
On creditor "pensions, VAT, and labor reform" red lines for Greece

Troika-Greek negotiations are reportedly down to the wire over early-retirement 
pensions, VAT, and labor reforms: the IMF says all are non-negotiable; Tsipras, 
perhaps inadvertently echoing Mrs. Thatcher, has, so far, responded "No! No! No!"

These three issues converge on those at the upper end of their working lives, the 
50-74 year old cohort, and are reflected in its participation and unemployment 
behavior. So it is worth considering data on those and the associated implications for 
the negotiations. Doing so suggests that these creditor red lines lack foundation.

The data are shown in the following charts, separately for males and females. Greece 
is dark black; other data are for other EU and European countries. Source, Eurostat. 

Start with the obvious. Prior to 2009, Greece stands out with lower participation 
rates for this cohort than all but Hungary (males) and Malta (females). And the 
gender participation gap is also somewhat higher in Greece, but evolving.

So Greece is unusual, but why? Possibly early/generous retirement; possibly under- 
reporting due to tax-evasion, low-pay, and/or predominance of agriculture and 
services; or perhaps skills outdating/mismatching and non-participation hysteresis; 
or public provision of education (easing the direct financial burden on parents of 
young adults); or health issues; and maybe slow-evolving gender cultural choices. 

But whatever their roots, these participation rates give rise to the political narrative 
of "cosseted Greeks" and they need to rise to boost incomes in Greece over the long-
term. Once identified, their causes need to be fixed; the issue is "how and when?"

Alongside, prior to 2009, unemployment rates in this cohort in Greece were either 
low (males) or middling (females); but no evident Greek stand-out. These 
unemployment data clarify that relatively low participation rates in the 50-74 cohort 
prior to 2009 did not evidently reflect withdrawal due to lack of jobs for them to 

http://youtu.be/Tetk_ayO1x4




find, the "discouraged worker" effect. Instead, they were, in that sense, some kind of 
voluntary/structural feature of the labor market.

To get a handle on the nature of those voluntary/structural characteristics of low 
Greek participation rates in this cohort, consider post-2008 developments. 

Given how much room there was for them to rise towards European "norms", it is 
astonishing that participation rates barely budged despite an extraordinary battering 
from policy changes aimed to shift them—with average pensions, wages, and public 
employment cut broadly by 50, 40, and 30 percent respectively. Greek male 
participation only edged up to end-2012 while Greek females continued their slow 
rise through early-2011. Then participation rates for both fell relative to their trends.

This makes clear that any notion that the evident disfunction in the labor market in 
Greece—and hence the country's long-term growth performance—is amenable even 
to enormous short-term parametric fixes on early-pensions, VAT, and wages in the 
current negotiations can be set aside. Disfunction is very deeply entrenched indeed. 

The implication is that further draconian policy requirements on these matters in the 
current negotiations will primarily impact household income and fiscal outturns, 
rather than raising potential-growth prospects over any policy-relevant horizon. 

This conclusion contradicts the IMF insistence on redlining these proposals as 
essential to raise potential growth. Not only has the IMF failed to identify what the 
specific entrenched structural roots of non-participation are, but it has also failed to 
explain why those low rates have not been dislodged in the past five years despite 
the barrage of ferocious IMF-designed actions aimed to do just that. The case for 
redlining reforms in these areas as "essential to Greek growth" is, thus, entirely blind 
in regard to the key cohort of the labor force to which the argument pertains. 

Put another way, as a source of structural growth, the effect of the now red-lined 
pension, VAT, and labor reforms are, at best, unknown. But what is known is that 
further such reforms in these areas, now, as those in the recent past, will immiserate.



Turn now to the post-2009 unemployment data. These show that for Greek males in 
this 50-74 age cohort, unemployment has soared, albeit lagging the peak rates in the 
Baltic States in 2010 and still a little lower than their Spanish brothers by 2015. 
Unemployment rates for Greek females in this cohort rose a little more slowly than 
those for their men but are now as elevated, and they share their degree of 
misfortune with their Spanish sisters. 

Here the reason for the immiseration rather than growth-enhancing effects of 
pension, VAT, and wage reforms is apparent: the "discouraged-worker" effect. 
Despite, on conventional assessments, labor now competitive as indicated by relative 
unit labor costs and wage costs well down, this cohort's unemployment rates soared, 
driving participation rates below trend. Any effect of parametric reforms in raising 
this cohort's labor supply has been undone by lack of demand and joblessness. 

Thus, the immediate impediment to potential growth is not lack of labor supply; it is 
lack of demand. Further parametric adjustments to increase the supply of workers 
will only aggravate this problem, as, via standard multiplier effects, will creditor 
requirements to further increase the primary surplus towards 3 1/2 percent of GDP.  

Larry Summers takes the view that both sides need to offer each other "political 
concessions" to reach a deal to avert the worst. Thus, he says the Greeks should 
concede on these pension, VAT, and wage issues to give Mrs Merkel cover to offer 
some commitment to debt reduction in return. And, he goes on, the IMF should not 
fuss to much over the numbers in this deal; it is "all high European politics now".  

But if these pension, VAT, and labor reforms are, as evident, not potential-growth 
enhancing but immiserating, they are not "tough for Greece to swallow" but rather 
they are technically incoherent and so will not work. They "blindly" concern the 
supply-side when demand is the issue, and they aggravate demand problems. And if 
the corresponding debt reduction commitment is insufficiently clear or deep to 
radically dislodge the primary surplus targets, this "high political" deal will certainly 
be no means to avert disaster. It will only stoke the latent explosiveness of Greece. 

http://wpo.st/T5mM0


So, instead, rather than compound the dire consequences arising from 2010 onwards 
occasioned by serially faulty IMF numbers on Greece, it is time to insist that IMF 
numbers do, finally, add up. And in that context, creditor proposals should be 
rendered technically coherent by withdrawal of these three unsubstantiated reform 
red lines and by immediate deep public debt write-offs to avert need for any further 
increases in primary surpluses.

Too much of a political "victory" for Syriza? Perhaps, but the creditors have only 
themselves to blame that after a long series of appalling decisions on their part, they 
have allowed this to become the only way left to avert the worst for Greece and for 
the Euro, and therefore for Europe and the World.
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