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BASIC STATISTICS OF GREECE, 2016

(Numbers in parentheses refer to the OECD average)®

LAND, PEOPLE AND ELECTORAL CYCLE

Population (million) 114 Population density per km? 82.4 (37.2)
Under 15 (%) 14.2 7.9) | Life expectancy (years, 2015) 81.1 (80.5)
Over 65 (%) 20.3 6.6) Men 78.5 (77.9)
Foreign-born (%, 2014) 6.4 Women 83.7 (83.1)

Latest 5-year average growth (%) 0.5 (0.6) | Latest general election September 2015

ECONOMY
Gross domestic product (GDP) Value added shares (%)
In current prices (billion USD) 192.7 Primary sector 4.0 (2.5)
In current prices (billion EUR) 173.9 Industry including construction 16.3 (26.7)
Latest 5-year average real growth (%) -2.1 (1.9) Services 79.7 (70.9)
Per capita (000 USD PPP) 26.7  (42.2)
GENERAL GOVERNMENT
Per cent of GDP
Expenditure 49.8  (41.2) | Gross financial debt 189.9 (99.4)
Revenue 50.2  (38.3) |Net financial debt 149.3 (64.6
EXTERNAL ACCOUNTS

Exchange rate (EUR per USD) 0.904 Main exports (% of total merchandise exports)

PPP exchange rate (USA = 1) 0.604 Mineral fuels, lubricants and related materials 27.5

In per cent of GDP Food and live animals 16.8
Exports of goods and services 305 (53.6) Manufactured goods 15.6
Imports of goods and services 31.4  (49.3) | Main imports (% of total merchandise imports)

Current account balance -1.1 (0.2) Mineral fuels, lubricants and related materials 22.7
Net international investment position -132.7 Machinery and transport equipment 21.9
Chemicals and related products, n.e.s. 15.5

LABOUR MARKET, SKILLS AND INNOVATION

Employment rate for 15-64 year-olds (%) 52.0  (66.9) | Unemployment rate, Labour Force Survey (age 15 and over) (%)  23.5 (6.3)
Men 61.0  (74.7) | Youth (age 15-24, %) 47.4 (13.0)
Women 433  (59.3) Long-term unemployed (1 year and over, %) 16.9 (2.0)

Participation rate for 15-64 year-olds (%) 68.2  (71.7) | Tertiary educational attainment 25-64 year-olds (%) 30.2 (35.7)

Average hours worked per year 2035 (1763) |Gross domestic expenditure on R&D (% of GDP, 2015) 1.0 (2.4)

ENVIRONMENT

Total primary energy supply per capita (toe, 2015) 2.1 (4.1) | CO, emissions from fuel combustion per capita (tonnes, 2015) 57 (9.2)
Renewables (%, 2015) 1.3 9.6) | Water abstractions per capita (1 000 m3, 2015) 0.9

Exposure to air pollution (more than 10 ug/m3 of PMy s, Municipal waste per capita (tonnes, 2012)” 0.5 (0.5)

% of population, 2015) 99.8  (75.2)

SOCIETY

Income inequality (Gini coefficient, 2015)? 0.340  (0.311) |Education outcomes (PISA score, 2015)

Relative poverty rate (%, 2015)? 149 (11.3) Reading 467 (493)

Median disposable household income (000 USD PPP, 2015)?  12.1 (22.9) Mathematics 454 (490)

Public and private spending (% of GDP) Science 455 (493)
Health care 8.3 (9.0) | Share of women in parliament (%) 19.7 (28.7)
Pensions (2012)¢ 17.5 (9.1) | Net official development assistance (% of GNI) 0.19 (0.39)

Better life index: www.oecdbetterlifeindex.org
a) Where the OECD aggregate is not provided in the source database, a simple OECD average of latest available data is calculated where

data exist for at least 29 member countries.
b) 2014 for the OECD aggregate.
¢) 2013 for the OECD aggregate.

Source: Calculations based on data extracted from the databases of the following organisations: OECD, International Energy Agency,
World Bank, International Monetary Fund and Inter-Parliamentary Union.
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EXECUTIVE SUMMARY

The economy is recovering and fiscal credibility has improved

The primary budget balance is in surplus

% of GDP
9

Y-0-y % changes
mmm Government primary balance
6 —— GDP growth

9
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3
6
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-12 -12
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o
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0 O O — o o < O N~
S & = = = = = - =
N & & & & & & SRSV

2015

Source: OECD (2018), OECD Economic Outlook: Statistics and Projections

(database).

Greece is on track to recover from a deep depression.
Reforms have gathered pace and fiscal consolidation has
strengthened credibility, lowering uncertainty. Exports
have led the expansion and labour market reforms have
improved competitiveness. Employment is rising strongly
while the external and fiscal imbalances are being
addressed. Large fiscal consolidation has returned the
primary balance to surplus. Tax expenditure has been
reduced. Yet, the tax system relies on high rates and
narrow bases, mainly due to tax evasion, hampering
growth and creating inequities. The public debt remains
high. Reducing the debt ratio will hinge on reforms to raise
long term growth, maintaining prudent fiscal policy and

StatLink SazP http://dx.doi.org/10.1787/888933713118 additional debt restmcturj_ng as needed.

Well targeted social programmes will enhance social inclusion and intergenerational equity
Poverty rates are high, especially for children Labour market reforms have boosted employment, but

Severe material deprivation rate
%

W Greece, 2016 BEU, 2016 A 2009

Total Under 18

Source: Eurostat (2018), EU Statistics on Income and Living

Conditions (database).

wages and productivity remain depressed. Workers’ skills
often do not match workplaces’ needs, trapping workers in
low-skill and low-wage jobs. The long crisis combined with
an ineffective social protection system caused a surge in
poverty, especially among families with children, the
young and unemployed. In-work poverty is also high.
Better matching workers’ skills with workplaces’ needs,
strengthening firms’ incentives to innovate and train
workers, and continuing social protection reforms will raise
wages and reduce poverty. The roll-out of the guaranteed
minimum income, the strengthening of family benefits
and the provision of school meals are important steps to

StatLink mz=m http://dx.doi.org/10.1787/888933713137 better protect poor households.

Despite significant reforms, cumbersome regulation and lack of finance hinder private investment

Improving the business environment would

accelerate the investment recovery

Index m Greece mOECD

Index
1.63 (2017 preliminary figure) 50

1.6 40
1.2 30
0.8 20
0.4 10
0.0 0

Product Market ~ The Rule of Law Trust in national
Regulation index index government
(2013) (2015) (2016)

1. Perceived confidence in the rules of society.

Source: OECD (2013), Product Market Regulation Database; World
Bank (2017), World Development Indicators Database; and OECD

(2017), Government at Glance 2017.

StatLink &i=r http://dx.doi.org/10.1787/888933713156

12

Real investment has dropped by 60% since its pre-crisis
peak and remains depressed due to tight financial
conditions and structural impediments. The government
has improved important areas of the investment climate,
including product markets and entry to professions, but
more is required to revive investment. The new Investment
Incentives Law and the ongoing design of a National
Growth Strategy are initiatives in this direction. Further
easing product market regulation, improving regulatory
quality and transparency, continuing to fight corruption
and addressing informality would improve the business
environment, strengthen the rule of law and increase trust
in the government. Reducing gradually but steadily non-
performing loans and phasing out capital controls while
preserving financial stability will improve financing
conditions and boost confidence.
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EXECUTIVE SUMMARY

MAIN FINDINGS

KEY RECOMMENDATIONS

Boosting sustainable growth and reducing the debt ratio

The economic recovery is strengthening and reforms are progressing.
But poverty and inequality are still high, long-term growth prospects
are modest and the public administration is still inefficient.

Fiscal consolidation has led to large primary surpluses, well above
fiscal targets, strengthening fiscal credibility. Tax collection has
improved. However, informality is still high, and the tax system
relies on high rates and narrow bases - mainly due to tax evasion —
hindering growth. The public debt remains high and is a source of
vulnerability that needs to be addressed.

The banks’ governance framework has improved and capital
ratios are well above regulatory thresholds. Yet, new bank
governance practices have still to become entrenched. Non-
performing loans, though decreasing, remain high and tax
incentives for disposing of them can be strengthened.

Per-capita greenhouse gases emissions are below the OECD average.
However, fossil fuel support measures are high. Landfill remains the
most common form of waste disposal, many landfill sites are
unregulated and in some areas urban waste-water treatment is
below EU standards, contributing to high local pollution.

Maintain the reform momentum focusing on implementation,
enhancing public administration efficiency and continuing to
fight corruption.

Maintain the primary surplus agreed with official creditors and
facilitate debt restructuring as needed.

Reduce tax evasion by extending the use of risk analysis, targeted tax
audits and strengthening incentives for voluntary tax compliance.
Extend the obligation of having an electronic cash register to all
self-employed and introduce e-invoicing.

Undertake regular spending reviews and extensive use of
performance budgeting.

Continue to align banks’ governance standards with international
best practices.

Align tax incentives for disposing of non-performing loans with
those of previous legislation and make them temporary.

Fully implement out-of-court workout procedures and e-auctions.
Phase out fossil-fuel support measures.

Enforce EU standards for waste disposal and urban waste-water
treatment.

Expanding employment opportunities, improving job quality and reducing poverty

Poverty has risen dramatically among the young and unemployed
due to the long crisis. Social programmes other than pensions are
underfunded despite recent strengthening and improved targeting.

Collective wage agreements, including extension of agreements,
have been suspended. Wages are now competitive but many
workers still earn below the minimum wage, because of part-time
contracts, and a growing share of jobs is temporary and low quality.

The minimum wage in the private sector is slightly below the
OECD average relative to the median earnings. The legislated
minimum wage setting process risks future adjustments that do
not support employment growth and living standards.

The many years of schooling often do not translate into good
educational results. Workers’ skills do not match workplace needs
and lag other countries. Few adults attend on-the-job training.

Continue spending reviews to reallocate resources to targeted
social programmes.

Further rationalise remaining non-targeted programmes.
Consider introducing in-work benefits.

Introduce sectoral collective-wage bargaining covering broad
working conditions and without automatic extensions.

Ensure collective agreements are sufficiently flexible so that they
can be adapted to specific firm-level conditions.

Establish a commission of social partners and independent
experts to recommend minimum wage adjustments.

Introduce assessment frameworks and professional development
schemes; gradually give schools and teachers greater pedagogical
and managerial autonomy.

Scale up post-secondary vocational education and adult education,
linking them with labour market needs, and certify the quality of
courses.

Evaluate reskilling programmes, expand those that are successful
and cost-effective and cancel those that are not.

Improving the business environment and boosting investment

Sector-specific product market reforms have progressed but
public administration inefficiencies as well as excessive red tape
continue to mar the business environment.

The state asset management agency is operational, but an asset
management strategy is yet to be fully developed. The land registry
has been legislated but is not complete, and, along with other
administrative hurdles, hampers the privatisation programme.
Insolvency proceedings are slow and complex because of yet to be
implemented reforms and a slow judicial system.

Simplify regulatory impact assessments and build a network of
civil servants with regulatory-quality expertise.

Expand the scope of the “silence is consent” rule, ex post monitoring
compliance and one-stop shops; ensure they have the resources
to operate effectively.

Finalise and implement the state asset management strategy and
link it with the privatisation programme.

Complete the land registry.

Fully implement the legislated insolvency reforms.

Ensure a sufficient number of well-trained insolvency professionals
start operating soon.
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Assessment and recommendations

The economy is finally growing again

Strengthening the banking sector

Higher growth, prudent fiscal policy and debt restructuring will reduce the public debt
Redressing public finance to bolster inclusive growth

Boosting employment, reducing poverty and improving skills

Greening the economy

Improving the business environment to raise investment

Note by Turkey:

The information in this document with reference to “Cyprus” relates to the southern part of the Island.
There is no single authority representing both Turkish and Greek Cypriot people on the Island. Turkey
recognises the Turkish Republic of Northern Cyprus (TRNC). Until a lasting and equitable solution is
found within the context of the United Nations, Turkey shall preserve its position concerning the
“Cyprus issue”.

Note by all the European Union Member States of the OECD and the European Union:

The Republic of Cyprus is recognised by all members of the United Nations with the exception of Turkey.
The information in this document relates to the area under the effective control of the Government of
the Republic of Cyprus.
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Greece’s economic recovery is finally gaining traction after an unprecedented depression.
GDP has started to recover after having fallen by a quarter from 2008 to 2016 (Figure 1). In the
last two years, the pace of reforms has accelerated and broadened. The imbalances in public
finances and the current account have been reversed due to large fiscal adjustments, which
have strengthened fiscal credibility and reduced uncertainty (Figure 2). Exports are leading
the recovery, building on competitiveness gains following labour market reforms. Jobs are
being created and transitions into employment have picked up (Figure 3), supporting
household incomes and improving labour force participation for women. In the summer of
2017, Greece returned to the international debt market after a three-year hiatus, signalling
investors’ increasing confidence in the country’s prospects and improved fiscal credibility. In
the past two years, the 10-year government bond yields dropped from nearly 12% to 4%.

Figure 1. Growth has resumed
Year-on-year percentage changes
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Source: OECD (2018), OECD Economic Outlook: Statistics and Projections (database).
StatLink Sazm http://dx.doi.org/10.1787/888933713175

Despite these positive developments, challenges abound. GDP per capita is still 25%
below its pre-crisis level. The public debt is still high and a source of significant vulnerability.
Poverty rose sharply during the crisis, especially among the young and families with
children. Though poverty has stabilised, it remains near a record high (Figure 4 - Panel A).
Skill mismatch is also high and investment remains depressed (Figure 4 — Panel B). This
contributes to low productivity - which has fallen further behind other OECD countries — and
low wages - resulting in high in-work poverty. Though improving, female labour
participation is among the lowest across OECD countries. The recovery in investment is held
back by a dearth of finance — due in part to high levels of non-performing loans and to capital
controls — high cost of capital relative to wages, cumbersome regulations and low demand. These
problems weigh on people’s well-being. In most dimensions of the OECD’s Better Life Index,
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Figure 2. The external and fiscal imbalances have closed
Current account and government primary balance
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Source: OECD (2018), OECD Economic Outlook: Statistics and Projections (database).
StatLink %i=r http://dx.doi.org/10.1787/888933713194

Figure 3. Transitions into employment improved following labour market reforms
Labour transitions between joblessness and employment, 25-59 year-olds, 2005-141
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Note: Transition rates between joblessness and employment at the individual level at time t measure the number of times an employed
worker at the end of year t-1 experiences a transition from joblessness to employment (and from employment to joblessness), based on
monthly information on employment status of the worker: employed; unemployed; and inactive. Individual transition information is
used to calculate aggregate transition rates at the country level. See for more details: Garda, P. (2016), “The Ins and Outs of Employment
in 25 OECD Countries”, OECD Economics Department Working Papers, No. 1350.
1. The reference income year.
Source: OECD calculations based on European Survey on Income and Living Conditions (EU-SILC) 2005-2015.

StatLink sizr http://dx.doi.org/10.1787/888933713213

Greece ranks below the OECD average (Figure 5). Greece compares favourably only in health
status and work-life balance. The legacy of the crisis weighs especially on subjective well-
being and civic engagement, which have deteriorated markedly in the latest 10 years (OECD,
2017).

Extending the current recovery into durable improvements in social welfare will require
maintaining the reform momentum. Since the start of the economic adjustment programmes,
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Figure 4. Poverty rose sharply during the crisis, especially among children,
and investment collapsed

A. Severe material deprivation rate' by age group B. Nominal and real investment
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1. The severe material deprivation rate is the proportion of the population living in households unable to afford at least four of the
following items: unexpected expenses, a one-week annual holiday away from home, a meal involving meat, chicken or fish every
second day, the adequate heating of a dwelling, durable goods like a washing machine, colour television, telephone or car, or are

confronted with payment arrears.
Source: Eurostat (2018), EU Statistics on Income and Living Conditions (database) and OECD (2018), OECD Economic Outlook: Statistics and

Projections (database).
StatLink = http://dx.doi.org/10.1787/888933713232

Figure 5. Greece’s well-being outcomes are low
Better Life Index, 2017*
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1. Each well-being dimension is measured by one to four indicators from the OECD Better Life Index set. Normalised indicators are
averaged with equal weights. Indicators are normalised to range between 10 (best) and 0 (worst) according to the following formula:
(indicator value - minimum value)/(maximum value - minimum value) x 10.

Source: OECD (2017), OECD Better Life Index, www.oecdbetterlifeindex.org.

StatLink sizr http://dx.doi.org/10.1787/888933713251
structural reforms have focussed mostly on the labour market and controlling pension
spending. In the latest two years, reforms have accelerated, especially in product markets -
supporting Greece’s competitiveness — and social protection, but progress has been uneven
across sectors (Table 1). Reforms of education, job search and training policies, public
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Table 1. Selected elements of the reform programme

Reforms Purpose of the reform Completed In progress
Government spending and public administration

Pensions Merge pension funds into single fund; phase out of solidarity pension allowance; lower Mid 2018

replacement rates and pension ceilings.
Public financial management Financial management information system, chart of accounts, fiscal council; independent Mid 2018

authority of public revenue; arrears’ structural causes.
Tax compliance and evasion Justice and tax administration co-operation, self-employed contributors’ registry, electronic 4

payments, and improved collection procedures and tools.
Procurement Centralised procurement scheme; e-procurement. v
Mobility and special wage grid Mobility scheme for civil servants; simplification of wage grids. v
Human resource management Replace political appointees with career civil servants; performance assessment scheme. Mid 2018
Corruption Funding of political parties; political intervention in investigations. Early 2018
Justice Electronic auctions; secured creditor protection. v

Taxation

Corporate tax law Mergers and acquisition law review v
Tax code Efficiency and equity of business income tax incentives and exemptions; simplification of VAT Early 2018

legislation;

Financial stability and insolvency procedures

Capital controls Roadmap for relaxation of capital controls. v
Non-performing loans (NPLs) Remove impediments in secondary NPL market; NPL service providers licensing; out-of-court v

workout.
Insolvency procedures Regulate insolvency administrators; simplify and expedite insolvency procedures. v

Product markets and business environment
OECD Competition Assessment Licensing procedures; electronic incorporation of companies; regulated professions, investment Mid 2018
recommendations and others licencing and others.
Trade unions Contract termination clauses; leave benefit rationalisation. v
Public investment, infrastructure and privatisation
SOEs and real estate portfolio Determine assets to be privatised; establishment of the Hellenic Corporation of Assets and v
management Participations; Hellenikon transfer.
Port concessions Concessions agreed v
Electricity and Public Power De-monopolise electricity market, PPC arrears collection; Independent Power Transmission 4
Corporation (PPC) Operator ownership.
Gas Market liberalisation and privatisation Mid-2018
Logistics and transport Logistics and transport master plans. 2019
Renewable energy sources Market-based feed-in premium programme; environmental assessment licensing expedition. v
Land registry Extend the land registry to improve land management. 2020
Labour market
Collective bargaining and dismissals ~ Mediation and arbitration procedures; collective redundancies’ notice periods; Early 2018
Industrial action Legality of strikes; voting percentage required for strikes. v
Education and vocational training

Schools Private education act; number of teaching hours; student per class ratio; expansion of school v

meals programme;
Vocational Education and Training  Implementation roadmap; pilot tenders for apprenticeships; plan for human capital development. v
Evaluation Framework for school self-evaluation, evaluation of head teachers, Ministry of Education senior Early 2018

staff; upgrade bodies responsible for evaluations.

Social policy

Social solidarity income (SSI) National introduction of SSI; SSI centres in municipalities; 4
Social welfare Welfare system rationalisation Mid 2018

Source: European Commission (2017) Compliance Report of the Third Economic Adjustment Programme for Greece: Second Review — June 2017,
Government of Greece (2016, 2017) National Programme of Reforms, IEA (2017), Energy Policies of IEA Countries: Greece 2017 Review,
European Commission (2016), European Social Policy Network Flash Report, 2016/63.
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administration, and fighting corruption and informality have ample room to progress.
Improving the allocation of public spending and the fiscal policy mix can better support
inclusive growth. The integration of refugees in the education system and the labour market
has further to go so as to raise wellbeing and reduce social tensions.

In the coming years, the success of reforms will hinge on creating an enabling
environment based on transparent regulation, an efficient public sector, competitive
markets and effective social protection. Against this background the main messages of this
Survey are:

e Cutting tax evasion, enlarging the tax base, rationalising public spending and enhancing
public administration efficiency are pro-growth and inclusive ways to sustain the
primary surplus targets of 3.5% of GDP over the medium term and above but close to 2%
over the long term. Pro-growth reforms and appropriate debt restructuring are needed to
support the country’s economic outlook, improve debt sustainability and reduce
vulnerabilities to shocks;

e Enhancing the quality of regulation, continuing to fight corruption and boosting competition
would help revive domestic and foreign direct investment, and productivity, thus leading
to higher living standards;

e Actively helping and retraining the unemployed and discouraged workers to find jobs
and reducing poverty, especially among children and young families, while boosting
work incentives, would sustain social progress.

The economy is finally growing again

In 2017 GDP expanded by 1.3%, according to initial estimates, the fastest pace since the
onset of the crisis. The completion of the second review of the ESM Stability Support
Programme in June 2017 and the progress made towards completing the third review, which
was concluded in March 2018, buoyed confidence, supporting activity (Figure 6 — Panel A).
Unemployment is declining (Figure 6 — Panel B), although many new positions are temporary
or part-time and pay the minimum wage. Greece’s improved competitiveness in
combination with rising external demand is boosting exports, though productivity growth
remains weak (Figure 7). Private consumption has stabilised (Figure 8 - Panel A) and sizeable
spare capacity continues mitigating consumer price and wage inflation (Figure 8 — Panel B).

Overall the economy is becoming more open. Exports rose from 24% of GDP in 2008 to
34% in 2017, though this is still below the EU average of 46%. Moreover, the economy is
gradually shifting towards tradable sectors. The share in total gross value added of tradable
sectors rose from 40% in 2013 to 43% in 2017, slightly above the EU average. Goods account
for an increasing share of total exports, having risen from 40% in 2008 to 50% in 2016. Within
service exports, the share shipping dropped from 52% to 23% over 2008-16 while that of
tourism increased from 34% to 53%.

Greece’s budget primary balance swung from a deficit of 2.4% of GDP in 2015, including
bank recapitalisation, to a surplus of 3.5% of GDP in 2016 (Figure 9). In the same year, the
general government budget balance was in surplus for the first time in 44 years. This fiscal
consolidation effort has been unprecedented, totalling 13 percentage points of GDP between
2009 and 2016. Over the same period nominal GDP fell by more than a quarter and the IMF
and EU programmes helped to close the external financing gap. In 2017, Greece’s primary
surplus is expected to have been above 3.5% of GDP, outperforming its target of 1.75% of GDP.
The fiscal over-achievement of 2015-17 may have boosted confidence, mitigating the
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Figure 6. Confidence is gradually increasing and the unemployment rate is declining

A. Economic sentiment indicators B. Unemployment rate
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Source: European Commission (2018), Business and consumer survey database, and OECD (2018), OECD Economic Outlook: Statistics and
Projections (database).

StatLink iz http://dx.doi.org/10.1787/888933713270

Figure 7. External competitiveness has improved but productivity continues to decline
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contractionary effects of fiscal consolidation. As a result of its fiscal performance and
expected further improvements, in 2017 Greece exited the EU Excessive Deficit Procedure. In
its 2018 budget, the government projects to achieve a primary budget surplus of about 3.7%
of GDP (against the ESM Stability Support Programme’s target of 3.5%) based on further
improvements in tax compliance and spending controls. The government plans to maintain
primary surpluses of 3.5% up to 2022 and equal to or just above 2% of GDP afterwards.

The government’s efforts to regain fiscal credibility are bearing fruit. Major credit rating
agencies have upgraded Greece’s sovereign rating, which remains below investment grade
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Figure 8. Private consumption has stopped falling, investment is volatile,
price and wage pressure remains moderate

A. Investment and private consumption B. Inflation and real wages
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Source: OECD (2018), OECD Economic Outlook: Statistics and Projections (database).

StatLink =P http://dx.doi.org/10.1787/888933713308

Figure 9. The primary balance has improved
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Source: OECD (2018), OECD Economic Outlook: Statistics and Projections (database).
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but with a positive outlook. In July 2017, Greece returned to the debt market after 3 years.
In November 2017, the government successfully completed a swap of the private-sector-
involvement (PSI) bonds issued in 2012 with five new issues with maturities from 5 to
25 years. Government bond yields have been on a declining path for the past two years,
narrowing the gap with European peers, though the ECB has not yet included Greece in its
asset purchase programme. In January 2018, the 10-year government bond yield fell below
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4% (reaching a 12-year low) and the 2-year yield hit a historic low of 1.3%, before rising in
February in line with increased volatility in international capital markets. The 10-year
Greek government bond yield is currently above Ireland (3.5%) and Portugal (3.7%) when
they exited their EU programmes (in late 2013 and mid 2014 respectively). Maintaining the
regained fiscal credibility is key to being able to access the debt market regularly and at
lower interest rates when the ESM Stability Support Programme ends.

Bank lending interest rates have declined to pre-crisis levels after having peaked in
2011. However lending interest rates remain well above those in other EU countries and the
differential is higher than in the pre-crisis period (Figure 10). Bank credit to non-financial
corporations shows signs of stabilisation albeit at low levels as credit standards have yet to
start easing, curtailing investment growth.

Figure 10. Bank lending rates in Greece have declined but remain
higher than in other Eurozone countries
Bank interest rates on loans in EUR - new business, maturity up to 1 year
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Source: ECB (2018), “MFI interest rate statistics”, Statistical Data Warehouse, European Central Bank.
StatLink Sa=m http://dx.doi.org/10.1787/888933713346

Banks’ access to funding is improving. The central bank funding is diminishing
steadily and is now below the levels of end-2014 (Figure 11). Greek banks’ interbank market
access has also increased. Bank deposits have levelled off, though the bulk of bank deposits
lost during the crisis (50% since 2009) have yet to return. The capital controls imposed in
mid-2015 halted the deposit outflows and are being gradually relaxed, but they still
contribute to tight financial constraints. The government has issued a roadmap to lift them
as conditions improve while preserving financial stability.
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Figure 11. Bank deposits have levelled off and reliance on the central bank’s
funding is decreasing
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Note: Deposits include deposits and repos of non-monetary and financial institutions (non-MFIs). Central bank funding includes ELA
provided by the Bank of Greece and financing provided by the ECB.
Source: Bank of Greece.

StatLink si=r http://dx.doi.org/10.1787/888933713365

GDP is projected to accelerate

GDP growth is projected to strengthen through 2018 and 2019, and remain above 2% in
both years. Business investment will rebound, after 10 years of contraction, as the new
investment law starts to yield results, and financing conditions as well as confidence
improve, quickening domestic demand growth. The effect of product and labour market
reforms will support competitiveness. Expanding employment and low inflation will
buttress private consumption. The recovery in domestic spending will progressively raise
imports, subtracting from aggregate growth, even as exports continue to expand (Table 2).

High levels of public debt and non-performing loans (NPLs) make Greece’s economic
outlook highly sensitive to any slippage in policy. Slower progress in addressing NPLs than
expected would lower confidence and investment. An exogenous shock to public debt
service costs after the ESM Stability Support Programme concludes in August 2018 could
compress public finances and confidence, dragging growth. Slower trading partner growth or
a disorderly Brexit could lower confidence and lead to lower exports. Additional public debt
restructuring would reduce vulnerabilities and accelerate gains in access to finance and in
activity. Stronger progress on the reform programme would raise productivity, investment
and exports faster than projected. A faster recovery in main trading partners would further

boost exports. The exposure of the Greek economy to large, low probability shocks is
illustrated in Table 3.
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Table 2. Macroeconomic indicators and projections
Annual percentage change, volume (2010 prices)

2014
Current prices 2015 2016 2017 2018 2019
(billion EUR)

Gross domestic product (GDP) 178.4 -0.3 -0.3 1.3 2.0 2.3
Private consumption 1254 -0.5 0.1 0.1 0.4 15
Government consumption 36.3 1.1 -1.4 -1.2 0.7 1.5
Gross fixed capital formation 20.5 -0.3 15 9.7 79 8.1

Housing 1.8 -25.7 -12.4 -8.7 -2.1 1.0
Final domestic demand 182.2 -0.2 0.1 0.9 14 2.4
Stockbuilding’ 0.4 -1.0 0.5 05 0.0 0.0
Total domestic demand 182.6 -1 0.4 1.6 15 2.4
Exports of goods and services 57.7 29 -1.9 6.9 59 44
Imports of goods and services 61.9 0.4 1.2 75 41 46
Net exports1 -4.2 0.8 -1.0 -0.3 0.6 -0.1

Other indicators (growth rates, unless specified)

Potential GDP .. -0.9 -0.5 -0.2 0.2 0.6

Output gap? .. -13.2 -13.0 -11.6 -10.0 -8.5

Employment .. 2.1 1.7 2.2 1.3 1.7

Unemployment rate .. 24.9 23.5 215 204 19.4

GDP deflator .. -1.0 -0.9 0.5 0.5 0.7

Consumer price index (harmonised) .. -1 0.0 1.1 0.7 1.1

Core consumer prices (harmonised) .. -0.4 0.6 0.3 0.3 1.1

Household saving ratio, netd .. -15.6 -17.0 -16.7 -19.0 -20.0

Current account balance® .. -0.2 -11 -0.8 -0.5 -0.6

Government primary balance? .. -2.4 3.6 3.7 4.0 3.6

General government fiscal balance*® .. -5.7 0.6 0.8 0.5 0.4

Underlying general government fiscal balance? .. 46 6.7 6.1 5.3 4.4

Underlying government primary fiscal balance? .. 7.4 9.3 8.7 8.5 7.3

General government gross debt (Maastricht)* .. 1774 181.1 175.8 172.5 168.3

General government net debt* .. 147.8 149.3 145.8 141.6 137.0

Three-month money market rate, average .. 0.0 -0.3 -0.3 -0.3 -0.3

Ten-year government bond yield, average .. 9.6 8.4 6.0 5.0 48

1. Contribution to changes in real GDP

2. As a percentage of potential GDP.

3. As a percentage of household disposable income.

4. As a percentage of GDP.

5. The primary balance definition is different from that used in the ESM Support Stability Programme. The difference

amounts to approximately 0.2 percentage points of GDP.
Source: OECD (2018), OECD Economic Outlook: Statistics and Projections (database).

Table 3. Low probability events that could lead to major changes in the outlook

Vulnerability Possible outcomes

Reform fatigue, leading to backtracking of structural reforms, and  Backtracking of structural reforms and insufficient debt restructuring

insufficient debt restructuring. would result in lower potential growth, less resilience to economic
shocks, ultimately impairing debt sustainability and raising political
uncertainty to destabilising levels.

Heightening of geo-political tensions in the Mediterranean region and A renewed large influx of refugees would strain national resources and

increase in the influx of refugees. capacity to deal with it, harm the tourism industry and stoke social
tensions.

Severe financial market and banking system crisis in the context of A systemic crisis would lead to large bank recapitalisation needs,

persistent low growth and high public debt. which the private sector could be unwilling to fund.
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Strengthening the banking sector

1.

Continued improvement in the banking sector and re-starting bank lending to firms are
paramount to revive investment growth and strengthening the ongoing economic recovery.
The Greek banking sector has already undergone deep reforms centred on rationalisation of
banks’ operations, consolidation, recapitalisation, and more recently improving banks’
governance. As detailed in Chapter 1, the restructuring of the banking sector has already
yielded results. Following past recapitalisation rounds, banks’ capital ratios are now well
above regulatory thresholds and the EU average (Figure 12 — Panel A). Confidence in the
banking sector is starting to recover. From 2016, credit agencies have upgraded the rating of
Greek banks (e.g. Moody’s, 2016), on the back of improving profitability and loan quality.

Figure 12. Capital ratios exceed thresholds but return on assets remains negative
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Source: European Banking Authority (2018),“Risk Dashboard, Data as of Q3 2017”.
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Bank lending to non-financial corporations has stabilised but remains low and the
banking sector still faces challenges. Banks return on assets is improving but still low
compared to other OECD countries (Figure 12 - Panel B). Banks’ assets are declining, also
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Past OECD recommendations on financial stability policies

Recommendations Action taken since the previous Survey

Continue improving the bankruptcy framework to speed-up resolution  Introduction of NPL reduction targets. Out-of-court restructuring

of non-performing loans. Introduce effective incentives and procedures established. Licence regime for facilitating entry into the

performance targets for banks to monitor their progress in reducing loan services industry introduced and additional licences being

non-performing loans. issued. Procedures for SME bankruptcies simplified and accelerated,
expediting sales of movable and immovable property. Electronic
auctions commenced. Legal protection of bank and public sector
executives involved in write-offs of private debt.

because of disinvestment of foreign subsidiaries. Moreover, banks are well capitalised but the
stock of NPLs remains high and about half of capital consists of deferred tax credits (or 7% of
total assets) (Moody’s, 2017).

Banks’ governance framework has improved

Improving banks’ governance is essential to reap the full benefits of the banking-
sector reforms already undertaken. In the past, banks had poor corporate governance.
Eligibility criteria for banks’ boards were weak, resulting in poor management. Credit risks
were not properly assessed due to insufficient risk controls, lack of data and uneven use of
credit-scoring methodologies (IMF, 2006). These problems have skewed lending decisions
and contributed over the crisis to the rise in NPLs and their ineffective management.

The Single Supervisory Mechanism and the Bank of Greece supervise banks’ corporate
governance. The Hellenic Financial Stability Fund (HFSF) as a shareholder of banks plays an
important role in implementing corporate governance reforms. Such reforms have
progressed since the banks were consolidated and recapitalised in 2015. In 2016, the four
systemic banks replaced many members of their boards to conform to the new strict “fit and
proper” criteria. In 2017, the HFSF led an in-depth review of the governance and performance
of the four systemic banks’ boards of directors and their committees, aiming at establishing
a culture of evaluation at the board level and at focusing attention on managing NPLs.

Entrenching corporate governance reforms is a precondition for HFSF to divest its equity
holdings in the banks by 2020. The HFSF should keep aligning banks’ corporate governance
standards with international best practices and help ensure that respecting such standards
becomes common practice. The government should ensure HFSF’s continued independence
and authority to fully implement the new compulsory corporate governance standards.

Reducing non-performing loans

In September 2017, the gross value of NPLs stood at EUR 106 billion, which is about 47%
of total loans (Figure 13 - Panels A and B). The size of non-performing exposures (NPEs) -
which in addition to loans and advances consider debt securities other than those held for
trading - is similar to that of NPLs. In September 2017 the NPE ratio was 42% in Greece,
against 14% in Portugal and 10% in Italy and Ireland (EBA, 2017). In Greece, provisions
amount to 48% of NPLs’ gross value, higher than the EU average, and the net value of NPLs
(gross value minus provisions) amounts to about 175% of banks’ capital (Figure 13 - Panel C).
A large share of NPEs consists of loans towards SMEs and residential mortgages (Table 4).

The prolonged crisis has led to the rise in NPLs in combination with structural and bank
governance problems. Private debt relative to GDP and the share of loans to non-financial
corporations is low compared to other OECD countries (Figure 14) but the long crisis has eroded
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Figure 13. The stock of non-performing loans is large
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Source: European Banking Authority (2018),“Risk Dashboard, Data as of Q3 2017” and IMF (2018), IMF Financial Soundness Indicators Database.
StatLink iz http://dx.doi.org/10.1787/888933713403

Table 4. Share of non-performing exposures for different types of loans

June 2017

Type % NPEs in total gross loans' by category % of category NPEs in total NPEs
Residential mortgages 43.3 30.2
Consumer loans 53.2 14.9
Business loans 43.6 52.8

Sole proprietors 66.5 10.1

SMEs 59.0 il

Large corporates 24.5 12.8

1. Includes loans, advances and debt securities. NPEs are non-performing exposures according to the European
Banking Authority definition and computed by the Bank of Greece. NPEs include either of the two criteria:
a) material exposures which are more than 90 days past due; b) unlikely to pay in full without realisation of
collateral, regardless of the existence of any past due amount or of the number of days past due.

Source: OECD computations and Bank of Greece (2017), Report on Operational Targets for Non-Performing Exposures, December.
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Figure 14. Private sector debt and loans to non-financial corporations
are lower than in other OECD countries
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the capacity of households and businesses to service their debts. However, before the crisis the
NPL ratio in Greece was 4.5% (in 2007), against 3% for the euro area average (HBA, 2017).

Tightening regulatory policies

Banks’ supervisors have taken several steps to improve the regulatory framework of NPLs.
Following an assessment of the quality of the loan portfolio, Bank of Greece has issued new
and detailed supervisory guidance on NPLs, including a new reporting framework which goes
well beyond the European Banking Authority’s guidelines (ECB, 2016; BoG, 2016). The
introduction in 2016 of quantitative targets to dispose of NPEs and NPLs was an important step
forward. Setting and enforcing targets is the approach followed by Japan, in the late 1990s and
early 2000s, and Ireland and Cyprus, after the crisis. According to Greek banks’ current targets,
the stock of NPEs should drop by 37% between June 2017 and December 2019 (BoG, 2017).

So far banks have been able to meet NPL disposal targets, but banks expect NPL inflows to
remain high. The targets become more ambitious from 2018. Supervisors should provide robust
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and proactive supervision to ensure prudent NPL recognition and provisioning as well as strong
capital buffers. Non-compliance with NPL targets should trigger additional supervisory
measures, speeding up bank restructuring. Moreover, efforts should be pursued to enhance the
capacity of banks to manage NPLs internally, which is still low. As requested by supervisors all
major banks need to have independent internal units specialising in the management and
recovery of NPLs. Supervisors should ensure they are well staffed and resourced.

Supervisors (the Bank of Greece and the Single Supervisory Mechanism) should ensure
that as the disposal of NPLs gathers pace banks remain well capitalised. The banks’ stress
tests to be conducted in 2018 should be able to identify potential capital shortfalls before the
end of the ESM Stability Support Programme. In the event capital shortfalls are identified
that cannot be covered by the private sector, ESM Programme’s funds should be used to
ensure banks remain well capitalised.

Developing a market for distressed debt

The lack of a distressed debt market and weak demand for distressed debt explain why
to date there have been few non-performing loan sales. The first two NPL sales by Greek banks
took place in the second half of 2017; additional NPL sales are expected to be completed in
2018. Regulation and lack of competition has severely hindered the development of a loan
servicing (i.e. loan administration) industry in Greece. New law and regulations were
approved in 2015-16, lowering barriers to entry and allowing non-bank entities to be licensed
as loan servicers, in-line with international best practices (IMF, 2015). Licensed servicers will
be able to manage, transfer (i.e. purchase) and refinance large corporate loans. The BoG has
licenced 10 loan servicers at the end of 2017. The licensed loan services will help develop
distressed debt markets. Allowing loan services to manage or purchase SME loans is expected
to accelerate resolution of distressed debt given the large number of distressed SME
borrowers. Japan provides a good example of developing a distressed debt market in a
relationship banking environment with many SMEs as detailed in Chapter 1.

Tax incentives for banks to dispose of NPLs need to be streamlined. The new loan
servicing legislation introduced some tax-related provisions, but these are less advantageous
and partly inconsistent with those provided by the 2003 securitisation law. Aligning the tax
incentives provided by the loan servicing legislation with those of the securitisation law
would enhance tax transparency and encourage the disposal of NPLs. Tax incentives can be
an important tool to encourage the disposal of NPLs (KPMG, 2016). Making such incentives
temporary, for instance with sunset clauses, will accelerate their effects and ensure such
incentives expire when no longer needed.

Higher growth, prudent fiscal policy and debt restructuring will reduce
the public debt

Greece’s government debt level as a share of GDP has stabilised. Yet, despite
restructuring efforts early in the crisis, the public debt at 180% of GDP is still among the
highest in the world. Under different assumptions (Table 5) debt will remain high, calling for
additional debt restructuring (Figure 15). The results of such simulations depend on GDP
growth, interest rate and other assumptions. The baseline scenario takes into account the
effect of selected reforms undertaken by the Greek government and short-term debt relief
measures being implemented by the ESM announced in December 2016 (Table 6). The
primary surplus is assumed to reach 3.5% from 2018 to 2022, then to stay at 2.2% of GDP from
2025 onwards. Under this scenario the debt ratio will gradually decline to about 120% of GDP
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Table 5. Assumptions of different scenarios for debt sustainability analysis

2016 2022 2026 2030 2040 2050 2060

Primary budget balance % GDP 35 3.5 2.2 2.2 2.2 2.2 2.2
GDP deflator %, annual -0.9 1.2 15 1.9 2.0 2.0 2.0
Real GDP growth

Baseline %, annual -0.3 2.3 2.2 1.8 0.9 0.7 0.8

Expanded reform programme %, annual -0.3 2.3 2.3 2.3 1.8 1.3 1.2
Benchmark interest rate (Germany Bund 10 year rate) % 3.8 1.6 2.8 3.8 3.8 3.8 3.8
Effective market nominal interest rate % 8.4 3.3 43 5.3 5.3 53 5.3
Official creditor interest rate % 1.0 2.0 3.2 42 42 42 42
Effective official creditor interest rate

Baseline % 1.0 1.0 3.2 4.2 3.2 2.4 4.2

First restructuring programme (official creditor interest rate fixed at 2% % - 1.1 2.5 2.6 1.8 1.7 2.0

from 2020)

Second restructuring programme (official creditor interest rates fixed % - 11 25 25 1.8 1.7 2.0

at 2% from 2020 and ESFS repayments postponed until 2031)
Effective interest rate (all public debt)

Baseline % 1.8 1.6 35 47 47 5.0 5.3
First restructuring programme (effective official creditor interest rate fixed % 1.8 1.7 31 3.8 41 4.7 53
at 2% from 2020)

Second restructuring programme (effective official creditor interest rates % 1.8 1.7 3.0 3.4 3.8 45 53

fixed at 2% from 2020 and ESFS repayments postponed until 2031)

Note: All scenarios take into account the effect of the short-term debt relief measures announced in December 2016. These include:
1) Smoothening of the EFSF repayments within the current weighted average maturity; 2) Waiving the step-up interest rate margin on the
EFSF debt-buyback tranche for 2017; 3) Using the EFSF/ESM funding strategy to fix interest rates on EFSF loans at the currently low market
interest rate. As regards using the EFSF/ESM funding strategy to fix interest rates, simulations assume that EUR 50 billion of EFSF loans
are fixed at 1.5% for 35 years (EUR 20 billion in 2017 and rising progressively to EUR 50 billion by 2022). The effective official interest rate
includes the effects of deferred interest payments on EUR 95 billion of EFSF loan until 2022 and the short-term relief measures.

Source: OECD calculations.

Table 6. Impact of structural reforms on GDP level

2025 2030 2040 2060

Baseline (based on legislated and ongoing reforms)

Effective retirement age increases by 3 years to the OECD average (65 years) by 2030 (based on estimated impact 0.8 3.0 6.9 75

of legislated pension reforms)

Product market reforms lowers the PMR index by 0.107 to 1.63 2019 (OECD average in 2013 of 1.48) 0.3 0.7 1.3 2.1

Corporate tax rate: -3 pp in 2019 (from 29% to 26%) 0.0 0.1 0.3 0.4

Labour market reform reduces excess coverage from 20.5 pp of the workforce to 10.5 pp 0.3 0.4 0.6 0.7

Public administration and judicial reform raise the rule of law index from 0.24 to 0.8 (pre-crisis level) in 2025 21 42 8.8 14.7
Expanded reform programme scenario (in addition to baseline)

Effective retirement age increases by 4 years by 2030 1.1 4.0 9.5 10.4

Product market reforms lowers the PMR index by 0.25 in 2020 to 1.38 (close to the level of Belgium in 2013) 1.8 2.7 42 6.0

ALMP spending (per unemployed person, as % of GDP per capita) increases from 6.72% to 15% in 2020 and then 0.6 14 2.3 2.6

to 25% in 2020

Family benefits rise by 0.25 pp in 2020, then 0.08 pp each year until 2025 to reach 0.75% of GDP (EU average in 2014 0.4 0.9 1.3 1.5

was 0.8% of GDP)

Public administration and judicial reform raise the rule of law index from 0.24 to 1.2 (the OECD average) in 2030 2.2 5.7 14.0 25.6

Note: The decline of the Product Market Regulation index in the baseline scenario is based on a preliminary assessment of the effect of
reforms passed since 2013. The additional decline in the PMR in the expanded reform programme is predicated on further improvements
in the following areas: scope of state owned enterprises (gas transmission); licences and permits system (silence-is-consent rule and
single contact points); barriers in network sectors (entry regulation in the gas sector); differential treatment of foreign suppliers.

Source: OECD calculations based on Guillemette, Y. et al. (2017), “A revised approach to productivity convergence in long-term
scenarios”, OECD Economics Department Working Papers, No. 1385, OECD Publishing, Paris.; Cavalleri, M., and Y. Guillemette (2017),
“A revised approach to trend employment projections in long-term scenarios”, OECD Economics Department Working Papers, No. 1384, OECD
Publishing, Paris.; Guillemette, Y., A. de Mauro and D. Turner (forthcoming), “Saving, Investment, Capital Stock and Current Account
Projections in Long-Term Scenarios”, OECD Economics Department Working Papers; European Commission (forthcoming), “2018 Ageing
Report: Economic and Budgetary Projections for the EU Member States (2016-2070)”, Directorate General for Economic and Financial
Affairs, Economic Policy Committee.
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Figure 15. Locking-in lower interest rates and additional reforms will help reduce the public debt
General government debt as % of GDP, Maastricht definition
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Note: The historical data and projections to 2019 follow the Economic Outlook No. 102 and updates (for the forecast). In all scenarios, the
primary budget surplus is projected to be 3.5% of GDP until 2022, then decrease to 2.2% of GDP by 2025 and remain at that level. The GDP
deflator growth is expected to gradually rise to 2% by 2023. The effective market interest rate is projected to gradually rise to 5.3% by 2029.
The effective interest rate of official creditors’ loans (EFSF, ESM and GLF) is projected to rise to 4.2% by 2029. The baseline assumes the
near-complete implementation of the current reform programme (Table 6); this raises annual real GDP growth to average 1.7% from 2020
to 2029, slowing to 1.3% over 2030 to 2039, then to 1% over the subsequent period, largely due to demographic factors. The “Expanded
reform programme” assumes implementation of the current and additional reforms (Table 6). This raises average growth rates to 2.2% by
2027, before gradually slowing after 2031 to 1.4% by 2043. In the 1st debt restructuring scenario the effective interest rates of official
creditors’ loans is fixed at 2% from 2020 onwards. In the 2nd debt restructuring scenario the effective interest rates of official creditors’
loans is fixed at 2% from 2020 onwards and the EFSF repayments are postponed until 2031. The projections consider the short-term relief
measures described in the May 2016 and June 2017 Eurogroup statements. These include: smoothening the EFSF repayment profile under
the current maximum weighted average maturity; waiving the step-up interest rate margin on the EFSF debt-buyback tranche for 2017
diversifying the ESM funding strategy to reduce interest rate risk (the ESM has started implementing this measure through interest rate
swaps; these projections assume that this measure will set the interest rate of EUR 50 billion in EFSF loans to 1.6% for 34 years). All
scenarios include privatisation receipts of EUR 10 billion in total from 2020 to 2040.
Source: Calculations based on OECD (2018), OECD Economic Outlook: Statistics and Projections (database).

StatLink Sa=m http://dx.doi.org/10.1787/888933713441

by the mid-2030s. Afterwards, it will start increasing as concessional official loans - given
under favourable financing conditions to ensure low refinancing needs for the next decade -
are refinanced on market terms. Market interest rates are assumed to gradually return to
historical norms and remain 1.1 percentage points above the concessional interest rate.

Under the expanded reforms scenario (Table 6) the debt ratio will decline to about
100% of GDP by mid-2050 and level off afterwards. The baseline and expanded reform
scenarios above assume a primary surplus of 2.2% of GDP from 2025 onwards. Raising the
primary surplus would accelerate the debt reduction, but historical comparisons suggest
that this scenario is unrealistic since the likelihood of sustaining high primary surplus over
the long term decreases rapidly as the primary surplus increases (Eichengreen and Panizza,
2014; Zettelmeyer et al., 2017). For instance, over a 20 year period, the probability of
maintaining an average primary surplus above 1.5% of GDP is 25%, and the probability is
close to zero for an average primary surplus above 3.5% of GDP (Zettelmeyer et al., 2017).

Additional debt restructuring in net present value terms would lower the debt ratio
under realistic assumptions concerning GDP growth rate and primary surplus. As underlined
in the previous OECD survey (OECD, 2016a), converting the outstanding debt with European
partners and institutions (Greek Loan Facility, EFSF and ESM) to fixed-interest debt would
lock in currently low interest rates for an extended period (Figure 15).
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Under the expanded reform programme scenario, locking in low interest rates on
concessional loans would lead to a faster and continued decline in the debt ratio throughout
the projection period, which would fall below 80% by 2060. This policy would have the
additional benefit of lowering the uncertainty relating to concessional loans’ interest rate
movements, which might result in a lower Greek bond spread on benchmark rates than
projected and further accelerate the debt reduction. Reducing the interest rate risk is already
being partially undertaken as part of the short-term relief measures announced in December
2016, which these projections take into account. Rescheduling principal payments of
European partners and institutions loans until 2031 will contribute to lower the debt ratio but
only marginally (Figure 15).

Overall, this analysis suggests that durably reducing the public debt hinges on a three-
pronged strategy: additional reforms to boost GDP growth, large but realistic primary
surpluses (close to 2% of GDP) for an extended period, and additional debt restructuring, as
needed, by for instance locking in currently low interest rates. To this end and to enhance
trust, the government is designing a long-term National Growth Strategy with key
commitments for the post-programme period in different areas, including strategic and
private sector investments, use of European structural funds, infrastructure and
entrepreneurship. Wide and strong political ownership of this strategy is key for its
credibility and to maintain confidence in Greece’s reform momentum. The strategy will be
finalised before the end of the programme.

Redressing public finance to bolster inclusive growth

Enlarging the tax base to build a fairer and pro-growth taxation system

The tax system relies on high rates and narrow bases. Following repeated increases, the
rate of all major taxes are now higher than in other European countries but tax collection is
lower relative to GDP (Figure 16). Also, the average tax wedge on labour for families with
children is one of the highest among OECD countries. The tax wedge for households without
children is lower but still ranks in the top half of OECD countries (OECD, 2017a).

Most tax expenditures have been eliminated, but tax evasion results in a narrow tax
base. For instance, in 2015 the VAT revenue ratio was one-third below the OECD average
(Figure 17) because of low collections but also reduced VAT rates and exemptions. Some
exemptions are without any social rationale as for instance exemptions for casinos and
betting offices. Also, post office services and national broadcasting networks are VAT
exempted whereas hotels enjoy a reduced VAT rate of 13% (from 6.5% in 2016). According
to the Ministry of Finance, VAT exemptions account for 0.5% of GDP (those for casinos and
betting offices amount to 0.2% of GDP). The tax-free personal income threshold is high (at
about EUR 8 600 annual income) and is above the median private sector wage.

Base broadening is more growth friendly than increases in tax rates (IMF, 2013; Gale and
Samwick, 2016). The government is aware of this and is taking initiatives in this direction. In
2016 Greece moved from a dual to a comprehensive personal income tax by taxing labour
remuneration, pensions and personal business income jointly instead of taxing these
income categories under separate rate schedules (OECD, 2017a). The legislated medium-term
fiscal strategy indicates that the tax-free personal income threshold will fall by 35% in 2020,
and, if fiscal targets are met, the corporate, personal and property tax rates will also fall in a
revenue-neutral way. VAT collection has increased as some reduced rates have been raised,
some exemptions closed and collection approaches have improved. In 2016, the preliminary
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Figure 16. Tax rates are high whereas tax revenues are low

A. Tax rates! B. Tax revenues?®
2016 m2016 A 2008
% % of GDP % of private consumption
50 10 30
m Greece @ OECD-EU?

40 8
30 6
20 4
10 2

0 0

Personal income
tax rate

Corprate income
tax rate

Direct taxes on Direct taxes on Taxes on production
households business and imports
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2. Unweighted average of 22 EU countries which are OECD members. The aggregates for both direct taxes on households and on
business include data in 2015 for Estonia, Hungary, Latvia and Slovak Republic as well as data in 2012 for Luxembourg.
3. National Accounts definition of tax revenues.
Source: OECD (2017), OECD Economic Outlook: Statistics and Projections (database), OECD Tax Statistics (database) and OECD (2016),
Consumption Tax Trends 2016: VAT/GST and excise rates, trends and policy issues.
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Figure 17. Value-added tax collection is low
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1. The VAT revenue ratio (VRR) is the ratio of the actual value-added tax (VAT) revenue collected and the revenue that would theoretically
be raised if VAT was applied at the standard rate to all final consumption. This ratio gives an indication of the efficiency and the
broadness of the tax base of the VAT regime in a country compared to a standard norm. It is calculated by the following formula:
VRR = VAT revenue/([consumption - VAT revenue] x standard VAT rate). VAT rates used are standard rates applicable as at 1 January.
That public consumption is VAT-exempt under EU rules places an upper bound on the attainable VRR, especially in countries with a
large public sector. Data for Canada and Japan refer to 2014. For Canada, data cover federal VAT only. For Japan, given the substantial
VAT rate hike on 1 April 2014, an average VAT rate was used to calculate the VRR for 2014 i.e. (5X3+8X9)/12=7.25%. The OECD aggregate
is an unweighted average of the data shown.

Source: OECD (2016), Consumption Tax Trends 2016: VAT/GST and Excise Rates, Trends and Policy Issues, OECD (2018), OECD Revenue Statistics

(database) and OECD National Accounts Statistics (database).
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Past OECD recommendation on fiscal issues

Recommendations

Action taken since the previous Survey

Broaden the tax base and strengthen the tax administration by giving it more
autonomy and freeing its resources for audits and enforcement.

Ensure gross financing needs for public debt are sustainable by continuing to
credibly implement the ESM reform programme, and thus, if necessary, facilitate
reaching an agreement on additional measures with creditors, such as, for
example, extended grace and repayment periods

Undertake an expenditure review to create fiscal space for providing a
comprehensive social safety net and expanding active labour market policies.

Boost investment by frontloading the use of European structural funds, and better
exploit available public land through concessions to support logistics investment.

The new Independent Authority for Public Revenues started operating in Jan 2017.
Actions taken to spread the use of electronic payments include: requiring firms to
pay salaries electronically for the cost to be deductible from the corporate tax base;
requiring households to demonstrate minimum levels of purchases made by
electronic means to be eligible for family tax credits; a monthly lottery based on the
number of electronic transactions. Tax-free thresholds have been lowered. Further
adjustments have been legislated to be implemented in 2020.

In 2017, several social security agencies responsible also for collecting
contributions were merged into a new social security agency (Unified Social
Security Fund, EFKA). Also, the Centre for the Collection of Social Security Debt
(KEAO) became part of EFKA.

Progress on the ESM Stability Support Programme. Mid-2017 tranche approved.
Standby agreement approved in principle by the IMF.

Expenditure review completed in October 2017 and informed the 2018 budget
proposal. Dedicated unit established within the Ministry of Finance to conduct
regular spending assessments.

The public investment programme continues to rely heavily on the European
Structural Fund. The sale of 14 airports, agreed in 2015, was finalised in March
2017. Sale of the operating licence for the second largest port was agreed in April
2017. The train operator has been privatised. Structural funds have been allocated
to expanding the cadastre.

Approval of Law 4399/2016 (“Regulatory framework for the establishment of state
aid schemes for private investments for the regional and economic growth of the
country”) providing a wide range of tax incentives to boost private-sector
investment.

estimated VAT revenue ratio (net of arrears) was 42.3% against 35.9% in 2014. The 2018
budget abolished VAT exemptions for casinos and betting offices and is phasing out the
discounted rates applied in some islands.

The complex tax system discourages compliance, encourages informality and reduces
revenues

The complexity of the tax system and the weak though improving tax administration
discourage participation in the formal economy and lowers tax compliance. The World
Bank’s “Paying Taxes” indicator ranks Greece 28th among OECD countries for the number
and time spent completing tax payments and 27th for tax post-filing procedures covering
VAT refunds, tax audits and administrative tax appeals. Low tax compliance and the crisis
have led to the accumulation of a large tax debt. In 2015, the total accumulated tax debt was
more than 190% of net revenue collections, one of the largest among OECD countries. Over
75% of tax debt was older than 12 months, which is more difficult to collect (OECD, 2017a).

In Greece, tax compliance methods have traditionally relied on punitive fines as well as
audits and controls. Until recently, fines were set with no reference to the capacity to pay and
often proved impossible to collect. Old fines significantly contribute to the large share of tax
debt older than 12 months as in the past they were rarely written off even when impossible
to collect. In 2017, they still accounted for more than 35% of total tax debt (down from 40% in
previous years). As regards audits, in economies with a large share of cash transactions, such
as Greece, they are less effective tools to uncover hidden income (Slemrod, 2007). In such
environments access to third-party information is crucial to fight tax evasion. The
widespread use of cash has abetted a large informal sector in Greece that, according to some
estimates, could account for more than 25% of GDP (Bitzenis et al., 2016). Using bank lending
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data, Artavanis et al., (2016) estimated that more than 40% of self-employment income goes
unreported and for 2009 alone the foregone tax revenues amounted to more than 10% of total
revenue. The informal economy might have increased substantially during the crisis. Had
the informal economy not expanded so much, the required increases in tax rates would have
been smaller (Dellas et al., 2017).

Recent reforms have stepped up efforts against tax evasion and improved collection
approaches based on better enforcement procedures and encouraging voluntary tax
compliance. Better enforcement procedures require extending the use of risk analysis and
targeted audits, and access to third-party information. Enhancing tax compliance depends
on raising trust in the tax administration and tax awareness (Muehlbacher et al., 2011). The
establishment of the independent revenue agency (Independent Authority for Public
Revenues), as recommended in the previous OECD Survey, in early 2017 is a big step in this
direction. In addition to extending the use of risk analysis and targeted tax audits the new
agency has introduced a systematic approach to deal with the tax debt by systematically
pursuing the largest possible number of debtors, prioritising new tax debts, large taxpayers,
and enforcement against strategic defaulters. At end 2017 60% of tax debtors who could be
pursued, about 1 million debtors, were under some enforcement measure.

These efforts are yielding results and should be pursued. The gross new tax debt declined
markedly to EUR 11.5 billion in 2017 (from EUR 14 billion in 2016 and nearly EUR 16 billion in
2015). The growth of the total tax debt declined to 6% in 2017 and 9% in 2016 from double
digit growth rates in the previous two years. The old tax debt is being managed in a more
systematic way, focussing on collectable tax arrears and progressively writing off those
arrears deemed uncollectable (to a large extent old punitive fines). Punitive fines have been
abolished and are now based on the capacity to pay. A voluntary scheme introduced in 2016
has led to the disclosure of hitherto unreported income of EUR 9.5 billion.

Raising the share of non-cash payments, which is low by international standards, is
essential to combat tax evasion. Capital controls have increased the share of non-cash
payments, reversing the downward trend that started in 2011 (Figure 18), thus boosting VAT
revenue significantly (Hondroyiannis and Papaoikonomou, 2017). The cash-payment threshold
for retail transactions is already low (EUR 500) but electronic payments need to become the
norm given the government’s plan to lift capital controls as the economy improves. The
government has taken innovative steps to encourage electronic payments: firms have to pay
salaries electronically for the cost to be deductible from the corporate tax base; households
have to demonstrate minimum levels of purchases done electronically to be eligible for family
tax credits. This approach emulates Korea’s cash receipt system, which reduced hidden
payments (Krever, 2014). At a macroeconomic level, it also has the advantage of shifting
taxation from personal income to consumption. Besides, the government has introduced a
monthly lottery based on the number of electronic transactions. A similar scheme introduced
in Chinese Taipei has raised VAT revenue by up to 20%. Other recent experiences in Portugal
and Slovakia however indicate modest effect on revenues (European Commission, 2015).

These innovative approaches to combat tax evasion are welcome and represent a
change with the past. However, they should better target those industries most prone to tax
evasion, such as professional services (Artavanis et al., 2017). From mid-2017, commercial
and most professional activities are obliged to have a point-of-sale terminal. The use of
point-of-sale terminals can be further extended by ensuring all the self-employed have an
electronic cash register. The introduction of e-invoicing will also help stanch tax evasion.
Italy introduced e-invoicing for sales to the public administration in 2014 and will phase it in
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Figure 18. There is large scope to increase non-cash payments
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Note: Electronic payments include credit transfers, direct debits, and card payments with cards issued by resident payment service
e-providers, e-money payment transactions, cheques and other payment services.
Source: European Central Bank Payment Statistics.

StatLink iz http://dx.doi.org/10.1787/888933713498

for business-to-business transactions from mid-2018. The experience of Korea and Portugal
with the introduction of e-invoicing suggests it can significantly increase tax revenues if
accompanied by improvements in tax administration (Lee, 2016). Other OECD countries have
also taken decisive actions to tackle tax evasion (Table 7).

Table 7. Selected examples of recent actions taken to reduce cash payments

and tax evasion

Austria

Belgium

Finland

France

From 1 January 2016:

Compulsory introduction of electronic cash registers or other electronic recording systems for digitally recording business cases
and for printing receipts for all businesses with annual turnover of more than EUR 15 000 provided that annual cash turnover
exceeds EUR 7 500. Each cash register must draw up a data collection log (DCL) to record and store each individual cash
transaction. The DCL has to be exportable without delay in case of a request from the tax authorities.

From 1 April 2017:

A secure signature creation device has to be implemented in the cash register. All receipts have to be signed. The cash register
has to have a cumulative memory, meaning that the transactions recorded in the cash register are summed continuously. The
cumulative memory is part of the signature and constitutes another measure for the prevention of manipulation.

In 2014, Belgium introduced legislation for certified cash registers, designed to address VAT fraud. The solution consists of four
important pillars: technical securing of the data (making tempering detectable); certification of the devices; registration of all
devices by the different stakeholders with the Ministry of Finance; and auditing in the field.

ATM withdrawals are monitored. Withdrawals are summarised by credit / debit card number and cardholders are identified by card
number (for domestically issued cards) or other means (cards issued abroad). A photograph is taken at the ATM to identify the
person withdrawing the cash, and this is available to the tax authority through online networks. If necessary, the photograph will
be used for identification purposes at a later stage and this can be used as a risk indicator and / or in conjunction with other
information during an investigation.

In order to fight against VAT fraud related to the use of fraudulent software, the 2016 Finance Bill obliges merchants and other
professionals subject to VAT to use a secure and certified cash register system or accounting software.

As of 1 January 2018, the use of a secure system will have to be attested by a certificate issued by an accredited organisation
or by the publisher.

Source: OECD (2017), Technology Tools to Tackle Tax Evasion, OECD Publishing, Paris.

Better managing the state’s assets and completing the land registry

The management of the state’s non-financial assets has for a long time been poor,
hindering the privatisation programme. This is attributable to the lack of comprehensive
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information on the state’s assets and of an overall management strategy linked with socio-
economic goals as well as deficient corporate governance standards in many state-owned
enterprises (SOEs). Because of budgetary constraints, the management of the state’s assets has
mostly focussed on identifying assets to be privatised, with the sale price being the sole
criterion to assess offers. Three large privatisation deals have been signed (regional airports,
Port of Piraeus, the railway), totalling EUR 1.5 billion (0.8% of GDP). Other disposals have been
stymied by administrative and regulatory burdens, combined with the incomplete land
registry, thus curtailing privatisation receipts.

To improve the management of the state’s assets, the government has recently
established a state-asset holding agency (Hellenic Corporation of Assets and Participations,
HCAP). HCAP’s overall main objectives are implementing Greece’s investment and economic
growth strategy and contributing to the reduction of public debt. HCAP has developed a
state-asset management strategy linked with socio-economic goals, which is yet to be
published. The strategy is based on comprehensive information on the state’s assets, which
is a crucial element to effectively manage them (Bova et al., 2013). The asset-sale agency
(Hellenic Republic Asset Development Fund) has been incorporated into HCAP. This is a
positive development as it offers the opportunity to develop and update the state-asset
management strategy taking into account the privatisation and the public investment
programmes. This will enable the government to assess privatisation offers against wider
development objectives and build complementarities among state assets, increasing their
social and economic value. For instance, public investment decisions strengthening
intermodal transport nodes would raise the efficiency and value of transport infrastructure.

The government should continue to ensure the HCAP’s corporate governance is aligned
with international best practices. Setting a clear division of roles and responsibilities among
various governing bodies, as well as operational independence for managers and supervisors
with appropriate checks and balances is key to building legitimacy, reducing the risk of fraud
and mismanagement, and forming a competent investment organisation (Al-Hassan et al.,
2013). HCAP could be crucial to improving corporate governance standards in state-owned
enterprises.

The absence of a comprehensive land registry may contribute to incomplete or
inconsistent zoning, hampering the effective management of state (and non-state) assets and
hindering the privatisation programme. For instance, the privatisation and redevelopment of
Athens’s former airport (Hellenikon) was delayed because of uncertain land-use designation.
The incomplete land registry often delays land acquisition procedures, hindering
infrastructure projects. Completing the land registry should become a national priority.
A complete registry is necessary to clearly identify all of the state’s non-financial assets and
to develop a strategy to maximise their social and economic value (Bova et al., 2013).
Completing the land registry, as mandated by the 2018 law, would allow for more effective
land use management and environmental protection policies (OECD, 2010). Combined with
real estate market transaction data, it would allow property ownership tax to be based on
recent market values. The land registry is envisaged to be completed by the end of 2020.

Improving spending effectiveness through spending reviews and public administration
reform

Reforming the public administration is a high priority to improve the effectiveness and
quality of public spending as well as revenue collection. The ongoing public administration
reform aims at depoliticising the public administration by replacing political appointees in top
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ministerial positions with career civil servants, facilitating work mobility within the public
administration, and introducing new systems for selecting top managers and evaluating
performance. The fight against corruption and bribery, as detailed below, is an integral part of
the ongoing public administration reform.

Effective and evidence-based policies require timely and high quality statistics. The
government is committed to strengthening the statistical agency (ELSTAT), and safeguarding
its independence. Recent efforts in this direction include giving ELSTAT’s president more
autonomy and an indemnity to cover costs incurred following legal challenges, strengthening
ELSTAT’s financial autonomy and its freedom to reallocate personnel as well as hire specialised
staff (EC, 2017b).

Cross-country experience suggests that spending reviews can improve prioritisation and
identify the fiscal space for new spending priorities. The comprehensive spending review
completed in 2017 has identified savings to fund the expansion of family allowances, school
meals and early childhood education and care. In-depth spending reviews are planned for
2018 in the ministries of health, culture, and transport and infrastructure. Such reviews
should be conducted regularly. The establishment of a new directorate in the Ministry of
Finance responsible for conducting spending reviews on a regular basis goes in this direction.
OECD country experience (OECD, 2017b) indicates that the success of spending reviews hinges
on closely tracking their implementation. Also, integrating spending reviews in the budget
process would help avoid across-the-board cuts in discretionary spending disconnected from
structural priorities, making fiscal policy more inclusive and growth friendly. Spending
reviews could also be accompanied by greater use of performance budgeting procedures.
Between 2011 and 2016 Greece improved its performance budget practices in the central
government, but these still remain below the OECD average (Figure 19).

Figure 19. Performance budgeting procedures can be used more extensively
Index on use of performance budgeting practices from 0 to 1 (highest)?, central government
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1. Composite index of 10 variables that cover information on the availability and type of performance information developed, processes
for monitoring and reporting results, and whether (and how) performance information is used. The index does not measure the
overall quality of performance budgeting systems. Due to differences between the 2011 and 2016 surveys, some weights have been
adjusted for comparability.

2. The OECD aggregate excludes Iceland, Israel, Latvia, Spain and the Slovak Republic.

Source: OECD (2016), Survey of Performance Budgeting and OECD (2017), Government at a Glance 2017.

StatLink Susm http://dx.doi.org/10.1787/888933713517
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Raising public administration efficiency and using spending reviews are crucial
instruments to successfully undertake many of the reforms discussed above. The projected
fiscal impact of selected reforms not yet legislated and conducive to more inclusive growth
is reported in Table 8.

Table 8. Fiscal impacts of selected reforms
Percent of annual GDP

2019 2020 2025 2030

Balance: 0.8 0.6 -0.4 0.0
Revenue: 0.7 0.8 14 1.9
Revenue collection 0.7 0.8 14 1.9
Cut VAT rate exemptions and raise VAT collections, to reach 90% of OECD average collection rate by 2030 - 0.12 0.69 1.25
Cut remaining tax exemptions (e.g., fuel tax exemptions, various profit tax exemptions) 0.68 0.68 0.68 0.68
Expenditures: -0.1 0.2 1.8 2.0
Spending effectiveness -0.7 -0.7 -0.6 -0.7
Consolidate further small social protection programmes, ongoing family benefit programmes, in-kind holiday, travel -0.39 -0.39 -0.39 -0.39
and camp programmes, and remaining heating subsidy; halve spending on direct job creation programmes.
Net rationalisation in public spending through annual expenditure reviews -0.01 -0.03 -0.10 -0.17
Green growth: Phase out fossil fuel subsidies -0.32 -0.23 -0.12 -0.12
Social protection 0.4 0.4 1.4 1.5
Planned strengthening in housing benefits 0.33 0.33 0.33 0.33
Increase SSI income disregard from 20% to 40%, then develop in-work low income support. 0.05 0.05 0.72 0.80
Improve disability support 0.05 0.05 0.38 0.42
Active labour market programmes 0.1 0.1 0.3 0.4
Expand capacity and activities of public employment services 0.03 0.05 0.12 0.13
Expand scale and scope of job-skill training programmes 0.05 0.09 0.21 0.23
Education 0.1 0.3 0.7 0.7
Expand ECEC participation and quality for under-4s 0.02 0.03 0.08 0.09
Improve quality of schooling 0.08 0.16 0.37 0.41
Strengthen university education 0.02 0.04 0.10 0.11
Raise quality and youth participation in vocational and technical education 0.01 0.02 0.04 0.05
Increase access to post-secondary non-tertiary courses for adults 0.02 0.03 0.08 0.08

Note: For revenues: the VAT revenue increase comes from gradually improving the VAT revenue ratio from 0.42 (preliminary estimate) in 2016
to 90% of the OECD mean of 0.56 by 2030; the reported revenue increase is the increase in annual revenues in the year indicated relative to a
baseline of no improvement; the tax exemption cuts concern subcategories of tax expenditures for firms and capital (totally 0.46% of GDP in
2018), households (0.02% GDP), car registration (0.04%) and special consumption (0.16%). For expenditures: savings from consolidating social
protection programmes come from World Bank (2016), “Greece Social Welfare Review — Weathering the crisis: Reducing the gaps in social
protection in Greece” and reducing by 50% existing public job creation and employment subsidy programmes; net savings from public
spending rationalisation are estimated to average 0.014% of GDP per review after accounting for additional spending identified in the reviews,
and these net savings are assumed to accumulate; estimates for the phasing out of fossil fuel support measures come from ODI (2017), “Cutting
Europe’s lifelines to coal - Tracking subsidies in 10 countries” and are assumed to decline over time relative to the baseline; strengthening
housing benefits comes from World Bank (2017) “Greece Social Welfare Review — Reforming Social Welfare in Greece”; the increased SSI income
disregard is based on EUROMOD modelling; the additional increase in the programme cost is based on gradually developing an earned income
credit valued at 0.8% of GDP by 2030 or about two-thirds of the size of existing schemes in countries with strong earned income benefit
programmes such as the UK; the increase in disability benefit spending reflects convergence to 90% of the average spending of OECD-EU
members; strengthening the public employment office comprises employment service spending converging to the average of OECD-EU
members; training programmes spending consists of spending converging to the average of OECD-EU members on training (0.08%), supported
employment and rehabilitation (0.14%), and start-up incentives (0.02%); spending on education increases from 4.3% to 5% of GDP, as enrolment
rates increase to OECD averages in the areas of education where Greece is below the OECD average and spending per student rises to 70% of
the OECD average, reflecting Greece’s GDP per capita at 66% of the OECD average (adjusted for purchasing power parity).

Source: OECD calculations.

Boosting employment, reducing poverty and improving skills
Supporting employment growth through more effective social dialogue

Rebuilding employment is essential for the recovery in activity and for reducing poverty.
Substantial changes to wage setting during 2010 to 2013 focused primarily on giving firms
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the flexibility to adjust wages and employment. Collective agreements were frozen, and the
mechanism to extend agreements to non-signatory workplaces was suspended. The
principle of giving precedence where work agreements overlapped to the terms most
generous to the employee (favourability principle) was also suspended, allowing firms to
negotiate lower wages. “Associations of persons” representing at least 60% of an affected
workforce were given standing to enter agreements at the firm level in the absence of a
union representative. The minimum wage was given statutory status and reduced, a youth
subminimum wage was introduced and additional allowances were suspended or ended.
Collective dismissal procedures were made more transparent and systematic.

Following these changes, employment started to recover, salaries adjusted (Figure 20)
and firms no longer report wages limit competitiveness. The labour market changes have led
to wage cuts that were deep but rapidly restored Greece’s competitiveness. However, a
growing share of jobs have been temporary or part-time and are paid at the minimum wage;
as a result almost half of workers’ salaries are below the poverty line for a family of four
(Figure 21) (OECD, 2017c). Enhancing workers’ skills and ensuring they match workplace
needs as well as strengthening firms’ incentive to invest and innovate are crucial to raising
wages and reducing in-work poverty. The labour market changes have improved the
allocation of labour across firms, as more productive firms were able to attract or retain more
workers (OECD, 2017k). This has not yet translated into wage growth because of high
unemployment and workers’ weak bargaining position.

Figure 20. Wages have moved more closely with employment and productivity
since changes to the wage-setting framework
Employment, wages and salaries, and productivity in the non-agriculture business sector, index 2014 Q1 = 100
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1. The reference industry is aggregated according to the NACE Rev. 2. Wages and salaries are seasonally and calendar day adjusted.
2. Annual real gross value added per person employed. The reference industry is the non-agriculture business sector excluding real
estate based on the ISIC Rev. 4.
Source: OECD (2018), OECD National Accounts Statistics (database) and Eurostat (2018), Labour Market Statistics (database).
StatLink Sazm http://dx.doi.org/10.1787/888933713536

The favourability and extension arrangements are suspended to the end of the ESM
Stability Support Programme. Greece’s labour market framework was reviewed by an expert
panel in 2016 (van Ours et al., 2016), and the government intends to review in 2018 the
arbitration systems for collective negotiations and to launch a project to simplify the labour
law (European Commission, 2018). These reviews offer a good opportunity to establish a new
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Figure 21. Many private-sector employees earn less than the poverty line
Number of private-sector employees earning gross monthly salaries within specified ranges, September 2017
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1. The poverty line refers to 50% of the median disposable income in 2016. Household income is adjusted for household size.
2. Private sector workers receive two 1-month bonus salaries, paid at Christmas and Easter, which are not included in the salary data
presented in this figure.
3. At EUR 3000, salary segments increase from EUR 50 to EUR 1 000.
Source: OECD calculations based on the ERGANI database from the Greek Ministry of Labour, Social Insurance and Social Solidarity, and
Eurostat (2017), EU Statistics on Income and Living Conditions (database).
StatLink sizr http://dx.doi.org/10.1787/888933713555

wage bargaining framework covering a wide range of topics, including broad working
conditions and continuous vocational training, and promoting inclusiveness while
maintaining the flexibility of the current system.

Sector-level collective agreements without automatic extensions can bring significant
efficiency and equity benefits by fostering social dialogue and reducing the costs of
negotiating wages and other working conditions, especially for small firms (OECD, 2017c).
Smaller firms may particularly benefit if sectoral collective agreements can adapt to their
characteristics, including being less organised into unions and employers’ associations,
fewer resources for workplace negotiations and lower productivity (OECD. 2017c). This is
especially important for Greece given that small firms employ most workers. In Portugal,
where smaller firms similarly dominate employment, crisis-period reforms lowered the
minimum size of firms able to derogate from sectoral collective agreements from 500 to
150 employees (OECD, 2017n).

Past OECD recommendations on labour markets

Recommendations Action taken since the previous Survey

Reform labour market institutions and review the minimum wage Collective dismissal processes and approvals have become more

taking into account fairness and efficiency considerations. transparent.

Simplify the labour code. No reforms made to minimum wage levels or setting processes.
No reforms made to broader processes for agreeing workplace
condition.

Experts Group on Greek labour market institutions reviewed and
submitted report in September 2016.
Project to review and simplify labour code launched.
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Extending sectoral collective agreements to non-signatory workplaces, on a case-by-case
basis in clearly and objectively defined circumstances, can improve efficiency and equity.
Following the examples of other OECD countries (OECD, 2017c), Greece could require that
extensions only be granted when, for instance, the original agreement is signed by
representatives of minimum shares of both workers and of firms. This will ensure smaller
employers have a voice in negotiations and encourage workers and employers to organise. In
its reforms, Portugal introduced representativeness thresholds for extensions that require
that employers who sign a collective agreement employ at least 50% of the workers that
would be affected by the extension or that at least 30% of the signatories be micro-, small- and
medium-sized enterprises (OECD, 2017n). Some OECD countries that allow agreements to be
extended to non-signatories also enable individual workplaces to determine some details of
working conditions, for example by allowing lower wages or flexible hours in smaller firms.
Requiring an independent body to approve extensions based on economic and social
considerations may avoid the adverse consequences of extending agreements automatically.

Requiring social partners to include in sector-level collective agreements prescriptions
of acceptable ranges for negotiations while respecting minimum standards, so-called
“framework agreements”, can provide sufficient flexibility for the diversity of firms and
workers. Social partners at the firm level can then negotiate, within the agreed ranges,
mutually beneficial trade-offs across pay and other working conditions reflecting their
specific needs. Firm-level bargaining processes need to be easily actionable for smaller firms
to be able to adapt a framework agreement to their circumstances (OECD, 2017c). Greece can
also better protect employment from future shocks by including clauses in sectoral collective
agreements that allow firms to temporarily opt out in clearly defined circumstances. A
number of OECD countries have adopted these clauses and German experience
demonstrated their effectiveness during the crisis (OECD, 2017c).

Greece adopted a statutory minimum wage as part of the early 2010s labour market
changes. The minimum wage rate was frozen in 2012. In 2016, for all employees it stood at
48% of the median wage, lower than most other OECD countries. After the ESM Stability
Support Programme concludes, the government may adjust the rate following consultations
with key social partners, expert bodies, and taking into considerations competitiveness and
labour market conditions and prospects. Adopting a specialised pay commission would
improve on this process, and help ensure minimum wage adjustments are based on
evidence and consensus, as the experience of such commissions in France, Germany, Ireland
and the United Kingdom suggests. These countries’ commissions publish recommendations
and in some cases determine the minimum wage adjustments. They consider a range of
perspectives by including representatives of large and smaller firms, workers, and
independent academics and analysts, and by holding regular public consultations, including
with advocates for the unemployed and others facing disadvantage accessing work. In
Greece, the final decision on minimum wage adjustments could rest with the government,
which, however, should publically explain its reasons when it deviates from the
Commission’s recommendations.

Increasing opportunities by improving education and skills

Participation in education compares well with other OECD countries, and completion
rates for high school and tertiary education among younger cohorts are above most other EU
members. Greece’s top students go on to perform well on a global stage. Greece ranks tenth
globally in patents issued to its emigrants, taking into account the size of the population of
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origin (WIPO, 2013). However, many students gain less from their time in education than
their peers elsewhere, as indicated by standardised assessment results, or their professional
skills (Figure 22; OECD, 2017c; OECD, 2017d). At the same time an unusually large share of
Greece’s workers report being over-skilled for their job, reflecting low demand for skills from
workplaces and high skill mismatch. Adults have few opportunities to re-skill via on the
job-training or professional courses (Figures 23, 24).

Figure 22. Years of schooling are above average
Average years of schooling, 25-29 year olds, 2010*
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1. Unadjusted years of schooling are based on Barro and Lee (2016). Years of schooling are adjusted for the strength of educational
outcomes using the PIAAC mean numeracy assessment in the following way: a country’s unadjusted years of schooling are multiplied
by the ratio of its median PIAAC numeracy score to its average years of schooling, divided by the benchmark ratio of the OECD median
score to OECD average years of schooling. The benchmark ratio is calculated by dividing the median PIAAC numeracy score across
available OECD countries by the average years of schooling across available OECD countries. The median PIAAC scores are from the
2012 assessment for 25-29 year olds, while estimates of average years of schooling are for 2010, also for 25 to 29 year olds.

2. Unweighted average of data shown.

Source: Barro and Lee (2016), Education Attainment Dataset, February, OECD (2016), Skills Matter: Further Results from the Survey of Adult Skills

and OECD calculations.

StatLink =P http://dx.doi.org/10.1787/888933713574

Improvements in education are impeded by the system’s legacy of highly centralised
management, fragmented institutions, and limited capacity to assess and improve its
performance. Results from past governments’ reform efforts have disappointed, through
limited ownership, inadequate resources, or the lack of long-term policy continuity (OECD,
2017e). Reduced resources and shifting demands for workforce skills following the economic
crisis, and the need to integrate refugees, add to the pressures on the system. Currently the
government is implementing a three-year reform plan, and is developing a longer-term
agenda with the support of an OECD Education Review and in pursuit of the Europe 2020
Strategy goals. It is piloting trial policies in key areas, such as better support for school
performance evaluation. Identifying and expanding successful approaches and building
them into a comprehensive, long-term strategy supported by regular evaluation will provide
a path to an equitable and quality education system.
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Figure 23. Adults’ skills lag the OECD average
Mean PIAAC proficiency scores, 2014-15*

A. Mean scores by educational attainment B. Mean scores by age group
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1. 6 OECD member countries including Greece took part in the second round of the assessment from April 2014 to end-March 2015. OECD
average covers all OECD member countries participating in the first and second round of the assessment.
Source: Calculations based on the PIAAC database.
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Figure 24. Adults’ participation in life-long learning is low
% of population aged 26-64, 2016
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Providing a strong start to education

Efforts to strengthen the education system are starting from early childhood. Participation
in early childhood education and care is low among children younger than compulsory school
age, currently 5 years. Childhood education and care places are scarce, especially in urban
areas and for families that are not eligible for social assistance (OECD, 2017f; OECD, 2017g;
World Bank, 2016). For infants, the focus is on care rather than pedagogical activities. The
system’s administration has been split by age group between local authorities, the private
sector and different national ministries, like in many other OECD countries.
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Consolidating supervision of the systems within the Ministry of Education, Research
and Religious Affairs (MoERRA) would facilitate strengthening the pedagogical content of
early childhood care and its role as a foundation for school. The government will make
enrolment compulsory at the age of four over coming years, bringing Greece into line with
other European countries. Higher enrolment should be pursued for younger groups.
Increasing participation will require expanding the early education and care system’s
capacity. Part-time enrolment would aid this.

Past OECD recommendations on education

Recommendations Action taken since the previous Survey

Increase the supply of childcare services and encourage flexible work ~ Programme being developed for compulsory enrolment of 4 year old
arrangements. children in ECEC, under the supervision of MoERRA.
Recipients of SSI, rolled out in February 2017, have prioritised access
to childcare places.

Improving the quality of schooling and tertiary education

School students’ performance has significant scope for improvement relative to other
countries, and is little changed since the early 2000s, according to the PISA survey of 15 year
olds (Figure 25; OECD, 2016b). Weaknesses in Greece’s schools contribute to poorer
professional skills and to lower lifetime social well-being than in most other OECD countries
(OECD, 2015a). Student assessment is focused on the competitive university entrance exam,
and its importance and structure has led to a large and inequitable shadow education sector.
University enrolment demand is high but course supply does not reflect institutions or
students’ preferences or employers’ needs. This contributes to the lower employability and
wage premiums of Greek graduates than in most other OECD countries, and this situation
has changed little with the crisis.

Greece’s legacy of unusually strong centralisation of curriculum and resource
management decisions at MOERRA constrains the education system’s ability to improve
teaching outcomes (OECD, 2017e) (Figure 26). Teachers’ working conditions and confidence
in the administration are low and were reduced by some of the crisis-management measures
(OECD, 2017i). The school curriculum is being reviewed. In primary and secondary schools,
systems to assess and improve the quality of student performance and schools are now
being developed and trialled. Professional support and development for teachers are planned
to be introduced in the coming years (OECD, 2017i; MoERRA 2017a). Consolidation of
fragmented universities and technical colleges is incomplete and the frameworks to track
and improve teaching effectiveness are limited (OECD, 2017e).

The MoERRA is developing a reform programme giving school teachers and principals
greater pedagogical and managerial autonomy. This will be accompanied by evaluation
frameworks that help teachers, schools and central bodies identify successes and
collegially work to improve outcomes. Linking evaluation frameworks with in-service
support focusing on practical skills will be beneficial and could contribute to improve the
conditions of the substitute teacher workforce. Students’ performance should be assessed
continuously; combined with a general skills assessment, continuous assessments could
replace the current university entrance examination. Refugees need specialised language
support to successfully integrate into the general education system and the workforce
(OECD, 2015c).

46 OECD ECONOMIC SURVEYS: GREECE © OECD 2018



ASSESSMENT AND RECOMMENDATIONS

Figure 25. Student performance at school is below the OECD average
Mean PISA score in reading, mathematics and sciences
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1. The PISA reading assessment is comparable across years.
2. The OECD aggregate covers all OECD countries except Austria and the USA for reading and all OECD countries excluding the USA for
mathematics and sciences.
Source: OECD, PISA 2006, 2009, 2012 and 2015 databases.
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Figure 26. Schools and teachers have limited influence over resource
and curriculum management
Index of school autonomy?
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1. % of tasks for which the principal, the teachers or the school governing board have considerable responsibility, including allocating
resources to schools (appointing and dismissing teachers; determining teachers’ starting salaries and salary raises; and formulating
school budgets and allocating them within the school) and responsibility for the curriculum and instructional assessment within the
school (establishing student-assessment policies; choosing textbooks; and determining which courses are offered and the content of
those courses). Results based on school principals’ reports.

Source: OECD (2016), PISA 2015 Results (Volume II): Policies and Practices for Successful Schools and PISA 2015 database, Table 11.4.5.
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In tertiary education, both universities and technical education institutions would
also benefit from more autonomy in their governance and resource use. Current efforts to

connect tertiary institutions with regional employers can make it easier to adapt courses
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1. Active labour market programmes include all social expenditure (other than education) which is aimed at the improvement of the
beneficiaries’ prospect of finding gainful employment or to otherwise increase their earnings capacity. This category includes
spending on public employment services and administration, labour market training, special programmes for youth when in
transition from school to work, labour market programmes to provide or promote employment for unemployed and other persons
(excluding young and disabled persons) and special programmes for the disabled. Employment incentives consist of job rotation and
job sharing schemes as well as programmes making payments for a limited period only to facilitate the recruitment, or continuing
employment in the case of restructuring, of unemployed persons and other target groups into jobs where the majority of the labour
cost is covered by the employer. Other active measures consist of training, sheltered and supported employment and rehabilitation,
direct job creation and start-up incentives, excluding programmes related to public employment services. 2014 for Estonia and OECD

to the evolving needs of the labour market while ensuring the education system provides
strong horizontal skills. Institutions should be encouraged to merge, resuming earlier
consolidation efforts, and giving teaching programmes and institutions scale. Transparent
and well-designed financing mechanisms could encourage institutions to provide courses
that match students’ demands and employers’ needs, by for instance adapting elements of
the reformed Australian approach to university funding (OECD, 20171). Clearer information
about the quality and benefits of different courses and projected skill demand should
accompany these efforts (OECD, 2016b).

Active labour market programmes to support re-employment

Participation in active labour market programmes (ALMPs) is low (Figure 27), as
capacity, scope and resources are limited. Passive measures have absorbed most of the
limited funding for labour market programmes. Modest increases in spending and
involvement in ALMPs and skill developments can bring high returns and improve
jobseekers’ likelihood of finding work (OECD, 2015b).

Figure 27. Participation in active labour market programmes is limited
Participants in active labour market programmes, % of labour force, 2015?
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average. 2012 for Greece. Average of 2011 and 2013 for training in 2012 in Greece due to lack of data.
Source: OECD (2017), OECD Employment and Labour Market Statistics (database).
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Greece’s ALMPs are adapting to the diverse needs of different groups of job-seekers and
focusing on the long-term unemployed, but their capacity needs to expand. Funding for
expanded employability and job matching programmes can be reallocated from public works
and employment subsidy programmes, which tend to be less effective in contexts other than
immediate responses to a crisis than other interventions (Card et al., 2015; OECD, 2015Db).
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ALMP reforms should ensure that those out-of-work can access effective programmes. Such
programmes need to:

e Enhance employability; adults with work experience benefit from programmes that
strengthen practical skills; training courses are better integrating with local employers,
but their scale is still modest and needs expanding.

e Better match job seekers’ skills with employers’ needs; the public employment service is
being re-engineered to connect better with employers, and would benefit from capacity
dedicated to SMEs; new community service centres can improve access across the
country; new requirements that social benefit recipients who are able to work engage in
job search improves their likelihood of finding work; the Ministry of Labour and Social
Inclusion’s improved IT platforms can support this engagement.

e Bring youth into work; programmes that first ensure strong general skills, and then
provide practical sector-specific skills and experience, generate the best results; these
have been limited but are now a priority and successful programmes to improve youth
work-experience now being piloted (MoERRA, 2017b) should be expanded.

Past OECD recommendations on labour market programmes

Recommendations

Action taken since the previous Survey

Condition access to unemployment benefits on stricter obligations for
participation in training and employment service programmes. Extend
this principle to active job search as the economy improves.
Strengthen sanctions for non-compliance.

Bring forward to the extent possible the implementation of the
restructuring plan of the public employment service (OAED). Monitor
closely the post-programme outcomes (such as job characteristics
and earnings) of the activation programmes, and focus spending on
those that prove successful.

Consider over the longer term and the fiscal situation allowing,

Eligibility and job search requirements for unemployment benefits
were tightened for most cases, and extended to those in employment
disputes.

Guaranteed minimum income programme designed to include
obligatory engagement with labour market programmes among
recipients able to work..

Re-engineering of OAED is underway, including improved
communications with employers to identify skill needs, and improved
IT systems to allow staff to take a more active role in job matching.
Labour and social security IT systems now allow better tracking of
outcomes, but are yet to be used for performance assessments.

No action. National roll-out of SSI may support the unemployed.

increasing the duration of unemployment insurance benefits by
another year, but tapering the benefits over time. The net replacement
rate of unemployment insurance benefits could also be brought closer
to the international average.

Lowering poverty and protecting households

Jobs are the best antidote against poverty (Causa et al., 2016). The loss of jobs and wage
cuts through the crisis has led to a surge in poverty. Younger households without work and
with children have been most severely affected, while poverty rates have fallen among
retirees. Rising and more entrenched child poverty brings significant risks for long-term well-
being and opportunities. Recent reforms improved the sustainability and targeting of social
expenditure, but inequality and poverty after taxes and transfers remain high (Figure 28).

Consolidating and improving targeting of social protection

Greece’s social expenditure system is large and remains dominated by pensions
(Figure 29). Public social expenditure, at 27% of GDP in 2016 or nearly half of government
expenditure, is above the average of OECD and European countries (OECD, 2017j). A series of
reforms to delay retirement, reduce pension allowances, increase contributions, and lessen
inequalities between beneficiaries and across generations, have improved the sustainability
of the pension system. Merging agencies and funds have improved collections of
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Figure 28. Poverty remains high despite extensive redistribution through taxes and benefits
Poverty rate at 50% of median income, before and after taxes and transfers, 2015 or latest year®
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1. The poverty line refers to 50% of the median disposable income. Household income is adjusted for household size.
2. Poverty rate after taxes and before transfers for Hungary, Mexico and Turkey.
Source: OECD (2018), OECD Social and Welfare Statistics (database).
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Figure 29. Pensions dominate Greece’s social spending
Social protection expenditure by function of social protection, 2015 or latest year
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Note: Social protection encompasses interventions from public or private bodies intended to relieve households and individuals of the
burden of a defined set of risks or needs, provided that there is neither a simultaneous reciprocal nor an individual arrangement
involved. The eight main risks or needs are: old age, sickness/healthcare, survivors, disability, family/children, unemployment, housing,
and social exclusion not elsewhere classified (n.e.c). The category “family children and other allowances” includes social expenditure on
unemployment, housing and social exclusion n.e.c.

Source: Eurostat (2018), Social Protection Statistics (database).
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contributions. However, pension spending relative to GDP remains significant, reflecting the
deep fall in the latter. EU projections suggest that as the economy recovers and pension
reforms produce their full effect, pension spending will fall from 17% of GDP in 2017 to 13%
in 2020 and to 10.5% in 2070 (European Commission, forthcoming).
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Over the crisis, the structure of social spending and fragmentation of programmes
allowed poverty to rise among young families relative to retirees. The effectiveness of social
spending has been hampered by underfunding and splintered responsibility across
ministries and between levels of governments and weaknesses in administrative systems,
especially for in-kind benefits, creating gaps and overlaps in mandates and activities, and
raising administrative costs (OECD, 2013a; Stefan, 2015; World Bank, 2017). Means-tests were
applied to 5.4% of all social spending (including pensions) in 2015. Consolidation efforts and
introduction of comprehensive, targeted cash-benefit programmes backed by rebuilt
administrative systems are addressing these issues. The 2017 and 2018 reforms to
consolidate and strengthen family benefits and rationalise several other overlapping anti-
poverty programmes represent important progress in improving targeting. Supporting these
programmes are electronic payment systems, new IT platforms and administrative
processes, enhancing efficiency and equity of access for households in need. Families in
poorer regions are now being supported by an expanding school meal programme.

Disability support is the next priority for reform, as the existing system is small and
fragmented across at least 24 different programmes. These can be complicated to access and
offer levels of assistance that vary between municipalities (World Bank, 2017). The
government with World Bank support is preparing a roadmap to consolidate these
programmes and to better identify disabled individuals’ needs. Developing a coherent
administrative system will be central to these reforms. Existing housing benefits are
minimal despite the high rates of housing stress. These are planned to be replaced by a
means-tested allowance that complements the other new targeted cash benefits.

Other social protection programmes found in most OECD countries are still to be developed
in Greece. Unemployment benefits are weak, and reforms tightened eligibility criteria such that
only 12% of the unemployed receive benefits. The unemployed should be encouraged to
register, obtain support, and participate in active labour market programmes by making these
more accessible and unemployment benefits conditional on participation. Among the elderly,
improvements in welfare have been slower for survivors, due to the structure of pensions.
Further pension reforms should consider their needs. There are many other small, mostly
in-kind programmes which are often poorly targeted and expensive to administer that could be
consolidated and their funding reallocated to better targeted programmes.

Helping low-income households while encouraging labour force participation

The national roll-out of the Social Solidarity Income (SSI) in February 2017, with the
strengthened family benefits introduced in 2018, are important steps to better support the
poorest households. The safety net ensures that households can access a minimum
income, even if they are not supported by other social protection programmes. The SSI
transfers are modest, at EUR 200 per month for the first household member, EUR 100 for
the second and EUR 50 for children, and the eligibility thresholds are low. These amounts
reduce the severity of poverty, even if, like other OECD countries’ guaranteed minimum
income schemes, they are insufficient to lift a household above the poverty line (Figure 30 -
Panel A). Two service delivery pillars complement the income transfer. These seek to
improve households’ access to labour market programmes and to other social support
services. The government intends to link social benefits with participation in active labour
market programmes if beneficiaries are able to work. This will require greater capacity to
enforce such obligations. The strengthened family benefit’s eligibility thresholds are higher
than the SSI, and it provides households in the lowest income tier EUR 70 per month for
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Figure 30. The social solidarity income, family benefit and housing allowance reforms
support poor households’ incomes but also raise participation tax rates
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Note: Each bar indicates an additional policy reform that adds to the existing policies. “Baseline” reflects the full set of tax and benefit
policy rules at 1 July, 2016, excluding the Rent Allowance that concluded in February 2017. “SSI introduced” adds the Social Solidarity
Income scheme rolled out nationally in February 2017 to the baseline. “Family benefits & tax reforms” adds the strengthened family
benefit scheme introduced in 2018 and the reforms to personal income tax and social solidarity contribution rates legislated to be
introduced in 2020. In the simulations the family would not be liable for income tax. “Introduce Housing Allowance (Option B)” adds a
housing allowance scheme with the SSI's income definition and equivalence scale and eligibility threshold 4 times those of the SSI,
i.e., EUR 9 600 for a family of 2 adults and 2 dependent children, and provides a monthly allowance of EUR 50 for the first member, EUR 25
for the 2nd adult or 1st child, and EUR 12.50 for subsequent children. “Hypothetical: SSI 20%” adds a 20% increase in SSI allowances and
eligibility thresholds and in the Housing Allowance income eligibility thresholds, and an increase from 20% to 40% in the SSI labour
earnings disregard for determining SSI eligibility. The simulations apply the tax and benefit policy settings to a hypothetical family of two
unemployed adults with two dependent children. The participation tax rate is the percentage change in net income relative to the change
in the gross income when one adult shifts to permanent, full-time private sector employment at the minimum wage. Further details of
the simulations are presented in Chapter 2, Box 2.5 and Figures 2.32 and 2.33.
Source: OECD calculations based on the OECD tax-benefit model.
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the first and second children and EUR 140 for additional children, further reducing the

severity of poverty. Access and eligibility assessments for these programmes have been
improved relative to pre-existing programmes.
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OECD Tax-Benefit Model simulations demonstrate how the SSI and strengthened family
benefits, and a potential housing allowance, would reduce the risk of poverty for a family of
two unemployed adults with two children (Figure 30 - Panel A). By improving targeting, these
measures also increase the participation tax rate faced by beneficiaries as they start working
(Figure 30 - Panel B), although having different eligibility thresholds across different
allowance programmes can reduce the participation tax rate, as demonstrated by the family
benefit reforms relative to the SSI (Figure 30 - Panel B). Increasing the disregard of earned
income to 40% when assessing eligibility for the SSI would reduce the risk households being
trapped in dependency on these benefits. Increasing the earnings disregard would also have

limited fiscal cost (Table 8).

Past OECD recommendations on social protection

Recommendations

Action taken since the previous Survey

Make economic growth more inclusive by urgently adopting policies to reduce
poverty and inequality and boost employment in the short run.

Implement the guaranteed minimum income, and introduce a targeted school meal
programme and a housing assistance programme targeted at the poor.

Conclude the reform of the pension system including a review of special regimes
and introducing a basic pension in a fiscally sustainable way.

Introduce a well-targeted housing benefit.

Intensify controls on recipients of welfare benefits by increasing the frequency of
re-assessments, as envisaged, and by ensuring effective monitoring and timely
data.

Strengthen the management of social welfare benefits by exerting more central
control of earmarked grants to local authorities. Increase the accountability of local
governments for the allocation of social spending through a more rigorous auditing
system and by enhancing transparency with regard to the use of the grants.
Intensify controls on recipients of welfare benefits, especially of disability benefits,
by increasing the frequency of re-assessments, as envisaged, and by ensuring
effective monitoring and timely data.

Pension spending continues to be curtailed, with benefit and contribution rules
made more equitable. Social Solidarity Income (SSI) programme, transferring
funds to low income households and improving their access to other social
benefits, rolled out nationally in February 2017.

Guaranteed minimum income, SSI, rolled-out nationally in February 2017
following pilots and trials. Take-up has been rapid. Service delivery components
are being strengthened.

A school meal programme targeting poor regions was trailed in the 2016-17
school year, and is legislated to expand during the 2017-19 school years.

Various programmes to redesign housing assistance are being explored, to be
implemented from 2019 subject to macroeconomic conditions. A modest rent
relief targeted at very low income households expired at the end of 2016.
Pension reforms have progressed and continue as 2016 legislation is
progressively implemented, including the ongoing consolidation of programmes
and administration and adjustment of allowances rates. .

Reforms in 2016: Integrated all public main pension funds into one Single Agency
of Social Insurance (EFKA) and integrated all public supplementary pension and
lump sum benefit funds; introduced a common 20% contribution rate for old-age
pensions and 6.95% for health insurance; introduced a social solidarity allowance
of [euro] 360 for uninsured elderly persons; introduced a state-funded guaranteed
national pension equal to the annual poverty threshold for a single person for
20 years of contributions; established a contributory pension; introduced a rule for
increases in pension allowances linked with growth and inflation, to apply from
2022; decreased the upper ceiling for pensions; tightened eligibility rules for
survivors’ pensions; gradually phase-out the means-tested Social Solidarity
Allowance (EKAS). EFKA also has responsibility for collecting all social security
contributions and debt. Consolidating the debts should improve collection rates,
which rose to EUR 1 billion in 2017, and lead to uncollectible debt being written off.
May 2017 legislation introduced reforms to be implemented in January 2019: curtailing
early retirement and unifying benefit formula; rationalising current pensions; increasing
and harmonising contribution rates; and, retaining the guaranteed basic pension.
Tentative progress. A modest rent relief targeted at very low income households
expired at the end of 2016. A replacement, more generous programme is legislated
to be implemented from January 2019 subject to macroeconomic conditions, but
the programme design is still being determined.

Improvements to information systems and monitoring of labour income improve
the tracking of beneficiaries’ eligibility and receipts.

No changes to the practical assessments for eligibility of various disability
allowances, which are generally fragmented and vary across regions.
Municipalities are now required to hold all funds in a consolidated treasury
account. No action on auditing, or on broader consolidation of social protection
systems managed by municipalities with central systems.

Strengthened database systems across labour and social welfare ministries,
accompanied by broader push to electronic payments, improving ability to monitor
beneficiaries’ eligibility. Local one-stop service centres being established, to
improve contact with beneficiaries.
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Over time, as administrative capacity improves, the government should consider
introducing working tax credits as a way to reduce in-work poverty, encourage labour force
participation and formalise the shadow economy. Such systems already in place in some
OECD countries, such as the United States, the United Kingdom, France and the Netherlands,
have proved effective if targeted and designed well (OECD, 2005; Immervoll and Pearson,
2009). Increasing the earned income disregard applied to the SSI could be a step in this
direction.

Greening the economy

Greece’s per capita greenhouse gases emissions have declined for several years and
are now significantly below the OECD average. This is mostly due to the recession as CO,
intensity has remained broadly stable (Figure 31). Increased use of low-carbon energy has
also played a part. The share of final energy from renewable sources is 15%, close to the
EU28 average. Greece’s per capita levels of solar power (both for photovoltaic and solar
thermal) is among the top five in the world (REN21, 2017).

Average air pollution, measured in terms of particle pollution, is above the OECD
average, although pollution hotpots are somewhat less prominent than in the average
OECD country. Road traffic, heating and other human activities are the main source of air
pollution. Also, pollution from local biomass burning has increased despite declining fossil
fuel use (Emmanouil, et al., 2017).

Bathing water is among the best in the EU (EEA, 2017). Drinking water quality is generally
good, but some areas lack comprehensive sewage treatment. Landfill remains by far the most
common destination for waste and household waste production is rising, in contrast to many
countries. There is still much unregulated and illegal dumping of household waste. Greece’s
Waste Management Plan of 2012 foresaw the introduction of a landfill tax from 2014 but it is
unclear whether it has been implemented (EC, 2017a).

The EU Court of Justice has repeatedly fined Greece because of numerous unregulated
landfill sites and breaching the urban waste water treatment directives. The 2018 budget
allocates EUR 1 billion for unforeseen and urgent spending, including environmental fines
relating to landfill sites and sewage collection and treatment. Making all waste disposal
sites and urban waste treatment conform to EU regulations is urgent to lower local
pollution and avoid using scarce budget resources to pay fines.

Greece is one of the few countries where environment-related tax revenues have
increased relative to GDP over the last decade. However, revenue from taxes other than on
energy and motor vehicles remains negligible, as in most countries. The tax on diesel fuel
is less than half that on petrol. Also, Greece grants several excise tax and VAT reductions
for fossil fuels used in industrial and residential sectors. According to OECD’s data, Greece
is one of the OECD countries with the largest fossil fuel support measures (i.e. measures
encouraging the production and consumption of fossil fuels) as a share of government
spending and total taxes. Greece also provides support to the development of coal-fired
electricity plants, locking in carbon-intensive capital assets and increasing the risk of
stranded assets. Phasing out fossil-fuel support measures would accelerate the shift
towards renewable energy and facilitate the implementation of the new EU Emission
Trading System Directive and the Industrial Emissions Directive.
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Figure 31. Greece’s top green growth challenges are waste disposal and air pollution
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Improving the business environment to raise investment

Lowering product market regulation

Since the start of the crisis, cuts in barriers to entry, trade and investment and reduced
state control have made Greece’s product markets more open to competition. Between
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2008 and 2013 reduced barriers to trade and investment contributed most to improving
competitiveness by lowering the product market regulation (PMR) index (Figure 32).
A preliminary and conservative assessment of reforms implemented since 2013 suggests
that product market restrictions have eased further (Figure 32).

Figure 32. Product market regulation has eased but remains above most OECD countries
Index scale from 0 to 6, from least to most restrictive
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1. Preliminary calculations of the product market reforms since 2013.
Source: OECD (2017), Product Market Regulation Database and OECD calculations
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The drop in the PMR indicator might not reflect all the progress made since 2013 as the
PMR indicator covers mostly horizontal regulations while the product-market reforms
passed concern mostly sector specific regulations. Despite significant progress, Greece’s
business environment still lags other OECD countries as corroborated by the World Bank
Doing Business indicator (Figure 33). From 2010 Greece undertook an extensive legislative
reform to streamline regulation of regulated professions including easing entry. The reform
opened up to competition 75% of the 350 regulated professions in Greece. An assessment
of the reforms in 11 professions suggests they supported employment (Athanassiou et al.,
2015). As highlighted in previous Surveys (OECD, 2013b; OECD, 2016a), and as detailed in
Chapter 1, liberalisation of regulated professions could go further.

The OECD is working with Greece to boost product market competition. Between 2013
and 2016, the OECD conducted, in co-operation with the Hellenic Competition Commission
(HCCQ), three Competition Assessment Reviews that helped identify barriers to competition
in selected sectors and ways to improve the overall regulatory framework. The Reviews
covered 14 sectors, accounting for about 30% of GDP and 39% of employment, and made
773 recommendations (see Box 1.1 in Chapter 1).

Most of the recommendations of the three Competition Assessments have been
legislated. As at January 2018, only one of the 366 recommendations of the third Competition
Assessment had yet to be legislated (Figure 34). Progress was uneven across sectors: it was
faster in pharmaceuticals, manufacturing and wholesale trade, and took longer in media,
construction and e-commerce. Ownership of reforms has improved in some instances. On
e-commerce the Greek government has worked with the OECD and the European institutions
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Figure 33. Recent reforms have improved the business environment,
which however remains poor
Ease of doing business indicator, distance to frontier, from 0 (lowest performance) to 100 (best performance)
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1. Reference year of database. The 2018 database reports the data collection completed in June 2017.
Source: World Bank (2018), Doing Business 2018 (database).
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Figure 34. Implementation of OECD Competition Assessments’
recommendations has progressed
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Source: EC (2017), “The ESM Stability Support Programme: Greece, First & Second Reviews July 2017 Background Report”, Institutional Paper
064, November 2017. EC (2018), Compliance Report of ESM Stability Support Programme: Third Review, January 2018, European Commission, DG
ECFIN, available at www.esm.europa.eu/assistance/greece.
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to transform a set of e-commerce specific recommendations into a far-reaching review of
consumer protection legislation. This is expected to lead to the codification of the 1994 law
on consumer protection; the new code has already been drafted.

Full implementation of the legislated product market reforms, in the context of strong
domestic ownership, would be an important step to promote competition and strengthen
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incentives to invest. Reducing horizontal product market restrictions would help the
implementation of such reforms. One-stop shops now provide newly created companies
with electronic access to the tax authority’s online platform and automatically make the
founders’ details available to the social security agency (EFKA) to speed up the social
security registration process. Moreover, the 2016 investment law has allowed for the
registration of new companies remotely through the e-one-stop shop and simplified
licensing procedures. By the end of 2018 a more complete version of the electronic system
covering licensing procedures is expected to be in place. The new system is also expected
to make inspections more effective by, among other things, prioritising them based on risk
assessments and enabling the exchange of information among competent authorities. The
e-one-stop shop is expected to provide services for free during the first year of operation.
The government should make sure one-stop shops have the resources and capabilities to
perform their tasks effectively.

Also, reaping the full benefits of recent progress will require streamlining cumbersome
regulation and improving the public administration efficiency. The “silence is consent”
rule, whereby licences are automatically issued if the competent authority does not act
within the statutory period, could be expanded.

Greece attracts little foreign direct investment (FDI) despite lower FDI restrictions than
many OECD countries (Figure 35; Figure 36). Attracting more FDI hinges on improving the
business environment by lowering product market restrictions, improving the quality of
institutions and the efficiency of the public administration. The World Economic Forum (WEF,
2017) ranks Greece 130th out of 137 countries for the burden of government regulation, 112th
as regards FDI and technology transfer and 61st for the protection of intellectual property
rights in 2017.

Improving the business environment will enable to reap the full benefit of the 2016 law
establishing state aid schemes for private investment. This law introduces a range of
financial incentives covering tangible and intangible capital with the aim of attracting FDI
in addition to encouraging entrepreneurships, innovative SMEs and innovation clusters.
Incentives for major investment projects include a fixed corporate income tax rate for
12 years, tax exemption equal to 10% of eligible expenditure (capped at EUR 5 billion) and
fast track licencing procedures.

Improving the quality of regulation and fighting corruption

Greece has a well-developed framework to ensure the quality of regulation. The 2012
law on Better Regulation states basic principles for regulation, such as efficiency and
transparency. Draft regulations are published on a portal (www.opengov.gr). Public
consultations are usually informal but it is unclear how comments received are
considered. The law also requires an ex ante regulatory impact assessment (RIA) for every
legislative draft or amendment to existing regulations and an ex post impact assessment.
Ex post reviews of existing regulations have been used rarely (Figure 37). To address this, the
Ministry of Administrative Reconstruction is beginning an extensive evaluation of existing
legislation, with a view to curtail the large “stock” of regulations.

Major challenges, however, persist in fully implementing the law on Better Regulation
(OECD, 2015d). The Better Regulation Office (BRO) lacks budget and skills. RIA quality is
often poor due to the limited time to develop new drafts. Responsibilities for regulatory
policy are fragmented between the Ministry of Interior, the Ministry of Administrative
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Figure 35. Greece’s inward FDI stocks are low but have improved recently
FDI inward stocks
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Reconstruction, the General Secretariat of the Government (by means of the BRO), the
Ministry of Finance, and other bodies in individual ministries. The BRO oversees the quality
of RIAs but has no power to reject low-quality draft RIAs. To address these issues, the Greek
Government is currently preparing a study, in co-operation with the European Commission,
on the creation of a data analysis unit, which would provide quantitative analysis
underpinning ex ante and ex post assessment of business-related legislation.

The government should simplify the allocation of responsibilities among the different
agencies assessing the quality of regulation. Training civil servants on regulatory quality
would build the skills of staff at the BRO and other agencies and facilitate the implementation
of the Better Regulation framework. Creating internal networks of civil servants having
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Past OECD recommendations on product markets

Recommendations

Action taken since the previous Survey

Ease regulations in network industries and strengthen the capacity and
independence of regulatory agencies.

Swiftly implement the planned creation and privatisation of new competitors in the
electricity market. Further promote competition in the gas supply sector.

Fully operationalise the national single window for exports as foreseen by the
National Trade Facilitation Strategy.

Liberalise cabotage and eliminate discriminatory port charges to reduce times for
export.

Strengthen the Hellenic Competition Commission’s advocacy work by allocating
more resources to its work outside the area of law enforcement.

Reduce restrictions to competition in sectors such as manufacturing, construction
and wholesale.

Facilitate licensing by implementing a one-stop shop for operating a business and
reduce regulatory burdens by using regulatory impact assessments and policies
such as “one-in-two-out” more systematically.

Ease the remaining barriers to trade and investment that prevent Greece from
expanding its exports, such as limitation on foreign equity participation in maritime
services or airport regulations.

Fully implement the new export promotion action plan to promote exports and help
SMEs reach international markets.

Further reduce regulatory procedures and administrative burdens on start-ups to
enhance productivity and investment.

Plan an assessment of the recent Hellenic Competition Commission’s reform over
the next two-to-three years to assess whether HCC’s capacity for determining its
case priorities is working.

Easing of regulation to facilitate entry is in progress for the electricity and gas
sectors (see below); the train operator has been privatised; horizontal review of
independent agencies is ongoing which should lead to changes in primary and
secondary legislation.

The market share of the incumbent in the electricity sector for lignite-fired
generation sets to decrease to below 50% through disinvestment and increase of
auctions for electricity generation by the incumbent; in the gas market the
liberalisation process continues to be implemented; customers will be able to
choose their supplier from Jan 2018.

Not yet fully implemented; the upgrading of the “Agora” information portal into a
unified platform to help exporters link with foreign markets is facing delays; the
upgrading of helpdesk service is in progress; training programmes for exporters
started in March 2017; workshops have spread information about export
promotion activities and existing financial measures; new incentives and financial
tools in co-operation with EIB have been introduced to help SMEs to export;

Law 3872/2010 as amended by 4072/2012 eliminated cabotage for cruise ships.

Some progress. The HCC opened a call centre in November 2016, staffed by
competition law and economics experts.

Ongoing progress. 365 out of the 366 OECD Competition Assessment (Toolkit 3)
recommendations on reducing restrictions to competition were adopted up to
January 2018. Inconsistencies in regulations have been addressed.

One-stop shops for starting a business are operating and their mandate has been
expanded to tax- and insurance-related procedures, under law 4441/2016. Law
4442/2016 has simplified the licensing procedure and, by the end of 2018, most
non-financial sectors will fall under the simplified procedure, allowing businesses
to operate via electronic start-up notification. A new law was introduced in January
2018 to set common rules on inspections for all sectors of the economy. The
framework for regulatory impact assessments is in place, but the process is
complex and human resources are lacking.

No specific progress but 14 regional airports have been privatised and a terms of
reference for a general transport master plan has been approved (covering road,
railways, maritime, air and multi-modal, including logistics aspects) which will
form the basis for establishing a long-term strategy for the transport sector.
Ongoing progress. The upgrading of helpdesk services is in progress. The upgrading
of the “Agora” information portal into a unified platform to support exporters’ links
with foreign markets is facing difficulties related to co-operation between Greek
authorities. Training programmes for exporters started in March 2017.
Entrepreneurship guides have been prepared. Workshops have disseminated
information about export promotion activities and existing financial tools.

SMEs are financially supported through a range of options covering EU structural
funds, new investment incentives (set in the 2016 Investment Law) and financial
tools in co-operation with EIB i.e. Equifund.

Limited progress. Web platform “StartupGreece” established, to provide
information and networking for entrepreneurs.

Some progress. Classification System for the prioritisation of pending cases
upgraded by Directorate-General for Competition (GDD) at the HCC. Electronic
filing of cases established.

expertise on regulatory quality, as in the Netherlands and the United Kingdom (OECD, 2015d),
could be beneficial to spread knowledge and best practices.

The ongoing fight against corruption and bribery is a key element of public
administration reform and is paramount to improving the business environment. Across
countries effective control of corruption is positively associated with the capacity to innovate
and retain talented people (Figure 38). In 2015, the government established the General
Secretariat Against Corruption (GSAC) inside the Ministry of Justice, Transparency and
Human Rights, replacing national co-ordinator against corruption under the Prime Minister,
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Figure 36. FDI regulatory restrictions are low compared to other OECD countries
FDI regulatory restrictiveness index, scale from 0 (open) to 1 (closed)
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Note: The index reports statutory restrictions on foreign direct investment across the four main types of restrictions: foreign equity
limitations; discriminatory screening or approval mechanisms; restrictions on the employment of foreigners as key personnel; and, other
operational restrictions. The overall restrictiveness index is the average of sectoral scores.
Source: OECD (2017), OECD FDI Regulatory Restrictiveness Index Database.
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and it revised the National Anti-Corruption Action Plan (NACAP). It is receiving technical
assistance from the OECD to implement the NACAP (Box 1). Progress so far highlights the
importance of a whole-of-government and society-wide approach to advancing
anticorruption efforts and the NACAP. Specific strategies to fight fraud and corruption should
target high-risk policy fields and sectors, such as public procurement - including public works —
local governments, state aid and subsidies, and health and social welfare services. Ongoing
efforts should also focus on developing a robust corruption and fraud risk-management
system across public organisations, within a legal framework that is robust and stable.

Accelerating insolvency proceedings

Long and costly insolvency procedures trap capital and other resources in low
productivity firms. Evidence suggests that a nontrivial share of the collapse in aggregate
business investment in Greece is attributable to the survival of non-viable “zombie” firms
(i.e. firms having problems meeting their interest payments) (Adalet McGowan et al., 2017;
Figure 39).

Greece’s Bankruptcy Code governs the legal framework of insolvencies. Recent
changes to the insolvency framework, as detailed in Chapter 1, have aimed at accelerating
bankruptcies, enhancing pre-bankruptcy rehabilitation plans and facilitating the discharge
of entrepreneurs (i.e. second chance). In 2017 the Greek Parliament legislated to facilitate
out-of-court dispute resolution and speed up the settlement of debt of non-financial
corporations and professionals. It allowed a debt settlement agreement to be binding on all
creditors if it has been concluded between the debtor and creditors representing three-
fifths of all claims and two-fifths of secured claims and ratified by the court. The last
amendments on simplifying SME-related insolvency procedures were enacted in 2017.
Also, electronic auctions are finally underway and are expected to accelerate enforcement
procedures and to deter strategic defaulters.
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Figure 37. Regulatory governance can be improved, especially by extending
the use of ex post evaluations
Composite indicator, 2014
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C. Ex post evaluation for primary laws
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1. The vertical axis represents the total aggregate score across the four separate categories of the composite indicators. The maximum
score for each category is one, and the maximum aggregate score for the composite indicator is four.
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laws are initiated by the executive, except for Mexico and Korea where a higher share of primary laws are initiated by parliament or
congress (respectively 90.6% and 84%).

Source: OECD (2015), OECD Regulatory Policy Outlook 2015.
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Box 1. The National Anti-Corruption Action Plan and Greece-OECD
project on anti-corruption

The main objective of the Greece-OECD project on anti-corruption activities is to strengthen and empower
Greek authorities responsible for the implementation of the National Anti-Corruption Action Plan (NACAP).
The overall aim of the NACAP is to better integrate anti-corruption activities in the government’s reform
agenda and private sector business models, as well as raising public awareness of anti-corruption efforts. It
identifies key areas and detailed actions for reform.

The OECD’s technical assistance has 10 objectives, including: the modernisation of internal and external
audit mechanisms; development of specific anti-corruption approaches for high-risk policy areas;
strengthening the General Secretariat against Corruption; enhancing anti-corruption awareness across all
stakeholders; strengthening whistleblower protection in the public and private sectors; improving processing
of corruption complaints; improving integrity safeguards through enhanced Asset Declaration and Political
Financing systems; enhancing mutual legal assistance and asset recovery arrangements; empowering law
enforcement agencies; and promoting anti-corruption corporate compliance programmes.

Following the plan and its main objectives, the OECD is helping to improve internal audit across central
administration so as to enhance accountability and good governance. Activities on specific high-risk areas
cover health, tax and customs, public procurement, local government entities, defence procurement, and
public and private investments. The Ministry of Health has fully endorsed the OECD proposals and included
them in the Ministry’s action plan. Other activities with the Ministry of Education aim at developing
approaches to integrate anti-corruption related concepts within the education system.

Activities to enhance anti-corruption awareness across all stakeholders have involved highly visible
activities such as a nation-wide public opinion survey on corruption experiences, a public integrity hackathon
to identify innovative tools to foster transparency and integrity, the first Public Integrity Forum, which
attracted more than 400 participants, and a series of workshops to engage the private sector and law
enforcement.

Source: Report from the 3rd Steering Committee of the project “Technical Support on Anti-Corruption in Greece”, held on 13 July 2017.

OECD recommendations on public sector efficiency and government reforms

Recommendations

Action taken since the previous Survey

Adopt key structural reforms to boost growth and enhance administrative capacity
to improve overall reform implementation.

Speed up the modernisation of the public employment service.

Reduce delays and backload of cases in the judiciary by using more e-justice tools,
training judges, expanding out-of-court settlements, model cases and specialised
competition courts.

Increase reform ownership by quantifying and communicating the benefits of
reforms. Improve data collection and dissemination to better monitor
implementation and outcomes of structural reforms.

Build capacity to assess the impact of reforms and reinforce co-ordination across
line ministries.

Empower the General Secretariat responsible for steering the reforms within the
Prime Minister’s office, with adequate resources to arbitrate, co-ordinate and
supervise implementation of the reforms.

Public administration reforms have continued in different areas such as
introducing mobility of civil servants and performance evaluation system, and the
depoliticisation of secretary generals.

A law to introduce a mobility scheme of civil servants across the public
administration was approved in 2016 (Law 440/2016) and is being implemented.
A law to rationalise specialised wage grids following the methodology of the
unified wage grid has been approved. A new system has been introduced for the
selection of public sector managers based on clear job descriptions, recognition of
private sector experience and structured interviews. A performance evaluation
scheme is being implemented, and is planned to be digitalised in 2018.
Out-of-court settlements have been developed; priority is being given to develop
specialised judges rather than specialised courts.

The General Secretariat for Coordination has been established. Website
www.opengov.gr provides updated information on different government initiatives
including recruitment, almost all legislation and policy initiative by the government
but not quantification of reforms. Improved data collection through the labour and
social security IT systems is ongoing.

Individual ministries and agencies are quantifying the effects of specific reforms,
but not in a consistent or co-ordinated manner.

General Secretariat for Co-ordination is intended to fulfil this role.
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Figure 38. Control of corruption is positively associated with capacity
to innovate and retain talent
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1. The Global Innovation Index measures the innovation performance of 127 economies and comprises 81 indicators over a broad vision
of innovation, including political environment, education, infrastructure and business sophistication. It ranges from 0 to 100 (best
performance).

2. The Control of Corruption Index is a component of the Worldwide Governance Indicators. It reflects perceptions of the extent to which
public power is exercised for private gain, including both petty and grand forms of corruption, as well as “capture” of the state by elites
and private interests. The data is percentile rank among 127 countries, ranging from 0 to 100 (highest rank).

3. Refers to a component of the World Economic Forum Global Competitiveness Index, which ranges from 1 (not at all) to 7 (to a great
extent).

Source: World Bank (2017), Worldwide Governance Indicators (WGI); Cornell University, INSEAD and WIPO (2017), Global Innovation Index 2017;

and World Economic Forum (2017), Global Competitiveness Index 2017-2018.

StatLink Su=m http://dx.doi.org/10.1787/888933713878

Overall, these changes to the insolvency framework and out-of-court business dispute
resolution mechanism go in the right direction and Greece’s insolvency regime has
improved markedly since 2010 (Figure 40). Despite this progress however, recovery rates
remain low and insolvency proceedings slow compared to most OECD countries (Figure 41).

The government should ensure that approved reforms are effectively and timely
implemented. For instance, the first electronic auctions started in November 2017, though
the legislation and a pilot version of the platform was ready in mid-2017. The results of the
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Figure 39. Large shares of employment and capital are trapped in zombie firms
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B. The share of capital sunk in zombie firms
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Note: Zombie firms are defined as firms aged 10 years or older and with an interest coverage ratio less than 1 over three consecutive
years. Capital stock and employment refer to the share of total capital and labour that are in zombie firms. The sample excludes firms
that are larger than 100 times the 99th percentile of the size distribution in terms of capital stock or number of employees.
Source: Adalet McGowan, M., D. Andrews and V. Millot (2017), “Insolvency regimes, zombie firms and capital reallocation”, OECD Economics
Department Working Papers, No. 1399, OECD Publishing, Paris.
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first electronic auctions show they have the capacity to push strategic defaulters to repay
loans. The government should ensure electronic auctions proceed unimpeded. Besides, the
government should ensure sufficient well-trained insolvency professionals are available.
The first cohort of insolvency professionals became available in September 2017. Training
should cover not only insolvency laws and regulations but also finance and economics so
as that insolvency professionals can effectively and efficiently steer liquidation and
restructuring processes. The government also needs to make further progress on establishing
an insolvency registry, following international best practices.

The efficiency of the insolvency regime is intertwined with that of the judicial system.
This is especially important in Greece as the new insolvency framework passed in 2016
applies only to proceedings started after 22 December 2016, meaning that the previous
regime continues to apply to existing cases. Greece is among the countries with the
lengthiest trials and highest litigation rates (OECD, 2013b). The World Bank’s Doing Business
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Figure 40. Greece’s insolvency framework has improved
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Note: The indicator is a composite that aggregates 13 insolvency indicators across 4 dimensions: treatment of failed entrepreneurs;
prevention and streamlining; restructuring tools; and other factors. Calculations are based on the OECD questionnaire on insolvency
regimes which collected specific information (mostly in the form of Yes/No questions and numbers) about personal and corporate
insolvency regimes for 35 OECD member and 11 non-member countries.
Source: Adalet McGowan, M., D. Andrews and V. Millot (2017), “Insolvency regimes, zombie firms and capital reallocation”, OECD Economics
Department Working Papers, No. 1399, OECD Publishing, Paris.
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Figure 41. Insolvency proceedings in Greece are slow and the asset recovery rate is low
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Note: Time for creditors to recover their credit is recorded in calendar years and the period of time is measured from the company’s
default until the payment of some or all of the money owed to the bank. Potential delaying tactics by the parties, such as the filing of
dilatory appeals or requests for extension, are taken into consideration. The cost of the proceedings is recorded as a percentage of the
value of the debtor’s estate. The cost is calculated on the basis of questionnaire responses and includes court fees and government levies;
fees of insolvency administrators, auctioneers, assessors and lawyers; and all other fees and costs. The recovery rate is calculated based
on the time, cost and outcomes of insolvency proceedings and is recorded as cents on the dollar recovered by secured creditors. The
calculation takes into account whether the business emerges from the proceedings as a going concern or the assets are sold piecemeal.
The costs of the proceedings are deducted. The value lost as a result of the time the money remains tied up in insolvency proceedings is
also deducted. The recovery rate is the present value of the remaining proceeds.
1. Reference year of database. The 2018 database reports the data collection completed in June 2017.
Source: World Bank (2018), Doing Business 2018 (database).
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Figure 42. Enforcement of contracts is weak
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Note: The index reports the distance of each economy from the best performance observed on each of the indicators across all
economies.

1. Reference year of database. The 2018 database reports the data collection completed in June 2017.
Source: World Bank (2018), Doing Business 2018 (database).
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Indicator also suggests that enforcing contracts is difficult in Greece relative to OECD
countries (Figure 42).

The digitalisation of the justice system is an important and thus far underutilised tool
to improve the efficiency of Greece’s justice system. Across countries, the budget devoted
to digitalisation is associated with a shorter trial length (Palumbo et al., 2013). Finland’s
Insurance Court provides a successful example of applying case-flow management along
with an advanced time-frame alarm system enabled by digital technologies (Pekkanen
et al.,, 2015).
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ANNEX. PROGRESS IN STRUCTURAL REFORMS

Recommendations

Action taken since the previous Survey

Fiscal issues

Broaden the tax base and strengthen the tax administration by giving it more
autonomy and freeing its resources for audits and enforcement.

Ensure gross financing needs for public debt are sustainable by continuing to
credibly implement the ESM reform programme, and thus, if necessary, facilitate
reaching an agreement on additional measures with creditors, such as, for
example, extended grace and repayment periods

Undertake an expenditure review to create fiscal space for providing a
comprehensive social safety net and expanding active labour market policies.

Boost investment by frontloading the use of European structural funds, and better
exploit available public land through concessions to support logistics investment.

The new Independent Authority for Public Revenues started operating in Jan 2017.
Actions taken to spread the use of electronic payments include: requiring firms to
pay salaries electronically for the cost to be deductible from the corporate tax base;
requiring households to demonstrate minimum levels of purchases made by
electronic means to be eligible for family tax credits; a monthly lottery based on the
number of electronic transactions. Tax-free thresholds have been lowered. Further
adjustments have been legislated to be implemented in 2020.

In 2017, several social security agencies responsible also for collecting
contributions were merged into a new social security agency (Unified Social
Security Fund, EFKA). Also, the Centre for the Collection of Social Security Debt
(KEAO) became part of EFKA.

Progress on the ESM Stability Support Programme. Mid-2017 tranche approved.
Standby agreement approved in principle by the IMF.

Expenditure review completed in October 2017 and informed the 2018 budget
proposal. Dedicated unit established within the Ministry of Finance to conduct
regular spending assessments.

The public investment programme continues to rely heavily on the European
Structural Fund. The sale of 14 airports, agreed in 2015, was finalised in March
2017. Sale of the operating licence for the second largest port was agreed in April
2017. The train operator has been privatised. Structural funds have been allocated
to expanding the cadastre.

Approval of Law 4399/2016 (“Regulatory framework for the establishment of state
aid schemes for private investments for the regional and economic growth of the
country”) providing a wide range of tax incentives to boost private-sector
investment.

Financial stability policies

Continue improving the bankruptcy framework to speed-up resolution of non-
performing loans. Introduce effective incentives and performance targets for
banks to monitor their progress in reducing non-performing loans.

Introduction of NPL reduction targets. Out-of-court restructuring procedures
established. Licence regime for facilitating entry into the loan services industry
introduced and additional licences being issued. Procedures for SME bankruptcies
simplified and accelerated, expediting sales of movable and immovable property.
Electronic auctions commenced. Legal protection of bank and public sector
executives involved in write-offs of private debt.

Labour markets

Reform labour market institutions and review the minimum wage taking into
account fairness and efficiency considerations.
Simplify the labour code.

Collective dismissal processes and approvals have become more transparent.

No reforms made to minimum wage levels or setting processes.

No reforms made to broader processes for agreeing workplace condition.

Experts Group on Greek labour market institutions reviewed and submitted report
in September 2016.

Project to review and simplify labour code launched.

Education

Increase the supply of childcare services and encourage flexible work
arrangements.

Programme being developed for compulsory enrolment of 4 year old children in
ECEC, under the supervision of MOERRA.

Recipients of SSI, rolled out in February 2017, have prioritised access to childcare
places.

Labour market programmes

Condition access to unemployment benefits on stricter obligations for participation
in training and employment service programmes. Extend this principle to active job
search as the economy improves. Strengthen sanctions for non-compliance.

Bring forward to the extent possible the implementation of the restructuring plan
of the public employment service (OAED). Monitor closely the post-programme
outcomes (such as job characteristics and earnings) of the activation
programmes, and focus spending on those that prove successful.

Eligibility and job search requirements for unemployment benefits were tightened
for most cases, and extended to those in employment disputes.

Guaranteed minimum income programme designed to include obligatory
engagement with labour market programmes among recipients able to work..
Re-engineering of OAED is underway, including improved communications with
employers to identify skill needs, and improved IT systems to allow staff to take a
more active role in job matching.

Labour and social security IT systems now allow better tracking of outcomes, but
are yet to be used for performance assessments.
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Recommendations

Action taken since the previous Survey

Consider over the longer term and the fiscal situation allowing, increasing the
duration of unemployment insurance benefits by another year, but tapering the
benefits over time. The net replacement rate of unemployment insurance benefits
could also be brought closer to the international average.

No action. National roll-out of SSI may support the unemployed.

Social protection

Make economic growth more inclusive by urgently adopting policies to reduce
poverty and inequality and boost employment in the short run.

Implement the guaranteed minimum income, and introduce a targeted school meal
programme and a housing assistance programme targeted at the poor.

Conclude the reform of the pension system including a review of special regimes
and introducing a basic pension in a fiscally sustainable way.

Introduce a well-targeted housing benefit.

Intensify controls on recipients of welfare benefits by increasing the frequency of
re-assessments, as envisaged, and by ensuring effective monitoring and timely
data.

Strengthen the management of social welfare benefits by exerting more central
control of earmarked grants to local authorities. Increase the accountability of local
governments for the allocation of social spending through a more rigorous
auditing system and by enhancing transparency with regard to the use of the
grants.

Intensify controls on recipients of welfare benefits, especially of disability benefits,
by increasing the frequency of re-assessments, as envisaged, and by ensuring
effective monitoring and timely data.

Pension spending continues to be curtailed, with benefit and contribution rules
made more equitable. Social Solidarity Income (SSI) programme, transferring
funds to low income households and improving their access to other social
benefits, rolled out nationally in February 2017.

Guaranteed minimum income, SSI, rolled-out nationally in February 2017
following pilots and trials. Take-up has been rapid. Service delivery components
are being strengthened.

A school meal programme targeting poor regions was trailed in the 2016-17
school year, and is legislated to expand during the 2017-19 school years.

Various programmes to redesign housing assistance are being explored, to be
implemented from 2019 subject to macroeconomic conditions. A modest rent
relief targeted at very low income households expired at the end of 2016.
Pension reforms have progressed and continue as 2016 legislation is
progressively implemented, including the ongoing consolidation of programmes
and administration and adjustment of allowances rates. .

Reforms in 2016: Integrated all public main pension funds into one Single Agency
of Social Insurance (EFKA) and integrated all public supplementary pension and
lump sum benefit funds; introduced a common 20% contribution rate for old-age
pensions and 6.95% for health insurance; introduced a social solidarity allowance
of EUR 360 for uninsured elderly persons; introduced a state-funded guaranteed
national pension equal to the annual poverty threshold for a single person for
20 years of contributions; established a contributory pension; introduced a rule for
increases in pension allowances linked with growth and inflation, to apply from
2022; decreased the upper ceiling for pensions; tightened eligibility rules for
survivors’ pensions; gradually phase-out the means-tested Social Solidarity
Allowance (EKAS). EFKA also has responsibility for collecting all social security
contributions and debt. Consolidating the debts should improve collection rates,
which rose to EUR 1 billion in 2017, and lead to uncollectible debt being written off.
May 2017 legislation introduced reforms to be implemented in January 2019:
curtailing early retirement and unifying benefit formula; rationalising current
pensions; increasing and harmonising contribution rates; and, retaining the
guaranteed basic pension.

Tentative progress. A modest rent relief targeted at very low income households
expired at the end of 2016. A replacement, more generous programme is legislated
to be implemented from January 2019 subject to macroeconomic conditions, but
the programme design is still being determined.

Improvements to information systems and monitoring of labour income improve
the tracking of beneficiaries’ eligibility and receipts.

No changes to the practical assessments for eligibility of various disability
allowances, which are generally fragmented and vary across regions.
Municipalities are now required to hold all funds in a consolidated treasury
account. No action on auditing, or on broader consolidation of social protection
systems managed by municipalities with central systems.

Strengthened database systems across labour and social welfare ministries,
accompanied by broader push to electronic payments, improving ability to monitor
beneficiaries’ eligibility. Local one-stop service centres being established, to
improve contact with beneficiaries.

Product markets

Ease regulations in network industries and strengthen the capacity and
independence of regulatory agencies.

Easing of regulation to facilitate entry is in progress for the electricity and gas
sectors (see below); the train operator has been privatised; horizontal review of
independent agencies is ongoing which should lead to changes in primary and
secondary legislation.
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Recommendations

Action taken since the previous Survey

Swiftly implement the planned creation and privatisation of new competitors in the
electricity market. Further promote competition in the gas supply sector.

Fully operationalise the national single window for exports as foreseen by the
National Trade Facilitation Strategy.

Liberalise cabotage and eliminate discriminatory port charges to reduce times for
export.

Strengthen the Hellenic Competition Commission’s advocacy work by allocating
more resources to its work outside the area of law enforcement.

Reduce restrictions to competition in sectors such as manufacturing, construction
and wholesale.

Facilitate licensing by implementing a one-stop shop for operating a business and
reduce regulatory burdens by using regulatory impact assessments and policies
such as “one-in-two-out” more systematically.

Ease the remaining barriers to trade and investment that prevent Greece from
expanding its exports, such as limitation on foreign equity participation in maritime
services or airport regulations.

Fully implement the new export promotion action plan to promote exports and help
SMEs reach international markets.

Further reduce regulatory procedures and administrative burdens on start-ups to
enhance productivity and investment.

Plan an assessment of the recent Hellenic Competition Commission’s reform over
the next two-to-three years to assess whether HCC’s capacity for determining its
case priorities is working.

The market share of the incumbent in the electricity sector for lignite-fired
generation sets to decrease to below 50% through disinvestment and increase of
auctions for electricity generation by the incumbent; in the gas market the
liberalisation process continues to be implemented; customers will be able to
choose their supplier from Jan 2018.

Not yet fully implemented; the upgrading of the “Agora” information portal into a
unified platform to help exporters link with foreign markets is facing delays; the
upgrading of helpdesk service is in progress; training programmes for exporters
started in March 2017; workshops have spread information about export
promotion activities and existing financial measures; new incentives and financial
tools in co-operation with EIB have been introduced to help SMEs to export;

Law 3872/2010 as amended by 4072/2012 eliminated cabotage for cruise ships.

Some progress. The HCC opened a call centre in November 2016, staffed by
competition law and economics experts.

Ongoing progress. 365 out of the 366 OECD Competition Assessment (Toolkit 3)
recommendations on reducing restrictions to competition were adopted up to
January 2018. Inconsistencies in regulations have been addressed.

One-stop shops for starting a business are operating and their mandate has been
expanded to tax- and insurance-related procedures, under law 4441/2016. Law
4442/2016 has simplified the licensing procedure and, by the end of 2018, most
non-financial sectors will fall under the simplified procedure, allowing businesses
to operate via electronic start-up notification. A new law was introduced in January
2018 to set common rules on inspections for all sectors of the economy. The
framework for regulatory impact assessments is in place, but the process is
complex and human resources are lacking.

No specific progress but 14 regional airports have been privatised and a terms of
reference for a general transport master plan has been approved (covering road,
railways, maritime, air and multi-modal, including logistics aspects) which will
form the basis for establishing a long-term strategy for the transport sector.
Ongoing progress. The upgrading of helpdesk services is in progress. The upgrading
of the “Agora” information portal into a unified platform to support exporters’ links
with foreign markets is facing difficulties related to co-operation between Greek
authorities. Training programmes for exporters started in March 2017.
Entrepreneurship guides have been prepared. Workshops have disseminated
information about export promotion activities and existing financial tools.

SMEs are financially supported through a range of options covering EU structural
funds, new investment incentives (set in the 2016 Investment Law) and financial
tools in co-operation with EIB i.e. Equifund.

Limited progress. Web platform “StartupGreece” established, to provide
information and networking for entrepreneurs.

Some progress. Classification System for the prioritisation of pending cases
upgraded by Directorate-General for Competition (GDD) at the HCC. Electronic
filing of cases established.

Innovation

Enhance access to ICT networks and enable SMEs to engage in e-commerce to
allow small firms to participate in global trade.

Promote a venture capital system with important direct links to university research
and innovation to boost entrepreneurship.

No progress.

Access to venture capital is being developed in co-operation with external partners.

Public sector efficiency and government reforms

Adopt key structural reforms to boost growth and enhance administrative capacity
to improve overall reform implementation.

Speed up the modernisation of the public employment service.

Public administration reforms have continued in different areas such as
introducing mobility of civil servants and performance evaluation system, and the
depoliticisation of secretary generals.

A law to introduce a mobility scheme of civil servants across the public
administration was approved in 2016 (Law 440/2016) and is being implemented.
A law to rationalise specialised wage grids following the methodology of the
unified wage grid has been approved. A new system has been introduced for the
selection of public sector managers based on clear job descriptions, recognition of
private sector experience and structured interviews. A performance evaluation
scheme is being implemented, and is planned to be digitalised in 2018.
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Recommendations

Action taken since the previous Survey

Reduce delays and backload of cases in the judiciary by using more e-justice tools,
training judges, expanding out-of-court settlements, model cases and specialised
competition courts.

Increase reform ownership by quantifying and communicating the benefits of
reforms. Improve data collection and dissemination to better monitor
implementation and outcomes of structural reforms.

Build capacity to assess the impact of reforms and reinforce co-ordination across
line ministries.

Empower the General Secretariat responsible for steering the reforms within the
Prime Minister’s office, with adequate resources to arbitrate, co-ordinate and
supervise implementation of the reforms.

Out-of-court settlements have been developed; priority is being given to develop
specialised judges rather than specialised courts.

The General Secretariat for Coordination has been established. Website
www.opengov.gr provides updated information on different government initiatives
including recruitment, almost all legislation and policy initiative by the government
but not quantification of reforms. Improved data collection through the labour and
social security IT systems is ongoing.

Individual ministries and agencies are quantifying the effects of specific reforms,
but not in a consistent or co-ordinated manner.

General Secretariat for Co-ordination is intended to fulfil this role.

Improving spending effectiveness in health care

Target medical spending cuts. Further promote use of generics and cut excessive
hospital administration costs. The rule imposing the replacement of only one in
every five retiring civil servants should be relaxed in the case of nurses. If needed,
the negative budget consequence can be offset by imposing a more stringent
replacement rule for retiring doctors, given their high number.

To the extent fiscally sustainable, continue to extend measures to ensure health
care access for unprotected and vulnerable groups.

Centralised health care procurement system; combat excess spending; hospital
cost effectiveness and financial management; training of GP’s; Health Technology
Assessment Centre; workforce contact. To be implemented in January 2018.

Social solidarity income recipients are eligible for access to free healthcare and
pharmaceuticals.
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Chapter 1

Boosting investment

Aggregate investment has declined markedly over the crisis and has yet to recover.
Reviving domestic and foreign investment is crucial to supporting the economic
recovery, deepen Greece’s integration into global value chains and raising living
standards. This will hinge primarily on improving the business environment by
lifting barriers to product market competition and enhancing the quality of regulation.
Other key policies involve fully implementing the recent insolvency reforms, building
an innovation system, overcoming problems in the banking sector and enhancing the
quality of public investment through a long-term strategy.

Note by Turkey:

The information in this document with reference to “Cyprus” relates to the southern part of the Island.
There is no single authority representing both Turkish and Greek Cypriot people on the Island. Turkey
recognises the Turkish Republic of Northern Cyprus (TRNC). Until a lasting and equitable solution is
found within the context of the United Nations, Turkey shall preserve its position concerning the
“Cyprus issue”.

Note by all the European Union Member States of the OECD and the European Union:

The Republic of Cyprus is recognised by all members of the United Nations with the exception of Turkey.
The information in this document relates to the area under the effective control of the Government of
the Republic of Cyprus.
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The collapse in investment during the crisis has reduced Greece’s stock of productive
capital. The fall in the productive capital stock is one of the main factors, along with lower
total factor productivity (TFP), behind weak potential output growth. Potential GDP growth
started declining in the early 2000s, due to diminishing TFP and employment growth
(Figure 1.1 - Panel A). The collapse of investment in the wake of the crisis has been such that
the productive stock capital is now shrinking as the capital’s deprecation rate exceeds the
investment rate, dragging down potential GDP growth. Weak capital accumulation is also
holding back labour productivity growth, hurting living standards (Figure 1.1 - Panel B).

Figure 1.1. Low investment is dragging potential output and labour productivity growth
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Source: OECD (2018), OECD Economic Outlook: Statistics and Projections (database).
StatLink Sa=r http://dx.doi.org/10.1787/888933713973
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In Greece the fall in real investment was larger and more prolonged than in other euro
area countries. This large fall is attributable to both residential and non-residential
investment (Figure 1.2). In 2017 non-residential real investment was 35% below its 2003-07
average while residential real investment was about 90% below it. The marked drop in
residential investment reflects the disproportionate role it traditionally had in the Greek
economy. Though Greece did not experience a housing boom in the years immediately
preceding the crisis, residential investment (as a share of GDP) had been consistently higher
than in most OECD countries for several decades before the crisis. Housing investment
accounted for about half of total investment between 1995 and 2007, a much larger share
than in other EU countries. The deep rooted perception of housing as a safe asset and the
dearth of alternative investment opportunities in productive activities have contributed to
this phenomenon, curbing the growth of the productive capital stock and productivity.

Figure 1.2. Investment dropped more than elsewhere
A. Real investment!

e (GrEECE Ireland e |taly

= .. Portugal === eee=- Spain = - = Euro area?

— e — e _—— ==
g —— R,
——m - —

- T o’ o ——

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

B. Contributions to the change in real investment!
2017 % change to 2003-07 average

@ Residential ® Non-residential ATotal

-, mEEE

GRC PRT ITA ESP JPN FRA USA GBR DEU

1. Real gross fixed capital formation.
2. Includes Euro area countries that are OECD members.
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OECD ECONOMIC SURVEYS: GREECE © OECD 2018

81


http://dx.doi.org/10.1787/888933713992

1. BOOSTING INVESTMENT

Greece also lags in investment in knowledge-based capital (KBC) including software and
databases, new product development and organisational capital (Figure 1.3). In OECD
countries, KBC accounts for up to a third of labour productivity growth and in some countries
it has outpaced investment in physical capital (Andrews and Criscuolo, 2013; Corrado et al,,
2012; Roth and Thum, 2013). Investment in KBC components, such as business processes and
organisational capital, significantly contribute to productivity growth in many service
industries (Dabla-Noris et al., 2015). Also, for a given level of research and development (R&D)
expenditure, manufacturing companies investing heavily in software generate more patents
(Branstetter et al., 2015).

Figure 1.3. Business investment in fixed and knowledge-based capital (KBC) is low
% of business sectors’ gross valued added, 2013
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Note: KBC comprises computerised information, like software and databases; innovative property, including research and development
(R&D) and new product development in financial services (among other things); and economic competencies, including firms’ human
and structural resources such as firm-specific training, brand equity, and organisational capital.
Source: OECD (2015), OECD Science, Technology and Industry Scoreboard 2015: Innovation for growth and society.

StatLink =izr http://dx.doi.org/10.1787/888933714011

Greece faces several barriers to raise investment. A recent survey by the European
Investment Bank (EIB, 2017) reports that the high level of uncertainty, complex business
regulation and taxation, lack of finance and energy costs are the most significant obstacles
to raise corporate investment (Figure 1.4). Also, Greek firms report more often than
companies in other EU countries inadequate transport infrastructure as a significant
obstacle to investment.

Reviving domestic and foreign investment will require policy actions spanning
different areas. This chapter focuses on policies to enhance competition - by lowering
product market regulation and improving regulatory quality - to speed up the
reorganisation of struggling but still viable firms and the liquidation of those that are not
viable - by accelerating insolvency procedures and improving out-of-court mechanisms -
to climb the value chains - by boosting innovation and investment in KBC - and to restart
lending to firms - by overcoming problems in the banking sector. Finally, this chapter
focuses on ways to enhance public investment, especially the quality of infrastructure.
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Figure 1.4. Obstacles to investment reported by businesses are high
Share of firms reporting an obstacle to investment activities
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Note: Based on the EIB Investment Survey 2017 that covers 12 500 firms including the whole range from small SMEs with more than
5 employees to larger corporates across the EU 28.
Source: EIB (2017), The annual EIB Group Survey on Investment and Investment Finance (EIBIS).

StatLink S http://dx.doi.org/10.1787/888933714030

Easing product market regulation and enhancing regulatory quality

Encouraging competition by reducing regulatory barriers is key to strengthening
incentives to invest. Ample empirical evidence shows that market competition fosters
investment and productivity (Nickell, 1996; Blundell et al., 1999; Aghion et al., 2004). More
competition also strengthens incentives to innovate and adopt better management
practices, and invest in information and communication technologies (ICT) and knowledge-
based capital (KBC) (Fuentes Hutfilter et al., 2016). As underlined in the previous OECD survey
(OECD, 2016) and Arkolakis et al., (2015), product market reforms would also improve
external competitiveness and promote exports by lowering production costs without
requiring further downward wage adjustment.

Since the start of the crisis, cuts in barriers to entry, trade and investment and reduced
state control have made Greece’s product markets more open to competition (Figure 1.5).
Between 2008 and 2013 reduced barriers to trade and investment contributed most to
lessening product market regulations. A preliminary and conservative assessment of
reforms implemented since 2013 suggests that product market restrictions have eased
further. The drop in the PMR indicator might not fully reflect all of the progress made since
2013 as the PMR index covers mostly horizontal regulations while the product-market
reforms passed in Greece concern mostly sector-specific regulations. Despite this progress,
Greece’s business environment is among the least friendly among OECD countries. This is
corroborated by the World Bank Doing Business indicator.

Regulatory restrictions in the service sector can be especially damaging. In Greece the
service sector accounts for about 80% of GDP, above the OECD average (about 74%). Also,
services account for about 40% of Greece’s total exports in gross terms and more that 70%
in value added terms. Regulated professions accounted for about 30% of total private sector
employment in 2010. Close to 18% of all employees in Greece were working in jobs that
required a license, while about 13% of all employees were working in strictly regulated
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Figure 1.5. Product market regulation has eased but remains above most OECD countries
Index scale from O to 6, from least to most restrictive
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1. Preliminary calculations of the product market reforms since 2013.
Source: OECD (2017), Product Market Regulation Database and OECD calculations.
StatLink SazmM http://dx.doi.org/10.1787/888933713764

professions where regulations impose additional administrative licenses as well as entry
and conduct restrictions (Athanassiou et al., 2015).

Since 2010 Greece has undertaken an extensive legislative reform to streamline
regulation of and ease entry into a large number of regulated professions. The reform was
complex and implementation followed the recommendations of the national competition
commission (HCC) (OECD, 2013; Athanassiou et al., 2015). This resulted in opening up to
competition about 5% of the 350 regulated professions in Greece, through various measures
(e.g. increase in the allowed number of notaries and reduction in notary fees; elimination of
unfair restrictions for access to the engineering profession; relaxation of rules for the
establishment of new pharmacies).

An assessment of the reform of 11 regulated professions suggests it has had a positive
effect on employment. Without the reform, the crisis would have caused a larger fall in
employment in these regulated professions and the employment recovery would have
started later. The reform had no clear impact on prices and the quality of services provided
(Athanassiou et al., 2015).

As highlighted in previous Surveys (OECD, 2013b; OECD, 2016c), the liberalisation of
regulated professions could go further. The OECD Service Trade Restrictiveness (STRI) index,
which captures restrictions to international trade in services, shows that in Greece about half
of the 22 sectors considered have higher restrictions than the OECD average (Figure 1.6).
Relative to the OECD average, Greece performs especially well in telecommunications and
postal services. Legal, construction and maritime transport services are instead the three
sectors with the highest restrictions relative to the OECD average (Figure 1.6). For instance, in
legal services EU nationality is required to obtain a license to practice domestic law, only
licensed lawyers can own shares in law firms and board members and managers of law firms
must be licensed lawyers. In construction services, there are discriminatory measures
relating to public procurement processes against potential bidders - as only bidders registered
in countries signatories to the WTO Public Procurement Agreement can participate in public
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Figure 1.6. Service trade restrictions can be lowered further
OECD Services Trade Restrictiveness Index, scale from 0 to 1 (most restrictive), 2017
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Source: OECD (2018), “Service Trade Restrictions Index by services sector” in OECD Industry and Services Statistics (database).

StatLink SazmM http://dx.doi.org/10.1787/888933714049

tenders — and the State controls two major firms in this sector. In maritime transport services,
foreigners cannot own more than 49% of local maritime transport companies. Moreover,
majority ownership by Greek or EU nationals is a precondition for the registration of vessels
under the national flag. Also, certain technical agreements are exempt from competition law
while some services are reserved for specific entities at ports (OECD, 2016c). However, reforms
have eased restrictions in the cruise ship sector. Between 2012 and 2014, the cabotage for
cruise ships and the obligation for round trips were repealed.

The OECD is working with Greece to boost product market competition. Between 2013
and 2016, the OECD conducted, in co-operation with the Hellenic Competition Commission
(HCC), three Competition Assessment Reviews that helped identify barriers to competition in
selected sectors and ways to improve the overall regulatory framework (Box 1.1). The reviews
covered 14 sectors, accounting for about 30% of GDP corresponding to 39% of employment,
and they made 773 recommendations. The Hellenic Confederation of Enterprises estimates
that 485 (63%) were implemented by December 2016 (Figure 1.7). The second review of the
third ESM Stability Support Programme identified about 270 out of 356 reforms that should
have been adopted by July 2017 (European Commission, 2017). Overall, progress has been
uneven across sectors: it was larger in pharmaceuticals, manufacturing and wholesale trade;
more limited in media, construction and e-commerce. Ownership of reforms has improved
in some instances. On e-commerce the Greek government has worked with the OECD and
the European institutions to transform a set of e-commerce specific recommendations into
a far-reaching review of consumer protection legislation. This is expected to lead to the
codification of the 1994 law on consumer protection; the new code has already been drafted.

As at January 2017, most of the recommendations of the three Competition
Assessments have been legislated (Figure 1.7). Full implementation of these reforms, in the
context of strong domestic ownership, would be an additional step to promote competition
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Box 1.1. The OECD Competition Assessment Reviews for Greece

The OECD has developed the “Competition Assessment Toolkit” to conduct competition assessments and
improve regulatory impact assessment relating to competition issues. One of the main elements of the
Competition Assessments is a “Competition Checklist”, which asks a set of questions to identify laws and
regulations restricting competition.

In collaboration with the Hellenic Competition Commission (HCC) the OECD has conducted three
competition assessments:

® 2013: The Greek government asked the OECD to conduct an assessment of laws and regulations curbing
competition in the sectors of tourism, retail trade, food processing and construction materials. The review
used the OECD Competition Assessment Toolkit to structure the analysis and identify 555 problematic
regulations and 329 provisions where changes could be made to foster competition. The OECD has
estimated that implementing about 60 of these recommendations (those for which quantification was
possible) would generate benefits (in the form of lower prices, higher expenditure and turnover) of about
EUR 5 billion per year, or 2.5% of GDP.

® 2014: The second competition assessment review identified competition-distorting rules and regulations
in the following manufacturing sectors: beverages; textiles, clothing apparel and leather, machinery and
equipment, and coke and refined petroleum products. The review made 88 recommendations on specific
legal provisions taking into account EU legislation and relevant provisions in comparable countries,
notably EU member states.

@ 2016: The OECD carried out an independent policy assessment concerning 5 sectors: construction, media,
wholesale trade, e-commerce and manufacturing sub-sectors, namely pharmaceuticals, chemicals, rubber
products, paper and paper products, printing and reproduction of recorded media, which were not
examined in the earlier assessments. The review identified 577 potential restrictions to competition,
leading to 356 recommendations. Estimates suggest that the implementation of these recommendations
will have a positive impact on the Greek economy of around EUR 414 million.

Source: www.oecd.org/daf/competition/greece-competition-assessment-reviews.htm.

Figure 1.7. Implementation of OECD Competition Assessments’ recommendations has progressed
2013-17
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Note: The OECD’s Competition Assessments aim to help governments to eliminate barriers to competition by providing a method for
identifying unnecessary restraints on market activities and developing alternative, less restrictive measures that still achieve
government policy objectives.
Source: EC (2017), “The ESM Stability Support Programme: Greece, First & Second Reviews July 2017 Background Report”, Institutional Paper
064, November 2017; EC (2018), Compliance Report of ESM Stability Support Programme: Third Review January 2018, European Commission, DG
ECFIN, available at www.esm.europa.eu/assistance/greece.

StatLink Susm http://dx.doi.org/10.1787/888933713802
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and strengthen incentives to invest. Reducing horizontal product market restrictions would
also help. Greece is gradually moving in this direction as for instance the the role of one-stop
shops is being expanded. This is welcome and international experience suggests one-stop
shops can be effective tool to improve firms’ performance by simplifying administrative
procedures (e.g. McLinden, 2013).

In Greece, one-stop shops now provide newly founded companies with electronic access
to the tax authority’s online platform and automatically make the founders’ details available
to the social security agency (EFKA) to speed up the social security registration process. The
2016 investment licencing law has introduced the registration of new companies remotely
through the e-one-stop shop and simplified licensing procedures, replacing ex ante licensing
with simple notification. The electronic system for establishing new companies and
licensing has been operational since June 2017 - covering selected sectors including
beverage, coffee-shops, restaurants, bars, hairdressers, theatres and cinemas, logistics,
mines and quarries and hotels. In January 2018 a new law set common rules for inspections
in all sectors of the economy. By the end of 2018 a more complete version of the electronic
system covering the licensing procedure is expected to be in place. The new system will also
cover inspections and will allow for, among other things, the prioritisation of inspections
based on risk assessments, the exchange of information among competent authorities and
the creation of integrated and unique business profiles with inspections’ histories and
results. The e-one-stop shop services are expected to be provided free of charge during the
first year of operation. The government should ensure one-stop shops have the resources
and capabilities to perform their recently expanded tasks effectively.

To produce the expected benefits, the reforms concerning product markets and one-stop
shops need to be complemented with others aiming at streamlining cumbersome regulation
and improving the efficiency of the public administration. The “silence is consent” rule,
whereby licences are automatically issued if the competent authority does not act within the
statutory period, could also be expanded further.

As reported in the 2016 OECD Economic Survey, recent changes in competition policy
and the Hellenic Competition Commission (HCC) have brought the legal framework closer to
OECD best practices. The HCC has continued to show dedication and commitment to
competitive markets by vigorously enforcing competition laws, despite severe resource
constraints. In 2015, the HCC imposed the highest fine ever in Greece on a single undertaking
(EUR 31.5 million) for abuse of dominance in the beer market. In 2016, it imposed fines for
about EUR 11.5 million in high profile cases, which were upheld by courts. In 2016, a cartel
settlement procedure was introduced in Greece, allowing the HCC to speed up decision
making and free resources for other cases. This procedure has been applied in two cases in
2016, one of which (a cartel investigation in the construction sector) was the largest yet
pursued by the HCC. The HCC’s record also includes the imposition of procedural fines for
submission of misleading data that obstructed investigations.

However, the lack of resources is hampering the work of the HCC. The budget of the HCC
is financed through a levy on limited liability companies. Because of the lasting crisis, its
budget has declined considerably, from EUR 9.7 million in 2011, to EUR 7.7 million in 2015 and
EUR 5.4 million in 2017. Also, the HCC has to turn over 80% of its yearly saving to the central
government. The tight budget constrains HCC’s ability to perform its functions and carry out
investigations. Moreover, scarce resources have weakened advocacy activities as law
enforcement is understandably given priority. The 2015 ESM Stability Support Programme
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envisaged an increase of the HCC’s advocacy unit by twelve additional posts. However,
between 2014 and 2016, the staff of the HCC (excluding administrative support and IT experts)
declined from 64 to 57 people (due to secondments to other parts of the public sector).

As the economic and fiscal situation improves, the government should make sure the
HCC has the financial and human resources commensurate to its responsibilities. Eliminating
the rule allowing the central government to claw-back 80% of the HCC’s yearly savings would
go in the right direction. Going forward Greek authorities could perform competition
assessments regularly (such as for new legislation) so as to raise the profile and importance of
competition issues in public and political debates and maintain the reform momentum.

Boosting foreign direct investment and integration in global value chains

Given the low level of savings, foreign direct investment (FDI) can play an important role
in reviving investment in Greece. Also, FDI generates benefits that go well beyond the direct
additional investment it engenders:

e With the right conditions, FDI can beget, technology spillovers and productivity gains to the
host country (e.g. Iordanoglou and Matsaganis, 2017; OECD, 2015a; OECD 2010c, Lee, 2005).

e FDI can contribute to the export performance of the host country as foreign affiliates tend
to be more export-oriented than domestic companies (e.g. Kneller and Pisu, 2004; OECD,
2000; Ahn et al., 2004).

e Finally, FDIis a building block of global value chains (GVCs). GVCs co-ordinated by multinational
enterprises account for 80% of global trade (OECD, WTO and UNCTAD, 2013). Across countries
integration in GVCs is positively associated with skills development and productivity growth
(OECD (2017g). GVCs enable domestic firms to access world markets through MNEs’ supply
chains. The size of manufacturing as a share of GDP is positively associated with integration in
GVCs, especially through backward engagement (i.e. imports of inputs used to produce final
goods or intermediates to be exported) (OECD, WTO & UNCTAD, 2013).

In Greece, foreign direct investment and integration in GVCs are low. Greece attracts little
FDI and is poorly integrated in GVCs, thus missing out on the benefits from participating in
international markets. The FDI stock started to increase in 2015 (Figure 1.8 — Panel B) but it
remains low. In 2016, the Greek inward FDI stock was 15% of GDP, much lower than the OECD
average and in other small open economies, such as Slovenia, Spain, Portugal (Figure 1.8 -
Panel A). The low level of FDI stock predates the financial crisis, indicating structural obstacles
to attracting FDI. Though improving, the degree of integration in GVCs is also lower than in
peer countries (Figure 1.9). This is true especially for the share of domestic value added
embodied in foreign final demand (i.e. the exports of value added) (Figure 1.9 — Panel A).

The poor business environment hinders FDI and integration in global value chains

Overall, FDI regulatory restrictions are low compared to other OECD countries. Greece
ranks 12th among 35 OECD countries on the OECD’s FDI Restrictiveness Index (Figure 1.10).
Between 2006 and 2016, Greece lowered FDI restrictions, though most progress took place
before 2011. The most significant remaining restrictions concern foreign equity (for mining,
quarrying and oil extraction), and screening and approval mechanisms (for fisheries, air and
maritime transport, radio and TV broadcasting, accounting and audit, media, tertiary
education and business services).

Attracting more FDI then hinges on improving the business environment by lowering
product market restrictions, improving the quality of infrastructure and institutions as well as
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Figure 1.8. Greece’s inward FDI stocks are low but have improved recently
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the efficiency of the public administration. These are also some of the main policy
determinants of integration in GVCs (OECD, WTO and UNCTAD, 2013). As highlighted above,
the business environment can be improved by lowering PMR restrictions. Also, according to
the 2017-2018 Global Competitiveness Report Greece ranks 130th out of 137 countries on the
burden of government regulation, 112th as regards to FDI and technology transfer and 61st on
the protection of intellectual property rights (WEF, 2017b). Iordanoglou and Matsaganis (2017)
underline the role of bureaucratic obstacles and hostile attitude against foreign investment at
all levels of government in Greece as a factor holding back FDI. Acting on all these factors will
improve Greece’s attractiveness as FDI destination.

The ongoing privatisation programme presents an opportunity to attract FDI in key
sectors such as transport, energy and tourism. Some positive results are already apparent
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Figure 1.9. There is ample scope to deepen participation in global value chains
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Figure 1.10. FDI regulatory restrictions are low compared to other OECD countries
FDI regulatory restrictiveness index, scale from 0 (open) to 1 (closed)
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from the privatisation of the Piraeus and Thessaloniki ports. The privatisation of the
Piraeus port may increase GDP by 0.8% by 2025 and could contribute to long-term reduction
of public debt by 2.3 percentage points of GDP (IOBE, 2016). Also, construction works and
the operation of the port may create more than 31 000 new jobs overall.

Attracting FDI in sectors having a relative comparative advantage (RCA) would be
especially beneficial for Greece. Empirical research suggests that FDI offers the potential of
raising the quality of exports thereby enhancing RCA (Harding and Javorcik, 2012). Policies
aiming at attracting FDI to sectors with a comparative advantage could then accelerate GVCs
integration. Box 1.2 shows that Greece has a comparative advantage in the food sector,
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Box 1.2. Identifying sectors with comparative advantage in the Greek economy

As an indicator of sectoral competitiveness, the revealed comparative advantage (RCA) or Balassa Index
(Balassa, 1965) is used. It is calculated for fourteen commodities exported from Greece to the rest of the
world using the following formula:

e e
Iy Ty

Where Xj; is the value of country’s j exports of commodity i. The numerator calculates the share of

exports of a specific commodity over total exports for Greece. The denominator calculates the share of

exports of a specific commodity over total world exports.

An RCA index value larger than one means that the value of the specific commodity exports as a share of
the country’s total exports is larger than the corresponding ratio for the rest of the world. Based on the
historical values of RCA index, commodities can be grouped in three categories: 1) Products and services on
which Greece has historically had a comparative advantage and RCA indices constantly well above 1;
2) Commodities with RCA indices around 1, i.e. products which Greece has been exporting with a slight
comparative advantage; 3) Commodities with very small shares in Greece’s exports compared to the rest of
the world, and RCA indices constantly below 1. The chart below shows the 2006-07 and 2014-15 average
value of RCA of Greek industries (Figure 1.11).

Figure 1.11. Revealed comparative advantage in Greece
A higher value of the index indicates a greater comparative advantage
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agricultural products, fuels, minerals and pharmaceuticals. Policies to attract FDI in these
sectors could entail for instance incentives to participate in international fairs and fast track
approval process.

Recent legislation to attract FDI and promote strategic investment more broadly
includes the 2010 law “Acceleration and Transparency of Implementation of Strategic
Investments” (Fast Track Law) and the 2013 law “Creation of a Development Friendly
Environment for Strategic and Private Investments”. These aim at simplifying licensing
procedures and providing limited tax incentives. Enterprise Greece is the agency within the
Ministry of Economic and Development with responsibilities over assessing project
proposals and granting them fast track status if they meet certain criteria.

More recently, the 2016 law establishing state aid schemes for private investments
introduced a range of financial incentives covering tangible and intangible capital with the
aim of attracting FDI in addition to encouraging entrepreneurship, innovative SMEs and
innovation clusters. Incentives for major investment projects include a fixed corporate
income tax rate for 12 years, tax exemption equal to 10% of eligible expenditure (capped at
EUR 5 billion) and fast-track licensing procedures.

Integrating Greek SMEs in global value chains

The Greek economy is largely based on SMEs and micro enterprises. Helping these firms
to integrate into global value chains (GVCs) would require addressing financing constraints
and ensuring they can meet the required international quality standards, such as ISO 9000
series, as well as adopt responsible business conduct (OECD, WTO and UNCTAD, 2013; OECD
and World Bank, 2015). However, compliance with international quality standards and
technical regulations can also increase cost significantly for SMEs. The problem is aggravated
when these firms have to adhere to an increasing number of private standards set by
customers (OECD, 2008).

Policies have an important role to play to support certification and compliance with
standards by SMEs through for instance building national platforms to increase awareness of
international certification, sharing experiences and best practices, and facilitating matching
between potential partners. For instance, in Mexico some first-tier suppliers of Volkswagen
have helped second-tier suppliers to improve quality - by aiding them to gain quality
certification specific to the automotive sector based on ISO 9001 - so as to enter or remain in
Volkswagen GVCs. Mexico’s National Network of Productive Associations promotes
horizontal and vertical links between SMEs, governments, institutions and intermediate
organisations. Also, initiatives such as group certification for SMEs in geographical regions
might be useful, if trust could be built in effective control mechanisms (OECD, 2008).

In Greece, recent initiatives to help SMEs to grow and integrate in GVCs have focused
on easing financial constraints through national and European programmes. For instance,
the recently established EquiFund will invest in private-sector venture capital and private
equity funds across Europe focusing on Greek companies with the aim of supporting
technology transfer funds and unlocking equity investment in Greece.

Streamlining insolvency procedures and strengthening contract enforcement

Investment and entrepreneurship heavily rely on the ability of capital to freely and
quickly move between profitable market opportunities. The role of insolvency frameworks
becomes crucial in restructuring companies that are still viable and liquidating those that
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are not. An efficient insolvency regime should deliver the largest recovery rate for creditors
with the least direct loss in the value of the insolvent firm as a going concern. If creditors
are not protected or allowed to participate in insolvency proceedings, they will have less
incentive to lend in the future. That leads to a less developed credit market and lower
investment (Claessens and Klapper, 2002).

Long and costly insolvency procedures trap capital and other resources in low
productivity firms, reducing allocative efficiency and depressing domestic investment.
Evidence suggests that a nontrivial share of the collapse in aggregate business investment in
Greece is attributable to the survival of firms having persistent problems meeting interest
payments, the so-called zombie firms (Adalet McGowan et al., 2017). As of 2013, Greece had
the highest share of capital and employment trapped in zombie firms. This was true also in
2003, suggesting persistent problems in restructuring insolvent firms or making them exit
the market (Figure 1.12). A high share of capital and employment trapped in zombie firms

Figure 1.12. Large shares of employment and capital are trapped in zombie firms
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Note: Zombie firms are defined as firms aged 10 years or older and with an interest coverage ratio less than 1 over three consecutive
years. Capital stock and employment refer to the share of total capital and labour that are in zombie firms. The sample excludes firms
that are larger than 100 times the 99th percentile of the size distribution in terms of capital stock or number of employees.
Source: Adalet McGowan, M., D. Andrews and V. Millot (2017), “Insolvency regimes, zombie firms and capital reallocation”, OECD Economics
Department Working Papers, No. 1399, OECD Publishing, Paris.
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signals high resource misallocation, lowering productivity. Moreover, it weakens incentives
for non-zombie firms and financial institutions to invest and innovate (congestion effect),
while also raising the cost of capital and labour through their artificial scarcity. Empirical
evidence from OECD countries indicate that reducing barriers to corporate restructuring can
contribute to significantly reduce the share of capital sunk in zombie firms (Adalet McGowan
et al., 2017), thus directly reducing resource misallocation and increasing productivity. Such
reforms can also raise investment by non-zombie firms through reducing congestion.

The market congestion generated by zombie firms can also create barriers to entry,
thus lowering investment from potential market entrants. Simulations suggest that
lowering the share of capital trapped in Greek zombie firms from nearly 30% to 5% would
increase investment for a typical non-zombie Greek firm by nearly 5%. According to Adalet
McGowan et al. (2017), Greece could benefit more than any other country analysed in the
sample from insolvency reforms.

Greece’s Bankruptcy Code governs the legal framework of insolvencies (Table 1.1).
Currently there are four types of insolvencies: pre-bankruptcy rehabilitation; bankruptcy-
liquidation; bankruptcy-reorganization; special administration (fast track liquidation; if the
procedure does not succeed within 12 months, a standard bankruptcy procedure follows).
Numerous changes to the insolvency framework during the crisis have aimed at accelerating
bankruptcies, enhancing pre-bankruptcy rehabilitation and plans as well as facilitating the
discharge of entrepreneurs (i.e. so-called “second chance”) (Table 1.1; Box 1.3). These
changes are consistent with the 2016 EU directive on Preventive Restructuring, Second
Chance and Efficiency Measures and the 2014 EC recommendation on A New Approach to
Business Failure and Insolvency.

Table 1.1. Main elements of Greece’s insolvency framework

Law 3588/2007 Bankruptcy Code (BC) regulates rehabilitation (pre-bankruptcy), liquidation and re-organisation proceedings; amended
several times during the crisis;

Law 3858/2010 Cross-border insolvency proceeding (consistent with EU regulation);

Law 3869/2010 Protection of over-indebted households (or individuals)” (i.e., those that do not fall under the scope of the BC).

Law 4307/2014 Special administration procedure; this is a fast-track liquidation procedure aiming at facilitating the sale of the debtor’s
business as a going concern, or the sale of individual functional group of assets or individual assets; if the procedure does
succeed within 12 months, a standard bankruptcy procedure follows.

Law 4354/2015 Legal framework for handling the sale and management of non-performing loans.

Law 4336/2015 Amends the BC by streamlining the pre-bankruptcy rehabilitation procedures and introduces an early warning system
allowing debtors facing the likelihood of insolvency to apply for an early stage pre-bankruptcy rehabilitation process; it also
raises the requirements of insolvency administrators by introducing the licensed profession of insolvency professionals.

Law 4446/2016 Extensive modification of the BC to speed up insolvencies through accelerating and simplifying bankruptcy procedures,
introduction of “second chance” mechanism, enhancement of pre-bankruptcy rescue mechanisms.

Law 4472/2017 Simplified procedures for bankruptcies of small enterprises; it expedites sales of movable and immovable property of
bankrupt companies and faster termination of bankruptcies.

Source: OECD compilation.

Also, in 2017 the Greek Parliament passed a law to facilitate out-of-court dispute
resolutions and accelerate the settlement of debt of non-financial corporations and
professionals. The new law is debtor friendly and is initiated by the debtor by submitting a
proposal for settling her/his debts. Enterprises cannot apply for this mechanism when a
single creditor accounts for at least 85% of the total claims. The debt settlement agreement
needs to be ratified by the court. If the court decides not to ratify the out-of-court agreement,
the agreement is no longer valid and initial claims are restored. Also, electronic auctions
finally started in November 2017 and are expected to take-over from physical auctions by

94 OECD ECONOMIC SURVEYS: GREECE © OECD 2018



1. BOOSTING INVESTMENT

Box 1.3. Main recent changes in Greece’s insolvency framework

In the last three years, especially through Law 4336/2015 and Law 4446/2016, Greece insolvency framework
has undergone substantial changes. These can be grouped in three main areas:

1. Speeding up bankruptcies by :

e Limiting the role of courts in insolvency proceedings by transferring many of their duties to insolvency
professionals (a newly established licensed profession);

@ Abolishing the creditors’ committee as this has proven to hinder rather than facilitate insolvencies
(e.g. in the previous regime the creditor committee could successfully oppose any settlement reached
by the insolvency administrator with debtors);

® More flexible procedures in case of “small” bankruptcies (estate less than EUR 100 00);

e Shortening of certain deadlines (e.g. convocation of the creditors’ meeting; delayed submission of a
creditor’s claim; submission of the reorganisation plan and its acceptance);

@ Cancelling the court pre-judgement of the reorganisation plan (in the previous regime, the court had to
examine the reorganisation plan before creditors voted on it and could in certain cases dismiss the plan).

2. Enhancing pre-bankruptcy rehabilitation plans by:

@ Consolidating three different pre-bankruptcy rehabilitation plans into the pre-pack rehabilitation plan;
this is similar to the pre-pack arrangements already present in the United Kingdom and United States;
rehabilitation procedures can start only if a pre-agreed rehabilitation is in place so as to avoid courts
being overloaded with plans aiming only at strategically delaying bankruptcy and unlikely to succeed,;
the debtor and creditors (representing 60% of total claims, including 40% of secured claims) must agree
on the rehabilitation plan, which needs be ratified by the court; ratification binds all creditors even those
that have dissented or did not participate;

e Introducing creditor-driven rehabilitation; creditors (representing 60% of total claims, including 40% of
secured claims) can agree on a rehabilitation plan without the participation of the debtor and submit
the plan to the court for ratification, provided that the debtor is unable to meet overdue financial
obligations in a general and permanent way (i.e. cessation of payments); the opposition of the debtor
does not preclude the ratification of the plan as the court will base its decision mainly on the opinion
of the financial expert accompanying the plan;

e Introducing new procedures to deal with non-co-operating shareholders;

3. Facilitating the discharge of entrepreneurs (“second chance”) by:

e Shortening the period from 10 to two years, starting from the start of bankruptcy proceedings, after
which the entrepreneur can be fully discharged from any of the creditors’ claims that have not been fully
satisfied; the entrepreneur is discharged any time after bankruptcy ends; entrepreneurs have the right
to this discharge only once.

Source: Karatzas, C.M., V. Salaka and A.S. Tsatsi (2017), “Insolvency Proceedings in Greece after Recent Reforms”, Emerging Markets
Restructuring Journal, Vol. 3; “Insolvency and Directors’ duties in Greece: Overview”, available at www.ukpracticalw.thomsonreuters.com*
accessed in August 2017; “Restructuring & Insolvency in Greece” available at wwuw.lexology.com accessed on August 2017.

mid-February 2018 (EC, 2017; EC, 2018). An unimpeded flow of electronic auctions will
accelerate enforcement procedures and support a thriving secondary market for distressed
assets.

Overall, these changes to the insolvency framework and out-of-court business dispute
resolution mechanism go in the right direction. The cross-country OECD policy indicator of
insolvency regimes (Box 1.4) shows a marked improvement in Greece from 2010 to 2016 to
below the OECD average (Figure 1.14). Greece is the country that along with Chile, Germany,
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Box 1.4. The OECD questionnaire on insolvency regimes

In April 2016, a questionnaire aimed at collecting specific information about personal
and corporate insolvency regimes was circulated to 35 OECD member and 11 non-member
countries.

The questionnaire was designed to capture 13 key features of insolvency regimes
(Figure 1.13). In order to get a better understanding of reforms over time, countries were
also asked to indicate the state of play with respect to the different features of insolvency
regimes at five year intervals since 1995 (i.e. 1995, 2000, 2005, 2010 and 2016), but the final
responses only allowed the construction of indicators for 2010 and 2016.

Figure 1.13. Components of the OECD insolvency index
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Source: Adelet McGowan, M., D. Andrews and V. Millot et al. (2017), "Insolvency Regimes, Zombie Firms and
Capital Reallocation”, OECD Economics Department Working Paper, No. 1399, OECD Publishing, Paris; Adalet McGowan, M.
and D. Andrews (2016)” Insolvency Regimes And Productivity Growth: A Framework For Analysis”, OECD
Economics Department Working Paper, No. 1309, OECD Publishing, Paris.

Japan, Portugal and Slovenia made the largest progress on insolvency procedures. The sub-
components of the index show progress in all of the three areas covered by the index:
personal costs to failed entrepreneurs, lack of prevention and streamlining and barriers to
restructuring (Figure 1.15). The insolvency framework index included in the World Bank’s
Doing Business database corroborates these improvements as Greece’s distance to the
best-performing countries decreased between 2010 and 2017.

Despite this progress, recovery rates remain low and insolvency proceedings slow
compared to most OECD countries (Figure 1.16). For the stylised insolvency case considered
by the World Bank’s Doing Business index, the average recovery rate is just 35.6%, about
half the level of the OECD average. Also, insolvencies last on average 3.5 years, more than
double the time of an average OECD country.
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Figure 1.14. Greece’s insolvency framework has improved
Insolvency indicator
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Note: The indicator is a composite that aggregates 13 insolvency indicators across 4 dimensions: treatment of failed entrepreneurs;
prevention and streamlining; restructuring tools; and other factors. Calculations are based on the OECD questionnaire on insolvency
regimes which collected specific information (mostly in the form of Yes/No questions and numbers) about personal and corporate
insolvency regimes for 35 OECD member and 11 non-member countries.
Source: Adalet McGowan, M., D. Andrews and V. Millot (2017), “Insolvency regimes, zombie firms and capital reallocation”, OECD Economics
Department Working Papers, No. 1399, OECD Publishing, Paris.
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The government should ensure the legislated reforms are fully and timely implemented.
For instance, the first electronic auctions started only in November 2017, though the
legislation and a pilot version of the platform had been ready long before. Electronic
auctions need to proceed unimpeded. The results of the first electronic auctions show they
have the capacity to push strategic defaulters to repay loans. Besides, the government
should ensure sufficient well-trained insolvency professionals are available soon. The first
cohort of insolvency professionals is expected to assume tasks only by the end of 2017 after
completing training and examinations. Training should cover not only insolvency laws and
regulations but also finance and economics so that insolvency professionals can effectively
and efficiently steer liquidation and restructuring processes. The government also needs to
make further progress on establishing an insolvency registry, following international
best practices. This initiative is part of the National Strategic Reference Framework (NSRF)
2014-2020.

The efficiency of the insolvency regime is intertwined with that of the judicial system.
This is especially important in Greece as the new insolvency framework passed in 2016
applies only to proceedings started after 22 December 2016. This means that the large
backlog of insolvencies (more than 200 000) falls outside the remit of the new insolvency
regime. Greece is among the countries with the lengthiest trials and highest litigation rates
(OECD, 2013b). In addition, the World Bank’s Doing Business Indicator also suggests that
enforcing contracts is difficult in Greece (Figure 1.17). The relative position of Greece has
actually declined since 2010.

In countries displaying high litigation rates such as Greece, policies should primarily
aim at shortening court cases. The digitalisation of the justice system is an important and
thus far an underutilised tool in Greece. Across countries, the budget devoted to digitalisation
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Figure 1.15. Greece has improved across all areas of the OECD insolvency regime indicator

A. Personal costs to failed entrepreneurs
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Note: Calculations based on the OECD questionnaire on insolvency regimes.
Source: Adalet McGowan, M., D. Andrews and V. Millot (2017), “Insolvency regimes, zombie firms and capital reallocation”, OECD Economics
Department Working Papers, No. 1399, OECD Publishing, Paris.
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Figure 1.16. Insolvency proceedings in Greece are slow and the asset recovery rate is low
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1. Reference year of database. The 2018 database reports the data collection completed in June 2017.
Note: Time for creditors to recover their credit is recorded in calendar years and the period of time is measured from the company’s
default until the payment of some or all of the money owed to the bank. Potential delaying tactics by the parties, such as the filing of
dilatory appeals or requests for extension, are taken into consideration. The cost of the proceedings is recorded as a percentage of the
value of the debtor’s estate. The cost is calculated on the basis of questionnaire responses and includes court fees and government levies;
fees of insolvency administrators, auctioneers, assessors and lawyers; and all other fees and costs. The recovery rate is calculated based
on the time, cost and outcomes of insolvency proceedings and is recorded as cents on the dollar recovered by secured creditors. The
calculation takes into account whether the business emerges from the proceedings as a going concern or the assets are sold piecemeal.
The costs of the proceedings are deducted. The value lost as a result of the time the money remains tied up in insolvency proceedings is
also deducted. The recovery rate is the present value of the remaining proceeds.
Source: World Bank (2018), Doing Business 2018 (database).
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Figure 1.17. Enforcement of contracts is weak
Index scale from 0 to 100, 100 indicating strongest performance
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1. Reference year of database. The 2018 database reports the data collection completed in June 2017.
Note: The index reports the distance of each economy from the best performance observed on each of the indicators across all
economies.
Source: World Bank (2018), Doing Business 2018 (database).
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is associated with a shorter trial length (Palumbo et al., 2013). The National Strategic
Reference Framework 2014-2020 envisages the digitalisation of judicial files and records.
Digital technologies can support case-flow management through creation and maintenance
of records concerning case processing and schedules, structuring management of pre-trial,
trial, conferences, and hearings; flagging cases for staff and judge attention, enabling
verbatim records of court proceedings, and providing needed management information and
statistics. Finland’s Insurance Court provides a successful example of applying case-flow
management along with an advanced time-frame alarm system enabled by digital
technologies (Pekkanen et al., 2015).

Building an innovation system

According to the European Innovation Scoreboard 2017, Greece is a moderate innovator.
Greece lags behind the OECD average both in business and government spending on R&D
activities, which amount to 0.28% and 0.54% of GDP respectively (Figure 1.18 — Panel A).
Funding from abroad accounted for 13.2% of gross domestic expenditure on research and
development in 2014, with the EU being the most important external funder of R&D
activities. The number of researchers in Greece is above the OECD average (Figure 1.18 -
Panel B). Thus, research productivity in terms of the number of patents per researcher and
per R&D spending is low (Figure 1.19).

Connections between research centres and industry remain a challenge in Greece
(Figure 1.20). Co-operation and financing of, mostly, public research centres and universities
by the private sector face stiff resistance. In general, systematic data on scientific research
are missing. The National Research and Innovation Strategy for Smart Specialisation 2014-20
was introduced in 2014 as the successor of the National Strategic Plan for Research and
Development 2007-13. The new strategy aims at promoting links between research and
industry and accelerating the dissemination of innovation. According to the strategy, gross
expenditure on research and development is expected to amount to 1.2% of GDP by 2020. The
2016 law establishing state aid schemes for private investments provides financial incentives
to boost R&D and foster collaboration between industry and R&D centres. This might go
towards bridging the gap between the many Greek SMEs and research centre (Nassr et al.,
2016). Greece’s SMEs have lower capacity than their European peers to upgrade their
technology (NBG, 2016).

The institutional setting of Greece’s innovation policies is fragmented. Responsibilities,
design and implementation of innovation strategies rest with many institutions and
agencies:

e The National Council of Research and Innovation (NCRI) is the highest advisory body of
the government for the formulation and implementation of national policies on research,
technology and innovation. The NCRI is appointed by and reports directly to the Minister
of Education and Religious Affairs.

e The Ministry of Rural Development and Food supervises the National Agricultural Research
Foundation (NAGREF), which undertakes research and technology in agricultural, forest,
animal and fish production and other related areas.

e In 2016, Greece established a new science and research financing institution, the
Hellenic Foundation for Research and Innovation (HFRI), following the example of the
National Science Foundation (NSF) of the United States or Germany’s Deutsche
Forschungsgemeinschaft. The results of the research it funds will be collected and
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Figure 1.18. Research and development expenditure is among the lowest in the OECD
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Source: OECD (2016), OECD Main Science and Technology Indicators (database) and OECD (2017), OECD Science, Technology and R&D Statistics
(database).
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documented by the National Documentation Centre (EKT), which is also responsible for
documenting all the publicly funded research output produced in Greece.

Overall, the high level of fragmentation lowers transparency and accountability as
research centres are overviewed by different ministries. Moreover, existing agencies are not
closed or consolidated into new ones, such as the HFRI. This can lead to overlapping
responsibilities and inefficiencies in the management of funds and research programmes.
The National Strategic Plan for Research and Development 2014-2020 acknowledges this
problem.

Government-funded research should be consolidated into one framework. Agencies
should be merged and lines of responsibilities and accountabilities simplified. Simplification
will help identify strengths and weaknesses of research centres and projects, and improve
the allocation of funds.
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Figure 1.19. Research productivity is low
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2. 2013 for Latvia, Iceland and the Slovak Republic, 2013 for Canada and Mexico and 2012 for Israel for the number of researchers. For
Switzerland, the number of researchers in 2014 is estimated based on available data in 2012 and 2015.
Source: OECD (2017), OECD Main Science and Technology Indicators (database) and Eurostat.
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The use and effective enforcement of intellectual property rights (IPRs) is another
important policy measure to encourage innovation. Evidence from six case studies on major
innovations suggests that IPRs contribute at least partially to R&D appropriation (WIPO,
2015). IPRs encourage disclosure (unlike trade secrets) by allowing innovators to share
technologies on terms they choose. As such, IPRs enable the development of technology
markets. International bodies such as the World Trade Organisation (WTO) and World
Intellectual Property Organisation (WIPO) require their members to undertake binding
commitments to protect IPRs. The OECD has also developed guidelines on specific aspects
of IPRs, such as access to research data from public sources and licensing of inventions
(OECD, 2007).
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Figure 1.20. Go-operation with higher education or research institutions in innovation is low
The share of firms co-operating in research in all product and/or process-innovating firms, 2012-14
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Note: International comparability may be limited due to differences in innovation survey methodologies and country-specific response
patterns.
Source: Eurostat (2016), Community Innovation Survey (CIS) 2014.
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The IPRs regimes concern not only large and multinational enterprises but also innovative
start-ups and SMEs. Yet, in OECD countries, SMEs tend to underutilise IPRs (OECD, 2015a).
This is especially problematic in Greece given the large share of micro firms and SMEs, which
lack resources and capacity to file for patents. In this area recent important progress has
involved the creation of the profession of patent attorney, which will extend considerably the
pool of professionals who, after having obtained the required accreditation, can represent
clients filing for patents. This change is expected to accelerate and improve the quantity and
quality of patent applications.

Public procurement is another tool that could be used to develop the innovation
capacity of the country. Good practices from OECD countries show that public procurement
can be used to foster innovation. For example, by specifying functional rather than technical
criteria in calls for tenders, the government could foster competition among firms that wish
to provide services in the most cost effective and innovative way. In a recent survey among
OECD countries (OECD, 2017h) almost 80% of responding countries reported to support
innovation through the procurement process; also half of them have developed an action
plan for innovation procurement. Greece is taking the first steps towards an action plan to
support innovation through public procurement. Its smart specialisation strategy 2014-2020
includes a programme on Pre-commercial Procurement, conducted by the General
Secretariat for Research and Technology (GSRT) and the Ministry of Education, Research and
Religious Affairs. A pilot programme is under preparation.

The measurement and impact assessment of actions related to procurement for
innovation needs to be established. There is currently no formalised system in place for
doing so and there are no quantified targets for procurement for innovation in Greece.
Impact assessments, evaluation studies and/or studies of state-of-play regarding
procurement for innovation do exist, but their recommendations are underused.
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Reviving bank lending to firms

Bank lending interest rates have declined to pre-crisis levels after peaking in 2011.
However, their reduction was more moderate than in other Eurozone countries. To date,
Greek lending rates remain well above those in other EU countries and Greek banks’ interest
rate differential with EU countries is higher than in the pre-crisis period (Figure 1.21).

Figure 1.21. Bank lending rates in Greece have declined but remain higher than
in other Eurozone countries
Bank interest rates on loans in EUR - new business, maturity up to 1 year
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Source: ECB (2018), “MFI interest rate statistics”, Statistical Data Warehouse, European Central Bank.
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Despite the gradual fall in lending rates, bank credit to non-financial corporations
remains low, though it has stabilised (Figure 1.21 and Figure 1.22 - Panel A). At mid-2017, bank
credit was at the same level as in 2006 or 30% below the 2009 peak. The 2015 uncertainties
relating to the ESM Stability Support Programme halted the recovery of bank credit that had
started in 2014 (Figure 1.22 - Panel A). Confidence collapsed, derailing the recovery in the
demand for loans (Figure 1.22 - Panel B). The demand for loans started to increase again only
in late 2016. However, fixed investment projects are still a weak contributor to the demand for
loans, which are mainly driven by debt refinancing, restructuring and renegotiation needs and,
to a lesser extent, inventories and working capital (Figure 1.22 — Panel C). On the supply side,
the tightening in credit standards of 2015 and previous years has yet to unwound (Figure 1.22
—Panel C).

The Greek banking sector is undergoing deep reforms to enhance its resilience to shocks
and to support sustainable lending to firms and households. Reforms have centred on
rationalisation of operations, consolidation, recapitalisation, and more recently improving
banks’ governance. The restructuring of the banking sector has already yielded results:

e Through consolidation, the share of banking assets held by the largest 5 banks increased
from 70% in 2007 to more than 97% 2016. This high concentration does not seem to have
obstructed competition so far and the competition commission has not opened cases on
the banking sector.

e The cost-to-income ratio decreased by about 60% from late 2014 to less than 50% in
mid-2017, one of the lowest in the EU. In 2016 the number of bank branches per 1 000 people

104 OECD ECONOMIC SURVEYS: GREECE © OECD 2018


http://dx.doi.org/10.1787/888933713346

1. BOOSTING INVESTMENT

Figure 1.22. Bank credit’s standards have yet to ease and demand for bank loans is still weak

A. Changes in banks' credit standards and firms' demand for loans
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Note: Net percentages for credit standards are defined as the difference between the sum of the percentages of banks responding
“tightened considerably” and “tightened somewhat” and the sum of the percentages of banks responding “eased somewhat” and “eased
considerably”. Net percentages for the questions on demand for loans are defined as the difference between the sum of the percentages
of banks responding “increased considerably” and “increased somewhat” and the sum of the percentages of banks responding
“decreased somewhat” and “decreased considerably”.
Source: ECB Bank Lending Survey.
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was one-third lower than EU average after having decreased by 40% since 2007. In
parallel, the number of bank employees per 1 000 people also declined - through
voluntary exit schemes - by nearly 35%, to about 60% the EU average. Greek banks have
divested from many foreign subsidiaries and other non-core activities.

e Following three recapitalisation rounds between 2012 and 2015 (for EUR 51.7 billion),
banks’ capital ratio rose well above regulatory thresholds; in 2017Q2 the Tierl capital
ratio was 17% (Figure 1.23 - Panel A). The latest bank recapitalisation in 2015 amounted
to about EUR 15 billion and followed the ECB’s asset quality review and stress tests with
higher capital hurdles than in other EU countries.

Figure 1.23. Capital ratios exceed thresholds but return on assets remains negative
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Source: European Banking Authority (2018),“Risk Dashboard, Data as of Q3 2017”.
StatLink Susm http://dx.doi.org/10.1787/888933713384

As a result of these reforms, confidence in the banking sector is starting to recover.

From 2016, major credit rating agencies have upgraded the rating of Greek banks
(e.g. Moody’s, 2016), on the back of improving profitability and loan quality.
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The Hellenic Financial Stability Fund (HFSF) has played a central role in this reform
process, having participated in bank recapitalisation and, currently, steering the
implementation of governance reforms. The HFSF, founded in 2010, is owned by the Ministry
of Finance as a private legal entity but is not part of the public sector. Its role is to contribute
to the maintenance of the stability of the Greek banking system, (HFSF, n.d.). According to its
statute, the HFSF will wind down in 2020. HFSF holds equity in the four systemic banks: 40%
of National Bank of Greece, 26% of Piraeus, 11% of Alpha and 2% of Eurobank’s equity.
Banking supervision rests with the Bank of Greece and the Single Supervisory Mechanism.

Yet, the banking sector still faces several challenges. Banks’ return on assets is
improving but still lower than other OECD countries (Figure 1.23 - Panel B) and banks’
assets are declining, also because of disinvestment of foreign subsidiaries. Moreover, banks
are well capitalised but about half of their capital consists of deferred tax assets (or 7% of
total assets) (Moody’s, 2017). According to Basel III capital rules, from 2018 deferred tax
assets that rely on banks’ future profitability will have to be deducted from Common Equity
Tier 1 (CET1), which will lower bank capital ratios. The Greek government has amended the
tax code - in line with other European countries such as Italy, Portugal and Spain - to allow
banks to turn deferred tax assets into deferred tax credits (i.e. direct claims on the
government that will have to be honoured in case of liquidation or insolvency) - so that
they need not be deducted from CET1. The carry-forward period was lengthened from 5 to
20 years. These changes have received a positive assessment by the ECB (ECB, 2017).
Transforming deferred tax assets into deferred tax credits might in the long-term aggravate
the adverse feedback loop between bank and government financial health.

Banks’ fundingis improving, though it still constrains lending. The bulk of bank deposits
lost during the crisis have yet to return. Bank deposits dropped by 27% from late 2014 to mid-
2015, for a cumulative loss of about 50% from their 2009 peak (Figure 1.24). The capital
controls imposed in mid-2015 halted the deposit outflows and they are being gradually
relaxed, although they still contribute to tight financial constraints. The central bank funding
is diminishing rapidly and is now at levels of 2009. Access to the interbank market is
improving but is still low (Figure 1.24). The government has issued a roadmap to lift capital
controls, as banks’ funding conditions improve, while preserving financial stability.

Banks have also a large stock of non-performing loans (NPLs), constraining credit
supply, especially towards more risky borrowers such as SMEs. In 2017Q3, the gross value
of NPLs stood at EUR 106 billion, about 46% of total loans or 58% of GDP (Figure 1.25 -
Panel A and B). The size of non-performing exposures (NPEs, which in addition to loans
and advances include debt securities other than those held for trading) is similar to that of
NPLs as in Greece the amount of debt securities is not large compared with loans.
According the European Banking Authority, in Sept 2017 the NPE ratio was 42% in Greece,
against 14% in Portugal and 10% in Italy and in Ireland (EBA, 2017). The analysis below
refers to either NPEs or NPLs depending on which data are available. Provisions amount to
49% of NPLs’ gross value, higher than the EU average. The net value of NPLs (gross value
minus provisions) amounts to about 175% of banks’ capital (Figure 1.25 - Panel C). NPEs are
spread across loan types (Table 1.2). Business loans account for over half of total NPEs.
Considering business lending, NPEs are concentrated among SMEs, though the share of
loans that are non-performing is larger for sole proprietors.

The prolonged crisis has led to the rise in NPLs in combination with structural and
bank governance problems. Private debt relative to GDP and the share of loans to non-
financial corporations remain low compared to other OECD countries but the long crisis
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Figure 1.24. Bank deposits have levelled off and reliance on the central bank’s

funding is decreasing
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Source: Bank of Greece.
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Figure 1.25. The stock of non-performing loans is large
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Source: European Banking Authority (2018),“Risk Dashboard, Data as of Q3 2017” and IMF (2018), IMF Financial Soundness Indicators Database.
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Table 1.2. Share of NPEs for different types of loans

June 2017

Type % NPEs in total gross loans' by category % of category NPEs in total NPEs
Residential mortgages 43.3 30.2
Consumer loans 53.2 14.9
Business loans 43.6 52.8

Sole proprietors 66.5 10.1

SMEs 59.0 31.5

Large corporates 24.5 12.8

1. Includes loans, advances and debt securities. NPEs are non-performing exposures according to the European
Banking Authority definition and computed by the Bank of Greece. NPEs include either of the two criteria:
a) material exposures which are more than 90 days past due; b) unlikely to pay in full without realisation of
collateral, regardless of the existence of any past due amount or of the number of days past due.

Source: OECD computations and Bank of Greece (2017), Report on Operational Targets for Non-Performing Exposures,

December.

has eroded the capacity of households and businesses to pay their debts. Also, even before
the onset of the crisis the NPL ratio in Greece was 4.5% (in 2007) higher than the 3% average
for the euro area (HBA, 2017). This suggests bank governance problems and deficient risk
management contributed to misallocate credit. Already back in 2006, the IMF Financial
Stability Report (IMF, 2006) underlined the limited capabilities and lack of data across banks
for performing effective risk management, provisioning policies not aligned with risk
exposures, and high level of NPLs compared with other euro area countries.

Bank governance framework has improved

To reap the full benefits of the banking sector reforms banks’ governance will have to
improve. Poor corporate governance has skewed lending decisions, contributing to the rise
in NPLs. Eligibility criteria for banks’ boards were weak, resulting in poor management.
Credit risks were not properly assessed due to insufficient risk controls, lack of data and
uneven use of credit-scoring methodologies (IMF, 2006).

The Single Supervisory Mechanism and the Bank of Greece as banks’ supervisors
oversee banks’ corporate governance. The Hellenic Financial Stability Fund (HFSF) as a
shareholder of banks plays an important role in implementing corporate governance
reforms and recommending changes. Banks’ corporate governance reforms have made
progress since the banks were consolidated and recapitalised in 2015. In 2016, the four
systemic banks replaced many members of their boards to conform to the new strict fit-and-
proper criteria. The HFSF is leading an in-depth review of the governance and performance
of the four systemic banks’ boards of directors and their committees, which aims to establish
at the board level a culture of evaluation and a focus on managing NPLs. Building on the
board assessment already undertaken in 2016, the new review aims at establishing an
evaluation culture and discipline at the board level, and evaluating risk- and audit-board
committees with particular focus on non-performing loan management.

Fully implementing and entrenching corporate governance reforms is a precondition for
HFSF to divest its equity holdings in banks by 2020. After the conclusion of the in-depth
review of the governance framework and performance of the banks’ boards of directors, the
HFSF should pursue its recommendations and continue to align corporate governance
standards with international best practices. The government should ensure HFSF’s
continued independence and authority to fully implement the compulsory corporate
governance standards. In the last two years, director and senior executive turnover at HFSF
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was high. This may have hampered HFSF’s regular reporting and operations. More stability in
HFSF’s senior management, while ensuring that senior managers meet strict fit-and-proper
criteria, will enhance its operations.

Reducing non-performing loans

Reducing NPLs is paramount to restore the banking sector to health and to revive bank
credit. NPLs restrict credit supply through two main channels: lowering profitability and
tying up capital as impaired assets carry higher risk weights (Ayira et al., 2015).

Accelerating their disposal hinges on complementary policies (Aiyar et al., 2015; Liu and
Rosenberg, 2013): i) tightening regulatory policies; ii) developing a market for distressed debt.
Improving insolvency and debt restructuring proceedings is also important as discussed in a
separate section in this Chapter. Urgency is needed as lowering NPLs to pre-crisis levels will
take considerable time. The recent experience of Ireland and Spain shows that NPLs start
declining only two to three years after the first decisive actions have been taken.

Tightening regulatory policy

Banks’ supervisors have taken several steps to improve the regulatory framework of
NPLs. Initial improvements by the BoG were informed by diagnostic studies commissioned in
2013 and 2015 to a private sector firm to assess the quality of the loan portfolio of Greek
banks, review existing forbearance measures and foreclosure solutions and assess the
capacity of banks to deal with impaired loans in an effective way (NBG, 2014; Plaskovitis,
2016). The main findings pointed to the predominance of forbearance measures, limited use
of foreclosures, delays in handling denounced loans (i.e. loans where the contract has been
terminated), and insufficient portfolio segmentation.

Following this assessment, the BoG has issued new and detailed supervisory guidance
on NPLs, including a new reporting framework which goes well beyond the European
Banking Authority’s guidelines (ECB, 2016; BoG 2017). In line with the ECB’s guidance (ECB,
2017), it requires banks to develop NPL reduction strategies, including quantitative targets
(Table 1.3), and to establish dedicated units to manage NPLs.

The introduction in 2016 of quantitative targets to dispose of NPLs and NPEs was an
important step forward. Setting and enforcing targets is the approach followed by Ireland
and Cyprus after the crisis and Japan in the late 1990s and early 2000s. According to Greek
banks’ current targets, the stock of NPEs should drop by nearly 40% between June 2017 and
December 2019, (BoG, 2017). Banks expect that a large share of NPEs will be cured as the
economy improves (i.e. they will become performing loans). Cured loans should reduce
NPEs by EUR 33 billion and marginally exceed the generation of new NPEs. Sales,
liquidations and write-offs are also expected to play an important role, reducing NPEs by
EUR 33 billion in total.

So far banks have been able to meet NPL disposal targets. The targets become more
ambitious from 2018 and banks expect NPL inflows to remain high. Supervisors should
provide robust and proactive supervision to ensure prudent NPL recognition and
provisioning as well as strong capital buffers. Non-compliance with NPL targets should
trigger additional supervisory measures, speeding up bank restructuring. Moreover, efforts
should be pursued to enhance the capacity of banks to manage NPLs internally, which is
still low. Supervisors need to ensure that the established independent internal units
specialising in the management and recovery of NPLs in all major banks are well resourced.
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Table 1.3. Operational targets to reduce non-performing exposures

Target Measurement Rationale
NPE Gross value Overall target
NPL Gross value Overall target

Cash recoveries (collections, liquidations
and sales) from NPEs

Restructured loans (long term modifications

NPEs that are 720 days past due and not
denounced

Denounced loans for which legal action
has been initiated

NPEs of SMEs for which a viability analysis

As a share of total NPEs.

As a share of NPEs plus forborne
restructured loans.

As a share of total NPEs that are
720 days past due either denounced
or not denounced.

As a share of total denounced loans.

As a share of total NPEs of SMEs.

Monitoring collection efforts, collateral sales and liquidations.
Targets point to rising cash recoveries (from 3% of NPEs

in 2017, t0 4.5% in 2018 and 6.1% in 2018) based on increasing
liquidation proceeds.

Monitoring modification solutions offered to distressed borrowers.
Banks are aiming at increasing the share of restructured loans

t0 27%-61% in 2019 from 15%-19% in 2016Q2. Restructuring
involves long-term modifications of the loan agreement for a period
longer than two years. It is expected this will lead to the transition
of borrowers into viability status and finally into a cured status
Monitoring the start of legal efforts to resolve NPEs. Banks

are aiming at lowering the share of not denounced loans

from 6%-26% in 2016Q2 to 1%-7% in 2019 for SMEs

and from 12%-34% to 2%-24% for large corporates.
Monitoring legal efforts to resolve NPEs. The target is 87-100%
in 2019.

Monitoring efforts to offer appropriate restructuring solutions

has been conducted in the last 12 months to SMEs. The 2019 target is 80-97% in 2019.

8 NPEs of SMEs and corporates involving multiple Gross value. Monitoring efforts to implement common restructuring solutions
banks for which a common restructuring solution by multiple banks
has been implemented.

9 NPEs of corporates for which a specialist Gross value. Monitoring efforts to implement corporate restructuring solutions.

The target is for doubling the amount of loans for which such
solutions have been proposed between 2016Q2 and 2019.

for restructuring companies was hired

Source: BoG (various issues), Report on Operational Targets for Non-Performing Exposures, available at www.bankofgreece.gr/Pages/en/Publications/
ReportNPE.aspx.

In cases where debtors are in arrears with multiple creditors — banks and the public sector —
more co-ordination among creditors will help to expedite NPL resolutions. The lack of
consultation between creditors has prevented the development of broad agreements on debt
restructuring. Some improvements have recently been made with the introduction of regular
meetings among the four significant Greek banks to discuss cases involving common borrowers.
The new out-of-court dispute resolution (discussed below) also allows for a faster restructuring
of debt with multiple creditors including public agencies. The government should make sure
public agencies actively participate in these procedures to facilitate debt restructuring.

Supervisors (the Bank of Greece and the Single Supervisory Mechanism) should ensure
that as the disposal process of NPLs gathers pace banks remain well capitalised. As highlighted
by a recent ECOFIN report on NPLs (ECOFIN, 2017), robust, proactive and intrusive supervision
is key to ensuring prudent NPL recognition and provisioning as well as strong capital buffers.
Banks need to be able to realistically project the effect of their NPL disposal plan on their
capital under different economic assumptions. The banks’ stress tests to be conducted in 2018
should be able to identify potential capital shortfalls before the end of the ESM Stability
Support Programme. In the event capital shortfalls arise that cannot be covered by the private
sector, ESM Programme funds should be used to ensure banks remain well capitalised.

Developing a market for distressed debt

The lack of a distressed debt market and weak demand for distressed debt explain why
to date there have been only few non-performing loan sales in Greece. In the second half of
2017, there were the first two NPL sales by Greek banks; additional NPL sales are expected to
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be completed in 2018. Regulation and lack of competition has severely hindered the
development of a loan servicing (i.e. loan administration) industry in Greece. A new law
regulating non-bank loan servicers was approved only in 2015 (Law 4354/2015) and the BoG
issued implementing regulation in 2016. This is the first attempt in Greece to foster a
secondary market for distressed debts (Sakkas and Bazinas, 2016). The new law and
implementing regulation follow international best practices as they allow for the licensing of
loan servicing activities to nonbank entities, thus lowering entry barriers into this industry
(IMF, 2015). The BoG is responsible for issuing licences, based on pre-defined criteria, and
revoking them in the case of infringements. Licensed servicers will have to abide by the
supervisory framework for NPLs issued by the BoG. They will be able to operate in three
areas: management, transfer (i.e. purchase) and refinancing of loans. Refinancing will
require an additional license from the BoG. The possibility of restructuring and refinancing
non-performing loans is a key aspect of the reform as it enables licensed servicers to turn
around distressed borrowers by offering new loans. This possibility can then help enlarge
non-bank sources of finance and improve access to finance by distressed borrowers.
However, the legislation on loan servicing only concerns large corporate loans and does not
apply to SME loans, consumer loans or primary residence mortgages.

BoG had licenced 10 loan servicers at the end of 2017. This will help to develop a
distressed debt markets. Allowing loan servicers to manage or purchase SME loans is
expected to accelerate resolution of distressed debt given the large number of distressed
SME borrowers in Greece. Japan provides a good example of developing a distressed debt
market in a relationship banking environment with many SMEs (Box 1.5).

Box 1.5. The distressed debt market in Japan

The collapse of the Japanese financial bubble in 1991 lasted for more than 10 years, resulting in plunging
asset prices and a rising stock of banks’ NPLs. During 1998-2002, the government created a market to
resolve NPLs. These actions were effective as in the following years the stock of NPLs first increased, as
banks were forced to recognise them; afterwards it diminished drastically (Figure 1.26).

The first step in resolving banks NPLs was to induce banks to sell the collateral of NPLs so as to create a
distressed debt market. Until the late 1990s, banks had made insufficient provision for NPLs as the assessment
of loan losses was largely left to the judgment of individual banks. In addition, banks did not have adequate
incentives to make sufficient provisions as they were not allowed to deduct them from taxable income.

In 1998, the Financial Reconstruction Law required banks to classify borrowers with payment arrears more
precisely than previously and this played an important role in accelerating NPL disposals. The 1998 Law also
created the Resolution and Collection Corporation (RCC) as a government-owned agency (owned by the
Deposit Insurance Corporation) by merging two government-owned institutions that had the responsibility of
collecting bad loans from failed housing loan companies, banks and credit co-operatives. Its portfolio initially
consisted of real estate collateral on defaulted loans. The 1998 Law also gave RCC the power to purchase
distressed assets at fair market value, securitise NPLs, restructure companies and participate in debt-equity
swaps, thus accelerating the disposal of NPLs.

In 2001, the Emergency Economic Measures further expedited the sales of collateral owned by nonviable
SMEs. The measures required major banks to remove NPLs from their books within three years after their
recognition by selling them directly to the market, pursuing bankruptcy proceedings, or by rehabilitating
borrowers through out-of-court workout procedures. Any remaining loans had to be sold to RCC at fair
price. Between 1999 and 2002, the RCC purchased loans worth JPY 55 trillion (USD 495 billion, 10.9% of GDP)
at 96% discount. The RCC also improved the transparency of the NPL market by setting standards of
disclosure and publishing information on collateral.
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Box 1.5. The distressed debt market in Japan (cont.)

Figure 1.26. Policy measures helped to create a distressed debt market
and lower NPLs in Japan
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In 2002 the government announced the Financial Revitalisation Program with the aim to promote
corporate debt restructuring for large firms. Authorities tightened loan assessment standards for large
borrowers (using market information such as stock prices, credit ratings and discounted cash flow
analysis). This led banks to reclassify part of their portfolio as sub-performing and sell such assets in the
distressed debt market.

Overall, these measures resulted in a large increase in banks’ NPL write-offs and NPL market transactions,
and the distressed debt market evolved. In the mid-1990s, the market was dominated by foreign funds that
were able to achieve very high internal rates of return (30-50%) as banks sold collateral linked to NPLs at low
prices. As the number of investors (especially Japanese ones) in the distressed debt market rose and the banks
started using auctions, prices increased and the internal rate of return of buyers dropped to single digits.
Overall, the process was not painless. The number of failed financial institutions rose progressively during the
1990s to reach 56 in 2001.

Source: Ohashi, K. and M. Singh (2004), “Japan’s Distressed Debt Market”, IMF Working Paper, No. WP/04/86, IMF; Callen, T. and
J.D. Ostry (2003), Japan’s Lost Decade: Policies for Economic Revival, IMF; Gomi, H. (2007), “Japan Non-Performing Loan Problem and

Financial Reconstruction”, Paper presented at the Conference Financial Stability And Financial Sector Supervision: Lessons From The Past
Decade and Way Forward, organised by IMF Regional Office for Asia and the Pacific (OAP), Keio University.
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Tax incentives for banks to dispose of NPLs need to be clarified and streamlined. Loan
servicing legislation introduced new tax provisions, but these are partly inconsistent with
those provided by the 2003 securitisation law. The 2003 securitisation law in addition to
providing an efficient and expeditious means for transferring NPLs offers full exemption
from indirect and direct taxes on loans transfers (HFSF, 2016), though they have been
underused because of the lack of loan servicers. The more recent loan servicing legislation
offers less generous incentives, which are also partly inconsistent with the securitisation
law (Watson Farley & Williams, 2016; HFSF, 2016), as for instance loans transfers are subject
to VAT.
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Aligning the tax incentives provided by the loan servicing industry legislation with those
of the securitisation law would enhance tax transparency and encourage the disposal of
non-performing loans. Tax incentives can be an important tool to encourage the disposal of
non-performing loans (KPMG, 2016). Making such incentives temporary, with for instance
sunset clauses, will accelerate their effects and ensure such incentives expire when no
longer needed.

Facilitating and expediting the sales of collateral would also help create a distressed
debt market. The start of e-auctions is a welcome, if delayed, development. The United
States has a well-developed distressed debt market (Altman, 2012; Aiyar et al., 20153, 2015b).
Following GAAP rules on the treatment of NPLs, US banks are obliged to: 1) suspend the
accrual of interest income from NPLs after 90 days past due on payment or if the loan is
deemed uncollectable; and 2) write down of NPLs to the collateral value after 6 months, with
the collateral value based on the current price and takes no account for any forecast increase
in market valuation. As a result, the United States debt market has contributed to keeping
the stock of NPLs low. NPLs peaked at 5% of gross loans in 2009 and have since then declined
to below 2%.

The timely and smooth introduction of the International Financial Reporting Standard
(IFRS) rule (IFRS9), planned for 2018, could help develop a distressed debt market. IFRS9 will
introduce a new approach for the valuation of financial assets and liabilities, including a
forward-looking expected loss value of impaired loans. This is radically different from the
current, backward looking approach of Greek (and EU) banks (IAS39). Current rules also allow
for the accrual of interest income from NPLs, thus inflating banks’ profitability and
discouraging the write off of NPLs, and do not provide clear guidance for the valuation of
collateral.

Enhancing public investment

Public investment in Greece decreased drastically early in the crisis, as in other crisis-hit
countries. From 2011 onwards public investment relative to GDP started to recover and
reached a level above that of Italy, Portugal, Spain and the EU28 average (Figure 1.27).
However, resources allocated to the public investment programme continued to shrink, from
EUR 6.65 billion in 2013 to EUR 6 billion in 2017.

Public investment is largely co-financed by the EU. The rate of absorption of EU funds is
high in Greece compared to most EU countries (EU, 2017). Between 2010 and 2017, public
investment co-financed by the EU accounted for about 80% of total public investment
(Figure 1.28). The large share of EU funds protected investment from more severe cuts during
the crisis. As a result, the share of public investment in total expenditure remained broadly
stable between 2013 and 2017 in the range of 11-12% (Figure 1.29).

EU funds for public investment will remain significant in the coming years. For the
2014-20 programming period, the European Structural Investment Funds allocated
EUR 4.3 billion to environmental protection and resource efficiency, EUR 2.5 billion to
transport and energy networks and EUR 0.8 billion to information and communication
technology. The government plans to raise public investment that is not co-financed by the
EU from EUR 0.8 billion in 2016 to EUR 1 billion in 2017-18 and EUR 1.25 billion in 2019-21.

Public investment can be an important factor to raise long-term growth and social
welfare in addition to strengthening the ongoing recovery. Fiscal consolidation can result in
long-term economic losses when spending cuts are focus on valuable public goods such as
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Figure 1.27. Public investment has fallen
General government gross fixed capital formation as % of GDP
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Source: Eurostat (2017), Government statistics (database).
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Figure 1.28. EU co-financing of public investment spending is sizeable
Public Investment Programme (PIP) cash expenditure

Billion EUR Billion EUR
9.0 9.0
mmmm Co-financed with the EU == Domestic (no co-financement) —— Total
7.5 7.5
6.0 6.0
4.5 45
3.0 3.0
15 1.5
0.0 . . . . . 0.0
2014 2015 2016 2017 2018 2019 2020 2021

Source: Ministry of Finance and State General Accounting Office.
StatLink Si=m http://dx.doi.org/10.1787/888933714239

public investment (Cournéde et al., 2015). The government should protect public investment
from spending cuts, to achieve the fiscal consolidation targets, and increase it as planned.
OECD estimates indicate that the marginal return on additional public investment in Greece
is positive (Fournier and Johansson, 2016). A recent IMF study also points to a large positive
effect of public investment, with one euro spent on public investment increasing GDP by
EUR 1-1.4. Across OECD countries a given increase in public investment lowers unemployment
twice as much as the same increase in public consumption (OECD, 2017b).

Greece’s public investment needs are large as the public capital stock is low. In 2013 it
stood at 45% of GDP against the OECD average of 49%. Also, the perception of Greece’s
infrastructure quality still lags that of most OECD countries, especially for railways (Figure 1.30).
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Figure 1.29. The share of public investment in total budget expenditure remains stable
Public investment budget expenditure as % of total State budget expenditure
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Source: Ministry of Finance, State General Accounting Office and Bank of Greece.
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Figure 1.30. The perceived quality of infrastructure lags other countries
Global Competitiveness Index, scale from 1 to 7 (best), 2017-18
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Moreover, poor intermodal connections — especially between ports and railways - in addition
to cumbersome customs procedures and low competencies lower the quality of logistics in
Greece (Figure 1.30). These problems raise trade costs. In Greece the export lead time (the
time between the placing of an order and the receipt of the goods) is 3 days for port and
airport transportation and 6 days for rail and road transportation, against 2 days on average
in high income OECD countries. A similar gap exists for import lead times (World Bank, 2017).
Major infrastructure projects are under way to better connect Greece with the road and
railway trans-European networks. Completing these projects is key to shortening export and
import lead times.

Greece’s railway network is severely underdeveloped. The density of railways is less
than 2 kilometres per one hundred square kilometres, one of the lowest across OECD
countries. The railway density of Greece is closer to that of continental sized countries - such
as the United States and Australia — than to similarly sized countries with a well-developed
railway network, such as Belgium (with a rail density of 11) and the Netherlands (8).

Moreover, spending on the railway network declined markedly during the crisis. The
average infrastructure spending on railways (as a share of GDP) declined by 71% between
the 2000-08 and 2009-15 whereas the average spending on roads fell by less than 10%. The
ratio of infrastructure spending on roads to railways more than tripled after the crisis, the
largest increase across OECD countries (Figure 1.31). In 2013 alone Greece spent on roads
about 23 times more than on rail infrastructure.

Figure 1.31. Greece’s logistics lags OECD countries
Logistics Performance Index, scale from 1 to 5 (highest)
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Source: World Bank database.
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The quality of Greek port infrastructure hampers international connectivity and the
tourist industry. Despite being the 4th most popular cruise ship destination in Europe, Greece
is ranked only 8th for the revenue generated by this sector. Also, cruise ships bring about 10%
of Greece’s tourists each year, but they contribute only 3% of total tourist revenue. The
insufficient infrastructure and the poor management of Greek ports put Greece at
disadvantage to other cruise destinations in the Mediterranean regions, such as Spain and
Italy. For instance, 85% of cruise ships reaching Greece carry less than 1 000 passengers
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against only 44% in the Mediterranean region. Improving port infrastructure to allow larger
cruise ships to moor in Greek ports and enhancing home-porting activities could generate
more than EUR 60 million of additional tourist revenue per year and a significant increase in
the share of the Mediterranean cruise market (Dianeosis, 2017). Improving port infrastructure
will enable Greece to fully reap the benefits of the reforms passed between 2012 and 2014,
which eliminated cabotage and the obligation of round trips for cruise ships.

Figure 1.32. Railways infrastructure spending was cut much more than spending on roads
Ratio of road to railways spending®
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1. The average spending on road infrastructure investment per one thousand units of GDP (in current USD) is divided by the average
spending on rail infrastructure investment per one thousand units of GDP for 2000-08 and 2009-15.
Source: OECD (2017), “Performance Indicators”, OECD Transport Statistics (database).
StatLink =azm http://dx.doi.org/10.1787/888933714315

Making the most of scarce resources by improving public investment management
functions

Given the limited fiscal space, the government should use available funds in a timely
and effective manner and exploit all supporting European-wide initiatives, such as the
Juncker plan. As of February 2018, Greece ranks first among EU countries for the use of
resources (as a share of GDP) allocated through Juncker plan. Also, user fees could be used
better and more extensively mobilised as fees are currently often below cost-recovery levels
and congestion charges are not applied in Greece (PWC, 2017). User fees could generate
additional resources to fund investment and maintenance spending and encourage more
efficient use of existing infrastructure.

Public investment can be more effective. Burdensome administrative procedures often
delay public works and inflate project costs. The incomplete land registry is a major problem
as it often delays land acquisition. Completing the land registry should become a national
priority. For instance, in 2016 delays in issuing permissions, relating for instance to
archaeological reviews, halted works in the Ionian highway and triggered hefty penalty
payments from the government to contractors. The highway fully opened only in mid-2017
after several years of delay. A complete registry is necessary to clearly identify all of the
state’s non-financial assets and to develop a strategy to maximise their social and economic
value (Bova et al., 2013).
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Shortcomings in the planning stage often lead to modification of contracts during works
and higher costs. For instance, none of the 6 Greek road projects audited by European Court
of Auditors (ECA, 2013) were delivered at the original contract price. The average cost
increase was 36%, the highest among the four countries (Germany, Greece, Poland and Spain)
considered. The report also finds that in Greece, like in Poland, high capital requirements
have led to large tenders being awarded to only major project management companies.
These companies had to register and qualify ex ante with the Ministry of Infrastructure. This
is not the case in Poland and Germany, where all companies can participate in tenders
without pre-qualification. The report also finds that re-measurement of works and contract
updates after their initial signing usually lead to large modifications, delays and higher costs.
Among the four audited countries, Greece had the longest delay for transport projects on
average - 16 months or 57% later than expected, compared with 9 months and 41%, on
average, for the four other countries. This calls for better management and ex ante design of
public investment projects, particularly when other parties are also involved.

Also, public investment payments in Greece are disbursed towards the end of the year
(Figure 1.33). This is partly due to the projects being mostly executed from March to
October. However, the large payment spike in December also indicates delays in certifying
contracting obligations after the completion of works and in the availability of resources.

Figure 1.33. Disbursement of public investment funds is concentrated
towards the end of the year
Share of total payment made in the last 3 months of the year
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Source: Bank of Greece.
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Efforts to improve public investment management functions are already under way.
For instance, to expedite and enhance the transparency of payments relating to public
investment projects, the Information System for the Monitoring of Public Investments
Payments and Debts was introduced in early 2015 within the Public Investment Directorate
of the Ministry of the Economy. Additional actions include the abrogation of single-project
bank accounts at the Bank of Greece. Also, a new system of “ring-fenced accounts” ensures
that funds are available when needed for the payments of the co-financed part of the
projects. A separate mechanism guarantees the immediate allocations of appropriations
and their financing and the unhampered payment of projects from the start of the fiscal
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year. Also, the Public Investments Directorate has strengthened the central co-ordination
of decisions relating to public investment by issuing documents on a timely basis with
concrete guidelines and timetables to authorities responsible for public investment
projects. Transparency is also improving as the new electronic platform (e-pde Information
System) will provide up-to-date information on all publicly funded projects.

The government should pursue these initiatives and link them with the ongoing public
administration reform in order to maximise synergies. A recent econometric analysis
covering EU countries shows that higher public sector efficiency significantly increases the
positive growth impact of public investment (Papaioannou, 2016).

Developing a long-term public investment strategy

Greece lacks a clear long-term public investment strategy, though public investment
decisions are highly centralised. In Greece, the central government is responsible for more
than 80% of public investment (Figure 1.34). Public investment decisions are mostly based on
the European Union 2014-2020 programme, as a large share of public investment is
co-financed by the EU. However, the absence of an integrated long-term public investment
strategy, along with political and policy uncertainty, has compounded the problems relating
to poor planning and execution. These factors — along with the crisis — might have
contributed to a large backlog of projects. There are currently 69 projects in the area of
transport, energy and waste and sewage planned for completion by 2022 for a value of more
than EUR 20 billion (PWC, 2017).

Figure 1.34. The central government accounts for most public investments spending
Share of government investment spending, 2016 or latest year
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Note: 2015 for Australia, Israel, Japan, Korea, Mexico, New Zealand, Switzerland, Turkey, the United States and the OECD aggregate. Data
for Turkey are not included in the OECD average because of missing time series. Local government is included in state government for
Australia and the United States. Australia does not operate government social insurance schemes. Social security funds are included in
central government in Ireland, New Zealand, Norway, the United Kingdom and the United States.
Source: OECD (2017), Government at a Glance 2017 and OECD National Accounts Statistics (database).

StatLink iz http://dx.doi.org/10.1787/888933714353

Developing and regularly updating a long-term public investment strategy, involving
full consultations with all stakeholders, would help build credible policy commitments. It
would build synergies among sectors and projects and help link public investment
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objectives with wider socio-economic and environmental considerations. Strong political
ownership would help overcome short-term budget and political pressures to divert
resources dedicated to investment projects to other spending. A long-term public
investment strategy covering the whole transport sector is key to developing intermodal
transport, thus turning Greece into the European gateway for Asian goods and facilitating
Greece’s integration into global value chains.

The Ministry of Transport and Infrastructure is co-ordinating the development of the
National Transport Plan, which is scheduled to be finalised in March 2019. The Plan will span
20 years and identify projects to achieve broad socio-economic goals. The development of
the National Transport Plan is an important positive step towards an integrated long-term
strategy for public investment. Other recent positive initiatives in this direction include the
design of strategic plans covering: digital policy; innovation and smart specialisation; risk
prevention and management; and solid waste management. These strategc plans will need
to be developed and implemented in a co-ordinated way.

To build broad ownership of a long-term investment strategy the government should
fully consult all stakeholders. Transparent and early engagement with all stakeholders is
key to building political ownership of long-term public investment strategies. Engagement
should be inclusive and transparent. Inclusive consultation allows any regulated party or
member of the public to contribute or comment on proposals, ensuring that all concerned
interests are heard. Transparent engagement involves publicly documenting who has been
consulted, their inputs, and releasing the regulator’s responses (OECD, 2010c). The
Netherlands provides an example of a coherent long-term infrastructure strategy based on
a long-time horizon and involving ample consultations with stakeholders.

Policy recommendations
(Key recommendations included in the Executive summary are bolded)
Lowering product market regulation and enhancing regulatory quality

e Expand the scope of the “silence is consent” rule, ex post monitoring compliance and one-stop shops;
ensure they have the resources to operate effectively.

@ Eliminate the rule allowing the central government to claw back 80% of the yearly savings of the Hellenic
Competition Commission.

Streamlining insolvency procedures and strengthening contract enforcement

e Fully implement the legislated insolvency reforms.

e Ensure a sufficient number of well-trained insolvency professionals start operating soon.
@ Establish a national insolvency registry.

e Expand the use of electronic platforms and tools in the justice system.

Boosting foreign direct investment and integration in global value chains

e Build a national platform to increase awareness of international quality certification among SMEs, share
experience and best practices and facilitate matching of foreign and domestic firms.

Building an innovation system
@ Consolidate agencies having responsibilities for government funded research.

@ Building on the planned pilot programme, develop an action plan to encourage innovation through the
public procurement process based on effective monitoring and impact assessments.
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Policy recommendations (cont.)

(Key recommendations included in the Executive summary are bolded)

Reviving bank lending to firms

e Continue to align banks’ governance standards with international best practices.

e Align tax incentives for disposing of non-performing loans with those of previous legislation and make
them temporary.

o Fully implement out-of-court workout procedures and e-auctions.

@ Ensure public-sector agencies actively participate in debt structuring procedures with other creditors.

® Adhere to the road map to phase out capital controls while preserving financial stability.

Enhancing public investment

® Complete the land registry.

@ Develop the National Transport Plan with full consultation with all stakeholders.

® Protect railways from further spending cuts.
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Chapter 2

Generating employment, raising
incomes and addressing poverty

Employment is pivotal to strengthening the economic recovery, increasing social welfare
and redressing poverty. Jobs are returning, making inroads into high unemployment,
but their wages and skill levels are lower than many that were lost during the crisis.
Greece’s hiring is benefiting from more flexible arrangements. Legislative amendments
can maintain this flexibility, ensure wages align with productivity and better protect
individuals from labour market risks. Ensuring that workers possess skills that match
employers’ needs will sustain employment and productivity growth. Improving the
education system is a long-term mission and involves raising its pedagogical strength
and orientation towards professional needs. A social welfare system dominated by
pensions has not been able to prevent a steep hike in poverty among children and the
young, risking long-term harm to well-being. Pursuing recent steps towards a better
targeted social protection, accompanied by support programmes for jobseekers, will
provide a reliable safety net and reduce poverty.
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2. GENERATING EMPLOYMENT, RAISING INCOMES AND ADDRESSING POVERTY

Expanding employment is among the top priorities in Greece and is cardinal for redressing
poverty. After the deep losses over the crisis, employment is now recovering (Figure 2.1,
Table 2.1). The unemployment rate has fallen by 6.9 percentage points from its peak in 2013,
to 20.9% in 2017Q4. Participation in the labour force has continued to expand, particularly
among women. More workers are obtaining employee positions, rather than being self-
employed. Wages have stabilised (Figure 2.2). However, full recovery remains distant.
Employment at the end of 2017 was still 14% below its 2008 peak. Limited inroads have been
made into the surge in poverty that has followed joblessness (Figure 2.3) and has particularly
affected families with children. Many of the new jobs are part-time or temporary and pay the
minimum wage; the share of working poor is rising (Figure 2.4). While unemployment is
decreasing, the share of long term unemployed has increased (Figure 2.5), especially among
those with less education (Table 2.1).

Figure 2.1. Employment in Greece fell further during the crisis and has recovered more slowly
Index 2008 Q2 = 100
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Source: OECD (2018), OECD Economic Outlook: Statistics and Projections (database).

StatLink si=r http://dx.doi.org/10.1787/888933714372

Employment grew more strongly for workers with higher levels of education, though
jobs created since 2013 typically require fewer skills than those lost during the crisis
(Figure 2.6). Despite solid education participation rates, the labour market and education
system are not providing workers with the skills that employers need. Greece’s workers are
among the most likely to report being over-qualified for their jobs among OECD countries
(Figure 2.7). At the same time, surveys find that high school students’ test performance and
adults’ skills lag other OECD countries (OECD, 2016b). Adult education and active labour
market programmes have lacked the capacity, quality and focus on the skills needed by
workplaces to help the large number of unemployed access Greece’s emerging economic
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Table 2.1. The labour market has improved but remains less inclusive
than elsewhere
Percentage, unless otherwise indicated

Greece OECD
2007 2013 2016 2017Q4 | 2007 2013 2016 2017Q3
Labour force participation’ (15-64) 66.5 675 682 " 706 71.0 717
Female 548 583 604 . 60.9 625 63.6
Youth (15-24) 310 284 246 . 494 470 472
Prime-age workers (25-54) 81.8 839 855 . 81.0 815 819
Older workers (55-64) 442 424 449 . 55.7 59.7 621 .
Employment rate? (15-64) 609 488 520 534 66.5 652 67.0 68.1
Female 47.7 399 433 440 572 574 594 60.2
Youth (15-24) 240 118 130 13.7 434 394 4141 427
Older workers (55-64) 427 356 363 389 535 563 592 60.6
Part-time employment? (Total) 77 103 11.0 . 154 170 167
Temporary employmen‘[4 (Total) 11.0 1041 11.2 . 122 1141 11.2 .
Unemployment rate' (15-64) 85 277 237 214 5.8 8.1 6.5 58
Youth (15-24) 227 583 473 . 121 163 129
Prime-age and older age' (25-64) 73 255 223 . 48 7.0 5.6
Tertiary education® 62 194 172 . 33 53 46
Below upper-secondary education® 71 287 262 . 9.0 139 117
Long-term unemployment rate® (Total) 49.7 671 72.0 . 282 352 305
Youth not in employment, education or training (NEET)L5 (15-29) 16.6 285 235 . 139 155 139
Working age population (15-64, thousands of persons) 7357 7180 6934
Share of employment?, by industry:
Agriculture, forestry and fishing 1.1 122 113
Industry, including energy 11.3 9.8 9.3
Construction 8.1 5.1 49
Services 695 730 746
of which trade” 205 197 201
Share of employment in general government""8 180 186 17.8 17.9 18.1
1. % in same age group.
2. % of working age population.
3. % of employment.
4. % of dependent employment.
5. For the OECD aggregate, average of data in 2016 or latest year available.
6. % of unemployed.
7. Includes wholesale and retail trade, repair of motor vehicles and motorcycles (ISIC Rev. 4 - Section G, Division 45).

8. 2015 instead of 2016 for the OECD aggregate.

Source: OECD (2018), OECD Employment and Labour Market Statistics (database), OECD Main Economic Indicators
(database), OECD Education Statistics (database) OECD National Accounts Statistics (database), OECD (2017), Government at
a Glance 2017, and Eurostat (2018), Population Statistics (database).

opportunities. As the reform agenda progresses from rectifying the imbalances underlying
the crisis to longer-term progress in activity and well-being, the government will need to
address these issues.

This chapter presents priority actions to achieve the complementary objectives of:

e Supporting household incomes through more jobs, as the best means of addressing
poverty and improving inclusiveness;

e Ensuring that labour market arrangements for determining work conditions support
social dialogue and sustainably improve employment and incomes;

e Quality education that provides individuals with the skills required to realise their potential
and to raise their employability, productivity and wages; and,
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Figure 2.2. Real wages have stabilised
Real annual wages, index 2008 = 100
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Source: OECD (2018), Labour Statistics (database).
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Figure 2.3. Poverty rates in Greece are high
2016 or latest year!
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1. 2017 for Denmark and Latvia. 2015 for Iceland and Turkey.

The poverty line refers to 50% of the median disposable income. Household income is adjusted for household size.

3. The severe material deprivation rate is the proportion of the population living in households unable to afford at least four of the
following items: unexpected expenses, a one-week annual holiday away from home, a meal involving meat, chicken or fish every
second day, adequate heating of a dwelling, durable goods like a washing machine, colour television, telephone or car, or are
confronted with payment arrears.

Source: Eurostat (2018), EU Statistics on Income and Living Conditions (database).

N

StatLink %i=r http://dx.doi.org/10.1787/888933714410

e Protecting households and especially children from income shocks and the risk of
poverty through a comprehensive social safety net, combined with effective active
labour market programmes.
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Figure 2.4. The share of workers at risk of poverty is high and has increased
Employed people at risk of poverty or social exclusion, 18-64 year-olds
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1. 2017 for Denmark and Latvia. 2015 for Ireland, Iceland and Turkey.
Source: Eurostat (2018), EU Statistics on Income and Living Conditions (database).
StatLink Sz http://dx.doi.org/10.1787/888933714429

Figure 2.5. The incidence of long-term unemployment is very high
% of total unemployment, population aged over 15
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1. For population aged over 16.
2. Weighted average.
Note: Persons for whom no duration of unemployment was specified are excluded from the total.
Source: OECD (2017), Labour Force Statistics (database).
StatLink =P http://dx.doi.org/10.1787/888933714448
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Figure 2.6. Employment has shifted away from higher-skill jobs

Change in employment shares by occupation category, percentage points
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Note: Refers to population aged between 15 and 64. High skilled occupations include managers, professionals, technicians and associate
professionals. Medium skilled non-routine occupations include service and sales workers and craft and related trades workers. Medium
skilled routine occupations include clerical support workers, skilled agricultural, forestry and fishery workers and plant and machine
operators and assemblers. Low skilled occupations refer to elementary occupations. There is a structural break in the data due to change
in classification in 2010/11. ISCO-08 classification is at the 1-digit level.
Source: Eurostat (2017), Labour Market Statistics (database).

StatLink Sasm http://dx.doi.org/10.1787/888933714467

Figure 2.7. Many workers are over-skilled for their job
Share of workers with skill mismatch?, 2012 and 20152
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1. The figure shows the percentage of workers who are either over- or under- skilled, for a sample of 11 market industries: manufacturing;
electricity, gas, steam and air conditioning supply; water supply; construction; wholesale and retail trade; transportation and storage;
accommodation and food service activities; information and communication; real estate activities; professional, scientific and technical
activities; and administrative and support service activities. In order to abstract from differences in industrial structures across
countries, the 1-digit industry level mismatch indicators are aggregated using a common set of weights based on industry employment
shares for the United States. Skills mismatch occurs when a worker’s skills are higher than the 90th percentile or lower than the 10th
percentile of workers with self-reported well-matched skills.

2. Data correspond to 2012 for countries participating in the first round of the Survey of Adult Skills: Australia, Austria, Belgium, Canada,
Czech Republic, Denmark, Estonia, Finland, France, Germany, Ireland, Italy, Japan, Korea, Netherlands, Norway, Poland, Slovak Republic,
Spain, Sweden, United States and United Kingdom. Data correspond to 2015 for countries participating in the second round of the
Survey of Adult Skills: Chile, Greece, Israel, New Zealand, Slovenia and Turkey.

3. Data for Belgium correspond to Flanders and data for the United Kingdom to England and Northern Ireland.

Source: Adalet McGowan, M. and D. Andrews (2017), “Skills Mismatch, Productivity and Policies in New Zealand: Evidence from the second

wave of PIAAC”, OECD Economics Department Working Papers, No. 1403, OECD Publishing, Paris. OECD calculations based on the Survey of

Adult Skills (PIAAC) (2012 and 2015).

StatLink Sasm http://dx.doi.org/10.1787/888933714486
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Supporting employment growth through more effective social dialogue

Rebuilding employment is essential to redress poverty, and to ensure that the recovery in
activity is lasting and supports inclusive well-being. Substantial changes to wage-setting and
employment protection arrangements during 2010 to 2013 focused primarily on giving firms
the flexibility to adjust wages and employment (Box 2.1). Collective wage agreements were
frozen, and the arrangements allowing their extension to non-signatory workplaces were
suspended. The favourability principle, which gave precedence to the terms most generous to
the employee when agreements overlapped, was also suspended. “Associations of persons”
representing at least 60% of the employees in a workplace were given standing to enter
agreements at the firm level in the absence of a union representative. The minimum wage
was reduced, given statutory status that ensured it applied to all workers, and additional
allowances were suspended while a subminimum wage was introduced for youth. Collective
dismissals were simplified while the process to support affected workers was made more
transparent and systematic and aligned more with other EU and OECD countries’ approaches.

Box 2.1. Reforms to Greece’s labour market institutions

Greece’s labour market institutions underwent substantial reform after the onset of the crisis. The
reforms that had the most substantial effects include:

General wage setting:

® 2011: Collective agreements over 3 years old were terminated. Arrangements for extending sectoral collective
agreements were suspended. The favourability principle was suspended, and agreements reached at the
enterprise level gained precedence. These reforms remain valid for the length of the third EU structural
adjustment program.

@ 2011: Time-extension of existing agreements after their expiry was reduced to 3 months. If parties cannot
reach a new agreement, conditions would default to the statutory minima, plus bonuses for experience,
family situation, education levels and hazardous work.

Minimum wages:
® 2010: Collective agreements stipulating the minimum wage were suspended.

® 2011: Supplemental payments for experience were suspended until unemployment falls below 10%.
Additional allowances continued to be provided for years of work experience achieved before 2012. Other
bonus payments were ended, for family status, education, or the hazards associated with a job. A sub-
minimum wage was introduced for those under 25, at EUR 510.95 per month, and for apprentices.

® 2012: Statutory minimum wage introduced on February 29, at EUR 586.08 per month. Private sector
employees remained entitled to 2 months’ bonus payments a year, raising the effective minimum wage
to EUR 683.76, while the bonus month payments were suspended for public sector workers.

@ 2013: Statutory minimum wage adjustment process legislated, providing that the government would set
the minimum wage, following consultation with the five main social partner organisations, representing
smaller and larger businesses and labour. Consultations would start at the beginning of each year with
the decision made at the end of June. This process will apply after the conclusion of the third EU
adjustment programme.

Representation:

® 2010: Restrictions removed on the minimum size of a firm to enter an enterprise agreement. In the absence
of a trade union representative, an “association of persons” comprising at least 60% of an affected workforce
could enter an agreement with the employer.
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Box 2.1. Reforms to Greece’s labour market institutions (cont.)
Employment protection:

® 2010: A temporary contract can be renewed three times over 3 years before it is considered permanent. The
probationary period was extended to 12 months.

® 2010: Thresholds at which dismissals are regulated as collective adjusted: for more than 6 dismissals in

firms with 20 to 150 staff or 5% of workers in larger enterprises, for indefinite term contracts and where
the dismissals do not relate to the employee.

® 2010 and 2017: Collective dismissals requirements made more transparent and systematic. The employer has
30 days to discuss with employees’ representatives proposed dismissals and investigate alternative solutions.
The employer must submit a social plan, including measures to mitigate the consequences of the dismissal,
to the employees’ representatives and to the Supreme Labour Council (SLC, a committee within the Ministry
of Labour made up of representatives from the employees and employers’ associations and the government).
The employer must submit consultation minutes to the SLC. If there is no agreement between the employee
and the employer, the SLC must decide within 10 days whether the employer has complied with information
and consultation obligations. If the employer has not, then the SLC may extend the consultation period.

® 2012: Private work agencies were permitted, to match jobseekers with employers, and to place workers into
temporary positions.

Sources: Eurofound, 2014; Eurofound, 2017a; van Ours, 2016; ILO, 2015; Zepos and Yannopoulos, 2017.

Between the onset of the crisis and early 2010, private sector wages rose by 12.1% even as
207 000 jobs were lost and labour productivity fell (Figure 2.8). The amended framework gave
firms flexibility to lower wages, and allowed the crisis adjustment to shift from cutting jobs to
reducing wages. They most often did this by entering firm-level agreements (Cholezas and
Kanellopoulos, 2015; Daouli et al., 2016; Izquierdo et al., 2017; Visser, 2016). Such agreements
surged from a handful before the changes to 976 in 2012, covering the majority of workers

(Figure 2.9), before the number of new agreements stabilised at near half of this level in recent
years.

Figure 2.8. Wages have moved more closely with employment and productivity
since changes to the wage-setting framework
Employment, wages and salaries, and productivity in the non-agriculture business sector, index 2014 Q1 = 100
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1. The reference industry is aggregated according to the NACE Rev. 2. Wages and salaries are seasonally and calendar day adjusted.

2. Annual real gross value added per person employed. The reference industry is the non-agriculture business sector excluding real
estate based on the ISIC Rev. 4.

Source: OECD (2018), OECD National Accounts Statistics (database) and Eurostat (2017), Labour Market Statistics (database).
StatLink sizr http://dx.doi.org/10.1787/888933713536
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Figure 2.9. Collective agreements cover fewer Greek workers
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1. Weighted average in 2013.
Source: OECD (2017), OECD Employment Outlook 2017.
StatLink %i=m http://dx.doi.org/10.1787/888933714505

Following the changes, wages, employment and productivity moved more closely
(Figure 2.8; Daouli et al., 2016). The allocation of labour across firms improved drastically, as
more productive firms were able to attract or retain more workers (OECD, 2017c). The jobless
became more likely to transition into employment (Figure 2.10). The share of workers who
are self-employed declined. Trust between social partners recovered from its crisis-period
lows, but remains below most other OECD countries. Wage inequality returned to pre-crisis
levels. However new jobs are more likely to be temporary or part-time and require less skills
than those lost (Table 2.1; Figure 2.6) and a large proportion are paid at the minimum wage
rate, which, together, contribute to over half of private sector workers earning a gross salary
which is lower than the at-risk-of poverty line equivalised for the net household income of a
family of four (Figure 2.11) (OECD, 2017a).
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Figure 2.10. Transitions into employment improved following labour market reforms
Labour transitions between joblessness and employment, 25-59 year-olds, 2005-141
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1. The reference income year.
Note: Transition rates between joblessness and employment at the individual level at time t measure the number of times an employed
worker at the end of year t-1 experiences a transition from joblessness to employment (and from employment to joblessness), based on
monthly information on employment status of the worker: employed; unemployed; and inactive. Individual transition information is
used to calculate aggregate transition rates at the country level. See for more details in P. Garda (2016), “The Ins and Outs of Employment
in 25 OECD Countries”, OECD Economics Department Working Papers, No. 1350.
Source: OECD calculations based on European Survey on Income and Living Conditions (EU-SILC) 2005-2015.

StatLink =P http://dx.doi.org/10.1787/888933713213

Figure 2.11. Many private-sector employees earn less than the poverty line
Number of private-sector employees earning gross monthly salaries within specified ranges, September 2017
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salary data presented in this figure.
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Source: OECD calculations based on the ERGANI database from the Greek Ministry of Labour, Social Insurance and Social Solidarity, and
Eurostat (2017), EU Statistics on Income and Living Conditions (database).
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Arrangements for extending collective agreements and for favouring work agreements
most generous to the employee are suspended until the conclusion of the ESM Stability
Support Programme. There is general agreement that, after the programme, a return to
pre-reform arrangements would be undesirable, as the loss of flexibility would risk generating
wage agreements that are ill-adapted to different firms’ conditions, and undermine the
recovery in employment and incomes. Further, stability in wage-setting frameworks supports
competitiveness and co-operation among social partners (Brandl and Ibsen, 2016). Under
current legislation, once the ESM Stability Support Programme concludes the government will
be able to adjust minimum wage rates following consultations with social partners and expert
institutions, and with reference to the situation and prospects for competitiveness and labour
market outcomes. A specialised body tasked with assembling evidence and building
consensus would improve social dialogue and better align minimum-wage decisions with
labour market conditions, especially for the unemployed. Other weaknesses in the changes to
wage-setting processes also need addressing, such as extending to “associations of persons”
some of the protections enjoyed by unions. A group of independent experts reported on
Greece’s labour market institutions in September 2016 (van Ours et al., 2016). In 2018, the
government intends to review the arbitration and representativeness arrangements for
collective agreements, and to launch a project to simplify the labour law.

Developing a flexible and inclusive framework to negotiate work conditions

The framework for wage and work condition negotiations should reap the benefits of
efficient processes to negotiate agreements and of outcomes that are equitable. Sector-
level collective agreements can foster social dialogue and reduce the costs of negotiating
wages and other working conditions, especially for small firms (OECD, 2017a). They can
improve equality of outcomes especially for groups that suffer discrimination (ILO, 2016),
and can help worker representatives negotiate wages that reflect workers’ productivity.

Sectoral collective agreements need to adjust for the circumstances of smaller firms. In
Greece, like many countries, smaller firms have lower rates of unionisation and affiliation to
employers’ associations (Figure 2.12), fewer resources for workplace negotiations (OECD,
2017a) and their productivity is often likely to be lower. Ensuring that the collective
negotiation process adapts to these firms is especially important for Greece, given that small
firms employ most workers.

Extending sectoral collective agreements to non-signatory workplaces in clearly and
objectively defined circumstances can improve efficiency and equity. However, the
importance of ensuring that social partners enter work agreements freely and avoiding
adverse impacts on non-signatories leads only some OECD countries to allow extensions of
collective agreements. Of these, most do so on a case-by-case basis and under strict
conditions (Table 2.2; OECD, 2017a; OECD, 2017b).

To maintain flexibility and reduce the risk of economic harm, Greece can follow the
examples of other OECD countries where extensions are granted under certain conditions
(OECD, 2017a). For instance, extensions could be granted only when the original agreement
is signed by representatives of minimum shares of both workers and of firms, thus ensuring
smaller employers have a voice in negotiations and encouraging workers and employers to
organise. As part of its early 2010s reforms, Portugal introduced requirements that collective
agreements be entered by employers of at least 50% of workers or 30% of SMEs affected by
the extension (OECD, 2017b). Before the completion of the ESM Programme, the Greek
government intends to assess the ability of the strengthened ERGANI database to reliably
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Figure 2.12. Unionisation and employer association membership rates are lower in smaller firms
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1. Trade union density by firm size has been adjusted for the overall trade union density shown in Figure 4.2. in OECD Employment Outlook
2017 by using the share of each size of firms in total union membership and total number of employees. OECD average is the weighted
average of the 31 OECD countries. “Small firms” and “large firms” refers, respectively, to firms with fewer than ten employees and
100 or more employees, except for Canada (respectively, to fewer than 20 employees and 100 or more employees), France and Hungary
(respectively, to fewer than 11 employees and 50 or more employees), Finland (respectively, to fewer than ten employees and 50 or
more employees), Germany (respectively, to fewer than 20 employees and 200 or more employees), Japan (respectively, to fewer than
30 employees, and 100 or more employees) and Mexico (respectively, to fewer than 11 employees and 51 or more employees).

2. 2004 for Luxembourg, 2008 for Greece and Latvia, 2011 for Germany and the Netherlands, 2012 for Israel, Italy, Korea, Poland, Portugal
and the Slovak Republic, 2013 for Australia, Austria, Belgium, the Czech Republic, Denmark, Finland, France, Ireland, Norway,
Slovenia, Spain, Switzerland and the United Kingdom.

3. Based on the third Eurofound European Company Survey (ECS 2013). Data covers all establishments of the private sector with 10 or
more employees in all economic sectors except agriculture, activities of households as employers and activities of extraterritorial
organisations. OECD average is the unweighted average of the 24 OECD countries shown.

Source: OECD (2017), OECD Employment Outlook 2017, Figure 4.A1.7 and Figure 4.A1.9.

StatLink =a=m http://dx.doi.org/10.1787/888933714524

provide this information (European Commission, 2018). Some other OECD countries allow
individual workplaces to determine some details of conditions, for example by allowing
lower wages or flexible hours in smaller firms. Even where collective agreements meet
participation thresholds, some countries also require a neutral body to approve extensions
rather than extending agreements automatically. These bodies may invite submissions from
affected social partners and assess the proposed extension’s economic and social impact.
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Table 2.2. Most countries that allow extensions of collective agreements
impose significant conditions

Subject to relatively binding criteria Subject to relatively mild criteria Not subject to any criteria
Common Finland (16.0% in 2014) Belgium (14.0% in 2013) Iceland* (24.0% in 2013)
Netherlands (9.3% in 2015) France (22.6% in 2013) Italy™
Slovenia (9.0% in 2012) Portugal (38.3% in 2011)? Spain* (6.6% in 2013)
Switzerland (13.7% in 2014)
Uncommon Austria Estonia (1.0% in 2012) Lithuania
Czech Republic (5.7% in 2013) Luxembourg
Germany (0.4% in 2008) Mexico
Hungary (2.5% in 2012) Poland
Israel
Japan
Latvia

Norway (4.0% in 2013)
Slovak Republic (0% in 2013)
Turkey

* No formal administrative extensions but functional equivalent are in place. Compulsory membership to an employer
association in Austria can also be considered a functional equivalent.

a) The estimated share of workers covered by extensions refers to a period before the series of reforms that tightened

extension criteria (see OECD (2017) OECD Employment Outlook 2017, OECD Publishing, Paris, Box 4.3).

Note: Extension mechanisms do not exist in Australia, Canada (except in Québec where they are rare), Chile, Colombia,

Costa Rica, Denmark, Greece, Ireland, Korea, New Zealand, Sweden, the United Kingdom and the United States.

Figures in parenthesis refer to the additional coverage rate (as a percentage of employees) due to extension measures.

For Belgium, France, Iceland, Ireland, Portugal, Slovenia and Spain, the figures refer to the difference between the

coverage rate and the organisation rate of employers.

Source: OECD (2017) OECD Employment Outlook 2017, OECD Publishing, Paris.

Sector-level collective agreements that prescribe the acceptable range of negotiations
while ensuring minimum standards are respected, so-called “framework agreements”, can
provide sufficient flexibility for the diversity of firms and workers. In this model, social
partners agree in sector-level collective agreement to the acceptable range of bargaining to
ensure that minimum standards are respected. Firm-level bargaining defines the precise
details of pay and working conditions. Social partners at the firm are able to negotiate
mutually beneficial trade-offs, for example between working times or leave allowances and
pay rates and tailor working conditions to their specific needs. Portugal extended the
capacity to enter such bargains to firms with more than 150 employees within its early 2010s
reforms (OECD, 2017b). Firm-level bargaining processes should be easily actionable if smaller
firms are to be able to adapt a framework agreement to their circumstances (OECD, 2017a).

Greece can better protect employment from future shocks by ensuring that collective
agreements include clauses that allow firms to temporarily adjust terms. Current law allows
employers to unilaterally cut work time in response to demand shocks, and this flexibility
can be broadened and made accessible. France, the Netherlands, Portugal, Spain and
Switzerland adopted these clauses after Germany demonstrated their effectiveness during
the crisis (OECD, 2017a; OECD, 2017b). These clauses allow firms to agree to deviate
temporarily from sectoral collective agreements in response to economic difficulties. During
the crisis, they were most often used to cut work time following a drop in demand
(Eurofound, 2015; Visser, 2016).

Clauses allowing for temporary adjustments to agreements are most effective when
clear rules prescribe their use and prevent them being exploited. In countries with a multi-
tiered system for agreeing wages and work conditions, a common approach is to allow a
firm’s social partners to suspend or adjust agreed terms. If the partners cannot reach
agreement, or workers lack representation at the workplace, partners may refer to a
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mediator. In its labour market reforms, Spain provided for a tripartite commission to fill
this role. In Greece, it could be taken by the Supreme Labour Council, or the arbitration and
mediation procedures under review.

Improving dialogue between social partners

Co-operation between social partners in Greece remains below most other OECD
countries even if it has improved since the peak of the crisis (Figure 2.13). Lower trust
reduces the efficiency of collective bargaining and labour market outcomes (OECD, 2017a).
The government expects to complete a review of existing arrangements for mediation and
arbitration in the first half of 2018 (European Commission, 2018). A better framework for
negotiations could improve trust and the quality of social dialogue and of outcomes for
workers and employers in Greece.

Figure 2.13. Trust between social partners rebuilt after the changes
to the wage-setting framework, but remains low
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Source: World Economic Forum, Global Competitiveness Index historical dataset 2007-2016.
StatLink si=r http://dx.doi.org/10.1787/888933714543

Support of a mediator in negotiations and shared information could improve
negotiation processes and outcomes (ILO, 2015; OECD, 2017b; OECD, 2017d). Following the
examples of the labour mediators in Scandinavian countries or of the Japan Productivity
Center, a mediator in Greece would share analysis with social partners of developments in
the national and competitor labour markets, in productivity and in living costs, and the
effects of changes in transfer and tax policies. The mediator would also intervene to
address blockages and to advance negotiations. Given the overlap in their tasks, the
mediator could be a function of the minimum wage commission proposed below.

To overcome low unionisation in medium and smaller firms (Figure 2.12 - Panel A),
during the crisis “associations of persons” were given standing to enter work condition
agreements if they represented at least 60% of an affected workforce and the firm lacked a
union representative. However these associations were not provided with the protections
enjoyed by union representatives. These associations entered the majority of enterprise
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wage agreements, and generally with terms that were less favourable to workers than
those negotiated by unions (Eurofound, 2015).

Associations of persons can contribute to social dialogue by facilitating the use of
opening and opt-out clauses. They are consistent with the freedom of association and
assembly recognised in various international conventions. Extending to the associations
the protections enjoyed by union representatives would strengthen their capacity to
negotiate on an equal footing with employers. Advice and representation by trade unions
may also support the associations and improve worker organisation, while ensuring that
social partners adapt to each firm’s conditions.

The sequencing of collective negotiations between sectors can contribute to dialogue
and outcomes. To help retain the new-found competitiveness of Greece’s export industries,
collective agreements for these sectors can be negotiated first. Following the approach of
several Scandinavian countries, Germany and Austria (OECD, 2017a), negotiations in these
sectors account for movements in external economic conditions and of economy-wide
productivity and competitiveness, and act as a non-binding “norm” that guides agreements
in other sectors and adjustments to minimum wage rates.

Minimum wages that are equitable and support employment

Greece adopted a statutory minimum wage as part of the crisis period wage-setting
changes. Minimum wages prescribed by statute provide a hard floor to workers’ wages in
27 out of 35 OECD countries, 22 of 28 EU members, and 90% of countries surveyed by the ILO
(Eurofound, 2017a; ILO, 2014; OECD, 20153, updated). Minimum wages can improve earnings
equality, ensure workers enjoy a minimum standard of living, and overcome imbalances in
negotiating power between employers and lower-skilled workers. They also serve as a basic
labour standard, and guide collective and firm-level agreements. At the same time, they
must ensure that unemployed or new or lower productivity workers can compete with other
workers and enter the labour force. Further, they can make only a limited direct contribution
to anti-poverty goals, which are best achieved through expanding employment, supported by
well-targeted social protection, which is discussed below.

In February 2012 the gross minimum wage was cut by 22% to EUR 586 per month or
EUR 684 per month for private sector workers who receive two bonus months annually. In
2011 minimum wage supplements for years of experience were suspended until
unemployment falls below 10%, while others were cancelled, for factors including a worker’s
family situation, qualifications, and work that was classified as arduous or unhealthy. These
supplements created approximately 50 different minimum wages rates (OECD, 2007a), and,
together, they could lead to effective minimum wages that were higher relative to the
average wage than in other OECD economies.

The minimum wage is fixed until the ESM Stability Support Programme concludes.
The cuts brought the basic minimum wage into line with other OECD countries, either
relative to the median salary or to output per capita. In 2016, the minimum wage was 48%
of the median wage, near the average for the basic minimum wage between 2003 and 2009,
and below the ratio of most other OECD economies — and the current net income at-risk-of
poverty line for a family of four (Figure 2.14).

The minimum wage rate has a greater influence on employment conditions in smaller
firms than larger firms. Smaller firms report paying a larger share of their employees the
full-time minimum wage rate or less, reflecting part-time workers (Figure 2.15). The share
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Figure 2.14. Greece’s minimum wage is comparable to other OECD economies
2016 or latest year
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1. The poverty line refers to 50% of the median disposable income in the corresponding year. Household income is adjusted for
household size. 2015 for Turkey.
Source: OECD (2018), Labour Statistics (database) and Eurostat (2018), EU Statistics on Income and Living Conditions (database).
StatLink %izr http://dx.doi.org/10.1787/888933714562

Figure 2.15. More workers in small firms earn low wages
Share of workers with reported monthly wages within specified ranges, by firm size, private sector, September 2017
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1. Includes the full-time minimum wage.
Source: OECD calculations based on the ERGANI database from the Greek Ministry of Labour, Social Insurance and Social Solidarity.
StatLink &i=r http://dx.doi.org/10.1787/888933714581

of workers earning higher wages increases with firm size, which may reflect larger
workplaces’ higher productivity and greater resources to negotiate wage rates that reflect
workers’ productivity. In contrast, the distribution of salaries differs little between regions.

Minimum wages for young workers

Greece has a youth sub-minimum wage, however this has not provided younger
workers with a path into employment. About half of OECD countries reduce the minimum
wages for younger workers, apprentices and new labour market entrants, and, in several
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countries, workers with health issues (OECD 2015b). These are intended to allow targeted
groups of lower productivity workers to enter the labour force, earn a living wage, gain
experience and improve their skills and productivity. Greece’s youth sub-minimum wage,
alongside a sub-minimum wage for apprentices, replaced the previous minimum wage
supplements. Introduced in 2012, its age threshold of 25 is higher than in other countries,
although the 12% discount to the minimum wage is modest. Since its introduction, the
share of those younger than 25 in total employment fell across nearly all sectors, and the
labour force participation of those aged 20-24 gradually declined while it rose for those
aged 25-29 (Figure 2.16).

Figure 2.16. Labour force participation fell among those receiving
the youth minimum wage relative to the cohort receiving the adult wage
Difference between labour force participation rates of the population aged 25-29 and the population aged 20-24
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1. Average of differences for the two sub-periods: from 2006Q1 to 2012Q1 and from 2012Q2 to 2017Q3.
Source: OECD calculation based on Eurostat (2018), Labour Market Statistics (database).

StatLink Sa=r http://dx.doi.org/10.1787/888933714600

Linking the sub-minimum wage to a worker’s overall employment experience rather
than their age may improve employment outcomes for Greece’s youth. The minimum wage
may be discounted significantly for a worker in their first year of work, with the discount
diminishing for the second and third years. It would be consistent with the general
ambition of amendments to wage setting processes to strengthen the link between wages
and productivity. A number of OECD countries adjust the subminimum wage in several
steps, and in Ireland these steps are related to both age and experience in the sector or
progress through training programmes (Table 2.3; Eurofound, 2017a). In practice, the
strengthened ERGANI labour database would be able to report a worker’s experience.

Inclusive processes to inform minimum wage adjustments

After the EU programme concludes, the government may adjust the minimum wage
rate, following consultations with social partners and export bodies and addressing
competitiveness and labour market conditions and prospects. Adopting a pay commission
can strengthen this process, by helping to build evidence and social consensus for
minimum wage adjustments, in light of the experience with such commissions in France,
Germany, the United Kingdom and Ireland (Box 2.2). These countries’ commissions
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Table 2.3. Minimum wage levels, determination and differential across groups

Standard annual rate,

Country 2016 (USD 2015 PPP) Youth Type of determination

Australia 21 967 Annual steps, from 15 The Fair Work Commission’s Minimum Wage Panel decides the national minimum
(36%) to 20 (97%) wage after consultation with industry, unions, individuals as well as the state and

federal governments. The Wage Panel consists of 7 people: 4 are from FWC,
3 are experts from business, unions and academia.

Belgium 21170 N/A Minimum wages are determined by the National Labour Council, and laid down
in collective agreements which are binding.

Czech Republic 8399 Set by government following consultation of the social partners.

Estonia 8 595 Set by government following agreement between social partners.

France 20 414 <17:80%;17-18:90% + lower Consultation process. Commission made up of government representatives, trade
rates for young people on unions and employer organisations annually submits an opinion on minimum
training contracts wages. A commission of independent experts provides official advice to the

government and to the Higher Commission for Collective Agreements.

Germany 20 847 < 18: no minimum wage Set by a Commission of a president, three employer representatives, 3 employee
representatives, and 2 experts (without voting rights).

Greece 11492 <25:89% After expiry of EU Assistance Programme, set by government following
consultations with social partners,

Hungary 9155 Adjusted for workers Set by government following consensus between the social partners.

in professional occupations

Ireland 18 943 <18:70% Set by government following recommendations of a ”’Low Pay Commission”

Israel 13 060 16:70%; 17: 75%; 18: 83%  Government legislated.

Japan 15292 N/A Set by government based on the opinion of the Central or Prefectural Minimum
Wages Council, composed of representatives of workers, employers and the public
interest (academic experts).

Korea 14 441 N/A Set by government, following a proposal by the tripartite Minimum Wage Council
(representing workers, employers and the public interest).

Latvia 7830 Higher hourly rates for < 18 Set by the government following social partners’ recommendations.

(114%)

Mexico 1896 N/A Minimum wages are fixed by the National Commission on Minimum Wages, which is
a tripartite institution made up of representatives from the government, employers
and workers.

Nether—lands 22210 Annual steps from 15: Government legislated.

(30%) to 22 (85%)

New Zealand 19 346 < 20: 80% for some workers  Government legislated.
with <6 months tenure

Poland 11978 N/A Adjusted (yearly) by the Tripartite Commission for Socio-Economic issues.

Portugal 10 941 <18:75% Set by government, after consulting the Permanent Committee for Social Dialogue.

Slovak Republic 8980 <18: 80% Set by government after consulting social partners.

18-21: 90%

Slovenia 14 521 N/A Set by government after consulting social partners (Economic and Social Council).

Spain 12 317 N/A Set by government following consultation of social partners.

Turkey 12 075 N/A Set by the Minimum Wage Fixing Committee consisting of government, employee
and employers’ representatives.

United Kingdom 17 568 15-17: 59% Set by government following recommendations of the Low Pay Commission.

18-20: 80%
United States 14 892 < 20: 58% during the first Government legislated.

90 days with an employer

Note: Austria, Denmark, Finland, Italy, Sweden and Switzerland do not have a nation-wide statutory minimum wage.

Source: OECD (2015), “FOCUS on Minimum wages after the crisis: Making them pay”; OECD Employment Outlook 2015, OECD Publishing;
Arpia, A., P. Cardoso, A. Kiss, K. Van Herck, A. Vandeplas (2017), “Statutory Minimum Wages in the EU: Institutional Settings and
Macroeconomic Implications”, IZA Policy Paper No. 124.

consider a range of perspectives on wage adjustments by including representatives of large
and smaller firms, workers, and independent academics and analysts, and by holding
regular public consultations, including with advocates for the unemployed and others
facing disadvantage accessing work. They publish recommendations and in some cases

determine the minimum wage adjustments.
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Box 2.2. A dedicated commission to advise on minimum wage adjustments

The United Kingdom’s Low Pay Commission has been seen as effective at ensuring
moderate and sustainable movements in minimum wage rates with limited social conflict.
Its role has informed the design of similar commissions in Australia, Germany and Ireland.
The commission is composed of worker and employer representatives and academics. It
holds public and closed consultations across the country. Its deliberations are independent
of government. Its members reach a consensus and publish an annual report with
recommendations for the minimum wage arrangements. The government makes the final
decision, but has been politically obliged to follow the Commission’s recommendations. In
the UK the role of the Commission was re-framed in 2016 when the UK government shifted
to a “living wage” goal, of raising the minimum wage to 60% of the median wage by 2020,
subject to “sustained economic growth”. Advising on movements towards this goal has
been added to the Commission’s ongoing advice on the national minimum wage.

Retaining the final decision on minimum wage adjustments with the government
would allow it to arbitrate across conflicting opinions of commission members.
Governments tend to take a stronger role in minimum wage adjustments in countries where
social partners are in greater conflict or do not represent groups that would be affected by
wage decisions (OECD, 2017a; OECD, 2017b). Conversely, a stronger role of the government
increases the risk that wage decisions will reflect shorter-term political pressures. Requiring
the government to explain its decision and any divergence from the Commission’s
recommendations may help avoid these. This framework of consultation, analysis and
discussion, backed by data and published externally, is supported by the relevant ILO
conventions.

Expanding opportunities through a stronger education system

Strengthening skills and competencies through an effective education system is
essential for improving employability, income and well-being in Greece. Participation in
education is strong given Greece’s social and economic conditions. Spending on education
relative to GDP by government and households approaches the average of OECD countries
(Figure 2.17 - Panel A), despite a smaller share of the population being at school age. The
ratio of school teachers to students is high (Figure 2.17 - Panel C) and teachers have fewer
teaching hours than in other countries. Rates of high school completion and transitions to
university are higher than in most other OECD countries (Figure 2.17 — Panels C and D;
OECD, 2017i), especially for younger cohorts. Greek workers spend near the OECD average
number of years in education (Barro-Lee 2016) (Figure 2.18). These strengths reflect the
high social value attached to education.

Greece’s best students build on these resources to be world-leaders - for example,
Greece’s emigrants are the tenth most prolific inventors globally, adjusting for population
size (World Intellectual Property Organisation, 2013). However there is great scope to improve
outcomes for most participants. Fifteen-year-olds’ achievements in standardised tests are
below other OECD countries, as are adults’ skills, and these improve less with longer or more
recent education than in most other countries (Figure 2.19, Figure 2.20; OECD, 2016a; OECD,
2016¢). After adjusting time in education for the level of young adults’ skills, Greece ranks
only above Turkey across OECD countries (Figure 2.18). Additional education raises wages or
the likelihood of finding work by less than most other OECD countries (OECD, 2016a). These
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Figure 2.17. Greece’s education input effort is in-line with other OECD countries

A. Public expenditure on education B. Household education expenditure
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1. 2014 for the OECD aggregate.
Source: OECD (2017), OECD Education at a Glance 2017: OECD indicators, Eurostat (2018), National Accounts Statistics (database) and
European Commission (2017), Education and Training Monitor 2017: Greece.
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weaknesses are reflected in the public’s limited satisfaction with the public education
system (European Parliament, 2014; OECD, 2017g).

The economic crisis has added to the sector’s challenges, by reducing resources while
bringing into focus the shortfalls in the system’s outcomes. Public spending on education
declined by 36% in nominal terms during the crisis (OECD, 2017j), and cuts affected school
teachers in particular. Their real salaries fell by 28% in the decade to 2015, to among the
lowest across OECD countries (OECD, 2017j). The workforce of permanent teachers is
ageing, but a general recruitment freeze introduced in 2012 has placed all new teachers on
annual “substitute” contracts which lack security and are funded in parallel to the main
education budget (OECD, 2017i; OECD, 2017j).

The demands on the education system have grown. The large numbers of adults who
lost their jobs during the crisis require re-skilling to be able to return to work. Newly-
arrived refugee children and teenagers need education and training to be able to contribute

OECD ECONOMIC SURVEYS: GREECE © OECD 2018


http://dx.doi.org/10.1787/888933714619

2. GENERATING EMPLOYMENT, RAISING INCOMES AND ADDRESSING POVERTY

Figure 2.18. Years of schooling are above average
Average years of schooling, 25-29 year olds, 2010!
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1. Unadjusted years of schooling are based on Barro and Lee (2016). Years of schooling are adjusted for the strength of educational
outcomes using the PIAAC numeracy mean assessment in the following way: a country’s unadjusted years of schooling are multiplied
by the ratio of its median PIAAC numeracy score to its average years of schooling, divided by the benchmark ratio of the OECD median
score to OECD average years of schooling. The benchmark ratio is calculated by dividing the median PIAAC numeracy score across
available OECD countries by the average years of schooling across available OECD countries. The median PIAAC scores are from the
2012 assessment for 25-29 year olds, while estimates of average years of schooling are for 2010, also for 25 to 29 year olds.

2. Unweighted average of data shown.

Source: Barro and Lee (2016), Education Attainment Dataset, February, OECD (2016), Skills Matter: Further Results from the Survey of Adult Skills

and OECD calculations.

StatLink sizr http://dx.doi.org/10.1787/888933713574

Figure 2.19. Student performance at school is below the OECD average
Mean PISA score in reading, mathematics and sciences
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1. The PISA reading assessment is comparable across years.
2. The OECD aggregate covers all OECD countries except Austria and the USA for reading and all OECD countries excluding the USA for
mathematics and sciences.
Source: OECD, PISA 2006, 2009, 2012 and 2015 databases.
StatLink sizr http://dx.doi.org/10.1787/888933713631
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Figure 2.20. Adults’ skills lag the OECD average
Mean PIAAC proficiency scores, 2014-15*

A. Mean scores by educational attainment B. Mean scores by age group
25-65 year-olds
320 300
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1. 6 OECD member countries including Greece took part in the second round of the assessment from April 2014 to end-March 2015. OECD
average covers all OECD member countries participating in the first and second round of the assessment.
Source: Calculations based on the PIAAC database.
StatLink Susm http://dx.doi.org/10.1787/888933713593

to Greece. Somewhat offsetting these pressures are the falling number of children entering
school age, following the low birth rates of recent decades. ELSTAT projects the number of
children entering primary school to decline by one-quarter between 2017 and 2023 (ELSTAT,
2016; Lazaretou, 2016).

Repeated efforts to address these weaknesses have fallen short. Previous reforms
suffered from limited resources and ownership, or from a lack of a coherent long-term
strategy. Improving the education system again features among the government’s policy
priorities, in agreement with the EU, and the government, led by the Ministry of Education,
Research and Religious Affairs (MoERRA), is making new efforts (European Commission
et al.,, 2017; MoERRA, 2017a). It launched a nation-wide consultation in 2016, and specific
interventions are being trailed in pilot programmes. The European Education and Training
2020 targets is also framing these efforts. The OECD is supporting through an Education Policy
Review, which will recommend measures to: improve the sector’s school and tertiary
education governance through decentralisation, autonomy and funding; improving school
performance with respect to teacher professionalism, evaluation and assessment; and
raising the system’s efficiency and equity.

These efforts go in the right direction, but should be incorporated into a comprehensive
and coherent long-term programme which provides policy continuity, co-ordination
among different stakeholders, and ongoing monitoring and dialogue with affected groups
(OECD, 2015c; World Bank, 2018).

Starting skill development from early childhood

Greece’s education and skill levels would benefit from stronger early childhood
education and care (ECEC). ECEC supports the development of emotional control, language
and social skills, especially of disadvantaged children (Doyle et al., 2009; Cunha and
Heckman, 2007). Accessible ECEC systems improve the equity of overall learning outcomes
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and raise social mobility between generations (OECD, 2016¢c; OECD, 2017k; European
Commission et al., 2014). ECEC is less costly than interventions later in life (Naudeau et al.,
2011). Two years spent in ECEC gives the equivalent of approximately one full year of
additional schooling by age 15 as measured by PISA test results, controlling for various
socio-economic characteristics (OECD, 2017k), which is the difference in the mean PISA
score between Greece and the OECD average (OECD, 2016c).

Greater access to ECEC would also address Greece’s major long-term policy challenges
of low fertility and an ageing workforce. It would help caregivers return to the workforce,
expanding families’ income and employment possibilities. This especially benefits women
and single-parent families, both of which have lower labour market participation in Greece
than in other OECD countries (OECD, 2017k). Access to quality childcare may support
fertility rates, reversing the pattern of earlier generations (OECD, 2017k).

Participation and capacity in ECEC need to be further developed in Greece. Fewer than
half of 4 year olds are enrolled in ECEC, and among younger age groups enrolment is lower
and fell slightly between 2005 and 2014. Only 13% of 0-to-2 year olds are enrolled,
compared with an OECD average of 34%. Enrolment jumps to over 90% at age 5, when
pre-primary school becomes compulsory. In contrast, across other OECD and EU members
pre-primary enrolment has become near-universal at the age of 4, and is rising for younger
age groups (Figure 2.21).

Figure 2.21. Enrolment in early childhood education and care below compulsory
school age lags other OECD countries
Enrolment rates in early childhood and primary education by age, 2014 or latest year
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1. 2017 data for Greece provided by the Greek Ministry of Interior and may not be fully comparable with other countries’ statistics.
Note: Enrolment is currently compulsory from age 5 in Greece.

Source: OECD (2017), Starting Strong 2017: Key OECD Indicators on Early Childhood Education and Care and Greek Ministry of Interior.
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The government will expand compulsory pre-primary school from 5 to 4 year olds over
the coming years, which is welcome. Increasing enrolment of younger children would also
be beneficial (MOERRA, 2017a). Parents can enrol their infants in childcare starting from the
age of 2 months in private facilities charging relatively high fees and from 7 months in
public facilities managed by the local authority at low fees (OECD, 2017m). At 2.5 years,
children may be enrolled in a public child centre, also charging modest fees, which are
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reduced further or eliminated for low income households (OECD, 2017m). Limited availability
of places appears to limit enrolment rates (OECD, 2017j).

Greater enrolment rates will first require investing in ECEC capacity, especially in
population centres. At the same time, children are typically enrolled in ECEC full-time
(OECD, 2017k). Greater use of part-time enrolment can expand the capacity of existing
facilities and limit costs for parents, without significantly reducing the pedagogical
benefits (OECD, 2017k). Demands on the system from increasing enrolment will also be
offset by fewer children entering the system, due to low birth rates.

Provision and supervision of ECEC in Greece is fragmented across institutions according
to age. The Ministry of Health and Welfare supervises the provision of private early childcare
while the Ministry of the Interior supervises the local authorities’ child centres. Pre-primary
school is managed by the MoERRA (European Commission, et al., 2014; UNESCO, 2015). This
fragmentation reflects how most OECD countries have traditionally approached ECEC.
However in some countries a fragmented system has been associated with a greater focus on
care rather than education, and distances ECEC activities from the primary school
curriculum.

Effective ECEC systems provide the foundations for school, while ensuring that care
exceeds a minimum. The first priority to achieve this is ensuring that supervisors emphasise
quality standards, especially in staff’s interactions with children. Many countries are
unifying responsibility for the supervision of ECEC systems into one ministry (Box 2.3). In
Greece, this could be achieved by consolidating ECEC supervision into the MERRA.

Box 2.3. Integrating early education with early childhood care

A number of OECD countries have unified responsibility and supervision of their early
childhood education and care (ECEC) systems into one agency, including Australia, the
Flemish and the French Communities of Belgium, Chile, Finland, France, Germany, Ireland,
Italy, Kazakhstan, Korea, New Zealand, Norway, Sweden and England (United Kingdom).
Conversely, some Scandinavian countries have maintained divisions of responsibility
while focusing on enforcing quality standards. In Italy, supervision and responsibility for
ECEC systems has traditionally been split between many agencies. Monitoring children’s
development has been at the local level, if it occurs at all, and is not standardised
nationally. The Italian comprehensive school reform program, “La Buona Scuola”,
announced in 2015 and progressively being implemented, has made ECEC reform was a
central component.

The Italian ECEC reforms propose to integrate education and instruction from birth to
age 6, when compulsory education starts, shifting the focus of ECEC from care to broader
education. The reforms propose to consolidate governance of ECEC by giving the Ministry
of Education, University and Research responsibility for co-ordinating the new system
with regional and local authorities. “Infancy hubs” are planned for children aged 0 to 6.
These will be hosted within state comprehensive institutes and primary schools, in order
to foster pedagogical continuity. They will be supported by specific infrastructure funding.
Tertiary training will be provided for educators for children aged 0-3, to improve the
pedagogical value of the system. For the first time, a maximum threshold for family
contributions will be set. Children with disabilities will receive particular attention.

Sources: OECD, 2017e; OECD, 2017f.
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The MERRA’s experience in recruiting and training pre-primary school teachers can
raise the ECEC workforce’s teaching skills. Its management of pre-primary and primary
schools can help ensure that ECEC activities prepare children for the school curriculum.
Retaining responsibility for running facilities with local authorities and private sector
providers would maintain the benefits of decentralised management and of closer
relationship with their local communities, although it may create difficulties for ensuring
consistent quality across the country (OECD, 2017k). A number of countries have achieved
strong results through a central body supervising services delivered by local governments
and private agencies (Box 2.3; OECD, 2017k).

Improving schools
Providing schools and teachers with greater autonomy

Curriculum and resource management in the Greek education system are among the
most centralised of OECD countries. There is little flexibility within the compulsory
curriculum at either primary or secondary levels, with even individual lesson plans
determined centrally. Teacher staffing decisions are made almost exclusively by regional or
national authorities, while building spending is managed by local authorities on behalf of
the Ministry of Infrastructure (OECD, 2015c; OECD, 2017j; OECD, 2017n) (Figure 2.22).

Figure 2.22. Schools and teachers have limited influence over resource
and curriculum management
Index of school autonomy?
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1. % of tasks for which the principal, the teachers or the school governing board have considerable responsibility including allocating
resources to schools (appointing and dismissing teachers; determining teachers’ starting salaries and salary raises; and formulating
school budgets and allocating them within the school) and responsibility for the curriculum and instructional assessment within the
school (establishing student-assessment policies; choosing textbooks; and determining which courses are offered and the content of
those courses). Results based on school principals’ reports.

Source: OECD (2016), PISA 2015 Results (Volume II): Policies and Practices for Successful Schools and PISA 2015 database, Table 11.4.5.

StatLink Sasm http://dx.doi.org/10.1787/888933713650

Across OECD countries, learning outcomes are stronger where educators in schools
are able to manage teaching programmes and resources, at the same time as the education
system’s capacity is strengthened (Hanushek et al., 2011; OECD, 2012; OECD, 2015c; OECD,
2016c; Woessmann, 2003). Giving local school management more autonomy on how
resources are used, teaching time is spent and which teachers to employ, accompanied by
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the necessary skills and support, would allow schools to adapt learning processes and
resources to students. For example, this can help address the Greece’s challenges in
classroom discipline or students’ self-perception (OECD, 2016c).

Given the historical organisation of teaching in Greece, investments in teachers’ and
schools capacities need to accompany decentralisation (Hanushek, et al., 2011; OECD, 2010;
OECD, 2017n). Developing these capacities is a decade-long process, requiring long-term
policy continuity (World Bank, 2018). Current pilot programmes can be effective initial steps.
During the 2016-17 school year MoERRA piloted a programme to develop greater pedagogical
autonomy, requiring teachers to prepare classes over one week on issues relevant to local
communities. This trial challenged schools, and found that teachers were short of
motivation to recognise and respond to their students’ needs. Over coming years, MoERRA
plans to offer teachers greater ongoing professional support and skill upgrading (MoERRA,
2017a). Such processes of trials, evaluations and new trials should be integrated into a
longer-term school reform agenda.

Providing schools with limited additional discretionary funds may help develop their
resource management capacity, and to innovate and adapt their activities to their
communities. Evidence suggests that improving schools’ capacity to manage funds can do
more to improve education outcomes than a general increase in funding (Leuven, et al, 2007;
OECD, 2015c). Additional funding should be allocated through a transparent, non-
discretionary formula (OECD, 2012). Practically, this could build on the successful aspects of
the Zones of Educational Priority (ZEP) programme that prioritises schools in disadvantaged
socio-economic zones, while aiding other schools to develop their capacity to mobilise
resources in their communities (OECD, 2017j).

Supporting educators with performance frameworks

Decentralising decision-making hinges on developing performance standards and
evaluation frameworks for pre-primary, primary and secondary schools and their students,
as well as central agencies such as the MoERRA. Generalised evaluation for Greek students in
compulsory education is dominated by the university entrance exam, the standard of which
varies between years. Portugal is the only other OECD country without regular national
assessments of students. Evaluations have been absent or were suspended for teachers,
schools and their principals and for the administration (OECD, 2017i; OECD, 2017n).

The end-high school university entrance exam is prestigious and competitive, and is
students’ main assessment throughout their schooling. Greece is one of only few OECD
countries where tertiary education admission is solely determined by a test at the end of
secondary school, alongside Portugal and South Korea (Edwards et al., 2012). Its design and
pre-eminence creates incentives for families to use extra-curricular tutoring and cram
schools, which can create socio-economic inequities and undermine other objectives of high
school. Greece’s households spend more than other European countries on education
(Figure 2.17 - Panel B) during secondary school, which particularly disadvantages lower-
income households and amplifies the effects of income loss following the crisis (OECD,
2017g). Only in Japan and Korea do larger shares of students attend after-school lessons
among OECD countries (OECD, 2013c). Authorities in Korea as well as Turkey are restricting
the shadow education sector (OECD, 2017i).

Reform of the exam is a priority for the government (European Commission, 2016a;
MOoERRA, 2017a). It could be replaced by a strengthened assessment of students’ performance
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throughout their schooling. The government is developing a central bank of tests that
would contribute to this. A centralised system generally achieves better educational
outcomes compared to assessments developed by schools (Woessemann, 2003; OECD,
2015c). In due course, broader performance reviews against open-ended tasks can
complement these tests. The various assessments can aid educators shape the classroom
curriculum and teaching techniques (OECD, 2013b). In Australia, Sweden, Turkey, the United
Kingdom and some U.S institutions, a general aptitude test calibrates the results of different
class and school tests, which can also serve as an entry point to tertiary education for mature
students.

In a welcome step to assessing schools’ performance, MoERRA will roll out school-wide
self-evaluation process over the coming years, alongside evaluation of administrators
(MOERRA, 2017a). School-level evaluations have been rare in Greece (Figure 2.23). Past efforts
to introduce evaluations of schools, teachers and students have failed, largely due to distrust
in the evaluations’ use (OECD, 2017j). Successful evaluation system build trust (Hopfenbeck
et al., 2013), and are collaborative and constructive. In MoERRA’s trail programmes, teachers
can work with colleagues from neighbouring schools in assessing how their school performs
against agreed standards. In the future, the assessments can be linked to access to
professional development, for example that helps teachers adapt classes to their classrooms.
Trust could also be built through 360-degree assessments that allow teachers and school
principals to provide feedback to MoERRA, and by publicising successes (OECD, 2017n).

Figure 2.23. School evaluations are infrequent in Greece
% of school principals reporting that evaluations are used, 2012
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Source: OECD (2015), Education Policy Outlook 2015: Making Reforms Happen and PISA 2012 Database, Table 1V.4.32.
StatLink Sasm http://dx.doi.org/10.1787/888933714657

Investing in educators’ skills

School teachers at all levels must complete university-level pedagogical training to be
eligible for recruitment, and secondary school teachers must also complete subject-matter
education at university level. The government is only now developing opportunities for
serving school teachers and principals to update and develop their skills (OECD, 2017j). The
maturity of Greece’s permanent teacher workforce and the lack of support for the
“substitute” teachers employed since the crisis make this a priority. Pre-service training and
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training for active teachers is most effective when it is practical, focuses on concrete
methods in a teacher’s subject areas, and is class-room based. It works better when it
provides teachers with continuous support rather than one-off workshops (Walter and
Briggs, 2012; World Bank, 2018). Strengthening pre-service can complement in-service
training, as demonstrated by Portugal’s reforms (Matthews et al., 2009).

Improvements in school teachers’ and principals’ pay and conditions over the medium-
term could accompany skill development and other efforts to improve the education system.
They have supported successful reforms programmes in a number of OECD countries,
including Estonia and Israel (OECD, 2015c; World Bank, 2018). A priority should be to
regularise the “substitute” teacher workforce on temporary contracts, in in a manner that is
fiscally sustainable and does not perpetuate existing rigidities, for example by offering fixed
and longer-term contacts. Teachers’ salaries should be able to move with those of
equivalently skilled workers in Greece. These improvements in conditions can accompany
progress in the measures discussed above, such as involvement in training, adopting
performance assessment frameworks, and increasing responsibility for class design.

Strengthening tertiary education

Tertiary education encompasses both universities and technical institutes. Greece’s
university graduation rate is above the OECD average among younger demographics and
near average for the overall workforce. In general, university education has a high social
status, and demand by high school graduates’ for university education is strong. However,
access can be inequitable. Like in many countries, students’ perception of technical
institutes is poorer, and enrolment rates are lower than for universities and fell during the
crisis (European Commission, 2011; OECD, 2017j). Tertiary education has focused more on
theoretical than professional skills. Greece’s top graduates are able to achieve international
success, for example Greece’s diaspora ranked tenth globally for the number of patents
registered relative to the population (WIPF, 2013). . However, most students take longer to
graduate, receive lower wage premiums and achieve lower adult skills than in other OECD
countries. To become internationally competitive, Greek universities need to raise their
performance relative to their global peers (Figure 2.24; Mylonas, 2017).

Past reform efforts made some progress in addressing universities and technical
institutes’ fragmentation, lack of scale and large number of courses offerings (European
Commission, 2016a; OECD, 2017j). The 2013-2014 Athina programme sought to strengthen
leading departments, and to better connect institutions with their region’s development
and labour market needs, while consolidating or closing departments and universities. The
consolidation efforts should resume. However, institutions have little autonomy across
broader areas of management, and 2017 legislation reduced these further (European
Commission, 2016a; Mylonas, 2017). Incentives and autonomy may motivate institutions to
reach the financial scale for better teaching and to attract back some of Greece’s highly
educated and successful diaspora (Theodoropoulos et al., 2014).

The availability of places in university and technical institute courses does not reflect
the preferences of students and employers. Students nominate their preferred courses and
location, and are allocated places based on their university entrance exam scores, but only
6% of 2011 entrants obtained their first, second or third choice. Once students are enrolled,
in practice they cannot change courses (OECD, 2017j). The lack of choice may partly explain
the limited income gains for most students from tertiary education, and why fewer
students go on to post-graduate study than in other OECD countries.
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Figure 2.24. Greece has few universities ranked among the world’s best’

A. Number of top-ranked universities -
Academic Ranking of World Universities (ARWU)

B. Number of top-ranked universities-
Times Higher Education (THE)
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1. Number of universities in each country that are ranked in the world top 500 (ARWU) and 1 000 (THE). The ranking of each country is

depicted on a line connecting the highest and lowest ranked among world top 500/600 universities.
Source: OECD calculations based on the Times Higher Education (THE), “World University Rankings 2018” and Center for World-Class
Universities at Shanghai Jiao Tong University, “The 2017 Academic Ranking of World Universities (ARWU)”.
StatLink =a=m http://dx.doi.org/10.1787/888933714676

More autonomy would enable universities and technical institutes to better respond to
students’ and employers’ needs. Funding could follow demand and allow institutions to
adapt their course offerings. Australia’s recent reforms to tertiary education offer an example
of how well-designed incentives, coupled with strong career guidance, can expand access to
tertiary education (OECD, 20170). The government can steer students towards priority
courses and skill-sets through ear-marked funding. Allowing students to study their
preferred subjects, while ensuring that those preferences are well-informed, is likely to
improve learning outcomes, and can draw excluded groups into higher education, providing
a pathway to employment and higher-skilled jobs, and boosting overall productivity.

With greater autonomy, students’ learning choices should be better informed.
Personal interest in a subject has determined Greek students’ study preferences (European
Commission, 2011). This should be complemented by information from graduate tracking
surveys and job market assessments anticipating future skill needs (OECD, 2016d), and the
advice of guidance counsellors, which Greek students are the least likely in Europe to use
(European Commission, 2011). The ERGANI database may enable better career tracking.
Complementing this information are the new, regular quality evaluations of tertiary
education institutions. These are prepared by institutions, assessed by external bodies, and
are published (HQA, 2014; OECD, 2017j).

New pathways to develop professional skills

Adult education has a growing role in Greeks’ careers, although from a very low level
and was set back by the crisis (Karalis, 2017). For adults entering the workforce and later in
life, the tertiary education system has offered few pathways to develop professional
expertise or to re-skill for evolving workplace needs. Universities offer limited possibilities
of entry later in life (OECD, 2017g). Access to on-the-job training is limited (Figure 2.25 -
Panel A), especially for the majority of the workforce employed by SMEs. The quality and
cost of adult training is patchy and participation is limited (Figure 2.25 - Panel B).
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Figure 2.25. Few adults participate in professional training or life-long learning

A. Share of employees who had access to employer-provided training in the past year!
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B. Participation in life-long learning®
% of population aged 26-64, 2016
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1. % of persons responding positively to the question “Have you had training paid for by your employer (or self if self-employed) in the
last 12 months?”.
2. Survey reference year. Data is based on the 2015 European Working Conditions Survey (EWCS).
3. Includes formal as well as non-formal education and training.
Source: Eurofound (www.eurofound.europa.eu/) and Eurostat (2017), Education and training (database).
StatLink Susm http://dx.doi.org/10.1787/888933714695
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Recent reforms to technical and adult education seek to better connect teaching with
workplace needs. Tertiary and vocational education institutions are better co-ordinating
with regional employers, and pilot programmes support students’ transition from
technical high schools into workplaces (MoERRA, 2017b). The government is developing
2-year professional courses that are linked with universities, towards ensuring they offer
both practical skills and rigour. These efforts must expand to provide adults with the skills
for the growing number of ’technicians and associate professionals’ jobs (Athanasouli
et al.,, 2017). Specialised language courses for refugees would allow them to participate in
these courses and contribute their skills to the labour force (OECD, 2015e).

Clear information about the content and quality of adult education courses needs to
accompany expanded supply. Reforms in 2012 sought to redress the limited supply of places
in vocational education programmes at public institutions by liberalising private institutions’
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offerings. Programmes proliferated, but their quality and effectiveness has been patchy
(OECD, 2017j). Following the approach developed in Chile, an existing education quality
assessment body with a track record for independence, rigour and clarity should certify the
quality of courses, at the request of course providers. It can aid institution needing support
(OECD, 2017j).

Lowering poverty through more effective social protection
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Loss of jobs has led poverty to surge

Poverty rates rose after the onset of the crisis, and became deeper and more persistent
(see Box 2.4). Absolute poverty measures show that Greece’s poverty rate rose to become
one of the highest rates in the OECD and EU. Poor households fell further below the poverty
line during the crisis (Figure 2.26 and Figure 2.27), and they became less able to escape
poverty. In 2015, 57% of households reporting incomes below half of the median income
were also below the poverty line in two of the preceding three years, a higher rate than in
most other OECD countries (Eurostat, 2017).

Figure 2.26. Poverty rates and the poverty gap rose in Greece over the crisis
% of the population living in households below the respective poverty lines

m2009 m2016!

50% of median income  60% of median income after Severe material deprivation At risk of poverty or social Poverty gap?
social transfers exclusion

1. 2015 for poverty gap.
2. The poverty gap is the percentage by which the mean income of poor households falls below the poverty line of 50% of the median

household income, adjusted for household size.
Source: OECD (2018), OECD Social and Welfare Statistics (database) and Eurostat (2017), EU Statistics on Income and Living Conditions (database).
StatLink %izr http://dx.doi.org/10.1787/888933714714

Good jobs are the best antidote to poverty

Jobs remain the best antidote to poverty (Causa et al., 2016). Across OECD countries
poverty rates are lowest among employees holding stable full-time positions. In Greece, the
unemployed and those out of the workforce have the highest poverty rates of any group
and they experienced the largest increase in poverty during the crisis (Figure 2.28).

Poverty also affects those in employment. In-work poverty rates increased during the
crisis and are among the highest across OECD countries. Most private sector employees’
gross salaries are below the poverty line for a household of two adults and two children of
a net monthly household income of EUR 656.25, according to the Ministry of Labour’s
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Figure 2.27. The poverty gap has widened
Percentage changes in the poverty gap® between 2008 and 2015, total population
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1. The ratio by which the mean income of poor households falls below the poverty line of 50% of the median household income adjusted
for household size. A larger poverty gap indicates that larger transfers would be needed to raise poor households above the poverty line.

Source: OECD (2018), OECD Social and Welfare Statistics (database).
StatLink Sasm http://dx.doi.org/10.1787/888933714733

Box 2.4. Measuring poverty

Poverty indicators summarise the incidence and depth of poverty across a population. These measures
generally require information from household surveys of incomes or other aspects of their living
conditions, which means they may only be available with a lag.

® Relative poverty rate: The proportion of individuals living in households where the total income is below
a poverty line that is determined by the current distribution of incomes. To compare across countries, the
OECD uses a threshold of 50% of the median disposable income. This chapter uses this threshold, unless
otherwise indicated. Eurostat and most EU countries use a threshold of 60% of the median income after
accounting for transfers. Households with incomes below these thresholds are described as being “at
risk of poverty”, as their actual material circumstances are not observed. The poverty threshold moves
over time with the income distribution. In Greece, the fall in wages during the crisis reduced the
threshold at 50% of the median annual income from a peak of EUR 5 981 for a single adult in 2010 to
EUR 3 750 in 2016.

® Material deprivation rate: The proportion of people whose living conditions are severely affected by a
lack of resources. For higher income countries, this is descrivbed as being unable to afford a range of
items or activities which are typically accessible in a society at a given point in time. This approach
avoids determining a rule to adjust for households’ size. Eurostat surveys the ability to afford unexpected
expenses, a one-week annual holiday away from home, a meal involving meat, chicken or fish every
second day, to adequately heat a dwelling, or durable goods like a washing machine, colour television,
telephone or car, or being confronted with payment arrears. Eurostat defines severe material deprivation as
the inability to pay for at least four of these items.

® At risk of poverty or social exclusion: The share of the population living in households where the
equivalised income after social transfers is below the relative poverty line, or that are severely materially
deprived, or where work intensity is low, meaning that working age members worked less than 20% of
their total potential during the previous 12 months.
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Box 2.4. Measuring poverty (cont.)

® Poverty gap: The depth of poverty for those below a given poverty line as the percentage difference

between the average income of households below the poverty line and the value of the poverty line. A

higher poverty gap indicates that larger transfers would be needed to raise poor households above the

poverty line.

Poverty indicators should adjust a household’s income for the size and composition of the household.
“Equivalence scales” are used to make these adjustments, and may also determine social benefit
entitlements for different household sizes.
® Square root scale is the square root of the household size. This is used by the OECD for cross-country

comparisons.

e The “modified OECD equivalence scale” gives a weight of 1.0 to the first person aged 14 or older, 0.5 to the
next person in the household aged 14 or older, whether they are adult or child, and a weight of 0.3 to each
child. It is used by Eurostat and some national statistical agencies.

Sources: Eurostat, 2014; OECD, 2007b; OECD, 2014. See also www.oecd.org/els/soc/OECD-Note-EquivalenceScales.pdf.

information system (Figure 2.11). Part-time workers, especially those working part-time
involuntarily, and the self-employed are more likely to experience material deprivation
than full-time employees (Eurofound, 2017c).

During the crisis, retirees were better protected from income loss and rates in relative
poverty fell (Figure 2.28, Figure 2.29). Fewer than 5% of retirees reported incomes below half
of the median in 2016, the lowest rate on record in Greece and the lowest across population
groups in 2016. In contrast, in 2000 retirees recorded the highest rate across population
groups, at 23%. Absolute poverty indicators also fell among those older than 65.

Child poverty has become common

Poverty rose most dramatically among households with dependent children as their
parents lost income. Among those aged under 18, 27% lived in households reporting severe
material deprivation in 2016, compared with 9.5% in 2006 (Figure 2.28, Figure 2.29), among
the highest rates across the OECD. This increase was particularly severe in households
where parents had less than upper secondary school education, making them less likely to
be employed. Other indicators also suggest a growing incidence of poverty among families
with children. Greece recorded the second largest increase in the share of low birth weight
infants during the crisis period, and the highest rate among OECD countries after Japan
(OECD, 2016e; OECD, 2015b).

Poverty affecting children needs urgent action to avoid lasting harm. Across OECD
countries, children who grow up poor achieve substantially weaker cognitive and
educational outcomes, and mental and physical health. These effects are stronger the longer
the period in poverty (OECD, 2009a). In Greece, parents’ income level is correlated with
educational performance at age 15 and students from low socio-economic backgrounds are
less likely to be among the top performers than in most other OECD countries (OECD, 2015d,;
OECD, 2016c; OECD and Eurofound, 2017). Weaker outcomes in childhood can undermine an
individual’s well-being and life satisfaction, in addition to income and employment
prospects (OECD, 2015d). Economy-wide, high level of poverty among children reduces
productivity and potential output (Machin, 2006; OECD and Eurofound, 2017).
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Figure 2.28. Those in work are at lowest risk of poverty
Share of population at risk of poverty or social exclusion?, 18 year-olds and over
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1. Share of population with disposable income below the relative poverty line or experiencing severe material deprivation, or living in
households with very low work intensity where members of working age worked less than 20% of their total potential during the last
year.

Source: Eurostat (2018), EU Statistics on Income and Living Conditions (database).

StatLink Sa=r http://dx.doi.org/10.1787/888933714752

Figure 2.29. Poverty has shifted from retirees to young households with children
Severe material deprivation rate! by age group
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1. The severe material deprivation rate is the proportion of the population living in households unable to afford at least four of the
following items: unexpected expenses, a one-week annual holiday away from home, a meal involving meat, chicken or fish every
second day, adequate heating of a dwelling, durable goods like a washing machine, colour television, telephone or car, or are
confronted with payment arrears.

Source: Eurostat (2018), EU Statistics on Income and Living Conditions (database).

StatLink sizr http://dx.doi.org/10.1787/888933714771

The social transfer system is costly yet does not support many in need

Greece’s social protection system is complex and fragmented, but steps are being
taken towards consolidation. A 2016 World Bank assessment identified over 200 social
protection programmes, ranging from benefits for large families to unemployment
allowances to a variety of holiday camps and transport benefits. Most programmes were
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small and poorly targeted, and only 5.4% of social spending (including pensions) was
means-tested in 2015. The system developed incrementally over decades, with occasional
rationalisation efforts reversed by the introduction of new programmes targeting specific
groups (OECD, 2013a).

The programmes have been overseen, administered and funded by different agencies,
ministries and levels of government, and multiple bodies can be involved in individual
programmes (World Bank, 2016). This has created gaps and overlaps in mandates and
activities (OECD, 2013a), and raised administrative costs (Stefan, 2015). For example,
twenty-four different programmes supporting the disabled are administered and provided
by different levels of government, which follow varying and inconsistent procedures (World
Bank, 2017a).

Some efforts are now being made to consolidate both programmes and their
administration, for example by cutting heating allowances and some tax expenditures,
reorganising the administration of certain benefits, introducing new IT systems to assess
eligibility, and developing bodies with stronger administrative capacity (World Bank, 2017a).

Public social expenditure, at 27.0% of GDP in 2016 or nearly half of government
expenditure, is higher than most OECD and European countries (OECD, 2017e; Figure 2.30). In
Greece, social spending, in conjunction with taxes, significantly reduces income inequality
and poverty (Figure 2.31). This reflects the scale of pensions. Old-age and survivor benefits
absorb over half of social spending, the largest share across OECD countries (Figure 2.30).
About 43% of households received at least one pension, but pensions provide little support to
families with children (World Bank, 2016). The pension system has been in deficit for some
time (OECD, 2009b; Tinios, 2005; World Bank, 2016). In 2016, contributions covered only half
of payments, creating a deficit of close to 11% of GDP or four times the average of Euro area
countries (European Commission, forthcoming; IMF, 2017a; IMF, 2017b; World Bank, 2016).

Figure 2.30. Pensions dominate Greece’s social spending
Social protection expenditure by function of social protection, 2015 or latest year
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Note: Social protection encompasses interventions from public or private bodies intended to relieve households and individuals of the
burden of a defined set of risks or needs, provided that there is neither a simultaneous reciprocal nor an individual arrangement
involved. The eight main risks or needs are: old age, sickness/healthcare, survivors, disability, family/children, unemployment, housing,
and social exclusion not elsewhere classified (n.e.c). The category 'family, children and other allowances’ includes social expenditure on
unemployment, housing and social exclusion n.e.c.
Source: Eurostat (2018), Social Protection Statistics (database).

StatLink Sasm http://dx.doi.org/10.1787/888933713707
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Figure 2.31. Poverty and income inequality remain high even after extensive
redistribution through taxes and benefits

A. Income Gini coefficient
Percentage reduction in income inequality due to taxes and tansfers', 2015 or latest year
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B. Poverty rate
Percentage reduction in poverty rate due to taxes and transfers?, 2015 or latest year
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1. The ratio of the difference between the income Gini coefficient before taxes and transfers (market income) and the income Gini
coefficient after taxes and transfers (disposable income), to the income Gini coefficient before taxes and transfers.

2. The ratio of the difference between the poverty rate before taxes and transfers and the poverty rate after taxes and transfers
(disposable income), to the poverty rate before taxes and transfers. The poverty line refers to half of the median disposable income.
Household income is adjusted to take into account household size.

Source: OECD (2018), OECD Social and Welfare Statistics (database).

StatLink Si=m http://dx.doi.org/10.1787/888933714790

The crisis gave urgency to addressing the pension system’s long-recognised imbalances
(OECD, 2007; OECD 2009b; OECD, 2013a; Tinios, 2005). Crisis-period reforms’ first goal was to
cut the system’s demand on government finances. Pension entitlements were reduced
overall. Changed eligibility and contribution requirements encourage later retirements,
greater contributions and ended a patchwork of scheme-specific allowances (Ziomas and
Theodoroulakis, 2016; IMF, 2017b). The fragmented array of funds, administrations, and
entitlements (OECD, 2016g) are in the process of being consolidated or closed (European
Commission, 2018), including those providing various special allowances. Inter-generational
equity is gradually improving as the entitlements of existing and new pensioners come into
line. The system is more generous for some low income earners and younger workers, and
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cuts to existing pensions have been capped through compensatory payments, which will
unwind only slowly (IMF, 20173; Tinios, 2016). The early 2010s reforms were anticipated by a
surge of early retirements, which, with the fall in GDP, led pension spending to peak at 17.3%
of GDP in 2016 (National Actuarial Authority, 2018; OECD, 2016f). Further reforms to improve
the system’s equity and long-term sustainability are scheduled for 2019 and should be
pursued. Together, these efforts are expected to reduce the cost of pensions to 13% of GDP in
2020 and to 10.5% by 2070 (European Commission, forthcoming).

Low-income households need stronger support

Greece’s social protection system is being reformed through the introduction and
strengthening of means-tested cash benefit programmes. Reforms are shifting from
emergency measures in response to the economic crisis to changes to the structure of social
protection so as to more effectively support vulnerable households while strengthening work
incentives. The World Bank is supporting the design of benefits and the reformed
management systems. The introduction of the social solidarity income (SSI), strengthening
of family benefits, plans to redesign disability support and to introduce an accessible
housing allowance, and the consolidation of different benefit administrations are important
steps. However a large number of smaller, mostly in-kind programmes, and fragmented
management systems remain.

A number of the low-income household support programmes found in most OECD
countries are still being developed in Greece:

e A minimum income scheme, the Social Solidarity Income (SSI), targeted to the poorest
households, was rolled out nationally in February 2017, bringing Greece into line with
other EU and most OECD countries. Several overlapping programmes were consolidated
into the SSI. In 2018, recipients able to work and who are not employed or in education
will be required to register with the public employment service to receive the SSI.

e The main family benefit programmes were unified in 2018 to better and more consistently
target poorer households and larger families, and to improve their administration.
Smaller schemes continue to provide a mix of mostly in-kind benefits, such as transport
subsidies, student living-away-from home allowances, or access to summer camps and
vacations. These programmes are poorly targeted, leave coverage gaps, and their
administration is fragmented and costly (World Bank, 2016).

e A school meal programme is being progressively expanded and extended to the whole
school year. The programme is geographically targeted as it benefits all school children
within communities with high unemployment, rather than targeting children living in
poor households.

e The many disability schemes support few beneficiaries relative to the overall population,
although disability rates are also relatively low. Those eligible have received inconsistent
support, depending on factors such as where they live, or whether they are insured or are
eligible for a particular benefit regime. Co-ordination across these systems is limited
(World Bank, 2016 and 2017a). The government plans to reform the disability support
system over the coming years and in 2018 is piloting a shift to assessing beneficiaries
according to their functional capacity.

e Over the crisis, housing costs became a significant stress for low income households,
particularly renters, but housing-cost support programmes are very narrow or expiring.
A stronger and better-targeted benefit to reduce housing-cost stress of low-income
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households and to complement other allowances is being designed for approval in 2018,
with two benefit designs being considered.

Other programmes supporting specific groups at higher risk of poverty are weak. For
example:

e Unemployment benefits are low, eligibility criteria are strict, and they support few of
those out of work (World Bank, 2016), especially as unemployment duration lengthens
(Lyberaki et al., 2017).

e Survivor benefits are not well-designed and targeted, as demonstrated by persistently
higher poverty rates among elderly women (World Bank, 2016) despite high spending on
survivor benefits. Planned pension reforms will reduce survivor benefits overall.

Ensuring all households can access a minimum income

The Social Solidarity Income (SSI) was rolled out nationally in February 2017. It provides
an income of last resort to low-income and low-wealth households. By early January 2018,
630 000 beneficiaries had been accepted (World Bank, 2017b; European Commission, 2018).
The SSI is an important step towards protecting poor households not benefitting from any
other social protection programme.

The SSI provides a monthly transfer of EUR 200 for the first adult in a household,
EUR 100 for the second person, and EUR 50 for each child, up to a maximum allowance of
EUR 900. To be eligible for the SSI, a household’s total net income over the preceding six
months must be less than the value of six months of the SSI, disregarding 20% of
employment income and disability allowances. The household’s assets must also be below
certain thresholds.

The SSI raises poor households’ income and reduces the poverty gap (Figure 2.32 -
Panel A, Scenario 2). However, its effect on poverty headcounts is small as the transfer
amount is below the poverty line, like in other OECD countries. For a family of two adults
and two children without other sources of income, the SSI would amount to 21% of the median
household income, similar to most countries’ minimum income schemes (Figure 2.32).
Simulations suggest that the SSI may reduce the poverty rate by up to 0.6 percentage points
from an initial rate of 21.2% (World Bank, 2015; Ziomas et al., 2015).

Over 2018, the government intends to make SSI access conditional on engagement
with social services, by linking it with social-service delivery and with active labour market
programmes. This will improve low income households’ access to social protection, and
help recipients develop their human capital and move into employment:

e Improved access to other social services and goods. Recipients receive information and
better access to other types of social services, such as free medical care for the uninsured,
food and basic materials assistance programmes, and priority placement in child care
centres. As well as supporting recipients’ welfare, this access may improve the targeting of
these benefits, while some benefits that overlap with the SSI have been streamlined or
eliminated (European Commission, 2018).

e Participation in ALMPs and other social inclusion policies. Unemployed beneficiaries
who are able to work are included in pro-employment programmes such as community
services, vocational training and “second opportunity” schools for adults. All unemployed
beneficiaries are required to register with the public employment agency and to report
monthly on their activities. In the SSI pilots, the link between the income transfer and
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Figure 2.32. The Social Solidarity Income, reformed family benefits, and proposed housing
allowances raise poor households’ incomes but also raise participation tax rates

A. Net income of out-of-work family
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1. Panels A and B illustrate, respectively, the effects on net income and participation tax rates for a family of 2 unemployed adults and
2 children under 14 of various policy scenarios. Box 2.5 describes these simulations.
Source: OECD calculations based on the OECD tax-benefit model.

StatLink Si=m http://dx.doi.org/10.1787/888933714809

ALMP was a challenge (Ziomas et al., 2015), which the growing network of community
centres, the ongoing enhancement of ALMP, especially at the public employment
services, and improved information systems may help to address.

The information and administration systems developed for the SSI exemplify the cost-
effective and fit-for-purpose reforms to processes and systems needed across Greece’s social
protection system (World Bank, 2017a). Access to the SSI is supported by the 250 community
service centres being set-up across the country with EU Social Fund support. At these centres,
access to new information systems and databases allow applicants’ eligibility for the SSI to be
assessed objectively and transparently against quantitative criteria. In contrast, access to other
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Box 2.5. Simulating tax and benefit policies

The OECD Tax-Benefit model simulates the impact of tax and benefit rules on families’ net income both
in and out of work. It incorporates detailed and up-to-date tax and benefit rules in EU and OECD countries,
and assesses tax burdens and benefit entitlements for different household circumstances, much like a tax
administration or benefit administration would. National governments validate the rules and key model
outputs. The model can also assess the consequences of different tax-benefit reform options or scenarios.

For Greece, ten different policy settings are simulated, six showing the progressive implementation of
recent and legislated future policy reforms (Table 2.4), and four representing hypothetical policy reforms that
may be considered in the future. These policy settings are used to calculate the net disposable income and
participation tax rate for a family of two unemployed adults and two children younger than 14. Table 2.4
summarises these policy settings. Figure 2.32 presents the results of these simulations for the net income
(Panel A) and participation tax rate from moving into work (Panel B), relative to the average of OECD
countries. Figure 2.33 shows the same kind of results for the hypothetical future reforms, relative to selected
OECD countries and the average.

Table 2.4. Recent and legislated policy settings

Scenario Income tax rates Family allowances Housing benefit SSI SSI earnings disregard

Recent and legislated future reforms:

1. Baseline Policies at June 2016. Policies at June 2016. No programme in No programme included. No programme in
simulation. simulation.

2. S8l introduced Policies at June 2016. Policies at June 2016. No programme in 2017 programme: Disregard 20% of earned
simulation. EUR 200/mth for 1st income in assessing

adult, scaled to 50% for eligibility.
2nd adult or 1st child;

25% per child, to max.

transfer of EUR 900 /

mth. Previous 6 mths’

income must be less

than value of 6 mths of

SSl transfers, and

household assets below

thresholds.
3. Add family benefit 2020 reform: Reduce 2018 programme: No programme in 2017 programme. 20% of income
& tax reforms personal income tax Monthly benefit of simulation. disregarded.
credit by EUR 650 across EUR 70 for 1st and
family sizes: cut personal  2ndchild; EUR 140 for
income tax rates, with each additional child for
lowest rate cut to 20%;  the lowest equivalised
cut special solidarity income tier (EUR 0-
contributions rates. EUR 6000), 60%
and 40% of benefit
for income brackets
EUR 6001-EUR 10 000
and EUR 10 001-
EUR 15 000. Cancels
large family benefit.
4.a Add housing 2020 reform. 2018 programme. SSlincome definition. 2017 programme. 20% of income
allowance option A Income eligibility disregarded.
thresholds of 2 x SSI.
Monthly transfer of EUR
130 for 1st adult; scaled
to 50% for 2nd adult or

1st child; and 25% per
child, to max. transfer of
EUR 260/mth.

170

OECD ECONOMIC SURVEYS: GREECE © OECD 2018



2. GENERATING EMPLOYMENT, RAISING INCOMES AND ADDRESSING POVERTY

Box 2.5. Simulating tax and benefit policies (cont.)

Table 2.4. Recent and legislated policy settings (cont.)

Scenario Income tax rates Family allowances

Housing benefit

SSI SSI earnings disregard

4.b Add housing 2020 reform.

allowance option B

2018 programme.

SSlincome definition.
Income eligibility
thresholds 4 x SSI.
Monthly transfer of

EUR 50 for 1st adult;
scaled to 50% for 2nd
adult or 1st child; and
25% per child, to max.
transfer of EUR 150/mth.

Hypothetical future reforms:

5.a Add 20%?1 in SSI 2020 reform. 2018 programme.
income disregard
tod.a

5.b Add 20%1 in SSI
income disregard

to4.b

2020 reform. 2018 programme.

6.a Add 20%1 SSI 2020 reform. 2018 programme.
allowances & eligibility

thresholds to 5.a

6.b Add 20%1 SSI 2020 reform. 2018 programme.

allowances & eligibility
thresholds to 5.b

Option A (4.2)

Option B (4.b.)

Option A (4.a) with
income eligibility
threshold increased by
20%.

Option B (4.b) with
income eligibility
threshold increased by
20%.

20% of income
disregarded.

2017 programme.

Disregard 40% of earned
income in assessing
eligibility.

Disregard 40% of earned
income in assessing

2017 programme.

2017 programme.

eligibility.
20% increase in 2017 40% of income
allowances and eligibility disregard.

thresholds

20% increase in 2017 40% of income
allowances and eligibility ~disregard.
thresholds

Note: The 2020 reforms to income tax rates may be brought forward to 2019 depending on macroeconomic conditions. The SSI and
proposed housing allowance programmes adjust benefits and income eligibility thresholds for family size following the same
scale: the first member receives 100% of the allowance, with an additional 50% provided for the second adult or first child in single
parent families, and an additional 25% for each additional child, up to a prescribed transfer maximum. The 2017 SSI programme
provides EUR 200 per month to the first household member, EUR 100 to the second adult or first child, EUR 50 for additional
children, to a maximum of EUR 900. The income tax and family benefit reforms are presented together given that the simulations

apply to a family without income and not affected by the income tax rate reforms.

social protection programmes, notably those provided by municipalities, remains through
parallel agencies, managed by separate administrations and through systems that may
overlap or be inconsistent. Some existing programmes rely on welfare officers’ manual
assessments and are recorded and exchanged through paper-based systems (World Bank,
2017a). These complex, subjective and less transparent processes risk resulting in leakage and
excluding households in need, especially foreign-born applicants and Roma who may not have
the necessary documents. Ongoing efforts to strengthen the integrity and coherence of these
systems need to continue (World Bank, 2017b; Ziomas et al., 2015).

Reforms to family benefits legislated in 2018 and planned housing allowances
programmes add to the SSI's effort to improve poor households’ well-being (Figure 2.32 -
Panel A, Scenario 3 and 4). At least two designs for housing allowances are being considered for
introduction in 2019 (Table 2.4, Scenarios 4.a and 4.b). One proposed design of the housing
allowance would provide higher benefits and eligibility thresholds at twice those of the SSI
(Table 2.4, Scenario 4.a), while the alternative would provide lower allowances with eligibility
up to four times the SSI. The first proposal, combined with the SSI and reformed family
benefits, would lift an out-of-work family’s income to near the poverty line (Figure 2.32 -
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Panel A, Scenario 4.a). The housing allowance proposal with lower benefits and higher
eligibility thresholds (Table 2.4, Scenario 4.b), combined with the other benefits, would lift
the family’s income to above 35% of the median disposable income (Figure 2.33 — Panel A,
Scenario 4.b). By comparison, on average across OECD countries benefit and tax systems provide
the out-of-work family with 38.8% of the national median income (Figure 2.32 — Panel A).

Figure 2.33. Hypothetical increases in the Social Solidarity Income and earnings
disregards would further support poor households’ incomes

A. Net income of out-of-work family
% of median disposable income, couple with children
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1. Panels A and B illustrate, respectively, the effects on net income and participation tax rates for a family of 2 unemployed adults and
2 children under 14 of various policy scenarios. Box 2.5 describes these simulations.
Source: OECD calculations based on the OECD tax-benefit model.
StatLink Sasm http://dx.doi.org/10.1787/888933714828

Withdrawing benefits gradually as households gain employment income limits the
rise in the participation tax rate (Figure 2.32 — Panel B, Scenario 2, 3 and 4), encouraging
labour force participation and avoiding poverty traps. Providing beneficiaries with
incentives to seek formal employment is especially important in Greece, given that
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opportunities for informal income abound (Medina and Schneider, 2018), and that Greece
is still developing effective monitoring and control systems for its growing income-
targeted welfare programmes. Increasing the share of earned income that is disregarded in
assessing SSI eligibility would reduce the participation tax rate for beneficiaries, with its
effects emerging as families’ employment income grows. Modestly increasing the SSI
income disregard is likely to have limited cost, estimated at 0.05% of GDP for a hypothetical
increase from the current scheme’s 20% disregard to 40%.

A hypothetical modest increase in the SSI allowances and eligibility thresholds, added
to the family benefits reforms and proposed housing allowance programmes, would
further lift low-income households’ incomes closer to the poverty threshold (Figure 2.33 -
Panel A). Combining the housing allowance option with higher transfers and lower
eligibility with a 20% increase in the SSI allowance would raise the out-of-work family’s
income above the poverty threshold (Figure 2.33 - Panel A, Scenario 6.a). Combining the
hypothetical increase in the SSI with the housing allowance proposal offering lower
benefits and higher thresholds would lift the household’s income to above 40% of the
median income (Figure 2.33 — Panel A, Scenario 6.b). However, the hypothetical increase in
the SSI allowance would also raise the participation tax rate to near the OECD average
(Figure 2.33 - Panel B, Scenarios 6.a and 6.b), weakening work incentives.

Over time, as administrative capacity improves, the government should consider
introducing working tax credits as a way to reduce in-work poverty, encourage labour force
participation and formalise the shadow economy. Systems already in place in some OECD
countries, such as France, the Netherlands, the United Kingdom and the United States, have
proved effective if targeted and designed well (OECD, 2005; Immervoll and Pearson, 2009).
Increasing the SSI’s income disregard from 20% to 40% could be a step towards providing
those in very low-wage jobs with top-up benefits without creating a new benefit from scratch.

Supporting families and children

During the crisis, families and children in Greece experienced the fastest increase in
material deprivation rates, reaching the highest rates among OECD-EU members. This
reflects the falls in salaries and employment, combined with the limited social safety net
for families and children. Total spending on family and child benefits has been the lowest
of OECD-EU countries, at 1.1% of GDP in 2015. Coverage falls short for some groups and the
multitude of programmes mean similar households can receive different levels of benefits
(World Bank, 2016).

In 2018, the main family benefit programmes were consolidated into a unified and
targeted family income support. Its eligibility criteria and allowance rules were aligned with
other means-tested social benefits, notably the SSI. The benefit is granted to families with up
to EUR 15 000 of equivalised total gross family income, equal to EUR 30 000 of gross annual
income for a couple with two children. For low-income families, benefits are considerably
higher than the previous scheme, at EUR 70 per child each month for the lowest income tier,
with a higher benefit for the third and additional children. Benefits are reduced for
households in higher income tiers, so as to reduce the participation tax rate (Table 2.4,
Scenario 3 details the revised allowances). Simulations for this Survey show that while the
family benefit offsets part of the SSI receipts for a jobless family with two dependent children
(Figure 2.32 —Panel A, Scenarios 2 and 3), this has the effect of reducing their participation tax
rates by 9 percentage points as one adult enters work at the minimum wage (Figure 2.32 -
Panel B, Scenarios 2 and 3).
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At least twelve other programmes continue to provide low levels of support to families
and children. These programmes tend to be small and are administered by a variety of
agencies. They are mostly poorly targeted, and a number are not means-tested. They
subsidise transport for large families, provide one-off cash transfers if students pass the
school year, pay for holiday camps, supplement income support for mothers on maternity
leave, and pay lump sums to students studying away from home. Some transport subsidies
will be reviewed over 2018, using newly available usage data.

Affordable housing for low income households

Housing costs became a significant burden for Greek households during the crisis,
especially for poorer households and for renters. In 2016, over 40% of all households and 90%
of poor households spent more than 40% of their disposable income on housing costs. At the
onset of the crisis, these rates were respectively 20% of all households and two-thirds of poor
households. These shares are high compared to other OECD countries (Figure 2.34).

Figure 2.34. Housing costs overburden most low income households, especially renters
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Note: Results only shown if category composed of at least 30 observations. For Chile, Mexico, Korea and the United States, gross income
is used due to data limitations.
Source: OECD (2016), OECD Affordable Housing Database, Table HC1.2.3, December (www.oecd.org/social/affordable-housing-database.htm).
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Housing policy across OECD countries mostly supports rent payments and provides
social housing (Salvi del Pero et al., 2016). Current housing support programmes in Greece
include: payments by municipalities for the rental costs of elderly people without incomes;
temporary support to re-house homeless people; temporary rental subsidy schemes;
subsidised heating and energy costs (which has recently been cut as it mostly benefited
higher income households). In Greece, there is effectively no social rental housing (OECD,
2017f; Pittini et al., 2015), and only 7% of poor households have access to reduced rent
housing (Salvi del Pero et al., 2016). On average across European countries, 20% of poor
households receive housing support.

The government plans to legislate for a new housing allowance, to become effective in
2019. Appropriately, the allowance is being designed with reference to reforms to other
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benefits and taxes rates, to ensure that it supports those in need without discouraging them
from seeking formal employment. Allowances and eligibility would link to household size
with the same equivalence scale and using the same income definition as the SSI, improving
coherence across the different programmes and reducing their administrative burden. Two
proposed designs for the housing allowance are being considered, setting eligibility limits at
either twice or four times the SSI's equivalised household income limits (Table 2.4, Scenarios
4.2 and 4.b). Higher income eligibility thresholds than the SSI and family benefits would
allow poorer households to remain eligible for the housing benefit as they gain employment
income and become ineligible for other benefits, with the effect of reducing the participation
tax rate (World Bank, 2017a).

Simulations for this Survey suggest that either housing allowance design would
substantially lift an out-of-work family’s income (Figure 2.32 - Panel A, Scenario 4.). The
smaller allowance with higher eligibility thresholds, combined with other benefits, would
provide the household with over 40% of the median income, close to the average provided by
tax and benefit systems across OECD countries. The high eligibility thresholds for the
allowances mean that they do not raise the participation tax rate as households move from
unemployment into work (Figures 2.32 — Panel B, Scenario 4.), even under the hypothetical
scenario of higher SSI allowances and eligibility thresholds (Figure 2.33 — Panel B).

The housing allowance rates could adjust for the differences in housing costs between
areas, to ensure that it is sufficient for poorer households to live in areas with greater
economic dynamism and employment opportunities but higher rental costs, such as
Athens. Paying the proposed allowance directly to landlords may help poor households
access housing, following the experience with such direct payments in Chile, Japan and the
United States (Salvi del Pero et al., 2016).

Active labour market programmes that assist the recovery in employment

Active labour market programmes (ALMPs) play a very small role in Greece’s labour
markets (Figure 2.35). ALMPs can be effective at returning the unemployed to work even
when unemployment is high and labour market slack is significant, as a large activation
programme demonstrated at the peak of Portugal’s recession in 2012 (Martins and Pessou e
Costa, 2014). The government is expanding and strengthening the capacity of ALMPs to
target the priority groups of the long-term unemployed and inactive youth, and to provide
jobseekers with the skills that employers need. ALMPs are most effective when they provide
services that adapt to the characteristics of different jobseekers and to labour market
conditions. Many of the government’s new efforts are still at pilot stages. Their effectiveness
varies, highlighting the need for ongoing evaluations to identify the programmes that work,
those that are not effective and can be scaled down, and to enable the supply of programmes
to adjust as the labour market’s needs evolve.

Enhancing employability

A mix of programmes is necessary to address the different skill gaps faced by different
groups. For adults with work experience, programmes that develop specific skills needed
by employers can be more effective than those that develop general skills. The government
is developing these, focusing on the skills needed in Greece’s most dynamic sectors. This
effort complements the government’s investments in vocational education, apprenticeship
and adult learning systems. On the other hand, many out-of-work youth new to the labour
force can lack solid general education. For them, reinforcing transferable, general skills,
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Figure 2.35. Participation in active labour market programmes is limited
Participants in active labour market programmes, % of labour force, 2015?
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1. Active labour market programmes include all social expenditure (other than education) which is aimed at the improvement of the
beneficiaries’ prospect of finding gainful employment or to otherwise increase their earnings capacity. This category includes
spending on public employment services and administration, labour market training, special programmes for youth when in
transition from school to work, labour market programmes to provide or promote employment for unemployed and other persons
(excluding young and disabled persons) and special programmes for the disabled. Employment incentives consist of job rotation and
job sharing schemes as well as programmes making payments for a limited period only to facilitate the recruitment, or continuing
employment in the case of restructuring, of unemployed persons and other target groups into jobs where the majority of the labour
cost is covered by the employer. Other active measures consist of training, sheltered and supported employment and rehabilitation,
direct job creation and start-up incentives, excluding programmes related to public employment services. 2014 for Estonia and OECD
average. 2012 for Greece, except for training data which are an average of 2011 and 2013 due to lack of 2012 data.

Source: OECD (2017), OECD Employment and Labour Market Statistics (database).
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alongside work experience can improve long-term employability and earnings more than
specific skill training (Card et al., 2015; OECD, 2015b).

Supply of private professional skill training programmes exploded after the sector was
liberalised in 2012. However, their quality is patchy and would benefit from certification, so
as that participants have the information to choose high quality programmes. The benefits
of effective quality indicators is demonstrated by the better results achieved when
employers, who have more experience with different providers, are able to select training
providers, than when youth choose the training providers.

The effectiveness of public jobseeker training programmes has also fallen short of
what Greece needs. Some programmes have been very costly, averaging EUR 21 062 per
participant in nationally funded programmes in 2014, while completion rates have been
low — fewer than half of entrants completed their programmes in 2013 and 2014. Ongoing
monitoring, evaluation and adjustment of different programme approaches should
continue, and successful programmes should be supported.

Better matching job seekers and employers

Effectively matching job seekers with employers shortens spells of unemployment,
and supports labour productivity and wages by ensuring skills are used efficiently. Greece’s
large pool of unemployed fills any vacancy quickly, but workers report high rates of skill
mismatch, hindering firms’ growth and aggregate productivity. Enhancing labour market
matching was central to Portugal’s successful programme in the early 2010s (Martins and
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Pessou e Costa, 2014). Improving vacancy registration and access via online databases and
social media, coupled with better engaging with the unemployed through employment
offices, were effective elements of Portugal’s public employment service reforms (Martins
and Pessou e Costa, 2014; OECD, 2017b).

Greece’s public employment service (OAED) engaged with 323 869 people in 2015, or
over one-quarter of the unemployed. Approximately 4% of those who found a job in the
previous 12 months used OAED, a lower share than in most OECD countries. Greece’s large
number of SMEs would particularly benefit from greater recruitment support from OAED,
given that most lack internal human resource departments. The government is
re-engineering OAED to enhance its capacity to engage with employers and to more actively
match job seekers’ skills with vacancies. These efforts are welcome. The government is
also expanding specific areas of OAED’s capacity, in part by redesigning processes and
directing counsellors to better liaise with employers and advise jobseekers. OAED is also
expected to integrate into the new network of community service centres.

These are positive moves as they address reform priorities discussed in previous
Surveys (OECD, 2013). Changing OAED job counsellors’ responsibilities complements the
investments in IT systems. More contact between counsellors and employers improves job
matching rates (Frolich, et al., 2007). These changes may also require strengthening
counsellors’ “soft” skills, such as job brokering, counselling and social work (OECD, 2015d).
In the future, OAED could offer specialised support services for SME employers, following
the success of such services at the British public employment service.

Strengthening job search and training incentives

Tax and benefit systems in some countries can create incentives against seeking
employment, as the loss of benefits offsets gains in employment income. Greece’s limited
unemployment and welfare benefits and the structure of the tax system have curbed the
participation tax rate (Figure 2.32 — Panel B, Scenario 1). To avoid a large increase in
participation tax rates and creating poverty traps, increasing means-tested social benefits
need to be accompanied by earnings disregards and progressive income eligibility thresholds
(Panel B in Figures 2.32 and 2.33). Unemployment benefit coverage is low and reforms in 2016
and 2017 largely tightened eligibility and raised job search requirements (Figure 2.34; OECD,
2017p; World Bank, 2016). This strictness is intended to prevent seasonal workers using
unemployment benefits to top-up their income during off-seasons, but it may discourage
jobseekers from registering, thus detaching them from the formal labour market and ALMPs.

The SSI programme will oblige working-age beneficiaries who are able to work but not
doing so to participate in job-search and training programmes. This mutual obligation will
strengthen incentives to retrain and search for jobs. Such “mutual obligation” is becoming
a typical feature of benefit systems. For example, Italy has introduced such a link as part of
its plan to overhaul ALMPs (OECD, 2017q).

Bringing youth into work

Youth inactivity is a significant challenge in Greece. High before the crisis relative to
other OECD countries, youth inactivity has since risen further (Table 2.1), due to fewer
employment opportunities and weak incentives to actively engage in job search or
apprenticeships. Extended periods of inactivity depreciate human capital and can do lasting
harm to income prospects. Most countries’ ALMPs under-target youth (ILO, 2012) and Greece
is not an exception. The most effective approaches tailor strategies to individual jobseekers’
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Figure 2.36. Eligibility conditions for unemployment benefits are moderately strict
Scale from 1 to 5 (most strict), 2014
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Note: Availability criteria cover: availability during ALMP participation, demands on occupational mobility, demands on geographical
mobility, and other valid reasons for refusing job offers. Job-searching requirements and monitoring cover: frequency of job-searching
monitoring, and documentation of job-search monitoring. Sanctions cover those for: voluntary unemployment, refusing job offers,
repeated refusal of job offers, refusing PES (Public Employment Service) activities or ALMP (Active Labour Market Programmes)
placements, and refusing PES activities or ALMP placements. For the detailed coding framework and weights, see Langenbucher (2015).
Source: Langenbucher, K. (2015), “How demanding are eligibility criteria for unemployment benefits, quantitative indicators for OECD and
EU countries”, OECD Social, Employment and Migration Working Papers, No. 166, OECD Publishing, Paris.
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needs, such as additional general skill development, job-specific training, or employment
matching (Eurofound, 2012). This requires different agencies to co-ordinate, which is best
managed through a single point of contact across agencies (European Commission 2016b).
Greece’s current social protection reforms go in this direction and merit pursuing resolutely.

In Greece, making a modest unemployment benefit conditional on job-search and
training activities could encourage out-of-work youth to engage with the labour force.
Greece also has ample scope to exploit more intensively and effectively the EU-funded
youth guarantee scheme (European Commission et al., 2017).

Ensuring resources support the most effective programmes

Funding additional ALMPs is feasible with modest additional resources. Modest
increases in spending and participation in ALMPs can bring high returns by improving
jobseekers’ likelihood of finding work, generating tax revenues and reducing social security
payments (OECD, 2015c). Current ALMP reforms in Greece focus on expanding public work
programmes, and may also provide ICT training. These are targeted at long-term and low-
skilled unemployed towards maintaining some engagement with work. These programmes
can be effective short-term responses to deep recessions, but their benefits recede with time
compared with modern ALMPs (Card et al., 2015; OECD 2015d). Effectiveness of employment
subsidies is also mixed, suggesting that both of these programmes should shift to longer-
term skill development and employment matching.

The government’s ALMP reform agenda also includes stronger monitoring and
evaluation. This is essential for improving employment outcomes. To date, Greece’s ALMPs
have been less evaluated than those elsewhere - for example, a 2015 meta-analysis of over
200 recent ALMP evaluations across countries did not identify any evaluations of Greek
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programmes (Card et al., 2015; OECD, 2015d). Developing strong evaluation culture and
procedures will support more efficient public spending and, in turn, the effectiveness of
spending on ALMPs (Andrews and Saia, 2017).

Policy recommendations
(Key recommendations included in the Executive Summary are bolded.)
Generating employment and supporting incomes

e Introduce sectoral collective-wage bargaining covering broad working conditions and without automatic
extensions.

e Ensure collective agreements are sufficiently flexible so that they can be adapted to specific firm level
conditions.

® Commence rounds of collective agreement negotiations with sectors highly exposed to external competition.

e Share with social partners an analysis of labour market developments ahead of collective agreement
negotiations.

e Establish a commission of social partners and independent experts to recommend minimum wage
adjustments.

e Link the subminimum wage for younger workers to experience rather than to age.
® Permanently cancel the minimum wage supplements that are currently suspended.
Strengthening education and skills

e Introduce assessment frameworks and professional development schemes; gradually give schools
and teachers greater pedagogical and managerial autonomy.

@ Develop regular and broad assessments of students’ learning, supplemented by general aptitude tests
that, in the medium-term, can replace the current university entrance exam.

® Regularise the supplementary teacher workforce in a manner that is fiscally sustainable and that
encourages effective teaching.

® Scale up post-secondary vocational education and adult education, linking them with labour market
needs, and certify the quality of courses.

® Provide tertiary institutions with autonomy and incentives to consolidate courses, departments and
institutions, to raise teaching quality, and to adapt courses to students’ demands and workplaces’ needs.

Addressing poverty and improving well-being

e Continue spending reviews to reallocate resources to targeted social programmes.

Further rationalise remaining non-targeted programmes.

Consider introducing in-work benefits.

Strengthen the social solidarity income by raising earned income disregards, requiring recipients to
participate in active labour market programmes, and expanding its administrative systems to include
other social benefits.

e Implement planned reforms to housing benefits, consolidating existing heating subsidies, and improve
the administration and accessibility of disability support.

Assisting re-employment

e Evaluate reskilling programmes, expand successful and cost-effective approaches and cancel those
that are not.

e Certify the quality of professional skill development courses.
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Policy recommendations (cont.)
(Key recommendations included in the Executive Summary are bolded.)

@ Pursue the overhaul of the public employment service to better match candidates’ skills with employers’
needs, including by developing a unit focused on serving SMEs.

® Finance effective job-search and training programmes by reallocating resources from public works and
private employment subsidies.
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