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Social Indicators and the Effectiveness of Social
Transfers in Greece over the Recent Crisis

Maria Botsari and Theodoros Mitrakos, Bank of Greece

Kolvwvikoi Agiktes ka1 n AnoteAeopatikotnta
twv Kowvwvikov NMapoxwv otnv EANdba katd tnv

NMpoéopatn Kpion

Mapia Mnotoapn kar ©e66wpos Mntpdkos, Todne(a tns EMddas

ABSTRACT

In this paper we present key statistics on
poverty, inequality and social exclusion
in Greece and the eurozone over the crisis
period 2009-2014. The data presented in
this paper reveal that six years of economic
recession and austerity in Greece have had
a significant negative impact on rates of
poverty and social exclusion, which have
reached historically unprecedented and
socially unacceptable high levels. Our data
and analyses suggest that the Welfare
State, one of the major functions of which
is to redistribute income collected through
taxation via social transfers, is the least
effective in Greece, among all eurozone
countries, in alleviating poverty and income
inequality. Greece is ranked last in the
Eurozone in terms of trust in government,
freedom of choice, perceived levels of public
sector corruption, and happiness, and third
and second to last, respectively, in terms of
trust in others and social support. We argue
that the erosion of the social fabric and the
perceived quality of the Greek climate of
trust appear to be part of the story of Greece
being the biggest happiness loser among 125
countries from 2005-2007 to 2012-2014.

KEY WORDS: Poverty, social exclusion,
inequality, social transfers, effectiveness.

NMEPIAHWH

LV pyacia auth napouaialoviar kai avaAdovian Bao-
0OIKof OEIKTES OXETKOT LE TN PTAXEND, TNV OIKOVOUIKN
avIoOTNTa Kal Tov KowviKé anokieiopd otnv EMada
ka1 tv eupwdvn Katd Ty nepiodo s O1KOVOLIKAS
kpions 2009-2014. Ta &iaBéopa otoixeia beixvouv
OU 10 €61 €t 01KOVOWIKAS UPEDNS Kal AITGTNTas otny
EMGSa €ixav onpavikés apvnTKES eMMTWOEIS OTa
NoCO0Td (PTXEINS KAl KOWWVIKOU anoKAEIoUoU, ta
onofa avhABav og 10TOPIKA MPWTOPAVA KAl KOVWVIKG
un anobektd uynAd enineda. Ta otoixeia kal o1 ava-
Nogls s gpyaoias katadeikviouv 6t 1o Kovwviké
Kpdros, tou onoifou pia ano us KUPIES aNOCTOAES Eivan
n avadiavopn Tou E1000APIATOS PECW TWV KOIVWVIKMDV
Napoxwv, €ival t0 ANyOTEPO anOTEAECHOTIKG PETaU
WV XWPWVY TS EUpw{vNs Ot HEION TS PTWXEITS
Kan s ei0odnpatikhs avicotntas. H EMGSa kartatdo-
oetan Teheutafa oty eupwdvn ws NPOS TV EUMIOTo-
olvn oty KuBépvnon, Tv ekeuBepia emAoyav, Ty
avtilnyn &1apBopds otov dnudalo Topéa Kal Ty uno-
KelpeVIKN eutuxia. Eivan, aképa, ous teheutaies Béoeis
WS MPOS TNV EUMOTOoUVN GTOUS AMOUS Kat TV KOol-
vvikh othpiEn. Bewpoue éu n didBpwon tou Koi-
vwvIKoU 10ToU Ka1 N apvnukh aviiAnyn tou KAatos
eumatoouvns otnv ENGSa eival 6Uo napdyovies nou
ouvéBahav oe peydro Babud wote n EMada va ko-
TaypAYel TS PeYONUTERES aNWAEIES ota enfneda uno-
Kelpevikns eutuxias and tnv nepiodo 2005-2007 otny
nepiodo 2012-2014 petal 125 xwpwv NayKoopiws.

NAEEEIZ-KAEIAIA: OTOXE1d, KOWVWVIKOS AMOKAEI-
Opos, aVIoOTNTA, KOIVWVIKES MAPOXES, OMOTEAE-
opaukdnta.
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1. Introduction

overty, income inequality and well-being in general have significantly worsened in Greece in

the last six years because of the deep recession caused by austerity measures. Not surprisingly,
in 2014, Greece was the Eurozone country with the highest rate of people at risk of poverty or
social exclusion across the age groups from birth to 54 years, the highest rate of people at risk
of poverty, the highest level of inequality with respect to the $S80/520 index and with a level of
inequality with respect to the Gini coefficient just one percentage point lower than its highest
value recorded in Spain. Greece was also the biggest well-being loser among 125 countries from
2005-2007 to 2012-2014. Last but not least, Greece is ranked last in terms of the effectiveness
of social protection expenditure in contributing to poverty reduction. The differences in poverty
reduction effectiveness of social transfers across Member States suggest that factors other than
the percentage of GDP spent on social protection influence poverty reduction outcomes.

Section 2 presents the main data source and discusses methodological issues. Section 3 presents
key statistics on poverty and social exclusion across all age groups —inclusive of children from birth to
17 years of age —and across all educational attainment levels. Section 4 is devoted to income inequality
as measured by the Gini coefficient and the $80/S20 index. The poverty reduction effectiveness of
social transfers is the topic of Section 5, while Section 6 refers to indicators of subjective well-being
which are increasingly considered proper measures of social progress and a goal of public policy. The
final remarks and summary of the findings are provided in the concluding section.

2. Data and methodological issues

he current study, presents comparisons of social indicators (risk of poverty, social exclusion,

inequality etc.) between EU countries. Data are derived by Eurostat’s database, comprising
harmonized statistics and offer an objective portrayal of social and economic trends.! Some of
these indicators are broken down by educational attainment level, age group or other socio-
economic characteristics of the household head. However, as often mentioned in the relevant
literature (Atkinson 1995; Cowell 1995), the design of social indicators has some weaknesses and
methodological shortcomings. As early as 1920, Dalton was arguing that underlying any index of
inequality there is some concept of social welfare (and, hence, a specific Social Welfare Function).
Therefore, a comparison between the estimates of a particular index for two distributions involves
an implicit or explicit normative judgment as to whether one distribution is to be preferred to
another. Then, one can ask whether it is possible to rank unambiguously two distributions without
using a specific index of inequality.

The Gini coefficient and the $80/520 index which are used in the present study to measure
income inequality satisfy the basic axioms of inequality measurement (symmetry, mean-
independence, population-independence and the Dalton-Pigou principle of transfers) and are
sensitive to different types of transfers. In comparison with most indices used in empirical
studies, Gini is relatively more sensitive to transfers close to the middle of the distribution, while
$80/520 more sensitive to transfers close to the top or the bottom of the distribution. Hence, the
combined use of these indices satisfies a different range of tastes regarding the responsiveness of
an index to different types of transfers. Further, alternative poverty measures are also employed
at this paper in order to moderate the weaknesses of social indicators.
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The at-risk-of poverty rate derived from the percentage of households in the population with
incomes less than 60 per cent of the median is the European Union headline measure of poverty
which has been incorporated into the EU 2020 poverty and social exclusion target. However,
the approach to poverty measurement based on relative income has been criticized, as it may
underestimate poverty while cross-country comparisons of relative poverty measures such as the at
risk of poverty rate have to be done carefully for a number of reasons (Bradshaw and Mayhew, 2010;
Eurostat, 2013). Although data are collected in all European countries through a single instrument
(EU-SILC), the full harmonization of the definition for each income component is difficult to reach.
The risk of poverty threshold is related to the general level of income, and its distribution, over
the whole population. This threshold may, therefore, change in various directions from one year
to another when individual incomes change suddenly, as it has occurred since the beginning of
the economic crisis in many countries. Then, the focus on the monetary side excludes from the
concept some benefits in kind (education, health, childcare, etc.) which — depending on the relative
generosity of national social systems — may have a different impact on the disposable income.

3. Poverty and Social Exclusion

A s is evident from Table 1, in 2013 Greece was the Eurozone country with the highest rate of
people at risk of poverty or social exclusion.? This rate rose further by 0.3 percentage points
to 36% in 2014, showing a cumulative increase of more than 8 percentage points during the crisis
period 2009-2014. Table 2 presents the percentage of total population at risk of poverty or social
exclusion in the Eurozone by age group. Figure 1, which is based on the data in Table 2 for Greece,
reveals an inverse U-shaped trend in the rates of people at risk of poverty or social exclusion across
age groups, which is worrying to watch and calls for attention and policy consideration and reforms.
As can be seen, youth aged from 16 to 24 years have seen the most severe deterioration in their
income and living conditions. The rate of at risk of poverty or social exclusion for this age group in
2014 was by 35% to 75% higher than the corresponding rates for the other three age groups and
has seen an increase of 18.8 percentage points since the beginning of the crisis in 2009. Moreover,
in 2014, Greece recorded the largest gap, equal to 15 percentage points, between the at risk of
poverty or social exclusion rate of youth aged from 16 to 24 years and that of total population.

Figure 1: Rate of people at risk of poverty or social exclusion
in Greece by age group, 2014
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Source: Eurostat.



(8] KoINQNIKH ZYNOXH KAI ANANTYEH

Table 1: Percentage of total population at risk of poverty or social
exclusion in the eurozone, 2009-2014

Country Year

2009 2010 2011 2012 2013 2014
Netherlands 15.1 15.1 15.7 15.0 159 16.5
Finland 16.9 16.9 17.9 17.2 16.0 17.3
Slovakia 19.6 20.6 20.6 20.5 19.8 184
France 185 19.2 19.3 19.1 18.1 18.5
Luxembourg 17.8 17.1 16.8 18.4 19.0 19.0
Austria 19.1 18.9 19.2 18.5 18.8 19.2
Slovenia 17.1 183 19.3 19.6 204 204
Germany 20.0 19.7 19.9 19.6 20.3 20.6
Belgium 20.2 20.8 21.0 21.6 20.8 21.2
Malta 20.3 21.2 22.1 23.1 24.0 23.8
Estonia 234 21.7 23.1 234 235 26.0
Lithuania 29.6 34.0 33.1 325 30.8 27.3
Ireland 25.7 27.3 294 30.0 295 27.4
Cyprus 235 24.6 24.6 27.1 27.8 27.4
Portugal 24.9 253 24.4 253 27.5 27.5
Italy 24.9 25.0 28.1 29.9 285 283
Spain 24.7 26.1 26.7 27.2 27.3 29.2
Latvia 37.9 38.2 40.1 36.2 35.1 32.7
Greece 27.6 27.7 31.0 34.6 357 36.0

Source: Eurostat.

Tables 3 and 4 present the at risk of poverty or social exclusion rates by educational
attainment level for population aged 18 and over and by parents’ level of education for children
aged 0-17 years, respectively. The data in Table 3 suggest that the at risk of poverty or social
exclusion rate for population aged 18 and over is directly linked to the educational attainment
level of the individuals: the less educated one is, the more likely one is to be at risk of poverty
or social exclusion. Across the 18 countries of the Eurozone for which data are available for
2014, the at risk of poverty or social exclusion rate for individuals with pre-primary, primary
and lower secondary education — equal to 33.2% — was by 11.5 percentage points greater than
the corresponding rate for individuals with upper secondary and post-secondary non-tertiary
education - equal to 21.7% - which in turn was by 9.2 percentage points greater than that
for individuals with first and second stage of tertiary education — equal to 12.5%. As can be
seen, Greece recorded the highest at risk of poverty or social exclusion rate among the Eurozone
countries, the third highest rate after Latvia and Lithuania among those with pre-primary, primary
and lower secondary education and the highest rates for the other two educational groups.
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Table 2: Percentage of total population at risk of poverty or social exclusion
in the Eurozone by age group, 2014

Age group
Country
Less than 16 years | From 16 to 24 years | From 25 to 54 years | 55 years or over

Slovakia 234 21.1 17.6 15.8
Austria 238 21.2 17.5 18.3
Slovenia 17.6 21.5 18.7 24.2
Estonia 235 23.2 21.9 337
Germany 193 239 20.3 20.7
Malta 30.9 24.1 20.9 239
France 214 26.2 18.3 14.6
Luxembourg 25.7 26.2 18.1 12.5
Netherlands 17.0 26.2 17.0 11.9
Belgium 22.3 27.2 20.5 19.3
Finland 155 27.2 15.1 17.4
Lithuania 285 28.7 23.8 30.9
Cyprus 24.6 32.1 26.7 28.0
Latvia 34.5 327 28.6 37.1
Portugal 30.8 34.8 26.2 253
Italy 319 36.5 29.8 22.6
Spain 354 38.7 31.6 19.1
Ireland 29.1 416 26.1 21.2
Greece 36.0 51.0 38.4 289

Source: Eurostat.

As it follows from Tables 3 and 4, the risk of facing poverty or social exclusion is not only
affected by the educational attainment of the individuals themselves, but also the educational at-
tainment level of parents has an impact on their children’s risk of falling in poverty or social exclu-
sion. The association between parents’ level of education and their children’s risk of experiencing
poverty or social exclusion is evident from Table 4, showing that the percentage of children living
in a household at risk of poverty or social exclusion ranged from 15.6% in Finland to 36.7% in
Greece. However, the total rate masks considerable variation across educational groups. While
for parents with a qualification lower than upper secondary education the risk of their chil-
dren facing poverty or social exclusion ranged from 42.8%in the Netherlands to 68.9% in Greece
and 70.8% in Latvia, the corresponding rate for parents with tertiary education was much lower,
ranging from 6.2% in Malta to 13.8% in Greece, 14.4% in Spain and 15.2% in Latvia. The situa-
tion is even more alarming when we look at children aged 0 through 6 years. Figure 2 reveals that
81.7% of Greek children from birth to the age of six, whose parents lack even an upper secondary
qualification, live in poverty or social exclusion. It is clear that there is a strong negative relation
between child poverty and their parents’ level of education.
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Table 3: Percentage of population of the Eurozone countries aged 18 and over
at risk of poverty orsocial exclusion in 2014 by educational attainment level

Country Levels 0-2 Levels 3-4 Levels 5-6 Total
Netherlands 18.7 18.7 11.0 16.2
Luxembourg 258 13.7 8.4 16.9
Slovakia 33.0 17.1 7.6 17.2
Finland 26.0 21.2 6.5 17.3
France 26.0 17.2 9.8 17.6
Austria 31.7 16.2 11.8 18.2
Belgium 35.0 19.3 10.0 20.5
Germany 39.6 219 12.5 20.7
Slovenia 37.4 214 8.0 21.0
Malta 30.1 13.1 53 22.1
Estonia 39.9 28.0 16.9 26.5
Portugal 32.2 19.7 10.8 26.6
Lithuania 429 30.8 10.0 27.0
Italy 34.6 235 154 27.5
Spain 349 27.6 153 27.8
Cyprus 408 29.5 14.4 28.1
Latvia 50.3 31.8 154 315
Greece 418 39.8 18.7 357

Source: Eurostat.

Note: Levels 0-2: pre-primary, primary and lower secondary education; levels 3-4: upper secondary and
post-secondary non-tertiary education; levels 5-6: first and second stage of tertiary education. Empty cells
indicate that data are not available.

Table 4: Percentage of Children of the Eurozone Countries Aged 0-17 Years at
Risk of Poverty or Social Exclusion in 2014 by Educational Attainment Level
of their Parents

Levels 0-2 Levels 3-4 Levels 5-6 Total
Finland 58.3 254 7.0 156
Netherlands 42.8 21.7 9.8 17.1
Slovenia 45.7 26.6 7.1 17.7
Germany 68.4 26.5 8.6 19.6
France 60.8 28.4 8.1 21.6
Belgium 64.3 30.6 9.2 23.2
Austria 65.4 23.6 12.8 233
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Levels 0-2 Levels 3-4 Levels 5-6 Total
Slovakia 935 24.5 11.7 236
Estonia 57.2 333 12.2 23.8
Cyprus 53.1 30.7 14.7 24.7
Luxembourg 53.1 23.2 9.8 26.4
Lithuania 68.6 43.1 8.8 289
Ireland 30.3
Malta 55.1 16.6 6.2 31.3
Portugal 48.1 23.2 7.0 314
Italy 58.5 29.6 13.0 32.1
Latvia 70.8 42.5 15.2 353
Spain 64.1 443 14.4 358
Greece 68.9 48.7 13.8 36.7

Source: Eurostat.

Table 5 displays the at-risk-of-poverty rates in the Eurozone countries over the period 2009-
2014. We recall that risk of poverty is one of the three elements contributing to being at risk
of poverty or social exclusion (see note 1). In 2014, the highest at risk of poverty rates were ob-
served in Spain (22.2%), Greece (22.1%), Estonia (21.8%) and Latvia (21.2%) and the lowest in
the Netherlands (11.6%), Slovakia (12.6%) and Finland (12.8%). This rate for Greece means that
the disposable income of 22.1% of its population was below the national poverty threshold.> We
should note at this point that the poverty threshold varies over time and has fallen in a number
of Eurozone Member States in recent years due to the financial and economic crisis. Indeed, in
Greece the median equivalized net income fell from € 8,377 in 2013 to € 7,680 in 2014. While
the median equivalized net income dropped between 2013 and 2014 by 8.32%, so did the at risk
of poverty rate which decreased by one percentage point, implying that a number of people in
Greece who were around the poverty threshold in 2013 moved above it merely as a result of the
lowering of the threshold caused by the fall in the median income, even if their situation did not
significantly change in 2014.
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Figure 2: At Risk of Poverty or Social Exclusion Rates in Greece for Children
Aged 0-17 Years by Educational Attainment Level of their Parents and Age
Group, 2014
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Source: Eurostat.

To keep the poverty threshold fixed in real terms over a longer period of time in order to
avoid misleading results in periods of rapid and general economic deterioration and therefore
to control the effects of a moving poverty threshold, Eurostat calculates the at risk of poverty
indicator anchored in time. Figure 3 illustrates the at risk of poverty rates in the Eurozone
anchored in 2008; as can be seen, between 2009 and 2014 the largest increases were observed
in Greece (154%) and Cyprus (92%), while Malta, Finland and Austria reported decreases. With
48% in 2014, Greece was the country with the worst performance in this indicator as well,
followed by Cyprus and Latvia which reported also high rates, but 16.7 and 20 percentage points,
respectively, lower than that of Greece. Notably, Greece witnessed an additional increase of 3.7
percentage points in this indicator between 2013 and 2014, while, with the exception of Cyprus
that also witnessed a high increase of 8 percentage points, for all other Eurozone countries the
at risk of poverty rate anchored in 2008 either decreased or increased by at most 3.2 percentage
points (in Spain).
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Table 5: At Risk of Poverty Rates in the Eurozone, 2009-2014

2009 2010 2011 2012 2013 2014
Netherlands 11.1 10.3 11.0 10.1 10.4 11.6
Slovakia 11.0 12.0 13.0 13.2 12.8 12.6
Finland 13.8 13.1 13.7 13.2 11.8 12.8
France 12.9 13.3 14.0 14.1 13.7 133
Austria 14.5 14.7 14.5 14.4 14.4 14.1
Cyprus 15.8 15.6 14.8 14.7 15.3 14.4
Slovenia 113 12.7 13.6 13.5 14.5 14.5
Ireland 15.0 15.2 15.2 15.7 14.1 153
Belgium 14.6 14.6 153 153 15.1 155
Malta 14.9 15.5 15.6 15.1 15.7 15.9
Luxembourg 14.9 14.5 13.6 15.1 15.9 16.4
Germany 15.5 15.6 15.8 16.1 16.1 16.7
Lithuania 20.3 20.5 19.2 18.6 20.6 19.1
Portugal 17.9 17.9 18.0 17.9 18.7 19.5
Italy 18.4 18.2 19.6 194 19.1 19.6
Latvia 26.4 20.9 19.0 19.2 19.4 21.2
Estonia 19.7 15.8 17.5 17.5 18.6 21.8
Greece 19.7 20.1 21.4 23.1 23.1 22.1
Spain 204 20.7 20.6 20.8 204 22.2

Source: Eurostat.
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Figure 3: At Risk of Poverty Rates in the Eurozone Anchored at 2008
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Source: Eurostat.

4. Income Inequality

A s follows from the data in Table 6, income inequality, as measured by the Gini coefficient,
varied substantially among the Eurozone countries in 2014, being as low as about 25 in
Slovenia and Finland and as high as about 35 in Greece, Portugal, Spain, Cyprus, Lithuania, Latvia
and Estonia (on a scale from 0 to 100). From 2013 to 2014, the Gini coefficient remained almost
stable in Greece, as in most of the Eurozone countries, while, where increases are observed, these
do not exceed one unit with the exception of Estonia, Cyprus and Slovakia. Figure 4 shows the
Gini value in 2014 plotted against its rate of change between 2009 and 2014. It can be seen
that almost half of the Eurozone countries saw increases in income inequality over the period
2009-2014, while the other half of them saw decreases. The biggest increases were recorded in
Cyprus (18%), Estonia (13.4%) and Slovenia (10.1%). Latvia and the Netherlands, with a 5.3%
and 3.7%, respectively, decrease in the Gini coefficient, are the countries which managed to
reduce inequality more than any other country in the Eurozone.
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Table 6: Gini Coefficient in the Eurozone, 2019-2014

Country 2009 2010 2011 2012 2013 2014
Slovenia 22.7 23.8 23.8 23.7 24.4 25.0
Finland 259 254 258 259 254 256
Belgium 26.4 26.6 26.3 26.5 259 259
Slovakia 24.8 259 25.7 253 24.2 26.1
Netherlands 27.2 255 258 254 25.1 26.2
Austria 27.5 28.3 27.4 27.6 27.0 27.6
Malta 27.4 28.6 27.2 27.1 27.9 27.7
Luxembourg 29.2 27.9 27.2 28.0 304 28.7
France 29.9 29.8 30.8 30.5 30.1 29.2
Germany 29.1 29.3 29.0 28.3 29.7 30.7
Ireland 28.8 30.7 29.8 29.9 30.0 30.7
Italy 31.8 31.7 325 324 328 324
Greece 33.1 329 335 34.3 344 34.5
Portugal 354 33.7 34.2 345 34.2 34.5
Spain 329 335 34.0 34.2 33.7 34.7
Cyprus 29.5 30.1 29.2 31.0 324 34.8
Lithuania 359 37.0 33.0 32.0 34.6 35.0
Latvia 375 359 35.1 35.7 352 355
Estonia 314 313 319 325 329 356

Source: Eurostat.
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Figure 4: Rate of Change of the Gini Coefficient in the Eurozone, 2009-2014
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Similar results are derived from another indicator of income inequality used to monitor so-
cial cohesion in the European Union: the income quintile share ratio (S80/520), that is the ratio of
total (equivalized) disposable income received by the top 20% of the population to that received
by the bottom 20%. Leventi and Matsaganis (2013) note that the Gini coefficient is highly sensi-
tive to inequalities in the middle of the income distribution, whereas the S80/5S20 index is sensi-
tive to changes at the two ends of the distribution. With a value of about 6.5, Estonia, Greece,
Latvia and Spain had the highest level of inequality in 2014 in terms of the S80/S20 index,
meaning that 20% of the population with the highest equivalized disposable income received
approximately 6.5 times as much income as 20% of the population with the lowest equivalized
disposable income. Figure 5 clearly shows that both the Gini coefficient and the S80/S20 index
reflect very similar trends in income inequality in the case of Greece.
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Figure 5: Evolution of Inequality in Greece Over the Period 2009-2014
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5. Social Transfers as a Means of Alleviating Poverty
and Inequality

S ocial transfers* were introduced long ago in many countries as a social policy tool which, if
used effectively, would prevent and alleviate poverty and inequality. More recently, social
transfers have been highlighted as an economic stabilizer for the effect of the crisis (Department
of Social Protection, 2014). To evaluate the effects of social policy regarding the poor social groups
and to measure the impact of social transfers on reducing the share of persons at risk of poverty,
the at risk of poverty rate before social transfers is commonly used. This indicator measures a
hypothetical situation where social transfers are absent (pensions not being considered as a social
transfer). Comparing this with the standard at risk of poverty rate (after social transfers) enables
to assess the redistributive effect that such transfers have in helping to reduce the number of
people who are at risk of poverty. As a key role of social transfers is to alleviate poverty, their
performance in reducing poverty has been a topic of intense research and academic debate (e.g.
Herrmann, Tausch, Heshmati, and Bajalan, 2008; Tausch, 2011; Watson and Maitre, 2013).

An index commonly used to evaluate social transfers’ performance in cushioning people
from the worst effects of rising unemployment and falling incomes is poverty reduction
effectiveness, which refers to the extent to which social transfers achieve the goal of reducing
poverty and is given by:

(AROP, — AROP J/AROP,
where AROP, is the at risk of poverty rate before social transfers (pensions excluded from social

transfers) and AROP_ is the at risk of poverty rate after social transfers (Watson and Maitre,
2013). Table7 presents the social protection expenditure in % GDP, the AROP , the AROP,
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and the poverty reduction effectiveness of social transfers in the Eurozone in 2012 (pensions
excluded from social transfers). The Pearson r correlation between social protection expenditure
and poverty reduction effectiveness of social transfers was found equal to 0.65, p = 0.003. These
figures represent a highly significant strong relation despite the very small sample size (N =
19 Eurozone countries). The correlation between social protection expenditure and the at risk
of poverty rate was found moderately negative (r = -0.40) and statistically significant at the
p = 0.10 level. The data in Table 8 show that, with a 13.8%, Greece is ranked last among
Eurozone countries in terms of poverty reduction effectiveness. Figure 6 illustrates the scatterplot
of poverty reduction effectiveness versus social protection expenditure. Below the trend line are
countries for which social transfers are less effective in alleviating income poverty than would be
predicted from their social protection expenditure. Note that all countries of the European South
find themselves below the trend line, indicating that poverty reduction is lower than what should
be expected from their level of social transfers. Greece, being the country which falls the most
below the regression line, seems to represent a special outlier case.

These findings are consistent with the data in Table 8, which presents Gini coefficient in the
Eurozone before and after social transfers (pensions excluded from social transfers). As is evident
in Table 9, social transfers do attenuate income inequality but they have different degrees of
impact in reducing inequality across countries. With a 32.7% decrease in the Gini coefficient
before and after social transfers in 2014, Ireland heads by far the list. Finland, Belgium, Slovenia,
Luxembourg and Netherlands have also seen high decreases, all above 20%. At the other end of
the list, Greece recorded the smallest percentage decrease in the Gini coefficient after inclusion of
social transfers among the income sources, followed by Italy, Cyprus, Latvia and Estonia. In these
countries, inequality was reduced by less than 10%. Figure 7 highlights the underperformance of
the Social State in reducing income inequality in the countries of the European South, as all these
countries fall below the trend line.

Table 7: Social Protection Expenditure in % GDP, AROPb, AROPa, and
Poverty Reduction Effectiveness of Social Transfers, 2012

expenditure in 7 GDp | AROPb | AROPa | PoXeT e et
Ireland 25.2 39.3 15.7 60.1
Finland 18.2 26.9 13.2 50.9
Belgium 18.4 27.7 15.3 44.8
Netherlands 19.9 20.6 10.1 51.0
Lithuania 8.8 28.4 18.6 34.5
Estonia 7.7 24.8 17.5 294
Austria 15.2 25.8 14.4 44.2
Luxembourg 13.5 29.0 15.1 47.9
Slovenia 13.8 25.2 135 46.4
Slovakia 10.0 20.0 13.2 34.0
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expenditirain s Gop | AROPD | AROPa | PoMe e s
France 19.0 23.8 14.1 40.8
Cyprus 13.6 235 14.7 37.4
Germany 17.2 243 16.1 33.7
Latvia 5.8 257 19.2 253
Spain 13.9 29.1 20.8 285
Malta 9.7 24.0 15.1 37.1
Portugal 12.1 253 17.9 29.2
Italy 13.6 24.4 19.4 20.5
Greece 13.7 26.8 23.1 13.8

Note: Pensions are excluded from social transfers and social protection expenditure. Administrative and

other costs are included in social protection expenditure.
Source: Authors’ calculations based on Eurostat data.

Figure 6: Scatterplot of Poverty Reduction Effectiveness versus Social

Protection Expenditure
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Figure 7 Scatterplot of Percentage Change of Gini Coefficient After Social
Transfers versus Social Protection Expenditure

35,00

-
Ireland

30,00

25,00 = Belgium
Finland

20,00 Slovenia

Luxembourg «* .

-
Austri ?ermanv Metherlands

Maka France

15,00~

% decrease in Gini coefficient before and after social transfers

- -
Slor ia Spain
-
. i -
10,00 Lithefania Portugal
-
- stonia Cyprus
Latvia % Greece
taly
5,00
T T T T T T
5,00 10,00 15,00 20,00 25,00 30,00

Social pretection expenditure (% GDP)

Note: Pensions are excluded.

It has been argued (World Bank, 1997) that social assistance may be less effective at
alleviating poverty, due primarily to poor targeting and inadequate transfer amounts for those
most in need. Table 9 presents the means-tested and non means-tested social benefits in % of
the GDP for EU-28 and the Eurozone countries in 2012, the most recent year for which data are
available for all countries. Eurostat distinguishes means-tested and non means-tested benefits.
A means test is a determination of whether an individual or family is eligible for government
assistance, based upon whether the individual or family possesses the means to do without
that help. The social benefits expenditure in Table 9 covers the functions of sickness/healthcare,
disability, family/children, unemployment, housing and social exclusion benefits not elsewhere
classified. The data in Table 9 show that Greece's total expenditure in 2012 on these functions (in
percent of GDP) was by 2.2 percentage points below the EU-28 average but almost half than that
of Ireland. Note also that the means-tested benefits in Greece, as a percentage of total benefits
on these functions, is only 9.7% compared with 13.0% in the EU-28 and 30.4% in Ireland.
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Table 8 Gini Coefficient Before and After Social Transfers in the Eurozone
(pensions excluded from social transfers) in 2012 and in 2014

2014 2012

Gini .. Gini ..

. . Gini . . Gini

Country coefficient |, officient % coefficient | efficient | |
before it al | d before it ial % decrease
social at er s;)aa ecrease social at er s;)aa
transfers ransters transfers ransters

Ireland 456 30.7 32.7 46.0 29.9 35.0
Belgium 34.5 25.9 24.9 35.1 26.5 24.5
Finland 34.1 25.6 24.9 34.2 25.9 243
Slovenia 31.0 25.0 19.4 30.1 23.7 213
Luxembourg 35.5 28.7 19.2 353 28.0 20.7
Netherlands 32.3 26.2 18.9 32.0 254 20.6
Austria 33.9 27.6 18.6 33.6 27.6 17.9
Germany 37.1 30.7 17.3 345 28.3 18.0
France 35.1 29.2 16.8 36.0 30.5 15.3
Malta 32.4 27.7 14.5 31.8 27.1 14.8
Spain 39.9 34.7 13.0 38.7 34.2 11.6
Slovakia 30.0 26.1 13.0 29.1 253 13.1
Lithuania 394 35.0 11.2 37.7 32.0 15.1
Portugal 38.7 34.5 10.9 38.7 34.5 10.9
Estonia 39.2 35.6 9.2 35.9 32.5 95
Latvia 38.5 355 7.8 38.8 35.7 8.0
Cyprus 37.5 34.8 7.2 34.1 31.0 9.1
Italy 34.8 32.4 6.9 34.6 32.4 6.4
Greece 37.0 34.5 6.8 36.6 343 6.3

Source: Eurostat.

Table 9 Means-Tested and Non Means-Tested Social Benefits Expenditure
for EU-28 and the Eurozone, in % of the GDP, 2012

2014 2012
Gini Gini Gini Gini
Country coefficient coefficient % coefficient coefficient %
before social | after social | decrease | before social | after social | decrease
transfers transfers transfers transfers
Ireland 45.6 30.7 32.7 46.0 29.9 35.0
Belgium 345 259 249 35.1 26.5 245
Finland 34.1 25.6 249 34.2 259 243
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2014 2012
Gini Gini Gini Gini
Country coefficient coefficient % coefficient coefficient %
before social | aftersocial | decrease | before social | aftersocial | decrease
transfers transfers transfers transfers

Luxembourg 355 28.7 19.2 353 28.0 20.7
Netherlands 32.3 26.2 18.9 32.0 254 20.6
Austria 339 27.6 18.6 336 27.6 17.9
Germany 37.1 30.7 17.3 345 28.3 18.0
France 35.1 29.2 16.8 36.0 30.5 15.3
Malta 324 27.7 14.5 31.8 27.1 14.8
Spain 399 34.7 13.0 38.7 34.2 11.6
Slovakia 30.0 26.1 13.0 29.1 253 13.1
Lithuania 394 35.0 11.2 37.7 32.0 15.1
Portugal 38.7 34.5 10.9 38.7 34.5 10.9
Estonia 39.2 35.6 9.2 359 325 9.5
Latvia 385 355 7.8 38.8 35.7 8.0
Cyprus 37.5 34.8 7.2 34.1 31.0 9.1

Ttaly 34.8 324 6.9 34.6 324 6.4
Greece 37.0 34.5 6.8 36.6 343 6.3

Source: Eurostat.

Further, a k-means cluster analysis was conducted to identify different groups of countries
within the Eurozone according to their decrease of the Gini coefficient after social transfers (Table
8), the effectiveness of social transfers in alleviating poverty (Table 7), the mean-tested benefits
(Table 9) and total social expenditure (pensions excluded) (Table 7). The number of clusters to
detect was specified by the rule of thumb k£ ~+/19/2 =3. Table 10 shows the three clusters
that were identified along with the means of the above variables for each group. On the basis
of the aforementioned means, these clusters can be characterized as very high, medium-to-high,
and low performing. The low performing cluster included the countries of Southern (Greece,
Italy, Spain, Portugal) and Eastern Europe (Estonia, Latvia, Lithuania, Slovakia). The very high
performing cluster comprised solely of Ireland. The medium-to-high performing cluster included
all other countries. Similar results were obtained in the study of Watson and Maitre (2013).
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Table 10 Classification of the eurozone countries according to the decrease
of the Gini coefficient after social transfers, the effectiveness of social
transfers in alleviating poverty, the mean-tested benefits
and total social expenditure (pensions excluded), 2012

Decrease of the
Gini coefficient

Means-tested ~ Total social

Effectiveness benefits expenditure

Cluster

Low performing

Greece, Italy, Spain,
Portugal, Estonia, Latvia, 10.1 26.9 9.2 10.7
Lithuania, Slovakia

Medium-to-high performing
Belgium, Germany, France,

Cyprus, Luxembourg,
Malta, Netherlands, 187 43.4 14.8 15.9

Austria, Slovenia, Finland

Very high performing
Ireland 35.0 60.1 304 252

Note: Decrease of the Gini coefficient = % decrease after social transfers. Mean-tested benefits = % of total
benefits. Total social expenditure = % GDP. The numbers are mean values for each cluster.

6. Well-Being Indicators

ollowing the UN General Assembly resolution adopted in July 2011, inviting member coun-
tries to measure the happiness of their people and to use this to help guide their public poli-
cies, happiness is increasingly considered a proper measure of social progress and a goal of public
policy (Helliwell, Layard, and Sachs, 2015). According to OECD (2013b), happiness — alternatively,
well-being, life satisfaction, or subjective utility (Easterlin, 2003) — encompasses three differ-
ent aspects: cognitive evaluations of one’s life, positive emotions (joy, pride), and negative ones
(pain, anger, worry). OECD (2013b) notes that, while these aspects of subjective well-being have
different determinants, in all cases these determinants go well beyond people’s income and ma-
terial conditions. World Happiness Reports (Helliwell et al., 2012, 2013, 2015) assess happiness
using the “Cantril Ladder”, or “Cantril’'s Ladder of Life Scale”, as adopted in the Gallup World
Poll (Bjgrnskov, 2010): “Please imagine a ladder with steps numbered from zero at the bottom to
ten at the top. Suppose we say that the top of the ladder represents the best possible life for you
and the bottom of the ladder represents the worst possible life for you. If the top step is 10 and
the bottom step is 0, on which step of the ladder do you feel you personally stand at the present
time?". Eurostat developed a module on well-being for the 2013 wave of the EU-SILC which
measures life satisfaction on an 11-point scale, from 0 (“not satisfied at all”) to 10 (“fully satis-
fied"). Eurostat conceptualized this variable as the respondent’s opinion/feeling about the degree
of satisfaction with his/her life.
In searching for the determinants of happiness, researchers estimate a regression equation in
which they use six key explanatory variables: GDP per capita, social support, healthy life expectancy,
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freedom to make life choices, generosity, and freedom from corruption. Taken together, these
six variables explain almost three-quarters of the variation in national annual average ladder
scores among countries (Helliwell et al., 2015). Economists and policy-makers often present per
capita GDP as the principal indicator of well-being. However, a number of thinkers have begun
to challenge the dominance of GDP in explaining well-being, as GDP statistics ignore wealth
variation, international income flows, household production of services, and other elements
which are important determinants of well-being, while, on the other hand, GDP increases when
convivial reciprocity is replaced by anonymous market relations and when rising crime, pollution,
catastrophes, or health hazards trigger defensive or repair expenditures (Fleurbaey, 2009; Harvie,
Slater, Philp, and Wheatley, 2008). Thus, scholars and important institutions such as the OECD,
the United Nations Development Programme (UNDP) and the European Union have sought to
develop composite indicators as alternatives to GDP, the most famous among them being the
Human Development Index (HDI®), which combines GDP per capita with two other indicators -
literacy or years of schooling and average life expectancy - into a single index (Harvie et al., 2008).

The findings of the 2013 World Happiness Report (Helliwell et al., 2013) revealed that the
countries badly hit by the Eurozone financial crisis — Portugal, Italy, Spain and Greece — have
suffered significant well-being losses from 2005-2007 to 2010-2012. Among the countries which
showed decreases in average happiness over this period, Greece ranks second, Spain sixth, Italy
eighth and Portugal twentieth. In the more recent 2015 World Happiness Report for the period
2012-2014 (Helliwell et al., 2015), with almost 1.5 points down from 2005-2007 to 2012-2014
Greece is the biggest happiness loser among 125 countries. Notably, while over the period 2010-
2012 Greece was ranked seventieth among 156 countries, having fallen from 2012 to 2014
down to the 102th place among 106 countries. Helliwell et al. (2013) note that Greece stands
out from the other countries in having the largest changes in life evaluations, beyond what can
be explained by average responses to the economic crisis. They argue that, if trust levels are
sufficiently high and the institutional fabric sufficiently strong, then the crisis may even lead to
higher subjective well-being, while, should social institutions prove inadequate in the face of the
challenges posed by the crisis, they may crumble further under the resulting pressures, making
the happiness losses even greater, since social and institutional trust are themselves important
supports for subjective well-being.

The argument of Helliwell et al. (2013) is supported by the datain Table 11. There can be seen
that Greece is ranked last among all the Eurozone countries with respect to trust in government,
freedom of choice, perceived levels of public sector corruption and happiness. Concerning trust
in others and social support, Greece occupies the third and second to last position, respectively.
The erosion of the social fabric and the perceived quality of the Greek climate of trust appear to
be part of the story of the very big happiness losses.

Table 11 Perceptions of Well-Being in the Eurozone

g someone | T | ot estom ! | e | apiness
Finland 97.5 58 60 91 89 7.4
Netherlands 934 46 57 87 83 7.3
Luxembourg 84.7 26 74 91 80 6.9
Germany 96.1 31 52 90 78 6.7
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Having someone | Trustin Trust in Freedc?m of CPI Happiness
to rely on others | government choice
Belgium 91.8 30 44 82 75 6.9
Ireland 96.9 30 35 90 72 6.9
France 923 20 44 83 71 6.5
Austria 96.9 29 38 90 69 7.2
Estonia 95.5 33 27 65 68 5.4
Cyprus 93.7 11 34 69 63 56
Portugal 87.7 27 23 73 62 5.1
Spain 95.8 22 34 74 59 6.3
Lithuania 96.4 25 15 46 57 5.8
Slovenia 97.1 15 24 89 57 58
Malta 96.5 16 50 82 56 6.3
Latvia 89.3 13 19 51 53 5.0
Slovakia 98.6 21 37 53 47 5.9
Italy 85.7 20 28 55 43 59
Greece 86.6 16 13 36 40 4.8

Notes and sources: Having someone to rely on: percentage of the population answering “yes” to the EU-SILC
2013 question about having someone to rely on in case of need; only relatives and friends (or neighbors)
who don't live in the same householdare considered. Trust in other people: percentage of respondents
answering “can be trusted” to the Gallup World Poll question, “Generally speaking, would you say that
most people can be trusted or that you have to be careful in dealing with people?”; data were obtained from
the 2014 Human Development and refer to the most recent year available during the period 2009-2011.
Trust in government: percentage of respondents answering “yes” to the Gallup World Poll question, “In this
country, do you have confidence in the national government?”; Data were obtained from the 2014 Human
Development and refer to the most recent year available during the period 2007-2012. Freedom of choice:
percentage of respondents answering “satisfied” to the Gallup World Poll question, “In this country, are
you satisfied or dissatisfied with your freedom to choose what you do with your life?”; data were obtained
from the 2014 Human Development and refer to the most recent year available during the period 2007-
2012). HDI: Human Development Index; data were obtained from the 2014 Human Development and refer
to year 2013. CPL: Corruption Perceptions Index, which measures the perceived levels of public sector
corruption on a scale of 0-100, where 0 means that a country is perceived as highly corrupt and 100 means
it is perceived as very clean; data were obtained from the 2013 Corruption Perceptions Index and refer to
year 2013. Happiness: average Cantril Ladder score; data were obtained from the 2015 World Happiness
Report and refer to the period 2012-2014.

7. Conclusion

he data presented in this paper reveal that six years of economic recession and austerity
in Greece have had a significant negative impact on rates of poverty and social exclusion,
which have reached historically unprecedented and socially unacceptable high levels. These data
show also that Greece is ranked last among all the Eurozone countries with respect to trust in
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government, freedom of choice, perceived levels of public sector corruption and happiness, and
almost last with respect to trust in others and social support. Our analyses have further revealed
that the Welfare State, one of the major functions of which is to redistribute income collected
through taxation via social transfers, is the least effective in Greece among all Eurozone countries
in alleviating poverty and income inequality.

Several recent papers have attempted to assess how well the social transfers fulfill the role
of alleviating poverty (Longford and Nicodemo, 2010). According to Gouveia et al. (2014), the
ideal is that, if all social transfers were discarded there would be an appreciable level of poverty,
but when the social transfers are regarded as a component of household income, poverty is
greatly reduced. The poverty reduction effectiveness of social transfers which has become a topic
of intense research and policy attention in recent years, describes how close the current alloca-
tion is to this ideal (e.g., Heady, Mitrakos and Tsakloglou, 2001; Longford and Nicodemo, 2010;
Watson. and Maitre, 2013). Large differences are observed among the countries of the Eurozone
in social protection expenditure as a percentage of GDP which, in 2012, was about or above 20%
in Ireland (25.2%), Netherlands (19.9%) and France (19%), and below 15% in the countries of
Southern and Eastern Europe (pensions excluded from social protection expenditure). Longford
and Nicodemo (2010) comment that these differences reflect differences in living standards, but
are also indicative of the diversity of the social protection systems and of the demographic, eco-
nomic, social and institutional structures specific to each country.

Consistent with the results obtained in studies examining the relationship between social
protection expenditure and poverty rates (Behrendt, 2002; Gouveia et al.,, 2014; Nolan et
al., 2010, this paper points to a moderate negative correlation between poverty and social
protection expenditure in the Eurozone and to a strong positive correlation between poverty
reduction effectiveness of social transfers and social protection expenditure. However, signifi-
cant differences across Member States have been uncovered. Although comparing the poverty
reduction effectiveness of social transfers is not easy, because some countries spend more on
social protection than others and countries use different instruments (Longford and Nicodemo,
2010), the findings of the present study suggest that the impact of social transfers in alleviating
poverty is weakest in the Southern Europe Member States (Greece, Spain, Italy and Portugal). In
contrast, more than half of those at risk of poverty in Ireland (60.1%), the Netherlands (51%) and
Finland (50.9%) were removed in 2012 from this risk as a result of social transfers. Moreover, our
results show that all countries of the European South are quite below the line representing the
estimated average relationship between poverty reduction effectiveness and social protection
expenditure (Figure 6), suggesting that the poverty gain achieved with social protection expendi-
ture is lower than what should be expected from their level of social transfers or what should be
expected for a Eurozone member state. In addition, as there are countries achieving larger gains
than expected on the basis of their social protection expenditure, we argue that there is room for
effectiveness improvements in social protection policies.

In conclusion, our results indicate that social transfers seem to reduce poverty and inequality
in all Eurozone countries, with the reduction being strongly and positively associated to the
percentage of GDP spent on social protection, but the impact of transfers seem to be more of
a lack of high social protection expenditure in countries with the highest percentage of GDP
devoted to social spending.

Watson and Maftre (2013) caution what might seem like ‘ineffectiveness’ with respect to
poverty reduction may well be a by-product of designing social transfers to address other goals
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such as promoting work, enhancing social involvement or encouraging skills development. In
many cases, it will be necessary to balance the goal of increasing poverty reduction efficiency
against other aims of policy. However, in view of the fact that the means-tested benefits
(pensions excluded) in Greece, as a percentage of total benefits on these functions, is by almost
40% lower than that of the EU-28 and less than one third of that of Ireland, we believe that a
more widespread adoption of means-tested allocation of benefits and the implementation of a
more targeted and fairer system of social transfers could increase poverty reduction effectiveness.

Notes

L.

Eurostat collects data from national statistical institutes. The statistics are harmonized ac-
cording to Eurore-wide methodologies and therefore the data are genuinely comparable
across member states.

At risk of poverty or social exclusion refers to the situation of people either at risk of poverty,
or severely materially deprived or living in a household with a very low work intensity.
Poverty threshold, also called poverty line, is the minimum income level below which a per-
son is officially considered to lack adequate subsistence and to be living in poverty. Absolute
thresholds are fixed at a point in time and updated solely for price changes. In contrast, rela-
tive thresholds, as commonly defined, are developed by reference to the actual expenditures
(or income) of the population. The poverty threshold is usually set at 60 % of the national
median equivalized disposable income (after social transfers). The equivalized income is cal-
culated by dividing the total household income by its size determined after applying the fol-
lowing weights: 1.0 to the first adult, 0.5 to each other household members aged 14 or over
and 0.3 to each household member aged less than 14 years old.

According to EU-SILC, expenditure on social protection includes social benefits, administra-
tion costs and other expenditure. Social protection benefits are classified according to eight
social protection functions: sickness / healthcare benefits; disability benefits; old age ben-
efits, including old age pensions; survivors' benefits, including a survivors’ pensions; family
/ children benefits; unemployment benefits; housing benefits; social exclusion benefits not
elsewhere classified. The at risk of poverty rate before social transfers is calculated using two
definitions of income, depending on whether pensions are considered as social transfers or
not. Pensions include: old age pensions, anticipated old age pensions, partial pensions, dis-
ability pensions, early retirement benefits due to reduced capacity to work, survivors pensions
and early retirement benefits for labor market reasons.

The HDI is defined (United Nations Development Programme, 2014), as the geometric mean
of the three dimensional indices: HDI = (I, X I, ion X Licome)” - EaCh dimensional index is
given by: Dimension index =) actual value — minimum value) / (maximum value — minimum
value).
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