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I. Introduction

Greece faces the greatest challenge since the restoration of democracy and the war in Cyprus in 1974. The challenge is economic and social, but, unless successfully managed, it may threaten the foundations of the political system, as well. Structural reform that needs to be implemented in the medium term – over the course of the next few years –if the crisis is to be put under control in the long haul. Such reform should extend to practically all areas of policy and should correct the long-established distortions and ‘conventional wisdoms’ of the economic, social and foreign policy of the country. The post-1974 Greek version of the welfare state that ensured stability and social peace for over a generation, has reached its limits, and cannot be repaired. It has to be replaced by a deeply reformed system which shall put the relationship between state and economy on a different and more rational basis. 

At this critical juncture, Greece has the great advantage of having a Prime Minister openly and clearly committed to reform. George Papandreou has signaled his will to break with conventional politics since the end of 1990s, when he initiated, as a Foreign Minister, the ‘earthquake diplomacy’ that led to the Greek-Turkish rapprochement and to the definite removal of the threat of war that loomed for decades over Greece and Turkey. However, reform willingness at the top of the government is no guarantee for success, considering that the reformers do not yet represent the mainstream.

 The government has to upset and subvert the still predominant ‘collectivist mentality’ of society, and contest old-fashioned habits. The majority of the people seem to understand the extent of the crisis and the challenges, but they do not yet endorse an agenda for fundamental change. The Parliament, including MPs of the ruling Socialist Party (PASOK), does not seem excited with the idea of fundamental reform. The government itself does not seem enthusiastic about it, and gives often the impression that it acts under the relentless pressure of the markets and of the European Union. Furthermore, the ‘special interests’ are already preparing to fight back. The risk is that, in order to avoid a major societal clash or challenge of its policies, the government might be tempted to limit the depth of the reform and satisfy itself with the adjustment of fiscal indicators. Such a policy might bring the deficit temporarily under control, but will fail to prevent future crises. 
Even worse is the prospect that without a radical reform agenda, the government’s Stability and Growth Program will be implemented at the expense of the weakest groups, who will have to bear the main burden of increased taxation and salary cuts. Alleviation of these burdens in the medium- and long-run will not be possible, unless structural reform puts the country on the path of a more effective and sustainable economic system. 
II. Crisis and reform

1. The economic crisis and the austerity program

The extent of Greece’s economic and social crisis became apparent following the elections of October 4, 2009. On October 21, the new government revised the general government deficit for the year 2008 from 5% of the GDP (Gross Domestic Product) that had been previously reported in 7.7%. The government also revised the forecast for 2009 from 3.7% into 12.5% of the GDP, which is well above the reference value of 3%, provided for by the European Treaties. The 2010 budget was adopted on December 23, 2009 and set the target of bringing the deficit down to 9.1% of the GDP in 2010. 

In January 2010, the Greek government adopted the Stability and Growth Program that set the targets of the economic policy for the period 2010-2013. The deficit reduction target was readjusted to 8.7% of the GDP for 2010. The government set further targets for the medium term: the deficit is to be reduced to 5.6% of the GDP in 2011, 2.8% in 2012, and 2% in 2013. Government gross debt forecast is at 120.4% of the GDP for 2010 and slightly higher at 120.6% for 2011; the debt is expected to fall to 117.7% in 2012 and to 113.4% in 2013.

On February 16, 2010, the Council of the European Union addressed recommendations for the implementation of the budgetary targets. The Council decided that urgent measures should be taken by May 15, 2010, and supporting measures should be taken to safeguard budgetary targets for 2010; other measures should be adopted by the end of 2010, and additional measures should be taken by 2012.

On March 3, 2010 the Greek Prime Minister announced an austerity plan that should reduce the deficit by 4.8 billion Euros (6.5 billion $), or by almost a third, within the year; the Parliament adopted the necessary legislation on March 5. Two categories of short-term measures were introduced, dividing the above amount in 2.4 billion Euros in increase of state revenues, including increasing direct and indirect taxes, and in another 2.4 billion Euros in spending cuts, including reduction of bonuses and allowances of civil servants, and cuts in public investment.
On March 15, the Eurogroup, i.e . the Economic and Finance Ministers of the Member States of the European Union that have adopted the Euro as a common currency, asked Greece to submit a report by May 15, which would specify the measures to be taken in order to reach the budget targets in 2011 and 2012. Furthermore, the Eurogroup underscored that Greece had not submitted any request for financial support. On March 16, the Economic and Financial Affairs Council of the European Union ‘considered that these additional measures appear sufficient to safeguard budgetary targets for 2010, provided that they are implemented effectively, fully and in a timely manner’. 
[Note: On March 25, the Heads of State and Government of the Euro-area agreed on the principle of establishing a mechanism to safeguard the stability of the Euro-area as a whole. The package would involve substantial IMF financing and a majority of financing by the Member States of the Euro-area in the form of bilateral loans. Bilateral aid would be ‘subject to strong conditionality’, and would ‘set incentives to return to market financing as soon as possible’; interest rates would be non-concessional and would not retain any subsidy element. Furthermore, the statement underscored that Greece had not requested any financial support].

2. Adverse effects of the austerity program

The austerity program may be necessary in order to curb the deficit, but may also have adverse economic and social consequences. The most visible externality might be deflation and recession, leading to further fall of the revenues the government expects to receive. The holiday bonuses, for instance, had as a main purpose to enhance demand and strengthen the economic cycle at specific periods of the year. 

Measures, such as the general reduction of the allowances of civil servants, can be perceived as unfair, depending on the circumstances of the affected groups. In the practice of Greek collective labor agreements, which were concluded between the government and the trade unions of public servants, strong groups often forced the state to offer generous bonuses or tax exemptions, while other groups received more limited allowances instead of the expected wage increase. The government must ‘clean up’ this situation and terminate all socially unjustified tax exemptions, but should be careful not to reduce or abolish allowances that had the function to compensate financially weaker groups. In the future, bonuses should depend on the productivity, and not on other considerations. Taxes should be limited in the long-term, as far as possible, and due consideration should be given to the fact that salaries in Greece are in general lower than in other EU Member States.

The major shortcoming of general fiscal measures is that they distribute burdens and risks on the society as a whole, without regard to one’s actual performance. Such a policy takes away the motivation and pressure from individual economic and administrative units and actors to discover their flaws and to reform their operation and internal structure. 
3. Root problems and indicators

These measures are only the initial ones in a policy that will have to be implemented until the next election period of 2013. By that time, Greece is expected to have brought the situation under control. The management of the current crisis cannot be limited to fiscal measures, because it is necessary to deal with the root causes for the accumulation of the sovereign debt. In fact, Greece has not faced a major crisis in the banking sector until now, with the exception of license withdrawal for a number of insurance companies that were involved also in banking activities, but this is in macroeconomic perspective an issue of rather limited scope. However, as the crisis is developing, it might engulf the banking sector at some point. Greek sovereign debt is not due to any expensive economic rescue or stimulus package, but is attributed to the deep structural problems and imbalances in the economy and in the public sector. The Greek problem cannot be explained by the lack of regulation for the economy, but by dysfunctional overregulation and by erratic policies over decades. 

The persistent irregularities, methodological weaknesses, poor technical standards and unreliability of statistical information provided by Greece to the European Union over years substantiate the lack of professionalism and ethical standards of government and administration officials. The deplorable state of the Greek statistics is portrayed in a Report of the EU Commission on ‘Greek Government Deficit and Debt Statistics’ from January 8, 2010 that prompted the Greek Parliament to adopt a law establishing the independence of the Statistical Data Authority on March 3, 2010.

Some of the long-term problems of the Greek economy are described in a memorandum of the Commission of the European Union from February 3, 2010. The Commission stressed that ‘the situation of the Greek economy combines a fiscal crisis with broader macroeconomic imbalances, which are rooted in deep-seated structural problems’. It also emphasized the need to enhance the competiveness of the Greek economy, identifying in particular the areas of non-price competitiveness, such as Research and Development, public administration reform and quality of education. More importantly, the Commission ‘identified problems in the Greek labor market, namely in terms of its segmentation and wage bargaining regulations’ and underlined that ‘wage growth in excess of productivity is encouraged by the nature of Greece's wage bargaining settings, as well as by the public sector behavior’. Another problem is the growth of public institutions, organizations, municipalities and local councils over time. Furthermore, the Commission underlined that ‘competition in professional services should be strengthened’ and that ‘the liberalization of network industries (e.g. energy) is lagging behind the EU average’. The Commission also sharply criticized the inflexibility of the Greek labor market, including the restrictive conditions of the law for redundancies: if a firm employing between 20-200 persons plans to dismiss 4 employees, such an act is being characterized as a ‘collective dismissal’ which can be implemented only following complicated and cumbersome procedures. 

It seems that the weaknesses of the Greek economy are not the product of the uncertainties of post-modern economy, but rather the consequence of the lack of adaptation to the economy of globalization. In this sense, the Greek situation exhibits functional equivalencies to problems facing developing states. The use of financial derivatives in order to cover-up debt in the last decade has only accelerated the worsening of the financial situation of the country. 

a. Competitiveness 

The deteriorating indicators for the situation of the Greek economy are visible in at least three international comparative reports. The ‘Doing Business 2010’ Report of the staff of the World Bank Group ranked Greece 109 among 183 countries, last among all EU Member States (Malta not included); in the previous 2009 Report Greece had ranked 100, thus it has fallen by 9 positions in one year. Greece figures in two groups of worst performers: it is among the 10 countries requiring the most procedures for start-up a business (15 procedures required), and in the group of the ten worst performers with regard to the procedures required to make property registration (11 procedures required).

The 2009-2010 Global Competitiveness Report of the World Economic Forum affirms and details the competitiveness problems. Greece ranks here 71 among 133 countries, ahead of Bulgaria, but behind all other EU Member States. In the 2007-2008 Report Greece ranked 65, and in 2008-2009 it had ranked 67. The following factors were identified as problematic for doing business: inefficient government bureaucracy, restrictive labor regulations, corruption, tax regulations, policy instability, access to financing, tax rates, inadequate supply of infrastructure, inadequately educated workforce, poor work ethic in national labor force, and others. Here are some specific ranking indicators for lack of performance by the Greek economy, which are worse than overall Greece’s general ranking of 71: 

Diversion of public funds due to corruption: rank 86

Public trust in the ethical standards of politicians: rank 78

Judicial independence: rank 75

Favoritism of government officials: rank 93

Wastefulness of government spending: rank 107

Burden for businesses to comply with government regulation: rank 125 

Efficiency of legal framework for settling disputes: rank 90

Efficiency of legal framework in challenging regulations: rank 84

Transparency of government policymaking: rank 95

Reliability of police services: rank 80

Ethical behavior of firms: rank 101

Efficacy of corporate boards: rank 104

Government budget balance: rank 98

National savings rate as a percentage of the GDP: rank 126
Government debt: rank 127 
Number of procedures to start a business: rank 120 (15 procedures in 2008)

Flexibility in wage determination: rank 128

Rigidity of employment: rank 111

Hiring and firing process (impeded by regulation or not): rank 113 

b. Corruption

Corruption in Greece has been structural and endemic. It cannot be explained merely by the activities of corrupt individuals, but is rooted in the deeply distorted relationship between state and economy. The 2009 Corruption Perception Index of Transparency International ranked Greece 71 among 180 states. The ranking itself is less revealing that the score (10= best, 1= worst). Due to the increasing number of states included in the Index, Greece’s rank fluctuated in the years 2001-2008 between 42 and 57; however, the score improved steadily from 4.2 to 4.7. In the 2009 index the score has dramatically fallen to 3.8, which indicates a sudden realization of the extent of corruption that dominates every aspect of public life in Greece. 

This conclusion was strengthened by the recent 2009 Report of the Greek branch of Transparency International on the so-called ‘micro-corruption’. This term indicates the corruption patterns that Greeks face when they deal with both the public and private sector (for instance, private hospitals) on a daily basis. This Report documented that the average ‘corruption money’ paid each time to civil servants for the completion of regular and legal functions amounted to 1.355 Euros and in the private sector 1.671 Euros. On the whole, the sum paid as corruption money for the year 2009 reached 787 million Euros, divided into 462 million Euros for the public sector and 325 million Euros for the private sector. Corruption in the public sector is mostly met in public hospitals, tax authorities, urban planning authorities and the Ministry of Transport. Corruption in the private sector is entrenched in the health sector, legal services, banks, in the automobile industry, in particular repair services and controls, and in the construction sector.

Very schematically, corruption with regard to the political and administrative system can be mainly horizontal or mainly vertical. Mainly horizontal is when corporations reach across the party spectrum to illegally fund political parties in expectation of favors with regard to public procurement and public investment. The Siemens case belongs in this category. Mainly vertical is corruption which extends from the highest political authorities down to other public institutions and private individuals; the Vatopaidi case seems to belong to this category, though many aspects are still not sufficiently clear.

Corruption is institutional, when the legal norms and practice are clearly so structured, as to convey a visibly unfair, unjustified and unreasonable privilege to a group or to an individual. The European Court of Human Rights (ECtHR) has recently decided a case that involves the constitutional privileges of members of the Greek Parliament. The case Syngelidis v. Greece, decided by the Court on February 11, 2010, relates to the practice of the absolute nature of parliamentary immunity as applied by the Parliament. 

The case involved a family dispute between a female MP and her former husband on the terms of their child’s custody. The MP allegedly prevented the applicant from having access to the child in violation of a court order. The applicant lodged an indictment by the Prosecutor of the Court of First Instance in Athens, requesting a nominal compensation for the non-pecuniary damage he suffered because of the violation of the court order. The matter was referred to the Minister of Justice, who forwarded the case to the Speaker of the Parliament. The Ethics Committee of the Parliament recommended that leave for further judicial acts against the MP should be rejected, without giving any reasons, and the Plenary Session of the Parliament refused to grant leave, following a secret ballot. The ECtHR considered that this parliamentary practice, which absolves MPs from all responsibility and removes ‘from the jurisdiction of the courts a whole range of civil claims’ or criminal claims, violates the right to a fair trial under Art. 6, para. 1 of the European Convention on Human Rights. This practice is still in force, but should be amended as soon as possible. Arbitrariness and institutional corruption of this dimension degrades the Parliament, and is visible not only within, but also outside the country.
Corruption is rampant also with regard to farm subsidies, in particular to cotton farmers. The government has to pay back to the EU the amount of 102 million Euros of payments made to the above category of farmers illegally.
Institutional corruption is backed by the shortcomings of the legal system. Criminal law and criminal procedure should be amended to facilitate the prosecution and punishment of economic crime. Law and judicial practice are, for the time being, ineffective, and very rarely lead to actual prison terms for those responsible. In terms of economic analysis, engaging in corruption is profitable, rational and less risky that it should, because the legal system indirectly encourages individual and corporate actors to behave this way.
c. Lack of transparency

Corruption of any form is encouraged and advanced by the lack of transparency. Under the Greek law, the right to information is very limited, and the right of privacy dominates the field. The right of information and the freedom of expression are clearly subordinated to the legislation for the protection of privacy, which cover extensive areas of activities. The right to privacy is often used instrumentally to cover up corruption.  

The fight against corruption cannot succeed, unless full transparency is established. New legislation is necessary that will accord broad individual transparency rights with regard to acts affecting the public interest, or in relation to public or private activities funded, or benefiting directly or indirectly from public funds.
d. Limitation of the size and scope of the public sector

One of root causes of deficit is the overextension of the Greek public sector. Thus, the public sector should limit its scope and functions, and outsource many of its tasks to the private sector. Large-scale privatizations are necessary, if the country is to be freed of the burden of the public debt. Decades of cronyism, nepotism and generalized corruption have created a large, ineffective and inefficient public sector, which is at the root of the problems facing the Greek economy.

The rationalization of public service implies the closure of non-productive administrative units, and public and communal enterprises, and evaluation of units and their personnel on a permanent basis. The number of communes, regional administration bodies and communal enterprises should be limited, and this reform has been already initiated (the so-called ‘Kallikrates Project’). Structural reform means that the public sector should be able to assess its weaknesses, limit its size, and be organized in an effective and efficient way. Performance evaluations for units, directorates, and individuals should become regular practice. 

One of the main pillars of any reform is the reduction of the number of persons employed in the public sector. This is perhaps to most sensible issue and will certainly lead to strong social tensions. One of the obstacles to the implementation of this reform is that the exact number of public servants, or of persons who are in a functionally equivalent relationship with the public sector, is not known. For a variety of reasons, thousands of public servants have been transferred from their own units to other parts of the administration and the authorities do not have a clear picture of the numbers, qualification, and functions performed by persons employed. 
Before deciding on redundancies, the administration should decide whether a redistribution of personnel to cover understaffed units or agencies, in particular in remote regions, is preferable and necessary. A decision to limit the number of public sector employees, if taken hastily and without due information and preparation, will certainly lead to injustice, and to decisions favoring those who are well-connected with the party in power. Such development would be detrimental to social peace and will not improve the productivity of public sector. Furthermore, protective welfare state mechanisms should be developed, so that the persons affected would not remain unprotected during the period in which they are expected to search for new jobs (cf. ‘flexicurity’). Whether the Greek government could build welfare state structures, while radically reducing the size of the public sector, remains to be seen. This is one of the major challenges of the reform.
e. Liberalization of the economy

Sustainable growth over time cannot be achieved, unless decisive steps for the liberalization of the economy are taken. Liberalization should include flexible labor markets, the immediate opening of closed professions (pharmacies, taxis, public transports, and others), as well as the full, unconditional, and effective abolition of cabotage with regard to shipping. 
The role of trade unions should be rethought, their functions readjusted, and operation democratized. The state of mind of Greek trade unionists and of successive governments seems to be fixed to the status of British trade unions until the end of the 1970s. It should be made clear that trade unions do not co-govern the country and do not co-determine the macro-economic policies, but their function should be tailored in defending the rights of their members, under strict respect of the principle of proportionality and keeping in mind the principle of social responsibility. Industrial action should be carried out only if the decision is supported by the majority of the members, expressing their preference in a secret ballot. 

f. Pensions

Pensions are at the forefront of radical reforms that need to take shape as soon as possible. The system is in deep crisis, and there is a risk that the state will soon be unable to pay pensions.  As a general principle, the system should assume over time more market-friendly features through a transition from a state-steered system of ‘solidarity’ between generations to a system based on individual responsibility and individual entitlement within the same generation. The contributory element should be enhanced, and the contributions of employees should be capitalized through individualized retirement plans. The right not to retire at a specific age should be recognized. The fight against contribution-evasion, assessed to about 8 billion Euros, should be intensified.

g. University and education

Education is a core responsibility of state and society, and constitutes the infrastructure of a healthy economy. The good quality of education is a fundamental condition for economic growth, competitiveness, and personal success. Unfortunately, education, and in particular, high education, is one of Greece’s weakest points, if compared to the other EU Member States. It is indicative that Greek universities strongly resist evaluation, against a reasonable practice followed worldwide. As a consequence, they are ranked internationally either very low, or not at all.
Since the restoration of democracy in 1974, and in particular since the 1980s, the University governance has been based on a model that makes substantial reform very difficult, if not impossible. Political parties acting through their youth organizations exercise decisive influence by the election of the University President and the Deans of the Schools. Furthermore, legislation and administrative practice prohibit the presence of police officers in the University premises, with the consequence that extremists have established their presence, and found sanctuary there, evading law enforcement. On the one hand, the extremists often occupy the Universities by physical force, disrupt the academic process, threaten and attack members of the staff, damage the buildings and the infrastructure, and plan and organize acts of violence. On the other hand, student organizations block any effort for a better education, by forcing the system to facilitate the acquisition of degrees. This deplorable situation undermines any serious research effort, demoralizes academics, and encourages the rise of academically incompetent individuals in positions of responsibility within the academic hierarchy. Institutional corruption is all-too visible within the public Greek University.

The government has to restore order and establish good governance in the University system as soon as possible. Social peace and progress cannot be achieved, as long as the Universities are at the mercy of extremists and of organized interest groups. The founding of private Universities, which is still not permitted in Greece, will enhance competition and create a better environment for high education. The implementation of the principles of the Bologna process for the harmonization of degrees throughout the European space should be an indispensible element of high education reform. Despite its shortcomings, the Bologna process constitutes a major step forward in comparison to the current paralysis and mismanagement in the Greek high education.
Furthermore, it is necessary for students and their families to understand the importance of the university for their careers and for their education. Instead of the free provision of academic services, a reasonable fee covering the basic cost of the studies should be introduced. After all, students should bear a part of that cost, because they are the consumers and primary beneficiaries of the system.

III. Defense and foreign policy
1. Defense
Military expenditures should be drastically curtailed, and a process should be initiated for the strengthening of the professional dimension of the military; the necessity of the draft should be reexamined. As military professionals undertake increased responsibilities, conscription service should be reduced into supporting functions, and overtime replaced by voluntary remunerated service. Local self-defense units may be maintained in some areas, depending on the process of dispute settlement and normalization of relations with neighboring countries. Transparency in the military procurement should be established and effective oversight mechanisms should be put in place.

For the implementation of the reform, the Ministry of Defense should be led by individuals with competence and knowledge in matters of defense, preferably coming from the ranks of the armed forces. The reason is that career politicians proved not to be able to question and assess the ‘routines’, habits and effectiveness of the military. 

2. Foreign policy

The resolution of the existing disputes with Macedonia (FYROM) and Turkey would change the psychological horizon of the Greek society, and would alleviate the economy from the burdens of the defense posture Greece has assumed since 1974. Though the bureaucracy of the Ministries of Defense, and of Foreign Affairs, are trapped in, and accustomed to, the immobility of protracted, but frozen, disputes, the national interest requires the government to move decisively in the direction of dispute settlement. 

The most immediate issue is the resolution of the dispute with Macedonia. A fair compromise can be achieved, if Macedonia accepts the name ‘Northern Macedonia’ for the entirety of its international relations (multilateral and bilateral), despite its potential entitlement to choose its own name under the right of self-determination. On its turn, Greece should give up its claim for an amendment of the Macedonian constitution, so that Macedonia could keep its constitutional name for the domestic realm. Furthermore, Greece should accept that questions of language, ethnicity and history are inherent issues of the domestic sphere of the Macedonian state, and it is a matter for ethnologists and historians to discuss, but not a matter of international relations. 

The ICJ, or perhaps international arbitration, is the most appropriate forum for the resolution of the Greek-Turkish disputes. A package-deal for the submission of the entirety of the disputes to The Hague would improve the relationship between the two countries and would lead to the settlement of the issues within a few years. As an alternative, the two countries might decide to single out some topics and negotiate separately, or they might even formally and indefinitely ‘freeze’ some of their claims by an international agreement, without abandoning them. It is also important for them to reach a formal agreement to desist from provocative practices over the Aegean Sea which, in effect, give credence to the argument that strong armies are necessary for the maintenance of peace. 

IV. Concluding remarks

The present crisis offers a one-in-a-generation chance for change. Policies on all levels, including foreign policy, have to be revisited. The delayed and always postponed modernization of state and societal structures has to be completed within a relatively short period of time; it will be painful and will take place under conditions of sustained external pressure. Structural reform will face major obstacles and will have to break strong resistances, not least because long-established and entrenched social practices will have to change. 

If the reform fails, Greece is threatened with a protracted crisis, whereby economic cycles will oscillate between recession and temporary recovery phases. The position of the country within the euro area will be put into question and the society will feel the cost of being pushed to the margins of the European economic integration process.
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