rate in the public opinion formatiarile at the same time there is a constant
increase in the importance of the inflation ratkerefore, while there is a clear link between the
Greek public opinion and the economic performartiee, still evolving Greek society and the
high expectations that Greece had for the EMU ptpgid not allow for the positive economic
effects of a currency devaluation to influence pasly the public opinion.
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ABSTRACT

Privatization and liberalization are the two complentary aspects of several
reform projects in the field of public utilities Greece, since the middle 90's, the
telecommunications sector has undergone radicahgha, responding to the new
requirements of a market-oriented model, graduiallsoducing the privatization of
the Hellenic Telecommunications Organization (O&&(l the opening of the state
monopoly. An often neglected aspect of the referting implications for citizens as
consumers. More “choice”, better quality and lowprices have been usually
invoked as illustrations of the beneficial effeatader the general hypothesis of
better performance. However, the “shift” is mordricate than the assumptions
that a micro-economic perspective suggests. Thipempaargues that the
“citizen/consumer empowerment” is not a self-evidemoposition of privatization
or liberalization policies. It also proposes thaetconcept of citizens as consumers
implies a selective —thus restricted- approachhefeventual benefit. The aim of the
paper is to highlight the constraints and the poamditions of the “empowerment”
argument, as well as to reveal potential asymmetiie terms of cost/benefit
allocation of the reform outcomes.
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INTRODUCTION

Market liberalization and privatization of publictilities constitute two
complementary aspects of a major reform effort ire€gée. They correspond to a
“modernization” and “Europeanization” project thatcludes the reversal of the
traditionally heavy presence of the state in thenemy in the field of Services of
General Economic Interest (SGEI). Focal point aaditimizing argument of the
corresponding initiatives is the improvement of pleeformance both at the macro-level
(market competition) and the micro-level (privatizenterprises functions). Economic
values, such as efficiency and effectiveness, tlithe core of the relevant discoutse
The suggested “paradigm shift” towards the free ketarpromises to enhance
performance not only from the aspect of the opemnali and the market/economy
function but also in terms of final outputs for tsseand further, higher user satisfaction.

The following analysis seeks to explore the vajidif the better performance
argument by looking into the case of telecommuivcat. It aims to assess the effect
as well as the relative significance of the tworelated policies (market liberalization —
privatization of OTE) from a citizens’ point of view. Theempowermetfitof the users
is a crucial variable and a tenaciously invokeduargnt of the reform agenda. A
starting point is that citizens as users occupy weak side of the relation with
telecommunications corporations. Though this setamse accepted in the face of a
state monopoly, it is not readily accepted wheroines to a liberalized market. A key
research question refers thus to the potential flietiat privatization and market
liberalization entails for the users of telecomneations services. The notion of
‘benefit’ is defined in an inclusive way, combinitgth micro-level criteria (such as
service quality, price, responsiveness and chaoe) macro-level concerns (such as
public interest, equity, universality, transpareacygl economic and social cohesion).

The perspective we adopt aspires to shed light catheer neglected aspect of the
privatization and liberalization process, beyontheugh not detached to- the usually
employed indicators of economic performance. laigued that the public utilities
reform implies certain political and ideologicalifsh What is at stake is the wider
framework of the transformation pattern of thertgalar relation“state — (public or
private) corporation— citizen as user or consumetdnder the pressures of new
sociopolitical and economic priorities, the notiohpublic interest has been strongly
contested and to a certain extent redefined thrabghEuropean policy prism. This
paper combines theoretical argumentation with ab&l empirical data and focuses on
a) the redefinition of the role of citizens as comgus with regard to new rights and
possibilities and) the evolution of (new) modes of protection angutation that arise
within the market-oriented model. Both imply a mceptualization and a re-

! The approach of the paper is not an economic Bime selective use of economic/managerial terms
corresponds to the different concepts of perforraaipigrammatically we note theffectiveneseefers
to the extent to which objectives have been achigafficiencyto the inputs/outputs relationship and
economyto the minimization of the cost for given qualandards. This distinction is not always clear
in the political science literature.

2 What interests principally are the fixed phoneviees (basic services), and at a lower degree tglen
and internet services. The former refers to theipusly monopolistic market that has been reformed
the hypothesis of better performance. It is thbstter measure to assess the impact of the pratitiz
and liberalization on the users of these services.

% Hellenic Telecommunications Organization.



arrangement of the accountability and legitimizataiteria within the state — OTE —
citizens relation framework.

The paper is organized in two sections: First wiireithe main features of the pre-
privatization and pre-liberalization period. Themrasis is on the dysfunctional aspects
of the triangular relation concerning the citizemgerest. The notion of theuSer is
employed in order to highlight the specific chaesistics of the later within the
telecommunications domain. We next question theti@a of the reform project
towards the detected problems. With reference & ditizens, a more consumerist
model seems to gain ground. The promising rhetamit the correspondence between
anticipated and actual results are examined aniagea both from a theoretical and
practical point of view. The paper concludes witthmg thoughts on the allocation of
potential costs and benefits in a “winners/losgysfspective. Certain assumptions of
the new-institutional theory are employed as amaytools, though not in an absolute
way. Complementary methodological approaches andoadreadings help to further
establish the arguments of the analysis.

Analysis Framework - Working Hypothesis

—_————————

g ™\ POLICY OUTCOMES
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....................... » of OTE | lati |
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Feedbacking

1. THE STARTING POINT: THE STATE INTERVENTION IN RETROSPECT

The debate on the scope and the limits of stasrvi@htionism is not a new one.
Answer seems to be following a pendulum route actbge political and economic
conjuncture. In brief, the rationale of public actihas been historically based on a
twofold argument concerning the role of the stat@oe hand and that of the market on
the other. From the point of view of thearket failuré argument, the intervention of
the state has been perceived as the “alternativedy’, either to the incapability or to
the unwillingness (lack of incentives) of the mdrkeechanisms to undertake certain
fundamental functions. From a parallel point ofwje¢he state intervention responds to
a call for positive action. Its basic mission isetasure the provision of certain goods
and services considered as vital for the well-b@hthe people. The notion @iublic
interest resumes the logic and assures the legitimacy dliguntervention. The
justification basis comprises both hypotheses ebliogical and sociopolitical nature
(public service theofYy as well as arguments of economic origiwelfare economics
andpublic interest theorie%.

* The theory opublic servicerefers to a particular model concerning the rdlthe state and it has been
inspired to a large extend from the French tradi{gervice publix. According to its guiding principals,



Public networks industries were created and deeelofn line with these
considerations and the particular requirements@historical circumstancebhe post-
war “Keynesian consensuslepicted a model of state-economy relations whaee
interventionist and regulatory role of the formeetnthe general approval. Public
utilities (water, gas, electricity, communicatiorisgnsportation, postal services) have
been organized in vertically integrated national nomolies with specific
characteristics The most striking one is the dual nature of themrises: on the one
hand the public’ element (salient social-political mission) and the other the
‘entrepreneurial’ aspect (economic — commercial efid§he social welfare (public
interest) goals reflect the wider socio-politicabcacter of public enterprises. Hence, a
complementary term, that opdlitical firms/enterprise¥, has been often employed

The public network services in Greece were formedl developed during the post
war period (Hevelopmental wav®). The large-scale industrial activities were
vertically integrated in domestic monopolies undetight regulatory regime of state
control. Their mission was the provision of essdndervices, pursuing economic and
social ends. Services were supplied on a non — ebtive basis, while the pricing
policy did not reflect the actual cost but it wangrally formed through a mechanism
of ‘internal redistribution’” among the usexdss — subsidizatignSocial and political
concerns were a central feature the enterpriséisac

These were also the characteristics of the teleaamuations market, since the
Hellenic Telecommunications Organism (OTE) was fieth as a state monopoly in
1949. The legal framework explicitly declared tlueial welfare character of OTE, a
state-owned joint-stock compangt“the service of the publit. Given the two main
types of reference, the Anglo-Saxpnblic utilities and the Frenclpublic servicé?,
OTE could be classified somewhere in the middlehef spectrum between the two
notions, perhaps closer to the public service mddehe nature of the property rights

the state undertakes certain activities in ordersture the proper function of the economy in it
social and political priorities. Sociopolitical wes (such as public interest, solidarity, socidlesion,
accountability) and special principals (equity, ahility, continuity) shape its strongly ideologiaid
symbolic basis and justify the legitimacy of thatetaction (Chevallier 1975, 2005). The scope ®f th
former goes beyond the economic rationale (Spliotdos 1985: 530).

® The assumptions &f/elfare Economictechnically justify the market failure and provid=sons for
the state action (Stigler 1975 ; Sappington angli§ti1987: 568-569 ; Stiglitz 1992: 106- 116, 2X38).
® public Interest Theoriefocus mainly on the regulatory role of the stam®posing that the
governments, as agents of the public, seek themizadion of social welfare. This goal is reflectaa
certain social welfare functions and concerns ofaégedistribution (Vickers & Yarrow, 1988: 27-2%).
evidently refers to a more indirect type of staelivention than thpublic servicemodel. Its hypotheses
are closely related to those of Welfare Economicbthe Economic theory of Regulation (Stigler 1971)
" For an in-depth analysis of the characteristigsutflic enterprises in the initial phase of theiistence,
see Les Entreprises du Secteur Public dans le pays @»mmunauté Européenndhstitute Européen
d’ Administration Public, Bruxelles 1985.

® The potential contradiction between the two missiis rather evident and the equilibrium of thatexii
character is often difficult to discern. Howevére pparticular hierarchization of the two elemermsld
constitute a crucial indicator of the bilateralgpities, especially when the ‘mix’ change in fawdithe
latter, as it seems to be the case in the prividiza

° De Alessi 1980: 31-32 ; Papoulias 2007: 193, 199.

1% pagoulatos 2005: 359.

| egislative decree 1049/1949, art.12 ; 165/1973.

'? SeeStoffaés 1995 ; Rouban 2000: 16-17.

3 This classification can be justified with refererto the rhetoric and the content of legislativis &t
the early years of OTE. However, it has been argbat] in general, the creation of the Greek public



(public ownership) in conjunction with the publiotérest mission implies certain
particularities. A central feature refers to th&atien between OTE and the citizens,
which was largely subjected to the mediation ofghktical system.

Public interest and the citizens astisers

The recognition of the special mission of publitegprises implies a differentiated
approach than that of a commercial enterprise. giigic utility concern has been
explicitly expressed by the partial detachment frira rules of the market and the
undertaking of these activities by the public sectd’he nature of public utilities
requires the (partial) de-commodificatioh (Esping-Andersen 1990) of the services
provided, on the basis of equal access and indepdgdof free market forces. The
public monopoly scheme and the direct state cori8plliotopoulos 1985) assure the
equal treatment in terms of quality, price and miow. Citizens’ needs are conceived
and met in a collective and homogenous way. Thedcyotontext practically
corresponds to a redistribution model (Lowi 1964).

The concept of the public interest serves as tleoladjical and legitimizing
cornerstone of state intervention. In fact, it irepla specific role for the state and a
particular model of state — society relations. Ruéttion is justified on the assumption
of a benevolent state thatrives for the public good (Chevallier 2000: 32). Public
enterprises are the stateagéents (Spiliotopoulos 1985: 538) and thus the governinen
is “indirectly responsiblefor their performance (Letwin 1988: 29). In tlisheme, the
state is the main decision-making actor and thiermediary’ between enterprises and
users. The submission of management to the stawaisol constitutes the connecting
bond between the citizens and the public enterggtiseMasne 2003: 13). As well, the
citizens are far from a purely market-consumer rholee triangular relation integrates
certain social and political features of eitizenship perspectii®, which could
theoretically correspond to the model aiéf of public utilities™.

That is in general the model of tlstate — OTE — citizeneelation in the pre-
privatization and pre-liberalization period. The bpa interest character of the
Organization subjects the management to the dineitdirect government oversidft
and to procedures of parliamentary coriftoUnder these circumstances, titzens-
OTE relation refers to a pattern of indirect commuhara mediated by the state. User
representation is ensured through the trade urti@Shareholders’ Committegnd the
“socializatiori initiative. The latter aimed at a more direct tohon behalf of society
(“social control”)2,

enterprises was mostly the result of circumstaatia incidental factors than the crystallizatioraof
concrete ideology for the role of the state inghenomy (comparable for example to that of the émen
model) (Teitgen-Colly 1985: 204-205).

% For the definitions and the particular contexthef tree-fold categorization (civil, political, sat
rights),seeMarshall 1992.

'>1n proportion to the notion of thai$er of public services(for a comprehensive analysigeSpanou
2000: 376-442).

'8 Ensured typically by the Minister of Finance ahd Minister of Communications and Transportations
" Indirectly (via the Minister), regularly via theo@mittee of Public Enterprises, Banks and Welfare
Organisms and ad hoc via the process of parliamentantrol.

18 Law 1365/1983. According to the pre-electoral pamg of PASOK (1981), the socialization of the
Greek public enterprises aimed at the strengthemiitige public control and their democratic funotis
well as at the (re)orientation of the managemenatds the public utility mission (Teitgen-Colly 198



The citizens - OTE - stateelation in question

With reference to the typology of Le Grand (199FRg nature of the relationship
between the public enterprise and the users igd¢hieally similar to that of Knights
(a benevolent-altruistic state) anpgaivng (passive recipients). The latter have little
chance to intervene directly in the decision-makprgcessesThere is no éxit’
possibilities and the mainvbice option (Hirchmann 1970) is the ballot option. As
already mentioned, public interest is ideally espesl via the government programs,
implying an indirect representation of the needs$waants of the citizens.

However, in practice, these assumptions do not deebe always the case. The
hypothesis of the public interest as a (quasi)edtient feature of state’s action has
been strongly contested both in theory and in faldte public choice schodNiskanen
1975 ; Mueller 1976 ; Buchanan and Tollison 1972well as the theories oént —
seekingKrueger 1974 ; Tullock 1993 ; Tollison 1997) amationalneo-institutionalism
(March & Olsen 1984 ; Hall and Taylor 1996 ; Pet&#®899) suggest that there are no
benevolent motives and that actors decide ratherthen basis of self-interest
evaluations. It is within this context thatdte-maximizing legislators/politiciahgnd
“utility/budget-maximizing bureaucrdtéNiskanen 1975 ; Vickers and Right 1989: 6)
disorientate public enterprises from their generdgérest mission. Principal-agent
problems and transaction costs also arise whewuletegation of an activity provokes
asymmetries in terms of sources and informatiorpg®aton and Stiglitz 1987 ;
Vickers and Yarrow 1988: 7-11). The imperfectiorighe “political control market
and the electing-monitoring procedures create éurfiroblems of public control and
representation (Yarrow 1986: 303 ; Vickers and ¥ari988: 31).

Along with these considerations, the risk of maatjgation and degradation of
citizen’s interest is rather evident. In Greece, plablic enterprises often deviated from
the public interest mission. The emphasis was putthe fulfilment of particular
interests from the point of view of (corrupt) gonerent officials, manipulated and self-
interest management members, powerful economicpgrawade unions and anyhow,
not of the users’ interest, that is to say ¢femeral interestThe constant and intense
unofficial government interventions have led OTEo#ser public enterprises to a high
degree of politicizatioll. In many cases particular interests, usually spoading to
well organized rent - seeking coalitions, acquipgdfit (“rents”) at the expense of
public/collective interest (Pelagidis 2005). Thetives and the priorities within this
context were hardly in line with public service cems. They have thus heavily
twisted the grounds of the public interest missiand the legitimacy of the
corresponding policies. In policy terms, it coukldrgued that in line with the typology
of Lowi (1964), the fedistributional character of public policy in the field of
telecommunications tends to diverge into a rathlstfibutional’ context. To put it

210-211). The social ‘stakeholders’ were conceiveithat case as theépresentatives of the usé(see
OTE: Operational Plan 1996 — 2000, p.9). HoweVer,rtew administrative and control mechanism
(ASKE) encountered serious functional and politmastacles that gradually demoted its stases (
Ministry of National EconomyConference on SocializatipAthens 1987 and Anastopoulos 1987: 128-
129 ; Papoulias 1994: 113-114).

¥ The high degree of politicization of the publiganizations is a common theme in analyses of Greek
public sector. See for example: Teitgen-Colly 198B8-228 ; Giannitsis 1994: 16-19 ; Lioukas and
Papoulias 1995: 180-83 ; Sotiropoulos 2001 ; Tsedk&®apoulias 2004: 84-86 ; Papoulias 2007: 66-67,
81-82 ; Mouzelis 2005 ; Spanou 2008: 156.



briefly, the function of the triangular relationeknot correspond tocitizens’-interest
oriented scheme.

Secondly, the perverse function of the politicahtcol chain intensified the innate
failures and the excesses of a monopolistic masket a large-scale bureaucratic
organization. OTE was and still is an extremely pdul organization and one of the
larger Greek enterprises. The structure of thed@enunications sector, organized on
the basis of the ultimately dominant position @& public operator, further illustrate the
power asymmetry. Lack ofchoicé€ and “exit’ possibilities, the users had no
alternative and they were to a certain degregptured by the powerful enterprise.
Besides, in terms of social participation, neitdegect contact nor thesocialization’
experiment managed to assure significant activeluament, efficient social control or
wide representation on behalf of the users in thesibn-making process\gice€).
The organization problems of the uncoordinated @isgersed group of consum&rs
further narrowed the possibilities of reaction onftontation. In case of dispute the
available options were limited to the “citizens'rbaus” and the civil coufts

The imbalanced relation is further evident witherehce to the “introvert” function
of the public operator. In the pre-privatizationdapre-liberalization period, OTE
appears quite Unresponsiveto the needs and expectations of the subschbefs
other state-owned organizations, OTE could be cheriaed as a more or less close
(“self-referentidl) system (Tsoukas and Papoulias 2004: 89-92), evtiezre was very
little concern or feedback about the satisfactibthe recipients for its outconfés The
flexibility deficit partly explains the correspomdj weaknesses. The terms and the
conditions of provision are unilaterally defineddacomprise a minimum set of rights
and obligations of mostly procedural nafidrén fact, the decision-making scheme was
far from any directbottom-up’participation, implying a quite passive/submissigke
for the users. The discredit or absence of a custamented policy could be
additionally justified with reference to the (lowdaium) quality of the services as well
as on the perceptions of the users concerningpthiglic image’ of OTE®. It was thus
time to re-structure the organism on a more sgcaid economically efficient base.

% For an in depth analysis of the determinants #éctive actionseeOlson, 1965. For the difficulties of
collective representation of the usesse alsdSpanou, 2000: 431-441.

2L Whatever the result, that kind of interaction Ulyugferred to minor issues ard hocarrangements.
2 The ‘unresponsivenessonstitutes a central feature of the criticisrfereed to the “old-style welfare
bureaucracies” (Le Grand and Bartlett 1993: 15).

23 Only in the early '90s certain initiatives showashift in that attitude: the Five-Year Development
program (1994-1999) and the next period OperatiBieah (1996-2000) included plans for the
amelioration of service quality and the measurerénitizens’ satisfaction via a system of perfonoa
indicators. Moreover, certain consumers’ surveyxeoning the quality of the telecommunication
services are published in the early '90, which cosepa specific set of quality standards.

24 ppart from the legislative frameworkeealso Lymperopoulos N. (1980))rban Telephony: Rights —
Obligations, Subscriber — OTE, Procedur€sl E-Athens.

%5 SeeOTE: Operational Plan 1996 — 2000, p.48-50.



2. THE ‘PARADIGM SHIFT’

The apparent ‘failure’ (or anyhow ‘optimum-deviationdf the public model to
achieve the required results along with the eff#fctertain political, economic and
technological evolutions have caused strong pressdor the reform of public
enterprises. The escalating criticism had pradyidatl to a radical revision of the role
and the limits of state intervention. In the edfl9s, the shift to the private market,
which was already a reality in many other Europeaumtries, was considered more or
less a one-way optiéh Privatization, liberalization and de-regulatioavh become
high-priorities on the policy agenda. A brief rewvief the facts is necessary in order to
outline the main features of the reform. The forsusn the anticipated benefits for the
users of the telecommunication services (and noa general review of the eventual
positive outcomes).

Pressures and constraints: an inevitable reform?

The pressures and the causes that lead governtogmrisatization or liberalization
decisions do not correspond to an homogenous dmefe@at ensemble of determinants.
An epigrammatic classification includes a greatgef reasons and ambitions that
vary across the ideological, social, political, ma@mic, institutional, historical and
technological spectrum. Concerning the privatizatrationale, the need for better
performance is the core-argument (Beesley andethild 1986 ; Savas 1987 ; Letwin
1988: 32-34 ; Bishop and Thompson 1994). Ideoldgiegonomic, managerial,
political and financial motives also have a roletay (Vickers and Wright 1989: 5-9 ;
Pagoulatos 2005: 360-363). With reference to tlatitedn of state monopolies and the
de-regulation pressures, globalization of the tramehnological changes, market
evolution and external pressufegive reason for the complementary aspect of the
reform. The anticipated positive effect of competitis also a central argument.

While apparently relative in context, the intensityd the influence of these factors
are not of the same degree. Concerning for exathglerivatization decision, there
was not any direct internal or external obligati@m the contrary, the liberalization of
telecommunications market has been an evident anteé g@ressing feature of the
European integration policy. However, it is intém@$ to note that in Greece an
“inverse evolution” took place. The privatizing pess of the Hellenic
Telecommunications Organism was initiated befdperklizing the marké&t Though
the two programs cannot be regarded disjointedilg, implementation timing could
imply an unspoken hierarchization of the corresfromgolicy priorities®.

%6 Hence the consensus of the two dominant polifieaiies on the liberalization of the
telecommunications market and the privatizatio®@dE (e Parliament Minutes OH/19.2.1996,
11/21.2.1996).

%" See for instance the IMF reports, OECD recommémaisit EU competition law and single market
integrationetc

%8 Eirst public offer: 1996, market liberalizatiord@.

? It has been suggested that the EU liberalizatimmda worked in fact as a legitimizing or great
supporting factor for the associated privatizapooject (Featherstone 2005: 232 ; Pagoulatos 2005).
Thus, the necessity of the later was not quiteentidf dissociated from the European liberalization



Additionally to thetop-down pressures and the varying objective and subjective
motives of the governments, a wider claim for refonas been gradually emerged
across the public sphere. From the citizens’ pointiew, the longstanding inefficiency
of public sector had created a rather negativeatdeast Unflattering (Vickers and
Wright 1989: 12)- public image of the state-ownedustries. Abottom — upcriticism
of the public enterprises pointed out inefficacyesfions and reproved their massive
character. They were also accused of being unaldddpt and to respond to the needs
of the users. New needs and new demands have l¢det@mergence of a new
consumer attitude, more aware and demanding thanptkvious passive model
(Stoffaés 1995: 14-15, 22, 134-138 ; Bauby 2002; BZumstark 2002: 639

Rhetoric & anticipated outcomes

Both at a theoretical level and in the rhetoric thie reform agenda the
‘citizen/consumer empowermehas been employed as a central argument. Thik goa
was part of the wider claim fdpetter performancehat would result in multiple
positive effects, among others in the higher profiend-users. Consumer interest is
thus one of the legitimating arguments of the apoading policies. We next consider
the liberalization and privatization rhetoric frahat point of view. We should however
bear in mind that the decisions might imply additibmotives, often in direct contrast
to the official argumentatich

a.) (neo)liberal and managerial ideas

Apart from the objective criteria, such as the wheclof ‘natural monopoly’
elements and the effect of technological evolutitme fiess-state argumentation
embodies strong theoretical and ideological pramys. In brief, the criticism of the
(neo)liberal theory and the relative schools ofreroic thought’ focus attention on the
weakness or incapability of public sector to reanhefficient allocation level failure
of the stat®d. From a complementary point of view, state imt@rtion further distorts
and hinders the efficient function of the markely Bontrast, free market forces
guarantee better allocation of resources and greffectiveness, both at the benefit of
the consumer.

The practical tools and methods of the private sebave also influenced the
perspective on management. In fact, NPM and otlaragerial approaches, juxtapose
an inverse logic to the procedural attitude of puldervices, suggesting results-
orientation, customer-centered focus and entrepraile practices (Osborne and
Gaebler 1992 ; Barzelay 2001). The ideas suppottiagrivatization rationale such as
consumer’s choice, contestability and transparesqmyear ostensibly similar (if not
identical) with the basic NPM principals. The lati@plies a directly opposite model to

obligations. Still it cannot be denied that an iedt pressure has been more of less exerted to the
direction of the ownership status (Parker, 1998: 43

% See alsoEuropean Commission (1996), Communication froex@@mmission, Services of General
Interest in Europe, Brussels, 11.9.1996, p.4.

3L A main (but usually unspoken) reason for privattrais the fiscal stressof the governments
(Levine and Fisher 1984: 179). Privatization isithecited by the motive of raising money and revanu
that could be used for funding public expenditwsavall to reduce the public deficit and the publépth
(Yarrow 1986: 360-361 ; Vickers and Wright, 198%: 8

%2 Classical political economy, neo-classic econorsit®ols of thought, school of Chicagic



the traditional bureaucratic doctrine (Hood 199)1:Within this context, privatization
could also be seen as a part of a broader adnaitivgmreform project (Spanou 2008),
under the influence of managerial ideas and privatanagement techniques.
Questioning the role of the state embodies appgreat only technical but also further
ideological and axiological judgments.

b.) The ‘better performance’ argument

Along with the theoretical-ideological consideraso further argumentation has
been developed at a more technical, economic amdrieat level. A crucial point calls
into question the performance of public firms. The performance of public sector
organizations rests a core argument of the cniticieferred to the state-owned
enterprises (Heald and Steel 1982 ; Vickers andgh¥ril989: 6 ; Bishop and
Thompson 1994 ; Lioukas and Papoulias 1995: 174arjtakis and Pitelis 1998 ;
Parker 1998: 30-33 ; Joumard and Mylonas 1999\c&tral restraints, inherent public
organizations inefficiency, strong politicizatioprincipal — agent problems, rent —
seeking distortions, capture risks and the imgbeet of the public choice theory have
been typically employed in order to explain thduia of the model and subsequently
to justify the supremacy of the market (Parker 1998-33, 39). The particular
interpretation of efficiency was oriented towards most technical or economic
features, filtered through the advantageous altienaf market allocative functidh
Regarding the privatization rationale, andnagement modernizatibrperspective
proposed that Corporate Governance discipline aedshareholders’ control would
guarantee transparency and better performanced@istay and Meyer 1994: 3). The
reasoning is pragmati¢ (Pagoulatos 2005), while the political or idedl) aspects
have been generally smoothefted

c.) Implications for citizens as consumers

The eventual benefits of the reform refer at bablerhlization and privatization
effects. However, it is not feasible to utterly asgie the impact of the two parameters
and estimate the gravity of each one over the piateautcomes. Certain positive
implications for citizens as consumers derive friit@ previous propositions, mostly
with regard to the effect of competition.

% And also as an integral part of thieddernization’project of prime Minister Simitis (Featherstoné3p
% In line with the E.C. classification (Evaluatiofitbe Performance of Network Industries PROVIDING
SGEI, 2006 Report, Annex), we can distinguish foain types of ‘efficiency’ with regard to the
anticipated gains: A higher level afiocative efficiencythat is to say cost and production rationalizatio
; more efficient (productive) use of the resour@@sductive efficiengyand cost — effectiveness (cost
minimization — outcomes maximization) ; reductidrkeanefficiency, development and innovation
(dynamic efficiendy The market model thus suggests more efficienkets, better services, improved
performance and higher productivity. These feataredo a certain degree a reverse reading of the
weaknesses of public enterprises.

% The approach that was chosen regarding the caralggttion of the project was not irrelevant to the
potential reaction that privatization policies abpkovoke. Depriving the public sector from itsipoal
and social characteristics and emphasizing theamnmnfunctions of state-owned industries ‘neutiediz
and thus facilitates the initiation of the privatiion programs (Vickers and Wright, 1989: 14). Skse

the analysis of Feigenbaum & Henig on the relatietween thepgragmatic privatizatiohand the “de-
politicization” process (1994: 193-196).



Concerning the liberalization aspect, competitioles and market discipline make
the firms more “sensitive” towards their customddsider the free market pressures,
competing providers are strongly motivated to beeonore efficient and to orient their
action to the needs and the preferences of themest(Beesley and Littlechild 1986:
38-41 ; Handler 1996: 79-80, 107 ; Cohen and H&88j7: 10-11). The transformation
of the monopolistic structures into competitive ®ine expected to lead to high quality
services in lower prices (Savas 1987: 4-10 ; PatkeB: 39 ; Héritier 2001: 2-3). The
opening up of the market would also increase coesisnchoice, boost innovation and
lead to a greater range of products and seRic6BECD 2001: 10). Services
differentiation means —among others- better respadosthe individual needs and
preferences (esponsivenesriterion).

Privatization process itself does not seem to krdggnificant direct results
disjointed from the competitive environment. It eeen argued that combined with an
open market, privatization could empower consunigrsnhancing their autonomy
versus the enterprises, quite restricted withialation of monopolistic nature (Handler
1996: 78-79). One could also support the view timathe antipode of the bureaucratic
introversion and the often indifferent attitude tbe public servants, a private firm
seems to incorporate a different customer senpa#.sHowever, this also depends on
the structure of the market.

Apparently, the €consumer’s empowermérargumentation focuses on micro-level
variables. An individualized approach of consuménterest seems to be the central
idea. The gradual personalization of the providedrvises illustrates the
individualization tendency. As for the public irget concerns, the socio-political
general interest goals are considered to be irtireachieved in a competitive
environment (Héritier 2001: 2-3). The crucial paeden is once again the competitive
market and not the property status of the entespris

Policies Implemented: liberalization and (gradual)privatization of OTE

Both the liberalization and the privatization pragr took place on a basis of
gradual implementation. The «incremental» characlendblom 1959) of the
undertaken projects reflects explicit political aes. Additionally, it could be seen as a
method to smoothen the strong opposition of a lgx@e of the public or the latent
undermining of the applied policies by the tradeons, vested interests and other
public and private actors.

a.) market liberalization

The liberalization of the telecommunications sedtad significant effects on the
structural and functional parameters of both thevagk market and the incumbent
operator. First, the passing from the monopoly sehdo the competitive market
required the opening up of the market and the d@ess/entry of competitors. In the
case of the Greek telecommunications market, tlaniog policy followed a gradual
approach, prolonging up to 2001 the liberalizati@adline for the full adoption of the
European legislatio. Secondly, liberalization and its E.U. concept asgd the

% See also the introductory reports of the Greelsland the E.U. documents.
3796/19/EC. For the rest member-states this deatkebeen already active since 1998.
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transformation of the traditionally vertically ip@ted monopoly. The new scheme
provided the structural separation between the etitye and the non-competitive
segment¥. OTE is the network administrataessential facility that enables network
access to the other operatofscél loop unbundling servicgsLastly, the internal
functional split of OTE (production — distributiors) expected to be announced soon by
the national regulatory authority (EETY)

Regarding the competition level, it is evident ttie current situation is far from
the ideal (though unrealistic) model of perfect petition. The limited number of
private providers as well as the differentiatedezage range between those who built
their own stable network and the network of OTE \{thich have access the other
operators) outlines the characteristics of a qoasipetitive market. The latter
responds to a rather oligopolistic situation whehgéle there are private operators, OTE
(incumbent operator) remains the dominant pfdyem order to make a brief
assessment of the status and the ‘competitiveroédsbe market, we next compare the
market shares and the corresponding market rapartfix telephony). In line with the
data ofTable 1,we deduct that although the evolution of the miaskeicture shows a
gradual decrease of OTE share, we are far fromamb&ad (antagonistic) situation. The
incumbent operator is still in a quite dominant ipos. However, the gradual but

constant reduction of OTE’s share shows that theketas gradually becoming more
competitive.

Table 1
Evolution of the Greek Telecommunications Market Structure (1998 - 2007)
Market Share (Incumbent firm)
Long distance/ International Average
foctie National calls calls Market Share
1998 100% 100% 100% 100%
2001 100% 99,6% 98% 99,2%
2002 98,9% 95,9% 92,6% 95,8%
2003 86,85% 78,25% 70,6% 78,57%
2004 77,95% 69,25% 54,7 % 67,3%
2005 74,05% 68,5% 50,5% 64,35%
2006 71,55% 67,45% 42,45% 60,48%
2007 70,7 % 64,3% 49,9% 61,63%
(Isem.)

Source: E.C. 2001 and EETT 20074

% For a categorizatioseeOECD 2001: 8-11.

% personal interviews with OTE officials [March 2Q0See also Kathimerini, 20.4.09.

9 Except for OTE, other private providers that haraller market shares in the fix telephony market
are: Hellas online, Forthnet, Tellas, On Telecoam(NetOne), Vivodi, Teledome, TelePassport
CytaHellas.

“! Data: 1998-2001: E.C. (2008nnexes to the report on the functioning of progunt capital
markets: Market performance of network industriesvjling services of general interest: a first
horizontal assessmenWorking document by the services of CommissioBaikestein and Solbes,
Brussels, 7/12/2001, 2002-2007: EETT 208@nual Report 2007 — Market Revidivmust be noted
that for the period 2003-2004 the percentageslitatly different between the two sources.
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b.) Gradual privatization of OTE

Among the different types of privatizatitin the approach followed in the case of
OTE was the gradual privatizatitn The process of (regular) public offerings through
the Athens Stock Exchange took place for a shadtdiaiterm period and the state’s
share has progressively decreassk{able 2). The plan of a strategic investor has led
to the agreement with the German company ‘Deutsthlecom’ (2008). At the
moment the Greek State owns directly a 17.93% sdakleindirectly (share of IKA and
DEPA AE) 25% and one auction, equally to the shafeDeutsche Telecoff
Concerning the necessity and the pace of the pratain procedure, it should be
mentioned that these questions were at the dieorsfihere of the Greek governnfént

Table 2
The privatization process of the Hellenic Telecommunications Organism (OTE)
1996 | 1997 1998 1999 | 2000 | 2001 | 2002 | 2004 | 2005 | 2007 | 2008 | 2009

(Jan.) | (Jun.) ((Nov.)

Share of
the Greek | 92,4%(81,32%|75,13%| 75,01%| 65,1% |51,15%|52,44%|41,76 %|33,76 %|34,64 %|35,63 % (24,93 %|21,93 % (17,93 %,
state*

* direct Source: OTE, Investor Relations Department

The hypothesis of tonsumer empowerment’

The hypothesis of €onsumer empowerménbccupies a central place within the
argumentation of the reform project. A complemgntarm that is often employed is
“consumer’s sovereigrityBoth latently imply that the consumer was moreless a
“weak actor”. However, the relevant ambiguity ahé theoretical origins of the term
(notably ‘implanted’ from the private marketing ptiaes), need further definition
within the context of public utilities. It shouldebthus analyzed which particular
characteristics (rights, possibilities, optioretc) are being empowered and with
reference to what model state — market — societglations. As for the political and
practical implications, a crucial dimension is tBeropean concept obervices of
General Economic Interesis well as the notion afniversal Service

A new conceptualization of the public interest: tikeU. perspective

The Europeanization process imposes the adoptioncashmon rules and
harmonized market practices. While the initial basf the E.U. project was the

2 0n the different methods and instruments of pidegionsee:Vickers and Wright 1989: 3-4 ; Savas
1992: 573-576 ; Domberger and Piggott 1994: 484bBarticular, within the context of the Greek
legislation,seepreviews law 2000/1991 (art.5).

3 The adopted term was the ‘de-nationalization’ dred‘metochopoiisi (ustoyomoinon) because of the
unpopularity of the ‘private’ component, anotheatfee of the symbolic use of words in policy-making
“ The current shareholder structure of the Orgaissidellenic Republic: 25.0%, Deutsche Telekom:
25.0%, Greek Institutional Shareholders: 9.3%,rhrggonal Institutional Shareholders: 33.1%, Rest
Shareholders: 7.6%@urce OTE, June 2009).

% As it has been already said, the European Unipar@ntly adopts a neutral position with regarchi t
legal status of the operators (public or privatmership). What matters most is the service provatedi
the provision terms, in line with the competitivaes.
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economic cooperation, the expansion of the markgraach in fields not “purely
commercial” (public utilities) raised certain contipdity questions between the logic
of the market and that of the public interest. Thation of Services of General
Economic Interes(SGEI) reflects the need of a counterweight togbtential threats
that free market entails for the rights of citizesss consumers. It also serves as a
guarantee for the public interéstParticularly for the telecommunications sectbe t
notion of Universal ServicUS) outline precisely the relevant obligationgwever,
these conceptual schemes are not only practicadekebut also ideological tools. They
imply a new conceptualization of the public intéras well as a salient practical and
theoretical re-interpretation of the deriving valuand the characteristics of the
recipients of SGEY.

Following a descending approach, the SGEI are gfathe wider category of the
Services of General Interest (SGI). The latterthasterm implies, is oriented towards
the object of $erving the public(in the interest of the publit). The SGE! constitute
a differentiated sub-category, based on the (seam)mercial character of the relevant
activities. The SGEI is a rathefléxible concept in constant need of re-definition and
re-adjustment @ynamic approach®’. We can discern three main features:

a.) Micro — level concerns, with regard to the conpeti market advantages and
the direct consumer’s interest (choice, price, meprg the level of quality).

b.) Basic operating principals, related to public ss¥vobligations (continuity,
equal access, universality, openness, adaptalirsiysparency).

c.) Macro-level considerations, such as the adaptabdithe needs of the public in
general, environmental protection, social and enoaaohesion, land — use planning
and territorial cohesion.

It is however up to the discretion of member-statespecify and to further define
the criteria and the application methods in orddultfill the mission of SGEI.

One level down, the terriniversal ServicE (US) refers to a minimum set of
general interest requirements or a range of basiwdices. US and public service have
some common features but do not exactly corresponthe same contefit In
particular, concerning the telecommunications, tiwion of the US defines the
minimum public interest or public service obligai$y taking into account the needs of

¢ See the E.U. documents (White and Green pape®Bl, Directive US, Horizontal Evaluations,
Communications of the Commissio on SG&L).

4" A brief reading of the European documents and3te=| legislation shows the ambiguity of the
selected terms: citizens-consumers and Europeamsligromeétre 47, 1997), end-users (Directive
98/10/EC), users (Directive 2002/22/EC), consur(Etsobarometer 58, 2002 ; Special Eurobarometer
219, 2004 ; Special Eurobarometer 252, 2006), {&&bon Treaty 2007), subscribers/users/consumers
(law 3431/2006), consumers (ministerial act 488808 — Deontology Code), users/end-users
(ministerial act 44035/1626 - Universal Service).

“8 Commission of the European Communities (1996), @amication from the Commission, Services of
General Interest in Europe, Brussels, 11.9.1996.

“9 Lisbon Treaty, Protocol (No 26).

*0 Commission of the European Communities, 19§6¢it 7-8.

*L‘universal service’ means a defined minimum setefiices of specified quality which is availatde t
all users independent of their geographical locagind, in the light of specific national conditipas an
affordable price (directive 98/10/EC).

*2 |t is argued that the notion of the universal &mrvs more restricted, imposinginimalistic’

obligations, compared to these of the public ser¢@hevallier 2000: 32-34, 2005: 99-101 ; Stoffaés
1995: 33 ; Bouquillion 2001).
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the consumers that may not be satisfactory mehéyrtarket mechanisris The three
main criteria are theffordability of the price, thequality and the terms oéccess
(availability). Objectivity, transparency, non-disgination and proportionality
constitute in addition the four application prineg Concerning the Greek
telecommunications market, the legislative framdwadopts the principal guidelines
of the Directive in a rather typical w&yAs could one expect, OTE has been chosen to
provide the services referring to the US obligadion

Summing up the short analysis of the E.U. perspect crucial remark is that, in
line with the SGEI and the US, the notion of pablnterest has been re-
conceptualized. The “mix” combines elements of thaglo-Saxon public utilities
(micro-economic interest), the more inclusive feasuof the Frencpublic service as
well as a newly inspiredublic serviceEuropean dimension. The latter, implies a rather
ambiguous combination of general interest goals rmadket values. In any case, the
priority seems to be the competitive function. @ertexemptions from the rules of the
Treaties (SGEI) as well as the special rights ef dperators providing the universal
service are defined in a quite strict way. The fasyetric” concern of the E.U. policy
priorities is also reflected in the absence of accete European legal frame on SGEI.
Contrary to the obligatory and more precise charaatthe Directives, the SGEI White
Paper and the Commission’s Communications evokeiqaabs interpretations for
their legal basfS.

The citizens as consumers: of rights and possilakt

As it has already been argued, the reform has duhtige users' conceptualization
by initiating a more consumerist profile. The cspending characteristics derive
mainly from the market model and are quite simitathese of an economic actor. The
criterion of ‘individual utility maximizatioh (Buchanan 1972: 16) largely forms the
behavior and the decisions of the consumers. Inshl's terminology, one would
assume an empowerment of the individual/civil ghthd a retreat of the social and
political features of ‘citizenship’. It should beoted however that the existence of a
right itself does not assure automatically its pcat enactment (Spanou 2005).
Concerning particularly the often abstractive débn as well as the uncertain
consolidation and protection guarantees, the antligs obvious. That is the reason
why we employee in parallel the term ‘possibiliti8s

Within the frame of the free market, new rights arev possibilities emerge. In
line with previews remarks, the differentiationtefecommunication services according
to consumer’s needs implies mohbice. The individualization or personalization of
the services is practically expressed via the diffeoffers of the alternative providers

%3 SeeDirective 2002/22/EC Universal Service Directivg’

** Law 3431/2006 and ministerial act 44035/1626/2@3@m the point of view of the opposition parties,
the interpretation and the transfer of these ppislsi provoked certain criticism, while charactedizs a
quite “restricted approachof the European directionséeParliament Minutes£A” 17.1.2006: 3333-5,
3353, 3356).

% According to CEEP, the ambiguity of the legal ssaof the SGEI could even implabsence of legal
certainty’ (seeCEEP Newsflash, October 2006). See also Bauby:Z®and the Opinion of the
Committee of the Regions on the Communication ftoenCommission - Implementing the Community
Lisbon program - Social services of general interethe European Union (2007/C 57/08).

% We could also note that in economics terminologyusually talk of possibilities or opportunities,
while within the frame of state action for (legafjyaranteed) rights.
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and the sets of programs that each company propeegarding OTE, a great range of
personalized services has been developed in ocoderspond to multiple customers’
profiles’’. In case of dissatisfaction,exit’ possibilities exist. Contrary to the
paternalistic tendencies of which have been ofteaused the state monopolies,
consumers have freedom to make individual decisimnsompare the alternative offers
and to chose the one that fits best to their ne€lglity standards have been
introduced in order to facilitate consumers’ choid&e national regulators (EETT)
inform the public about the available offers ané terformance of each operator.
Furthermore, consumers views should be taken intmumt when end-users’ rights
come into questiofl. Thus, ¥oice options seem to correspond to a wider range of
possibilities, though mostly of procedural nattre

Along with these options, there are specific rigatsl obligations included in the
(national and European) legislative framew8rin Codes, Charters and Regulatfdns
and in the particular terms of the contracts betwibe consumers and the providérs
However, apart from the last case, it is ofteniclitt to discern the legal status and the
practical application of these rights. We lastlytenthe emergence of new rights that
mostly derive from the technological evolution suak the right of privacy in
communications and the protection of personal dédiaugh the present study does not
treat these questions, it could be said, epigramailt that the guarantee of these
rights calls again for state action in the telecamioations sector.

The transformation of the triangular relation

The gradual diminishment of state’s share in OTEn@l with the restraint
competition rules apparently detaches the state filve direct control of privatized
corporations. Briefly, privatization and liberaliman affects three main aspects: the
management (henceforth chosen by the General A$gevhlihe stakeholders), the
state subsidization terms (exceptionally allowedthe cost of the US) and the public
control of both market and the firm (accountabjlitfhe scope for public intervention
is quite restricted and the role of the state galldudiminishes. Parliamentary
procedures and government-ministerial control withthe context of “political
enterprises” is not a feature compatible with omearkets and private enterprise
requirements. Besides, the Greek state can no fodigectly intervene in OTE’s
decisions, as the latter is primarily accountaldeits shareholders. It seems that
politicization gives its place to anfanagerializatioh logic (Spanou 2003: 59-60).
Regulatory agencies constitute a new pole of tlaadular relation, to which the state
has delegated a great range of regulatory functidhge state-mediating aspect of
citizens/consumers — OTE relation grow weaker ancerambiguous.

> For instance the program OTE-choices (DITEOTEE), OTE student pack, OTE pensioners +65
pack, OTE for business, CATEXOCHIN (Holidays linem), OTE all in onegtc

8 See Directive 2002/22/EC (47-48).

%9 Seenext section. See also the analysis of Bouqui01) with reference to the Universal Service.
% Directives 2002/21/EC, 2002/22/EC, ministerial 285/83/2002 and 44035/1626/2007 (Universal
Service), law 3431/2006.

®1 Ministerial act 488/82/2008 (Deontology Code)

%2 It must be noted that the general context of éfecommunications’ contracts is defined by |@eg
art.56, law 3431/2006).
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The structural features of the relation corresptmé more horizontali.g. less
hierarchic) scheme, potentially closer to tipelicy network% example (Powell 1990 ;
Thatcher 1995 ; Smith 1997). The state is ond (bl more significant) actor among
others while regulatory agencies partly fill the dizory gap between the two parts
(seeScheme belowThis shift however implies significant qualitaichanges in terms
of political communication and raise questions egitimacy, accountability and
regulators’ independence (Majone 1996, 1999, 200batcher and Sweet 2002). The
vanishing intensity of the traditional political s is therefore quite evident.

A (simplified) model of the transformation of the triangular relation

STATE
STATE needs REGULATORY
needf control Privatization wants AGENCY
wants n Rk SHAREHOLDERS cdptrel
............ ..> Complaints
CITIZENS OTE Market
/U SERS liberalization CITIZENS/ needs OTE
CONSUMERS
telecommunication Qants PRIVATE
. OPERATORS
services telecommunication

services

However, it has been argued that privatization cgters (than diminishes) the
scope and the way by which governments intervertbareconomic field (Vickers and
Wright 1989: 26-28 ; Lymberaki 1994a: 101-102). dhieonically developed and
consolidated (official and unofficial) coalitionsrt be proved major obstacles for the
reformers. A neo-institutional perspecfiveould further illuminate and explain that
hypothesis, but inevitably surpasses the scopleegptesent analysis. What is important
here is that the state -apparently disengaged thentontrol of OTE- as well as other
institutional factors can unofficially influenceehmanagement. The apparent retreat of
the state thus does not necessarily correspona tabalition of government control
(Spanou 2008: 157). It is however rather ambigubasd how citizens can raise any
claims for democratic accountability for that aofib There the role of the regulators is
decisive in order to prevail the “implantation” thie distortions of the public regime to
the new environment.

On the other hand, the weakening of the politicaids occurs in parallel with the
strengthening of the direct relations between thizens and OTE. In addition to the
shift towards a ‘customer-centered’ apprddchcertain evolutions confirm this
proposition. TheConsumers’ Charterg1996) initiate certain obligations for the

%3 Regarding mostly thpath-dependencgffect and the influence of thdistorical Institutionalism(see
March & Olsen 1984 ; Hall and Taylor 1996).

® An illustrative example of the ad hoc (and of aguisius legitimacy) government intervention
constitute the amendment that the Minister of Fieamasty initiated in view of the growing share of
MIG at OTE in order to block the revendication acimagement rights from MIGéeart.11, law
3631/2008). There gublic interest concerrigustify the intervention of the Inter-Ministerial
Denationalization Committee and the Minister ofdfioe as well as the prior approval of these organs
for a series of important decisions. However, ggitimacy and the compatibility of that rule witket
European legislation have been strongly contested.

% A central feature of the corporate plans since51@@e Annual Reports, Operational Plagts).
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enterprise and set specific compensation rulease of noncompliance. For a range of
(procedural and essential) issues OTE is thus ttjiraccountable to the subscrib®rs
The shift tloser to the customers also reflected in the evolution of customers’
services structures. The decentralization policyth@d company (expansion of the
OTEshops network) favors the direct access andptbgimity to the customer. A
reversal of the introvert function to a more exénd\approach is rather evident.

Nevertheless, the transformation of the triangulatation entails further
sociopolitical shifts. The emphasis on the indiabnature of citizens as consumers
apparently challenges the grounds of a more incdusoncept of the citizen (Levine
and Fisher 1984 ; Barnes and Prior 1995 ; Chillo622; Clarke 2004 ; Spanou 2000:
491-513). The focus on the characteristics of thesamer could be interpreted as a
broader priorities’ displacement from the sphereaifective (public) interest to that of
individual profif’. Privatization and liberalization logics adoptather asymmetrical
view concerning the economic and the sociopolitieatures of both the state and the
citizens. The depoliticization of the correspondmetations implies the detachment of
the two spheres and the reevaluation of stateifumetin sum, that inner differentiation
could correspond to what Le Manse calls thresynchronizatioh of the social
regulation from the economic regulation (2003: 9).

Market regulation and consumer protection

The hypothesis that telecommunications market nefentails certain benefits for
the consumers is not a self-evident one. It shbeldurther specified which particular
factors lead to the anticipated results and undachwpreconditions. In fact, the key
variable here is not liberalization or privatizatiper se but the quality of regulation
and effective competition (Beesley and Littlechllgl86 ; Yarrow 1986 ; Vickers and
Yarrow, 1991 ; Bouquillion 2001 ; Birdsall and Ngll2003: 1628-1629). Thus, the
mechanisms that guarantee the competitive envirahheese a crucial role to play.

The independent regulatory authorities -in Gre@eeBETT®- are responsible for
supervising and regulating the markets in a duakeeassure the protection of the
consumers on the one hand and guarantee the ctompeand the rights of the
enterprises on the otl&rConcerning the former, regulatory bodies consifin ‘but
of court dispute resolutidrmechanism (art. 34, US Directive) that informsisomers
about their rights and intervene in case of violatr non-respect. The consumers can
submit complaints and express their point of vielow the telecommunications

% It should be noted that at the moment the legaices of OTE regard that the enterprise as a f@iva
firm is not anymore obliged to follow the Chartensles. In practice however, even when the Charter
was typically active, the OTE Charter has includety a small number of cases, mostly of procedural
nature. Besides, the terms were unilaterally ddfimgthe enterprise and the compensations wererrath
symbolic.

®" Theindividualizationanddepoliticizationtendency is also reflected on the evolution oflégslative
framework. While at the initial acts the emphas#swn theublic-interestcharacter of OTE , the recent
regulations adopt a more individual targetinguétomer — orientedipproach) that converges to a more
specialized/individualized conceptualization of tiser. Besides, OTE is no longer officially
characterized aspublic — interesenterprise. The social welfare feature does rawtdsfor a salient
general orientation but corresponds to specificiregnents more or less imposed by the universal
service obligations.

® The National Regulatory Authority for the Electto€ommunications and the Postal Services Markets.
% Two missions potentially conflictual in certainses.
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regulatory framework by participating in public coftations that EETT organizes.
That possibility apparently implies a more actiwderfor the consumers who can
intervene in the decision-making proc@ssand make known/communicate their views
(“voic€). However, neither the view of the consumers tiw propositions of EETT
are binding for the supervising Minister, who maltesfinal decisions.

Furthermore, it should be mentioned that the matetibetween the regulatory body
and the regulated industries are characterizedohgtant disputes. The sanctions that
EETT imposes on the operators are contested binthustries and in many cases are
reduced to smaller sums by the Greek Courts. Th@nmaation of the sanctions
imposed by the EETT undermines the motives for d@mnpe, while also discredits the
role and the sovereignty of the regulatory autlgof@oncerning particularly the relation
between EETT and OTE, the conflict is quite evid€antinuous disputes occur and
nourish a state of tension between therklowever, one could argue that the above-
described situation embodies at least one pos#spmect, by reducing thedpture’
risks (Stigler 1971 ; Wilson 1984). On the othendhathe relation of EETT with the
government and the independency of the former tatestanother sensitive question.
In both cases the apparent tension or “imbalanneViiably affects the regulatory
efficiency in a rather negative way.

Along with the development of the regulatory agesciother structures for the
protection of consumers’ rights have emefge@ompared with the prior regime, the
multiplication of the mediating bodies widens tlanfie of consumers’ protection, at
least in procedural terrfis Consumers can lodge their complaints and exptesis
objections at multi-level out of court mechanismhkis possibility potentially implies
an amelioration (though susceptible to further pnelitions) of Yoic€ options. In any
case, the general picture is that the new strusteresure a higher-quality level of
protection, contrary to the restricted and lesegparent scheme of central control.

Empirical Documentation

We next test empirically the hypothesis of bete=ponse to the needs of the users
and evaluate the status of the rights’ protective.employ two main indicators for the
period 2000-2007: users’ satisfaction and users’ protection The following
evaluations are of course susceptible to the Btaigestraints and to the latent risk
that entails the quantification of qualitative icaliors. In terms obverall users’

0 SeeUniversal Service Directive (47), (48).

" Seethe official announcements of EETT and OTE. Fstdnce, the high fines that EETT has imposed
on OTE in Oct. 2008 (EETT Announcement: 3 Oct 2088 the response of OTE (Press release: 6 Oct.
2008). The latter refers to guite evident obstinacy of the Regulator toward&€OT

"2 TheProtection Committee of the Consumers of Publi@Bmises and Organismd994-2007), the
Consumers’ Unionand theCommittees of friendly resolution of consumerspdiss theGreek
OmbudsmantheHellenic Consumer’'s OmbudsmaheGeneral Secretary for Consumer Affaiinsthe
Ministry of Development and a great rangecivil organizationsand NGO's.

3 Of course, citizens can still address their coipdadirectly to the service provider (customers’
bureaus/complaints offices) and retain their righproceed to the civil courts in case of dispute.

" A more complete comparison would include dataaftwnger period. However, the luck of
homogenous statistical data for the pre — priviitnaand pre-liberalization period confine the datalie
statistical field. We use data from the Eurobar@reb3/2000, 58/2002, 219/2005, 260/2007. We do not
include the 1997 Survey because of the differerthaunlogy.
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satisfactior’> we note a constant deterioration concerning thizecis’ views on fix
telephony servicessée Table 3 and Diagram below). In a parallel way,rehés
considerable dissatisfaction that has been prapatly increased.

Fix Telephony Services Satisfaction Level in Greece (2000 - 2007)

Table 3 SO’OW
70,04 "@;
Fix Telephony Services 600/
Satisfaction Level in Greece 50,0
2000 70,9% 40,07
2002 64,0% 30,01
2004 65,0% 2001
2007 45,0% 100
Source: Eurobarometers 53, 58, 219, 26q %
1.P.S.0.S. 2007 2002 2004 2007
O Satisfaction lewel

Taking into account that member-states reform thatfonal telecommunications
monopolies in line with the common directions cf t8.U. a general comparison can be
made in terms of relative efficiency. In a crossceuntry perspective Greece is
apparently below the average satisfaction Europesrl (see Table below). The
indices thus show a low “responsiveness” degree.

Overall Satisfaction Level E.U.-25 (2007)

Fullfillment

Cz m PT ES N FR EH P EU- BU- UK SK HU DE AT SE EE BE DK H LV LT Sl
25 15

Source: IPSOS-INRA 200776

> This includes the synthesis of the following iratirs: access, price, quality, information, other
contract indicators.

8 Consumer Satisfaction Survey (final report), M&9?2, for the European Commission, Health &
Consumer Protection Directorate — General.
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Overall Satisfaction Level E.U.-25 (2007)

Satisfaction Level
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Source: IPSOS-INRA 2007

From a complementary point of view, a crucial gisests what happens when
problems occur dispute resolutiorand problem settlement procedujesThe 2006-
2007 indice§’ depict a rather moderate situation as for whethercomplaints were
dealt with well or badly (47% and 43% retrospedtiyeConcerning the context of the
complaints, most consumers question the high cbkare their bills (over-cost
charges’¥. Further obstacles of procedural nature often dimate the communication
terms between the operators and the subscftb@serall, the empirical findings a low
integration degree concerning the anticipated bemeferms of users’ satisfaction and
protection.

3. BEYOND CITIZENS /JUSERYCONSUMERS: A LOSERS- WINNERS PERSPECTIVE

Whatever the degree of convergence to the init@lggy we cannot deny that the
telecommunications sector reform -to some exterd-wWorked for the benefit of the
consumers. However, predicted or unexpected costaad of minor significance. We
cannot thus speak for a clear positive or negatuécome. In this regard, the
distribution of gains and losses along with thetipalar “timing” of the anticipated
effects could lead to secondary inequalities camogrthe impact of the reform. The
concentrated or diffused nature of costs and besn@Nilson 1973: 331-337) further
complicate these assessments. It could also impdhifa in the policy style (Lowi
1964), corresponding to a ratheatistributional’ (instead of fegulatory’) paradigm
(Pagoulatos 2000). Next, we try to assess the ihgdabe reform on citizens including
mainly the direct effect (citizens as users/congsin&Ve then epigrammatically look
at the indirect implications for the society as hole and as a synthesis of different
interest groups (citizens as taxpayers, employdeseholders, supplierstic). The aim
is to detect the latent asymmetries in the allocatf the potential benefits, assuming
that there is an overall gain.

" Eurobaromeétre spécial 260 (2007).

8 Seethe Greek Ombudsman’s and the Hellenic Consun@mrisudsman Annual Reports.

¥ Mostly with reference to the private operatorspynsubscribers find great difficulty in reachingith
providers. The automation of customers’ servidask(of personnel, call centers, pre-recordprkss
buttori replies,etc) discredit the quality of communication and cinogt a source of constant
dissatisfaction.

20



At a macro-economic level, there have been condeatgrivatization may deprive
state agents from the self-interest rents butdbidd result to a simple transfer of that
possibility to private interests (Parker 1998: ¥9-Beyond the axiomatically bounded
practical value of perfect competition assumpticastual and potential competition
distortions illustrate the latent thre®tsin theory and in the rhetoric of the reform the
free market ‘automatization’ has been conceivedmany cases as a self-evident
assumption to the benefit of the consumers. Intpecimperfect competition and the
actual oligopolistic scheme confine the validity tfis hypothesis. The constant
violations of competition rules by OTE and otheremgiors stress the practical
difficulties of maintaining a competitive environmntelt thus reflects a market not fully
benefited from the liberalization.

In cost/benefit allocation terms, regulation or gatition distortions could lead to a
“two-tier users/consumeérsituation. In fact, tream-skimminteffects are possible to
occur if companies orient their action to the mustfitable activities and exclude the
non—profitable areas. That could also happen onbidss of big customers and
households, to the detriment of the latter. Todbgree that the quality of competition
defines -in a proportional way- the benefits foe ttonsumers, a poor and unstable
competitive function apparently erodes the grouofisonsumer’'s empowerment. In
this case, the winners are the private operatatdan(more powerful) customers.

A second-degree analysis could reveal further asstme@s concerning the
distribution of the potential cost or benefit acaklfferent categories of end-users. For
instance, the available data in terms of total bbokl spending shows the (positive)
direct price effect for both the low and the higiscome households. The relative
benefit on the income was greater for the foffheifferentiated redistribution effects
could also arise among different types of servibes a single fix-telephone consumer
uses. Due to the adjustment of prices to the aciostl (abandon of cross-subsidizing
practices), it is expected that the tariffs of lahgtance calls will fall, while the charges
of local calls will ris&% Thus, the impact, in terms of direct cost, isifpees (beneficial)
for the long-distance callers and negative (norebeial) for those who mostly make
local calls. Additionally, multiple inner trade—effat micro level could occur. Better
prices are possible to have an inverse effect emtfality of the provided servicésas
well as on the quality of complaints’ treatment.

Concerning the indirect impact of the reform, thieatization of a public enterprise
implies wealth transfer from the citizens as taxgay(in large owners of public
enterprises) to the new shareholders. The sizehandispersion/concentration degree
of the cost or the benefit of the two sides dependhe pricing of the assetsséie
valu€) (Yarrow 1986: 358 ; Beesley and Littlechild 198%7 ; Vickers and Yarrow,
1991: 120) and the future use of the raised reverResitive fiscal effects could occur
via both the productive use of privatization revesiand the resources savings through
the elimination of (tax financed) budget transfewspublic enterprises (Beesley and

80 Market concentrations, abuse of monopolistic anihant position, unfair competition, illegal
collusion,etc

8L E.C. (2007)Evaluation of the Performance of Network Industpesviding SGIE 2006 Report,
Annexes: 40 — 41.

82 Seethe E.C Evaluations of th@erformance of Network Industries providing SG2E04-2006)See
alsoBirdsall and Nellis, 2003: 1623.

8 SeeEC (2001), Annex to the report on the functionirfigrroduct and capital marketgarket
performance of network industries providing sersioé general interest: a first horizontal assessten
Working document by the services of Commissionar&stein and Solbes, Brussels, 7/12/2001, p.16.
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Littlechild 1986: 38 — 39 ; Birdsall and Nellis 2001626-1627). The inverse case
apparently gives opposite results (dispersed coisttife citizens as taxpayers). In
addition, during the initial phase of privatizatiorconsulting/advisory firms,
underwriters and “clever” market actors could draignificant short-term benefits
under the particular circumstances (Yarrow 198@-362 ; Papoulias 1991: 58).

Secondly, the citizens as employees (or potentiapleyees) of the privatized
enterprises are usually placed on the losers’ @@esley and Littlechild 1986: 39 ;
Lymberaki 1994b). Privatization changes the natirthe working relations according
to the private model and eliminates certain proggle of the public sector labour
relations. However, in the case of OTE that hypsithés partially valid, as the ‘old’
employees have been benefited certain generous/esoitn order to smoothen their
opposition to the privatization projectv@luntary exit scheme). On the contrary, the
new employees are submitted to a less privileggune

Apparently, an exhausting enumeration of the caseésthe potential redistribution
of cost and benefits is out of the scope and theddithis study. Conjuncture has also a
role to play. A complementary view reveals two tethaspects: théming and the
capacityof consumers to drain the eventual benefit. Astler latter, it is not always
evident that all consumers are equally qualifiedgés information, to evaluate the
alternative options and to make the “rational” deo(Barnes and Prior 1995). The
difficulty is higher in complex technology-based mket$“. In this case, a crucial
guestion is whether there is a guarantee for thds® are not able to make the right
choice and to benefit from the competitive marKetis remark evokes also a wider
concern about the way that the question of ‘vulplergustomef¥ is being infiltrated
through the market mechanism. Secondly, regardiagre factor, it is expected that
the effects of liberalization appear earlier foe thcumbent firms and the employees,
while the consumers reap the benefits in the shomiddle terni®. In the interim,
eventual (relative) losses could occur for citizaasonsumers.

As a final point, an apparently thorny —and notalittheoretical- issue is the
ambiguous interplay between the logic of the maaket that of the state action. Public
and private sector senpar excellenceontradictory goals and correspond to different
accountability criteri&. The market shift could imply that the citizense anore
benefited as consumers than as members of a soliicgd community. The early
concern of E.U. policies to ensure a balance betwee market efficiency and general
interest objective® underline the potential asymmetry (Bauby 2002uyrBstark 2002 ;
Chillon 2002). The motives of public and privatdiac lead additionally to a quasi-
paradox remark. While state action theoreticallyonporates public interest concerns,

8 It is worth mentioning however that the Greekslfihe evaluation of the different offers an easkta
in comparison with the other members of the EdgeEurobaromeétre spécial 260, 2007).

% |n a wider sense than that diisabled users and users with special needisfined within the
framework of the Universal Service Directive targeted social groupdor which the Greek legislation
provides special tariffs.

% See E.C. (2007 Evaluation of the Performance of Network Industpesviding SGIE 2006 Report,
Annexes: 12.

87 With reference to the notions of public servicélpuinterest and the principals of the competitive
market we trace the elements of two distinct logéflecting partially different perceptions for the
pursued ends as well as for the organizationatstre of utilities (public monopoly — open market)
(Chevallier, 2000: 25 — 26 ; 2005: 42, 123 ; Bollgui 2001 ; Chillon 2002).

¥ Seefor instance: Commission of the European Commemiti 996)Communication from the
CommissionServices of General Interest in Europe, Brus4419.1996, p.5-6.
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for the private agencies the eventual benefit fer tonsumer does not constitute a
conscious objective by itself but a rather indireffect of the market forces. The firm
thus seeks to meet the needs of the users underothpetitive pressures and not
because the mission of ‘serving the public’ is erequisite of or stands for a concrete
operational goal. Of course, one could argue thattws important finally is the result
and not the procedural aspects of the eventualip®sir negative effect. However, the
former cannot be utterly dissociated from the maddms that generate the
corresponding outcomes, implying different concafppations of the benefit.

CONCLUSION

This paper has attempted to make a first assessafetie telecommunications
sector reform in Greece. Privatization and libeatlon programs have been analyzed
from a citizens/consumers’ perspective, aiming teasure the eventual beneficial
effects. The findings correspond to both positiviel anegative policy outcomes. A
general remark is that the benefit for the citizassconsumers is oriented towards a
more individualized approach in line with the mi¢ewel criteria of an economic actor.
An axiological shift concerningublic interestconceptualizations is also evident. A
second reading of the facts that took place reddaigeher asymmetries and multi-level
differentiations in terms of cost/benefit allocatidcConcerning the relative significance
of the two variables (privatization of ownershipdamarket liberalization), the key
factor seems to be the competitive function andrtte of regulation and not so the
property status of the operator.

In any case, OTE no longer constitutes a publicerpnse and the Greek
telecommunications monopoly has been replaceddynamic open market in constant
evolution. The public/private dichotomy thus doest rcorrespond to a realistic
argument. The theoretical schemes o$ef and “consumeér have also shown their
limits as analytical tools. Given the failure oktktate-owned monopolies, mixed and
more complicated policy models seem to be hendetbe case. However, the quasi-
contradictory logic of public and private intereséates multiple policy trade-offs and
calls for new regulatory re-arrangements and casen

In the present transitional period, attention nmhestpaid in order to avoid market
distortions. With reference to Héritier's categatinn (2001) this could correspond to a
better balance between thendrket-making policy”’(negative integration and the
“market-correcting policy (positive integration Unregulated market mechanisms
could lead to a new and even worse marginalizaifatme consumers. In this case the
reform would imply nothing more than a simple tfansation of the state — driven
“user’s occupatiohto a market — drivenconsumer’s manipulatidn This risk is not
hypothetical. As it has been shown, the empowerroéithe consumer is not a self-
evident feature of the free market. While progiess been made, there is still much to
do in order to reach the full benefits of the refoin any case, both the state and the
regulators have a key-role to play.
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