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Financial incentives – Revitalization of the city of Dubrovnik  

The ancient town Dubrovnik with many historical monuments of the 14th and 15th century is on the UNESCO's list of the World Cultural Heritage. Dubrovnik was inscribed on the World Heritage List in 1979 (World Heritage criteria: i, iii, iv). Damaged in the 1990s by armed conflict, it has been the focus of a major restoration program coordinated by UNESCO.
All the way until 1980s the government has been reinforcing legislation framework based on the centralized and bureaucratized operational guidelines for the cultural heritage protection that led to the expropriation of the cultural properties and annulled the right of private ownership. From 1979 until 1995 the Institute for the Restoration of Dubrovnik created by the Municipal Assembly of Dubrovnik was in charge of supervising the financing of cultural heritage protection programs and for implementing plans for the restoration of the historic city of Dubrovnik. However, its initial assignment was a complete restoration of the monuments most affected by the 1979 earthquake that was financed from the state budget.  

Simultaneously, the competence of the Institute for the Protection of Cultural Heritage of Dubrovnik under the supervision of the State secretariat was limited to the expert supervision and legal-administrative procedures without the possibility of consulting or supervising the financing of the restoration programs. In terms of its scope, the Institute for the Protection of Cultural Heritage extended its competence from the historic city to the historic territory and consequently encompassed the most important historic buildings and ensembles in the city’ region that were previously neglected.   

After the 1979 earthquake the cultural heritage organizations in Dubrovnik experienced a period of excessive state funding that had a double-sided effect, since it enabled the restoration and conservation of major important historic buildings but also led to the conservation approach that was essentially more similar to the building industry. The most important criteria was not the quality of conservation projects but the criteria of quantity that undermined the research part of the conservation process and emphasized ad hoc restoration  by using reinforced-concrete floor slabs that proved to be quite inappropriate for the historic urban fabric.  

The other major problem was the intended use of the restored buildings. The major ad cathedram conservation experts were advocating ‘museumification’ of the restored buildings. The conversion of the building into a museum resulted with the loss of the building vital functions and instead created a series of isolated buildings that have imposed an unnatural homogeneity on a historic district originally characterized by diversity of expression and functions. Additionally, the question of economic viability proved to be crucial since none of these restored buildings could have been sustained as being state-funded institutions without a management plan for additional private financial initiatives that would have contributed their own budget. The consequence was the irretrievable loss of the initial regular budget with no additional external funding for the building maintenance what at the end led to the building deterioration and had evoked again the question of their (repeated) restoration.      

Since 1990s, things started to change slowly. In 1991 the Ministry of Culture in 1991 adopted the financial plan including the state budget for financing cultural activities (approved on the basis of competitions or public invitations). Furthermore, a partnership embracing corporate and government interest has been developed to identify and work at sites throughout the historic city and the surrounding areas as well. This collaborative approach, and its coordination with many often-competing interests which surrounded potential projects, has been pioneered and led by the Ministry of Culture, which succeeded in creating a program of annual investments for cultural heritage protection that started in 1995. With respect to the latter, the city of Dubrovnik receives 2 000 000, 00 euros annually for the cultural heritage protection. Another financial incentive that is established is the Government’ capital investment program intended for the projects that are of the crucial cultural importance on the state level. Both private and public sector can submit their funding proposals for the capital investment program and the Government approves them.   

Since 1995 three major projects were included in the Ministry’ capital investment program: the Franciscan monastery and church in the Old City of Dubrovnik (one of the oldest in Europe), the mausoleum in Cavtat and the medieval fortress of Prevlaka. The capital investment program refers to the projects that require the funding above 150 000 Euros and they are considered as urgent interventions such is the protection of the Franciscan library and archives that were damaged during the 1991 armed conflict. With respect to the capital investment program, the annual investment program of the Ministry of Culture is a slower process with lower investment funds that span from 30 000 – 40 000 Euros annually per project. These funds are intended for research, status monitoring, documentation and implementation of appropriate methods and measures for the protection of the assigned project. The city municipality of Dubrovnik also has the obligation of investing in cultural heritage protection but these investments are quite modest and often irregular.        

Additionally, each year the Ministry of Culture announces public invitation for cultural heritage projects funding in which both private and public sector are participating. Because of the amount of work and legal conditions, experts and companies from private sector are engaged as subcontractors or partners through public bidding. The private sector investments are increasing but usually market driven, and often quite inaccessible for the evaluation of the conditions under which legal and physical persons carry out restoration and conservation activities, what makes expert supervision more difficult. The fact is that governments have proven to be maybe not so good at generating economic value but they are better at generating values that are part of the social and cultural capital (public goods).  

Over the last eight years Dubrovnik has been under enormous regeneration. Regardless of the sufficient funding obtained by the Ministry of Culture, the cultural heritage protection in Dubrovnik is facing another major problem, which is the question of the intended use and management of historic buildings and districts. Attracting funds requires well-structured and justified feasibility studies that are manageable, viable and operated within a mechanism of quality assurance of cultural heritage management. The establishment of a system of budgeting through financial engineering (budget funding, other funding like joint ventures, concessions, donations, etc.) has proved to be so far as one of the most successful financial controls mechanism. Still, economics can value some aspects of heritage and its conservation very well but does not address other aspects well at all. 
Traditional economic models are designed to express all values in terms of prices, which are established in markets. However, all heritage values cannot be put into the single, traditional economic framework, nor can they all be measured in monetary terms. Many cultural economists, in fact, reject this view and turn their attention to decision making, policy formulation, understanding the role of gifts and other non-market-priced exchanges. There are number of social issues, cultural processes, and political goals, which contribute to civil society but are fairly invisible to traditional economic discourse. Such as - the recent model of sustainability that has introduced the notion of economic terms but also of cultural terms with respect to our heritage. One thing that economics has helped us do through the model of sustainability is to ask not simply the current value but the value over a whole series of generations.  

However, recent redistribution of property, capital investment, new market economy, and tremendous tourism flows buoyed up by a wave of political and social transformation in Dubrovnik that have led to the drastic gentrification of the area and greatly exacerbated the situation. Despite the economic activities related to the increase of tourism, the inhabitants tend to abandon the old city. Additionally, many well-off foreigns have recently bought the properties in the old city thus investing in them, a process that helped  the restoration of the urban fabric but consequently led to the gentrification of the area since the real estate prices went enormously high. Traditional houses of the old city are inhabited today by families living on modest income which does not allow repair or upgrading of the fabric. For example, only 800 hundred inhabitansts live today in historic city of Dubrovnik in comparison with 3000 people that lived there just few years ago. 

Furthermore, the Master Plan of Dubrovnik adopted in 2005 lacks viable conservation guidelines and an efficient system of mobility and infrastructure as an indispensable element in urban upgrading of both the historic center and the outskirts of the city. Heritage organizations in Dubrovnik lack conceptualization of heritage from an economic point of view i.e. as cultural capital, which is the ability to inspire or to be inspired. Cultural capital notion views heritage as an asset that appreciates over time, requires investment, incurs risk, and so on. The capital-asset framework might also suggest ways to measure resources and investments – the subject of indicators (rather than price). 

As a society, we don’t only work toward increasing our economic capital that generates economic values; we invest a great deal in social capital, which is the ability to associate with others, to form communities.  Markets don’t do well generating social values. It is the “third sector” or civil society that is critical in generating social capital, the sense of community and identity. The fact that the „third sector” does not exist makes the situation in Dubrovnik even more aggravated. We need to consider and recognize the unique role of the third sphere as the locus of non-market, non-governmental, economic activities that is of great significance to heritage conservation.  Economists nowadays embrace the third sphere as the institutional setting for different kind of transactions –distinct from market transactions and modes of governmental action such as grants, incentives, and regulation. In short, the three spheres model seems to admit both economic and cultural analyses equally and thus holds promise as a concept in which the full range of heritage values can be brought into a useful framework. 
The municipality of Dubrovnik needs a rehabilitation program as a model for sustainable regeneration that would preserve both physical and socio-economic integrity of the historic center and its communal territory. Future economic strategies for rehabilitation of the city should reflect the local needs and aspirations, and involvement of the grass roots in decision-making structures; and finally the initiation of small-scale local industry and business as an income generating projects in order to help the city to recover economically and socially. 
Finally, the objectives of the urban rehabilitation of Dubrovnik can be summarized as following: 
· To preserve both the physical and socio-economic integrity of the architectural patrimony of the historic center and of the communal territory
· To establish a system of better coordination between various governmental and non-governmental cultural (heritage) management organizations
· To assure the continuity of the cultural heritage protection through long term planning strategies
· To articulate urban conservation as a way of sustaining life in the city. 

