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THE WELFARE STATE IN GREECE

by John Nic. Yfantopoulos

Professor, University of Athens

With the new enlargement the social situation in the European Union
has changed dramatically and new challenges for social policy de-
velopments have been generated. Enlargement has raised the Eu-
ropean Population reaching the level of more than 451 million Eu-
ropean citizens but the GDP increased was only by 4.5%. The social
and economic inequalities across the EU Member States are wider
and new challenges for policy developments are documented at a
National and European Level. There are large differences in living
standards and life satisfaction among the European Citizens. In the
“old” EU-15 countries around 88% of the population is satisfied with
their lives whereas only 65% of the citizens in the New Member states
report life satisfaction. The welfare reforms played a significant role
in reducing the social risks and improving life expectancy and life
satisfaction.
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Throughout the 1980s Greece had
been in the phase of regulating the
welfare system by introducing im-
portant legislative acts. After the
reestablishment of democracy in
1974, the social objectives were re-
defined and new policies were in-
troduced aiming at the expansion
of social insurance coverage, im-
proving the access to social serv-
ices, balancing regional inequali-
ties and reallocating resources to-
wards the needy and the lower in-
come classes. The objective of eq-
uity was very well expressed in
many legislative acts introduced
during the 1980s. However, despite
the good intentions of the re-
formist, neitherthe public admin-
istration machinery, nor the eco-
nomic climate was supportive for
launching large scale social re-
forms. The civil services was not
qualified enough to implement
new public management tech-
niques, and there has been a low
incentive for productive and effi-
cient utilization of public resources.
The lack of qualified public man-
agers in the civil service con-
tributed to limited absorption of the
European Structural Funds. Fur-
thermore, in the 1980s, the slug-
gish economic growth, the high
rate of inflation, combined with
mismanagement lead to increasing
public deficits and economic imbal-
ances. At the same time the govern-
ment confronted accumulated so-
cial demand for health and social
reforms. Major reforms were intro-
duced such as the establishment
of a National Health Service System
(Law Act 1397 in 1983), but these
reforms were not accompanied by
the necessary public management
steps in order to ensure an efficient
implementation of the stated ob-
jectives.
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The 1990s brought a new era of
skepticism and rethinking of social
objectives. Equity was reconsid-
ered by taking into account effi-
ciency, effectiveness economic
growth, and public satisfaction
with the anticipated reforms. The
party politics within the public
sector were critised and the
launching of several privatization
schemes were introduced. At the
same time the European Commis-
sion demanded better utilisation
of European Funds and the Govern-
ment was asked to submit propos-
als for funding supported by rigor-
ous economic feasibility studies.
Hence the period of 1990-1997 is
characterized by the introduction
of a new concept of public efficien-
cy based on a large scale monitor-
ing and evaluation of the imple-
mented reforms.

Similar developments in the social
and economic spheres have been
identified in Spain, Portugal and
Italy. In the social science literature
these developments have often
been discussed and analyzed and
because of many similarities among
these Countries we often make ref-
erence to the so called Southern Eu-
ropean Welfare Model.

In 2004 the Greek Government
signed with the European Commis-
sion the Greek National Reform Pro-
gramme (NRP) emphasizing the
key challenges faced on fiscal con-
solidation, modernization of public
administration, enhancing em-
ployment, education, innovation,
and lifelong learning. The report
calls upon Greece to ensure re-
forms in the areas of the National
Health Sector by introducing an in-
formation system allowing better
quality assessment, cost control
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and increasing use of public private
partnerships. In the area of pen-
sions important reforms are expect-
ed on early retirement, changing
the pay as you go system by intro-
ducing a second pillar, and launch-
ing more sustainable measures to
confront increasing ageing of the
population and adequacy pension
benefits.

The purpose of this paper s to dis-
cuss the evolution of the Greek
Welfare system in conjunction
with social policy developments in
the European Union.

Section 1 presents the evolution of
social expenditure in EU and
Greece. Emphasis is given to the
converging trends which have
been witnessed in Greece after
1994. Section 2 focuses on poverty
and social exclusion and analyses
the relative position of Greece
with respect to the rest of the Eu-
ropean Member States. Section 3
discuss the organizational struc-
ture of the welfare state in Greece
and provides a brief overview of
the financing and distribution of
social insurance expenditures.
Section 4 briefly presents the
health reforms and section 5 the
pension reforms. Finally section 6
critically assesses the welfare poli-
cies and reforms launched during
the period 1990-2007.

SOCIAL PROTECTION

IN EU AND GREECE

The evolution of social expenditure
in the European Union during the
last decades presents an irregular
path of development. Examining
the evolutionary process, we may
witness both expansionary and
stabilizing trends over time. Overall
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the expenditure in social protec-
tion as percentage of GDP in-
creased on the average, in all the
EU-25 Members States (see dia-
gramme 1). This increase is at-
tributed to several factors:

e To asubstantial rise in unem-
ployment benefits.

e Toan overallrise in public ex-
penditure

e To supportive trends of eco-
nomic growth.

The OECD, in its economic report,
argued that social policies should
not been implemented outside
the reality of budget constraints
and invited the Member States to:

* Redefine social priorities and
social objectives

e Re-examine the evolutionary
process of social expenditure

e Introduce more cost effective-
ness thinking in order to in-
crease efficiency

e Reallocate responsibilities and
actions from the public to the
private sector.

On the base of the above propos-
als the Governments of the Euro-
pean Union introduced several
measures to control their social
spending. The success in imple-
menting cost —effectiveness in
the social sector varies enormously
among the European states.

A comparative view of the different
paths of development of social ex-
penditure is shown in diagramme 1.

In 2003 the social protection ex-
penditure as percentage of GDP in
the EU-25 was highly diverse. Total
social spending amounted to 28
per cent of GDP in 2003. (see di-



agramme 2). ltaly, Greece and
Portugal representing the Southern
European block of countries spend
relatively less than the average EU-
25 on social protection. Luxem-
bourg, Denmark and the rest of
Northern European countries, in
comparison to Southern Member
States, devote a much higher
proportion of their GDP to social
spending. (See diagramme 2 .) So-
cial spending is heavily involved in
covering the pensions of the eld-
erly, followed by expenditure on
sickness and health care. (see di-
agramme 3). Large disparities are
observed among the EU-25 States
in the composition of social expen-
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diture. Italy and Greece are among
the EU-15 countries with the high-
est proportion of pensions to so-
cial expenditures. These dispari-
ties reflect differences in :

e Setting priorities to attain so-
cial objectives

e trends in the ageing of the
population

e levels of socio-economic devel-
opment,

e organizational structures be-
tween the welfare systems,

* unemployment rates

o effectiveness of the welfare
system to accomplish social
objectives.

Diagramme 1 The Evolution of Social Expenditure in EU-25 over the period 1996 - 2003
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Diagramme 2 Percentage of GDP devoted to Social Spending in 2003
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Diagramme 3 The Structure of Social Expenditure in the EU Member States
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The Nice Summit in December
2000, confirmed social policy as
an integral part of the overall eco-
nomic policies of the Union. How-
ever despite the good will of the
European policy makers, as much
as 17% of the European Citizens
live below the poverty line defined
as 60% of the national median in-
come. (diagramme 4).

The EU social policy model makes
extended demand for representa-
tive social indicators describing as
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much as possible the great differ-
ences in the current social situa-
tion as well as the dynamic social
trends across the EU Member
States. At the Laeken Council in
2001, a set of primary and second-
ary indicators was proposed to
measure several dimensions
poverty and social exclusion. In-
come poverty and income inequal-
ity, health disparities, educational
attainment, unemployment and
worklessness were among the
proposed indicators. Those who
are “at risk of poverty” are defined
in purely relative terms as falling

Diagramme 4 Percentage of Persons in Poverty at 60 % Median Equivalised
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below a percentage of median in-
come. The income threshold used
to define the risk of poverty has
been fixed at 60% of the national
median disposable income per
equivalent adult. On average in
2003 according to the Eurostat
data 16% of the EC population
were at risk of poverty. Poverty
varies significantly among the
Member States ranging from 24%
in Portugal, and 21% in Greece and
Ireland, to 10% in the Netherlands
and Denmark (11%). These differ-
ences may be attributed to eco-
nomic, political and cultural factors
that have contributed to the evo-
lution of the welfare states in Eu-
rope. In addition almost all Euro-
pean Countries (except Greece),
have developed minimum income
schemes to protect EU citizens
from poverty and social depriva-
tion. Some Governments, like the
northern European and the Scan-
dinavian have developed effective
targeted social policies to combat
poverty and social exclusion. In
Greece, despite the evolution of
the welfare services and the imple-
mented reforms in the National
Health Service system and the
Social Insurance sector, there are
some institutional and bureau-
cratic obstacles which prevent the
effective redistribution of recours-
es towards the poor and the social-
ly excluded persons.

Following the proposal of the Eu-
ropean Commission, each Member
State undertook the responsibility
to submit in September 2001, a
National Action Plan to fight pover-
ty and social exclusion. The Greek
report presented some “stylised
facts” indicating the social groups
which are at a high risk of poverty
and social exclusion:

THE WELFARE STATE IN GREECE

e The elderly and the very old
confront a high risk of poverty.
This risk is much higher in
Greece in comparison to EU av-
erage. In Greece the poverty
rate for the age group 65 and
above is 33%. The correspon-
ding figure for the EU is 20%.

e The economic position of the
pensioners seems to deterio-
rate up to 1994. Some positive
improvements have been real-
ized thereafter.

* Poverty is related to geograph-
ical areas and is more appar-
entin rural areas.

e Unemployment and access to
labour market and social serv-
ices appear to be the major fac-
tors contributing to poverty.

e The informal social networks
and the “family” as a nucleus of
the Greek society still play and
important role in preventing
poverty and social exclusion.

THE WELFARE STATE

IN GREECE

The Welfare State in Greece is ad-
ministered through a complex sys-
tem of public and private institu-
tions. According to the 2006 So-
cial Budget more than 175 insur-
ance agencies and institutions
are functioning, supervised by six
different Ministries with a multiplic-
ity of social objectives and an
overlapping of services. The Min-
istry of Employment and Social
Protection is responsible for the or-
ganisation and administration of
social insurance services. There are
around 96 insurance agencies su-
pervised by the Ministry of Employ-
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ment and Social Protection. The
Ministry of Health and Social Sol-
idarity deals with the primary
health centres, the hospitals, the
social centres for the children and
the elderly as well as the regional
distribution of health and welfare
services. The Ministry of Defence
is supervising 10 insurance units
that provide health services and
pensions schemes for the army
personnel and their dependants.
The Ministry of Agriculture deals
with the provision of health care to
rural population. The Ministry of
Merchant Navy supervises 7 insur-
ance schemes that cover the sea-
men and their dependants. Finally
the Ministry of Finance undertakes
the role of financing the above
services. In addition to above
there are around 56 sickness and
pension funds specialised to the
provision of supplementary welfare
services.

Approximately one hundred of the
above institutions provide medical
health care benefits and the re-
maining offer varying forms of
pension schemes, unemployment

benefits and other types of insur-
ance.

Organizational and
Administrative Structures

At present the largest insurance
units which provide various forms
of insurance benefits are the fol-
lowing:

* |.K.A (Institute of Social Insur-
ance) Insurance coverage is pro-
vided to urban population-blue
and white collared workers)

* 0.G.A (Organisation of Agri-
cultural Insurance) The rural
population is covered under by
a mean test system

e T.EV.E.TAE (Insurance Fund for
Merchants Manufacturers, and
small trade Businessmen)

e Civil Servants

e OJT.E (Telecommunications
personnel)

e D.E.H (Electricity personnel)

e BANKS’ INSURANCE UNITS
(Banking personnel)

Table 1 presents the number of di-
rect and indirect insured under
each of the above organisations.

Table 1 Insured Population by Insurance Scheme

oo
IKA 3,032,000 2,505,000 5,537,000 50.50%
0GA 1,578,000 452,000 2,030,000 18.50%
0.A.E.E.-TEVE 543,242 814,863 1,358,105 12.40%
0.A.E.E. TAE 156,100 265,300 421,400 3.80%
TSAY 82,000 92,022 174,022 1.60%
TSMEDE 93,704 58,094 151,798 1.40%
OTE 85,396 78,436 163,832 1.50%
Electricity DEH 58,728 68,041 126,769 1.20%
NAT- BANK 2,141 2,964 5,105 0.50%
Total 5,634,395 4,338,820 9:973,215 100.00

Total population of Greece (census 2001): 10,964,020

Source: Social Budget 2006
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The majority of the Greek popula-
tion is covered under IKA (50.35%),
OGA (19.6%) and TEVE-TAE (14.3%).

In an attempt to describe the spec-
trum of services provided by the in-
surance organisations we portray
in table 2 the insurance coverage
for outpatient, hospital, pharma-
ceutical, dental, laboratory and
other services.

In Diagramme 5 we present the or-
ganizational structure of the Greek
Health Insurance Services. We fol-
low the OECD approach to present
the interaction between:

Population

Central Government
Social insurance funds
Private agents

Diagramme 5 describes the com-
plexity of the Greek health services
in the financing and delivery side.

Co-ordination is required among
the insurance agencies in order to
ensure a better organisation in
the various insurance schemes, as
well as, prevent people from heavy
double or triple insurance cover-
age. As long as the co-ordination

THE WELFARE STATE IN GREECE -

is not achieved, the injustice and
the inequalities in the distribution
should be done gradually by spec-
ifying common objectives and de-
veloping synchronised policies.
A short-term objective which will
be further discussed below is to
develop harmonising policies
which will lead to gradual integra-
tion of 0.G.A, I.LK.A., T.EV.E. and
other units under a unified insur-
ance system. The cost of social in-
surance may be reduced due to
economies of scale, as well as to
possible reductions in the over-util-
isation of services. New methods
of management should be devel-
oped among the insurance agen-
cies in order to control the in-
creasing defect and develop ration-
al cost-containment policies. The
different insurance system
schemes should be adequately
administrated in order to obtain
the best cost-benefit ratio.

Table 2 Spectrum of Services provided by the Insurance Funds

out PHARMA-
INSURANCE FUND PATIENT HOSPITAL CEUTICAL DENTAL | LABORATORY | OTHER
IKA + + + +

0GA
TEVE
TAE
OTE
DEH
BANKS

Source: Social Budget 2006

+ + o+ + o+ o+ o+

+ + o+ o+ o+ o+

+

+

+ + o+ o+ o+ o+

+ + o+ o+ o+ o+
+
+
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Diagramme 5 THE GREEK SOCIAL INSURANCE SYSTEM
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Financing

The main source of financing social
insurance in Greece is the em-
ployers’ and employees’ contribu-
tions. The employers’ contributions
represent 29% of the total rev-
enues whereas the corresponding
figure for employees’ contributions

reach a similar level of 33%. (Dia-
gramme 6).

The figures for employees’ contribu-
tions include the self employed.
There are great disparities among the
social insurance organisations in
their contribution rates. The financing

Diagramme 6 Sources of Social Insurance Revenues 2006
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of IKA, TEVE, OTE, and the Banking
insurance units are mainly out of em-
ployers and employees contribu-
tions. In the case of OGA, the State
covers the total Budget through ear-
marked and community taxation.
During the last decade there have
been increasing pressures in the fi-
nancing of social insurance services.
The Government could notincrease
the contribution rates, and at the
same time, the cost of social care has
been escalating. The result has been
the increasing deficits in the major
insurance units, which brought a pro-
found impact in the reduction of
quality of provided services.

Furthermore, the level of minimum
pension benefits were below the
poverty limit. However, at the same
time a relatively large proportion of
people enjoyed pension benefits
without fulfilling the age criterion (65
years). It has often been argued that
the distribution of social benefits and
pensions in particular have been in-
fluenced by “political and clientelis-
tic” relationships. Recently, there
have several attempts to re-consider
the eligibility criteria for providing
pensions. Despite the implemented
policies, the burden of financing
social services is still severe and
there is no sign at least in the short
run period to combat the deficit.

Social Expenditure

As itwas presented above, there are
several Ministries involved in the pro-
vision of Social Services in Greece.
The Ministry of Employment and
Social Protection plays the leading
role in the provision of benefits
(both in cash and in kind), and in
budgetary terms, it absorbs the
highest percentage accounting more
than 81% of the total funds devoted
to the social sector The rest of the
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Ministries play a relatively minor
role, and the funds devoted to them
out of the Social Budget constitute
only 13% for the Ministry of Finance,
and 6% for the rest of the Ministries.
Since the Ministry of Employment
and Social Protection is the respon-
sible administrative and political
entity for providing social services,
itis crucial to further examine the al-
location of funds among the major
social functions.

Pensions represent one of the largest
functions of the modern welfare
world. In all Members of the Euro-
pean Union the expenditure on pen-
sion are growing exponentially due
to the ageing effects. Among all the
E.U. Member States, Greece is the
only Country with the highest share
of social expenditure devoted to
Pensions. As much as 66% of the So-
cial budget goes for pensions (see.
Diagramme 7). For this reason the
Greek welfare system it was often ar-
gued that serves mainly one function,
that for the elderly, leaving little
space for the development of the rest
of the Welfare Services.

Sickness is the second function ab-
sorbing 23 % of the Social Budget.
It should be noted here that several
reforms have been undertaken in the
health sectorwhich were explored at
some length above. Despite the ex-
pansion in social coverage since
the 1960’s after the establishment of
OGA, public expenditure on health
have not shown a similar growth to
those of other European countries
which have undergone similar insti-
tutional changes. The fact that the ex-
pansion in social insurance has not
been accompanied by a correspon-
dingincrease in public expenditure
has resulted in a decline in the
quality of services provided.
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In Greece, social expenditure have
been devoted to various functions
and services without taking into ac-
count the efficiency and the effective-
ness aspects of the system. Very little
economic analysis has undergone in
the social field and the provision of
social benefits is distributed without
taking into account the alternative
cost benefit options. Any proposal for
reform should be accompanied with
a detailed feasibility study high-
lighting the social cost and benefits
of the proposed actions.

HEALTH REFORMS

The Health system in Greece pres-
ents the features of the Southern Eu-
ropean Models based on the mixture
of the principles of Bismark and
Beveridge principles. Health care is
provided by a three party system i.e:
i) the Public sector (NHS), ii) the In-
surance Agencies and iii) the private
sector. The Ministry of Health and So-
cial Solidarity is responsible for the

Diagramme 7 Social Expenditure

by Function 2006
P )0/
roperty 0% Other 2%
Administration 3% \ /7
Welfare 6% N \

Sickness
23%

Pensions 66%

Source: Social Budget 2006

overall organization, financing and
delivery of health services. The Min-
istry of Employment and Social Pro-
tection finances the services provid-
ed by the insurance funds and the
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private sector functions on a contact-
ed base with the insurance funds
and provides private hospital, con-
sultation and diagnostic services.
The health status in Greece in com-
parison to other European Countries
is ranked at a high level with increas-
ing life expectancy and declining in-
fant mortality. The health gains ob-
served over the last four to three
decades may be attributed to im-
provements in living standards,
Mediterranean diet, better access to
health services and pharmaceutical
therapies.

All the European Member States
have faced over the last decade in-
creasing demands for more and
better quality services. Given the
commitment of the European Health
models to principles of equity and
universality in the access to health
services, several reforms have been
introduced aiming at cost contain-
ment and efficiency in the utilization
of services. The European Commis-
sion invited the Member States to:

Contribute to improve the efficiency
and effectiveness of health systems
so thatthey achieve their objectives
within available resources. To this
end, ensure that medical knowledge
and technology is used in the most
effective way possible and strength-
en co-operation between Member
States on evaluation of policies and
techniques.

In order to achieve greater efficiency
health reforms have been intro-
duced aiming at the regeonalisation
and decentralization of services.
Greater responsibilities have been
given to regions to organize their
hospitals and general practioners.
Greece has not been an exception
to this rule. The legislative act 2889



passed in March 21 established 17
Regional Health Authorities (PESY).
Under this law hospitals and pri-
mary care centers have become
decentralized units run by profes-
sional managers. Each PESY is re-
sponsible to develop an operational
plan and to device priorities in
order to allocate resources effi-
ciently. In March 2004 the Conser-
vative Government came in power
and enacted the legislative Act
3329 passed in 4th April 2005. The
regionalization of health services
was maintained following the pre-
vious framework dividing Greece
into 17 health regional authorities.
(DYPE). Each DYPE is a public inde-
pendent administrative health re-
gion managed by a Director and a
health board appointed by the Min-
ister of Health and Social Solidarity.

However, the anticipated control of
health expenditure and the expected
efficiency gains through regionalisa-
tion have not been achieved and in
the 9" February 2007 a new legisla-
tion was enacted reducing the num-
ber of Regional Health Authorities
(DYPE) from seventeen to seven.
The area of Greece is divided into sev-
en health authorities:

®  First Health Authority of Attica (in-
cluding previous DYPE A and B)

e Second Health Authority of Pi-
raeus and Aegean Sea (includ-
ing previous DYPE of Attica C,
Northern Aegean DYPE and
Southern A and B DYPES)

e Third Health Authority of Mace-
donia (including previous DYPE
of Western Macedonia and B
DYPE of Central Macedonia)

e Fourth Health Authority of Mace-
donia and Thrace (including
previous A Dype of Central Mace-
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donia and East-Macedonia
Thrace DYPE)

e Fifth Health Authority of Thessaly
and Central Greece (including
the previous DYPE of Thessaly
and Central Greece)

e Sixth Health Authority of Pello-
ponessos, lonian Islands, Epirus,
and Western Greece (including
all the corresponding DYPE of
Pelloponessos lonian Islands,
Epirus, and Western Greece)

e Seventh Health Authority of
Crete (including the previous
DYPE of Crete)

e The purpose of reducing the ex-
cess number of previous 17 DYPE
into 7 is to control the adminis-
trative cost, to initiate greater
control and transparency over
the budget public hospitals and
to implement health reforms to-
wards the introduction of the
quasi-market philosophy. At the
same time new initiatives in the
public - private partnership are
promoted.

Public - Private Mix

Greece is undergoing new reforms
aiming at the interaction between the
public and the private sector within
the National Health Service System.
In the literature there are various
forms of co-operation between the
public and the private sector such as
contracting out, vouchers, subsidies,
grants, and formal agreements. Pub-
lic Private Partnerships (PPPs) should
not be confused with liberalization
and privatization of the National
Health Services. The reforms towards
PPPs implementation arose in many
European Countries because of the
bureaucratization and the ineffi-
ciencies of the public sector to en-
sure high quality of services to a large
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segment of population at an afford-
able level of public budgets. Greece
is in the process of implementing
policies towards to PPPs. The expe-
rience of other European Countries,
like United Kingdom, Sweden, Spain
and Portugal with PPPs would pro-
vide valuable information in Greek
authorities in implementing health
policy reforms. By European stan-
dards, Greece is classified among the
moderate to high spenders on health
services. On the average (E.U.-15),
around 9.1 percent of the European
GDP goes for health expenditure. The
corresponding figure in Greece is 9.5
percent of the GDP. Analyzing the
evolutionary process of both public
and private expenditure in Greece as
percentage of GDP, over the period
1960 to 2005, we may distinguish
both expansionary as well as cost
containment periods.

In the early 1960s total health care
expenditures in Greece were rather
low by international standards. In
1970s, a marked increase is ob-
served followed by further marginal
increases in the early 1980s. This in-
crease may be attributed to substan-
tial funds devoted for the modemiza-
tion of public hospital and the estab-
lishment of 180 primary health cen-
tres. It should be noted that during
the 1980s and the first half of 1990s
there have been no explicit policies
by either Socialist or Conservative
Governments to develop cost con-
tainment and cost control policies in
public spending. The first decade af-
terthe introduction of the NHS the ex-
plicit goal of both Governments had
been to increase public sector in-
volvement in the finance and delivery
of health services. The overall objec-
tive was to ensure equity at the cost
of efficiency. The decade 1990-2005
is characterized by the expansionary
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process of private initiatives in the
health sector that contributed to
furtherincrease of private health ex-
penditure. According to OECD esti-
mates Greece is the only European
Country with the greatest segment of
private expenditure. At an EU-15
level public expenditure on health
represent around 75 percent of the
total expenditure. In Greece the cor-
responding figures amount to only 55
percent (see diagramme 8).

Pharmaceutical Reforms

In the Pharmaceutical sector, the
legislative act No 3457 was enacted,
in May 8th 2006, aiming at a substan-
tial reform of the pricing and reim-
bursement system. The aim of this
legislation is to alter the focus of the
pharmaceutical policy in Greece from
the negative reimbursementlistto a
more pioneered method aiming at
the control of pharmaceutical ex-
penditure and reimbursement rates.
More analytically, the new legislation
claims to ensure equity in terms of ac-
cess to medicines, improvements in
citizens’ quality of life, effective and
efficient utilization of health re-
sources, transparency in public man-
agement, protecting public health,
and maintaining a long term financial
viability of the insurance system.
The innovative aspect of the new leg-
islation is the establishment of a re-
bate system granting the National In-
surance Funds a rebate rate paid by
the pharmaceutical companies.

PENSION REFORMS

The Greek Pension System was
evolved since 1950s and like the
health system is characterised by the
historical, cultural, political and eco-
nomic characteristics of the Southemn
European or the Mediterranean Wel-
fare states. Itis fragmented and it is
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Diagramme 8 Composition of Public and Private Expenditure in the EU -15 Countries
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based on the corporatist tradition. The
financing and the provision of pen-
sion benefits varies enormously
among the occupational classes.
Pensions are related to formal labour
market arrangements and eamings
histories The largest pension insur-
ance fund is IKA (Institute of Social In-
surance ) providing more than one
third of pension benefits to private
sector employees. In addition OGA
(Organisation of Agricultural Insur-
ance) provides mean tested pensions
forthe rural population of Greece and
for those who have not sufficient
eamings profiles to acquire a full pen-
sion. Given the lack of a social safety
net or any other form of universal cov-
erage, OGA plays the role of a mini-
mum social assistance programme in
covering all the elderly (65+ years of

Private expenditure

age) in Greece and providing a min-
imum pension. In 1996, in an attempt
to reduce poverty among the elderly,
EKAS, a mean tested pension supple-
ment was introduced to cover the
needs of the pensioners over 65
years of age. Income and wealth cri-
teria were used to grant EKAS to more
than 350.000 pensioners across
several insurance funds.

Pensions represent a substantial
part of the Greek Social Security
System since 66 percent of the Social
budget and more than 12 percent of
the Gross Domestic Product is devot-
ed to pension benefits. Pensioners
are expected to increase from 12.6%
of the population at the turn of the
century to 24.8% in 2050. (see Dia-
gramme 9). This increase would cre-

Diagramme 9 Percentage of the elderly (65+ years of Age) to total population

Year 2000

Year 2050

ABOUT GREECE

341



342

SOCIETY

ate a profound impact in the overall
macro-economic balance of Greece
by raising pension expenditure from
12% of GDP in early 2000 to more
than 20% by the year 2020.

In 1992 the legislative act No. 2084
was enacted aiming at the harmon-
isation of the pension system by in-
troducing common criteria for all
labour market entrants since January
1993, regardless of employment sta-
tus or membership of social security
fund. The system introduced the
age limit of 65 for both men and
women, tripartite financing by the
State, the Employers and Employees
contributions and maximum replace-
ment rates at 60 per cent for primary
and 20 percent for supplementary
pensions. The new system was less
generous but actuarial studies car-
ried out by independent organisa-
tions supported the long term finan-
cial feasibility of the proposed pen-
sion system. During the 1990s and
early 2000s the reform of the pen-
sion system became a “hot” political
issue and increasing demands for
cutting of “the Gordian Knot” of the
pension system was proposed by the
two major political parties. However
the Pay as you Go System (PAYG) is
based on an inter-generational sol-
idarity among the age cohorts and is
highly influenced by the ageing of the
population. It should be noted that
in 1974 the ratio of insurance contrib-
utors to pensioners was 3.58 (i.e 3.58
insurance contributors could finance
the pension of an elderly person). In
2006 this ratio was reduced to 1.74
contributors per pensioner. Striking
differences are observed among the
insurance fundsi.e: in IKA a reduction
is calculated in the contributors /
pensioner ratio from 4.02 in 1978 to
2.17in 2005. In OGA the reduction in
theratio is from 2.84in 1978 0 0.83
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in 2005. A strict PAYG system is not
financially sustainable in the long run
and reforms towards a mixed system
of both PAYG and partially funded
pension reforms should be intro-
duced. Several studies conducted in
Greece have proposed the adoption
of either a mixed system or one
based on exclusively funded individ-
ual accounts. The arguments favour
more the idea of a mixed system be-
cause of its gradual transition to a
more efficient and more equitable
provision of benefits ensuring at
the same time a long term financial
sustainability. In 1997, a “National So-
cial Dialogue” was established be-
tween the Government, the Trade
Unions, and the Industry dealing with
employment and pensions issues
without reaching a consensus among
the parties. In June 2002 the passage
of Law Act No. 3029 introduced new
instruments for reforming the pen-
sion system and a new philosophy
in establishing a second pillar pen-
sion schemes based on funded prin-
ciples. The idea of a mixed pension
system is legally reinforced by the
passage of Law 3029 in 2002. The
implementation of the 2002 pension
reform is considered by the Interna-
tional Organisations like OECD and
the European Commission as crucial
in modernizing the system and
strengthening the long term financial
sustainability. In the second half of
2000s the Government of New
Democracy re-launched the social di-
alogue and introduced reforms aim-
ing at: i) the unification of the frag-
mented pension system, ii) increas-
ing employment rates, and iii) fight-
ing tax evasion and curbing social in-
surance contributions. The imple-
mented measures point out to the
right direction for satisfying the
needs of the elderly for a sustainable
and adequate pension system.



