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Foreword

This report was undertaken at the request of the Greek Ministry of Labour, Social
Security and Welfare, in order to provide them with advice and recommendations on
reforming Greek social programmes. The OECD was asked to provide a well-founded
analytical perspective of the current situation, including the development of a database, in
order to help the Greek government define reforms to improve the effectiveness,
efficiency and fairness of selected social programmes. The aim was to identify gaps and
overlaps in social protection, and highlight areas where there was room for significant
efficiency gains. This was requested in order to support informed and concrete decisions
by the Greek government on where budgetary savings could most appropriately be made,
taking into account the balance between societal groups and the need to maintain social
cohesion. The analysis builds extensively on the database constructed by the OECD on
the basis of administrative data collected from the Greek authorities.

The report was written between mid-2011 and the end of 2012. As such, it is mainly
based on 2011 data. It analyses and evaluates the situation up until April 2012. More
recent developments are referenced, but have not been evaluated. Several versions of the
report have been released to, and discussed with, the political leadership in Greece and
the government administration. In the meantime, a number of significant reforms have
been announced and implemented. Thus, some of this report’s recommendations are
currently already being put in place by the Greek government. They are proof of a clear
determination on the part of the lead ministry, the Ministry of Labour, Social Security and
Welfare, to move forward speedily with reforms. The reforms are to achieve savings and
raise efficiency, as well as to secure a framework that enables more effective monitoring
of benefits. (See Annex B for full details of the ongoing reforms.)

Nevertheless, Greece urgently needs to further reform its social welfare system, so as
to contribute to its fiscal consolidation process and establish a more effective social safety
net. The reform process so far has established some important anchors, but needs to be
taken much further, through a comprehensive strategy and an implementation process to
ensure that the strategy is given effect on the ground.

This report identifies the key elements of a roadmap for getting there. It includes
estimates of the costs/savings of implementing different reform options. Just as important,
the report considers the social impact of reforms, and urges Greece to ensure that an
appropriate balance is struck between fiscal consolidation, growth and societal
well-being. It considers the consequences of different scenarios for fiscal consolidation
and the reduction of poverty.

The report’s recommendations can be expected to yield significant savings in the
medium to long term, through a massive boost to the efficiency of the system, including
reduced fraud, elimination of overlaps and efficiency gains, as well as some short-term
savings. With careful design, the recommendations will also help reduce poverty.
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This diagnostic, and the strategic directions proposed in the report, have been
presented and discussed with the Greek authorities and provides a base for negotiations
on further and more detailed development of reforms. The critical work of
implementation and operationalisation has already started under the direction of the
Greek Ministry of Labour, Social Security and Welfare, and must now proceed as rapidly
as possible if the twin challenges of increasing efficiency and reducing poverty are to be
overcome. The establishment of the Ministry of Labour, Social Security and Welfare as
lead ministry is encouraging proof of a determination to move forward speedily with
reforms.
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Note to readers

Significant developments took place between early 2011, when the work on this
report started, and the end of 2012. These developments reflect a determination on the
part of the Greek Ministry of Labour, Social Security and Welfare to move forwards
speedily with deep reforms.

An active reform agenda is currently implementing many of the reforms
recommended in this report, as well as others, including:

Institutional leadership

e The Ministry of Labour, Social Security and Welfare has been given the overall
leadership of social assistance and social insurance (as recommended by the
OECD), which includes the transfer of social welfare responsibilities from the
Ministry of Health. The Ministry of Labour, Social Security and Welfare is now
vested with the strategic responsibility required to take forward reforms in this
critical sector.

Strategic design

e Strategic design decisions have been taken in the direction of means testing as the
basis for social welfare programmes. For example, means testing has been
introduced for family benefits. A new family benefit has been introduced,
following the abolition of five benefits.

Reformed benefits

e Downward adjustments have been made to the minimum wage and
unemployment benefits. At the same time, a new means-tested unemployment
assistance benefit has been created for those who have been unemployed for more
than a year.

e Other reforms have also been made, including the reforms to social solidarity
allowance for pensioners and a pilot for a guaranteed minimum income to those
living under the poverty threshold.

Benefit delivery and monitoring

e Key practical implementation anchors are being put in place. In order to facilitate
the setup of a common database, and to eliminate double counting, the creation of
a National Register of Beneficiaries of social welfare benefits has been
established. The next step is expected to be a single source of payments for both
social insurance and welfare benefits. The AMKA personal identity number has
also been adopted.
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These issues will be crucial in ensuring that the reform process stays on track:

e The adoption of reforms is not enough; the reforms need to be carefully
monitored and assessed during and after their implementation. Progress with
mechanisms for the detailed design and implementation of these reforms
(specifically, how the enacted laws are being operationalised) will need to be
closely monitored by the Greek authorities, against a clear timetable. Thus, it is
critical to focus on the pace of the implementation of the reforms.

e The reforms will need to be coherent and complete, covering all the issues
necessary to secure effective systemic change to social protection policy,
including the relationship between social insurance and welfare, the design and
implementation of a new data collection system, and effective service delivery at
the local level. Linking the reforms with reforms to the tax system will also be
critical to success.
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AMKA (Gr)

APW
AW
EKAS (Gr)

EOPYY (Gr)
ESSPROSS
ETAA (Gr)

ETAP-MME (Gr)

EU
GDP
IKA-ETAM (Gr)

KEPs (Gr)
KEPA (Gr)

MoH
MTFS
NAT (Gr)

NGO
NHS
OAED (Gr)

OAEE (Gr)
OEE (Gr)

OEK (Gr)

Abbreviations and acronyms

Greek social security number

Ap1Quog Mytpwoov Kowvwvikng Aopdiiong
Average production wage

Average wage

Pensioners’ Social Solidarity Benefit
Ernidouo Kowvawvikig AAMnleyyons Zovraliodywv

Greek central healthcare fund
Ebvikog Opyoviauog Hopoyns Yrnpeoiowv Yyeiog.
European System of Integrated Social Protection Statistics

Fund for a selected group of professionals including doctors,
engineers and lawyers
Eviaio Toueio Avelaptnro Amacyolovuevav

Fund for journalists and other media workers

Eviaio Toueio Aopaliong llpoowmikod Méawv Molixnc
Evnuépwons

European Union

Gross domestic product

Social insurance organisation for private sector employees
Iopoua Kovavikov Aepolicewv

Citizen service centres

Kévrpo Eévornpétnong Hoditawv

Newly Established Disability Certification Committee
Kévtpo Ioromoinong Avorypiog

Ministry of Health

Medium Term Fiscal Strategy

Organisation for marine employees

Novtikd Arouoyixo Toucio

Non-governmental organisation

National Health System

Manpower Employment Organisation

Opyoviouog Amacyolnoewe Epyatikod Avvauikoo
Social security organisation for the self-employed
Opyavicuog Aopdrions ElevOépwv Eroyyeiuoticov
Workers Fund Organisation

Opyoviouos Epyotikng Eotiog

Housing Organisation

Opyoviouog Epyotikne Kotoixiog
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OGA (Gr) Agricultural Insurance Organisation
Opyoviouog I'ewpyikarv Aopalicewy

SILC Statistics on Income and Living Conditions

SSFs Social security funds

TAP-DEI (Gr) Fund for National Power Co-operation
Tausio Aopdiionc lpoowmnikov- Anudoia Entyeipnon
Hiexmpiouoo

TAP-OTE (Gr) Fund for national telecommunications company
TopeioAopdiiong llpoowmikod- Opyaviouos Tniemixorvmvicov
EAlaooc
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Key findings

e Greece urgently needs to reform its social welfare system if it is to meet its fiscal
consolidation targets and establish an effective social safety net.

e The reform process so far has established some important anchors, but needs to be
taken much further, through a comprehensive strategy and an implementation
process to ensure that the strategy is given effect on the ground.

e An appropriate balance needs to be struck between fiscal consolidation, growth
and societal well-being. This is possible, with clear leadership from the centre,
careful reform design and an effective reform process.

e This report’s recommendations can be expected to yield significant savings in the
medium to long term, through a massive boost to the efficiency of the system,
including reduced fraud, elimination of overlaps and efficiency gains, as well as
some short-term savings. The recommendations should also help reduce poverty.

e The establishment of the Ministry of Labour, Social Security and Welfare as the
lead ministry is very promising and proof of a clear determination to move
forward speedily with reforms.

e The following issues will be crucial in ensuring that this reform process stays on
track:

— The adoption of reforms is not enough; they need to be carefully monitored
and assessed during and after their implementation. Progress with
mechanisms for the detailed design and implementation of these reforms
(specifically, how the enacted laws are being operationalised) will need to be
closely monitored by the Greek authorities, against a clear timetable. Thus, it
is critical to focus on the pace of the implementation of the reforms.

— The reforms will need to be coherent and complete, covering all the issues
necessary to secure effective systemic change to social protection policy,
including the relationship between social insurance and assistance, the design
and implementation of a new data collection system, and effective service
delivery at the local level. The most recent reforms are a step forward, but
have not been assessed by the OECD against this criterion. More broadly,
central administration capacities for leading and steering the reform process,
and linking the reforms with reforms to the tax system will be critical to
success.

— Practical and technical assistance of the international community could be
provided in order to enhance in-country capacity and activate existing
resources, skills and knowledge. Technical assistance should be tailored to the
capacity of the public administration to absorb support and adapt international
experience to the Greek context.
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Executive summary

This report needs to be read in the broader context of continued measures to address
Greek fiscal challenges, and their social consequences, which are summarised in the box
below.

Fiscal and social challenges

Following the grave deterioration of its public deficit and its current account in the years
2000-09, Greece continues to be engaged in a very difficult period of economic adjustment.
Since 2010, the government has taken a wide range of measures in order to bring public finances
back on a sustainable track, leading to a reduction in the budget deficit to GDP ratio from 15.5%
in 2009 to 9.5% in 2011, with an expected additional reduction of 2.5 percentage points of GDP
in 2012. However, not all of the goals of the adjustment programme were met, especially in
terms of structural reforms, and public debt remained on an unsustainable path. In
November 2012, the Greek Parliament approved a revised Medium Term Fiscal Strategy
(MTES) to take into account the deeper and longer-than-expected recession, and provide a
roadmap for the adjustment effort up to 2016. The MTFS initially required that social
programmes (excluding pensions and health) contribute 1.5% of GDP to fiscal consolidation.
This has now been brought down to 0.7%, following a recommendation by the OECD. The
overall target is to turn the primary balance from a deficit of 2.7% of GDP in 2011 to a surplus
of 4.5% of GDP in 2016.

The social context also remains highly challenging, with implications for both social
stability and growth. The social pressures generated by the deep recession and strong fiscal
retrenchment are already significant, and it is likely that they will intensify in the short to
medium term, as growth is expected to resume only at the end of 2014 according to the OECD".
In 2013, Greece will experience its sixth consecutive year of recession against a rapidly rising
unemployment rate, which doubled in two years to around 27% in October 2012. The reduction
of the fiscal deficit since 2009 also came at a social cost, with cuts in average wages of
approximately 12.5% between 2009 and end-2012.> In 2012, the minimum wage was also
reduced.

Expenditure on social welfare excluding pensions and health is a relatively small part of
government programme expenditure. Total spending on social insurance and assistance schemes
excluding disability and other pensions and health is approximately 4.6% of GDP. Social
welfare expenditure is relatively low in international comparison, but a significant rise can be
expected as a consequence of deteriorating economic conditions. It may be necessary to widen
the search for fiscal savings to other government programmes, given the possible difficulty of
finding enough savings without a significant negative impact on the poverty rate.

Notes: 1. Projections as of February 2013. 2. OECD estimates based on national accounts data on total
economy compensation per employee.
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Strategic considerations

The social context for reform is challenging,
with a high and rising poverty rate

Relative to other countries with important austerity programmes, Greece had the
highest poverty rate before the cuts, and the austerity measures have pushed more people
into poverty. There has been a sharp rise in the number of recipients of social welfare
since 2008, and the poverty rate in 2011 was over 30%, based on pre-crisis median
income.

The current social welfare system only has a
limited impact on poverty, benefits are poorly
targeted and coverage of the poorest is
inadequate

Social transfers (other than pensions) have reduced the rate of poverty by only
4 percentage points. Only 50% of beneficiaries belong to the poorest 30% of the
population. As in some other countries, some benefits are available to all income
brackets. Given the tight fiscal context, some prioritisation would help rebalance the
Greek social welfare system towards those most in need. With the most recent reforms,
this process now appears to be underway.

There is as yet no complete social welfare
reform strategy, though recent developments
are promising

The Greek social welfare system has evolved for decades without any clear strategy,
resulting in a highly complex, fragmented, duplicative and inefficient system. Reforms
have been undertaken but they are fragmented and unfinished, and have fallen
significantly short of what is needed to put the social welfare system on a sound footing.
There is an urgent need to continue the work which has started to take shape under the
Ministry of Labour, Social Security and Welfare, and define and implement a coherent
and comprehensive strategy in order to strengthen the efficiency and effectiveness of
social welfare policy and governance.

The current benefits raise a range of issues
requiring significant reform

The unemployed are an especially vulnerable group. Unemployment benefits are
generally conditional on insurance contributions, are low in international comparison, and
take-up is limited. The unemployment rate has risen sharply in line with negative GDP
growth. There is a rising proportion of long-term unemployed, which reached 50% in
2011 and exceeded 60% in 2012. The young unemployed are an especially vulnerable
group, who mostly do not qualify for benefits, and there has been a sharp increase in
youth unemployment since 2008. Poverty of the unemployed has risen, with long-term
unemployed and youth especially vulnerable.

Families, especially lone parents, need more effective support. Family benefits are
numerous, but thinly spread. The benefit system mainly supported large families until the
last reform in November 2012. Family benefits were essentially targeted to households
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with three or more children, nearly all of which receive benefits, compared to only 10%
of lone parents. There is low support for poor families in international comparison.

Disability benefits are complex and inefficient. There are many and overlapping
categories of disability, and relatively large coverage and expenditure for this category.
The benefits are poorly controlled although the new National Register of Beneficiaries of
social and welfare benefits is an important step toward addressing this problem. A
significant proportion of the working-age population receives disability pensions. Large
numbers of disabled persons out of the workforce may raise serious challenges.
Expenditure on disability benefits is rising steadily.

Housing benefits support construction and rent; little is available for the homeless.
Most housing benefits were targeted at subsidising rent. There is little effective handling
of the rising problem of homelessness. Compared with other countries, housing benefits
reach out less to families, and seldom cover lone parents.

Responsibilities for social welfare within
government have been fragmented
and without a clear lead

The current social welfare system has been framed by a complex institutional
structure at the centre, undermining efficiency, accountability and effective
implementation. A large number of ministries, agencies and their local networks are
involved. Centre of government structures for the oversight and steering of the social
welfare system have been fragmented, weak and inadequate, with no lead ministry,
leading to overlaps and confusion of responsibilities. The lack of effective structure and
co-ordination is not helpful for the financial sustainability of the system, or for
accountability.

A clear institutional lead player, with
an agreed mandate to develop and implement
a reform strategy, is essential for reform

Until now there has not been any clear champion or champions to work on reform.
An empowered structure at the centre of government is urgently needed if a coherent
reform strategy is to emerge, and crucially, be implemented. The recent decision to set up
the Ministry of Labour, Social Security and Welfare with consolidated responsibilities for
both social insurance and social assistance is a promising development.

Data collection and management are in
urgent need of reform

There are serious deficiencies in the collection and management of data on social
welfare programmes, with no systematic record keeping, which impedes evidence-based
reform. Recent developments with the establishment of the National Register of
Beneficiaries are, again, promising.
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Towards more effective system design

This report’s cost-benefit analysis of reform
options strengthens the case for the Greek
social welfare system to become anchored in
means testing, and for distinct programmes to
be retained for different groups

The calculations suggest that significant savings are possible, potentially with a
significant positive effect on the poverty rate. The alternative of a single universal
means-tested benefit is not recommended because of the length of time, transitional cost
and administrative difficulties of such a radical development in the current Greek context.

Identifying the most appropriate reform
package ideally requires further analysis
against a set of clear criteria

The cost/benefit analysis is only illustrative of the possibilities. Further analysis is
needed to pin down the reform package that is most suitable. Reform options should be
assessed against a range of criteria — fiscal impact, impact on the poverty rate, practical
feasibility, implications for government operational costs/savings, legal considerations
and timescales for implementation.

The funding mechanisms for social
programmes require attention

and government revenues need to be
clearly directed at social assistance

Social insurance is currently partly funded by government revenues. Further, some
social insurance funds are partly financed through mandatory levies on economic
transactions. Some funds are also used for policies such as financing trade unions or the
tourism industry that have no clear relationship to social assistance. The system’s poor
performance in reducing poverty and covering basic needs can be explained in part by the
fact that even resources from the general budget are concentrated on those categories of
the population that are already affiliated to a social security scheme.

The impact of taxation in relation
to redistributive goals also appears to need
attention

Greece’s taxation is, to a large extent, progressive, but social assistance plays a
limited role in facilitating redistribution. Some revision of the combination of benefits
and taxes may be needed. The relatively narrow tax base combined with tax evasion may
be limiting the effective redistributive impact of taxation.
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Towards more effective system governance

The management of social insurance funds
needs urgent attention

Despite reforms, the consolidation of the social security funds (SSFs) remains limited,
often superficial and slow. The management of social insurance is spread across a tangle
of over 40 different SSFs, requiring rationalisation. The current structure of SSFs remains
very complex. The reform process initiated a few years ago is progressing too slowly and
with great difficulty. The consolidation of SSFs remains limited, and in many cases,
superficial. Merged funds have generally retained financial and accounting independence,
and separate administration structures and information systems. Implementation of
reforms is slow.

The management of the funds is strikingly ineffective, and raises a number of issues
including ITC systems, human resources, control of fraud and collection of contributions.
ITC strategy and architecture is not yet adequate to the task of supporting efficient and
effective fund management. Information systems are not harmonised, or even
non-existent, meaning that systems cannot be connected or exchange information (this
includes links to the tax administration). The ITC competences of staff are often low. The
systems for controlling abuse and fraud are inadequate and not supported by the
appropriate tools. The collection of contributions is inefficient and contribution evasion is
acknowledged to be a serious problem. The dual role of IKA-ETAM in managing overall
cash flow across the funds as well as its own cash is a serious cause of concern.

Reporting and accounting obligations of social security funds and welfare benefits are
minimal. Auditing and control are almost non-existent, and there is a striking lack of
information about the beneficiaries. Not all of the funds produce annual reports. Social
programmes in the government sector are not managed on the basis of appropriate
information.

The provision of benefits, which is mostly
done at the local level, is weakly managed

As well as overlap among ministries, local governments are heavily involved through
their provision of most welfare benefits and social care. Most of the welfare benefits and
social care are provided by the local authorities, and financed by block grants to each
municipality from the Ministry of Interior and the Ministry of Health. The block grants
are earmarked, but there is no control at the central level to ensure that the money is spent
according to the preconditions. An overlapping and complex network of offices and
departments provide social services at the local level. The capacity and incentives for
local government to provide benefits efficiently and effectively needs to be addressed.
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Summary of key recommendations

Managing the economic, social and systemic context

e Base the reform of social welfare programmes on a carefully assessed balance between
support for deficit reduction and growth, and sustaining the social fabric.

e Define and implement a coherent and comprehensive reform strategy for social welfare
in order to strengthen the efficiency and effectiveness of social welfare policy and
governance.

e Link up the reform of social welfare with other reforms, including a comprehensive
strategy to address data collection and management.

e Establish a government-wide task force steered by the Ministry of Labour, Social
Security and Welfare and reporting to the Prime Minister, in order to strengthen
collective commitment for the definition and implementation of reform.

e Establish a communication strategy.

Addressing the issues with the current benefit system

e Extend unemployment assistance and its duration, based on a means test, and develop
workfare and active labour market programmes.

e Complete the implementation of the reform of family benefits already underway.

e Consider replacing existing disability benefits with a means-tested benefit compatible
with existing legal and practical constraints and base disability benefits and pension
levels to the extent possible on the ability to work, in order to encourage activity.

e Introduce a new means-tested housing benefit.

Moving towards more effective benefit system design

e Systematically assess key design features of means testing, and balance administrative
costs and programme effectiveness, including incentives to work and save.

e Distinguish between social insurance and social assistance schemes.

e Review the impact of taxation on redistributive goals and the interplay between taxation
and social assistance.

Moving towards more effective system governance

e Streamline responsibility for social welfare within the central administration and
continue transferring responsibility for social welfare programmes (with the exception
of healthcare services) to the Ministry of Labour, Social Security and Welfare.

e Ensure that the Cabinet has adequate opportunity to discuss the social budget (which is
included within the state budget) prior to debate on the state budget in Parliament.

e Secure the effective supervision of social security funds, including the mandatory
publication of certified national accounts, the setting of annual objectives and ex post
evaluation of achievements.

e Define a plan and timetable for the more effective administration of social assistance
benefits at the local level.
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Chapter 1

Economic, social and systemic context
of social welfare reforms in Greece

This chapter presents the economic, social and systemic context for the reform of Greek
social insurance and welfare programmes. It starts with a review of the fiscal and
economic situation, including fiscal consolidation objectives and the share of social
programmes in government expenditure. It then presents data on trends in social
expenditure and international comparisons. It goes on to consider trends in the poverty
rate. The chapter concludes with a strategic review of the current system and a strategy
for social protection, and the weaknesses that need to be addressed.
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Introduction

Against a background of continuing fiscal consolidation, the current Greek system of
social protection needs urgent reform. It only has a limited impact on poverty, and the
poverty rate is high and rising. The system is also deeply inefficient. Two linked strategic
issues need attention if reform is to succeed. The first is to strengthen and rationalise the
institutional framework for the design, steering and implementation of reforms. The
current system has rested on highly fragmented and overly complex structures, preventing
any clear vision or ownership of reform. The second issue is the development of a clear
and comprehensive strategy for reform. A third issue of fundamental technical
importance is to address serious deficiencies in data collection and management.

Fiscal and economic context

The fiscal and economic context is challenging

Following the grave deterioration of its public deficit and its current account in the
years 2000-09, Greece continues to be engaged in a very difficult period of economic
adjustment. Since 2010, the government has taken a wide range of measures in order to
bring public finances back on a sustainable track, with the support of the Troika (the
International Monetary Fund, the European Commission and the European Central Bank).
These measures led to a reduction in the budget deficit to GDP ratio from 15.5% in 2009
to 9.5% in 2011, with an expected additional reduction of 2.5 percentage points of GDP
in 2012. However, not all of the goals of the adjustment programme were met, especially
in terms of structural reforms. Moreover, with the economy not showing signs of
recovery and public debt remaining on an unsustainable path, a second Economic
Adjustment Programme was adopted in February 2012, including a large-scale debt
restructuring operation. The large uncertainties concerning the implementation of this
second programme led to early general elections in May 2012, which were repeated in
June 2012 and led to a three-party coalition with the mandate to maintain Greece in the
euro area. A new set of measures was adopted to offset part of the substantial delays
accumulated after the electoral period. In November 2012, the Parliament approved a
revised Medium Term Fiscal Strategy (MTFS) to take into account the deeper and
longer-than-expected recession, and provide a roadmap for the adjustment effort up to
2016. The 2013 budget, also adopted in November 2012, entailed additional fiscal
measures to realign with the targets of the new MTFS.

The MTFS comprising new fiscal measures amounting to around 9.5% of GDP
until 2016 is frontloaded with a consolidation package of around 7.5% of GDP for 2013
and 2014. It largely relies on expenditure restraints and fiscal reform to restructure the
public sector and rationalise public spending. The adoption and implementation of this
comprehensive reform programme, which also includes important structural reforms in
the labour and product markets, aims at securing the continued disbursement of
international financial assistance, the conditions of which have been adjusted to the
revised targets of the MTFS. The MTES initially required that social programmes
(excluding pensions and health) contribute 1.5% of GDP to fiscal consolidation. This has
now been brought down to about 0.7%, following a recommendation by the OECD. Other
programmes (including health, education, pensions and defence) are also required to
contribute to fiscal consolidation. The overall target is to turn the primary balance from a
deficit of 2.7% of GDP in 2011 to a surplus of 4.5% of GDP in 2016.
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In the meantime, the Greek economic and social context remains highly challenging,
with implications for both social stability and growth. The social pressures generated by
the deep recession and strong fiscal retrenchment are already significant, and it is also
likely that they will intensify in the short to medium term, as growth is expected to
resume only at the end of 2014 according to the OECD (projections as of February 2013).
In 2013, Greece will experience its sixth consecutive year of recession against a rapidly
rising unemployment rate, which doubled in two years to around 27% in October 2012.
The reduction of the fiscal deficit since 2009 also came at a social cost, with cuts in
average wages of approximately 12.5% between 2009 and end-2012.' In 2012, the
minimum wage was also reduced.

Expenditure on social welfare excluding pensions and health is a relatively
small part of government programme expenditure

Spending on social insurance schemes is about 22% of GDP (Table 1.1). Most of this
spending is related to pensions and health, with other social insurance benefits adding up
to just under 3% of GDP. With the inclusion of disability pensions, which are covered in
this report, social insurance spending would account for approximately 4% of GDP.
Spending on social assistance schemes amounts to nearly 2% of GDP. Total spending on
social insurance and assistance schemes excluding disability and other pensions and
health is approximately 4.6% of GDP. It accounts for approximately 5.6% of GDP if
disability pensions are included.

Table 1.1. Spending on social insurance and assistance programmes

Social insurance 22.5 Social assistance 15
Pension 14.6  Pension for uninsured elderly 0.2
- Old-age and survivor's 13.6  Pension supplement (EKAS) 04
— Disability 1.0 Family benefits 0.4
Healthcare 5.0 Families with a third child under age of 6 0.1
Other social insurance benefits 2.9 Families with three children under age of 23 0.1
Benefits to the disabled 0.2 Families with more than three children 0.1
Supplement for blindness to disability pension 0.1 Lifetime benefits for mothers of three or more children 0.1
Supplement for total disability 0.1 Third child birth grant 0.0
Non-residential benefit for paraplegics 0.0 Support to disabled persons (MoH) 04
Maternity 0.2 Support of social care organisations (MoH) 0.1
Sick leave 0.5 Programmes for students (MoEdu) 0.0
Unemployment (OAED) 1.5 Other 0.0
Unemployment benefits 1.2
Transfers to third parties 0.3
OEE 0.1
OEE programmes 0.0
Transfers to third parties 0.1
OEK 0.5
Housing loans 0.1
Transfers to third parties 0.2
Investments 0.1

Source: Estimations based on data provided by Greek authorities to the OECD, 2011-12.

The social welfare schemes falling within the scope of this report concerned an
estimated 21.8% of the working-age population in Greece in 2009-10 (Table A.1).
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Social expenditure is relatively low in international comparison

International comparison (Figure 1.1) shows that Greek expenditure on social welfare
(including pensions and health) has been relatively low.

Figure 1.1. Total social expenditure across OECD countries (2000-07)
% of GDP
e France =+ = Germany = = = Greece ® e e 0o Norway

= -+ Portugal Spain eeee** United Kingdom - e |tgly
31%

29%

27% —_ ———

. — wm—

25%

° ®e
-— e o= - = _..q .....
o ° A
23% °® Sy —
o’ .=y o
... /.' ..
e0°®’ c e,
21%’ —~= a-_.‘:.__--- X
M ..‘..,..--.yn--o-...........!,q'.'.Q’.'-.----
T T ITnmmewsnio-
o ceaspeeesecsccecne
19% T qsemwms"
17%
2000 2001 2002 2003 2004 2005 2006 2007

Note: Social protection is defined here according to ESSPROS/SOCX taxonomy. The social protection
branches considered are: old-age, survivor’s, incapacity-related benefits, health, family, active labour market
programmes, unemployment, housing, and other social policy areas.

Source: OECD Social Expenditure Database (SOCX), doi: 10.1787/socx-data-en.

A significant rise in social expenditure can, however, be expected

Pressure for social expenditure can be expected to rise as a consequence of
deteriorating economic conditions.

Figure 1.2 shows the trend in Greek social expenditure for benefits in cash, the
benefits analysed in this report, over the period 2000-09, based on administrative data
(see Glossary for a definition). It shows an upward trend for expenditure on several
benefits in recent years, and a strong recent rise in expenditure on disability benefit.

Figure 1.3 shows that between 2000 and 2010, expenditure on unemployment benefits
rose significantly. It also underlines the insurance-based nature of the current system
(virtually no unemployment expenditure is assistance-based).
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Figure 1.2. Total social expenditure in Greece (2000-10)
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Notes: i. The data for old-age, survivor’s and other social benefits have not been included in the general results
as the data provided was insufficient to draw accurate results. ii. The data for a large number of unemployment
benefits (contributory and non-contributory) are missing for 2000-03. iii. The data for the disability benefits
(non-contributory) are only available for 2009 and 2010. For all previous years, the data is missing.

Source: Estimates based on data provided by the Greek authorities 2011-12 (administrative data).

Figure 1.3. Expenditure on unemployment benefits (2003-10)
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Notes: i. The programmes included in the data are the following: unemployment benefit/Exidoua Avepyiog,
special unemployment benefits/Eidixés emidotnoeig, long-term unemployed/Maxpoypovia dvepyoi, emergency
financial assistance/Extaxtes oikovouixes evioyvoelg, special assistance after end of unemployment
rights/E1dixo fonOnuo ueta t inén e emdotnong loyw avepyiag, special assistance after a three-month period
of unemployment/Eidixo flonbnpo. peta tny tprunvy mopopovy ota unpwo. avepywyv, special financial assistance
for released prisoners/Ewdiko PonOnuo oe ocovs eletioav moivy otepnuikny e eAevbepiog, conscription
allowance/Egedpico  Emidoua (otp/ong), financial assistance for political refugees/Oixovouixn evioyvon
molitikwv  mpoopvywv, young professional/Neocipyouevor, administrative leave allowance/Emidouo
owobeoipotnrag, benefit for insolvency/llpootacio twv Jikoiwpuatwv twv gpyalouevwy o€ TEPITTOON
ogepeyyvotnTag 0V gpyodotn, special  seasonal  benefits/Eidiko  emoyiaxo  fonOnuoe,  returning
expats/IloAlivoorovveeg, special benefit for children over 16 years old who leave special centres/Eidixo
Ponbnuo yio waidid. ave twv 16 etdv mov apivovy ta 10ikd kévipa, unemployment benefit/Exidouo Avepyiag,
financial aid for some categories of unemployed seamen during the holiday seasons/Oiwovouixy Evioyvon oe
opiouéves Katnyopies Avépywv Noavtikav Loyw eoptav Ilaoyo — Xpiorovyévvwv. ii. The data is provided for
2003-10, as the data provided was incomplete for 2000-02 to draw an accurate conclusion.

Source: Estimates based on data provided by the Greek authorities to the OECD 2011-12 (administrative data).
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Social context

The poverty rate is high and rising

Among some of the countries that have put in place important austerity plans, Greece
had the largest share of the population living in poverty before cuts in public spending
were introduced (Table 1.2).

Table 1.2. Poverty rates before the introduction of austerity measures in selected EU countries

Estonia Greece Ireland Portugal United Kingdom
Poverty rates 18.6 19.6 124 18.5 16.6

Note: Poverty rates are calculated as the percentage of people with equivalised household income below 60%
of the median, using the modified OECD equivalence scale.

Source: Tim Callan et al. (2011), “The Distributional Effects of Austerity Measures: A Comparison of Six EU
Countries.” EUROMOD Working Paper, No. EM6/11; Matsaganis, M. and C. Leventi (2011), “The
Distributional Impact of the Crisis in Greece”, EUROMOD Working Paper, No. EM3/11; European
Commission updates.

The austerity measures have pushed more people into poverty. In 2009, 19.6% of the
Greek population was poor. This figure is based on the conventional calculation of
poverty rates, which uses the percentage of the population that has an annual income of
less than 60% of the median income, including old-age and survivor pensions. The rate
would increase only marginally after the economic recession and the introduction of the
austerity measures in 2010 and 2011. This modest increase is not surprising as the median
income fell. However, measuring poverty taking as a base the 2009 median income,
i.e. the pre-crisis income, suggests a significant increase in poverty. With the combined
effects of austerity and recession, the poor would account for 25.83% in 2010 and 30.49%
in 2011 (Table 1.3).

Table 1.3. Poverty rates before and after austerity and recession

2010 2011
2008 Austerity alone  Austerity and recession  Austerity alone  Austerity and recession
Fixed poverty line 19.96 23.54 25.83 26.26 30.49
Conventional poverty line 19.96 20.24 20.61 19.01 19.83

Note: Calculations are based on the assumption that the 2011 government measures cut public sector pay and
pensions and raised taxation, but left nominal pre-tax incomes and jobs in the private sector at their 2009 level.

Source: Matsaganis, M. and C. Leventi (2011), “The Distributional Impact of the Crisis in Greece”,
EUROMOD Working Paper, No. EM3/11; European Commission updates.

Poverty is on the rise, in particular among the unemployed (Table 1.4). The
significant increase in unemployment would push more households into poverty, thus
increasing the relative weight of households with a primary earner who is unemployed. In
addition, there are indications that poverty among households with an unemployed
primary earner tends to be extreme, with almost 40% of these households living on an
income that is less than 40% of the median income (Matsaganis and Leventi, 2011).
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Table 1.4. Poverty rates by household head

2000 2010 2011
Conventional Fixed Conventional Fixed
Al 19.96 20.61 25.83 19.83 3049
Unemployed 51.48 59.58 63.14 58.20 67.45
Employee (public sector or banking) 0.31 0.42 1.39 0.75 4.16
Employee (private sector excluding banking) 12.38 11.81 16.41 10.46 20.40
Liberal profession 3.79 3.72 3.72 3.69 7.29
Self-employed 16.63 18.08 22.96 17.33 25.10
Farmer 46.88 45.48 51.79 43.37 54.96
Pensioner 2467 2429 29.14 20.51 31.62
Other 20.65 20.40 28.88 18.07 31.57

Source: Matsaganis, M. and C. Leventi (2011), “The Distributional Impact of the Crisis in Greece”,
EUROMOD Working Paper, No. EM3/11; European Commission updates.

Administrative data collected by the OECD for this report confirms this finding.
Figure 1.4 shows that the proportion of recipients of social protection relative to the
working-age population was relatively stable until around 2008. The proportion of
beneficiaries of non-contributory incapacity benefits and of contributory unemployment
benefits has since risen sharply. This rise suggests a worsening of the poverty rate in
these two groups, and highlights the strong effect of the crisis since 2008. This
deterioration is further confirmed by EU-SILC data released by the Hellenic Statistical
Authority at the end of 2012. The poverty rate calculated using the conventional poverty
line was 21.4% in 2010, more than 1 percentage point higher than the estimates presented
in Table 1.3 (Hellenic Statistical Authority, 2012).

Systemic context

There is as yet no complete social welfare reform strategy

The social protection system developed since the 1950s is characterised by the
fragmentation of funds, heterogeneous measures for treating specific issues and a
complete lack of overview and planning.

Despite important achievements, such as policies to reduce poverty among the
elderly, the reforms undertaken between the early 1990s and 2008 were too limited and
had no underpinning overall strategy. Major reforms to secure the viability of the social
welfare system have been postponed, while extensions of social protection were enacted
more easily. The need to reduce the number of social security funds and improve their
management has been on the agenda for more than a decade. Several rounds of
consolidation have been decided, but in almost all cases, the merged funds have
maintained such a degree of autonomy that, in practice, they have continued to exist
under an umbrella organisation. The fight against fraud and abuses has also been heralded
many times, with few actual achievements.

The reforms introduced since 2010 triggered substantial improvements in a range of
areas. However, they are best described as emergency management measures, and cannot
be defined as a clear and coherent long-term strategy for reform. Reforms initiated in the
past have not been fully implemented.”
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Figure 1.4. Total social benefit recipiency in Greece (2000-10)
% of working population (15-64 years)
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Notes: i. The results include the beneficiaries of the main pensions but not the supplements to avoid possible
double counting. ii. The data for old-age, survivor’s and other social benefits have not been included in the
general results as the data provided was insufficient to draw accurate results. iii. The data for the benefits on
unemployment (contributory and non-contributory) are missing for 2000-03. iv. The data for the disability
benefits (non-contributory) are only available for 2009 and 2010. For all previous years, the data is missing.
v. The data for family benefits (contributory) is incomplete for 2000-07. vi. Incapacity: disability and sickness.

Source: Estimates based on data provided by the Greek authorities to the OECD, 2011-12 (administrative data).

However, the most recent developments give rise to optimism (Box 1.1).

Box 1.1. Recent steps to a strategy

Strategic anchors to support reform were put into place in the second half of 2012:

e Strategic design decisions have been taken, in the direction of means testing as the basis
for social welfare programmes. For example, means testing has been introduced for
family benefits.

e Key practical implementation anchors are being put in place. In order to facilitate the
setup of a common database, and to eliminate double counting, the creation of a
National Register of Beneficiaries of social welfare benefits has been established. The
next step is expected to be a single source of payments for both social insurance and
welfare benefits. The universal use of a personal ID (AMKA number) has been
established.

There has been no institutional structure with a clear mandate to develop
and implement a reform strategy

The current institutional structure for the oversight of social welfare programmes
(discussed in more detail in Chapter 3 on system governance) has been complex and
confused. There has been no clear champion or champions to work on reform. An
empowered structure at the centre of government is urgently needed if a coherent reform
strategy is to emerge, and crucially, be implemented. Recent changes point to a promising
direction (Box 1.2).
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Box 1.2. Recent steps to leadership

The Ministry of Labour, Social Security and Welfare has been given the overall leadership
of social welfare and social insurance (as recommended by the OECD), which includes the
transfer of social welfare responsibilities from the Ministry of Health. The Ministry of Labour,
Social Security and Welfare is now vested with the strategic responsibility required to take
forward reforms in this critical sector.

The starting point for developing the reform strategy and consultation need to be
clear, such as the need to stay within an agreed fiscal envelope, the move to means testing
as the basis for the new system, or the allocation of institutional leads for future steering
and oversight. A phased approach to implementation might be considered in order to
minimise negative budgetary effect, allow for a longer period for fiscal adjustment, and
allow the Greek administration the time to develop and shape out an implementation plan,
with the support of the international community. Mechanisms to adjust the reform
strategy may also be needed as new data comes in.

The success of the proposed reforms has important links to other ongoing
reforms in Greece

The public administration reforms documented in the OECD’s 2011 Review of the
Central Administration, and which are now being taken forward under the direction of the
Greek Governmental Council for Reform, are critical to ensuring that the reforms to
social programmes can be designed and implemented effectively and efficiently. Parallel
reforms to the tax administration are also essential to support the effective
implementation of the OECD’s recommendations, notably on effective governance of the
social programmes, reduction of fraud and effective means testing for benefits.

The OECD’s 2011 report on the Greek central public administration identifies major
shortcomings: pervasive corruption, little co-ordination within the government for
collective action, slow implementation of reforms, inadequate skills and competences in
the central public administration, crucial shortcomings in data management and
collection, and a complex legal framework. These issues are now being addressed. The
other areas of reform that need to interact with social welfare reform include:

e central administration;
e tax system,;
e local authorities;

e ICT architecture.

Data collection and management are in urgent need of attention

The analysis carried out in order to produce this report has revealed very serious
deficiencies in the collection, management and analysis of data on social welfare
programmes. All of the sources used for the report (documented in Annexes A and B)
suffer from gaps or weaknesses, which are largely due to the underlying weaknesses of
Greek data. For example, some data does not appear to exist. The OECD’s 2011 report on
the Greek central administration had already drawn attention to a generalised and crucial
shortcoming in data collection and management, which impedes effective and
evidence-based reform. The report noted that there was no systematic record keeping and
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a chronic lack of factual evidence and data as a basis for policy making. It noted that the
Greek central administration does not have a habit of keeping records, or the capacity to
extract information from data, or generally of managing organisational knowledge.
Recent changes, however, suggest a promising move towards addressing some of these
shortcomings (Box 1.3).

Box 1.3. National Register of Beneficiaries

A National Register of Beneficiaries of social and welfare benefits has been established
(Law 4025/2.11.2011), which will facilitate the establishment of a database. Its establishment
has led to the creation of a systematic monitoring system of the implementation of the financial
aid assistance programmes implemented by the municipality agencies. Further development of
the National Register can provide for a wide range of auditing and rationalisation processes,
such as the performance of electronic crosschecks with several agencies’ archives/data, thus
forming a crucial tool for policy making and timely improvement measures.

The current social welfare system only has a limited impact on poverty

Figure 1.5 shows that Greece’s social protection system had only a limited impact on
poverty between 2003 and 2009. Social transfers (other than pensions) reduced the rate of
poverty by only 4 percentage points. In Portugal, a country with a comparable level of
social expenditure, the poverty rate was lowered by 8 percentage points in 2009. In
France, with admittedly higher levels of expenditure, the corresponding figure was
12 percentage points.

Figure 1.5. Rate of poverty (2003-09)
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Source: Eurostat, http://epp.eurostat.ec.europa.eu/tgm/table.do?tab=table&init=1&plugin=1&language=en&
pcode=tessil 24 (data extracted on 21 September 2011).
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Benefits are poorly targeted, in relation to the lowest income brackets

The current Greek social welfare system blends compulsory social insurance with
elements of solidarity that are not clearly assessed and chosen as tools of a redistributive
policy. Most social welfare systems, to some extent, blend insurance and solidarity and
have elements of income redistribution. A common example is the capping of
unemployment benefits. The distinction is, however, important in order to clearly identify
policy goals, relate these to appropriate funding mechanisms and assess outcomes. This is
not currently possible in Greece.’

The Greek social welfare system includes a very large number of benefits, but it does
not comprise a general income support mechanism. However, it partly provides benefits
that should be universally available to all people in need (e.g. family benefits, minimum
income support and housing benefits) through social insurance schemes, thus limiting
their coverage to the insured population and excluding some of the most vulnerable
groups such as the young unemployed.

The system is thus poorly targeted. As Figure 1.6 shows, there is scope for
considerable improvement in terms of targeting social welfare at the poorest income
brackets. As matters stand, only 50% of beneficiaries belong to the poorest 30% of the
population. Conversely, some benefits are available up to and including the highest
income decile.

Coverage of the poorest is therefore inadequate. Rebalancing the Greek social welfare
system emerges as a priority in order to target those most in need. The OECD considers
that given the context of fiscal austerity and the importance of minimising the poverty
rate in the current social context, this is the most appropriate approach. It therefore
recommends that the Greek social welfare system essentially abandon universal benefits
and become anchored in means testing. This process is now underway (Box 1.4).

Box 1.4. Towards means-tested benefits

Strategic design decisions have been taken in the direction of means testing as the basis for
social welfare programmes. For example, a new benefit that is provided according to the
family’s income replaced a number of family benefits at the end of 2012.

It should be noted, however, that there could be social, legal and financial
consequences to such reforms, especially if the means testing as applied to all benefits,
including temporary ones such as maternity and sickness benefit. There could also be
possible legal implications of removing benefit entitlements (especially social insurance
programmes for which people have paid insurance contributions). Gate-keeping and
control of working ability and job search efforts should be strong, in order to ensure that a
means-tested safety net benefits only those who cannot work and who are at genuine risk
of poverty, and to maintain its costs at reasonable levels. These caveats would need to be
taken into account in taking forward a new system based on means testing.
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Figure 1.6. Cumulated distribution of beneficiaries based on income brackets
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Note: The grey area corresponds to beneficiaries living in households below the poverty threshold.

Explanation: in 2009, 49% of beneficiaries of the Group 1 programmes belonged to the 30% of poorest
households in the country, based on household income before social transfers (but including old-age and
survivor’s pensions).

Group 1 includes benefits mainly targeted at inactive people (those not normally in work and not looking for a
job), plus supplements. Group 2 includes benefits mainly targeted at active people, normally in work but
temporarily out of work.

The list of Group 1 benefits considered for the computation is: social solidarity allowance; allowances to
repatriations, refugees, released from prisons, drug addicts, alcoholics; amount for assistance to poor
households in mountainous and disadvantageous areas; allowances to children under 16 years old who live in
poor households (pre-school and school allowance); benefits to households that faced an earthquake,
flood, etc.; other social allowances; lifelong pension for mothers with more than 3 children; allowance for
families with more than 3 children; third child allowance; lump-sum amount to women who give birth to third,
fourth child, etc.; allowance for families with 3 children; family allowance for public servants; incapacitated
children care benefit; parental leave allowance (not for maternity reason); birth grant; student’s allowance;
other family allowances; disability pension; benefit for persons with special needs; care allowance for
incapacitated persons; nutrition allowance for people suffering kidney disease; other disability
benefits/allowances; benefit for spa therapy, airing, etc.; assistance for movement of sick persons; other
sickness benefits/allowances; benefit received for participation in research programmes; scholarships; other
educational benefits/allowances.

The list of Group 2 benefits considered for the computation is: full unemployment allowance; exceptional
financial allowance due to dishonest dismissal; early retirement for labour market reasons, early retirement for
farmers; vocational training allowance for unemployed; reimbursement due to dismissal from work; seasonal
unemployment benefit for seasonal workers (e.g. actresses, musicians, building workers, hotel staff, etc.);
allowance for young persons aged 20-29 years; allowance for joining the army; placement, resettlement or
rehabilitation benefit; other unemployment allowances; pregnancy-puerperal benefit; paid sick leave; benefit
for accident at work.

Additional clarifications on Group 1 and 2 are available in Annex D.
The benetfits considered cover approximately 22% of the working-age population.

Source: Statistics on Income and Living Conditions (2009), http.//epp.eurostat.ec.europa.eu/portal/page/portal
/microdata/eu_silc.
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Conclusions and recommendations

Conclusions

e The overall fiscal and economic context in Greece remains challenging. Under the
latest Medium Term Financial Strategy, new fiscal measures amounting to around
9.5% of GDP until 2016 are frontloaded with a consolidation package of around
7.5% of GDP for 2013 and 2014. In 2013, Greece will experience its
sixth consecutive year of recession, and growth is expected to resume only at the
end of 2014 (projections as of February 2013).

e The fiscal demands on social welfare are high. The current requirement on Greece
is that social programmes (excluding pensions and health) contribute 1.5% of
GDP to fiscal consolidation. However, expenditure on social welfare excluding
pensions and health is a relatively small part of government programme
expenditure. Overall government expenditure on social insurance including
old-age and survivor’s pensions and health is 22.5% of GDP. Total spending on
social insurance and assistance schemes excluding old-age and survivor’s
pensions and health and including disability pensions is approximately 5.6% of
GDP. Social welfare expenditure is also relatively low in international
comparison, although a significant rise can be expected, with upward trends
already visible.

e The poverty rate is high and rising. Relative to other countries with important
austerity programmes, Greece had the highest poverty rate before the cuts, and the
austerity measures have pushed more people into poverty. There has been a sharp
rise in recipients of social welfare since 2008, and the poverty rate in 2011 was
over 30%, based on pre-crisis median income. The unemployment rate doubled in
two years, to more than 25% in August 2012, and has been multiplied by more
than three since 2008.

e There is as yet no complete social welfare reform strategy, though recent
developments are promising. The Greek social protection system has evolved
over decades without any clear strategy, resulting in a highly complex,
fragmented, duplicative and inefficient system. Reforms have been undertaken
but they are fragmented and unfinished, and have fallen significantly short of
what is needed to put the social welfare system on a sound footing. There is an
urgent need to continue the work which has started to take shape under the
Ministry of Labour, Social Security and Welfare, and define and implement a
coherent and comprehensive strategy in order to strengthen the efficiency and
effectiveness of social welfare policy and governance, against a background of
rising social expenditure and rising poverty.

e There has been no institutional structure with a clear mandate to develop and
implement a reform strategy. Until now there has not been any clear champion or
champions to work on reform. An empowered structure at the centre of
government is urgently needed if a coherent reform strategy is to emerge, and
crucially, be implemented. The recent decision to set up the Ministry of Labour,
Social Security and Welfare with consolidated responsibilities is a promising
development.

e Data collection and management are in urgent need of reform. There are serious
deficiencies in the collection and management of data on social welfare
programmes, with no systematic record keeping, which impedes evidence-based
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reform. Recent developments with the establishment of the National Register of
Beneficiaries are, again, promising.

e The current social welfare system only has a limited impact on poverty. Social
transfers (other than pensions) have reduced the rate of poverty by only
4 percentage points.

e Benefits are poorly targeted and coverage of the poorest in inadequate. Only 50%
of beneficiaries belong to the poorest 30% of the population. Similar to some
other countries, some benefits are available to all income brackets. Given the tight
fiscal context, some prioritisation would help rebalance the Greek social welfare
system towards those most in need. This process now appears to be underway.

Recommendations

e Ensure that reform of social welfare programmes is based on a carefully assessed
balance between support for deficit reduction and growth, and sustaining the
social fabric.

e Define and implement a coherent and comprehensive reform strategy for social
welfare in order to strengthen the efficiency and effectiveness of social welfare
policy and governance.

e Link up the reform of social welfare with other reforms, including a
comprehensive strategy to address data collection and management. Consider the
establishment of strategic central ministry units covering, among others, data
collection and management. Identify via these units essential social welfare data
for collection and establish a robust system for data collection and management.
Consider whether the data collected by the OECD (administrative data) could
form a starting point for the new system. As data becomes more complete and
robust, use the information to further shape and adjust the social welfare
programme reform trajectory.

e Establish a government-wide task force steered by the Ministry of Labour, Social
Security and Welfare and reporting to the Prime Minister, in order to strengthen
collective commitment for the definition and implementation of reform. Ensure a
balanced, but not too large, membership including the Ministry of Finance and a
small number of selected academics. Ensure strong connections to other
stakeholders, both internal and external. Designate high-ranking project managers
responsible for the implementation of specific laws and decisions to give effect to
the reform, reporting regularly to the task force.

e Confirm and define the starting point for the design of a new social welfare
system and its governance, such as a move to a means-tested system. Move
progressively to a system of means-tested benefits for various societal groups in
hardship. Restrict access to social programmes to the poorest income brackets
before transfers. Clarify the issues that have already been agreed, and distinguish
between actions that can be taken now and those which require consultation and
further development. Prioritise actions.

e If possible, given the urgent need to move forward without delay, establish
feasibility studies to define and shape the detail of the reforms.
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e Establish a communications strategy. Ensure that all relevant stakeholders (central
government, social security funds, social partners, local authorities, NGOs and
academics) are engaged and understand the reform objectives. Decide on the
processes for doing this, for example a white paper and the Internet.

e Set a clear timetable for the design and implementation of the new system,
including its operational implementation in the field. Consider whether a phased
approach makes more sense than a “big bang” one.

Notes

1. OECD estimates based on national account data on total economy compensation per
employee.

2. This echoes a key finding from the OECD’s 2011 review of the Greek central
administration: the implementation of reforms in Greece is a major and debilitating
weakness.

3. For example, one of the key objectives of the pension reform law of 2010 was to

improve transparency by achieving a better separation of the insurance and solidarity
elements in the pension system. However, no significant implementation step has
been taken in this direction since the adoption of the law.
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Chapter 2

The current Greek benefit system”

Preamble: the analysis presented in this chapter does not take account of the most recent
reforms. Please see Annex B for an overview of these reforms.

This chapter presents information on four main categories of social benefits:
unemployment benefits, benefits for families, disability benefits, and housing benefits. It
analyses these benefits in an international comparative context, in terms of the
beneficiaries, the relative proportion of assistance and insurance-based expenditure,
trends in expenditure, and in relation to key indicators such as the unemployment rate. It
uses this analysis to draw conclusions on where and how benefits could be reformed in
order to be more efficient and effective in reaching those in real need.

The statistical data for Israel are supplied by and under the responsibility of the relevant Israeli authorities. The use
of such data by the OECD is without prejudice to the status of the Golan Heights, East Jerusalem and Israeli
settlements in the West Bank under the terms of international law.
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Introduction

Current Greek benefits are often complex and poorly targeted. Important categories
such as the unemployed, families and the homeless need more effective support. The
design of benefits is inefficient, and their purpose and focus require fresh thinking.
Evidence-based proposals are made in this chapter to review the scope of unemployment
assistance, alongside active labour market measures. Proposals are also put forward for
Greece to undertake a fundamental review of family benefits based on means testing.
Greece would also gain from a fundamental review of disability benefits towards means
testing. Housing benefits, finally, also need deep reforms toward a new system based on
means testing.

Unemployment benefits
The unemployed are an especially vulnerable group

Unemployment benefits are generally conditional on insurance contributions

The main unemployment benefits provide income replacement at a flat rate of EUR
360 (about two-thirds of the current level of the minimum wage) for up to a maximum of
12 months." As in most other countries, unemployment benefits are only available to
those who have made unemployment insurance contributions and to those aged 45-65
under certain conditions. Figure 2.1 highlights the fact that most of the unemployment
benefit system is geared to contributory (insurance-based) benefits. Those who have
never been in work (such as some unemployed youth) fall outside the system.’

Only 17% of the persons declaring themselves unemployed received unemployment
benefits in Greece in 2009, compared to 26% in Portugal and 53% in France.
The unemployment rate is rising

The unemployed are a group especially at risk of poverty. Figure 2.2 shows that the
unemployment rate has risen sharply in line with negative GDP growth.
There is a rising proportion of long-term unemployed

The proportion of long-term unemployed (those out of work for at least 12 months)
was 50% of total unemployment in 2011 (Figure 2.3). Data provided by the Greek
authorities indicates that this figure was more than 56% for the first three months of 2012
and exceeded 60% at the end of 2012 (Figure 2.3).”
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Figure 2.1. Unemployment benefit recipiency

Beneficiaries as a % of the working population (15-64), 2003-10
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Notes: i. The programmes included in the data are the following: unemployment benefit/Exidoua Avepyiag,
special unemployment benefits/Eidixéc emidotioeig, long-term unemployed/Maxpoypovia avepyor, emergency
financial assistance/Extakteg oikovouikeg evioyvoelg, special assistance after end of unemployment rights/Eiduxo
PonOnuo. uera ty Anén e emidotnons loyw avepyiag, special assistance after a 3-month period of
unemployment/Eidixo fonbnua peto v tprunvy mopopovy oto untpwo. avepywyv, special financial assistance for
released prisoners/Eidiko fonbnua oe ocovs eleticav  morvny otepnrikny e elevlepiag, conscription
allowance/Egedpixo  Ermidoua (otp/ong), financial assistance for political refugees/Owovouikny eviayvon
molitikwv  mpoopuywv, young  professional/Neocipyduevor, administrative leave  allowance/Emidouo
dwofeaiuotnrog, benefit for insolvency/Ilpootacio twv dikouwpotwy twv gpyolopevwy oe TEPITTWON
agepeyyvotnrag  tov  gpyodotn,  special  seasonal  benefits/Eidiko  emoyioxo  fonOnua,  returning
expats/IToAlivootovvieg, special benefit for children over 16 years old who leave special centres/Eidixo fon6nuo.
yio. Toudid, v tv 16 ety mov apnvovy ta g10ika kévipa, unemployment benefit/Exidouo Avepyiog, financial
aid for some categories of unemployed seamen during the holiday seasons/Oixovouixi Evicyvon oe opiouéves
Koznyopies Avépywv Navtikdv Aoy eoptarv Ildoya — Xpiotovyéwav. ii. The data provided is only available for
2003-10. For 2000-02, the data is missing. iii. The results include the beneficiaries of the main pensions but not
the supplements to avoid possible double counting.

Source: Estimates based on data provided by the Greek authorities to the OECD 2011-12 (administrative data).

Figure 2.2. GDP growth rate and unemployment rate
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Notes: The unemployment rate for 2011 is based on the monthly rates for October and November only.

Source: El.Stat, quarterly national accounts and monthly labour force statistics.
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Figure 2.3. Long-term unemployed in Greece
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Source: OECD Labour Force Survey, doi: 10.1787/Ifs-Ifs-data-en.

Assistance for the long-term unemployed existed in the form of a monthly allowance
of EUR 200 provided for up to 12 additional months under conditions of resource and
age: family means have to be estimated at under EUR 12 000 per year, and the recipient
must be more than 45 years old. The scheme only had 1 850 beneficiaries in 2010.

A new long-term unemployment assistance has been introduced for those who have
been unemployed for more than 12 months and it will be enforced at the beginning of
2014 (Law 4093/2012). It will be provided to persons between 20 and 66 years if their
annual family income does not exceed EUR 10 000. The monthly allowance still amounts
to EUR 200 per month for a maximum duration of 12 months. Currently only people who
are over 45 are entitled to unemployment assistance under means-tested conditions.

Unemployment benefits are low in international comparison

Unemployment benefits are low in international comparison. Greek unemployment
benefits relative to net earnings when on the job have been consistently below those of
France, Germany, Italy, Norway and Portugal since 2001 (Figure 2.4). The simulation
considers a hypothetical two earner married couple with two children earning less than or
the average wage.

In the case of a lone parent, Greece’s unemployment benefits as a share of earnings
when in work remain below those of all countries with the exception of Italy (Figure 2.5).
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Figure 2.4. Average net replacement rates for long-term unemployment (2001-09)
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Figure 2.5. Average net replacement rates for long-term unemployment (2001-09)
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Notes: i. After tax and including unemployment benefits, social assistance, family and housing benefits in the
60th month of benefit receipt. For married couples, the percent of average wage relates to one spouse only; the
second spouse is assumed to be “inactive” with no earnings in a one-earner couple and to have full-time
earnings equal to 67% of average wage in a two-earner couple. Children are aged 4 and 6 and neither childcare
benefits nor childcare costs are considered. 7i. Calculations are based on average wage (AW).

Source: OECD, Tax Benefit Calculator, www.oecd.org/social/soc/benefitsandwagestax-benefitcalculator.htm.
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Mutual obligations are elusive but important to keep in sight

It is fair and reasonable to expect unemployed people receiving income support to do
their best to find work, undertake activities that will improve their skills and increase their
employment prospects and, in some circumstances, contribute something to their
community in return for receiving income support. In Greece, however, beneficiaries of
unemployment benefits seem to have no strict obligation to show that they are actively
looking for a job, receiving at the same time little job counselling and training

(Figure 2.6).
Figure 2.6. Job search monitoring in OECD and EU countries
Scored from 1 (least strict) to 5 (most strict)
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Notes: The score reflects criteria for job search monitoring in place in early 2011. Data were collected through
a questionnaire sent to delegates to the OECD Employment, Labour and Social Affairs Committee and/or the
Indicator Sub-Group of the European Commission’s Social Protection Committee.

1. 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”. 2. Note by all the European Union member states of the OECD and the European Commission: 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.

Score description: 1. No check of job search activity. 2. Job search activity can be checked upon request.
3. Unemployed must prove job search activity when referred to a vacancy by the public employment service.
4. The unemployed must regularly prove job search activity. 5. The unemployed must often, i.e. every week or
every second week, prove job search.

Source: Venn, D. (2012), “Eligibility Criteria for Unemployment Benefits: Quantitative Indicators for OECD
and EU Countries”, OECD Social, Employment and Migration Working Papers, No. 131, OECD Publishing,
doi: 10.1787/5k9h43kgkvr4-en.

Some form of structured participation in training and educational programmes not
only for the unemployed receiving benefits but also for those registered unemployed not
eligible for any benefit could help prepare the workforce for a restructured economy.
These programmes would, of course, need to be calibrated in relation to the financial
constraints imposed by the fulfilment of the objectives of the Memorandum of Economic
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and Social Policies, and taking account of the difficult labour market prospects, pending
€CONOMmIC recovery.

The young unemployed are an especially vulnerable group

Like a number of other OECD countries, Greece has experienced a sharp increase in
youth unemployment since 2008 (Box 2.1). Unemployment among people aged 15-24
went up by approximately 22 percentage points between 2008 and 2011 (compared with a
10 percentage point increase for people aged 25-54). In 2011, youth unemployment had
reached 44% (compared to 17% for those aged 25-54) (Figure 2.7). Since then, the
situation has further deteriorated. Greek authorities’ and OECD estimates suggest that
youth unemployment was between 51% and 52% in the first quarter of 2012. In such
adverse labour market conditions for the youth, fewer young people are covered by
unemployment benefits in Greece: only 8% of beneficiaries were aged 16-24 in 2009
compared with 17% in France.

Figure 2.7. Youth and adult unemployment in Greece
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Note: The unemployment rate measures the number of unemployed persons as a percentage of the labour force
(the people employed and the people unemployed).

Source: OECD Labour Force Survey, doi: 10.1787/lfs-Ifs-data-en.

An important contextual issue is that private transfers have in the past played a crucial
role in Greece, especially for young people: 18% of people aged 16-24 received transfers
from relatives in 2009, compared to 4.5% in Portugal and 9% in France. To a lesser
extent, older people are also concerned (8% of people above 50 received private transfers,
compared to 5% in Portugal, and 4% of retired people compared to 1% in Portugal).
These transfers have likely been strained by the deterioration of economic conditions.

Family benefits
Families also need more effective support

Family benefits are numerous, but thinly spread

Many family benefits currently exist in Greece, but they are spread too thinly and
poorly targeted. Existing programmes mostly support fertility. In general, the benefits are
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poorly targeted with respect to household income. Greece is not the only country in this
situation: universality of family benefits is frequent (notably in France, Germany and
Austria). However, this is not necessarily a desirable feature, notably during a period of
fiscal adjustment.

Box 2.1. Youth unemployment and the “Great Recession” across OECD countries

Youth unemployment has risen significantly in the OECD countries that were hit
particularly hard by the “Great Recession” of 2008-09, including Estonia, Greece, Ireland,
Portugal, the Slovak Republic and Spain. In the first quarter of 2012, the unemployment rate for
young people aged 15-24 was approximately 17% across OECD countries compared with
approximately 7% for adults.

Youth unemployment can have important negative effects on growth and development as it
can increase the risk of permanent marginalisation of an important part of the labour force as a
result of skill depreciation and the loss of self-worth and motivation.

There are no easy solutions for tackling youth unemployment, and each country needs to
identify policies that are best adapted to its fiscal, social and economic conditions. Cross-country
experience points to the importance of a two-pronged approach that complements policies aimed
at addressing structural barriers with actions that tackle the effect of the sharp rise in youth
unemployment.

e Addressing underlying structural barriers would include:
— strengthening early childhood education and care;
— better match skills to labour market needs;
— overcoming highly segmented labour markets.

e Tackling the rise in youth unemployment would include:

— focusing on cost-effective interventions that target the most disadvantaged,
including through job search assistance programmes;

— temporarily extending social safety nets.

Source: OECD data released ahead of the G20 Labour Ministers (May 2012); OECD (2011), OECD
Employment Outlook 2011, OECD Publishing, doi: 10.1787/empl_outlook-2011-en.

The main types of benefit in 2008 (see Annex D for more detail) were:

e Allowance for families with more than three children. It was paid monthly to
mothers with four or more children (of any age and irrespective of whether they
live together with their parents or not). Since 20006, it was also paid to lone
parents with three children, disabled parents with three children and children
orphaned from both parents if there are two or more siblings. Since 2008, a
large-family benefit is also provided to mothers of three children. The benefit rate
was EUR 42.71/month in 2008.

e Allowance for families with three children. It is paid to families with three (or
more) children until the third child reaches the age of six. The benefit is claimed
by the mother, unless she is dead or has left the household, in which case it is paid
to the father. The benefit rate in 2008 was EUR 170/month.
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e Lifetime pension for mothers with more than three children. It was paid to
mothers with four or more children (of any age and irrespective of whether they
live together with their parents or not) who were no longer eligible for the “many
children benefit”. The benefit rate in 2008 was EUR 98.27/month.

e Birth grants (third child and over). The benefit, introduced on 1 January 2006, was
paid as a lump sum to mothers giving birth to a third child and to each child after
the third. It was not taxed. In 2008, the lump sum was EUR 2 000 per child.

e Family allowance for civil servants.

e Family allowance for employees in the private sector not covered by a collective
agreement.

Large-family benefits and lifetime pensions for mothers with more than three children
were abolished at the end of 2012. They have been replaced by a new family benefit that
is provided according to the family’s income. The benefit amounts to EUR 40 per month
for one child, EUR 80 per month for two children, EUR 130 per month for three children,
EUR 180 per month for four children, with EUR 60 paid for each additional child.

Benefits to help unprotected children living in poor families and lone parents also
exist. Targeted support to low-income families was anecdotal until the above reform. It is
important for this reform to be effectively monitored and assessed. Families with annual
incomes under EUR 3 000 per year and with children attending primary or secondary
school are entitled to a benefit of EUR 300 per child per year. Families living in remote
parts of the country with annual incomes under EUR 4 700 are entitled to a benefit of
between EUR 300 and EUR 600 per year depending on their level of income. Together,
the two programmes represented an overall spending of less than EUR 25 million in
2010.

The benefit system supported mainly large families

Family benefits have aimed to support large families and therefore were essentially
targeted to households with three children and more: almost all families in this category
were receiving benefits in 2009, compared to 10% of lone parents with one child and
17% of couples with two children. In France, about 80% of single parent families with
one child received support, and almost 100% of single parents with several children. The
situation in Portugal is comparable to that of France.

Figure 2.8 shows that the Greek family benefit system that was in place until recently
massively favoured large families (three children or more), did considerably less for
families with fewer than three children, and did even less for single parent households.

There is low support for families in international comparison

Compared to a number of European countries, Greece spends relatively little on
support for families (Figure 2.9). Support is to a large extent provided in cash
(approximately 0.7% of GDP) and, to a lesser degree, in the form of services
(approximately 0.4% of GDP). No tax breaks are provided to families (on taxation, see
Chapter 3). France, which spends the most on supporting families among the countries
examined, spends approximately twice as much as Greece on cash support (1.4% of
GDP) and almost four times more by providing services to families (approximately 1.7%
of GDP).
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Figure 2.8. Annual family benefit levels according to the type of household
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Note: Family benefit levels are based on the assumption that couple-parent households have two full-time
earners, single-parent households have one full-time earner, and the youngest child is 12 months old.
AW: average wage.

Source: OECD Family Benefit Calculator 2008, www.oecd.org/social/soc/benefitsandwagestax-
benefitcalculator.htm.

Figure 2.9. Public spending on family benefits in cash, services and tax measures

% of GDP
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Notes: Public support accounted here only concerns public support that is exclusively for families (e.g. child
payments and allowances, parental leave benefits and childcare support). Spending recorded in other social
policy areas as health and housing support also assists families, but not exclusively, and is not included here.

Source: OECD Social ~ Expenditure  Database, doi : 10.1787/els-socx-data-en; ESSPROS,
http://epp.eurostat.ec.europa.eu/portal/page/portal/social_protection/data, 2010.
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Whereas benefits are more generous for large families, they are relatively limited in
comparison to other countries (Figure 2.10). In Greece, parental leave does not appear to
be linked to a benefit that is sufficient to replace earned income. Accordingly, a
hypothetical large family whose primary earner receives 50% of the average wage will
need to rely to a large extent on its own earnings. Benefits will account for approximately
30% of gross income. In France, Germany, Italy and Spain, family income is likely to
come in its entirety from benefits linked to parental leave.

Figure 2.10. Income situation of a single-parent household in 2008

One adult earning 50% of the average wage, four children in the household,
with the youngest child being six months old
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Notes: The results are based on the criteria: one adult earning 50% of the average wage (AW), four children in
the household, with the youngest child being six months old. i. Parents are always assumed to be in full-time
work except during the leave periods. Thus, couple-parent households have two full-time earners and
single-parent families have one full-time earner. ii. Parents are assumed to take all available parental leave in
one spell and at the earliest possible opportunity regardless of the amount of the payment (including unpaid
leave). This may result in mothers starting maternity leave during late pregnancy (before birth). All countries
with the exception of Greece provide a benefit that can replace earnings during parental leave. iii. The parent in
single-parent families is assumed to be the mother for the purpose of maternity and parental leave payment
calculations. iv. The two youngest children are assumed to be aged 2 years (24 months) apart. All subsequent
older children are assumed to be aged 5 years (60 months) apart. v. Income tax calculations are presented in
combination with tax credits. Thus, a positive number can result if total tax credits are greater than the total
income tax paid. vi. All results are presented in national currency units.

Source: OECD  Family Support Calculator 2008, www.oecd.org/social/soc/benefitsandwagestax-
benefitcalculator.htm.
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Figure 2.11. Family-related benefits recipiency

Beneficiaries as a % of working-age population (15-64), 2000-10
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Notes: i) The programmes included in the data are the following: family allowance to
employees/Oixoyeveioxo emidoua (OAEA), family allowance/Oixoyeveioxo emidouo for Ministry of Defence
and the OAED from 2003, seamen family allowance, multiple children benefit for three children families,
large family allowance/molvtexviko emidoua, third child allowance/emidoua tprrov tekvov, lump sums for
families (for third child and above)/emidoua tpitekvarv oixoyeveiwv, financial support for children without
fathers, financial assistance to low-income families with minor children, financial assistance to low-income
families in isolated areas, life pension for mothers with four or more children/icofa cvvraln, maternity
benefit for working uninsured mothers, benefit of childbirth/Exidoua paievtiking mepibolyng, benefit of
maternity/Exioouoro. untpétyrag, childbirth allowance, benefit for maternity + childbirth (if in private
hospital), maternity allowance for seamen, seamen childbirth allowance. i) The results include the
beneficiaries of the main pensions but not the supplements to avoid possible double counting. iii) The data is
missing for the supplements provided (non-contributory) for 2000-03. Also, we have provided data for
non-contributory supplements for 2008-10 as the rest has not been provided.

Source: Estimates based on data provided by the Greek authorities to the OECD 2011-12 (administrative
data).
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Expenditure on family benefits has, however, risen steadily over the last decade

Figure 2.12. Spending on family benefits
Breakdown of expenditure by category, 2000-2011 (EUR millions)
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Notes: i) Two main categories within the family benefits have been identified: family benefits and childbirth
allowance. ii) The programmes included in the data are the following: family allowance to
employees/Oixoyeveroxo emidopo. (OAEA), family allowance/Oiwoyeveiaxo emdoua complete only from 2002,
seamen family allowance, multiple children benefit for three children families, large family
allowance/molvtekviko emidoua, third child allowance/emidoua tpirov tekvov, lump sums for families (for
third child and above)/emidopa wpitekvawv oikoyeverwv, financial support for children without fathers, financial
assistance to low-income families with minor children, financial assistance to low-income families in isolated
areas, life pension for mothers with four or more children/izcofa cvvralny, maternity benefit for working
uninsured mothers, benefit of childbirth/Exidouo upoicvtikne mepifalyng, benefit of maternity/Emidouara
untpotnrag, childbirth allowance, benefit for maternity + childbirth (if in private hospital), maternity allowance
for seamen, seamen childbirth allowance. iii) The data for some existing programmes, third child allowance
(emidouo tpitov tekvov) and multiple children benefit for three children families, have been interpolated at
200 000 000 for 2000-07. This was carried out in order to obtain a better picture of the situation.

Source: Estimates based on data provided by the Greek authorities to the OECD 2011-12 (administrative data).

Disability benefits
Disability benefits are especially complex and inefficient

Disability benefits are complex

The current system of disability benefits is complex, with numerous and overlapping
categories of disability. Disability benefits have a large coverage and relatively high
levels in Greece in comparison to other social benefits. There are a large number of cash
benefits for the disabled. The disability benefit system recognises a total of 35 categories
of disabled (including 10 different social assistance schemes for blind people, e.g. blind
workers, blind pensioners, blind children in special schools, and 4 different categories for
deaf and mute).
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Figure 2.13. Spending on family benefits (2000-2011)
EUR millions
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Notes: i. The programmes included in the data are the following: family allowance to employees/Oixoyeveiaxo
emooua (OAEA), family allowance/Oixoyeveiaxo emidouo complete only from 2003, seamen family allowance,
multiple children benefit for three children families, large family allowance/zolvtexviko emidoua, third child
allowance/emidoua tpirov texvov, lump sums for families (for third child and above)/emidoua tpitekvoo
owoyevelwv, financial support for children without fathers, financial assistance to low-income families with
minor children, financial assistance to low-income families in isolated areas, life pension for mothers with
four or more children/icofio ovvraén, maternity benefit for working uninsured mothers, benefit of
childbirth/Ewidopa porcvtiie mepifolyng, benefit of maternity/ Emidduara untpérnrag, childbirth allowance,
benefit for maternity + childbirth (if in private hospital), maternity allowance for seamen, seamen childbirth
allowance. ii. The data for some existing programmes, third child allowance (emidoua tpirov ekvov) and
multiple children benefit for three children families, have been interpolated at 200 000 000 for 2000-07. This
was carried out in order to obtain a better picture of the situation.

Source: Estimates based on data provided by the Greek authorities to the OECD 2011-12 (administrative data).

Most social insurance funds provide both contributory disability allowances and
disability pensions. Depending on the insurance fund, the eligibility conditions and rates
of different benefits, and even the benefits themselves, can vary considerably. Following
the SILC methodology, these benefits are grouped into three broad families of benefits:

e Disability pensions. Disability pensions are on average EUR 570 per month, on
average paid 14 times per year over 2009."

e Benefit for persons with special needs. This benefit is EUR 420 per month, paid
on average 14 times per year over 2009.

e  Other benefits/allowances.

Non-contributory disability benefits are also numerous and heterogeneous. In many
cases, the target of the benefit is a specific disease or condition. These benefits are
grouped according to the SILC questionnaire as follows:

e Care allowance for incapacitated persons. This is on average EUR 390 per month,
paid during 12 months in 2009.

e Nutrition allowance for people suffering kidney disease. This is on average
EUR 229 per month, also paid during 12 months in 2009.

e Other benefits/allowances.
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Figure 2.14. Family-related expenditure (2000-10)
% of GDP
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Notes: i. The programmes included in the data are the following: family allowance to employees/Oixoyeveiaxo
emooua (OAEA), family allowance/Oiwcoyeveiaxo emidouo., seamen family allowance, multiple children benefit
for three children families, large family allowance/moAvtexviko emidoua, third child allowance/emidoua tprrov
texvov, lump sums for families (for third child and above)/emidoua tpitexvwov ooyeveiwv, financial support for
children without fathers, financial assistance to low-income families with minor children, financial assistance
to low-income families in isolated areas, life pension for mothers with four or more children/icofa cvvraéy,
maternity benefit for working uninsured mothers, benefit of childbirth/Exidoua poievtikne wepi@alyng, benefit
of maternity/Emidopora untpotyrag, childbirth allowance, benefit for maternity + childbirth (if in private
hospital), maternity allowance for seamen, seamen childbirth allowance. ii. The data for some existing
programmes, third child allowance (emidoua tprrov texvov) and multiple children benefit for three children
families, have been interpolated at 200 000 000 for 2000-07. This was carried out in order to obtain a better
picture of the situation.

Source: Estimates based on data provided by the Greek authorities to the OECD 2011-12 (administrative data).

Disability benefits cover 500 000 beneficiaries (main income-replacement only)
according to administrative data. Based on surveys, only half of beneficiaries are
self-declared having a reduced capacity to perform activities and average household
income is EUR 7 300 in 2009.

Disability benefits are also poorly controlled

This is also one of the most problematic areas of social spending in terms of the
adequacy of control mechanisms. Currently, approximately half of the self-declared
disabled get a benefit in Greece, compared to 35% in France and 26% in Portugal
(including social assistance and unemployment). The newly established National Register
of Beneficiaries of social and welfare benefits (Box 1.3), which includes all beneficiaries
of invalidity benefits, is an important step towards strengthening control mechanisms. Its
effectiveness will depend in part on the extent to which the data and information collected
in the registry is used by control institutions as well as the degree to which controls bring
about necessary adjustments in the provision of benefits.

Disability pensions go to a significant proportion of the working-age population

As in many countries (including France and Portugal), over 60% of disability benefit
recipients (either insurance- or assistance-based) are over 50. This situation is unlikely to
improve following the recent pension reform, without adequate gate-keeping. There are
probably margins for tighter control and activation in this category of benefits in the
future: one disability benefit recipient out of four claims no limitation due to health
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problems (twice as much as in Portugal), and only 5% of beneficiaries are working
(compared to 24% in France).

Almost 4% of the working-age population (or 288 000 persons) received a disability
pension from one of the three main social funds IKA-ETAM, OGA and OAEE alone
in 2011, for a total cost exceeding EUR 2.1 billion — this represented an average annual
pension of EUR 7 611 per person. One out of six OGA pensioners received a disability
pension.

The benefits are not provided to compensate for extra costs or income losses related
to the health condition, and are not means-tested. Without undermining legitimate claims
and existing legal obligations, it would be advisable to consider a more targeted approach
to the provision of disability benefits.

Large numbers of disabled persons out of the workforce may raise serious challenges:
substantial expenditures on the government budget for years ahead, loss of income from
taxes for the state and reduced income and increasing risk of poverty for the disabled
person and his/her family. Experiences from programmes in several European countries
trying to reintegrate disability pensioners into the workforce show poor results. Once
disability pensioners are out of the workforce, they are likely to stay there.

Expenditure on disability benefits is generally insurance-based,
but non-contributory benefits have risen steeply

Figure 2.15 shows that expenditure on disability is nearly all insurance-based.

Figure 2.15. Spending on incapacity-related benefits (2000-2011)
EUR millions
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Notes: i. The programmes included in the data are the following: disability pension due to illness (Zvvtaén
avamnpLoG amo Kown voco) or work accident (Zvvtaén avammplog omo epyatiko atvynue — Kowo atuynua), no
age limit pension for persons with handicapped children or spouses/Zvvtaén ynpatog x®pig opto nikiag, total
invalidity pension, benefit for non-residential care (paraplegic and tetraplegic), invalidity pension due to
blindness/IIpocavénon 6to T0Go TG GuvTaéng YnpATog Aoym TueAOTNTOG, supplementary invalidity pension to
pensioners due to full incapacity/IIpocavénon 610 moco g GVVTEENG AOY® OTOAVTNG AVOTNPLOG HOVO GTOVG
ocuvta&lovyovg Kuplog cvvtaéng ovomnplog, support disability allowance (allowance for respiratory problem,
severe mental retardation, paraplegic and tetraplegic, mobility allowance, Hansen’s disease, blood diseases,
Cerebral Palsy, deafness, blindness, severely disabled), financial assistance for people having received
transplants (kidneys, heart, etc.) for better food quality/Swatpo@ikd enidopa oTovg veppomadels Kabdg Kot 6Tovg
petopooyevpevovg. ii. The results do not include any paid sick leave as the data provided was incomplete.

Source: Estimates based on data provided by the Greek authorities to the OECD 2011-12 (administrative data).
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Figure 2.16 shows the steep rise in non-contributory disability benefit since 2008.

Figure 2.16. Incapacity-related recipiency (2000-10)

Beneficiaries as a % of the working population (15-64 years old)
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Notes: i. The programmes included in the data are the following: disability pension due to illness (Zvvracn
avamnpioo arwo koivy vogo) or work accident (Lvvralny avornpiag amo gpyotiko arvynue — Koivo atvynua), no
age limit pension for persons with handicapped children or spouses/Zvvtacly ynporog ywpig opio niikiag, total
invalidity pension, benefit for non-residential care (paraplegic and tetraplegic), invalidity pension due to
blindness/IIpocavénon oto mooo e ovvtalng ynpatog Loyw toplotntag, supplementary invalidity pension to
pensioners due to full incapacity/IIpocavinon oto mooo g ovvradng loyw amodvTng avamnpiog (ovo oTtovg
ovvtaliovyouvg kvpiag oovtolng avamnpiag, support disability allowance (allowance for respiratory problem,
severe mental retardation, paraplegic and tetraplegic, mobility allowance, Hansen’s disease, blood diseases,
Cerebral Palsy, deafness, blindness, severely disabled), financial assistance for people having received
transplants (kidneys, heart, etc.) for better food quality/diatpogixo exidoua orov vepporabeis kalws kot orovg
uetopooyevuevovg. ii. The data for the disability benefits (non-contributory) is not presented as a large number
of data for 2000-08 is missing for the support disability allowance (allowance for respiratory problems, severe
mental retardation, paraplegic and tetraplegic, mobility allowance, Hansen’s disease, blood diseases, Cerebral
Palsy, deafness, blindness, severely disabled). iii. The results include the beneficiaries of the main pensions but
not the supplements to avoid possible double counting. The results do not include any paid sick leave as the
data provided was incomplete.

Source: Estimates based on data provided by the Greek authorities to the OECD 2011-12.

Disability benefits are low in international comparison

Figure 2.17 shows that Greece ranks the lowest in international comparison on
expenditure as a percentage of GDP for disability benefits. Expenditure in 2001-07 was
just below 1% of GDP, compared with 2-5% for the comparator countries.

Expenditure on disability benefits has, however, risen steadily

Figure 2.18 shows that there has been a steady rise since 2000 in expenditure on
disability-related benefits, mainly on disability pensions.
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Figure 2.17. Incapacity-related social expenditure (2001-07)
% of GDP
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Note: The data represented above includes all incapacity-related benefits, both cash and in-kind, disability
pensions, paid sick leave, residential care and other benefits.

Source: OECD Statistical Database (SOCX), doi: 10.1787/socx-data-en.

Figure 2.18. Spending on incapacity-related benefits
Breakdown of expenditure by category, 2000-2011 (EUR millions)
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Notes: i. The programmes included in the data are the following: disability pension due to illness (Zvvracn
avamnpiag aro kowvy vooo) or work accident (Zvvraln avarnpiag amo epyatixo arvynua — Koivo atvynua), no
age limit pension for persons with handicapped children or spouses/Zvvtacly ynporog ywpig opio niikiag, total
invalidity pension, benefit for non-residential care (paraplegic and tetraplegic), invalidity pension due to
blindness/lIpocavénon oto mooo g ovvrtalng ynparog loyw toplotntag, supplementary invalidity pension to
pensioners due to full incapacity/IIpocavinon oto mooo g ovviadng loyw amolvTng avamnpiog [ovo oTovg
ovvtaliovyovg koplag ovvtalng avemnpias, support disability allowance (allowance for respiratory problems,
severe mental retardation, paraplegic and tetraplegic, mobility allowance, Hansen’s disease, blood diseases,
Cerebral Palsy, deafness, blindness, severely disabled), financial assistance for people having received
transplants (kidneys, heart, etc.) for better food quality/diatpogixd exidouo orovg vepporabeis kabwg kot arovg
uetapooyevpevong. ii. The results do not include any paid sick leave as the data provided was incomplete.
iii. The data for the support disability allowances (allowance for respiratory problems, severe mental
retardation, paraplegic and tetraplegic, mobility allowance, Hansen’s disease, blood diseases, Cerebral Palsy,
deafness, blindness, severely disabled) are missing for 2000-08.

Source: Estimates based on data provided by the Greek authorities to the OECD 2011-12 (administrative data).
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Housing benefits

Housing benefits support construction and rent, and do not address the growing
issue of homelessness

Most housing benefits are targeted at rent subsidy

Data collected by the OECD from the Greek authorities show that in 2009 housing
benefits represented about EUR 255 million, ie. 0.11% of GDP. About 66%
(EUR 167 million) of this expenditure corresponds to the main housing benefit (rent
subsidy), supplied by the housing fund “OEK”. This benefit goes to 105 200 families,
covering 4-5% of children. The rest of the benefit-related expenditure corresponds to the
aggregation of other benefits, like the OEK interest rate subsidy programme and the
housing benefit for non-insured elderly. The total cost of OEK is about EUR 600 million
(0.25% of GDP), which also includes other types of transfers and subsidies, as well as a
construction programme. In 2012, the OEK was closed down. The settlement of the
obligations and rights of the OEK was transferred to a special committee (PEDE).

The issue of homelessness is hardly addressed

There is no effective handling of the rising problem of homelessness or of poor
families under the threat of becoming homeless because they are unable to pay their rent.
A cross-ministerial commission has been convened to propose a precise definition of
homelessness, as a first step towards the provision of shelters.

Housing benefits less often reach families with children in Greece (2% of children
live in households receiving benefits) than in France or Portugal (39% and 13% of
children, respectively), and many recipients of housing benefits are working (over 40%).
Lone parents seldom receive this type of benefit (e.g. 12% of lone parents with one child,
compared to 13% in Portugal and 72% in France). Consistently, housing benefits appear
poorly targeted at low-income households: 60% of beneficiaries have income at or above
the median income (34% in France).

Conclusions and recommendations

Conclusions

e The unemployed are an especially vulnerable group. Unemployment benefits are
generally conditional on insurance contributions, are low in international
comparison, with limited take-up. The unemployment rate has risen sharply in
line with negative GDP growth. There is a rising proportion of long-term
unemployed, which reached 45% in 2011 and could reach or exceed 60%. The
young unemployed are an especially vulnerable group, who mostly do not qualify
for benefits, and there has been a sharp increase in youth unemployment since
2008. Poverty of the unemployed has risen, with the long-term unemployed and
youth especially vulnerable.

e Families, especially lone parents, need more effective support. Family benefits
were numerous, but thinly spread. The benefit system that was in place until
recently mainly supported large families. Family benefits aimed to increase
fertility and essentially targeted households with three children and more, which
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nearly all receive benefits, compared with only 10% of lone parents. There is low
support for poor families in international comparison.

e Disability benefits are complex and inefficient. There are numerous and
overlapping categories of disability, and relatively large coverage and expenditure
for this category. The benefits are poorly controlled, although the new National
Register of Beneficiaries of social and welfare benefits is an important step
towards addressing this problem. A significant proportion of the working-age
population receives disability pensions. Large numbers of disabled persons out of
the workforce may raise serious challenges. Expenditure on disability benefits is
rising steadily.

e Housing benefits support construction and rent, little is available for the homeless.
Most housing benefits were targeted at rent subsidy. There is little effective
handling of the rising problem of homelessness. Compared with other countries,
housing benefits reach out less to families, and seldom cover lone parents.

Recommendations

e Extend unemployment assistance and its duration, based on a means test.
Specifically, extend unemployment benefits by an additional 12 months for
existing eligible unemployed, and cover those registered unemployed with no
initial entitlement for the same period (i.e. 12 months), based on means testing.

NOTE: the extension of unemployment benefits for existing eligible unemployed
will be implemented in 2014.

e Consider at the same time the development of workfare and active labour market
programmes, through which registered unemployed people not eligible for any
benefit can receive some support if they participate in a temporary form of civil
service or national programme. Promote structured participation in training and
educational programmes for people in need of new skills in order to prepare them
for a restructured economy.

e Close existing family benefits and replace them with a new single means-tested
benefit. Close the current family programmes and replace them with a new
means-tested family programme. Create a single means-tested family allowance
financed through general taxation, with rates depending on the number of
children. The allowance should replace, at no additional cost, the present benefits
for multiple children families, the contributory benefit for families provided by
the OAED, the financial assistance to low-income families with minor children
provided by the Ministry of Finance, as well as the childbirth lump-sum benefit.

e Reform the governance of the family benefit system. Put the management of the
new programme with the Ministry of Labour, Social Security and Welfare,
distributed by the OGA. Centralise payments and the management of applications
in one single organisation nationwide.

NOTE: the reform of family benefits has been launched. Existing benefits for
large families were replaced with a new benefit which is provided according to the
family’s income. The Ministry of Labour, Social Security and Welfare is
progressively taking primary responsibility for the management of the new benefit
system.
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e Consider replacing existing disability benefits with a means-tested benefit
compatible with existing legal and practical constraints and base disability
benefits and pension levels to the extent possible on the ability to work, in order
to encourage activity. Ensure that there are incentives to limit the inflow into
disability schemes: workers (through the level of benefits and some conditionality
on regular health tests), firms (through financial responsibility in case of
prolonged sickness) and public authorities.

e Introduce a new means-tested housing benefit. Complete the phasing out of the
housing benefits provided by the OEK and the OEE and replace all existing
housing benefits with a new means-tested benefit, or only for households below
the threshold with at least one child. Place this under the supervision of the
Ministry of Labour, Social Security and Welfare and the management of the
OGA.

Notes

L. The monthly level of unemployment benefit was reduced to EUR 360 in March 2012
to adapt it to the reduction in the minimum wage introduced in February 2012. The
simulations presented in the review, however, are based on the level of benefits prior
to this change (i.e. EUR 460). See the “Approach and main results” section in
Annex D (page 123).

2. Unemployment benefits in OECD countries are generally for periods of
unemployment between jobs, and are insurance-based. Social benefits may cover the
unemployed who are not insured.

3. OECD estimates based on trends in other countries, and taking account of the already
high level of unemployment in Greece.

4. Pension payments were reduced to 12 times per year following the first Memorandum
of Understanding Greece signed with the Troika in 2010.
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Chapter 3

Towards more effective benefit
system design in Greece

Preamble: this chapter has not been updated to take account of the most recent reforms.
Please see Annex B for an overview of these reforms.

This chapter starts with an explanation of the cost-benefit analysis of reform scenarios,
based on means testing, which has been carried out by the OECD. The simulations of
different reform options consider their expected impact on fiscal consolidation and on the
poverty rate. The chapter then proposes further, more detailed criteria, against which
reform options should be assessed by Greece: practical feasibility, legal obligations and
operational costs and savings. The chapter goes on to consider the issues around the
introduction of means testing. Finally, the relationship between social welfare funding
and taxation is highlighted.
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Introduction

Greece needs to define a clear reform path and pay careful attention to the detail of
reform design. The OECD’s cost-benefit analysis of reform options strengthens the case
for means testing whilst retaining distinct programmes. However, further analysis based
on clear criteria is needed in order to define in more detail the best reform path. It will
also be important for Greece to review the funding mechanisms for social programmes in
order to even out current distortions which mean that government revenue partly supports
social insurance. The impact of taxation on redistributive goals will also need attention.

Reform options

The OECD has carried out a preliminary cost-benefit analysis of reform options

The OECD has carried out costing of reform options aimed at rebalancing the social
welfare system, taking account of the issues raised by the current system and analysed in
the previous chapter, especially the issue of poor overall targeting of benefits. Annex D
presents the methodology, its caveats and detailed results.

The analysis assumes that the Greek social welfare system should become anchored
in means testing, as recommended in the previous chapter.

The analysis is also based on a framework (as analysed in Chapter 2) that retains
distinct programmes for different groups. There is a choice between investing effort in
reforms that are based on the continuation of distinct programmes for different types of
beneficiaries (unemployed, disabled, etc.) even if the programmes themselves are
reengineered, and investing effort in the development of a single universal means-tested
benefit.

This report does not recommend the second option, because of the length of time,
transitional cost and administrative difficulties of such a radical development in the
current Greek context. The creation of a unified scheme would raise short-term costs due
to the transition from the old system, which would need to be dismantled, to the new one.
The experience with such reforms in other OECD countries shows that creating a unified
system is costly in the short term, before savings are possible, and that the reform takes
several years to implement (Box 3.1). In OECD experience, universal benefit systems risk
generating high levels of structural unemployment if the control systems are not in place
to adjust for the incidence of undeclared work. They also risk not being able to target
benefits effectively to those most in need. In Greece, it will be especially hard to
administer a benefit based on the sole criteria of earned income, given the significant
incidence of undeclared work (about 25%). There would also be negative fiscal
consequences if the system cannot control for people who collect benefits and work at the
same time. Cases of fraud and abuse in the current schemes are widespread, and income
testing has proved a major challenge even for simpler schemes, implying the need for
progress on combating evasion and fraud before tackling such a reform. Annex G
considers means testing in more detail.

Significant savings are possible

Achieving the saving target of 1.5% of GDP might increase poverty. Table 3.1 (based
on Table D.1) shows that significant savings are possible by reforming the social welfare
programmes. However, these savings may fall short of the current target of 1.5% GDP, if
the reforms are to sustain a balance between savings and social objectives (at the very
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least, not raising the poverty rate). The only reform that would clearly achieve the current
target would be option 1.1 (means testing of nearly all social programmes by targeting the
poorest 20%). However, this option would increase the poverty rate, already very high, by
1.6 percentage points.

Box 3.1. Transitioning to a universal means-tested benefit in the United Kingdom

The United Kingdom is introducing a Universal Credit that will provide a basic amount plus
additional amounts for disability, caring responsibilities, housing and children. The Universal
Credit will replace most means-tested support, namely the Housing Benefit, Child Tax Credit
and Working Tax Credit, Income Support, means-tested Jobseeker’s Allowance, and the
means-tested Employment and Support Allowance). The new scheme was launched in 2010, is
expected to be applied to new claims in October 2013 and be progressively phased in for
existing benefits and tax credit recipients.

The United Kingdom represents a mature system which has developed and reformed in
stages with the Universal Credit reform representing the most recent stage in an evolution. It
does not necessarily represent the best pathway for other countries. Moreover, all but one of the
programmes that the Universal Credit is replacing are already administered by the same
ministry, the Department for Work and Pensions.

Source: Department for Work and Pensions and HM Treasury (2010), “Universal Credit White Paper”,
Department for Work and Pensions, London; National Audit Office (2011), “Means Testing”, National
Audit Office, London; Department for Work and Pensions (2012), “Explanatory Memorandum Universal
Credit Regulations”, Department for Work and Pensions, London.

Significant savings might still be found without increasing poverty. Table 3.1
highlights where important savings might be still found without a negative effect on the
poverty rate, and often with a significant fall. The table draws out the options for reform
that merit further attention in the view of the OECD (in bold in Table 3.1). The options
which appear to be the most interesting to pursue in terms of achieving a balance between
fiscal saving and poverty reduction are the following:

e Targeting the poorest 20% for social programmes, if disability pensions are
excluded, would generate GDP savings of up to 1.2%, with a neutral effect on the
poverty rate (option 1.2).

e Ifthe poorest 25% are targeted this would generate savings of up to 1.3% of GDP,
with a neutral effect on poverty (option 1.3).

e Targeting the poorest 20% with extended unemployment benefits would cost
0.2% of GDP but with the significant effect of reducing the poverty rate by
1.3 percentage points (option 2.1).

e Targeting the poorest 30% for family benefits would save 0.4% of GDP and
reduce the poverty rate by 0.1 percentage points (option 4.3).

e Targeting the poorest 30% for disability benefits would save 0.4% of GDP and
reduce the poverty rate by 0.2 percentage points (option 5.2).
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Table 3.1. Summary of options for reform

Proposed reform Fiscal impact Poverty impact
1. Means test (nearly) all Option 1.1
social programmes Targeting the 20% poorest would generate saving of ~ Targeting the poorest 20% would increase the
— Restrict access to social up to 1.5% of GDP. poverty rate by 1.6 percentage points.

programmes to the poorest income Option 1.2
brackets before transfers.

c NOT If disability pensions are also excluded from the If disability pensions are also excluded from
- d_urrenttlpz)gramm:sbarte aggregate, the saving from targeting the poorest the aggregate, the effect on the poverty rate
Ismantied as such, but are means 500/ would be up to 1.2% of GDP. would be neutral.
tested. .
Option 1.3
Targeting the poorest 25% would generate saving  Targeting the poorest 25% would be neutral
of up to 1.3% of GDP. for the poverty rate.
2. Extend unemployment Option 2.1
assistance based on means  Targeting the poorest 20% with extended benefits ~ Targeting the poorest 20% with extended
test would cost 0.2% of GDP. benefits would reduce the poverty rate by
Extend duration of unemployment 1.3 percentage points.

benefits by an additional 12 months for Option 2.2
existing eligible unemployed, and

) s . If the benefit is only extended for those with at least If the benefit is only extended for those with

cover those with no initial entitlement ) ) . )

. six months of unemployment insurance behind them,  insurance, the poverty rate does not change or
for the same period, based on means ) ; ) ;
testing. the effect is neutral (there is no cost and no saving). only very marginally downwards.
3. Replace existing housing Option 3.1
benefit with a new Targeting the poorest 20% would cost 0.1% of GDP.  The poverty rate is reduced by 0.1 percentage
means-tested benefit points.
Close the current programme and Option 3.2

replace with a new means-tested
benefit, or only for households below
the threshold with at least one child.

Under some scenarios where the benefit is adjusted to  Under some scenarios where the benefit is

target family size, the fiscal effect is neutral. adjusted, depending on the assumptions, the
poverty rate does not change or can rise by
0.2 percentage points.

4. Replace existing family Option 4.1
benefits with a new single Targeting the poorest 20% would save 0.4% of GDP.  Targeting the poorest 20% would raise the
means-tested benefit poverty rate by 0.4 percentage points.

Close the current family programmes Option 4.2
and replace with a new means-tested

. If the benefit excludes lifelong benefit for mothers with  If the benefit excludes lifelong benefit for mothers
family programme.

more than three children this would save 0.3% of GDP. with more than three children this would raise the
poverty rate by 0.4 percentage points.

Option 4.3
Targeting the 30% poorest would save 0.4% of Targeting the 30% poorest would reduce the
GDP. poverty rate by 0.1 percentage points.

5. Replace existing disability  Option 5.1
benefits with a new single
means-tested benefit
Close the current disability

Targeting the 20% poorest would save 0.6% of GDP.  Targeting the 20% poorest would raise the
poverty rate by 0.2 percentage points.

programmes and replace with a new Option 5.2
means-tested benefit. Targeting the 30% poorest would save 0.4% of Targeting the 30% poorest would reduce the
GDP. poverty rate by 0.2 percentage points.

Notes: i. The reform options which appear to be the most interesting to pursue are in bold. ii. The full calculations (Annex D) on
which the summary tables are based, assess the effect of targeting under three scenarios: the population below each of the
three income thresholds of 20%, 30% and 40%. The poorest 20% of the population are those with incomes (before transfers)
which fall within the bottom 20% decile income bracket (and so on for the poorest 30%, 40%). iii. The calculations use a
combination of sources: SILC, supplemented by the data collected from the Greek authorities by the OECD in 2011-12, and
some other sources such as the Greece EUROMOD country report. iv. The calculations are based on data which can be two or
three years old (for example SILC data is from 2009). v. Negative impacts (for costs and/or the poverty rate) may be
underestimated if beneficiaries are under-declared in the databases used to construct the scenarios (as they probably are). vi. We
assume no change in the contributions to social funds even though contribution-based benefits will be replaced by new targeted
ones. vii. The poverty rate is the percentage of the population that falls below the poverty line. The poverty line uses the OECD
standard, which is 60% of the median equivalised (adjusted for household size) disposable income before social transfers.
viii. Taxation of benefits is not taken into account (because of inadequate information and recent changes). ix. No provision has
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been made to take account of how households may adjust their behaviour on the labour market to new programme eligibility
conditions (they may adjust their income). x. Some non take-up of benefits is assumed. The OECD averages between 40-80%
for social assistance and 60-80% for unemployment benefit. Taking account of documented low Greek take-up of benefits, the
assumption is 60% take-up for new means-tested benefits, and 70% for unemployment benefit. Adjusting up or down would
change the fiscal impact in the same proportions. xi. There is no simulation of differential rates for benefits after targeting, which
would decrease the level of benefits as disposable income gets closer to the eligibility threshold. If this is not done and the
threshold for means testing is set close to the poverty line, some individuals above but close to the line would lose benefits after
the reform and could fall below the poverty line, increasing the poverty rate (but we judge that this effect would be minor). xii. If
poverty/unemployment rises, proposed reforms could be more costly than the simulations.

It is crucial to note that each proposed reform has been analysed independently of the
others. This means that the costs/savings of several or all of these reforms cannot be
simply added up, because there will be interactive effects. For example, the first reform
(means testing of nearly all programmes) would impact the second (extending
unemployment coverage) by raising the number of likely unemployment benefit
applicants (those who would no longer be able to access the other programmes). Once
reform choices have been made, there would be a need for further analysis to establish
these interactive effects.

With this important proviso, the calculations suggest that an adjusted reform option 1
targeting the 25% poorest, together with reform option 2 (the unemployed) targeting the
20% poorest, combined with reform options 4 (families) and 5 (disabled) targeting the
30% poorest, would achieve the most positive effect both fiscally and for the poverty rate,
with possible savings that meet the fiscal target, and a significant reduction in the poverty
rate of over 1.5 percentage points. Table 3.1 summarises key aspects of Annex D, which
needs to be read in order to gain a full picture and understanding of the OECD
calculations.

Towards a reform package

Identifying the most appropriate reform package requires further analysis
against a set of clear criteria

Reform options should be assessed against a range of criteria (Box 3.2). The first
two criteria are embedded in Table 3.1: fiscal impact and impact on the poverty rate.
Three other criteria are proposed.

First, the practical feasibility of the reforms needs to be assessed. Each option would
also need to be carefully analysed in terms of feasibility of practical implementation in
the near future. For all options, it is assumed that means testing could be implemented
with considerable precision, and that inappropriate behaviour would be minimised (for
example, it would be difficult for households to under-declare their income in order to be
eligible for means-tested benefits). This is a somewhat heroic assumption in the current
Greek context. The capacity of the administration (including not least at the local level) to
administer means testing effectively, when there is evidence that tax evasion through
undeclared income is an issue (for example, declared income is about 10% higher in
household surveys than in the tax records). Underestimating income is likely to be an
especially important concern with farmers and independent workers. For this reform to
yield the expected savings, it is crucial to have reliable information on income.

Practical and technical assistance of the international community could be provided,
in order to enhance in-country capacity and activate existing resources, skills and
knowledge. Technical assistance should be tailored to the capacity of the public
administration to absorb support and adapt international experience to the Greek context.
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For some of the reform options, there are further issues to be addressed, including
existing entitlements, which would require careful assessment, a clear implementation
roadmap and an estimate of the likely implementation costs. Thus, reform options 3, 4
and 5 (housing, family and disability benefits) each involve the closure of existing
programmes, which if poorly handled would result in immense, if temporary, disruption.
These issues can delay reform if not appropriately addressed, but they should not be
regarded as an insurmountable barrier. Other OECD countries have successfully moved
from contributory systems to systems that combine contributory and means-tested
components. For example, the United Kingdom’s Jobseekers’ Allowance halved the
entitlement for contributory benefits and introduced means-tested benefits that can be
claimed by those who do not meet the conditions for contributory Jobseeker’s Allowance
or have exhausted the benefit. In the Netherlands, a means test has been introduced for
survivor’s’ pensions.

Second, legal obligations at both the national, EU and international levels need to be
carefully assessed so that the reform can be designed in a way that supports these
obligations and can resist possible legal challenges. Reform will need to be designed
around the rights of the citizens and the safety net that these legal instruments have put in
place (Box 3.2).

Box 3.2. Assessing national, EU and international legal issues

National, EU and international legal instruments have contributed to establishing a socket of
minimum social rights on which a possible reform of social protection needs to build. The
following is by no means a comprehensive list of the legal instruments to be assessed, and only
provides an indication of the legal challenges and opportunities that reform design will need to
take into account.

Article 21 of the Greek Constitution provides for an obligation for the state to protect young
people, the elderly and the disabled. It also grants the disabled the right to measures that ensure
self-sufficiency, professional integration and participation in the social, economic and political
life of the country. Any reform of the disability programmes would thus need to ensure that
those who lack resources can enjoy these rights.

EU Directive 92/85/EEC provides for the right to receive maternity leave and to maintain
employment rights during this period. Reform of social benefits will need to safeguard the right
to maternity leave while ensuring that those in greater need can fully enjoy this right.

Article 34 of the Charter of Fundamental Rights of the EU provides for the right to social
and housing assistance. The 2008 European Council conclusion calls for inclusive polices aimed
at extending social protection to those who do not have access to safety nets. Reform will need
to build on these instruments to safeguard basic social rights and extend benefits like
unemployment assistance to those who are currently excluded.

The 2012 ILO Recommendation on National Floors of Social Protection calls for
approaches to providing social protection that are efficient and effective in guaranteeing basic
income security to those in need. Reform will need to ensure financial, fiscal and economic
sustainability of national social protection floors taking into account the contributory capacity of
different population groups.

Third, government operational costs and savings from reforms would also need to be
examined. The calculations focus on government programme costs and savings. They do
not, however, include government operational costs and savings of implementing the
reforms, which can be divided into the transition costs of implementing the new system
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and the ongoing costs and savings of administering the reformed social programmes
when the system reaches a “steady state”. On the cost side this would include costs such
as staff time, hiring of experts, redundancies. On the savings side, this would include the
savings from a more efficient system, linked to governance changes that are likely to be
very significant in the medium to long term. These costs and savings cannot be estimated
with any precision. However, improved governance (see Chapter 4) can be expected to
have a significant positive impact. Finally, the timescales of different options would need
to be assessed. Some reforms are likely to take longer than others. Feasibility studies, if
there is time and opportunity to do these, should include timescales. The time needed for
effective implementation would need to be assessed.

Box 3.3. Identifying the most appropriate reform package: Criteria for further analysis

The choice of the reform to pursue needs to take into consideration the complex social, fiscal, legal and
governance context. Social, fiscal and legal consequences need to be evaluated in the light of the capacity
constraints Greece is facing. To the extent possible, the costs and savings should be estimated for both
government operational as well as programme expenditure, accounting for the administrative costs and savings
as well as the impact on the provision of benefits. In addition, reforms can create costs and savings that are
spread over a relatively long period of time.

Policy makers should therefore ideally carefully evaluate a series of key criteria in the search for the most
appropriate reform package:

e Fiscal impact:
— What are the potential budgetary savings?

— What are the potential impacts of introducing means-tested programmes on the financing of
contributory programmes?

e Impact on the poverty rate:

— How would the overall poverty rate be affected?

—  Which social groups would experience a change in the poverty rate?
e Practical feasibility:

— Can the proposed reform option be implemented given the existing administrative and data
constraints?

— Are there legal obligations that would need to be considered in the design of the reforms?

— Do existing policies and programmes provide lessons and good practices that can be scaled up and
relied on to design and roll out reforms?

e Implications for government operational costs/savings:

— What are the costs of implementing the reforms (i.e. the costs of transitioning to a reformed social
protection system and the costs of the system once it is in place)?

— What are the savings created by a more efficient system?
e Timescales for implementation:
—  What is the timetable for implementation?

— When would costs and savings take place?
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Appropriate design will help reap the full benefits of means testing

Means testing is more effective in redistributing income, provides stronger support
for social cohesion and higher net benefits to society. It can be, however, more
demanding for the public administration. In particular, administrative costs can be high
compared to universal benefits as reliable and timely information on applicants’ income
and assets is paramount (Box 3.4).

Box 3.4. Benefits and costs of means testing

The fiscal savings from the application of means testing can be very significant. For
example, in the United Kingdom, where means-tested social benefits accounted for 2.7% of
GDP in 2005 (compared to an OECD average of 1.5% of GDP), beneficiaries of the
means-tested Working Tax Credit received, on average, GBP 3 173 per year in 2011. If this
amount were provided universally, the cost would be more than 16 times the current
expenditure. The UK government estimates that spending on means-tested transfers is more
redistributive than other transfers, with possible additional social welfare benefits estimated at
GBP 0.75 for every pound spent (National Audit Office, 2011).

Compared to universal benefits, means testing can entail greater administrative (running)
costs. In the Netherlands, the government estimated that the administrative costs of means-tested
social insurance accounted for 8% of total expenditure in 2000 (compared to 4% of total
expenditure of non means-tested social insurance). In the United Kingdom, the Department for
Work and Pensions estimates that maintaining existing claims for Pension Credit cost GBP 47
per claim in 2010-11, compared to GBP 17 for the non means tested State Pension. Appropriate
design can reduce these costs.

Sources: Immervoll, H. (2010), “Minimum Income Benefits in OECD Countries: Policy Design,
Effectiveness and Challenges”, OECD Social, Employment and Migration Working Papers, No. 100,
OECD Publishing, doi: 10.1787/218402763872; National Audit Office (2011), “Means Testing”, report by
the Comptroller and Auditor General, HC1464, Session 2010-2012, National Audit Office, London;
Van Oorshot, W. (2002), “Targeting Welfare: On the Functions and Dysfunctions of Means-Testing in
Social Policy”, in P. Townsend and D. Gordon (eds.), World Poverty: New Policies to Defeat an Old
Enemy, The Policy Press, Bristol, United Kingdom.

OECD member countries have chosen different design features depending on fiscal
constraints, implementation capacity and programme objectives. Annex G provides more
details.

Greek policy makers will need to evaluate carefully:

e At what level, individual or household, is the income considered?
e  Which kind of income is taken into consideration?

e How is the information on income obtained and updated? And

e In which way are benefits withdrawn as income increases?

Different options for each of these features entail different levels of complexity and a
trade-off between administrative costs and programme effectiveness. In particular, the
impact of means testing on the incentives to work and save will need to be considered
very carefully. Entitlement to a means-tested benefit depends on income. Accordingly, a
rise in income can entail a reduction or withdrawal of the benefit. Beneficiaries could thus
avoid taking up employment or reduce their savings to maintain the same level of benefits
if they estimate that the advantages of being employed or saving more do not compensate
for the loss in benefits. Avoiding withdrawing benefits too abruptly above a certain
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income can help address these disincentives. However, smoother rates at which benefits
are withdrawn (i.e. the phase-out rates) will require more refined controls and benefit
revisions. It will therefore be key to support the transition to means testing with an
appropriate capacity-building effort that would involve capacity support from OECD
countries with substantial experience in designing and implementing means-tested
programmes.

It may be necessary to widen the search for fiscal savings to other government
programmes

The possible difficulty of finding enough savings from social welfare programmes
implies the need to consider a rebalancing of the savings expected of different
programmes within the overall fiscal consolidation envelope. The issue falls outside the
strict scope of this report. One possibility is rebalancing to put more of the savings effort
on to the elderly, who appear relatively more advantaged than the categories covered in
this report. However, this possibility could have adverse social consequences, as the
recent pension reforms may increase the poverty rate for the elderly. Other programmes
beyond social welfare and pensions may need to be considered. For example, Greece
spends more on general public services, defence and health than the euro area and the
OECD averages, largely due to greater than average expenditures to service government
debt (5.8% of GDP) and general services (4.1% of GDP) (Figure 3.1). Annex F includes
more details on the different categories of government expenditures.

Figure 3.1. Structure of general government expenditures by function (2010)
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Note: Expenditure data are disaggregated according to the Classification of the Functions of Government
(COFOG) developed by the OECD. General public services include executive and legislative organs, financial
and fiscal affairs, external affairs, foreign economic aid, general services, basic research, research and
development, public debt transactions, transfers of a general character between different levels of government.
Economic affairs include general economic, commercial and labour affairs, agriculture, forestry, fishing and
hunting, fuel and energy, manufacturing and construction, transport and communication. Social protection
includes sickness and disability, old-age, survivor’s, family and children, unemployment, housing. See
Table F.1 for a complete list of the sub-groups for each function.

Source: OECD National Accounts Database (2012), doi: 10.1787/na-data-en; OECD (2011), Government at a
Glance 2011, OECD Publishing, doi: 10.1787/gov_glance-2011-en.
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Social welfare funding and taxation

Funding mechanisms for social welfare and insurance require attention,
and government revenues need to be clearly directed at social welfare

As matters stand, social insurance is partly funded by government revenues. Social
insurance is provided through a number of social security funds (SSF). SSFs generally
restrict benefits to contributors. SSFs are financed by contributors, but also partly
financed by general tax revenues through substantial state transfers. To a large extent,
these transfers are not related to a particular use. They cover the gap between the
contributions collected by the funds and their expenditure.

In 2011, these state transfers exceeded 7% of GDP (about EUR 15 billion), which
compare with about 10% of GDP (EUR 21 billion) of employer and employee
contributions (Table 3.2). Their largest recipients were the OGA (the agricultural
insurance organisation), the IKA-ETAM (the social insurance organisation for private
sector employees) and two of its constituent funds the TAP-OTE and the TAP-DEI (the
respective funds of the national telecommunications and power companies), the OAEE
(the social security organisation for the self-employed) and the NAT (the organisation for
marine employees).

Table 3.2. Main revenues of social security funds (2009)

EUR millions

Total Main pensions Supplementary and lump-sum pensions  Healthcare
Earmark for EKAS 1220 1220 0 0
“Social resources” 1839 1370 202 268
“State grant” 12791 11178 134 1479
Total state budget transfer 15850 13768 336 1747
Contributions
Employee 11363 6 046 3028 2290
Employer 10 040 6283 1484 2272
Total SSF revenues 37 254 26 097 4848 6308

Note: The state grant for healthcare under the IKA-ETAM (total about EUR 5.5 billion) has been allocated to
main pensions in this table, while in practice it is intended to cover both pensions and health.

Source: Estimates based on data provided by Greek authorities.

Some funds, in addition, are partly financed through mandatory levies on economic
transactions, including media advertising (which represents about a third of the overall
revenues of the ETAP-MME, the fund for journalists and other media workers) and
building permits (in the case of the fund for engineers). Importantly, these transfers are
often called “social resources”, and considered neither as taxes nor as state grants by the
funds. This, however, does not correspond to international practice, for which these levies
are a form of tax.”

The Greek government has also used some SSFs as vehicles for policies that do not
appear to still meet any clear social welfare goals, such as the financing of trade unions or
support to the tourism industry through the Workers Fund Organisation (OEE). Some
social insurance benefits did not seem to play any obvious social protection role. These
were, in particular, the housing benefits provided by the OEK. Various “recreational”
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benefits were also provided by the OEE, such as tourism, excursion and visual arts
programmes, book vouchers, 25 day-care centres (in parallel to government centres), at
the cost of 0.7% of gross wages (of which two-thirds are actually used to directly finance
unions). While originally some of these programmes were aimed at providing subsidised
holidays for those in need, they became costly subsidies to particular industries.
Moreover, these benefits have been targeted at low wage earners since 2010, but like the
housing benefits, they only benefit insured people, i.e. those with a job. In 2012, the OEE
and the OEK were closed down, with their rights and obligations transferred to a special
committee (PEDE) and the OAED.

Both state transfers and “social resources” are paid by a large part of the population
(taxpayers) for the benefit of a small part (a particular fund’s beneficiaries), without being
justified by considerations of income distribution. In a number of cases, the transfers have
been granted as a compensation for changes in the actuarial conditions of the pension
systems introduced by the government. Such retroactive changes represent a breach in the
contractual foundations of contributory pensions. This does not mean, however, that
taxpayers should fully bear the cost, particularly at a time when public resources are
severely limited and such transfers crowd out other uses of these resources.

Two of the most salient features of Greece’s social protection system are the degree
to which it amalgamates insurance- and solidarity-based principles of social protection
and the fact that it provides insufficient coverage to those categories of the population
that need it most. These aspects are connected: the system’s poor performance in
reducing poverty and covering basic needs can be explained in part by the fact that even
resources coming from the general budget are concentrated on those categories of the
population that are already affiliated to a social security scheme.

The impact of taxation in relation to redistributive goals also appears to need
attention

Taxation and benefits can be used to facilitate the redistribution of income. A
progressive tax system would modulate tax rates to income so that higher income
households will pay more. Tax revenues could then be in part redistributed to lower
income households through assistance that can benefit more those who have less.

Marginal effective tax rates, which measure the fraction of any additional euro earned
that goes to taxes, social contributions or corresponds to losses of benefits, can provide
some insights into the degree to which a tax system is progressive. A progressive tax
system would have progressively higher marginal effective tax rates as the income of a
household increases. Combining this information with information on benefits for
households with different levels of income can shed some light on the way in which
taxation and benefits work together to provide some degree of redistribution.

Greece’s taxation is to a large extent progressive, but social assistance plays a limited
role in facilitating redistribution. For a hypothetical family with two children and only
one earner, Greece has marginal tax rates that are higher as the income level increases.
Similar to other EU member countries, no social assistance is provided beyond
unemployment benefits. A couple who is not eligible for unemployment benefits would
also not receive any social assistance. The approaches taken by France and Portugal are
instructive. France modulates social assistance to the level of income, providing some
benefits to three levels of income presented in the simulation. Portugal chooses to provide
social assistance only to the poorest households (Figure 3.2).
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Figure 3.2. Social assistance/METR 2009

A. One earner couple with two children, eligible for unemployment insurance benefits
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Notes: The tax benefit charts and calculations are made available as part of the OECD’s Benefits and Wages
publication series. They show the social assistance (SA) in the national currency (EUR) and the calculated
“marginal effective tax rates” (METR) for families where one individual has just moved from unemployment
to a state of employment, earning between 0% and 200% of the average worker wage (AW).

Definitions:

METR: Marginal effective tax rate, i.e. the fraction of any additional earnings that is taken away by the
combined effect of taxes and social contributions. METR = 1 — (change in NET / change in GROSS). METRs
are computed for an earnings change of 1% of AW. SA: Social assistance or minimum income benefits.

For a full explanation of the uses and implications of these figures, see Chapter 3 of Benefits and Wages 2007
(OECD, 2007). These figures were prepared by the OECD Secretariat based on information received from
OECD member countries. The selected order of countries has been determined based on the largest to the
smallest number.

Description of the legal tax and benefit rules used to create this figure, as well as information and figures for
other countries and years are available at www.oecd.org/els/social/workincentives.

Source: OECD (2007), Benefits and Wages 2007, OECD Publishing, doi: 10.1787/ben_wages-2007-en.
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Some revision of the combination of benefits and taxes may be needed in Greece. The
relatively narrow tax base combined with tax evasion may be limiting the effective
redistributive impact of taxation. Designing social assistance to cater for the neediest
might in turn provide an alternative method to facilitate redistribution and provide some
cushion against the effects of the crisis.

Conclusions and recommendations

Conclusions

e The OECD’s cost-benefit analysis of reform options assumes that the Greek
social welfare system would become anchored in means testing (see Chapter 2),
and that distinct programmes are retained for different groups. The alternative of a
single universal means-tested benefit is not recommended because of the length of
time, transitional cost and administrative difficulties of such a radical
development in the current Greek context.

e The calculations suggest that significant savings are possible, potentially with a
significant positive effect on the poverty rate.

e Identifying the most appropriate reform package requires further analysis against
a set of clear criteria. The OECD cost-benefit analysis is only illustrative of the
possibilities. Further analysis is needed to pin down the reform package that is
most suitable. Reform options should be assessed against a range of criteria —
fiscal impact, impact on the poverty rate, practical feasibility, implications for
government operational costs/savings, legal considerations and timescales for
implementation.

e It may be necessary to widen the search for fiscal savings to other government
programmes, given the possible difficulty of finding enough savings without a
significant negative impact on the poverty rate. In particular, public expenditures
on general services, defence and health appear to be above the average for euro
area countries.

e The funding mechanisms for social welfare require attention, and government
revenues need to be clearly directed at social assistance. Social insurance is
currently partly funded by government revenues. Further, some social insurance
funds are partly financed through mandatory levies on economic transactions.
Some funds are also used for policies such as financing trade unions or the
tourism industry that have no clear relationship to social assistance. The system’s
poor performance in reducing poverty and covering basic needs can be explained
in part by the fact that even resources from the general budget are concentrated on
those categories of the population that are already affiliated to a social security
scheme.

e The impact of taxation in relation to redistributive goals also appears to need
attention. Greece’s taxation is to a large extent progressive, but social assistance
plays a limited role in facilitating redistribution. Some revision of the
combination of benefits and taxes may be needed. The relatively narrow tax base
combined with tax evasion may be limiting the effective redistributive impact of
taxation.
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Recommendations

e If possible in the time available, carry out evaluation and feasibility studies to
identify the most positive mix of reforms to achieve fiscal and social objectives,
taking account of practical considerations for implementation, operational costs
and savings, and likely timelines.

e Assess systematically key design features of means testing and balance
administrative costs and programme effectiveness, including incentives to work
and save. Consider at what level income will need to be assessed for different
programmes (individual or household), which income is taken into consideration
(employment income only or also assets) and how information on income is
obtained for different programmes. Evaluate carefully the rate at which benefits
are withdrawn to minimise disincentives to work and save.

NOTE: The Ministry of Labour, Social Security and Welfare and the Ministry of
Finance are developing a guaranteed minimum income scheme targeting the poor,
whose pilot is expected to start in 2014.

e Consider whether the search for savings should be widened to other government
programmes. Start with programmes and government functions which appear
misaligned with the average for euro area countries and review the drivers of
above-average spending.

e Distinguish between social insurance and social assistance schemes. Use social
contributions paid by employers and employees exclusively to finance insurance
systems, and systematically relate the use of general tax revenues to solidarity
objectives and mechanisms. Systematically relate the financing of social security
funds by general tax revenues to well-identified solidarity objectives, and develop
tools for evaluating the outcomes. Phase-out as fast as possible, in all cases that
are not strictly justified on these grounds, the financing of social insurance
through general tax revenues. Consider what share of government programme
expenditure should be devoted to social programmes financed through taxation.

e Review the impact of taxation on redistributive goals and the interplay between
taxation and social assistance.

Notes
1. Housing benefits are not included in this aggregate.
2. For the OECD, the term tax designates any compulsory payment to the general

government that does not give access to a benefit in proportion to the amount paid.
Naturally, social security funds are part of the general government.
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Chapter 4

Towards more effective system
governance in Greece

Preamble: Recent institutional developments have been only briefly referenced in this
chapter. See Annex B for an overview of recent developments.

This chapter considers the governance of social welfare in Greece. It starts with an
examination of the current central governance structures and ministry responsibilities. It
then considers the current structures and governance of social security funds, with
reference to information and communication technology (ICT) systems, human resources,
control of fraud and the collection of contributions. It also considers the reporting and

accounting obligations of social security funds, and the provision of benefits on the
ground.
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Introduction

If reform is to be successful, the governance arrangements for social programmes will
need a radical overhaul. Greece will need to address this at a number of levels, starting at
the top, with a stronger and simpler structure of responsibilities within central
government. Secondly, the social security funds themselves also need urgent attention, in
order to rationalise their management at a faster pace than in the past. Internal systems for
staff management, ITC and for combating fraud also need strong reforms. The third area
is the provision of benefits by the local authorities which suffers from weak oversight,
inefficient overlaps, poor capacities and poor incentives for change.

Institutional framework

The current social welfare system is framed by a complex institutional structure,
undermining efficiency, accountability and effective implementation

A large number of central public entities and their local networks are involved

A large number of central government entities, agencies and their local networks are
involved in the design, financing, implementation and provision of social welfare
benefits. This reduces efficiency, raises administrative costs and leads to inconsistent
design of social benefits. As a consequence, the current system does not cater effectively
to those in real need.

Centre of government structures for the oversight and steering of the social
welfare system have been fragmented, weak and inadequate

Until recently, the two main ministries involved in the overall field of social
protection were the Ministry of Labour, Social Security and Welfare and the Ministry of
Health. The Ministry of Finance plays an important role, and the Ministries of Defence,
of Regional Development, Competitiveness and Shipping, and others also have
responsibilities. They all enjoy a high degree of freedom in determining policies and
proposing expenditures.

There has also been considerable overlap and confusion in the definition of central
government responsibilities for social protection. Initially, it seems that the Ministry of
Labour, Social Security and Welfare (previously called Ministry of Labour and Social
Security) and the Ministry of Health (previously called Ministry of Health and Social
Solidarity) were in charge of insurance-based and solidarity-based schemes, respectively.
In accordance with this distribution of roles, the Ministry of Labour, Social Security and
Welfare was responsible for the supervision of social security funds (SSFs), including for
their health branches, while the National Health System, which has a universal nature,
was placed under the Ministry of Health.

However, the gradual development of an intricate and fragmented landscape of social
programmes means that the two ministries became involved in most areas of social
protection. The recent decision to establish the Ministry of Labour, Social Security and
Welfare as the lead ministry for social insurance and welfare is very positive.

In addition, other ministries have developed interventions in the area of social
protection on purely circumstantial grounds (see, for instance, the conditions in which the
Ministry of Finance became responsible for the provision of two benefits for low-income
families in 2002).
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This fragmentation and confusion blurs responsibilities for monitoring and
supervision of social assistance programmes and leads to a lack of ownership and
accountability. Unclear responsibility is particularly detrimental because of the tradition
of legal formalism and the compartmentalised approaches that prevail in Greece’s central
administration.' In such a context, a poorly defined or overly complex sharing of
responsibilities often leads to less than adequate co-ordination, the absence of ownership
of policy issues and the dilution of accountability. The weakness and fragmentation in
central steering mechanisms also undermines the implementation of reforms, which has
been a long-standing weakness of Greece’s central administration. Many reforms in the
past have not been completely achieved. Examples include the consolidation of SSFs or
the monitoring at the central level of the devolution of responsibilities to local authorities.

The example of disability benefits is a good illustration of the overlapping
responsibilities (Figure 4.1). The Ministry of Health was responsible for the design of
disability assistance benefits, the Ministry of Interior for their financing, and
municipalities for their administration and relations with beneficiaries. Disability benefits
have been poorly monitored and have lacked necessary control mechanisms. This
institutional set up has provided little incentive to local authorities to prevent fraudulent
claims because spending does not affect their budget. To address this issue, an ongoing
exercise to re-register all recipients of such benefits has been recently initiated by the
Ministry of Health. New disability certification committees (KEPA) were established in
2010/11, with the aim to eventually re-assess all persons registered as disabled. This is
welcome.

Figure 4.1. Distribution of ministry responsibilities: Disability allowance

Disability allowances provided by the state

(paraplegic and tetraplegic, blindness, hearing impairment, severe mental retardation,
Hansen's disease, blood diseases, Cerebral Palsy, etc.)
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Budgeting

Supervision and o .
distribution of funds Policy implementation

The extension of the responsibilities of the Ministry of Labour, Social Security and
Welfare is a promising recent development which a successful reform process will need.
Responsibility for the design of disability assistance benefits has been transferred to the
Ministry of Labour, Social Security and Welfare. The transfer of the responsibility for the
payment of disability benefits, which is currently considered, would be a further positive
step towards simplifying administrative procedures and reducing overlapping
responsibilities.
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Another recent decision to separate the pension and health branches of the SSFs and
merge the latter in a new organisation (EOPYY) placed under the authority of the
Ministry of Health has also improved the situation. But even here, the work remains
unfinished since several funds (TAYTEKO, ETAA) have retained their health activities
within the domain of the Ministry of Labour, Social Security and Welfare.

Social insurance management

The management of social insurance is spread across a tangle of different
Sfunds, requiring rationalisation

The current structure of social security funds remains very complex

The administration and provision of social insurance benefits is organised across a
number of funds (social security funds, SSFs) providing pensions, healthcare,
supplementary pensions, unemployment assistance, housing benefits, and supporting
recreational activities (Box 4.1). According to ELSTAT (National Hellenic Statistical
Office), there are over 40 social security funds in Greece covering main and auxiliary
pensions, social insurance and healthcare. The overall system is extremely complex.

Box 4.1. Social security funds (including pensions and health)

Overall architecture

There are six funds providing main pensions: the IKA-ETAM for the majority of salaried workers and new
entrants to the civil service, the OAEE for the self-employed, the ETAA for a selected group of professionals
(including doctors, engineers and lawyers), the ETAP-MME for the press industry, the OGA for farmers and
agricultural workers, and the Bank of Greece Pension Fund. These funds often include other smaller funds.
These main pension funds are generally responsible for providing social security benefits other than health,
supplementary pensions, unemployment, housing and recreational activities. For those under the IKA-ETAM,
the OAED (Manpower Employment Organisation) provides unemployment benefits and employment services as
well as daycare services since the closure of the OEK and the OEE in 2012.

Healthcare funds have been largely integrated into a central healthcare fund (EOPYY). This fund now
includes all the insured under the IKA-ETAM, OAEE, OGA, ETAP-MME (since January 2012), TAYTEKO
(since May 2012), ETAA, ETBA, ETE, Emporiki, some private banks (since November 2012) and those in the
civil service covering about 90% of the population. The individuals that remain out of the EOPYY systems are
those that belong to the TYPET (providing healthcare to the employee of the National Bank of Greece) and the
employees of the Bank of Greece, i.e. the central bank.

Supplementary and lump-sum pension funds offer benefits to older individuals to complement their main
pensions. These include the ETEAM, TEADY, MTPY, TEAIT, TEAPASA, TAYTEKO, TPDY, TAPIT and
TEAPASA.

Description of the main funds
The main funds in Greece covering the largest part of the working population are:
The Institute for Social Insurance (IKA-ETAM)

The IKA-ETAM is the largest social security organisation in Greece. It covers 5 530 000 workers and
employees and provides 830 000 pensioners with retirement pension. The IKA-ETAM covers those in dependent
employment in Greece or abroad for an employer who is based in Greece, as well as those who offer full-time or
part-time personal labour on commissioned work agreements and are not insured with any other main insurance
agency. The IKA-ETAM also covers certain groups of people who offer their labour to various employers at
various times and whose insurance is realised through their unions or insurance associations, (e.g. porters,
newsstand vendors, slaughterhouse workers, etc.) or through special provisions (e.g. exclusive nurses).

GREECE: REFORM OF SOCIAL WELFARE PROGRAMMES © OECD 2013



4. TOWARDS MORE EFFECTIVE SYSTEM GOVERNANCE IN GREECE - 83

Box 4.1. Social security funds (including pensions and health) (cont.)

It is operationally divided into three main branches:
e acompulsory pension branch (old-age, disability and survivor’s’ pensions);

e an auxiliary pension branch (TEAM-IKA-ETAM) to which all IKA-ETAM-insured persons are
compulsorily affiliated;

e family and unemployment benefits for the IKA-insured people are, however, administered by the OAED
(the Manpower Employment Organisation). This public law institution is also in charge of the provision
of reservists’ benefits.

Based on Law 3655/08, a number of auxiliary, welfare and health funds some funds such as TAP-DEI
(Public Utility Corporation) still remain independent merged under IKA-ETAM, but this should change in the
following years.

The Agricultural Insurance Organisation (OGA)

The Agricultural Insurance Organisation (OGA), a legal body of public law was founded in 1961 under
Basic Law 4169, with the aim of providing retirement and bereavement pensions and medical treatment to the
farming population of Greece. The OGA also administers the assistance scheme for uninsured people older than
67 years of age (as amended by Law 4093/2012) without sufficient subsistence means. Moreover, insured and
pensioners of the OGA receive in-kind benefits (tourism and entertainment allowances) through a branch
established in 2002.

The term farmer is understood to refer to each person who personally carries out an agricultural activity as
his main profession. Agricultural activity means an activity in farming, cattle raising or forestry. Also here the
scheme is extended to some additional groups of persons, including:

e self-employed people and craftsmen working in villages of less than 2 000 inhabitants;

e employees of all categories living in areas or communities with a population of up to 5 000 persons on
the condition that these are not affiliated to any other social insurance institution;

e fishermen, if they are not affiliated to any other social insurance institution;

e  Greek priests and nuns working in the agricultural sector.

The Social Security Organisation for the Self-Employed (OAEE)

The main first pillar fund for self-employed small entrepreneurs and traders is the OAEE (Organisation for
the Insurance of Liberal Professionals), established during the 1999 reform. OAEE is a legal body of public law
supervised by the Ministry of Labour, Social Security and Welfare, which covers the risks of sickness and
maternity, disability, old-age and death. People covered by the OAEE have access to voluntary supplementary
coverage.

The Insurance Fund for Independent Professionals (ETAA)

A new fund, the Insurance Fund for Independent Professionals (ETAA), has emerged from the
amalgamation of the fund covering different professional occupations (lawyers, doctors, engineers and other
professional categories) (Law 3655/2008).

Independent professionals are covered through three main social insurance funds (the effective legal exercise
of the profession constitutes the main affiliation condition), which function as legal entities of public law:

e legal professionals are affiliated to the Fund for Legal Professionals (Tameio Nomikon);
e doctors, dentists and pharmacists are affiliated to the Fund for Health Professionals (TSAY);

e civil engineers, electronical and mechanical engineers are affiliated to the Pension Fund of the
TSMEDE.
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The funds can also be internally very complex, as illustrated in Figure 4.2 which
shows the structure of the ETAA, the insurance fund for independent professionals.

Figure 4.2. Complexity of social security funds: Example of the ETAA
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The consolidation of social security funds remains limited

An important reform process for the restructuring of SSFs was established though
Law 3655/2008, which laid out an agenda for administrative and organisational
rationalisation in three phases. The first phase was bringing to completion provisions
already introduced by legislation in 2002, namely the merging of a number of funds. The
second phase — with a time horizon until the beginning of October 2008 — paved the way
for all other amalgamations stipulated by the 2008 law. The third and final phase was to
focus on measures aiming at the progressive elimination of diverse regulations (European
Commission, 2009).

These reforms are progressing slowly and with great difficulty, even allowing for
major developments such as the recent pension reform. The consolidation of SSFs
remains limited and, in many cases, superficial. In the main pension system, two funds
(ETAA and ETAP-MME) remain independent and accessible only to restricted
occupational groups. The consolidation of health insurance schemes has been progressing
slightly faster. Health benefits of the ETAA, the ETAP-MME and a number of private
banks have moved under the EOPYY. The health insurance schemes covering the
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employees of the National Bank of Greece and Greece’s central bank still remain outside
the EOPYY. The supplementary pension system also remains highly fragmented.

What is even more problematic, however, is that merged funds have generally
maintained “financial and accounting independence”, as well as separate administration
structures and information systems. For example, the TAP-DEI (the pension fund for the
employees of the Public Power Corporation) is under the IKA-ETAM umbrella, but
remains independent from the IKA-ETAM in terms of benefits and assets. Information
systems are usually incompatible and little efforts have been made to exchange or
consolidate data within the umbrella funds. Given the lack of data, there is limited room
for managing and controlling the funds’ operations of the merged fund. Despite the
amalgamation of the funds into the ETAA, the funds still operate as separate entities, with
their own accounting and registry systems (see Figure 4.2 on the current structure of the
ETAA following amalgamation).

While main old-age pension benefits and disability benefits have been largely
equalized across funds, vested rights of existing contributors can differ across funds. This
is often brought forward as an explanation for why a real merger of the funds, including
their management and administration, is not possible at this stage. In addition, differences
remain in other benefits: some funds provide sickness or maternity benefits while others
do not; and few funds (for example the OGA) provide additional small benefits, including
recreational activities that are not provided by the majority of SSFs.

The implementation of reforms seems to progress slowly. For example, the newly
established EOPYY, which is taking over the functions of several health insurance
schemes, should have been operational as of January 2012. While EOPYY started
operating, further integration — including the unification of information technology
systems and the homogenisation of benefits — was expected to happen over the first
quarter for 2012. In addition, the recent pension reform sets a new benefit formula
applying to all main pension funds for all individuals retiring after 2014, but several of
the representatives of the funds seem unaware of these changes.

Social security fund management also raises a number of issues requiring
attention including ITC systems, human resources, control of fraud
and collection of contributions

ITC strategy and architecture is not yet adequate to the task of supporting
efficient and effective fund management

Information systems are not harmonised, and sometimes even inexistent. SSF
information systems were built with no sense of consistency, and are currently not
compatible with each other. In some cases, no systems of information even existed until
very recently (TAYTEKO). Some attempts of improvement have only slightly improved
the situation. For instance, following the merger of several SSF into the IKA-ETAM, a
common IT system was developed but is hardly functional. This is probably due to the
complexity of the existing regulation of the various programmes and professions now
encompassed within the IKA-ETAM, which make the system overly complex and
difficult to manage. Another example is the allegedly improved system of the OAED for
the unemployed, which has limited interoperability with other systems in the realm of
social protection due to the absence of use of a unique ID number (such as the AMKA).
This situation is pervasive in the Greek social security system which prevents the
exchange of information between funds or social services, or with the OGA and the tax
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administration. Recent changes point to some positive improvements in data and
information exchange (Box 4.2).

Box 4.2. Data and information exchange

A census of beneficiaries conducted through citizens service centres (KEPs) has led to the
establishment of a National Register of Beneficiaries of social and welfare benefits that is
facilitating the systematic monitoring and effective control of the benefits. The register provides
for, among others, cross-checks with tax returns, which could in turn constitute a powerful
instrument to limit fraud and misuse of social benefits. In addition, the OAED’s system is being
linked to that of the IKA-ETAM to also facilitate cross-checking.

Human resources in the funds need attention

Staff in SSFs do not always have the necessary skills to use efficiently new IT
systems and to respond effectively to the needs of recipients. In some cases, working
conditions are poor.” Some procedures are outdated, e.g. employers proposing job
opportunities have to come to the office and file their vacancy. The staff does not seem
trained to provide effective advice and follow-up to job seekers.

The control of abuse and fraud is not supported by appropriate tools

The control of abuse and fraud is not supported by appropriate tools. Main income
replacement benefits are usually not compatible with each other (e.g. receiving several
disability benefits, or receiving an insurance benefit and an assistance benefit when the
insurance benefit is substantial). The absence of unified or compatible IT systems
prevents in practice the funds and/or the local administration from checking the accuracy
of individual statements. For instance, the actual receipt of another benefit, or the income
level for means-tested benefits are currently checked using the tax slip, which is primarily
based on self-declaration. A better approach would be to cross-check this declaration with
information on benefit recipiency shared directly among funds and administrations. This
would require using the same national individual identifier everywhere. Another
facilitating factor would be to use a unique network of decentralised offices to register
and deliver service and cash to all social protection beneficiaries. Currently, social
protection is delivered through the IKA-ETAM and other funds’ local offices, by the
OGA offices for family benefits, by local authorities for disability benefits and some
other welfare benefits, by tax offices for family benefits provided under the Ministry of
Finance.

The collection of contributions is inefficient

The social security fund IKA-ETAM, in addition to being responsible for the general
(old-age, survivor’s and disability) pension scheme for private (and gradually public)
employees, plays a pivotal role in the cash flow of the overall social security system.
Indeed, the IKA-ETAM-ETAM is responsible for collecting employer and employee
social contributions on behalf of other SSFs (such as the OAED and the health
organisation EOPYY), and then providing to each fund its fair share of resources. These
contributions are, in principle, retained and paid by the employer.

Although, according to some evaluations, the IKA-ETAM is relatively efficient in
collecting social contributions, contribution evasion is acknowledged to be a serious
problem. Neither the IKA-ETAM nor the ministries seem to have made any precise
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estimates regarding the magnitude of evasion. The OECD mission was not in a position to
evaluate this point independently.

The distortions brought about by the dual role of IKA-ETAM are a serious cause for
concern. The fund does not seem to keep a proper record of the contributions that it owes
to other SSFs, and there seem to be delays in the transfer of contributions, occasionally
for several years. Due to all the transactions between the funds and the multiple systems
of client registration and contribution collection/control, the cash flow from the IKA-
ETAM to the other funds is a subject of disagreement. In interviews, some fund managers
asserted that the IKA-ETAM withheld contributions for its own uses.

One serious deficiency regarding the cash flow is the lack of detailed and
consolidated data on contributions and transfers, particularly at the level of the funds that
depend on the provision of such information by the IKA-ETAM, and lack of proper
routines and transparency regarding the distribution of contribution payments between the
IKA-ETAM and the other funds. Some fund managers claim that the lack of information
on arrears regarding contribution transfers has prevented them from closing their
accounts. The resulting scarcity of information and opacity of financial situations is an
obstacle for policy makers, fund managers and beneficiaries alike.

Reporting and accounting obligations of social security funds are minimal

Reporting and accounting obligations of SSFs and welfare benefits are minimal,
auditing and control are almost inexistent. Most of the reporting and control is at macro
level, predominantly on budget and expenditures, and in the form of ex anfe control.

There is a striking lack of information about the beneficiaries, especially data on
output and outcome. There is no available data, for example, regarding the effect of social
protection on poverty and basic needs, on coverage of risks and incentive effects.

Adopted policies are usually not controlled or evaluated

The Ministry of Labour, Social Security and Welfare approves the funds’ budgetary
proposals and has the actual power to withhold their budgets. It is also in charge of
controlling the accounts and book-keeping. The quality of this control may be questioned.
The ministry does not elaborate annual guiding objectives regarding the operation and the
achievements of the funds. Despite being responsible for the policy design of the social
insurance sector and having seats in the boards of all of the SSFs, it seems to exercise
limited oversight when it comes to following and assessing their operations, examining
annual data on budget plans or budget execution. The SSFs are thus not made accountable
for their performance and have little incentive to improve services or efficiency.

Not all of the social security funds produce annual reports. The information provided
in the existing reports is primarily on expenditure data, the total number of beneficiaries
and in some cases data on inflow and outflow of beneficiaries. The reports are not
published for the public at large and are only distributed to the members of the fund’s
boards and made available to their supervisory authority, i.e. the General Secretariat for
Social Security of the Ministry of Labour, Social Security and Welfare. The reports do
not seem to be used as a core document in the monitoring of the funds, neither by the
boards nor the ministry. The control of benefit entitlements and financial management is
determined at the level of funds and varies from case to case.
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Social programmes in the government sector are not managed on the basis of
appropriate information and a proper monitoring system does not seem to be in place.
Sickness benefits are integrated in the payroll bill and it is not possible, for instance for
the General Accounting Office, to have an overview of the number of civil servants on
sick leave at a given time and the associated expenditures in a given year. Special groups
such as the armed forces, uniformed services and doctors are entitled to particular
benefits managed by their respective ministries. The General Accounting Office does not
have an overview of these benefits.

Provision of benefits

The provision of benefits, which is mostly done at the local level, is weakly
managed

Most of the welfare benefits and social care are provided by the local authorities, and
financed by block grants to each municipality from the Ministry of Interior and the
Ministry of Health. The block grants are earmarked, but there is no control at the central
level to make sure that the money is spent according to the preconditions. The ministries
do not have registers of the beneficiaries and the local IT systems register very few data
on the individual beneficiaries. The control of information regarding the applicants’
income and who is eligible for a benefit is insufficient, and the local offices are not in a
position to check whether the money is paid to the right persons. Thus, the local
authorities have the competence to decide on individual cases, without having
accountability or the possibility to monitor the payments.

Target groups, in particular in the most vulnerable segments of the population, do not
seem to be informed about the existing social services and benefits, resulting in low
take-up rates.

Conclusions and recommendations
Conclusions

Institutional framework

e Despite reforms, responsibilities for social protection within government are
fragmented and without a clear lead. The current social welfare system has been
framed by a complex institutional structure at the centre, undermining efficiency,
accountability and effective implementation. A large number of ministries,
agencies and their local networks are involved. Centre of government structures
for the oversight and steering of the social welfare system are fragmented, weak
and inadequate, with no lead ministry, overlaps and confusion of responsibilities.
The lack of effective structure and co-ordination is not helpful for the financial
sustainability of the system, or for accountability.

Management of social insurance funds

e Despite reforms, the consolidation of the SSFs remains limited, often superficial
and slow. The management of social insurance is spread across a tangle of over
40 different SSFs, requiring rationalisation. The current structure of SSFs remains
very complex. The reform process initiated a few years ago is progressing too
slowly and with great difficulty. The consolidation of SSFs remains limited, and

GREECE: REFORM OF SOCIAL WELFARE PROGRAMMES © OECD 2013



4. TOWARDS MORE EFFECTIVE SYSTEM GOVERNANCE IN GREECE — 89

in many cases, superficial. Merged funds have generally retained financial and
accounting independence, and separate administration structures and information
systems. Implementation of reforms is slow.

e The management of the funds is strikingly ineffective and raises a number of
issues including ITC systems, human resources, control of fraud and collection of
contributions. ITC strategy and architecture is not yet adequate to the task of
supporting efficient and effective fund management. Information systems are not
harmonised, or even non-existent, meaning that systems cannot be connected or
exchange information (this includes links to the tax administration). There is no
unique ID number, as yet. The ITC competences of staff are often low. The
systems for controlling abuse and fraud are inadequate and not supported by
appropriate tools. The collection of contributions is inefficient and contribution
evasion is acknowledged to be a serious problem. The dual role of the IKA-
ETAM managing overall cash flow across the funds as well as its own cash is a
serious cause of concern.

e Reporting and accounting obligations of the SSFs and welfare benefits are
minimal. Auditing and control are almost non-existent and there is a striking lack
of information about the beneficiaries. Not all of the funds produce annual
reports. Social programmes in the government sector are not managed on the
basis of appropriate information.

Provision of benefits

e The provision of benefits, which is mostly done at the local level, is weakly
managed. As well as overlap among ministries, local governments are heavily
involved through their provision of most welfare benefits and social care. Most of
the welfare benefits and social care are provided by the local authorities and
financed by block grants to each municipality from the Ministry of Interior and
the Ministry of Health. The block grants are earmarked, but there is no control at
the central level to make sure that the money is spent according to the
preconditions. An overlapping and complex network of offices and departments
provide social services at the local level. The capacity and incentives for local
governments, to provide benefits efficiently and effectively, needs to be
addressed.

Recommendations

Some of the recommendations may require adaptation in order to fit the new system
design, once this has been settled.

Institutional framework

e Streamline responsibilities for social welfare within the central administration.
Extend the responsibilities of the Ministry of Labour, Social Security and Welfare
(effectively changing it into a Ministry of Labour and Social Affairs) to the design
and monitoring of all non-health social programmes, whether insurance- or
assistance-based, including social services and benefits in-kind provided at local
level.
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e Focus the responsibilities of the Ministry of Health on healthcare services
(hospital care, primary care and reimbursement of healthcare for insured people),
and specifically on the rationalisation of the National Health System (NHS), the
improvement of primary care and the convergence between the NHS and the
EOPYY.

e Transfer, to the extent possible, the competencies of other ministries in the field
of social protection to these two ministries.

NOTE: these recommendations are currently being implemented, suggesting
political support for reform. For the success of these reforms, it will be key to ensure
that administrative structures are appropriately adapted to the new responsibilities.

e Ensure that the Cabinet has adequate opportunity to discuss the social budget
(which is included within the state budget) prior to debate on the state budget in
Parliament.

Management of social insurance funds

e Define a plan and timetable to accelerate the rationalisation of the SSFs and the
further consolidation of remaining funds.

— Terminate all recreational activities funded through the OEE. Transfer the
day-care services to local authorities.

— Complete the phase out of the OEK programmes and transfer the OEK’s
assets to the IKA-ETAM. Eliminate the remaining payroll contribution to the
OEK.

— Define a timetable for the effective integration of information systems,
management structures, and financial and accounting procedures of the funds
merged by Laws 3371/2005, 3655/2008 and 3863/2010, under the authority of
the Ministry of Labour, Social Security and Welfare. Multi-annual contracts
between the ministry and the funds can be used to achieve this integration and
rationalisation of management structures and information systems. Executives
of the fund should be assessed on the effective completion of the realisation of
objectives set up in those multi-annual contracts. The objective would be to
improve internal management to enhance productivity and provide better
services to recipients. Fiscal savings would be limited to reducing
administrative costs. Credible sanctions should be defined for those funds that
would not respect their engagements.

— Further consolidate the remaining social insurance funds, in order to address
the fragmentation of the social insurance system. Specifically, the ETAA and
the ETAP-MME, including their assets, should be merged under the
IKA-ETAM or the OAEE. In addition, health funds that remain independent
should be merged under the EOPYY. To this end, determine what benefits are
to be provided by the social insurance system and unify the design of benefits
and contribution levels accordingly across the remaining funds. Prepare and
follow a strict timetable for the unification of benefits and contributions, the
preparation of information systems, and the effective merger of the
management and administration of the funds.
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e Set a plan and timetable for modernising the overall management of social
security funds, including the universal use of the personal ID (AMKA),
harmonisation of IT systems, simplification of legal and administrative
frameworks, a common HR policy, training programmes. Pay special attention to
the management of financial flows and transfers between the funds.

— Base all information applications in the field of social protection on the
AMKA personal identification number. Apply this rule as a matter of priority
to applications and databases that use other means of identification, such as
the Ministry of Health’s registry of all beneficiaries of disability benefits,
based on a new number relating to both the AMKA and the tax number.

— Accelerate the ongoing projects on the harmonisation and integration of
information systems across the SSFs. Simplify the legal and administrative
frameworks.

— Define a common human resources policy for all social security organisations.
Facilitate mobility across funds and with the general government. Enhance
training to help quickly manage new procedures and new IT systems.

— Support and train the employees of the OAED in order to provide better
services and counselling for unemployed people, and be able to enhance
active labour market policies.

e Secure the effective supervision of the SSFs, including the mandatory publication
of certified annual accounts, the setting of annual objectives and ex post
evaluation of achievements. Pay particular attention to the government sector
programmes.

— Require SSFs, in particular the IKA-ETAM, to provide detailed information
on contribution transfer arrears and to produce regular accounts on these
financial flows.

e Consider the best approach to streamlining the collection of social contributions
and related activities, taking account of best relevant international practice, the
need to minimise bureaucracy, and the need to ensure that the entity responsible is
motivated and equipped for the task. One option is to create a single agency for
the main scheme (IKA-ETAM-OAED-EOPYY) with the sole purposes of
collecting social contributions, redistributing those resources to the relevant social
security funds, keeping a record of the contributions, controlling contribution
payments with similar power to the tax revenue organisation and financially
managing the contribution flows. Once it has received its resources from the
agency, each SSF would remain responsible for managing them. While the SSFs
would have an account for each individual affiliate, the agency would have
accounts for contributing companies and professionals.

— Collect information on, and define a clear policy for the supervision of, social
insurance programmes.

— Make the publication of certified annual accounts mandatory for all social
security funds; in due course subject these accounts to ex post controls by the
Court of Audit once the court has developed the capacity for such audits.
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— Adopt annual objectives and a regular assessment of their achievement as the
basis of relations between social security funds and their supervisory
authority, i.e. the General Secretariat for Social Security of the Ministry of
Labour, Social Security and Welfare. These objectives should concern both
the internal management of SSFs and service delivery. In both areas,
indicators should be developed and used to this effect. The Ministry of
Labour, Social Security and Welfare should consider formalising its relations
with the funds in multi-annual contracts.

Provision of benefits

e Define a plan and timetable for the more effective administration of social
assistance benefits at local level. Consider how best to improve the current
institutional structure, including the possible use of the KEPs’ (citizen service and
advice centres) one-stop shop network for information on social services and
benefits, the possible establishment of an Office of Social Affairs in each
municipality, and co-operation structures between the Ministry of Labour, Social
Security and Welfare and the Ministry of Interior for oversight of local
government activity in this area.

— Streamline the networks for social benefit information and recipiency.
Consider using the KEPs as one-stop shops for providing information on
social services and benefits to individuals, in co-ordination with social benefit
providers. Consider whether their responsibilities should extend over time to
receiving and processing applications for social protection (except
unemployment) and answering requests.

— Support the OGA’s capacity to test beneficiaries for means and income.

— Establish co-operation structures between the Ministry of Labour, Social
Security and Welfare and the Ministry of Interior for the supervision,
monitoring and evaluation of the delivery of social services and benefits
in-kind by local authorities.

— Consider the creation of an Office of Social Affairs in each municipality, and
use these offices as a single network to provide benefits in cash to the
population, instead of the current duplication of structures in local
government, tax offices and the OGA correspondents.

— Include social workers and work specialists in the newly established
Disability Certification Committee (KEPA), in order to support the
consideration of work capacity as a basis for disability benefits. Evaluate the
procedure of disability assessment once the current reorganisation is
completed.

— Monitor much more closely social programmes in the government sector. For
the general payroll scheme, information about all social benefits, including
income during sick leave and the number of beneficiaries should be collected
by the General Accounting Office. For specific payroll schemes such as the
armed forces and uniformed services, similar information on the variety of
benefits should be provided by the relevant ministries to the General
Accounting Office.
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Notes

1. See OECD (2011).

2. In an OAED unemployment office visited during the OECD mission, for instance,
part of the building had not been heated for several weeks, and the staff had to work
in the cold in the middle of the winter.
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Annex A
Reader’s guide

Structure

The report is made up of four chapters:

e Chapter 1: Economic, social and systemic context of social welfare reforms in
Greece. The economic and social context in which reforms need to be taken
forward. Systemic issues affecting social welfare policy and programmes.

e Chapter 2: Issues with the current Greek benefit system. Key issues related to
benefits — unemployment benefits, family benefits, disability benefits and housing
benefits, with trends in expenditure and recipiency levels based on administrative
data collected by the OECD for this report.

e Chapter 3: Towards more effective system design in Greece. Key elements for
redesigning the social welfare system to be more efficient and effective, including
costed reform scenarios (Annex D sets out the detail of OECD’s cost-benefit
calculations).

e Chapter 4: Towards more effective system governance in Greece. Key issues for a
more efficient and effective governance of the social welfare system.

Seven annexes complete the picture in more detail:
e Annex A: Reader’s guide
e Annex B: Update of key recent developments in social welfare reforms

e Annex C: Overview of social welfare and related reforms in Greece in the last
20 years

e Annex D: Cost-benefit analysis of proposed reforms to the Greek social welfare
system

e Annex E: Key features of the OECD Database on Social Programmes in Greece
e Annex F: Government expenditure in Greece in 2010
e Annex G: Design and implementation of means testing for social protection

A Glossary can be found at the end of the book.

The report uses the term social welfare programme to refer to any baseline state or
national programme payment made to, or in respect of, any individual. Social welfare
programmes aim at helping people meet basic needs. Social welfare generally
encompasses a broad range of public policies and actions to alleviate poverty and distress.
It does not distinguish between the instruments through which these policies and actions
are carried out or whether they are financed through beneficiaries’ contributions
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(insurance benefits) or general taxation (assistance benefits). Nevertheless, EU-funded or
part funded grant or incentive schemes are not included in the scope of this report.

Scope of the report and key definitions

The report focuses on social welfare programmes, which are defined here to include
disability pensions and to exclude contributory old-age pensions and the provision of
healthcare services (except where otherwise stated). It considers both social insurance
programmes, which provide benefits to individuals on the basis of contributions paid, and
social assistance programmes, which are not conditional on the payment of contributions.
The social welfare programmes included in this report provide cash benefits only and
cover approximately 22 % of Greece’s working-age population (Table A.1).

Table A.1. Recipiency rates for the social welfare programmes covered by this report

Branch of social protection Type of programme % of the working-age population Year
Disability-contributory 3.9% 2010
_—_ P 0
Incapacity D.|sab|I|ty/non contnbutfjry 2.5% 2010
Slckngss and work accident! 2.8% 2010
(contributory)
Contributory 7.7% 2010
Unemployment )
Non-contributory 2.0% 2010
) Contributory 0.7% 2010
Family i
Non-contributory 2.3% 2010
Other social assistance Non-contributory N/A 2010
o Contributory 15.0% 2010
VBRI ety Non-contributory 6.8% 2010
replacement
All 21.8% 2010
Contributory 1.5% 2009
Housing
Non-contributory 0.0% 2009

Notes: There may be some double counting when aggregating recipiency of income replacement benefits
across the different schemes because the data used does not allow the elimination of double counting in a
precise way. 1. Not including civil servants for which sick leave data is not available.

Source: Estimates based on data provided by the Greek authorities to the OECD, 2011-12 (administrative
data).

A recurring theme of this report is the distinction between social insurance and social
assistance (Box A.1).

Theisreport also refers to disability and incapacity benefits. Disability (or invalidity)
benefits are paid to individuals who are limited in the kind or amount of activities that
they can perform due to a long-term physical condition, mental condition or health
problem. Incapacity benefits are paid to individuals who are disabled or sick. Aggregate
spending on incapacity benefits thus includes both disability and sickness benefits.

The references to administrative data in the report (in the text or as sources to tables
and figures) designate the data collected by the OECD from the administrative records of
Greek authorities as part of the underlying analysis for the report.

A comprehensive list of key terms and definitions is presented in a Glossary at the
end of this report.
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Box A.1. Social insurance and social assistance

Social insurance

The general definition of social insurance is that it provides benefits to individuals on the
basis of contributions, and is thus financed by these contributions. Social insurance in Greece is
provided by a number of social security funds (SSFs). Contributors to these funds and their
families are generally entitled to pensions (old-age, disability and survivor’s) and healthcare.
The funds also provide special allowances to the disabled as a complement to disability
pensions. Depending on the specific SSF, benefits to compensate for sickness, accidents,
funerals and maternity might also be granted. Some additional benefits (unemployment, housing
and social activities) are available only to employees contributing to the largest SSF, the
IKA-ETAM, which covers employees of the private sector (and, in the future, new employees of
the public sector). In addition, separate schemes provide benefits for supplementary pensions.
Overall, social insurance schemes cover about 80% of the population.

Social assistance

The general definition of social assistance is that it is not conditional on the payment of
contributions and is financed through general government revenues. In Greece, social assistance
(which is also known as social solidarity) is mainly offered through categorical benefits covering
the elderly, families with multiple children and the disabled. For the elderly, non-contributory
benefits are available to those older than age 65 who are not entitled to a social insurance
pension (old-age pension for uninsured persons) and to those older than age 60 who receive low
pensions from the social insurance system (EKAS). Social assistance allowances are also
available to families with three or more children, to low-income families and to disabled
individuals with specific health conditions.

Insurance and assistance differ also in the conditions that determine whether an individual or
a household is eligible for benefits. Usually, among the OECD countries:

e Insurance benefits (also called contributory benefits) are conditional on a record of past
contributions to an insurance scheme. They are financed primarily through
contributions. Most often, usually no income threshold is considered for eligibility.

e Assistance benefits (also called means-tested benefits) are most often conditional on
current income falling below a certain level (the “means test”). Also, no record of past
contributions to an assistance scheme is requested for eligibility (except in rare cases).
They are financed primarily through general taxation.

A few benefits are conditional both on past contributions and on a means test (e.g. an
unemployment allowance paid only to unemployed people with no resources and having
exhausted their rights to unemployment insurance). A few benefits can also be non-contributory
and not means-tested (“universal” benefits paid under some circumstances, e.g. some child
benefits).

Data sources and reliability

The figures, costing and scenarios set out in this report are based on a range of
sources:

e Statistics on Income and Living Conditions (SILC);

e European version of SILC (EU-SILC) for overall disposable household income
estimates;
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e EUROMOD Country Report for Greece to cross-check assumptions and verify
existing programme conditions;

e data collected directly by the OECD from the Greek authorities in 2011-12
(referred to as “administrative data”).

All of these sources suffer from gaps or weaknesses, largely due to the underlying
weakness of Greek data. Some data does not appear to exist (for example, data on sick
leave and maternity leave benefit recipiency). As regards the costing and as explained in
more detail in Annex D, as well as the underlying weakness of Greek data, there are
intrinsic biases and other methodological issues to bear in mind. For example,
under-reporting of benefit uptake is an expected feature of SILC which is based on
surveys, meaning that social welfare spending is likely to be higher than recorded in this
database. In addition, the SILC dataset over-samples some population groups, including
civil servants and bank employees, and under-samples other groups, including the
self-employed, farmers and pensioners. Accordingly, estimates of poverty rates may be
lower than they would be with a more balanced sample.

The report also relies on OECD interactive tools such as the Tax Benefit Calculator,
Family Support Calculator and Pension Calculator. These tools simulate household net
income in and out of work situations taking into account the rules and regulations of the
legislated systems in different countries. The calculators include cash benefits (and
exclude in-kind benefits). They also cover unemployment insurance, unemployment
assistance, social assistance, family benefits and lone-parent benefits, housing benefits,
child-raising allowance paid to parents assuming childcare responsibilities for their own
children and employment-conditional (or “in-work™) benefits.

Methodology for the report

The report was developed through several phases in the period
March 2011-May 2012. It was drafted by the OECD Secretariat and was the subject of
comments and contributions from the members of the review team with input from peer
reviewers, as well as from a range of other OECD colleagues. It was fact-checked by
Greece. The report is based on analysis and data collected up until the end of April 2012.
Developments since then may be referenced but have not been evaluated by the OECD.

During the first phase of the review, the OECD Secretariat developed a methodology
for data collection, and prepared and circulated a questionnaire to the Greek authorities in
order to collect information on social programmes. A number of missions to Greece were
organised, in order to advise the Greek authorities on data issues and to collect data for
the development of the administrative database (see previous section). In a second phase,
the report was drafted using this information.

Review team

The review was conducted by a team consisting of members of the OECD Secretariat:

e Caroline Varley, Head of Programme, Public Governance Reviews, Public
Governance and Territorial Development Directorate;

e Reza Lahidji, Project Lead, Greece: Reform of Social Welfare Programmes
Review, Public Governance Reviews, Public Governance and Territorial
Development Directorate;
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e Filippo Cavassini, Analyst, Public Governance Reviews, Public Governance and
Territorial Development Directorate;

e Sophia Katsira, Research Assistant, Public Governance Reviews, Public
Governance and Territorial Development Directorate;

e Stéphane Carcillo, Senior Analyst, Employment, Labour and Social Affairs
Directorate;

e Rodrigo Fernandez, Analyst, Employment, Labour and Social Affairs Directorate.

Missions

Discussions were held with a wide range of Greek stakeholders at the political and
administrative levels in the central administration, as well as with external stakeholders,
including civil society and academics.

Of special note was a mission that took place from 23 January to 3 February 2012
under the leadership of Reza Lahidji. Data were collected directly from the Greek
authorities, in order to complete the administrative database. Interviews were also held
with a range of stakeholders regarding the institutional and governance arrangements for
social protection in Greece. The review team for this mission conducted over
40 interviews with government officials, social insurance funds managers, trade union
representatives, industry federations, non-government and civil society organisations, as
well as academics. The team also visited a local office of the Greek unemployment
agency (OAED). The mission agenda and interviews were organised with the significant
help of the General Secretariat of Social Security (Ministry of Labour, Social Security
and Welfare), with which the team interacted closely during the mission.

Two peer reviewers from other OECD countries joined the team for the data
collection mission:

e FEric Aubry (Conseiller d’Etat, Conseil d’Etat, France);
e (Odd Helge Askevold (Deputy Director General, Ministry of Labour, Norway).

Mauricio Soto and Katja Funke of the International Monetary Fund also participated
in this mission.

Greek academics offered their advice on this mission and for the completion of the
report:

e Panos Tsakloglou, Professor, Department of International and European
Economics, Athens University of Economics and Business;

e Manos Matsaganis, Assistant Professor of Employment and Social Policy, Athens
University of Economics and Business, Department of International and European
Economic Studies;

e Maria Petmesidou, Professor of Social Policy, Democritus University of Thrace.

The team interviewed representatives of the organisations presented below:

Ministries

e Ministry of Labour, Social Security and Welfare/General Secretariat for Social
Security;
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e Ministry of Shipping/Seamen House;

e Ministry of Environment, General Secretariat for Energy;
e Ministry of Citizen Protection;

e Ministry of National Defence;

e Ministry of Culture;

e Ministry of Finance;

e Ministry of Interior;

e Ministry of Health.

Social security funds

e OAED (Manpower Employment Organisation, Opyavicuog Amoacyoinong
Epyatikod Avvapukod);

e OEK (Workers Housing Organisation, Opyoviouoc Epyotixic Karoikiag),
e OEE (Workers Fund Organisation, Opyavioudg Epyotiknc Eotiag);

e IKA-ETAM (Social Insurance Institute, 1dpvua Korvavikwv Aopodicewv);
e IKA-ETAM (merged funds);

e OGA (Agricultural Insurance Organisation, Opyaviouos Iewpyikav
Aopolicewv);

e OAEE (Social Security Organisation for the Self-employed, Opyavicuog
Aopdrions EAevOépwv Emayyeduotiav).
Bank of Greece

e TAYTEKO (Fund for Bank and Utility Company Employees, Tapeio Acpdiiong
Yrnorniov Tparne(dv & Emyeiprioewnv Kowng Qeéleiog);

e ETAA (Fund for a selected group of professionals including doctors, engineers
and lawyers, Eviaio Toueio AveCaptyto. Amacyolovuevav);

e EOPYY/OPAD (National Health Services Organisation, EOvikdc Opyavioudg
THopoyne Yrnpeoiov Yyeiag);

e ETAP-MME (Fund for journalists and other media workers, Eviaio Tousio
Aopdriong [lpoowrikod Méowv Malikng Eviuépwaong).
Social partners

e SEV (Hellenic Federation of Enterpises, 2vvdeouoc Emiyeipnocwv Kol
Brounyoviwv);

e INE-GSEE (Labour Institute of the General Confederation of Greek Workers,
Ivatitodro Epyociog-1evikn Zovopoorovdio Epyoraov EALddag),

e ESEE (National Confederation of Hellenic Commerce, EOvikp Xvvouoomovoio
EJJnvikod Eumopiov);
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e KEPE (Centre of Planning and Economic Research, Kévipo Ilpoypouuationod
ka1 Okovouikav Epeovav);

e GSEVEE (Hellenic Confederation of Professionals, Craftsmen and Merchants,
Tevin Zvvouoomoviio Erayyeiuoticov Bioteyvaov Eunopwv EALddag).

NGOs
e Red Cross;
e SOS Children’s Villages Greece;
e Klimaka.

Academics
e Panos Tsakloglou, Athens University of Economics and Business;
e Manos Matsaganis, Athens University of Economics and Business;
e Maria Petmesidou, Democritus University of Thrace;

o ELSTAT (Hellenic Statistical Authority).
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Annex B
Update of key recent developments
in social welfare reforms in Greece

This annex sets out key legal and other initiatives in Greek social welfare reform as
set out to the OECD by the Greek authorities and in the relevant enacted laws, including
initiatives since the completion of the OECD analysis and data gathering. The main report
evaluates reform issues up until the end of April 2012, and does not evaluate these more
recent developments. They are, however, proof of a clear determination on the part of the
lead ministry, the Ministry of Labour, Social Security and Welfare, to move forward
speedily with reforms. The reforms are to achieve savings and raise efficiency, as well as
to secure a framework that enables more effective monitoring of benefits.

Headline strategic reforms

Three strategic anchors to support reform have already been put into place:

e The Ministry of Labour, Social Security and Welfare has been given the overall
leadership of social assistance and social insurance (as recommended by the
OECD), which includes the transfer of social welfare responsibilities from the
Ministry of Health. The Ministry of Labour, Social Security and Welfare is now
vested with the strategic responsibility required to take forward reforms in this
critical sector.

e Strategic design decisions have been taken in the direction of means testing as the
basis for social welfare programmes. For example, means testing has been
introduced for family benefits.

e Key practical implementation anchors are being put in place. In order to facilitate
the setup of a common database, and to eliminate double counting, the creation of
a National Register of Beneficiaries of social welfare benefits has been
established. The next step is expected to be a single source of payments for both
social insurance and welfare benefits. The AMKA personal identity number has
also been adopted.

Reforms to the social solidarity allowance for pensioners, 2011 and 2012

Aimed at combating poverty and ensuring a sufficient income for the elderly and low
income pensioners, in particular, as regards the statutory financial support programmes
for such population groups, the Greek social security system since 1996 provides for the
Pensioners’ Social Solidarity Allowance (EKAS). Adjustments in 2011 and 2012 tighten
up the criteria for eligibility.
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Box B.1. Pensioners’ Social Solidarity Allowance/Benefit (EKAS)

Background

This allowance, first established by Law 2434/1996 “Policy Measures for Employment and
Vocational Education and Training and Other Provisions” (paragraph 3, Article 20), aims at
financially supporting low-income pensioners and constitutes a non-contributory monthly
benefit for elderly people and survivor pensioners who have reached the age of 60, except for
the children who receive a pension due to the death of their parent, for which no age limit is
required, as well as for the disability pensioners of all insurance bodies of main insurance
(except for the Agricultural Insurance Organisation), regardless of the age limit. This
allowance/benefit is wholly financed by the state budget.

2011 reform

As amended with clause 34 of Law 3996/2011 (Part B, Chapter A: Protection of Vulnerable
Group), a new set of eligibility criteria was introduced. The new amendments are described as
follows:

1. As of 1 January 2011, the Social Solidarity Allowance/Benefit will be paid to
beneficiaries under the condition that they meet the following criteria:

— All old-age and survivor’s pensioners must have reached the age of 60 by
January 2011. For all disability pensioners and beneficiaries of survivor’s pension
due to death of parents, no age limit is required.

— The total net annual income from pensions (main pensions, supplementary
pensions and benefits), salaries, wages and other allowance granted to the salaried
person, as declared in the income tax return must not exceed the amount of
EUR 8 472.09. Any amount granted to disability pensions and war victims,
lifelong pension to mothers of large families and all welfare assistance granted by
the Ministry of Health are not taken into account in this amount.

— The total individual taxable annual income may not exceed EUR 9 884.11.
— The total annual family taxable income may not exceed EUR 15 380.90.

— The total gross amount of both main and supplementary pensions should not
exceed the monthly amount of EUR 850.

— Must be permanent residents in the Greek territory.

2. The EKAS is also granted to pensioners of main funds as of January 2011, as long as
they meet the main eligibility criteria.

3. The payable amount of EKAS in these cases is as follows:

Amount of EKAS (on a monthly basis) Amount of income
EUR 230 Up to EUR 7 715.65
EUR 172.50 From EUR 7 715.66 to EUR 8 018.26
EUR 115 From EUR 8 018.27 to EUR 8 219.93
EUR 57.50 From EUR 8 219.94 to EUR 8 472.09
EUR 30 From EUR 8 472.10 to 9 200 EUR

(and total annual family taxable income does not exceed EUR 13 500)
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Box B.1. Pensioners’ Social Solidarity Allowance/Benefit (EKAS) (cont.)

The same amounts are paid to disability pensioners who receive full coverage. For all
beneficiaries receiving reduced pension, these beneficiaries receive two-thirds of the amounts
above.

2012 reform

Since January 2012, the amounts paid out may be re-evaluated and re-adjusted according to
the annual income received the previous year and the Consumer Price Index. Starting in
January 2014, the EKAS allowance will be granted from the age of 65. For invalidity pensioners
as well as for the children who receive a survivor’s pension, there is no age limit (Article 1,
paragraph TA4, subparagraph 6 of Law 4093/2012 of 12 November 2012 and Article 10,
paragraph 3 of Legislative Act of 19 November 2012).

Overall, Law 4093/2012 and the Legislative Act of 19 November 2012 have introduced the
following reforms:

e the age limits for all social security funds have been increased by two years;
e pensions and lump-sum allowances have been reduced;
e the ceiling of insurable wage has changed;

e aunified system of control and payment of pensions has been established.

Creation of the National Register of Beneficiaries of social and welfare benefits,
2011

A National Register of Beneficiaries of social and welfare benefits has been
established (Law 4025/2.11.2011), which will facilitate the establishment of a database.
Its establishment has led to the creation of a systematic monitoring system of the
implementation of the financial aid assistance programmes implemented by the
municipality agencies. A further development of the National Register can provide for a
wide range of auditing and rationalisation processes, such as the performance of
electronic cross-checks with several agencies’ archives/data, thus forming a crucial tool
for policy making and timely improvement measures.

Minimum wage and reforms of unemployment benefits, 2012

By virtue of Law 4046/2012 voted on 12 February 2012, by the Greek Parliament,
regarding the approval of the new Loan Agreement with IMF and the respective
memorandum, the minimum basic salary provided by the currently applicable National
General Collective Employment Agreement (NGCBA) has been reduced by 22% for
employees over the age of 25, and by 32% for employees under the age of 25.

In this respect, for employees over 25, unmarried and without any prior service and/or
skills, the minimum base monthly and daily salaries are now EUR 586.08 and EUR 26.18
respectively, and those for employees under 25, unmarried and without any prior service
and/or skills, are now EUR 510.95 and EUR 22.83 respectively.

These reductions refer only to employees that are paid under the NGCBA and apply
to both existing and newly hired employees. Furthermore, this reduction applies as of
14 February 2012, is not mandatory, and for existing employees paid under NGCBA it
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may be imposed unilaterally by the employer without the prior consent of the employee
being necessary.

Box B.2. National Register of Beneficiaries of social and welfare benefits

In order to facilitate the establishment of a common database, the creation of a National
Register of Beneficiaries of social and welfare benefits was established through
Law 4025/2.11.2011, Chapter C, clause 18.

Its establishment has led to the creation of a systematic monitoring system of the
implementation of the financial aid assistance programmes implemented by the municipality
agencies.

This registry includes all beneficiaries of the social solidarity benefit (EKAS), the total
invalidity benefit, the uninsured old-age pensioners, the welfare pension, unemployment benefit,
benefit for support of special categories of unemployed, the OAED family and maternity
benefits, family benefits to large families and families with three children and lump sums, the
lifelong large family pension, sickness benefits, benefits for disabled people, rent benefits,
family benefits given for the public sector and family benefits of pensioners of funds.

This initiative began in February 2011, when all people receiving disability pensions and
benefits in Greece were asked to report their benefits to their designated local one-stop shops
(KEP). The data were to then be centralised to the Ministry of Health. Following this exercise, a
number of beneficiaries were not eligible for these benefits for various reasons. All organisations
with local governments and all other competent authorities are obliged to provide the data on
their beneficiaries electronically.

A further development of the National Register can provide for a wide range of auditing and
rationalisation means, such as the performance of electronic cross-checks with several agencies’
archives/data and thus forming a crucial tool in policy making and timely improvement
measures.

Following the reduction of the minimum wage, in March 2012 the monthly
unemployment benefit was reduced from EUR 470 to EUR 360. In addition, since
January 2013, the daily unemployment payments for the unemployed who have applied
for the regular unemployment benefit within the past 4 years should not exceed a total of
450 days. If within the past 4 years, a beneficiary has been paid for less than 450 days,
he/she will be entitled to be paid the remaining days until the 450 days are reached.
Starting in January 2014, the ceiling will be reduced to 400 days.

A new unemployment assistance benefit has been created (page 5 603-5 604 1A.1
Unemployment Agency Regulations, Section III: Social Policy Measure for Long-term
Unemployed). Those unemployed for more than 12 months with a family income of less
than EUR 10 000 per year (plus EUR 586 per child) have the right to an unemployment
assistance benefit of EUR 200 per month for 12 months maximum.

Law 4093 of 12 December 2012 has also reduced special and seasonal unemployment
benefits for certain professions and geographic areas.

Family benefit reforms, 2011 and 2012
Five family benefits have been abolished. The “lump-sum allowance for the third

child” (Epdralé mapoysn), the third child benefit (Exidoua tpitov maidiov), the large family
allowance (Emidoua oe moAbtexvoug), the third family benefit (Exidouo tpitov maidiod), as
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well as life-long pension to mothers with more than three children (loéfia aovialn oty
rwolvtervy untépa) have been abolished (see Section [A2, paragraphs 12, 13 and 14 of
Law 4093/12.11.12).

A means-tested family benefit has been created and will be provided according the
family income which is calculated by the means of an income equivalent scale. This
family benefit is EUR 40 per month for one child, EUR 80 per month for two children,
EUR 130 per month for three children, EUR 180 per month for four children. Sixty euros
will be allowed for each additional child. The entire amount or part of this family benefit
will be provided according the income brackets below.

Table B.1. Means-tested family benefit

EUR
Full family benefit 0-6 000
Two-thirds of the family benefit 6001-12 000
One-third of the family benefit 12 001-18 000
0 of the family benefit 18 000+

Note: page 5 604, Paragraph 2 of Section IA of the new Law 4093.

A number of laws were enacted on family benefits in 2011-12, progressively
introducing means testing for large family benefits. The two most important are:

e Law 4025/2.11.2011 (Clause 21, paragraph 3): through this new reform, income
criteria have been set for benefits for large families and families with
three children. As of 1 November 2011, these benefits will be paid to families
whose total annual family earnings do not exceed EUR 55 000. The amount of
EUR 5 000 has been added to this threshold for every additional child beyond the
fourth.

e Law 4052/01.03.2012 (Clause 27, paragraph 22): a further reform was approved
for all family benefits (large families and those with three children) as of
1 January 2012. A new threshold of EUR 45 000 was set for the payment of this
benefit.

Guaranteed Minimum Income, 2012

In 2014, the government is expected to run a pilot guaranteed minimum income, as
provided in Law 4093/2012, approved at the end of 2012. The scheme will be targeted to
the population living under the poverty threshold.
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Box B.3. Guaranteed Minimum Income pilot scheme

Guaranteed minimum income schemes are means-tested, non-contributory and universal
programmes designed to serve as the ultimate safety net in order to prevent individuals or
households from falling into severe poverty.

The programme will be piloted in two geographical areas with different socio-economic
profiles, with an expenditure cap of EUR 20 million. It will target the population living in
extreme poverty by providing income assistance combined with other initiatives in place against
social exclusion.

The Ministry of Finance and the Ministry of Labour, Social Security and Welfare will be
responsible for the design of the programme. The two ministries will agree on the criteria
requirements and conditions regarding:

e Dbeneficiaries;
® Dbenefit amount;
e procedures for the provision of the benefit;

e pilot areas;

e implementing authority.

Flagship social welfare reform legislation

Law 4025/2.11.2011

Law 4024/2011

Law 4052/1.3.2012

Law 4075/2012

Law 4093/2012

Legislative Act 19 November 2012
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Annex C
Overview of social welfare and related
reforms in Greece in the last 20 years

This annex provides some background on social welfare reforms from the early 1990s
to reforms introduced in 2011 and 2012. Recent changes suggest a promising acceleration
in the reform process.

General organisation

Architecture

As most social protection systems in continental Europe, the Greek system was
originally based on corporate mutual insurance schemes which have been gradually
harmonised, extended and complemented by the state. The stepwise approach that has
been followed in the construction of the social protection system has led to a complex
architecture of benefits and contributions, which several waves of reform have tried to
simplify and rationalise in the past 20 years.

It is usual to separate the Greek social protection system into three components:

e Social security, which can also be called social insurance, consists of contributory
schemes, i.e. schemes under which the right to receive a benefit is conditional on
a specific contingency and on the payment of contributions; in addition, the
overall amount and duration of the benefits is often positively related to the
amount of contributions which have been paid by the person prior to the
contingency.

e Social solidarity, which can also be called social assistance, covers benefits which
are not related to the occurrence of a particular event, but rather orientated
towards needy persons; therefore, the benefits are usually means-tested,
i.e. eligibility is conditional on a maximum level of resources (income, wealth).

e The national health system, finally, is meant to provide affordable health services
to all citizens without any sort of restrictions.

While these general principles are simple and straightforward, in practice it can be
difficult to delineate the three components, since elements of insurance, assistance and/or
universal access can often coexist in the same social scheme. In particular, many social
security funds deliver both contributory and non-contributory benefits, and one of the key
objectives of recent reforms has been to better separate these elements.

Social security

Social security operates through schemes covering various categories of the working
population. It is often presented as the sum of three pillars: i) the compulsory main and
supplementary (or auxiliary) insurance, based on the pay-as-you-go system and operated
through public institutions; ii) the occupational schemes which are optional and can
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provide a complement to the public insurance and; i) private insurance policies which
are optional and individual.

The first pillar schemes are administered by legal bodies of public law called
insurance funds, most of which are placed under the supervision of the Ministry of
Labour, Social Security and Welfare. The number of such funds was brought down from
130 to 13 in 2008, as part of an effort from the legislator to rationalise the organisation of
social security. Each fund manages pension, survivor’s, invalidity and sickness insurance
schemes for the benefit of a particular socio-professional group. The 13 funds together
cover the vast majority of the population. The Manpower Employment Organisation
(OAED), a separate entity which is also placed under the Ministry of Labour, Social
Security and Welfare, manages an unemployment insurance scheme and provides family
benefits to private sector employees.

The state also contributes to the financing of the social insurance schemes by means
of periodical (mostly annual) subsidies to the social insurance institutions. Thus, the
shortages of the funds are annually made up out of general taxation. The government
finances most of the expenditure of the social insurance schemes for civil servants and
farmers.

Social solidarity

The social assistance system forms the final safety net for persons with inadequate
means. It is based on minimum income schemes for specific welfare target groups, such
as the elderly, handicapped persons, single parent families and children in need. These
schemes were mostly introduced in the 1960s and developed in the following decades.

The current system provides cash benefits, benefits in-kind and personal social
services through decentralised legal bodies supervised by the Ministry of Health. In
addition, it gives access to limited tax credits and a favourable tax treatment.

Under the National Social Care Scheme established in 1998, social care services are
provided by local public institutions and accredited voluntary or non-for-profit
associations, under the supervision of the Ministry of Health. Since the introduction of the
so-called “prefectural self-government” in 1993, regional public law bodies became
responsible for certain activities in the social welfare area. In each prefecture there is a
social welfare department, which bears responsibility for the implementation of welfare
programmes in the region; this department administers cash benefits financed by the
Ministry of Health and promotes personal social services financed both by the ministry
and the prefecture concerned.

The National Health System

The National Health System (ESY) was established in 1983 with the aim to guarantee
free healthcare for the population. The ESY covers all residents of Greece, without any
special entitlement condition, regardless of professional category or region. Within ESY,
primary healthcare services are provided through rural health centres and provincial
surgeries in rural areas, the outpatient departments of regional and district hospitals, the
polyclinics of the social insurance institutions and specialists in urban areas. Secondary
care is provided by public and private hospitals, as well as clinics or hospitals owned by
social insurance funds.

The ESY operates in parallel to the healthcare branches of the various social
insurance funds, and the conditions of this coexistence have never been sufficiently
clarified, despite several attempts from the government. The possibility of integrating all
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healthcare insurances schemes into the general framework of the National Health System
has been considered — and abandoned — several times since 1996, until it was eventually
decided as part of the 2010 reform of social security (see below).

Legal framework

The Constitution

The general principles governing social protection are provided by the Greek
Constitution of 1975, last amended in 2001. In particular, the Constitution establishes an
obligation for the state to provide social security for workers, defines universal healthcare
and welfare rights, and places social protection rights under the principle of a “Social
State of Law” (Box C.1).

Box C.1. Constitutional principles

Although the Constitution itself does not mention concepts such as social protection and social security,
three of its provisions guarantee a set of fundamental rights in this regard: Section 21 defines healthcare and
welfare rights; Section 22 (5) establishes social insurance rights for all workers and employees in Greece;
finally, Section 25 (1), which was introduced during the Constitutional revision of 2001, places these rights
under the larger principle of a “Social State of Law”. The relevant articles are provided hereafter.

Section 21

1. “The family, as the basis for the preservation and progress of the nation, as well as marriage,
mother and childhood are under the protection of the state.

2. Large families, war invalids and invalids of peacetime, victims of war, war widows and orphans, as
well as the incurable physically and mentally sick, are entitled to special state care.

3. The state will care for the health of citizens and will adopt special measures for the protection of
young people, the elderly, invalids, as well as for assistance to the needy.

4. For those without any or with insufficient accommodation, housing is subject to special state care.

5. The design and the implementation of demographic policies fall among the responsibilities of the
state.

6. Persons with special needs are entitled to take advantage of measures, which guarantee their
personal autonomy, employment inclusion and participation in the social, economical and political
framework of the country”.

Section 22

1. “Employment is a right and is placed under the protection of the state which watches over the
creation of conditions for full-time employment for all citizens, as well as over the moral and
material progress of the active, agricultural and urban population.

All people in employment are entitled to equal remuneration for equivalent work, without
distinction on grounds of sex or any other grounds.”

5. “The state will care for the social insurance of the working people, as specified by law”.

Section 25

1. “Human rights of individuals and members of the societal context as well as the principle of the
‘Social State of Law’ are guaranteed by the state. All public institutions are obliged to guarantee
their effective implementation”.
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Laws and government regulations

At lower levels, the legislative framework of social protection conforms to Greece’s
highly legalistic approach to public governance issues. All social schemes need to have a
formal legal basis defining their status, aim, governance structures, mode of operation,
financing and resources. Government decisions also have to be enacted by the law or by
lower level regulations for which the executive has received delegated powers from the
legislative: presidential decrees, ministerial decisions and decisions of the social security
administration. In the case of the latter, decisions are generally submitted for the prior
approval of the supervisory ministry or body.

The most important legal references are the acts that regulate main and supplementary
schemes as well as the laws adopted over the years to modernise the system, in particular
Laws 3029/2002, 3655/2008, 3863/2010 and 3865/2010. Because of the large number of
first-tier social insurance schemes, supplementary funds and mutual aid societies, social
security law has been laid down in hundreds of legislative texts. A degree of
harmonisation is urgently required and indeed efforts to this effect have been undertaken,
most notably in 1992, 1999, 2002, 2008 and 2010 (see below). There is no codification of
the existing legal texts.

Although the Ministry of Labour, Social Security and Welfare annually transmits a
Social Budget to the President of the Parliament, the legislature does not have an effective
role in supervising and controlling social expenditure which falls outside of the central
government budget. In contrast with other European countries with similar social
structures, the aggregate budget of social insurance funds is not presented to the
Parliament for approval. The Social Budget includes only planned expenditure levels, for
both the year under review and previous years, and does not provide any information
regarding realised expenditure.

Appeal procedures

Social security disputes have to be addressed through administrative and, if necessary,
judicial appeal procedures.

As part of their internal regulations, social insurance institutions have to offer
individuals the possibility to ask for a reconsideration of their case. Administrative appeal
mostly deals with an investigation into the facts upon which the decision was based, but
sometimes also points of law are considered. It is possible that opportunity arguments are
also dealt with. The administrative body in charge of such reconsideration can be the
institution itself, a dedicated entity within its remit or a supervisory body."

Internal remedies can also be assessed by the services of the Greek Ombudsman,
introduced in 1996. According to the internal organisation of this institution, disputes
between the administration and the citizens in cases relating to social insurance, welfare
and healthcare issues are examined by the social administration department.

If the insured person still has objections against any administrative decision, he may
appeal to the administrative courts. The judgment of the administrative court is final,
leaving only the possibility of cassation by the Council of State; the Council of State only
decides on points of law and is exclusively concerned with the legality of the decision.
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Recent reforms of social protection

The governance of social protection has followed the same general trend as other
areas of public governance in Greece in the past 20 years. Repeated attempts have been
made to modernise the country’s policies and governance structures, in particular during
the process of accession to the Economic and Monetary Union (EMU). These efforts
have, in some cases, led to substantial improvements. At the same time, however, there
has been a degree of complacency for the country’s persistent weaknesses in various
areas of public governance, helped by the financial advantages brought about by EMU
participation — until the 2009 financial collapse.

The social protection reforms of the past two decades have aimed at four distinct —
often competing and sometimes conflicting — objectives:

e to adapt the pension systems to unfavourable demographic trends, a challenge
shared by most OECD countries;

e to improve the social safety net in some particular respects;
e to address structural funding issues of social security; and

e to simplify and rationalise the system of main and supplementary insurance
schemes. Five important episodes are briefly reviewed here.

The 1992 measures

In the early 1990s, the government introduced measures to improve the structural
financial situation of the social security system, by both increasing social security
contributions and curbing expenditure. In particular, eligibility and benefit conditions
were hardened for all first-pillar pension schemes. Since the changes could not be applied
retroactively to constituted pension rights, Law 2084/1992 introduced a difference of
treatment between persons affiliated before 31 December 1992, who continued to benefit
from the previous conditions, and persons affiliated from 1 January 1993 onwards, to
whom the new framework applied, harmonising pension conditions for newly insured
persons (after 1993).

The 1996-99 measures

In the second half of the 1990s, the government adopted a series of incremental
reforms to reduce the number of social security funds, modernise and harmonise their
governance, and improve minimum pensions.

In 1996, it created a new means-tested allowance for low-income pensioners called
the Social Solidarity Benefit for Pensioners (EKAS).

In 1998, the government introduced for the first time a contributory pension for
farmers, complemented with an “old-age pension for uninsured agricultural workers and
farmers”, in replacement of the farmers’ basic pension, then a flat-rate payment which
was not conditional on resource conditions and represented the country’s largest
non-contributory pension scheme. In return, the government committed state participation
in the funding of the new scheme.

It is also in 1998 that the Labour Inspectorate was established, in particular in order to
improve the control of social contribution payments and the fight against contribution
evasion.
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In 1999, the government decided to merge three first-tier insurance funds for
categories of self-employed persons (the TAE, the Storekeepers’ Insurance Fund; the
TEBE, the Fund for Craftsmen and Small Entreprencurs; and the TSA, the Fund for
Motorists) into the OAEE. The merger was accompanied by an alignment of the TSA
pensions, which were particularly low, on the TEBE’s minimum pension level, as well as
political assurances that the TAE pensions, which were higher on average, would not be
reduced or frozen in the following years.

The implementation of Law 2676/99 reveals some of the structural weaknesses of the
governance of social security. The government had initially planned that the transfer of
the TAE, TEBE and TSA pensioners to the new fund would take place over four years — a
fairly long transition period given the size of the funds. But it took the merger eight years
to become effective, as the TAE, TEBE and TSA were eventually abolished and the
OAEE instituted as a public law entity on 1 January 2007 (by Presidential
Decree 154/06). The replacement rates continue to widely differ for the three categories
of pensioners (Petmesidou, 2011, and it remains to be seen to what extent the
administration of the three funds has actually been unified.

In addition, the government decided to merge 12 funds providing supplementary
insurance to civil servants, thereby creating the TEADY.

The government also attempted to strengthen the principle of consultation with trade
unions, industry organisations and experts in the management of social security. On the
basis of the recommendations of an Advisory Tri-partite Committee, it created a number
of new institutions in charge of harmonising the management practices of social security
funds. A monitoring committee was established within the National Bank of Greece to
control the management of the funds’ financial assets, provide guidance on proper
investment strategies and possibly impose financial sanctions on non-compliant funds. An
agency was also created within the Ministry of Labour’s General Secretariat of Social
Security in order to monitor the disbursements of the sickness branches of main and
supplementary schemes supervised by the ministry. Finally, a new insurance fund entitled
“Organisation for the Healthcare of Civil Servants” was created under the supervision of
the Ministry of Health with the aim of controlling the organisation, quality and funding of
healthcare services.

The 2002 measures

In 2002, the government adopted a more accommodative strategy with the passing of
Law 3029/2002 “Reform of the Social Insurance System”. The law’s provisions centred
on changing the wage reference period used in pension calculation, increasing the
minimum pension for post-1993 labour market entrants and reducing the minimum
pension for older workers. These changes mainly benefited post-1993 first-time workers
and were applied to the IKA-ETAM-ETAM and a number of other social insurance
funds.

The institutional reform package involved the incorporation of all primary pension
funds for private sector employees into the IKA-ETAM-ETAM by January 2008; the
amalgamation of all auxiliary funds for private sector employees into a new fund
(ETEAM), initially on a voluntary basis only; the functional and organisational separation
of primary and auxiliary funds; and the creation of a National Actuarial Authority (EAA)
to regulate pension funds. The 2002 legislation also permitted the establishment of
voluntary fully-funded pension schemes managed solely by the social partners but these
are few.
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Alongside the 2002 legislation, the government forgave the IKA-ETAM debt to the
state, agreed to settle the IKA-ETAM’s debt to other social security institutions, agreed to
provide the IKA-ETAM with guaranteed annual funding equivalent to 1% of GDP for
30 years and agreed to compensate the IKA-ETAM for losses arising from integration of
smaller funds.

The 2005-08 measures

In 2005, the government published the Greek National Strategy Report on Pensions,
which set out the rationale, framework and objectives for a new round of pension
reforms. In the following years, it introduced a series of measures to improve the
financial situation of social security and undertook a deeper modernisation and
rationalisation of the system.

The same year, a number of banking sector funds were merged with the IKA-ETAM.

In 2007, the government replaced the public institution for social security information
systems KHYKY by a new organisation named IDIKA (Law 3607/2007). The IDIKA
was established as an affiliate of the General Secretariat for Social Security, which has to
approve its business plans and budget. The IDIKA’s board of directors is appointed by
the Minister for Employment and Social Protection. The IDIKA was given the
responsibility of issuing social security numbers (known as AMKA numbers) for insured
persons and maintaining the central AMKA database. The IDIKA also provides some
bureau services for the IKA-ETAM, the OGA and other social insurance institutions.

In 2008, the government passed Law 3655/2008 which consolidated 130 funds
supervised by the General Secretariat for Social Security into 13 funds: 5 primary funds,
6 auxiliary funds and 2 welfare funds. The law also stipulated that the mergers should be
completed by 1 October 2008.

In addition, the law included important policy measures, including the gradual
increase of the minimum pension age to 60 for those who have worked for 35 years under
the IKA-ETAM, an increase in the minimum number of insurance days per year required
for health and other benefits, a reduction of auxiliary pensions to 20% of pensionable
salary and the introduction of incentives to stay longer in active employment.

The law also established the Social Security Fund (SSF) with the mission to provide
financial support to the social insurance system after 2019, and the promise to allocate the
fund’s annual resources equivalent to 4% of VAT revenue, 10% of privatisation revenue
and 10% of social contributions.

The law finally prescribed that an AMKA number be assigned to every insured
person and remain with them throughout their life irrespective of the fund(s) to which
they are affiliated.

The deadline for the implementation of the law’s measures was set at 2013.

The 2010 measures

Social security Laws 3863/2010 and 3865/2010 streamlined and consolidated social
security institutions and processes. Key changes include:

e aunified institution to manage the reserve funds of the social security institutions;

e aunified mechanism to control the payment of social security contributions;
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e a unified system to manage resources of the health branch of the social security
organisations;

e the establishment of Service Centres for the Insured Persons (KEA);
e aunified pension system with common terms and conditions;
e aunified system for pensioners who undertake a job after their retirement;

e a unified institution for the determination of incapacity and a unified regulation
determining the rates of incapacity;

e aunified and permanent list of heavy and unhealthy professions;

e new processes of insurance for workers who are occupied at home and are paid
per hour or per day;

e incentives for employees to extend their working life and disincentives to retire
early;

e a unified method via the banking system for all transactions in the field of labour
relations;

e aunified centre of control and payment of pensions;

e aunified system to regulate debts to the institutions of social security;

e a better regulation of the system of successive insurance;

e separation of the health branch and services from the pension system;

e the age of retirement is associated with the increase of life expectancy.

In order to ensure the future (from 2019 onwards) financing of the pension branches
of the social security bodies and in the context of inter-generational solidarity, the
Generational Solidarity Insurance Fund (AKAGE) was established, with resources paid
into it since 1 January 2009.

The 2011-12 measures: Healthcare, pensions and the labour market

NOTE: Information supplied by the Greek Ministry of Labour, Social Security and
Welfare

Healthcare

A significant effort to reform the health sector is currently underway in order to
enhance its efficiency and achieve substantial cost savings. The first step already
undertaken in this direction includes measures to enhance the monitoring mechanism of
health expenses, while the bulk of institutional reforms being through Law 3918/2011
regarding the overhaul of the healthcare sector.

Healthcare reform is a crucial component of Greece’s fiscal consolidation efforts,
given the high share of public expenditure that is spent on healthcare.

Greece continues to implement the comprehensive reform of the healthcare system
started in 2010 with the objective of keeping public health expenditure at or below 6% of
GDP, while maintaining universal access and improving the quality of care delivery.
Policy measures include the integration of primary healthcare, strengthening central
procurement and e-health capacity. More specifically:
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e Procurement for pharmaceuticals will henceforth be planned at a regional level
via the development of regional programmes for goods and services. These
programmes have to be adopted by the Co-ordination Committee for Procurement
(CCP), which is responsible for assigning a contracting authority and the tender
mechanism for each type of procurement. A significant novelty is the possibility
of CCP to select as contracting authority a company or a private agency,
achieving economies of scale and overall efficiency.

e A new system for the management and pricing of pharmaceuticals has been
established. This system favours higher use of generic medicines and includes an
integrated system of electronic monitoring of doctors’ prescriptions
(e-prescription). A negative list of drugs has already been publicised while the
positive list of drugs is already finalised by the National Drug Organisation (EOF)
and it is already in operational mode.

e The single Fund for the Provision of Social Insurance and Healthcare (EOPYY)
has been established and is currently under operation. It will act as a unique buyer
of medicines and healthcare services for all those insured, thus acquiring higher
bargaining power against suppliers and hence achieving significant savings. The
new fund will lead to a substantial reduction of administrative staff of at least
50% and of contracted doctors of at least 25% compared to the four originating
funds combined. The aim is to achieve a ratio of patients per doctor in line with
the European average.

e The pricing of medicines and all aspects of drug policy have been transferred to
the Ministry of Health and the EOF. Moreover, the profit margin of pharmacies
on retail prices and that of wholesale companies distributing pharmaceuticals are
expected to drop sharply. The complete price list for the medicines in the market
is published using a new pricing mechanism based on the three EU countries with
the lowest prices. The list will be updated on a quarterly basis.

e The programme of hospital computerisation is progressing and hospitals are
upgrading their budgeting systems with the introduction of the double-entry
accrual accounting. The country’s largest hospitals and most of the medium-sized
ones are already fully computerised. Concerning audited accounts, it is worth
noting that 100 out of 130 hospitals already publish audited accounts, while
internal controllers will have been assigned to all major hospitals.

e Specific actions related to the rationalisation of wages and human resource
management in the healthcare sector have been pursued along the way, following
a first draft report presenting the structure (age, specialty, grade, regional
distribution), levels of remuneration (including fees provisions to consultants and
doctors) and the volume and dynamics of employment in hospitals, health centres,
and health funds.

e Finally, an independent task force composed of leading healthcare experts that
was formed under the auspices of the Minister of Health, has produced a detailed
blueprint report on the medium-term prospects and challenges of the Greek
healthcare sector.
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Flagship legislation on healthcare reform
Law 3863/2010
Law 3918/2011
Law 4025/2011
Law 4052/2012

Pensions

Greece faces the challenge of ensuring the long-term sustainability of its pension
system in the wake of an ageing population and a public debt crisis. Pension expenditure
over the long-term is projected to increase by 12.4%, a rate dramatically higher than the
projected EU average (2.5%).

To address this challenge, the Greek government initiated a pension reform which
resulted in the adoption by Parliament of two amended bills (on public and private sector
arrangements) in July 2010. The reform has introduced a new, transparent system to
strengthen the link between contributions and benefits and aims at reducing the projected
increase in pension expenditure over the next 50 years to below 2.5% of GDP.

The pension system is being further rationalised by better consolidating the 13 social
insurance funds that emerged out of the 2008 legislation (Law 3655/2008). Significant
changes in pensionable income and replacement rates were introduced; retirement age
and length of service increased so as to be equalised across the working population. The
minimum contribution period to receive a full pension will gradually increase from 37 (or
35) years to 40 years by 2015, with retirement age set at 65 years for the entire working
population. Pension benefits will be reduced by 6% each year for individuals who retire
between the ages of 60 and 65 with less than 40 contribution years. Provision is also
made for revising pensionable age from 2021 onwards (and every three years) in respect
to longevity.

Private sector

The main elements of the private sector pension reform (Law 3863/2010) are
presented below:

e Uniformity rules will apply for all insured persons and pensioners, ending the
fragmented current system. The pension reform aims at reducing the projected
increase in public spending on pensions over the period 2010-2060 to 2.5% of
GDP.

e Pensionable earnings are from now on calculated on a lifetime basis.

e The new system considerably strengthens the link between contributions and
benefits and consists of a contributory pension on top of a non-contributory
pension.

e The existing pension funds are merged into three funds leading to considerable
savings.

e Asof 1 January 2011 new employees in the public sector will be integrated in the
private employees pension fund (IKA-ETAM).
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e The years of work that are required for a full pension have increased to 40. A
statutory retirement age at 65 years of age indexed to changes in life expectancy
(effective 1 January 2021), will be established for both men and women.

e A means-tested pension is included for all citizens older than the normal
retirement age so that an important safety net is provided consistent with fiscal
sustainability.

e Penalties for early retirement are increased in magnitude and scope.

e There is an average reduction of pension outlays weighing predominantly on the
25-35 age bracket.

e The list of hazardous occupations is currently being updated and streamlined.
e Retirement age limit differentials between men and women retirees are abolished.

e As of 1 January 2011 the retirement age limit increase will also be applied to
women employees working in the private sector.

e Social security benefits will be indexed on a yearly review basis to the percentage
change of the Consumer Price Index and the GDP.

e From 1 October 2010 a measure is applied imposing an ad hoc contribution on
pensions exceeding the amount of EUR 1 400.

e As of the effective date of the new law any voluntary exit plans will be abolished.

e The healthcare sectors of all major social insurance funds (IKA-ETAM, OGA,
OAEE, public sector) will be separated from their pension counterparts and form
a single healthcare insurance fund which will henceforth act as a unique buyer of
medicines and healthcare services for all those insured, thus acquiring higher
bargaining power against suppliers..

e Assistance benefits are separated from insurance benefits, aimed at improved
transparency in the finances of the benefits in question.

e Important administrative measures to fight contributions evasion are put into
place, such as the development of control systems combating social insurance
contribution evasion, the implementation of a single control system of pension
payment and the implementation of a monitoring system for forced collection of
social contributions.

Public sector

In addition, the public sector pension reform (Law 3865/2010):

e Brings the pension system of civil servants into line with that of the private sector
pension system.

e Ensures a more just and equal treatment of all public sector employees.

e Introduces a unified statutory retirement age of 65 for both male and female
public sector employees by December 2013, bringing Greece into line with the
binding decision of the European Union Court of Justice and raising considerably
the effective retirement age in the public sector.
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e Creates a sustainable public sector pension system — which currently makes up
more than 10% of budget expenditures.

Measures planned to complete the pension reform

An in-depth revision of the functioning of secondary/supplementary public pension
funds is in progress. The aim of the revision is to stabilise pension expenditure, guarantee
the budgetary neutrality of these schemes, and ensure medium- and long-term
sustainability of the system. The revision should achieve:

e the stabilisation of the current spending at sustainable level, through appropriate
adjustments to be made from 1 January 2012;

e the long-term sustainability of secondary schemes through a strict link between
contributions and benefits.

If the projections by the National Actuarial Authority show that the projected increase
in public pension expenditure would exceed the limit of 2.5 percentage points of GDP
over 2009-2060, the government will also revise the main parameters of the pension
system provided by Law 3863/2010. The revision is designed in close consultation with
the European Commission, the International Monetary Fund and the European Central
Bank staff.

In addition, the government is currently substantially revising the list of heavy and
arduous professions, and reduces its coverage to no more than 10% of the labour force.
The new list of heavy and arduous professions shall apply with effect from 1 July 2011 to
all current and future workers.

Flagship legislation on pension reform
Law 3863/2010
Law 3986/2011
Law 3996/2011
Law 4024/2011
Law 4051/2012
Law 4052/2012

Labour market

Since 2011, a series of labour market reforms have been put into effect by means of
law, aiming at increasing the competitiveness of the economy and boosting growth
prospects through the acceleration of structural reforms in the labour market. More
specifically:

e Labour cost reduction and facilitation of access to employment: according to the
provisions of Law 4046/2012 (in force from March 2010), a series of working
allowances and benefits are repealed and the minimum wage level in the private
sector is reduced by 22% for workers above 25 years old. In order to tackle the
severe problem of youth unemployment, the minimum wage level in the age
cohort up to 25 years old is reduced by 32%. Staff regulations in the private or
public sector which provide for work permanence are abrogated and any kind of
wage increase imposed by law, collective agreements or arbitration decisions is
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being frozen until unemployment falls below the threshold of 10% (at 20.7%, Q4,
2011).

e Flexible forms of employment: the maximum duration of successive fixed-term
employment contracts is extended from two to three years and the period during
which the renewals can take place before the contract is automatically
transformed into a permanent contract, is extended as well (Law 3986/2011).
Furthermore, more flexible conditions for the regulation of working time in
private undertakings are put in place and agreements on working time flexibility
are facilitated.

e Collective bargaining is becoming more flexible: the so-called “principle of
favourability” in collective bargaining is waived and firm-level agreements take
precedence over any other more favourable collective (sectoral or professional)
agreement, as long as the firm-level agreement is at least as favourable to the
employee as the national collective agreement. At the same time, workers
associations (at least three-fifths of the company staff) are given the right to
conclude with their employers firm-level agreements, whereas the procedure to
set up a union is greatly accelerated in order to facilitate the whole process.
(Law 4024/2011). Collective agreements can last for a maximum duration of
three years and thereafter their terms can remain valid (after effect) only for a
period up to three months (compared to six months before) and only for those
terms which concern wage issues (Law 4046/2012). Changes in the arbitration
system are also introduced, as employees can resolve to it, only after common
agreement with the employers and only concerning wage issues (Law 4046/2012).

Flagship legislation on labour market reform
Law 4019/ 2011
Law 3996/2011
Law 3986/2011
Law 4024/2011

Law 4046/2012
Law 4052/2012

Notes

1. In most cases, appeals are examined by the fund’s management board. However, the
two largest funds (the IKA and the OGA) have special internal entities in charge of
litigious decisions.
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Annex D
Cost-benefit analysis of proposed reforms
to the Greek social welfare system

Approach and main results

Scope

This annex presents an evaluation of the costs and savings of five possible reforms
suggested in the report, namely:

e Improved targeting of the existing social protection system: we simulate the
saving from restricting access to benefits to the poorest households (except for
old-age and survivor’s pensions), excluding or not disability pensions as well as
temporary income-replacement benefits (unemployment, maternity and sickness
benefits).

e Extending the duration of unemployment benefits: we simulate the cost of
replacing the existing unemployment assistance programme with an extension of
the unemployment insurance (UI) benefits by an additional 12 months (EUR 460
per month) to the long-term unemployed who exhausted their initial Ul rights
(requiring either 12 months, or alternatively 6 months of initial UI rights), or with
no initial Ul entitlements, and whose household income is below a given
threshold.

e Replacing existing housing programmes with a new targeted housing programme:
we simulate the net savings from replacing the existing programme (currently
only for households contributing to the social fund) by a flat-rate benefit
(EUR 100) or increasing with the size of the family (from EUR 50 to EUR 150),
for all households whose income is below a given threshold, or only for
households with at least one child whose income is below the same threshold.

e Replacing existing family programmes with a new targeted family programme:
we simulate the net savings from replacing the many existing programmes by a
single child benefit (EUR 50 per child) for households whose income is below a
given threshold.

e Replacing existing disability programmes with a new single targeted disability
programme: we simulate the net savings from replacing the many existing
disability programmes by a single disability benefit (EUR 500 per month) for
disabled people whose household income is below a given threshold.

We exclude from this simulation exercise old-age and survivor’s benefits, consistent
with the main scope of this report, but we do not exclude seniors per se from our
simulations (older people can receive many types of benefits). The level of benefits for
new programmes was chosen as an example, but is broadly in line with the level of
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support provided by existing programmes. For the record, the minimum wage in Greece
before the recent reform was about EUR 740 per month, equivalent to 49% of the median
wage.

In addition to estimates of costs and savings, this annex provides background
information on the main characteristics of social programme beneficiaries (income, size,
number of children) before and after the simulated reforms.

Method and limitations

Our figures are rough estimates of savings and costs stemming from each of the
simulated reforms, before any adjustment of household/individual behaviours, based on
the number of new eligible families or individuals, as identified in the 2010 Greek
Statistics on Income and Living Conditions (SILC) survey, which refers to incomes for
the year 2009, and according to the new policy parameters. They aim at providing rough
orders of magnitude based on simple scenarios. More precisely, our calculations are
based on the following assumptions:

e All costs and savings are estimated ex ante, since we do not have any available
information to infer how households would adjust their behaviours on the labour
market to the new programme eligibility conditions.

e Savings estimates from phasing out old programmes are based on the level of
expenditure from administrative records in 2009;' the SILC tends to
underestimate the level of benefit recipiency and spending for various
programmes; but actual savings might still be higher than those estimated on the
basis of 2009 data because social spending probably increased further in 2010 and
2011 due to the economic situation.

e Cost estimates of new programmes are based on the eligible population as
identified on the basis of characteristics of the population in the SILC in 2009; the
SILC provides reliable information on household and individual characteristics,
such as income level, health and employment status, size and composition of
households, living conditions; but the economic situation of many households has
probably deteriorated further since 2009, which might lead to higher costs of new
programmes than estimated.

e For the purpose of targeting, income is measured at the household level and is
equivalised to take account of family size: it corresponds to the (net) disposable
income, including old-age and survivor’s pensions, but excluding other social
transfers (we aim at targeting families that would be among the poorest before
transfers); this income is “equivalised” i.e. adjusted to account for the size of
family,” and then compared with the overall income distribution to measure
eligibility under a given threshold condition (e.g. to belong to the 20% of poorest
households); income tends to be slightly higher in household surveys as compared
to tax records (indicating some tax evasion),” which could lead to an
overestimation of savings and underestimation of costs if tax declarations were
used to implement targeting.

e We did not measure the impact of introducing “differential” rates for benefits,
which would decrease the level of benefits as disposable income gets closer to the
eligibility threshold. In practice, this feature would probably help avoid work
disincentives and other threshold effects; it could have an impact on the effect of
reforms on poverty (avoiding a slight rise in poverty) if the threshold is close to
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the poverty line, but the fiscal consequences are likely to be of second order
compared with our simulations (increase in benefits or decreases for some
households compared with our baseline simulations).

e We assume some non take-up when simulating the impact of new benefits (details
are provided in the sections below). In OECD countries, take-up is usually about
40-80% for social assistance and housing benefits and between 60% and 80% for
unemployment benefits.* In Greece, however, take-up can be low for social
assistance benefits.” We chose a take-up of 60% for all new targeted benefits,
except for unemployment (70%). Adjusting take-up upward or downward would
merely change estimates of fiscal impact in the same proportions.

e Interactions between reforms and the tax system are not considered, even though
savings from reforms are also likely to generate some losses in tax revenue for
benefits which are currently taxed;” with the sole exception of the first reform
(general targeting, where net savings could be reduced), these interactions are
probably of second order, because income is not taxed below about EUR 12 000,
and some benefits (unemployment, disability allowances and some family
benefits) are not taxed if income is below EUR 30 000.

e Interactions between the proposed reforms are not analysed: savings stemming
from a combination of several of these reforms cannot be simply estimated by
adding up savings from each separate reform. For instance, targeting all existing
categorical benefits (reform 1 in the above list) would exclude from programmes
many recipients; this would certainly interact with extending unemployment
benefits to people with no previous Ul entitlements (one of the options of
reform 2) leading to higher caseloads than those estimated.

e Estimates are for a full year, assuming complete implementation of new policies,
and complete phasing-out of old programmes when applicable.

Data

Our main source of information is the SILC for the years 2008, 2009 and 2010 (latest
available). These waves provide information on 2007, 2008 and 2009 incomes and
benefits, respectively. We only show results based on information for 2009 in this annex,
but we also performed the calculations for the two other years (available on request).

The SILC consists of a sample of about 14 000 people and notably contains detailed
information on income, health, work and family status for individuals, as well as income,
composition and general living conditions for households in Greece. Income data include
detailed information about social transfers at the programme level: amount received and
average number of months of receipt.” Not all programmes are listed in the SILC
questionnaires but the main ones are included, providing useful information on the
characteristics of beneficiaries. However, the SILC information typically yields lower
spending than recorded in administrative databases for a given year for most branches of
social protection. But this bias does not a priori alter the relative simulated savings
(expressed as a percentage of decrease in spending) stemming from targeting the existing
programmes. When the reform implies to phase out existing programmes, we calculated
savings directly from administrative records which are the best available source. When
the reform implies to create new programmes, we relied on SILC for the identification of
eligible households/individuals because this survey provides the best possible source of
information on their demographic and economic characteristics.
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In addition to the SILC, some complementary sources of information were used:

e the European version of the SILC (EU-SILC) for the overall disposable household
income estimates;

e the EUROMOD Country Report for Greece to cross-check assumptions and
verify existing programme conditions;

e administrative data on the numbers of recipients and expenditures as collected
during the mission.

Figure D.1 shows the different income thresholds used in our simulations (as well as
the corresponding average income). They correspond to the income level below which
households belong to the 20% (decile 2), 30% (decile 3) and 40% (decile 4) of poorest
households (based on equivalised income or not) and as estimated from the EU-SILC for
2007, 2008 and 2009. The poverty rate is 20.5% for 2009, based on all disposable income
(equivalised); without social transfers (but including old-age and survivor’s pensions), it
would be about 25% keeping the poverty threshold unchanged (i.e. 60% of the median
disposable income).

Main results

Estimates for each reform are presented separately in the following sections.
Table D.1 summarises our results for the various scenarios based on equivalised income
and an income threshold for targeting the 20%, 30% or 40% of the poorest. Each reform
was analysed independently and, again, costs and savings estimated for each reform here
cannot be simply summed up, even though in principle these reforms could be combined.

e The most important savings would stem from targeting all social programmes at
the 20% of poorest before transfers, generating as much as 1.5% of GDP in
savings based on 2009 figures. However, this targeting would increase the
poverty rate in our simulation because we did not introduce differential rates, as
mentioned above. A targeting threshold somewhere between 20% and 30%, say at
25% (not shown here) would generate about 1.3% of GDP of savings and would
not increase the poverty rate. This broad reform would imply targeting disability
pensions as well as temporary income-replacement programmes such as
maternity, sickness or unemployment (i.e. to not pay these benefits to those living
in households with sufficient income); excluding these programmes from the
reform would still save 0.5% of GDP at the 20% threshold. The estimates assume
that targeting could be implemented with a high degree of precision, and that it
would not be easy for households to adjust their income declaration downward in
order to become eligible. This might be an issue especially for farmers and
independent workers.®

e Creating an unemployment assistance programme requiring previous exhaustion
of UI rights would not be costly but would not alleviate poverty either because
most long-term unemployed did not have any previous Ul rights. Extending the
duration of UI benefits with no condition on previous Ul eligibility would
significantly reduce poverty (by 1.3 points), at a cost of 0.2% of GDP at the 20%
of poorest threshold.

e Creating a new housing programme at a flat rate of EUR 100 per month could
reduce poverty if targeted at the 20% or 30% threshold, at a cost of 0.1% of GDP.
Targeting on families with children would halve the cost, but also limit the impact
on poverty.
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Figure D.1. Annual income thresholds used for targeting and average incomes
A. Income thresholds, in EUR

mEquivalised disposable income before transfers M Equivalised disposable income
mDisposable income before transfers (notequivalised) mDisposable income (notequivalised)
< Povertyline
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Note: In 2007, 20% of households had an equivalised disposable income before transfers (but including old-age
and survivor’s pensions) at, or lower than, EUR 6 351 (this equivalised income before transfers is the basis
used in our simulations for targeting benefits); 20% of households had an equivalised disposable income below
EUR 7 000, etc.; the poverty line is comparable to the equivalised disposable income (including all transfers),
since it corresponds by definition to 60% of the median equivalised disposable income; the disposable income
before transfers (again including old-age and survivor’s pensions) is a measure of effective average household
income at each threshold.

B. Average income

By decile, in current EUR for 2009

H Equivalised disposable income before transfers W Equivalised disposable income
m Disposable income before transfers (notequivalised)mDisposable income (notequivalised)
< Povertyline

14000
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Note: In 2009, the 20% of poorest households based on equivalised disposable income before transfers (those
having an income below EUR 6 351) had an average equivalised disposable income before transfers of
EUR 4 682 (this includes old-age and survivor’s pensions), an average equivalised disposable income
(including all transfers) of EUR 5 791, an average (non-equivalised) disposable income before transfers of
EUR 6 917, and an average (non-equivalised) disposable income of EUR 8 640.

Source: OECD estimates from SILC.
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e Replacing all existing family programmes by a flat-rate child benefit could reduce
poverty if targeted at the 30% of poorest households (but not at the 20%) and
would still allow saving 0.4% of GDP because existing programmes are
widespread and poorly targeted.

e Replacing all existing disability programmes by a single benefit could also reduce
poverty if targeted at the 30% of poorest household (but not at the 20%) and
would still allow saving 0.4% of GDP at this threshold.

1. Targeting existing social programmes

Current situation and proposed reform

The Greek social protection system includes a very large number of benefits, poorly
targeted in general. An overall picture is presented in Figure D.2: it shows the cumulative
distribution of the beneficiaries of the main social programmes identified in the SILC
according to their total disposable income before transfers (but including old-age
pensions). As an example, the threshold of 30% is shown on these figures, which
corresponds to a threshold slightly higher than the poverty zone (shown in a grey area).’
The savings from targeting beneficiaries whose household income is below this level
appear to be large for all categories of benefits, notably family and disability benefits.

Figure D.2. Cumulated distribution of beneficiaries
along the household income distribution in 2009

Group 1 = = =Group2
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0%
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Income decile

Note: The grey area corresponds to beneficiaries living in households below the poverty threshold. In 2009,
49% of beneficiaries of the Group 1 programmes belonged to the 30% of poorest households in the country,
based on household income before social transfers (but including old-age and survivor’s pensions).

Source: SILC (2009), http://epp.eurostat.ec.europa.eu/portal/page/portal/microdata/eu_silc.

The proposed reform aims at improving the targeting of the benefits included in the
SILC questionnaire (excluding old-age pensions and survivor’s pensions) by adding to
the existing eligibility conditions a maximum (equivalised) income threshold for
households to which claimants belong. Neither elimination of existing programmes nor

GREECE: REFORM OF SOCIAL WELFARE PROGRAMMES © OECD 2013



130 - ANNEX D

creation of new ones is considered here. This exercise merely aims at downsizing
programmes while maintaining protection for the poorest. For the purpose of our
calculations, we distinguish two broad types of benefits:

e Group 1 includes benefits mainly targeted at inactive people, i.e. people not
normally working nor looking for a job, plus supplements.'’ For those benefits,
usually received all year long, the income test can rely on the past annual
household income. Indeed, inactive people are not supposed to work on a regular
basis; if they do so, they are not supposed to be eligible to benefits under our
targeting rule. It includes the EKAS but excludes the minimum pension for old
age. Similarly, supplements can be cumulated with some earned income but
should not be received above a certain level of income whatever its origin.

e Group 2 includes benefits mainly targeted at active people,'' normally working
but temporarily deprived of work, like unemployment insurance/assistance, sick
leave or maternity leave. It excludes the unemployment assistance for older
workers (subject to a recommendation for extension). For those income-
replacement benefits, by nature temporary, imposing an income test is not
standard, and in any case such a test should be based ideally on the household
income level at the time of the claim, not on the previous year’s income
declaration. Estimating the number of eligible people based on the previous year’s
total household income could lead to wrongfully excluding potential claimants
who had some earned income but are now without work. Unfortunately, we
cannot observe in the SILC the distribution of earned income over the year. We
try to circumvent this problem and approach this rule by excluding from the
observed past household income any income earned directly by the claimant.

Housing benefits are not considered in this simulation since, at the time of the
simulation, the phasing out of the OEK was already being considered. According to the
SILC, in 2009, the aggregate spending on the considered benefits in both groups was
about EUR 3 400 million (EUR 2 450 million for Group 1 benefits and EUR 950 million
for the Group 2 benefits), that is about 1.5% of GDP. This amount is largely
underestimated for almost all programmes: according to administrative data (stemming
from the Greek administration and the SOCX database), expenditure associated with
these programmes was about EUR 5200 million (EUR 3 900 million'? for Group 1
benefits and EUR 3 300 miilion for Group 2 benefits), which is about 3.1% of GDP. This
should not bias a priori the estimated decrease in spending stemming from targeting.

These benefits are currently badly targeted at poor households. On average, about
50% of the programmes’ beneficiaries in Group 1 belonged to the 30% of poorest
households in the country, based on household income before social transfers, and this
ratio is about 45% for programmes in Group 2 (see Figure D.2, and more details in
Figure D.3). Of course, this reform assumes that targeting could be implemented with a
high degree of precision. This is not impossible since some programmes are already
targeted in Greece, such as housing programmes for insured households (very recently),
unemployment assistance of old-age workers, or several family benefits (such as the large
family allowance, the third child allowance or the financial assistance to low-income
families provided by the Ministry of Finance). But carried out on a large scale, it would
become crucial to base targeting on reliable information on income. Notably, it should not
be easy for households to adjust their income declaration downward in order to become
eligible for the benefits. This might be an issue, especially for farmers and independent
workers.
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Figure D.3. Cumulated distribution of beneficiaries along the income distribution in 2009

A. Family benefits
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B. Disability benefits
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Note: The grey area corresponds to beneficiaries living in households below the poverty threshold (25% before
transfers, about 20% after transfers). In 2009, 63% of beneficiaries of the “Allowance for families having more
than 3 children” (Panel A) belonged to the 30% of poorest households in the country, based on household
income before social transfers (but including old-age and survivor’s pensions).

Source: SILC (2009), http://epp.eurostat.ec.europa.eu/portal/page/portal/microdata/eu_silc.
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Cumulated recipients as a % oftotal

Figure D.3. Cumulated distribution of beneficiaries along the income distribution in 2009
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Note: The grey area corresponds to beneficiaries living in households below the poverty threshold (25% before transfers,
about 20% after transfers). In 2009, 66% of beneficiaries of the “Social solidarity allowance” (EKAS, Panel C) belonged to
the 30% of poorest households in the country, based on household income before social transfers (but including old-age and
survivor’s pensions).

Source: SILC (2009), http://epp.eurostat.ec.europa.eu/portal/page/portal/microdata/eu_silc.
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Figure D.3. Cumulated distribution of beneficiaries along the income distribution in 2009
(cont.)
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Note: The grey area corresponds to beneficiaries living in households below the poverty threshold (25% before transfers,
about 20% after transfers). In 2009, 47% of beneficiaries of the “Full unemployment benefit” (Panel E) belonged to the
30% of poorest households in the country, based on household income before social transfers (but including old-age and
survivor’s pensions).

Source: SILC (2009), http://epp.eurostat.ec.europa.eu/portal/page/portal/microdata/eu_silc.

The new eligibility rules tested do not include a multiple recipiency test. But avoiding
multiple recipiency of income-replacement benefits would be another strategy of
rationalisation. Multiple recipiency estimates based on the SILC show this issue mainly
concerns old-age pensioners. But since old-age pensions are not included in this
simulation, the effect of excluding multiple recipiency among the programmes we
consider would be very small.
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Methodology

The variables used to estimate actual costs of programmes and potential savings from
targeting are, for each programme and for each individual:

e The number of months during which the individual declared receiving the benefit
and the average monthly amount received (net, in EUR). These variables allow us
to estimate the total number of recipients and the total annual spending.

e The total disposable income of each household and household size. These
variables allow us to estimate of equivalised household incomes and income
deciles.

e The annual individual earned income. This variable allows the estimate of
equivalised household incomes without the contribution of personal work income
of each household member who is in work for Group 2 programmes.

e The number of children (under 18) per household, the number of disabled and
cumulated number of worked months per household to reveal the main
characteristics of beneficiaries.

The new eligibility rule is applied independently for each benefit. For Group 1
benefits, all recipients belonging to a household whose income is below a given threshold
are eligible after the reform. For Group 2 benefits, all those recipients whose income,
excluding any earned income by the claimant, is below a given threshold are eligible after
the reform. Three scenarios were tested: targeting to the 20% of poorest households,
30% of poorest households and 40% of poorest households.

Identification of possible sources of bias

As already mentioned, surveys underestimate both the numbers of recipients of social
benefits and the amounts received."” As far as the new eligibility rule maintains a fraction
of current recipients eligible, it is likely that the gross savings from targeting will be
underestimated. Since spending from administrative records is available for many
programmes, this ratio is applied to administrative figures to estimate the subsequent
decrease in spending.'* Savings based on the volumes observed in administrative records
are twice as much as those that would stem from exclusively using the SILC figures.

For benefits in Group 2, the methodology used could be less reliable. Using SILC, it
is impossible to determine precisely the timing of earned income and the time at which
people claimed benefits.

Main results

Tables D.2 and D.3 present the fiscal and social impact of targeting benefits. By
definition, the proposed reform does not induce extra cost.”” Savings directly depend on
the threshold levels. Hence, according to the SILC, in 2009, if social benefits had been
targeted at the 30% of poorest households, expenditure would have been lower by 36%;
i.e. savings of 1.1% of GDP would have been made. Alternatively, targeting benefits at
the 20% of poorest households, spending would have been lowered by 50% and savings
would have represented about 1.5% of the GDP. The reform has an impact on poverty
only at the 20% threshold which is very close to the poverty line."
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Table D.2. Fiscal impact of targeting social programmes based on the SILC
and administrative records (based on 2009)

Before targeting After targeting
Spending level based ~ Spending level based ~ Spending cut based on the - Spending cut (% of GDP)
on administrative on administrative ~_ SILC (%) from targeting at from targeting at

records (millions EUR)  records (% of GDP) 20% 30%  40%  20%  30% 40%

(i) Group 1 (social assistance, family,

A 3978 1.7% 51%  -37% -28% -08% -06% -05%
disability, other)
- excluding disability pensions 1949 0.8% -59% 44%  -34% -05% -04% -0.3%
D) OAIATE o= 3300 14% 4T%  -36%  -26% 07% -05% -04%
sickness)
Total (i)+(ii) 7217 3.1% 50%  -36%  -271%  -15% -11%  -0.9%
— excluding disability pensions 5249 2.3% -55% A42%  -32% -12% -09% -0.7%

Source: SILC (2010) and OECD Administrative Database.

Table D.3. Social impact of targeting social programmes based on the SILC
and administrative records (based on 2009)

Before targeting After targeting
Cumulated months L Cumulated months in
Numb.erlof Poverty in work among Number of beneficiaries’  Poverty rate after work among households
beneficiaries’ ; (thousands) targeting . -
rate households with with recipients
(thousands) L
recipients 20%  30%  40% 20% 30% 40% 20%  30% 40%
(i) Group 1 (social
assistance, family, 359 20.5 10.7 1148 1532 1934 219 205 205 47 4.6 5.7
disability, other)
—excluding 3261 205 108 033 1285 1666 214 205 205 42 41 53
disability pensions
(i) Group 2
(unemployment, 1265 20.5 16.3 649 775 912 205 205 205 126 13.0 14.3
maternity, sickness)
Total (i)+(ii) 4 861 20.5 11.9 1798 2307 2846 220 205 205 6.9 6.8 78
- &xcluding 452 205 12.1 1582 2060 2578 215 205 205 68 67 78

disability pensions

1. All income-replacement and supplements cumulated, including double-counting.

Source: SILC (2010).

2. Enhancing long-term unemployment benefits

Current situation and proposed reform

In Greece, long-term unemployment (i.e. a duration of at least 12 months) accounted
for 50% of total unemployment in 2011 according to the Labour Force Survey
(Figure D.4).
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Figure D.4. Long-term unemployed in Greece
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Source: OECD Labour Force Survey.

In 2009, according to the ILO definition, the average number of long-term
unemployed reported by the LFS was about 190 000 persons (right axis of Figure D.4)
and the share of long-term unemployed in total unemployment was 41%. This ratio is
comparable with estimates from the SILC, which indicate a total of 376 000 people who
declared themselves as long-term unemployed (different from the ILO measure, see
below). This represents about 55% of the people who declared themselves unemployed as
of December 2009. The level of unemployment in the SILC is twice that accounted in the
LFS, because LFS figures are based on the ILO definition of unemployment which
requires people not only to be without work, but also to be available for work and looking
for work at the time of the interview. These requirements might not be verified easily by
the public employment administration, especially in the current context. This is why we
consider both sources to estimate the cost of the measure: the long-term unemployment
numbers taken from the SILC represent a maximum, while the level of long-term
unemployed as measured in the LFS represents a minimum.

According to the SILC, in 2009 less than 15% of the long-term unemployed received
some kind of income-replacement benefit related to unemployment, notably thanks to an
exceptional benefit that seems to have been paid only once that year. If we only focus on
the specific benefit for long-term unemployed existing in Greece, called “unemployment
assistance for older workers” (emidouo parxpoypoviwg avépywv), the coverage rates are
even lower (less than 1%), for a cost of about EUR 3.3 million in 2010.

This benefit is paid to workers aged 45-65 only who have been unemployed for more
than 12 months and have already exhausted the right to unemployment-insurance benefit,
if their annual family income is below EUR 5 000. The income threshold is increased by
EUR 587 for each dependent child. In 2008, the benefit was EUR 200 per month
(unchanged since 2003), payable for a period of 12 months. According to Greek
authorities,'”” the number of beneficiaries varies between 3 000 and 5000 people.
Between 2007 and 2009, the administrative records report less than 1 000 recipients and
less than 2 000 in 2010. Estimates based on the SILC are not statistically reliable due to
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the small size of the target population; however, they are broadly consistent with the
orders of magnitude for 2007 and 2008 from administrative records.

Many unemployed receive no unemployment-insurance benefit, as shown in
Table D.4. Approximately 20% of those having been unemployed from 9 to 12 months
over the year received some benefit (most often unemployment insurance). This means
that requiring to have exhausted insurance rights in order to be eligible to receive
unemployment assistance will greatly reduce the number of eligible people.

Table D.4. Unemployment and unemployment benefit recipiency duration in 2009

Months with any unemployment benefit

Months unemployed 0 1-4 5-8 9-12 Total

0 94.4% 5.3% 0.1% 0.1% 100.0%
1-4 56.8% 36.3% 5.8% 1.2% 100.0%
5-8 49.9% 7.5% 38.7% 3.9% 100.0%
9-12 80.9% 6.2% 3.9% 9.1% 100.0%

Source: SILC (2010).

The proposed reform aims to enhance protection for the long-term unemployed by
phasing-out the unemployment assistance benefit for older workers and replacing it by a
new programme, which we identify for simplicity as the LTUA (long-term
unemployment assistance), means-tested but without any condition on the age of
claimants, with an income ceiling higher than the current one.

More precisely, the LTUA would be paid to workers who have been unemployed for
more than 12 months if their annual household equivalised income is below a given
threshold. In our simulations, the level of the benefit was set at EUR 460 per month,
i.e. the same level as the basic Ul benefit, payable for a maximum of 12 months.
Three scenarios are simulated: in Scenario 1 beneficiaries must have exhausted their Ul
benefit rights and received at least this Ul benefit for 12 months (the maximum duration).
Scenario 2 lowers this condition to six months. Scenario 3 removes this condition: any
long-term unemployed having exhausted their Ul benefit rights whatever their length, or
long-term unemployed who never had such rights, would be eligible (if their household
income is below the threshold, see Table D.5).

Table D.5. Three scenarios for the new housing benefit

Unemployment duration Previous Ul benefit duration
Scenario 1 12 months
Scenario 2 >= 12 months between 6 and 12 months
Scenario 3 any duration or no previous Ul rights

Methodology

The variables used to estimate current costs and potential savings are, for each benefit
and for each person:

e The activity status during the last 12 months, which is used to identify the
long-term unemployed.
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e The number of months for which the individual received unemployment
insurance. This variable allows us to identify people who have exhausted their
rights to unemployment insurance (see below).

e The total disposable income of each household and household size. These
variables allow the estimate of equivalised household incomes and income
deciles.

From the SILC, it is quite straightforward to identify the long-term unemployed
(people who declare themselves as unemployed during the whole year at the time of the
interview)'® and households whose equivalised income is lower than a threshold. This is
the basis for the “high” estimate of the cost. Even though we could estimate some kind of
ILO unemployment based on the SILC (about 540 000 in 2010), we cannot estimate the
number of long-term ILO unemployed who have received Ul benefits for several reasons.
We adjusted the volumes of long-term unemployment calculated from the SILC to be
consistent with the volumes observed in the labour force surveys. This is the basis for the
“low” estimate of the cost.

We consider a take-up of 70% as an example (take-up of unemployment benefits is
usually between 60% and 80%, see the discussion above). We assume all beneficiaries
will exhaust their 12-month rights (an assumption which maximises the cost of this
measure).

Identification of possible sources of bias

Potential beneficiaries of the LTUA are probably overestimated using the SILC only,
for two reasons:

e The conditions of eligibility we simulated are less restrictive than the actual
condition proposed in the reform (having exhausted all UI rights). Indeed, we do
not know with certainty if Ul rights were actually exhausted or not: we only know
the duration of receipt, not its timing. However, we only consider people
declaring themselves unemployed for (at least) 12 months.

e Some people who were in work (often short temporary or partial work episodes)
declare themselves as unemployed during the whole year. Stricto sensu, these
persons are not eligible for the LTUA.

e Obviously, with the steep rise in unemployment observed in recent years, long-
term unemployment will rise further. The share of long-term unemployment in
total unemployment could reach or exceed 60%. In that case, the proposed reform
could be more costly than the simulations shown here.

Main results

Simulations are run for 2009. Savings and cost of the reform are calculated assuming
that unemployment allowance for older workers is phased-out and the LTUA is in place.
Tables D.6 and D.7 present the main results of simulations run for different scenarios
(previous Ul rights and household income).

Setting eligibility conditions as follows: a minimum of six months of previous Ul and
income (equivalised) target on 30% of the poorest households: the LTUA has an annual
cost of between EUR 40 million and EUR 80 million, the coverage rate of long-term
unemployed increases from 0.3% with the previous benefit to about between 2% and 4%.
In Scenario 3 (no requirement of previous UI rights), the cost would increase dramatically
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because so many long-term unemployed never received Ul benefits. At the 30%
threshold, the cost would be ten times higher (reaching 0.2-0.4% of GDP), as well as the

coverage rate (25-50% of the self-declared unemployed).

Table D.6. Impact of the long-term unemployment benefit reform (based on 2009):

High estimate
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Note: Long-term unemployment based on self-declarations of unemployment. “Winners” are new beneficiaries (individuals)

after the reform who were not beneficiaries before the reform.

Source: SILC (2010).

Table D.7. Impact of the long-term unemployment benefit reform (based on 2009):

Low estimate
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Note: Long-term unemployment based on self-declarations of unemployment adjusted by the volume of long-term
unemployment measured in the Labour Force Survey (ILO definition). “Winners” are new beneficiaries (individuals) after the

reform who were not beneficiaries before the reform.

Source: SILC (2010) and LFS (2009).
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3. Housing benefits

Current situation and proposed reform

Administrative expenditure records show that housing benefits"’ represented, in 2009,
about EUR 255 million, i.e. 0.11% of GDP. About 66% (EUR 167 million) of this
expenditure corresponds to the main housing benefit, called “rent subsidy” (emidotnon
evoikiov) and supplied by the housing fund “OEK”. This benefit goes to 105 200 families,
covering 4-5% of children. The rest of the benefit-related expenditure corresponds to the
aggregation of other benefits like the OEK interest rate subsidy programme and the
“housing benefit for non-insured elderly”.”” The total cost of the OEK is about
EUR 600 million (0.25% of GDP), which also includes other types of transfers and
subsidies, as well as a construction programme.

The current rent subsidy is conditional on the contributory record. Single applicants
need to have at least ten years of contributions (Leventi et al., 2010). Lower eligibility
criteria apply to various other categories of claimants, such as large families, single
mothers, the disabled, young couples, temporary workers, etc. The subsidy is not taxed. It
is open to workers whose annual net family income did not exceed EUR 11 000 in 2005-
06, EUR 11 500 in 2007 and EUR 12 000 in 2008. The income threshold is increased by
EUR 2 000 for each dependent child. Above the threshold, the benefit is subject to a
100% implicit tax rate (i.e. it is reduced EUR 1 per EUR 1), until it falls to one-third of its
original value, at which point it is fully withdrawn. An asset test also applies. The benefit
rates are progressive according to the number of children living in the family: in 2008,
married or unmarried claimants with no children received EUR 115 per month, married
with one child received EUR 140 per month, married with 2 children received EUR 165
per month, and so on (the benefit is increased by EUR 25 for each supplementary child).
The size of the benefit has been subject to a freeze since 2011.

The proposed reform consists in phasing out all existing rent allowances and
replacing them by a single means-tested benefit, not dependent on past contribution
records. Under the new rule, eligible families cannot own their dwelling or receive any
income from rents from other properties, and must have a household income (equivalised)
below a given threshold. The main scenario includes a benefit of EUR 100 per month to
eligible families. Scenario 2 adds a condition on the presence of children: at least
one child must be living in the household. Scenario 3 is similar to the first one but makes
the level of the benefit vary according to the size of the family. Scenario 4 is like
Scenario 3 but adds a condition on the presence of children in the family. All scenarios
are presented in Table D.8.

Methodology

The cost of the new programme is based on simulations of different eligibility
conditions done using the household section of the SILC and the EU-SILC. The variables
used are, for each household:

e The total disposable income of each household and household size. These
variables allow the estimate of equivalised household incomes and income
deciles.

e Ownership of a dwelling (primary or not) and average amount of rent paid are
used to determine if a family is allowed to claim the new benefit.
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e The number of children (under 18) per household is used to simulate progressive
benefit rates.

e Recipiency of current household benefits is used to identify winners and losers
from of the reform.

We assume a take-up rate of 60% among eligible families. Duration of recipiency is
supposed to be 12 months (close to what it is on average currently).

Table D.8. Four scenarios for the new housing benefit

Benefit level Child condition
Scenario 1 » No
i Flat benefit for all eligible households: EUR 100/month
Scenario 2 Yes
Scenario 3 Size-dependent benefit for eligible households : No

- single no child: EUR 50/month
—single 1 child: EUR 75/month

- single 2 children: EUR 100/month
—single 3 children +: EUR 125/month
— couple no child: EUR 75/month

- couple 1 child: EUR 100/month

— couple 2 children: EUR 125/month
— couple 3 children + :EUR 150/month

Scenario 4 Yes

Identification of possible sources of bias

Household size and composition and total household disposable income®' taken from
the SILC data are quite reliable. Households’ declared incomes in the SILC could be
slightly higher than in tax records, as already mentioned, meaning that the number of
potentially eligible families, and thus the global cost of the new benefit, can be
underestimated slightly.

Main results

Based on 2009 data, a scenario with a progressive benefit rate, targeted at families
with children (Scenario 4) belonging to the 30% of poorest households, leads to an annual
cost of EUR 76 million (about 0.03% of GDP) and with a take-up of 60%, it would
benefit 50 000 children (a child coverage rate of about 4%). Assuming a flat rate of
EUR 100/month for the 30% of poorest households (Scenario 1), the cost would decrease
to EUR 217 million, the number of the children covered would remain the same, but the
number of households would be multiplied by four (many singles and couples with no
dependent children would then become eligible). Tables D.9 and D.10 summarise the
main results of the simulations.
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Table D.9. Fiscal impact of the housing benefits reform (based on 2009)

Household income below: Annual_ gost Cost of new programme
(EUR millions) (% of GDP)
Scenario 1: 20% 136 0.06%
flat rate, no child condition 30% 217 0.09%
40% 289 0.12%
Scenario 2: 20% 26 0.01%
flat rate, at least one child 30% M 0.02%
40% 64 0.03%
Scenario 3: 20% 146 0.06%
family-related rate, no child condition 30% 236 0.10%
40% 327 0.14%
Scenario 4: 20% 47 0.02%
family-related rate, at least one child 30% 76 0.03%
40% 117 0.05%

Source: SILC (2010).

Table D.10. Social and fiscal impact of the housing benefits reform (based on 2009)
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Scenario 1 20% 188769 52478 2% 42071 179 221 2.30 5271 20.4%

flatrate, nochild condiion 500, 300829 84232 3% 36158 285368 230 6222  19.9%

40% 400918 129897 4% 27337 376636 223 7201  200%
Scenario 2 20% 35619 52478 2% 51231 35996 373 5006 20.5%
flat rate, at least one child 30% 57614 84232 3% 51172 57495 372 6059  202%

40% 88934 129897 4% 46704 83749 370 685  202%
Scenario 3 20% 188769 52478 2% 42071 179221 230 5271  207%
fc‘:‘)“;gﬁg‘;'ated rate,nochild  a500 300829 84232 3% 36158 285368 230 6222  20.5%

40% 400918 129897 4% 27337 376636 223 7201  206%
Scenario 4 20% 35619 52478 2% 51231 35996 373 5006 206%
famiy-relatedrate, atleast 300 5rg14  ga23p 3% 51172 57495 372 6059 205%

one child
40% 88934 129897 4% 46704 83749 3.70 6856  20.5%

Note: “Winners” are new beneficiaries (families) after the reform who were not beneficiaries before the reform.
“Losers” are non-beneficiaries after the reform who were beneficiaries before the reform. The number of
children is the same across scenarios, since Scenarios 1 and 3 only add families without children to Scenarios 2
and 4. The number of families is the same between Scenarios 1 and 3 since the two scenarios only differ in the
benefit rate, which alters the impact on the poverty rate. The same holds for Scenarios 2 and 4.

Source: SILC (2010).
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4. Family benefits

Current situation and proposed reform

Many family benefits currently exist in Greece. They represented a total of
EUR 1.2 billion of annual spending in 2009 as recorded in our administrative database,
i.e. 0.5% of GDP. According to the SILC, the number of beneficiaries was about
300 000 families in 2009, with an average annual disposable income before social
transfers of EUR 10 000, covering approximately 230 000 children, which is 11% of the
population under 18. Administrative figures suggest that the actual number of covered
households and children is probably higher* (probably three times as much, excluding
civil servants for which our records are still incomplete), because several benefits are
under-declared (see Table D.11).

Table D.11. Beneficiaries and spending of family benefits in 2009-10

Spending (EUR millions) Beneficiaries (thousands)
SILC Administrative SILC Administrative
Lifelong pension for mothers having more than three children 208 217 173 305 174 372
Allowance for families having more than three children 92 144 42189 81481
Third child allowance 78 133 40 504 58 787
Ic.ﬁlrlr(;p;zm amount to women who give birth to third, fourth 16 37 7777 18443
Allowance for families having three children 34 256 21657 177 647
Family allowance for public servants 16 312 20 870
Other 0 102 0 357 334
Total 443 1201 306 302
Total adjusted for double counting 295 362

Note: The category “other” covers family benefits for insured salaried workers in the private sector recorded in
the administrative records.

Source: SILC and OECD Administrative database.

In general, these benefits are poorly targeted with respect to household income.
Greece is not the only country in this situation: universality of family benefits is frequent
(notably in Austria, France and Germany). However, this is not necessarily a desirable
feature, notably during a period of fiscal adjustment. The main types of current benefits
in 2008 (Leventi et al., 2010) were:

e Family allowance for civil servants. Contributory family allowances are
automatically added to civil servants’ (and some other groups’) pay and are taxed.
Lower allowances are paid by the OAE to private sector employees irrespective of
social insurance affiliation.

e Allowance for families having more than three children (rolvtexviké emidoua). It
is paid monthly to mothers with four or more children (of any age and irrespective
of whether they live together with their parents or not). Since 2006, it is also paid
to lone parents with three children, disabled parents (with over 67% disability)
with three children and children orphaned from both parents if there are two or
more siblings. At least one of the children must be: i) unmarried and aged less
than 23 years old; or ii) disabled over 67%. Since 2008, a large-family benefit is
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also provided to mothers of three children. The benefit rate was
EUR 42.71/month in 2008.

e Allowance for families having 3 children (emidoua tpitov maidiod). It is paid to
families with three (or more) children until the third child reaches the age of six.
The benefit is claimed by the mother, unless she is dead or has left the household,
in which case it paid to the father. The benefit rate in 2008 was EUR 170/month.

e Lifetime pension for mothers having more than 3 children (i06fia covracy
wolvtervne untépog). It is paid to mothers with four or more children (of any age
and irrespective of whether they live together with their parents or not) who are
no longer eligible for the “many children benefit”. The benefit rate in 2008 was
EUR 98.27/month.

e Birth grants (third child and over). The benefit, introduced on 1 January 2006 is
paid as a lump sum to mothers giving birth to a third child and to each child after
the third. It is not taxed. In 2008, the lump sum was EUR 2 000 per child.

Other benefits to help unprotected children living in poor families and lone parents
also exist.

The proposed reform aims at phasing out these benefits and replacing them by a
single benefit of EUR 50 per child and per month targeted at children living in families
with household income below a given threshold.

Methodology

The SILC is used to identify children eligible for the new benefit: those under 18
years old and living in a household whose income belongs to the 20%/30%/40% poorest.

The variables used to simulate different scenarios are, for each household:

e the disposable income before social transfers and after pensions, and the
household size, in order to test income conditions;

e the number of children (under 18), to determine the amount of the allocation
awarded to each eligible family.

To characterise recipients of the old system, we use, for each one of the benefits to
phase out, and for each individual:

e number of months in recipiency and average monthly amount of the benefit;

e individual household characteristics such as household size, number of
children, etc.

Once the eligible children are identified, the cost of the benefit is estimated by simply
multiplying the benefit rate (which is flat) by the number of eligible children and by
12 months (duration close to current levels). We assume a take-up rate of 60% among the
eligible families.

Identification of possible sources of bias

Estimates of family sizes and number of children per family taken from the SILC
seem reliable. The figures obtained from the SILC are fully consistent with demographic
data: there are approximately 2 million children in the census data and in the SILC.
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No information about the age of children under 16 is available in the survey. This
prevents us from simulating alternative scenarios where the benefit rate would depend on
the age of the child.

Main results

Based on 2009 data, a scenario with a benefit rate of EUR 50 per child and per month,
targeted at families with children belonging to the 30% of poorest households and a
take-up rate of 60%, leads to an annual cost of EUR 271 million and net savings of
EUR 930 million (about 0.4% of GDP). It would benefit 475 000 families and about
752 000 children (covering about one-third of the under-18 population). These volumes
are higher than for simulations of the housing benefit reform, because here we do not
exclude households owning their homes that are receiving rents from the eligible
population. Winners are more numerous than losers when targeting the 30% or 40%
poorest households, because at these thresholds a lot of families become eligible.”* Tables
D.12 and D.13 show the simulated fiscal and social impact of the reform simulations.

Table D.12. Fiscal impact of the family benefits reform (based on 2009)

Net savings after creation of new programme

Household income below Annual cost (EUR millions) (EUR millions — % of GDP)
20% 189 1011 0.44%
30% 271 930 0.40%
40% 352 849 0.37%

Note: 210 000 children before reform live in beneficiary families, which is equivalent to 350 000 eligible
children assuming a take-up of 60%.

Source: SILC and Administrative database.

Table D.13. Social impact of the family benefits reform (based on 2009)
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20% 325 884 526 317 4379 16% 263 743 242 313 20.9%
30% 475224 752 645 5450 23% 250 855 362 425 20.4%
40% 611475 977 920 6 362 30% 240 160 486 780 20.4%

Note: 210 000 children before the reform live in beneficiary families, which is equivalent to 350 000 eligible
children assuming a take-up of 60%. “Winners” are new beneficiaries (families) after the reform who were not
beneficiaries before the reform. “Losers” are non-beneficiaries after the reform who were beneficiaries before
the reform.

Source: SILC and Administrative database.
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5. Disability benefits

Current situation and proposed reform

There are a large number of cash benefits for the disabled in Greece. Most social
insurance funds provide both contributory disability allowances and disability pensions.
Depending on the insurance fund, the eligibility conditions and rates of different benefits,
and even the benefits themselves, can vary a lot. Following the SILC’s methodology,
these benefits are grouped in three broad families of benefits: disability pensions, benefit
for persons with special needs and other benefits/allowances. Disability pensions are on
average EUR 570 per month, while the benefit for persons with special needs is EUR 420
per month, and both were on average paid during 12 months over 2009. Disability
benefits cost 1% of GDP every year, and cover 500 000 beneficiaries (main
income-replacement only) according to administrative data. Based on surveys, only half
of beneficiaries are self-declared disabled and average household income is EUR 7 300
in 20009.

Non-contributory disability benefits are also numerous and heterogeneous. In many
cases, the target of the benefit is a specific disease or condition. These benefits are
grouped according to the SILC questionnaire in three entries: care allowance for
incapacitated persons, nutrition allowance for people suffering kidney disease and other
benefits/allowances. Care allowance for “incapacitated” persons is on average EUR 390
per month, nutrition allowance for people suffering kidney disease was on average
EUR 229 per month, and were also paid during 12 months over 2009.

Due to the complexity of the system, programmes recorded in the SILC and
administrative records could be matched only partially. At the aggregate level, outcomes
from the survey underestimate figures stemming from the administrative records, as for
other types of benefits. And, still, several benefits (supplements) are missing from
administrative data. Table D.14 shows the estimated number of beneficiaries and
expenditure calculated from the SILC and administrative sources for 2009. The SILC
only identifies half of spending recorded in the administrative database (1.1 billion out of
2.3 billion), and about a third of recipients. The disabled in the SILC represent about
1.5% of the population, half of them receiving a benefit. But half of benefit recipients do
not consider themselves as disabled, but can be “retired” or inactive (Table D.15).

Table D.14. Recipients and spending of disability benefits in 2009-10

Spending (EUR millions) Beneficiaries (thousands) (tr?gzzzlr?gs)

SILC Administrative SILC Administrative SILC
Disability pension 854 2029 115 266 59
Benefit for persons with special needs 32 0 7 0 4
Care allowance for incapacitated persons 19 198 4 22 2
(I;lizg:isoen allowance for people suffering kidney 7 0 3 0 0
Other disability benefits/allowances 166 95 42 211 18
Total 1078 2322 170 499 82
Total adjusted for double counting 161

Source: SILC and Administrative database.
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This reform aims to rationalise the patchwork of disability benefits (including
disability pensions) by phasing out the existing benefits and replacing them by a single
benefit of EUR 500 per month submitted to both ability-to-work and income conditions.
Inability to work would be based on adequate health tests.

Methodology

As calculations based on the SILC clearly underestimate the total expenditure,
administrative data was used to estimate the savings from phasing out the existing
benefits.

The SILC and EU-SILC surveys are used to estimate the potential cost of the new
programme. The eligibility conditions are based on two different tests:

1. Incapacity to work. Some current beneficiaries of disability benefits declare
themselves as disabled and do not work at all. Others declare themselves as
disabled and work (at least they declare job earnings). Finally, some of them do
not declare themselves as disabled but receive some benefits related to disability.
The most frequent example is recipients of a disability pension who declare
themselves retired instead of disabled (Table D.15). This situation is actually
compatible with the eligibility rules and conditions of some disability
programmes, but raises difficulties to identify eligible people based on incapacity
to work. Hence, in our simulations, we consider as potentially eligible all
individuals who declare themselves either disabled or receive a disability benefit:

— either based on the actual number of beneficiaries as in administrative records
(corresponding to our “high estimate”); this assumes that all current
beneficiaries with income below the given threshold would claim the new
benefit; or

— based on the number of self-declared beneficiaries in the survey
(corresponding to our “low estimate”); this assumes that only the current
beneficiaries who declare they are receiving a disability benefit during the
interview and with income below the given threshold would claim the new
benefit.

2. Income. The new benefit is targeted at people living in households whose
disposable (equivalised) income is below a given threshold to prevent it being
claimed by beneficiaries who would be able to do some work on a regular basis.
We are not able to test work capacity but we can identify earned income from
potential claimants. So, we added a test on personal earned income of EUR 300
per month (only for current recipients of disability benefits).

The variables used to simulate different scenarios are, for each individual:

e the current status (working, retired, disabled, unemployed, etc.): used to identify
disabled people;

e disposable income before social transfers and after pensions, household size: used
to test household income condition;

e personal job income: used to test extra condition on ability to work.
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Table D.15. Disability benefit recipients and self-declared disabled in 2009

Disabled" Disabled not Receives benefits and Receives benefits but not  Receives benefits and

working? self-declared disabled? self-declared disabled! self-declared retired?
2009 151 000 146 000 82 000 84000 50 000
2008 169 000 166 000 82000 96 000 57 000
2007 138 000 135000 75000 89 000 58 000

Notes: 1. Permanently disabled and/or unfit to work. 2. No earned income the previous year. 3. In retirement or
in early retirement or has given up business.

Source: SILC.

To characterise recipients in the old system, we use, for each of the existing benefits
to be phased out, and for each individual:

e the number of months in recipiency and average monthly amount of the benefit;

e some individual and household characteristics, e.g. household size, number of
children, etc.

We assume a take-up rate of 60% among the disabled not currently receiving a
benefit and of 100% among current beneficiaries who would claim the new benefit (for
those satisfying the income condition). Duration of recipiency is supposed to be
12 months (close to what it is on average currently).

Once the eligible people are identified, the cost of the benefit is estimated by simply
multiplying the monthly benefit rate (which is flat) by the number of eligible people,
times 12.

Identification of possible sources of bias

The identification of potential beneficiaries of the new disability benefit is based on
the self-declared status of interviewed people. As shown in Table D.15, some people are
reticent to declare themselves as “disabled” in a survey interview, but the same people do
declare themselves as “unable to work” when claiming a disability benefit. Then, the
number of potential claimants could be underestimated in our “low” estimate.

Total expenditure is estimated using the available administrative data. These records
are partially incomplete: namely, expenditure and caseloads for several disability
pensions provided by social insurance funds are still missing. Hence, both savings and
costs of the new benefit could be underestimated. This bias is compensated by the fact
that both self-declared disabled and actual recipients of disability benefits are considered
as potentially eligible in our scenario. Hence, potential savings have been adjusted to take
into account the under-declared population (in the SILC) of people actually receiving
disability benefits and considered as potentially eligible for the new benefit in our
scenarios.”*

Main results

Targeting the new programme to disabled people belonging to the 30% of poorest
households (equivalised income), and whose personal earned income is lower than
EUR 3 600 per year, the new programme would benefit about 150 000 individuals,
covering about 100% of the self-declared disabled.”” The benefit would cost between
EUR 1 billion and EUR 1.8 billion, depending on the number of beneficiaries claiming
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the new benefit, while the net savings after phasing out old programmes are estimated to
range from 0.3-0.6% of GDP. The overall poverty rate would decrease from 20.5% to
20.3% following this reform. The simulations of the fiscal and social impacts are showed

in Tables D.16 to D.18.

Table D.16. Fiscal impact of the disability benefits reform (based on 2009): Low-cost estimate

Household income below Net savings after creation of Net savings after creation of

(% of income distribution Annual cost (EUR millions) - 0
before benefits) new programme (EUR millions)  new programme (% of GDP)

20% 657 1666 0.7%
30% 872 1451 0.6%
40% 958 1364 0.6%

Source: SILC and Administrative database.

Table D.17. Fiscal impact of the disability benefits reform (based on 2009): High-cost estimate

Household income below Adjusted! net savings after Adjusted! net savings after
(% of income distribution Annual cost (EUR millions) creation of new programme  creation of new programme
before benefits) (EUR millions) (% of GDP)
20% 1374 948 0.4%
30% 1722 601 0.3%
40% 1830 492 0.2%

Notes: 1. Adjusted to take into account actual recipients who do not declare themselves as in the survey.

Source: SILC and Administrative database.

Table D.18. Social impact of the disability benefits reform (based on 2009): Low-cost estimate
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20% 121643 26173 65 904 81% 2.88 3699 17 20.7%
30% 161 420 41785 41740 107% 279 4721 12.8 20.3%
40% 177 424 50 234 34184 17% 2.8 5158 134 20.3%

Note: “Winners” are new beneficiaries (families) after the reform who were not beneficiaries before the reform.
“Losers” are non-beneficiaries after the reform who were beneficiaries before the reform.

Source: SILC.

GREECE: REFORM OF SOCIAL WELFARE PROGRAMMES © OECD 2013



150 - ANNEX D

Notes
1. Here, and throughout this document, “administrative records” refers to the database
built by the OECD Secretariat.
2. The equivalence scale used is the so-called “square root scale”, which divides the

household’s income by the square root of household size, as used in recent OECD
publications. It means that a family of two needs 1.4 times as much as one composed
of a single person, and that a family of four needs twice as much as a single person.
This scale provides results close to the “OECD-modified equivalence scale” used
notably by Eurostat, which assigns a value of 1 to the household head, 0.5 to each
additional adult member and 0.3 to each child. See www.oecd.org/eco/growth/OECD-
Note-EquivalenceScales.pdf for more details.

3. Declared income is about 10% higher in the Household Budget Survey compared
with income declared in the tax records, especially at low- and high-income levels;
see Matsaganis and Flevotomou (2010). It is probably also true for the SILC, even
though we have no precise study based on this survey.

4. See Hernanz et al. (2004).

5. Unemployment assistance take-up appears to be very low under current eligibility
conditions (see Matsaganis and Leventi, 2011); non take-up can also be significant for
social pensions (between 30% and 40%) and supplements (the EKAS, between 60%
and 70%), see Matsaganis et al. (2010).

6. We lack updated information on benefit taxation. Most benefits were not taxed in the
recent past, except for old-age and disability pensions as well as maternity benefits.
However, since 1 January 2010, unemployment, disability allowances and some
family benefits are taxed but only for families with incomes above EUR 30 000. More
precisely, in Euromod and for 2006-09, it appears that social contributions were
levied on pensions at a flat rate of 4% of pension income and pensions (old-age and
disability) which were also taxed (except social pensions); non-contributory disability
benefits were not taxable; unemployment benefits, social assistance benefits and some
family benefits provided by local government were not taxed; rent subsidies were not
taxed either; contributory and non-contributory family allowances were taxed; birth
grants were not taxed; sickness benefits were taxed but not maternity benefits. See
www.iser.essex.ac.uk/files/euromod/country-reports/CR_EL2006-09 final 7-6-11.pdf
for more details.

7. Household disposable incomes calculated from the SILC have been adjusted to be
consistent with the disposable income distribution calculated by Eurostat as in the
EU-SILC.

8. See Matsaganis and Flevotomou (2010).

9. Defined as 60% of the median equivalised disposable income.

10. The list of Group 1 benefits considered for the computation is: social solidarity

allowance; allowances to repatriations, refugees, released from prisons, drug addicts,
alcoholics; amount for assistance to poor households in mountainous and
disadvantageous areas; allowances to children under 16 years old who live in poor
households (pre-school and school allowance); benefits to households that faced an
earthquake, flood, etc.; other social allowances; lifelong pension for mothers having
more than 3 children; allowance for families having more than 3 children; third child
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allowance; lump-sum amount to women who give birth to third, fourth child, etc.;
allowance for families having 3 children; family allowance for public servants;
incapacitated child care benefit; parental leave allowance (not for maternity reason);
birth grant; student’s allowance; other family allowances; disability pension; benefit
for persons with special needs; care allowance for incapacitated persons; nutrition
allowance for people suffering kidney disease; other disability benefits/allowances;
benefit for spa therapy, airing, etc.; assistance for movement of sick persons; other
sickness Dbenefits/allowances; benefit received for participation in research
programmes; scholarships; other educational benefits/allowances.

11. The list of Group 2 benefits considered for the computation is: full unemployment
allowance; exceptional financial allowance due to dishonest dismissal; early
retirement for labour market reasons, early retirement for farmers; vocational training
allowance for unemployed; reimbursement due to dismissal from work; seasonal
unemployment benefit for seasonal workers (e.g. actresses, musicians, building
workers, hotel staff, etc.); allowance for young persons aged 20-29 years; allowance
for joining the army; placement, resettlement or rehabilitation benefit; other
unemployment allowances; pregnancy-puerperal benefit; paid sick leave; benefit for
accident at work.

12. And these figures still underestimate the actual cost since most in-kind benefits (like
spa therapy, for example) are currently missing from the data gathered from
administrative records.

13. Inversely, in the SILC 2010, i.e. related to 2009 income data, a lump-sum of EUR 500
was declared by several thousands of people under the item “allowances to
repatriations, refugees, released from prisons, drug addicts, alcoholics”. The total
expenditure, for this benefit only, is about EUR 230 million; much higher than in
preceeding years and much higher than administrative records for the same period
(EUR 0.8 million). It is probable that this exceptional expenditure has been reported
under a different item in administrative records, but we do not have further
information on this.

14. This total is still underestimated because several in-kind benefits are missing from
administrative records.

15. We are not considering potential administrative cost/savings.

16. Due to the fact that we did not simulate differential rates for benefits after targeting, if

we set a threshold close to the poverty line, some individuals close to but above this
line before the reform would lose benefits after the reform and then could fall below
the poverty line. This would increase slightly the poverty rate. This is the result we
get with a threshold set at 20% of the poorest households.

17. Reported in Leventi et al. (2010).

18. Based on the cross-section data from the SILC, it is impossible to estimate the
average number of long-term unemployed over the year. The SILC indicates the main
status of persons for each month of the year and the status at the moment of the
interview. Our estimate is the number of people declaring at the time of the interview
that they have been unemployed for at least 12 months over the year of reference.

19. Tax cuts that could fall into the housing function are not considered in this evaluation.

20. EUROMOD also includes the student allowance as a household benefit. The SILC
considers this benefit as an educational allowance. We do not consider it in the
calculations and we do not propose to phase it out.
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21. Estimates and adjustments done by EUROSTAT from the SILC information and
contextual information (GDP, household expenditure, etc.).

22. The SILC figures are underestimated, in particular, the allowance for families having
more than 3 children and the allowance for families having 3 children are largely
underestimated if compared with administrative sources.

23. Of course, these losers/winners figures must be compared to the number of
beneficiaries measured from the SILC before the reform. There might be more losers
after the reform in absolute terms if benefits are under-declared in the SILC compared
to administrative records, as in the case of family benefits.

24, In this case, the best way to estimate eligible people for the new benefit would have
been to consider, as potentially eligible, all those who, in administrative records,
appear as beneficiaries of a disability benefit, then apply the income tests to them.
This approach is unrealistic because administrative records report only caseloads with
some double counting and, in the best case, age and gender of recipients, but not
income.

25. SILC. See the table included in the Methodology section.
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Annex E
Key features of the OECD Database
on Social Programmes in Greece

The Database on Social Programmes was developed by the OECD to provide more
complete and accurate data on a set of social programmes, listed below. It includes
information on:

e expenditures;
e number of beneficiaries;
e cligibility conditions and management responsibilities.

The database complements and enriches the SILC database in that it relies on
administrative records held by the Greek authorities that are better suited than
survey-based databases to determine the level of recipiency. As such, it provides a strong
basis for analysing alternative policy options as well as costs and benefits of priority
reforms.

The database focuses on disability, unemployment and family benefits, as well as
some social programmes like housing and rent subsidies. It only takes into consideration
cash benefits as agreed with the Greek authorities. Data were collected by an OECD team
in close co-operation with the Greek Ministry of Labour, Social Security and Welfare
between May 2011 and March 2012. Data on expenditures, beneficiaries, eligibility and
management responsibilities reflect, to the extent possible, the most recent information
and is updated for certain programmes up to 2011.

The database is unique in that it brings together for the first time administrative
records data on selected social programmes collected from individual ministries and
agencies responsible for delivering the benefits. The novelty of this data collection for
Greece and weak data management across the ministries and agencies concerned,
documented in the main report, posed important challenges, and posed limits on what
could be collected. It will be important to build on this experience, in order to improve
data availability in Greece. In particular, the Ministry of Labour, Social Security and
Welfare might want to take into consideration three key issues as it carries over the work.

Stock vs. flow of beneficiaries

In any given year, for most social programmes, there will be inflows and outflows of
beneficiaries. This process of getting in and out of welfare will be especially important
for certain programmes that are particularly sensitive to the economic situation, like
unemployment benefits. To determine the level of recipiency, it is important to obtain the
end-of-year count of beneficiaries and not a sum of the inflows. The OECD team realised
that this was not the case for the data provided by the Greek authorities on unemployment
benefits. Based on OECD estimates, the stock of beneficiaries usually represents about
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one-third of the flow. In the database, the data on beneficiaries provided by the Greek
authorities have been multiplied by 0.35 to obtain the stock of beneficiaries.

Missing data and interpolations/extrapolations

For some years, data were not provided by the Greek authorities. To conduct a
meaningful analysis, some missing data have been interpolated within some years or
extrapolated for some outer years. In the future, it will be important to minimise to the
extent possible these data gaps.

Cash and in-kind benefits

The database includes data on cash benefits only, as agreed with the Greek
authorities. The Greek authorities might want to consider broadening the database to
include in-kind benefits. In that case, the same attention should be paid to the issue of
beneficiaries and missing data. The decision to broaden the database would need to
balance the benefits of undertaking the data collection against the cost, and the relative
value of the exercise. A rough comparison of the expenditure data included in the
database with the expenditure data recorded in the national accounts, which include both
in-kind and cash benefits, suggest that in-kind benefits might not be very large in Greece.
For example, the database accounts for more than 80% of the expenditures recorded in
the national accounts for 2010 (Figure E.1).

Figure E.1. Administrative records and national accounts data
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Source: Eurostat, General government expenditure by function (COFOG) and administrative records collected
by the OECD.
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Table E.1. Social programmes included in the database

Function Programme name (English/Greek)
Incapacity — Invalidity pension due to illness
Disability Benefit ~ 2uvraén Avammpiag Ao Koivn Nogo

Invalidity pension due to work accident
2uvraén Avarnpiag Amro Epyariko Atuynua — Koivo Atuxnua

Total invalidity pension

Benefit for long-term iliness
Emidoua Aobeveiag

Invalidity pension due to blindness
Mpooauénon 210 lNoao Tng Zuvraéng Mnparog Aoyw TupAornrag

Supplementary invalidity pension due to total incapacity
Mpooauénon 2to loao Tng Suvraéng Aoyw AmroAutng Avarnpiag Stoug Aikaiouxous Baoikng Suvraéng

Extra-institutional handicap benefit
Eéwidupariko Emidopa

Supplementary invalidity pension to pensioners due to full incapacity
Mpooauénon 21o lNoao Tng Zuvraéng Aoyw AmroAutng Avarnpiag Movo 2roug Zuvraéiouyous Kupiag
2uvraéng Avamnpiag

No age limit for parents with handicapped children or spouses
2uvraén Mparog Xwpis Opio HAIkiag

Benefit for non-residential care
Various disability benefits for people affected by: full incapacity, high-degree mental incapacity, full
paralysis, thalassemia, AIDS patients, hearing impairment, blindness, Cerebral Palsy, Hansen's disease

Financial assistance for people having received transplants (kidneys, heart, etc.) for better food quality
01aTPOYIKO ETTIOOLA OTOUS VEPPOTTABEIS KABWS KAl OTOUC [IETAIIOCXEUIEVOUS

Incapacity — Paid  Benefit of illness and working accident
Sick Leave Emidoua acbéveiag kai epyarikoU aruyruarog

Sick leave allowance for actively working seamen
Emidoua acbéveiag
Unemployment Unemployment benefit
Emidoua Avepyiag
Special unemployment benefits
Eidikés emidorroeic
Long-term unemployed
Makpoxpdvia Gvepyol
Emergency financial assistance
Exrakreg Oikovouikes Evioxuaeis

Special assistance after end of unemployment rights
Eidiko Bonbnua Mera Tn Anén Tno Emdornong Aoyw Avepyiag

Special assistance after a three-month period of unemployment
Eibiko Bonbnua Mera Tnv Tpiunvn MNapapovn Era Mntpwa Avepywv

Special financial assistance for released prisoners

Eibiko Bonbnua e Oooug Eéetioav loivn Etepntikn Tng EAcubepiag
Conscription allowance

Eedpixé Emidoua (o1p/ong)

Financial assistance for political refugees

Oikovopikn Eviayuan MoAimikwv Mpooguywv

Young professional
Neoeipybuevol

Administrative leave allowance
Emdoua AiaBeaiornrag

Benefit for insolvency
Mpooraoia Twv Aikaiwpatwv Twv Epyalouevwy 2¢ MNepimwan Agpepeyyuorntag Tou Epyodorn

Special seasonal benefits due to work instability
Eibiko Emoyiako Bonbnua

Special allowance for elderly unemployed/unemployed attending vocational training programmes
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Table E.1. Social programmes included in the database (cont.)

Function

Programme name (English/Greek)

Unemployment

Family — Family
Allowances

Family -
Maternity and
Childbirth

Family — Other

Allowance for new scientists
Special seasonal benefits for the elderly

Returning expats
laAAivooTouvreg

Special benefit for children over 16 years old who leave special centres

Eidiko Boribnua yia maidid dvw twv 16 £Twv mou agrivouy Ta €I0IKA KEvipa

Allowance for repatriates

Unemployment benefit

Emidoua Avepyiag

Financial aid for some categories of unemployed seamen during the holiday seasons
Oikovopikrj Eviayuon o€ opiouéves Karnyopies Avépywv Nautikwv Adyw eoprwv Mdoya —
Xpiorouyévvwy (Popéag: O.N.)

Family allowance to employees

Oikoyeveiako Emdopa (OAEA)

Family allowance for public sector employees including civil servants
Oikoyeveiako Emidopa

Large family allowance
moAutekviko emdoua
Third child allowance
EMMIOOLA TPITOU TEKVOU

Lump sums for families (for third child and above)

EMIOOUA TPITEKVWU OIKOYEVEIWY

Family burden allowance

Seamen family allowances

Benefit of childbirth

Emidoua paieutikic mepibaAwng

Benefit of maternity

Emidduara unrpormrac (emidoua kuogopiag/Aoxeiag)

Benefit of childbirth

Benefit of childbirth

Emidoua paicutikric mepibaAwng

Benefit of maternity

Emdouara untpérnrag (emidoua kuogopiag/Aoxeiag)

Benefit of childbirth

Emidoua paieutikni¢ mepibaAyng

Benefit of childbirth

Emidoua paieutikric mepibaAyng

Benefit of maternity and childbirth

Maternity allowance for seamen

Seamen childbirth allowance

Supplementary maternity provisions and special maternity benefit

Benefit of maternity and childbirth for public sector employees including civil servants
Financial assistance to low-income families in isolated areas

Financial assistance for minor unprotected children

Financial assistance to low-income families with minor children

Allowance for emergency financial support to financially disadvantaged
Tax credit refund programme for families permanently residing in mountainous and disadvantaged areas
Tax credit refund programme for families with children in compulsory education
Allowance for emergency financial support to homeless by local authorities
Allowance for emergency financial support to poor by local authorities
Allowance for children of single-parent families

Multiple of children allowance for orphans

Allowance for surrogate families (four benefits)

Allowance for uninsured mothers

Lifelong pension for mothers with four or more children
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Table E.1. Social programmes included in the database (cont.)

Function Programme name (English/Greek)
Other social Poverty
policy Epdmaé oikovouikn evioxuan arduwy mou Bpiokovial oe Kardataan EVOeiag

Natural disasters: Floods

®uoikes Karaatpogeg:MAnuuupa
Natural disasters: Fires

uaikes Karaatpopeg:Mupkayia
Natural disasters: Hurricanes

®uoikes Karaotpogeg:Avepioatpofilog
Natural disasters: Snowstorms
Puaikes Karaorpopeg:Xiovomwan

Natural disasters: Landslides
uaikes Karaorpopeg:Karohiobnon

Natural disasters: Earthquakes

@uoikes KaraoTpoQeg:2€io0g

Allowance for housing support to uninsured elderly

Rent subsidy

Interest subsidy (for up to nine years) — no new benefits granted since 2010 but old contracts still running
Construction and selling of houses — highly subsidised, rationing via “lottery”
Social tourism

Excursion programmes

Book purchase coupons

Entertainment coupons

Daycare stations

Centre for working youth (abolished)

Centres for children with disabilities (abolished)
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Annex F
Government expenditure
in Greece in 2010

Overall picture

Greece’s public expenditures relative to GDP are broadly in line with the average for
the euro area. In 2010, Greece spent approximately half of its GDP to finance general
government expenditures, less than a percentage point below the euro arca average
(Figure F.1). Preliminary data for 2011 suggest that recent cuts in primary expenditures
have been offset by an increase in spending to finance the government debt and have not
significantly affected the share of GDP that finances general government expenditures.

Figure F.1. Total government expenditures as a share of GDP (2010)
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51.0%

51%

50.2%

50%

49%

48%
471%

47%

46%

45%

Greece Euro area OECD

Note: The OECD average does not include Australia, Chile and New Zealand for which data are not available
for 2010.

Source: OECD National Accounts Database (2012), doi: 10.1787/na-data-en.

The statistical data for Israel are supplied by and under the responsibility of the relevant Israeli authorities. The use
of such data by the OECD is without prejudice to the status of the Golan Heights, East Jerusalem and Israeli
settlements in the West Bank under the terms of international law.
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Government expenditure by function

Box F.1. The Classification of the Functions of Government (COFOG)

The Classification of the Functions of Government (COFOG) groups government
expenditure under ten classifications used in national accounts, seen as broad government
objectives (see Table D.1 for a complete list of the sub-groups for each function):

e general public services;

e defence;

e public order and safety;

e cconomic affairs;

e environmental protection;

e housing and community affairs;
e health;

e recreation, culture and religion;
e education;

e social protection (which includes both cash and in-kind benefits)

Government expenditure by function as a share of GDP

In 2010, Greece’s spending on most COFOG functions was below or approximately
in line with the average for the euro area (Figure F.2). The largest below-average
spending was in education, where Greece spent approximately 3.8% of GDP,
approximately 2 percentage points below the averages for the euro area and the OECD
(5.7% of GDP and 5.8% of GDP, respectively).

General public services, defence and health were the only functions where Greece’s
spending was above the averages for the euro area and the OECD. Difference with the
euro area and OECD averages ranged from more than 4 percentage points for
expenditures on general public services to almost 1 percentage point for expenditures on
defence to approximately half a percentage point for expenditures on health.

It should be noted that average spending on COFOG functions at the euro area level is
a methodological tool to measure the extent to which Greece public expenditures balance
out. The comparison with the euro area simply makes the Greek choices clear. It suggests
that if Greece wants or needs to rebalance its government expenditures, it might need to
make cuts in those sectors that are significantly above the euro area average.
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Figure F.2. Structure of general government expenditures by function as a share of GDP
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Note: General public services include executive and legislative organs, financial and fiscal affairs, external
affairs, foreign economic aid, general services, basic research, R&D general public services, public debt
transactions (including interest payments), transfers of a general character between different levels of
government. Economic affairs include general economic, commercial and labour affairs, agriculture, forestry,
fishing and hunting, fuel and energy, manufacturing and construction, transport and communication. Social
protection includes expenditures on services and transfers to individual persons and households as well as
services provided on a collective basis; services include sickness and disability, old-age, survivor’s, family and
children, unemployment, housing, social exclusion. See Table F.1 for a complete list of the sub-groups for each
function.

Source: OECD National Accounts Database (2012), doi: 10.1787/na-data-en.

Government expenditure by function as a proportion of total government
expenditure

In 2010, the largest items of Greek government expenditures were social protection,
general public services, health, and education, as in the euro area and the OECD
(Figure F.3). Compared to the euro area and the OECD, however, the Greek government
spent less (as share of total general government expenditures) on all functions with the
exception of general public services, defence and health. Differences with the euro area
and OECD averages were more significant for expenditures on general public services
(approximately 9 percentage points above the euro area and OECD averages) than for
expenditures on defence and health (between 0.7 and 1.5 percentage points).
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Figure F.3. Structure of general government expenditures by function as share of total (2010)
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benefits. n.e.c.: not elsewhere classified.
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Source: OECD National Accounts Database (2012), doi: 10.1787/na-data-en; OECD (2011), Government at a
Glance 2011, OECD Publishing, doi: 10.1787/gov_glance-2011-en.

GREECE: REFORM OF SOCIAL WELFARE PROGRAMMES © OECD 2013



ANNEX F- 163

Government expenditure on the function of general public services

Greece spends about 11% of GDP and 22% of total general government expenditures
on functions classified in the general public services category. This is the COFOG
function for which the difference with the euro area is the largest. Figure F.4 provides a
further breakdown of spending within this category. In 2010, public debt transactions and
general services were the two items which absorbed the largest share of expenditures on
general public services, significantly above the average for the euro area. The Greek
government spent 5.8% of GDP on public debt transactions and 4.1% of GDP on general
services.

Figure F.4. Expenditures on general public services by sub-group as a share of total (2010)
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Share of total expenditure on general public services

Note: The euro area average does not include Belgium, France and the Slovak Republic for which data on
general public services sub-groups are not available. n.e.c.= not elsewhere classified.

Source: Eurostat general government expenditure by function (COFOG) [gov_a_exp] (2012).

Central government is responsible for the largest share of expenditures on general
public services. Figure F.5 shows the breakdown of expenditures on general public
services across levels of government. In 2010, spending by central government accounted
for 89% of total expenditures on general public services, approximately 9 percentage
points above the euro area’s average (80.1% of expenditure on general public services).

Government expenditure on the function of social protection

On the basis of data provided by the Greek authorities between 2011 and 2012, the
OECD estimates that spending on social insurance and assistance programmes, including
health, accounts for 24% of GDP (Table 1.1), 1.5 percentage points below the sum of
social protection (18% of GDP) and health spending (7.5% of GDP) recorded in the
OECD National Accounts Database for 2010. The COFOG classification includes both
cash and in-kind benefits (Table F.3), which might help explain the small discrepancy
with the figures presented in this Review, which covers only cash benefits.
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Figure F.5. Expenditures on general public services across levels of government
as share of total (2010)
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Source: Eurostat general government expenditure by function (COFOG) [gov_a_exp] (2012).

Government expenditure by economic category

Box F.2. The European System of Accounts (ESA95)

In the framework of the European System of Accounts (ESA95), public expenditures are
classified by economic category, showing the government’s operating costs, transfer payments
and capital investment for each COFOG function and for total general government expenditure.
The ESA95 categories are:

e intermediate consumption;

e compensation of employees (payable);
e subsidies (payable);

e property income (paid);

e other current transfers (payable);

e social benefits other than social transfers in-kind, payable and social transfers in-kind
related to expenditure on products supplied to households via market producers;

e capital transfers (payable);

e gross capital formation.

Government expenditure by economic category as a share of GDP

Figure F.6 presents an overview of total general government expenditures by
economic category for Greece in 2010 compared to the average for the euro area. In 2010,
Greece spent 20.8% of GDP on social benefits, 2.6 percentage points below the average
for the euro area (23.4% of GDP) and 0.8 below the average for the EU (21.6% of GDP).'
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Greece’s public expenditures on property income and compensation of employees
were significantly above the euro area average. The high interest rates at which the Greek
government borrows could explain the relatively high level of expenditures on property
income (3 percentage points above the euro area average), which includes government
expenditures for renting property or borrowing to pay for properties.

Figure F.6. Structure of general government expenditures by economic category (2010)
% of GDP
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Source: Eurostat general government expenditure by function (COFOG) [gov_a_exp] (2012).

Above-average spending on compensation for employees (1 percentage point) might
indicate either a larger public employment sector or more generous compensation for
employees. Understanding which of these two factors drives expenditures on employees’
compensation above the euro average is difficult. Data on public employment in Greece
is subject to significant uncertainty, in part because of the coexistence of a variety of legal
statuses and contractual forms and overall gaps in Greek statistics. According to the /LO
Labour Statistics and the OECD Labour Force Statistics, Greece has a relatively low
level of employment in the general government. In 2009, at approximately 8% of the
labour force (i.e. employed and unemployed), general government employment was low
in comparison to the large majority of OECD countries (Figure F.7). However, alternative
sources point to a different situation. Data on government employment for 2009 provided
by the Greek authorities to the OECD indicate that civil servants account for 17% of total
employment (i.e. employed only), higher than a number of euro area countries and
2 percentage points above the OECD average (Figure F.8).” These data would thus
suggest that above-average expenditures on employees’ compensation might be driven by
a larger than average government workforce.

International comparisons on public sector salaries are particularly difficult, and no
evidence can be provided on the level of government employees’ compensation relative
to other euro area countries. However, the salary level of public employees might have
also contributed to increasing expenditures on compensation. Civil servants’ wages rose
sharply in Greece between 2000 and 2009, during a period of significant deterioration of
public finances.
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Figure F.7. Employment in general government as share of labour force (2001 and 2009)
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Note: Chile, Czech Republic, Greece, Korea, Portugal, Switzerland and Turkey: 2008 instead of 2009. Sweden:
2007 instead of 2009. France: 2006 instead of 2009. Russian Federation: 2005 instead of 2009. Turkey: 2000
instead of 2001. Data for Iceland are missing. Data for 2001 for Korea are missing and this country is not
included in the average (OECD32). Data for Australia and Chile refer to the public sector (general government
and public corporations). Data for Austria, Czech Republic, Italy, Netherlands and New Zealand are expressed
in full-time equivalents (FTEs). In New Zealand, FTEs are included for education, health and community
services and personal and other services.

Source: International Labour Organisation (ILO), LABORSTA database; OECD Labour Force Statistics
Database. Data extracted on 8 August 2012. Data for Turkey are from the Ministry of Finance and the Turkish
Statistical Institute. Data for Korea were provided by government officials.

Figure F.8. Government employment as a share of total employment (2009)

25%

20%

15%

10%

5%

0%

® 3 & oc® ) o 20 O © > o PAY
« 3 SO \»@6%\0 N @ ?0‘\\& o W
Xe O
o

Note: Greek employment data are provided by Greek authorities. The OECD average is based on available
countries in 2009.

Source: OECD (2011), OECD Economic Surveys: Greece 2011, OECD Publishing, doi: 10.1787/eco_surveys-
gre-2011-en.
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Recent measures might affect expenditures on compensation of employees in the
medium- to long-term. In 2011, the government adopted a hiring policy that would
replace only one of every five public servants who leave between 2012 and 2015 (one for
every ten public servants in 2011) and a significant reduction to fixed-term contract
employees (50% in 2011 and 10% in later years) (OECD, 2011b). These measures would
come in the wake of a downward trend in government employment between 2009
and 2011. As mentioned above, civil servants accounted for 17% of total employment
in 2009, that is about 770 000 employees. The government’s Medium Term Fiscal
Strategy document mentions a total public sector workforce of 727 000 in 2011. This
would suggest a decrease of approximately 6% in staffing levels. Bank of Greek
estimates indicated a 3% decrease in staffing levels between 2009 and 2010.

COFOG functions and sub-groups

Table F.1. First and second-level COFOG

General public services

Executive and legislative organs, financial and fiscal affairs, external affairs
Foreign economic aid

General services

Basic research

R&D general public services

General public services n.e.c.

Public debt transactions

Transfers of a general character between different levels of government
Defence

Military defence

Civil defence

Foreign military aid

R&D defence

Defence n.e.c.

Public order and safety

Police services

Fire-protection services

Law courts

Prisons

R&D public order and safety

Public order and safety n.e.c.
Economic affairs

General economic, commercial and labour affairs
Agriculture, forestry, fishing and hunting
Fuel and energy

Mining, manufacturing and construction
Transport

Communication

Other industries

R&D economic affairs

Economic affairs n.e.c.
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Table F.1. First and second-level COFOG (cont.)

Environmental protection

Waste management

Wastewater management

Pollution abatement

Protection of biodiversity and landscape
R&D environmental protection
Environmental protection n.e.c.
Housing and community amenities
Housing development

Community development

Water supply

Street lighting

R&D housing and community amenities
Housing and community amenities n.e.c.
Health

Medical products, appliances and equipment
Outpatient services

Hospital services

Public health services

R&D health

Health n.e.c.

Recreation, culture and religion
Recreational and sporting services
Cultural services

Broadcasting and publishing services
Religious and other community services
R&D recreation, culture and religion
Recreation, culture and religion n.e.c.
Education

Pre-primary and primary education
Secondary education

Post-secondary non-tertiary education
Tertiary education

Education not definable by level
Subsidiary services to education

R&D education

Education n.e.c.

Social protection

Sickness and disability

Old-age

Survivor's

Family and children

Unemployment

Housing

Social exclusion n.e.c.

R&D social protection

Social protection n.e.c.

Note: n.e.c = not elsewhere classified.

Source: OECD (2011), Government at a Glance 2011, OECD Publishing, doi: 10.1787/gov_glance-2011-en.
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Table F.2. General public services

01.1 Executive and legislative organs, financial and fiscal affairs, external affairs
01.11 Executive and legislative organs
Administration, operation or support of executive and legislative organs.
01.12 Financial and fiscal affairs

Administration of financial and fiscal affairs and services; management of public funds and public debt; operation of taxation schemes;
operation of the Treasury or Ministry of Finance, the budget office, the inland revenue agency, the customs authorities, the accounting and
auditing services; production and dissemination of general information, technical documentation and statistics on financial and fiscal affairs
and services.

01.13 External affairs

Administration of external affairs and services; operation of the Ministry of External Affairs and diplomatic and consular missions stationed
abroad or at offices of international organisations; operation or support of information and cultural services for distribution beyond national
boundaries; operation or support of libraries, reading rooms and reference services located abroad; regular subscriptions and special
contributions to meet general operating expenses of international organisations.

01.2 Foreign economic aid
01.21 Economic aid to developing countries and countries in transition

Administration of economic co-operation with developing countries and countries in transition; operation of economic aid missions accredited
to foreign governments; operation or support of technical assistance programmes, training programmes and fellowship and scholarship
schemes; economic aid in the form of grants (in cash or in kind) or loans (regardless of interest charged).

01.22 Economic aid routed through international organisations

Administration of economic aid routed through international organisations; contributions in cash or in kind to economic development funds
administered by international, regional or other multinational organisations.

01.3 General services

This group covers services that are not connected with a specific function and which are usually undertaken by central offices at the various
levels of government. It also covers those services connected with a particular function that are undertaken by such central offices. For
example, the compilation of industry, environment, health or education statistics by a central statistical agency is included here.

01.31 General personnel services

Administration and operation of general personnel services, including development and implementation of general personnel policies and
procedures covering selection, promotion, rating methods, the description, evaluation and classification of jobs, the administration of civil
service regulations and similar matters.

01.32 Overall planning and statistical services

Administration and operation of overall economic and social planning services and of overall statistical services, including formulation,
co-ordination and monitoring of overall economic and social plans and programmes and of overall statistical plans and programmes.

01.33 Other general services

Administration and operation of other general services such as centralised supply and purchasing services, maintenance and storage of
government records and archives, operation of government-owned or occupied buildings, central motor vehicle pools, government operated
printing offices, centralised computer and data processing services, etc.

01.4 Basic research

Basic research is experimental or theoretical work undertaken primarily to acquire new knowledge of the underlying foundations of
phenomena and observable facts, without any particular application or use in view.

Administration and operation of government agencies engaged in basic research; grants, loans or subsidies to support basic research
undertaken by non-government bodies such as research institutes and universities.

01.5 R&D general public services

Applied research is original investigation undertaken in order to acquire new knowledge, but directed primarily towards a specific practical
aim or objective. Experimental development is systematic work, drawing on existing knowledge gained from research and practical
experience that is directed to producing new materials, products and devices; to installing new processes, systems and services; or to
improving substantially those already produced or installed.

Administration and operation of government agencies engaged in applied research and experimental development related to general public
services; grants, loans or subsidies to support applied research and experimental development related to general public services undertaken
by non-governmental bodies such as research institutes and universities.

01.6 General public services n.e.c.
01.60 General public services n.e.c.

Administration, operation or support of general public services such as registration of voters, holding of elections and referendums,
administration of non self-governing and trust territories, etc.

01.7 Public debt transactions
Interest payments and outlays for underwriting and floating government loans.
01.8 Transfers of a general character between different levels of government
Transfers between different levels of government that are of a general character and not allocated to a particular function.
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Table F.3. Social protection

10. Social protection
Government outlays on social protection include expenditures on services and transfers provided to individual persons and households and
expenditures on services provided on a collective basis.
Collective social protection services are concerned with matters such as formulation and administration of government policy; formulation
and enforcement of legislation and standards for providing social protection; and applied research and experimental development into social
protection affairs and services.

10.1 Sickness and disability

10.11 Sickness

Provision of social protection in the form of cash benefits or benefits in-kind that replace in whole or in part loss of earnings during a
temporary inability to work due to sickness or injury; administration, operation or support of such social protection schemes; cash benefits,
such as flat-rate or earnings-related sick leave payments, miscellaneous payments provided to help persons temporarily unable to work due
to sickness or injury; benefits in-kind, such as assistance with daily tasks provided to persons temporarily unable to work due to sickness or
injury (home help, transport facilities, etc.).

10.12 Disability

Provision of social protection in the form of cash benefits or benefits in-kind to persons who are fully or partially unable to engage in
economic activity or lead a normal life due to a physical or mental impairment that is either permanent or likely to persist beyond a minimum
prescribed period; administration, operation or support of such social protection schemes; cash benefits, such as disability pensions paid to
persons below the standard retirement age who encounter a disability which impairs their ability to work, early retirement benefits paid to
older workers who retire before reaching the standard retirement age due to reduced capacity to work, care allowances, allowances paid to
disabled persons undertaking work adapted to their condition or undergoing vocational training, other periodic or lump-sum payments paid to
disabled persons for social protection reasons; benefits in-kind, such as lodging and possibly board provided to disabled persons in
appropriate establishments, assistance provided to disabled persons to help them with daily tasks (home help, transport facilities, etc.),
allowances paid to the person who looks after the disabled person, vocational and other training provided to further the occupational and
social rehabilitation of disabled persons, miscellaneous services and goods provided to disabled persons to enable them to participate in
leisure and cultural activities or to travel or to participate in community life.

10.2 Old age

Provision of social protection in the form of cash benefits and benefits in-kind against the risks linked to old-age (loss of income, inadequate
income, lack of independence in carrying out daily tasks, reduced participation in social and community life, etc.); administration, operation
or support of such social protection schemes; cash benefits, such as old-age pensions paid to persons on reaching the standard retirement
age, anticipated old-age pensions paid to older workers who retire before the standard retirement age, partial retirement pensions paid
either before or after the standard retirement age to older workers who continue working but reduce their working hours, care allowances,
other periodic or lump-sum payments paid upon retirement or on account of old-age; benefits in-kind, such as lodging and sometimes board
provided to elderly persons either in specialised institutions or staying with families in appropriate establishments, assistance provided to
elderly persons to help them with daily tasks (home help, transport facilities, etc.), allowances paid to the person who looks after an elderly
person, miscellaneous services and goods provided to elderly persons to enable them to participate in leisure and cultural activities or to
travel or to participate in community life.

10.3 Survivors

Provision of social protection in the form of cash benefits and benefits in-kind to persons who are survivors of a deceased person (such as
the person’s spouse, ex-spouse, children, grandchildren, parents or other relatives); administration, operation or support of such social
protection schemes; cash benefits, such as survivor's pensions, death grants, other periodic or lump-sum payments to survivors; benefits
in-kind, such as payments towards funeral expenses, miscellaneous services and goods provided to survivors to enable them to participate
in community life.

10.4 Family and children
Provision of social protection in the form of cash benefits and benefits in-kind to households with dependent children; administration,
operation or support of such social protection schemes; cash benefits, such as maternity allowances, birth grants, parental leave benefits,
family or child allowances, other periodic or lump-sum payments to support households and help them meet the costs of specific needs (for
example, those of the lone parent families or families with handicapped children); benefits in-kind, such as shelter and board provided to
pre-school children during the day or part of the day, financial assistance towards payment of a nurse to look after children during the day,
shelter and board provided to children and families on a permanent basis (orphanages, foster families, etc.), goods and services provided at
home to children or to those who care for them, miscellaneous services and goods provided to families, young people or children (holiday
and leisure centres).
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Table F.3. Social protection (cont.)

10.5 Unemployment
Provision of social protection in the form of cash benefits and benefits in-kind to persons who are capable of work, available for work but are
unable to find suitable employment; administration, operation or support of such social protection schemes; cash benefits, such as full and
partial unemployment benefits, early retirement benefits paid to older workers who retire before reaching the standard retirement age due to
unemployment or job reduction caused by economic measures, allowances to targeted groups in the labour force who take part in training
schemes intended to develop their potential for employment, redundancy compensation, other periodic or lump-sum payments to the
unemployed, particularly the long-term unemployed; benefits in-kind, such as mobility and resettlement payments, vocational training
provided to persons without a job or retraining provided to persons at risk of losing their job, accommodation, food or clothes provided to
unemployed persons and their families.

10.6 Housing
Provision of social protection in the form of benefits in-kind to help households meet the cost of housing (recipients of these benefits are
means-tested); administration, operation or support of such social protection schemes; benefits in-kind, such as payments made on a
temporary or long-term basis to help tenants with rent costs, payments to alleviate the current housing costs of owner-occupiers (that is to
help with paying mortgages or interest), provision of low-cost or social housing.

10.7 Social exclusion n.e.c.

Provision of social protection in the form of cash benefits and benefits in-kind to persons who are socially excluded or at risk of social
exclusion (such as persons who are destitute, low-income earners, immigrants, indigenous people, refugees, alcohol and substance
abusers, victims of criminal violence, etc.); administration and operation of such social protection schemes; cash benefits, such as income
support and other cash payments to the destitute and vulnerable persons to help alleviate poverty or assist in difficult situations; benefits
in-kind, such as short-term and long-term shelter and board provided to destitute and vulnerable persons, rehabilitation of alcohol and
substance abusers, services and goods to help vulnerable persons such as counselling, day shelter, help with carrying out daily tasks, food,
clothing, fuel, etc.
10.8 R&D social protection
Definitions of basic research, applied research and experimental development are given under (01.4) and (01.5).
Administration and operation of government agencies engaged in applied research and experimental development related to social

protection; grants, loans and subsidies to support applied research and experimental development related to social protection undertaken by
non-governmental bodies such as research institutes and universities.
10.9 Social protection n.e.c.

Administration, operation or support of activities such as formulation, administration, co-ordination and monitoring of overall social protection
policies, plans, programmes and budgets; preparation and enforcement of legislation and standards for the provision of social protection;
production and dissemination of general information, technical documentation and statistics on social protection. Includes: provision of social
protection in the form of cash benefits and benefits in-kind to victims of fires, floods, earthquakes and other peacetime disasters; purchase
and storage of food, equipment and other supplies for emergency use in the case of peacetime disasters; other social protection affairs and
services that cannot be assigned to (10.1), (10.2), (10.3), (10.4), (10.5), (10.6), (10.7) or (10.8).

Methodological note

The analysis uses unweighted averages, which is the arithmetic average of euro area
countries’ spending ratios. An alternative measure would use weighted averages, which is
the ratio of the sum of member countries’ spending. The degree of variation across
countries on COFOG functions can entail some differences in the two averages.

In fact, weighted and unweighted averages for the euro area are essentially the same
for most COFOG functions. The most significant difference is on social protection where
the weighted average for the euro area is above the unweighted average by more than
2 percentage points, possibly due to significant variations across countries on social
protection spending. Greece’s spending is thus 2 percentage points below the weighted
average for the euro area (see below).
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Figure F.9. Structure of general government expenditures by function
as a share of GDP (weighted average), 2010

B Greece mEuroarea
25%

20%

15%

Share of GDP

10%

5%

x®

Note: General public services include executive and legislative organs, financial and fiscal affairs, external
affairs, foreign economic aid, general services, basic research, R&D general public services, public debt
transactions (including interest payments), transfers of a general character between different levels of
government. Economic affairs include general economic, commercial and labour affairs, agriculture, forestry,
fishing and hunting, fuel and energy, manufacturing and construction, transport and communication. Social
protection includes expenditures on services and transfers to individual persons and households as well as
services provided on a collective basis; services include sickness and disability, old-age, survivor’s, family and
children, unemployment, housing, social exclusion. See Table F.1 for a complete list of the sub-groups for each
function.

Source: OECD National Accounts Database (2012), doi: 10.1787/na-data-en.

Notes

1. On the basis of the COFOG functions, spending on social protection and health
accounted for 25.4% of GDP, approximately 4.7 percentage points above spending on
social benefits. Both classifications include cash and in-kind benefits, but the COFOG
classification includes also administrative costs that are not included in the
classification by economic category and might help explain this discrepancy.

2. The figure would fall to 15% if total labour force instead of total employment is
considered.
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Annex G
Design and implementation
of means testing for social protection

Overall picture

This annex assesses the benefits and disadvantages of means testing social protection
programmes. It also sets out the key considerations to guide the design of a new system.
For this, it draws on data and information on unemployment assistance and
employment-conditional benefits collected by the OECD for the OECD Indicators of
Benefits and Wages (www.oecd.org/els/social/workincentives), as well as evaluations of
means-tested programme implementation conducted by OECD member countries. It also
highlights sources of additional information and analysis. Transition issues (transition
costs, how long it would take to move to this new approach, and the financial and other
possible consequences of such a move) are not addressed, but would also need to be taken
into account.

The analysis finds that the benefits of means testing are significant and can be
expected to outweigh the advantages of universal benefits. Means testing can be expected
to cost less overall than universal benefits, allowing benefits to be targeted to those truly
in need. Spending on means-tested transfers can be expected to be more redistributive
than other transfers. However, administrative costs can be high compared to universal
benefits. Appropriate design can reduce these costs and increase net benefits for society.

The practical application of means testing is likewise more demanding as reliable and
timely information on applicants’ income and assets is paramount. There is no single
“best” approach, but again, careful design can minimise the issues, and the use of IT can
also help. The social and fiscal returns on social protection are maximised by avoiding a
“one size fits all” for the design of means-tested programmes.

The key design parameters for an effective and efficient means-tested social
protection system are: at what level, individual or household, the income is considered;
which kind of income is taken into consideration; how is the information on income
obtained and updated; and in which way are benefits withdrawn as income increase.
Given the current Greek context and public administration challenges, Greece will need
significant support from experts in the international community (for example, from other
EU member countries with experience of such reforms) to design a robust new system,
and to manage a transition to full means testing.

Means testing and universal benefits: What is best?
Means testing overall can be expected to cost less than universal benefits (Box G.1).
Means testing allows the targeting of benefits to those truly in need, there is a higher net

benefit to society and it provides stronger support for social cohesion. It is, however,
more demanding in terms of the public administration and its competences and capacities.
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Box G.1. Fiscal implications of means testing

The fiscal savings from the application of means testing can be very significant. For
example, in the United Kingdom, where means-tested social benefits accounted for 2.7% of
GDP in 2005 (compared to an OECD average of 1.5% of GDP),' beneficiaries of the
means-tested Working Tax Credit received, on average, GBP 3 173 per year in 2011. If this
amount were provided universally, the cost would have been more than 16 times the current
expenditure. The UK government estimates that spending on means-tested transfers is more
redistributive than other transfers, with possible additional social welfare benefits estimated at
GBP 0.75 for every pound spent.

Compared to universal benefits, means testing can entail greater administrative (running)
costs. In the Netherlands, the government estimated that the administrative costs of means-tested
social insurance accounted for 8% of total expenditure in 2000 (compared 4% of total
expenditure of non means-tested social insurance). In the United Kingdom, the Department for
Work and Pensions estimates that maintaining existing claims for Pension Credit cost GBP 47
per claim in 2010-11, compared to GBP 17 for the non means-tested State Pension. Appropriate
design can reduce these costs.

Note: 1. The United Kingdom is the country that provides most social benefits (in terms of share of GDP)
through means-tested programmes in the European Union.

Source: National Audit Office (2011), “Means Testing”, report by the Comptroller and Auditor General,
HC1464, Session 2010-2012, National Audit Office, London; Van Oorshot, W. (2002), “Targeting
Welfare: On the Functions and Dysfunctions of Means-Testing in Social Policy”, in P. Townsend and
D. Gordon (eds.), World Poverty: New Policies to Defeat an Old Enemy, The Policy Press, Bristol,
United Kingdom.

Designing a social welfare system based on means testing: Key considerations

OECD member countries have chosen different design features depending on fiscal
constraints, implementation capacity and programme objectives. An example of a new
system is currently being phased in in the United Kingdom. Greek policy makers will
need to evaluate carefully:

e At what level, individual or household, is the income considered?

e  Which kind of income is taken into consideration?

e How is the information on income obtained and updated? And,

e In which way are the benefits withdrawn as income increases?

Different options for each of these features entail different levels of complexity and a
trade-off between administrative costs and programme effectiveness (Table G.1).
Whose means?

Means testing can be based on individual means or on combined means of couples,
families or households. Taking into consideration the means of the entire household can
help target support to families in which all members are poor. However, evaluating
household income can be complex and can lead to higher administrative costs and greater
opportunities for fraud and error. An additional layer of complexity is added by the
definition of household and family. Including only formal relationships, e.g. parents and
children or married couples, will make targeting easier since official records already
exist, but might exclude households that exist de facto if not de jure.
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Table G.1. Design features and options for means testing

Simpler More complex
Whose means? Individual only Formal household or Informal household or
family relationship family relationship
Which means? Employment Employment income Disposable income
income and capital
How to obtain Taken from Based on established Separate verification
information? other benefits system of means
How to withdraw  Simple threshold Smooth phasing out Phasing out combined
benefits? of individual benefit with other benefits

Source: National Audit Office (2011), “Means Testing”, report by the Comptroller and Auditor General,
HC1464, Session 2010-2012, National Audit Office, London.

Most OECD and EU countries rely on family income to test means for unemployment
assistance. Ninety percent of the means-tested unemployment assistance under
implementation in 2010 used family income rather than individual income. Programmes
that tend to target more directly individual effort might rely to a great extent on individual
income. Half of the employment-conditional benefits under implementation in 2010 used
individual income (Figure G.1).

Figure G.1. Use of family and individual income for means testing (2010)

m Family B Individual
100%
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0%

Unemploymentassistance Employment-conditional benefit

Note: See Tables G.3 and G.4 for details on the programmes.

Source: OECD Benefits and Wages: OECD Indicators, www.oecd.org/els/social/workincentives.
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Which means?

Households can have different and variable financial means, including earned
income, savings and property. Means tests can be designed to include all these means to
ensure that benefits go to the neediest families, or only some of them. In 2010, of the
14 OECD and EU countries with means-tested unemployment assistance, 6 considered
both earned income and assets, while the remaining 8 took into consideration only earned
income (Table G.3).

The type and the value of the assets can also be modulated depending on the type of
programme. For example, in the United Kingdom, owner-occupied property is, in
general, excluded from the assets which are taken into consideration in the test, with the
exception of the personal social services for older people. The choice of the assets to
include helps target more carefully the beneficiaries of a specific programme. It is usually
complemented by a disregard limit, a threshold below which the value of the assets is not
taken into consideration. The lower the disregard limit, the more targeted the programme
tends to be (Table G.2).

Table G.2. Capital conditions for selected means-tested benefits in the United Kingdom

Programme Savings and capital Disregard limit (GBP)

Housing Benefit Owner-occupied property excluded 6000
Child tax credit Not a condition of entitliement -

Income support Owner-occupied property excluded 6000
Pension credit Owner-occupied property excluded 10 000
Working tax credit Not a condition of entitlement -

Personal social services for older people  Owner-occupied property included 14 250
Council Tax Benefit Owner-occupied property excluded 6 000
Jobseeker's Allowance (income-based)  Owner-occupied property excluded 6000
Legal aid Owner-occupied property included 3000
Carer’s Allowance Not a condition of entitlement -

Source: National Audit Office (2011), “Means Testing”, report by the Comptroller and Auditor General,
HC1464, Session 2010-2012, National Audit Office, London.

How to obtain information?

Reliable and timely information on applicants’ income and assets is paramount. If a
beneficiary already receives a means-tested benefit, the information collected for that
benefit can be used for other programmes. Alternatively, the information can be based on
existing records, like tax returns. In addition, each ministry or agency responsible for the
benefit can assess the beneficiary’s statement of income and assets. There is no single
approach, and even within one country, different ministries and agencies can rely on
different approaches, depending on the type of programme, the information that is already
available and the degree to which implementing agencies already interact with applicants
for other matters.

In the United Kingdom, the Department for Work and Pensions relies on interviews
to determine eligibility for means-tested Jobseeker’s Allowance and Income Support. The
HM Revenue & Customs, on the other hand, relies on claimant estimates of income and
assets and assesses overpayments and underpayments at the end of the tax year on the
basis of tax declarations.
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In the United States, a number of means-tested programmes require applicants to visit
the office responsible for the programme’s administration to establish and maintain
eligibility. Offices responsible for administering the Special Supplemental Nutrition
Programme for Women, Infants and Children (WIC); the Temporary Assistance for
Needy Families (TANF); and the Food Stamp Programme require face-to-face interviews
to determine eligibility. Interviews can help minimise the risk of fraud and errors. At the
same time, they put heavier demands on implementing offices and agencies. In addition,
the higher the requirements imposed upon applicants, the higher the risk that potential
beneficiaries might be discouraged to take-up benefit, thus weakening the effectiveness of
the programme.

Use of IT can help address these challenges. For example, web-based or partially
web-based applications can automatically check that all required fields are completed
before an application is submitted for review. Moreover, having the option of an online
application can increase access to those who are eligible for benefits but who may have
difficulty physically getting to programme offices. Categorical eligibility can also
minimise information and data collection. If one claimant is found eligible for
one programme, that person can be automatically eligible for other less-stringent
programmes. This will, however, require a certain degree of integration and information
sharing across programmes.

How to withdraw benefits?

Benefits can be withdrawn abruptly once income or assets are above a certain level or
smoothly as income increases. Faster withdrawal of benefits can reduce public spending.
However, it can create disincentives to work and save. Also, a smoother phase-out rate
will require greater controls and more frequent revisions of benefits. There is a clear
trade-off between programme costs, including administrative costs, and work incentives.

Phase-out rates measure the rate at which benefits are withdrawn. The lower the
phase-out rate is, the greater the increase in net income and the stronger the work
incentives. For employment-conditional benefits, the phase-out rate varies significantly
across countries (Figure G.2). The rate at which benefits are withdrawn is relatively steep
in Ireland and Austria (60% and 50%) and very smooth in the Netherlands (1.25%), with
5 programmes in the 10-20% phase-out rate range. Fiscal constraints, administrative
capacity, as well as preferences for stronger (or weaker) incentives to work and save are
factors that will need to be carefully assessed to determine phase-out rates.

United Kingdom “universal” means-tested benefit

The United Kingdom is transitioning towards a universal means-tested benefit. The
United Kingdom, however, represents a mature system which has developed and
reformed in stages. The Universal Credit reform set out below is the most recent stage in
this evolution. It does not necessarily represent the best pathway for other countries.

Key features of the United Kingdom’s Universal Credit

The Universal Credit will provide a basic amount similar to the current Jobseeker’s
Allowance, the unemployment benefit scheme, plus additional amounts for disability,
caring responsibilities, housing and children. It will replace most means-tested support
with the exception of the Council Tax Benefit. Specifically, it will provide benefits that
are currently provided through the Housing Benefit, the child tax credit and working tax
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credit, Income Support, means-tested Jobseeker’s Allowance, means-tested Employment
and Support Allowance. The Universal Credit is expected to be applied to new claims in
October 2013 and be phased in for existing benefits and tax credit recipients.

Figure G.2. Phase-out rates across employment-conditional benefits (2010)
70%
60%
50%
40%

30%
20%
Iilnns
., H m
N Q N N S 3\0‘0

o
R

Notes: 1.50% of maximum rate in phase-out band. 2. Going down to 18%. 3. After social security
contributions (and second rate of 5.1% for some types of families). 4. Without children; 16% with one child,
21% with 2 or 3 children.

Source: OECD Benefits and Wages: OECD Indicators, www.oecd.org/els/social/workincentives.

The 2012 proposed Universal Credit Regulation sets out eligibility, capital and
income requirements. Specifically, it creates four categories of age-related allowances
(single, aged less than 25; single, aged 25 or more; couple where both members are aged
less than 25; couples where at least one is aged more than 25) and adds to these
allowances elements (housing, children, etc.). For certain provisions, e.g. capital to be
included in the assessment of means, it builds on rules for existing programmes. For the
definition of earnings, it will rely on the HM Revenue & Customs Real Time
Information.

The amount of Universal Credit received is designed to reflect, as closely as possible,
the circumstances of a household each month. Earnings will be based on the actual
amounts received in an assessment period (the Department for Work and Pensions is
working with HM Revenue & Customs to fully understand the extent to which tax coding
adjustments could influence Universal Credit awards).

The Department for Work and Pensions administers almost all of the means-tested
programmes to be replaced by the Universal Credit with the exception of the Working
and child tax credits, which are administered by HM Revenue & Customs. This entails,
among others, processing new and existing claims, drafting regulations, monitoring and
assessing implementation.
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Glossary

Administrative data Data collected by the OECD from the administrative records
of Greek authorities (for example, data on beneficiaries) to
support the analysis underlying the findings and
recommendations of this report.

Beneficiary An individual who is entitled to a benefit. The beneficiaries
covered by this report are defined in terms of the programmes
covered by the report (see Annex E). For example, some
programmes target families as beneficiaries. Each
programme covered by the report incorporates a specific
definition of the beneficiaries.

Cash vs. in-kind vs. Benefits can be provided in cash (direct payments which can

tax breaks be used freely), or in-kind. Benefits in-kind comprise direct
access to social services (such as childcare, long-term care
for the elderly or health services) or payments made to cover
the charges of specific services or needs (such as housing
benefits). Tax breaks with a social purpose can be considered
social benefits (e.g. tax expenditures towards families with
children or favourable tax treatment of contributions to
private health plans). This report focuses on cash benefits.

Categorical vs. Social benefits can be distinguished by the category of social
non-categorical risk that they cover, which are in four main areas:

e Demographic risk (old-age and survivor’s benefits which
are paid to widows and orphans).

e Health status (sickness, maternity and disability benefits).

e (Caring responsibilities (benefits for parental leave, lone
parents and those caring for invalid relatives).

e Unemployment (benefits for people who are available for
work but have not been able to find work).

The benefit levels, benefit administration and associated
services, etc. are often adapted to the specific needs of each
category. In this case, benefits are termed “categorical”, and
require proof of the social risk: to qualify for old-age
benefits, evidence that the claimant is in the category “old
age” must be presented: to quality for sickness benefits,
evidence that the claimant is sick must be presented, etc.
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Many countries have a last “category” of social assistance
benefit which is conditional on need (it may be called a
minimum income benefit) and not restricted to a particular
social risk, among those listed above. Here these are called
“non-categorical social assistance” (NCSA) benefits. The
basic legislation defining NCSA benefits nearly always
requires people who are able to support themselves, through
work or otherwise, to do so. At the level of practical
administration, claimants of NCSA benefits are managed by
caseworkers (or ‘“social workers”) who require some
claimants to be available for work and exempt others from
this requirement (typically because they are assessed as
falling into one of the other social risk categories described
above).

Contributory benefits  Benefits are conditional on past contributions.

Disability benefits Benefits paid to individuals who are limited in the kind or
amount of activities that they can perform due to a long-term
physical condition, mental condition or health problem.

EUROMOD Tax benefit simulation model covering EU countries,
allowing for calculations of the effects of taxes and benefits
on household income and work incentives. The model has
been developed by researchers at the Institute for Social and
Economic Research at the University of Essex and the
Institute for Advanced Studies in Vienna, with the support of
the European Commission.

Incapacity benefits Disability benefits and sickness benefits.
Income replacement “Income-replacement” benefits include only those which are
vs. supplements not normally paid to people who are in full-time work, in

contrast to child allowances, housing benefits or in-work
benefits, for example. The latter are called “supplements”
because they typically top-up other sources of income (either
a main income replacement benefit or some earned income).

Insurance vs. Insurance benefits (also called contributory benefits) are

assistance conditional on a record of past contributions to an insurance
scheme. They are financed primarily through contributions.
No income threshold is usually considered for eligibility.

Assistance benefits (also called means-tested benefits) are
conditional on current income falling below a certain level
(the “means test”). No record of past contributions to scheme
is requested for eligibility. They are financed primarily
through general taxation.

A few benefits are conditional both on past contributions and
on a means test (e.g. an unemployment allowance paid only
to unemployed people with no resources and having
exhausted their rights to unemployment insurance). A few
benefits can also be non-contributory and not means-tested
(“universal” benefits paid under some circumstances,
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e.g. some child benefits). In principle, pensions can be either
insurance- or assistance-based.

Long-term Unemployed for duration of at least 12 months (ILO
unemployed definition).

Marginal Effective The fraction of any additional earnings that is taken out by
Tax Rate (METR) the combined effect of taxes and social contributions.

METR =1 — (change in NET/change in GROSS). METRs
are computed for an earnings change of 1% of AW (average
wage).

Means-tested benefits  Benefits which are conditional on current income falling
below a defined threshold (the “means test”).

Net replacement rate ~ For pensioners, this is the pension as a percentage of net
pre-retirement earning, taking account of personal income
taxes and social security contributions. For the unemployed,
this is unemployment benefit as a percentage of net earnings
when in work, taking account of personal income taxes and
social security contributions.

Overlapping Situation where multiple institutions or benefits provide the
same service or cover the same needs. Overlapping creates
duplication of structures, inefficient use of resources and
opportunities for fraud and mismanagement.

Pensions A pension is a special kind of income-replacement benefit. It
is a regular payment made to people retired from the labour
market for reason of age and to some widows, as well as to
disabled people or people unable to work for labour market
reasons (typically in some countries older workers unable to
find work).

Poverty rate The poverty rate is the percentage of the population that falls
below the poverty line. The poverty line uses the OECD
standard, which is 60% of the median equivalised (adjusted
for household size) disposable income before social transfers.
It is used in this report also because of the need to be
consistent with the poverty line used in the EU-SILC, which
is the reference source for indicators on poverty and social
exclusion in the EU (Regulation 1177/2003). It should be
noted that there are other possible definitions, and that the
baseline year for calculating the evolution of the poverty rate
is a critical factor in assessing the evolution of the poverty
rate (see Chapter 1).

SILC Statistics on Income and Living Conditions. The SILC
consists of a sample of about 14 000 people and notably
contains detailed information on income, health, work and
family status for individuals, as well as income, composition
and general living conditions for households in Greece.
Income data include detailed information about social
transfers at the programme level: amount received and
average number of months of receipt. Not all programmes are
listed in the SILC questionnaires but the main ones are
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included, providing useful information on the characteristics
of beneficiaries.

Social benefits The OECD defines social expenditures as: “The provision by
public and private institutions of benefits to, and financial
contributions targeted at, households and individuals in order
to provide support during circumstances which adversely
affect their welfare, provided that the provision of the
benefits and financial contributions constitutes neither a
direct payment for a particular good or service nor an
individual contract or transfer.” Since only benefits provided
by institutions are included in the social expenditure
definition, transfers between households — albeit of a social
nature, are not in the social domain.

There are two main criteria which have to be simultaneously
satisfied for an expenditure item to be classified as social:

e The benefits have to be intended to address one or more
social purposes.

e Programmes regulating the provision of benefits have to
involve either: i) inter-personal redistribution; or
ii) compulsory participation.

Social contributions Actual or imputed payments to social insurance schemes to
make provision for social insurance benefits to be paid.

Social programme See social welfare.

Social protection In the Greek context, the term refers to insurance and

assistance benefits as well as in-kind services. For the scope
of this report, see social welfare.

Social security In the Greek context, the term refers to insurance benefits.
Social solidarity In the Greek context, the term refers to assistance benefits.
Social welfare The term social welfare programme is used in this report to

refer to any baseline state or national programme payment
made to, or in respect of, any individual. Social welfare
generally encompasses a broad range of public policies and
actions to alleviate poverty and distress. It does not
distinguish between the instruments through which these
policies and actions are carried out or the way in which they
are financed (for which see the distinction between insurance
and assistance).

SOCX (OECD OECD Database for Monitoring Social Expenditure both at

SOCial eXpenditure)  the individual level and the aggregated level. The main social
policy areas are as follows: old-age, survivor’s,
incapacity-related benefits, health, family, active labour
market programmes, unemployment, housing, and other
social policy areas.

Tax Tax (OECD definition) designates any compulsory payment
to the general government that does not give access to a
benefit in proportion to the amount paid. Naturally, social
security funds are part of the general government.
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