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Greece: Structural reforms, multipliers, competitiveness 1. Structural reforms: theory and practice 2. Fiscal multipliers 3. Competitiveness and adjustment



1. Structural reforms: theory and practice Theory For several years, IMF, OECD and the European Commission have produced numerous studies to assess the impact of structural reforms on growth. They distinguish three main categories of reforms: Labour market reforms Product market reforms Reform of social protection (health, pensions) that are part of fiscal consolidation The methodology of these studies is to construct indicators meant to measure the rigidities in the labour market and the product market and to show that the less "rigid" countries perform better. So structural reforms aimed at reducing these rigidities would allow a country to improve its performances. These studies are very fragile and the IMF itself has recognized this fact. In a recent report1, it finds that "labor market regulation is not found to have statistically significant effects on total factor productivity". It refers to "difficulty in measuring the degree of labor market flexibility across countries" and this admission undermines the abundant literature that posits instead that their indicators correctly measure the flexibility (or rigidity ) of labour markets. Notwithstanding, the IMF says in the same document that: “Severe financial crises, which tend to be followed by long and deep recession, may lead to a permanent decline in the level of potential output by increasing structural unemployment (…). This is particularly the case for economies with rigid labour market institutions”. To back up this latter assertion, the IMF refers to papers that say2 that labour market reforms can lower unemployment.



1



“Where are we headed? Perspectives on potential output”, IMF, World Economic Outlook April 2015, chapter 3, p.37. 2 Bernal-Verdugo L., Furceri D., Guillaume D., “Crises, Labour Market Policy, and Unemployment”, IMF Working Paper 12/65, 2012, also published as: “Banking Crises, Labour Reforms, and Unemployment”, Journal of Comparative Economics, Vol.41, 2013; “Labour Market Flexibility and Unemployment: New Empirical Evidence of Static and Dynamic Effects”, IMF Working Paper 12/64, 2012, also published in: Comparative Economic Studies, 2012, Vol. 54 (2).
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This thesis that large-scale reforms of labour market institutions towards flexibility may help reduce unemployment has been questioned by different studies. A first study, from ILO3, examines the reliability of the data and of the methodology used in these papers. It reports serious flaws both in the data and in their methodology which “does not capture actual reform processes and ignores the scope and the size of the reforms”. The conclusion is that “taken together, our findings call into question most of the empirical results of these papers and policy advice based on them”. Another study4 dissects the results of the IMF and demonstrates that there is only one labour market institution that is still showing a statistically significant link with unemployment: coordination of wage bargaining. In other words, the more trade unions and employer organisations are able to coordinate the process of wage bargaining over different sectors and companies, the lower unemployment tends to be. As Ronald Janssen, an economist at ETUC, notes5: “The latter finding is ironic. By systematically pushing for single employer/companybased negotiations, thereby undermining multi-employer wage bargaining systems that are capable of organising such a coordination process, the IMF and the European institutions have been attacking the single labour market institution that, according to this and similar research, is able to reduce unemployment » This interpretation is of course favoured in the case of Greece, where the indicators of “rigidity” are particularly high. The studies seek to quantify the impact of these rigidities on the magnitude of the crisis and the high potential of structural reforms. The European Commission attributes to these rigidities a major part of the gap with the weighted average of the three highest GDP per capita ratios in the euro area in 2012 (Luxemburg, Austria, and the Netherlands): "The aggregate effect of these reform scenarios can account for about 78% of gap in Greece, 87% in Italy, 99% in Spain, and 67% in Portugal6”. Here is an example of this literature taken from an IMF document7. The starting point is the observation that: “Greece entered the crisis with an overburden of regulation” and that “Greece’s labor market regulations were rigid and tended to protect insiders”. This is why “rigidities in Greece’s product and labor markets have increased the cost of adjustment to large pre-crisis economic imbalances”. But “simulations from a calibrated model of the Greek economy confirm that reforms to these markets can play a significant role in stemming output losses and supporting the recovery”. Still, there is an important qualification based on a distinction between short run and long run. In the long run, “product and labor market reforms can have positive effects on growth, employment, and productivity” but, in the short run, “the impact is smaller because of adjustment costs”. These remarks are in line with the “theoretical results [that] point to benefits from structural reforms, but indicate that they may not materialize immediately”.
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Mariya Aleksynska, “Deregulating labour markets: How robust is the analysis of recent IMF working papers?”, ILO, 2014. 4 Sabina Avdagic and Paola Salardi, “Tenuous link: labour market institutions and unemployment”, Socio-Economic Review (2013) 11. 5 Ronald Janssen, “Labour Market Deregulation and Productivity: IMF Finds No Link”, Social Europe Journal, 15 April 2015. 6 “Growth Effects of Structural Reforms in Southern Europe”, European Commission, Economic Papers 511, December 2013. 7 IMF, “Greece. Selected issues”, IMF Country Report n°13/155, May 2013.



2



Practice These studies and reports do not seem to take into account the fact that significant structural reforms (as defined by international institutions) were implemented in Greece. This is well shown by the table of structural conditionality annexed to a IMF document8. In the same document, a chart illustrates the cumulative number and the distribution of the conditions (Chart 1.1) and another shows that most of these conditions have been met (Chart 1.2). Chart 1.1 Cumulative Number of Conditions by Review



Source: IMF staff estimates.



Chart 1.2 Share of Structural Benchmarks Met



Cumulative number of structural benchmarks met out of structural benchmarks due in the quarter (percent). Source: IMF staff estimates.



The report underlines that “to improve competitiveness, the program initiated a comprehensive agenda of structural reforms that included reducing public sector wages; liberalizing wagesetting and loosening employment restrictions in the private sector; improving the business environment by cutting red tape; and reducing barriers to entry and market distortions in protected industries”. Another chart shows the fall in wages, both in the private sector and in the public sector, and the sharp rise in unemployment (chart 1.3). But this is still not enough: “labor market reforms were not initially deep enough to tackle entrenched labor market inflexibility”. Chart 1.3 Gross Wages and Salaries



2000=100. Sources: Elstat; Eurostat; IMF staff calculations



Chart 1.4 Responsiveness to OECD structural reforms



Source: OECD, Economic Survey. Greece, 2013
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IMF, “Greece. Ex post Evaluation of Exceptional Access Under the 2010 Stand-by Arrangement”, June 2013, p.44,. The table 3 can be consulted here.
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The OECD regularly makes recommendations in its publication Going for Growth and it finds that: “Impressive progress has been achieved in reforming labour and product markets since the beginning of the crisis, albeit from a low starting point. Since 2009-10, Greece has the highest OECD rate of responsiveness to structural reforms recommended in the Going for Growth publication9” (Chart 1.4). Regarding the labour market, the OECD recalls the welcomed reforms undertaken by the Greek government: “The authorities therefore stepped up the pace of labour market reform at end-2011 in four directions: i) decentralising the wage bargaining system; ii) softening employment protection (EPL); iii) reducing the minimum wage; and iv) increasing working time flexibility”. And the OECD emphasizes the good results obtained: “These reforms are now changing labour market behaviour. Labour costs have fallen sharply since end-2011 and flexible working arrangements have become more common, with an increased share of part-time and intermittent employment (....) The softening of employment protection legislation has been more pronounced than in other OECD countries since 2008, except in Portugal, and is now close to the OECD average for permanent jobs (…) Although the labour market has continued to deteriorate as the economy has shrunk, the decline in employment has slowed since mid2012”. These findings probably help to better understand the real objectives of labour market reforms: lower wages, easier redundancies, labour flexibility and casualisation. The pension reform is another example. In its evaluation in June 201310, the IMF congratulates Greece for its pension reform, “one of the main achievements of the program”. The reform was “essential to restoring the sustainability of the pension system a significant achievement” that “tackled multiple deficiencies to bring about a sustainable long-term pension profile”. The table 1.1 below illustrates the scope of the reform. Table 1.1 Pension System Parameters Reform elements Accrual rate Replacement rate Retirement age Early retirement age Pensions base calculation Indexation of pensions Annual deficit in 2060



Before Reform 2-3% 70% 60 
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