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SHIFTING TO TRADABLES: 

HOW TO GROW THE GREEK ECONOMY 

Aristos Doxiadis1 

 

Very little of the public debate on the Greek economic crisis has focused on how to get the 

economy to grow. Even among policy makers, this issue is receiving little attention.  Their 

effort is directed mostly to fiscal stabilization and/or debt renegotiation. Yet, ultimately, 

growth is the key to improving public finances and to servicing debt, as well as to raising 

incomes and employment.  

The Memorandum of Economic and Financial Policies includes ‘structural reform’ measures, 

whose aim is to enable the economy to get back to a growth path. This article argues that 

these measures are inadequate, and that structural policy priorities should be re-ordered – 

urgently and emphatically.   

The discussion here accepts the basic premises of the Memorandum: that there is no scope 

in Greece for fiscal stimulus to boost growth via domestic demand; that the government 

should get to primary surpluses as soon as possible; and that there is very limited scope for 

additional lending from abroad to finance either consumption or public investment; at least 

not until a radically different mode of economic governance emerges in the EU. 

Therefore, growth can only start, and be sustained, by increasing exports, and/or by 

substituting imports. In other words, by expanding the tradable sectors of the economy. 

Part 1 presents a framework for thinking about different types of Greek business. It classifies 

activities into four groups (‘quadrants’) and discusses the institutional environment in which 

each group operates. Part 2 discusses the prospects and the institutional preconditions for 

job creation in tradable activities, based on the quadrant from which each employer 

originates. Part 3 presents structural reform priorities based on this analysis. 

1 Sectors and institutions 
To evaluate which policy mix can best promote expansion of tradable activities, one needs 

some background on the sectoral composition of Greek business and employment, and on 

their institutional characteristics. Two fundamental trends stand out: the rapid shift of 

resources from tradable to non-tradable activities; and the persistence of small-scale 

organization. 

1.1 Rapid shift into non-tradables  
By a very rough estimate, between 1992 and 2007 the division of employment between 

tradable (T) and non-tradable (N) sectors shifted by 13 percentage points; i.e. from 

T/N=44/56 to T/N=31/692. The shift to non-tradables has been much more rapid than in the 

European Union as a whole. Over the same period, the EC-12 saw a shift of about 8 points, 

Sweden of about 5 points, and Portugal of about 3 points.  
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In Greece, most of the jobs were lost in agriculture, but very few new jobs were created in 

other tradables – mostly in tourism. A better approximation of the split in 2007, based on a 

more detailed breakdown by industry, is 25/753.   

The proportion of tradable to non-tradable jobs in Greece is not lower than in some 

advanced and successful economies; in some Nordic countries it is lower. But the underlying 

mechanisms that brought about the shift have been different.  In advanced economies 

where the share of employment in public and personal services has been growing, 

productivity in the tradable industries has been increasing steadily, and has been able to 

support more non-tradable jobs without creating large and persistent current account 

deficits.  

The Greek shift had both macro and micro causes. On the macro level, it was powered by 

the twin deficits – current account and fiscal. Large net capital inflows from abroad were 

channeled to domestic consumption, via public sector salaries and social transfer payments, 

and to investment in non-tradable sectors (in the public sector: infrastructure and defense; 

in the private sector: real estate). Very little of the capital inflow was directed to investment 

in tradable industries, such as manufacturing, tourism or agriculture. Thus domestic demand 

grew, boosting imports and non-tradable services, beyond the capacity of the local tradable 

sectors to keep pace. 

On the micro level, non-tradable activities became progressively more attractive both for 

businesses and for employees, because they were strongly protected by regulation; while 

tradable businesses were left to fend on their own in a world of intensifying international 

competition, and increasing domestic costs.   

Many economists will argue that the large balance of payments deficit reveals a problem of 

‘competitiveness’, in the narrow sense of high unit labor costs. This would mean that jobs 

were lost in the tradable industries because costs were too high for them to survive in 

international competition.  The account above explains the erosion of the tradable 

productive base by a different set of mechanisms: debt-fueled demand, and the gravitation 

of rent-seeking resources towards protected non-tradable activities. The two accounts are 

complementary, not contradictory, but they lead to different policy priorities. In the absence 

of good econometric growth models of the Greek economy, it is hard to quantify the relative 

importance of each factor.  It is casual but extensive empirical observation that has shaped 

the views that are expressed here. 

1.2 Persistence of self-employment, micro-businesses, and small 

property as the typical forms of organization.  
Despite the rapid change in the sectoral composition of employment, industries have not 

become significantly more centralized. I have argued elsewhere4 that, for complex and deep-

rooted institutional reasons, big businesses cannot become the primary form of organization 
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in Greece, especially in the tradable sectors. I will not repeat the argument here, but will 

highlight a few numbers: 

In the economy as a whole, the self-employed, together with unpaid family members, make 

up 35% of total employment; this is the highest figure in the OECD. In the non-financial 

business economy, 57% of all employment is in micro-businesses (1-9 people), by far the 

largest figure in the EU. In many professions, such as doctors, lawyers, pharmacists, Greece 

has one of the highest ratios of members per 1000 population in the world – more than 

double the numbers needed for the highest standards of provision. In agriculture, average 

size of farm is the smallest in Europe. (all figures refer to 2005 or 2007) 

At the other end of the spectrum, only about 5% of the labor force is employed in businesses 

of over 250 employees; another 20% (plus) is in government and public services; so about 

75% of the total labor force, or more than 90% of the private sector labor force, is in ‘small 

and medium size enterprises’ (by the definition of the EU). 

One corollary of the above is that standard macroeconomic models should be applied with 

caution to Greece. Many models work with two income categories, wages and profits 

(“Compensation of employees” and “Gross operating surplus” in the national accounts).  

Income from self-employment (“Mixed income” in the national accounts) is divided 

arbitrarily into a wage and a profit component.  This may not matter in economies where 

self-employment is low, but it does in Greece.  

Another corollary is that official labor market policy may be much less relevant for 

competitiveness than in other countries: small businesses often bend the rules anyway, and 

their real labor costs are not much affected by collective bargaining.  

The same holds for investment incentives, such as tax rates and tax breaks: these are usually 

relevant for corporations where salaries and profits can be clearly distinguished, but they act 

differently in small businesses where these are mixed. Indeed, in a family-micro-business 

economy it is even hard to distinguish between consumption and investment: is the car a 

sales tool, or a consumer good? What about English language lessons? 
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1.3 A matrix of contrasting institutional regimes 
Following from the two trends, it is useful to classify businesses and jobs according to two 

criteria: first, how large is the business or organization, and second, how exposed is it to 

international competition. In simplified form, this yields a table of four quadrants, such as 

Table 1. This shows an estimate of the distribution of employment by quadrant in the Greek 

economy in 2007.  

TABLE 1 

EMPLOYMENT BY CATEGORY (thousands, 2007) 

 NON-TRADABLE TRADABLE ALL SECTORS 

LARGE EMPLOYERS 

>250  

LN 

1,004 (22.5%)* 

 

LT 

115 (2.6%) 

1,120 (25.1%) 

SMALL-MEDIUM 

EMPLOYERS  <250  

SN 

2,326 (52.2%) 

ST 

1,009 (22.7%) 

(164, 3.7%)** 

 

3,335 (74.9%) 

 

ALL SIZES 3,331 (74.8%) 1,125 (25.2%) 4,456 (100%) 

*    including government 
** of the SME tradable sector employment, only 164 thousand (3.7% of total employment)   are in 

non-agricultural businesses with over 20 employees 
Source: Eurostat, Structural Business Statistics (SBS) for the sectors covered, Labor Force Surveys (LFS) 
for the rest, and my own estimates. More details, including the set of industries which comprise the N 
and T groups can be found in the Annex.  

 
In each of the four quadrants businesses operate in a different institutional environment, 

and they are affected differently by any set of policies.  In summary, the regimes are as 

follows: 

1.3.1 Large, non-tradable (LN)  

Government and public services, banks, telecoms, utilities, and their big contractors, make 

up most of this quadrant. Here competitive pressures are negligible, and employment 

protection has been high. Most Greek labor legislation, as well as pensions and social 

benefits, were shaped by the corporatist bargains and constraints within this quadrant; 

these then spilled over to the rest of the economy, whether they were viable and 

enforceable or not.  Rent-seeking and inefficiency in most of the quadrant are well 

documented, and I shall not dwell on them.  

The sharpest effect of the crisis on LN organizations has been the change from a very soft 

budget constraint to a hard one. This leads to downsizing , i.e. quantitative change, but in 
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the absence of competitive pressure, one cannot expect any qualitative change,  i.e. better 

planning, a different work ethic, etc.   

An exception to the cozy corporatism within this quadrant is large employers in the retail 

trades. Here labor conditions are harsher, and competition is sometimes strong, leading 

even before the crisis to occasional bankruptcies and mass layoffs. 

1.3.2 Small, non-tradable (SN) 

This makes up about half of the economy. It is the domain of the self-employed professional 

and of the family shop. Many of the activities here were protected by restrictive regulation, 

and/or were supported with generous pension schemes; especially the white collar, 

university-degree trades (lawyers, pharmacists, engineers). Others grew without special 

protection, on the basis of family strategies of upward mobility, and led to tens of thousands 

of excess doctors, teachers, etc, either active or in-waiting. To survive, they created excess 

demand for their trade (doctors), or they exploited the weakness of public service provision 

(teachers in cramming schools; private nurses); having provided an alternative, they also 

lifted the pressure for public services to improve. Others had no special privileges (building 

tradesmen, restaurant owners, shopkeepers), but they were able to remain independent 

because of the institutional bias against large companies; and they were able to make a 

living, because of the demand generated by the twin deficits.  

The dynamics of competition in this quadrant are peculiar. Because of oversupply, actors 

very actively pursue clients; but they do not compete on price. This seeming paradox can be 

explained by two factors.  

First, regulation in many cases explicitly forbids price competition, in order to protect the 

small trader (e.g. restrictions on discounting in clothes shops; law of ‘fixed price’ on books; 

minimum statutory remuneration in many professions; ban on price comparisons in 

advertisements).  

Second, there are major obstacles to the growth of firms. Competing aggressively on price 

only makes sense if one can grow big by this; if one is not able to grow because of other 

constraints, there is no point in reducing one’s margins to undercut the competition.  

Obstacles to growth of firms in Greece are many, including limited access to equity, social 

aversion to wage labor, and regulatory biases against size and organization (see below 

section 3.3). In this context, having more competitors may paradoxically result in upward 

pressure on prices: ‘normal profit’ is set where the typical actor can break even, i.e. margins 

rise as volume per firm shrinks – they rise either tacitly, or by the state stepping in and fixing 

prices to avoid protests and/or despair. 

Thus, large parts of this quadrant are bloated and inefficient. As domestic demand shrinks 

because of the crisis, incomes will drop, some or many will become poor, but it is hard to 

see how businesses will become more efficient, unless the dynamics of competition change. 

This could only happen if a new type of corporate player were to appear, who could reap 

substantial economies of scale; for example private primary care companies with doctors as 

salaried employees. In most sectors, this is not likely to happen, as it will be prevented by a 

thicket of regulations and as well as by informal cultural constraints.  
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Within the prevalent small-scale business models, in activities with low fixed costs (e.g. 

personal services, building repairs), prices may fall as a result of the recession (if there are 

good search mechanisms – a big if); in others with substantial fixed costs, such as retail 

shops, closures are more likely than price reductions.  

1.3.3 Large, tradable (LT)   

This is the smallest quadrant in the economy. If a ‘large’ firm is defined as having more than 

250 employees, the quadrant accounts for only 115 thousand jobs (2.6% of total 

employment). If the concept is expanded to include all non-agricultural tradable businesses 

of more than 20 (twenty) employees, the quadrant still accounts for only 280 thousand jobs 

(6.3% of total employment). This is the fundamental weakness of the economy: that what 

may be termed the ‘productive capitalist’ part is minute.  

Greek society has a very strong institutional and ideological bias against sizeable competitive 

business. Some of the bias has deep historical, social and cultural roots, as argued 

elsewhere5, and cannot be eradicated soon; but some of the bias results from regulation and 

the way it is enforced. In this latter category one can mention: 

Labor market/ social insurance:  in the Large Tradable quadrant, rules regarding overtime, 

layoffs, and the cost of insurance contributions were set neither by the market nor by 

collective bargaining within the sector. The standards of legislation were set in the much 

bigger Large Non-Tradable quadrant, where international competition was not an issue, and 

where labor costs could be regulated without regard to productivity, and profitability could 

be maintained by passing on the costs to the consumer – in many cases, the consumer being 

another producer. LN companies thrived and LT companies suffered as a result.  

Differential enforcement: some of the costliest regulation is better enforced in Large 

Tradable rather than in Small Tradable companies; especially social insurance payments, and 

income tax. This provides a differential cost advantage to small competitors which can offset 

the economies of scale of the bigger ones. 

Competition regulation: for several years, the Competition Commission, acting with little 

expertise or ethos of impartiality, vacillated between inactivity and a bias against size. In a 

series of haphazard decisions, the only constant has been the presumption of guilt of the 

larger players.  

Punitive taxation:  the standard practice of corporate tax inspectors has been to impose 

extra taxes for “accounting discrepancies” even in cases of well kept books. There are 

quotas for such extra taxes, so businesses regularly have to pay a penalty which is often 

equivalent to ten percentage points on corporate income tax rates. No similar quotas exist 

for small businesses. 

Institutional instability: rules change all the time. Even when they do not, the pattern of 

enforcement changes: most Greek rules are very strict on paper, but they are not strictly 
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enforced. A business can never know the actual, as opposed to the formal, framework in 

which it will have to operate the next time a minister or an officer changes. Instability is a 

bias against size, since larger companies rely more on fixed assets and on rigid organizations 

that cannot change shape and behavior quickly. 

To recapitulate, the Large Tradable quadrant has remained very small because it is buffeted 

by formal regulatory spillover from Large Non-tradable, by informal regulatory advantage of 

Small Tradable, and by a general ideological and institutional bias against capitalist 

production. 

An important exception is the shipping industry. This is very successful on a global scale, and 

accounts for between 5% and 7% of GDP. It is exempt from the institutional obstacles to 

enterprise due to an arrangement that has endured for decades: very light regulation, and 

very low taxation, in return for keeping headquarters in Greece and having Greeks as 

officers on the ships. This works well for shipping per se; but ancillary activities, which by 

their nature are more intertwined with local institutions, have not been able to develop. 

Shipping-related engineering, repairs, education and training have all declined, rather than 

benefiting from the growth of the core industry. 

1.3.4 Small, tradable (ST)   

Out of the one million jobs in this quadrant, about half are in agriculture, about 30% are in 

so-called manufacturing, and the rest are in services. In ‘manufacturing’ most of the jobs are 

in workshops: bakeries, carpenters and ironmongers, seamstresses.  In services, they are in 

tourism.  

Institutional protection is not common. It has been substantial for parts of the agricultural 

sector, via the Common Agricultural Policy, i.e. for farmers who grow wheat or cotton in 

central and northern Greece; but not for producers of fruit and vegetables. Most of the 

quadrant survives on a mix of skill, hard work, and the weak protection afforded by distance 

from the efficient large competitor. Tourism and many of the farms also rely on natural 

advantage. 

These are entrepreneurial occupations. They have to respond to changes in technology and 

competition, they are directly affected by globalization, they do not turn to the state for 

subsidies and regulation, they must manage cash flow, and in some cases they also hire and 

fire. At the same time, they have lower social status than the protected professions in SN. 

One factor in survival is low compliance to regulation: the spillover effect from LN is less 

pronounced here. But low compliance has a price: they must keep below the radar by 

keeping small. The transition from self-employment to being an employer is especially tricky: 

if they can hire without paying all the non-wage costs, it can be profitable; if they abide by 

all the rules, it may not be. For these businesses, the large influx of immigrants since 1990 

has been a bonanza.   

1.3.5 Summary of institutional differences 

The non-tradable part of the economy, both large- and small-scale, grew fast in recent 

decades, on the back of the twin deficits. But it was also well protected: the more organized, 
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hierarchical and law-conforming LN quadrant was protected by corporatist bargains and by 

barriers to entry; the more chaotic SN quadrant by populist regulation, and also by barriers 

to entry of strong competitors who could change the business model. Because they were so 

protected, both quadrants probably drew in more resources and appropriated more income 

than they would have if they had grown only on the basis of the demand created by the twin 

deficits. The most attractive career paths, the better business opportunities and the highest 

margins were all in the non-tradable sectors. 

As this part shrinks, there is no inherent mechanism to change the protected mode of 

operation. Whether measures in the Memorandum will achieve this is debatable.  

The tradable part, on the other hand, has had to suffer not only the drain of resources to 

non-tradables due to the twin deficits, and the related rise of wage costs due to competition 

for employees, but also the spill-over of overregulation which may be sustainable in 

activities isolated from global competition, but totally destructive in competitive industries. 

In addition, Greece is a society of petit-bourgeois family strategies, in which the social status 

of (mostly non-tradable) white-collar professions was much higher than that of hands-on 

entrepreneurs; this has also kept qualified young people away from competitive activity. 

2 A transfer of resources 

2.1 How big a transfer? 
There is a pressing need for a shift of resources to viable tradable-sector businesses. It is 

difficult to estimate how large this must be, but it is clearly in the hundreds of thousands of 

jobs. The Institute of Economic and Industrial Research (IOBE), in a recent list of growth 

policy proposals, has stated that: “the labor market must transfer hundreds of thousands of 

employees (around 10% of the labor force) from non-tradable to export-oriented 

industries”6.  

Ten percent of the labor force (i.e. around 450,000 people) is a number that, by my own 

very sketchy calculation, is required to shift the economy from a current account deficit of 

around 15% of GDP (as it was in 2009) to a current account surplus of around 5%, if the jobs 

that are created in the tradable sector and those lost in the non-tradable are of average 

national productivity (see Annex, 4.3). However at present productivity appears to be lower 

on average in the tradable sector than in the non-tradable.7 This is probably due partly to 

the high share of jobs in agriculture and in workshops. It is likely that most of the new jobs 

will also have relatively low productivity, at least in the beginning, for reasons that will 

become apparent when the paths of job creation are discussed. This means that more such 

new jobs would need to be created in order to have the same effect on the current account. 

The numbers required are affected by several other factors. If relative prices (or costs) of 

non-tradable services remain high because they are protected by regulation, while tradable 

                                                           
6
 IOBE, “The Greek Economy”, 4

th
 Quarter, 2010, p. 9. 

7
 Productivity in this case meaning “gross value added” as recorded in the National Accounts, per 

person employed as recorded in the Labor Force Surveys (2007). 
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prices are depressed due to international competition, this increases the numbers of those 

who will have to change jobs. If Greece must maintain a sizeable current account surplus so 

that it can finance investment from domestic savings and/or pay down its debt, then the 

transfer needs to be higher than if Greece can hope to see net capital inflows in the coming 

years.  If imports of some types of good can be reduced, and stay reduced as incomes grow, 

the required shift is lower; targeted policies may achieve this effect, but only for a narrow 

range of products such as pharmaceuticals or weapons systems.  Overall, taking into account 

productivities (low in tradables) , relative prices (high for non-tradables), prospects of FDI 

(meager), it seems reasonable to target a transfer  of around 500,000 jobs in the next few 

years. 

It is more useful to think in terms of numbers of new jobs rather than in terms of amounts of 

new investment in euro, not only because of the social aspects of employment; but also 

because thinking of jobs should focus the policy-makers’ minds on the reality that starting a 

new business is a complex activity. It requires changing people’s lives, learning by doing, 

starting logistics, production and distribution operations, and so on. Some Greek policy 

makers tend to think of an investment as a one-off decision made by “investors” in some 

remote office that allocates funds, after they have calculated tax rates, labor costs and 

expected profits – almost frictionless. Creating new jobs in practice is much more complex 

than any a priori decision to invest. 

2.2 Paths to job creation 
It is private sector actions that will expand or create new tradable activities; the state can 

only assist or hinder such actions. Depending on where the actors come from, they will face 

different challenges. Policy makers should identify the actors most likely to establish or to 

expand tradable businesses in Greece, understand their particular challenges, and enact 

policies to suit them.  

Studying the relative sizes of the quadrants in Table 1 (above) can help in identifying the 

likely actors. Based on international experience, one would expect most new jobs to be 

created by sizeable investments in the LT quadrant. But, as explained earlier, the LT 

quadrant only accounts for between 115 and 280 thousand jobs, depending on one’s 

definition of ‘large’. And this is after three decades of political stability and of investment 

grants, and of two decades of convergence to the eurozone, of monetary stability and of 

cheap credit. Creating some 500 thousand new jobs in ‘large‘ companies would mean adding 

between two and four times the existing number of jobs. This is a very tall order. 

Alternatively, many of the new jobs could be created in the ST quadrant. This is also not 

going to be easy, because small and micro-businesses are as a rule not competitive in 

tradable activities, so the jobs will be precarious and not well paid, at least until growth picks 

up. But, given the numbers involved, and the institutional environment, it is probably easier 

to envisage, say, 300 thousand new jobs in small tradable businesses rather than in ‘large’ 

ones. 

 
To understand this, look at the paths to job creation in Figure 1.  
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FIGURE 1 
PATHS TO JOB CREATION

LARGE NON-TRADABLE LARGE TRADABLE 

SMALL NON-TRADABLE SMALL TRADABLE 

1b. FDI (NT) 1a. FDI (T) 

3. GROWTH 4. NEW BUSINESS 

2. EXPANSION 
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2.2.1 Path 1 (FDI, T and N): Foreign companies investing in new establishments.   

Foreign Direct Investment (FDI) in tradable sectors has historically been very low (at least in 

the past 40 years). It is very hard to see how this can change soon by any mix of government 

policies.  

In manufacturing, Greece offers few competitive advantages to global players; it is neither a 

low cost base, nor a regional hub of any great significance, nor a center of specialist skill. In 

agribusiness, fragmentation of land ownership is a major obstacle. It is only in tourism that 

major international players may be attracted; but again, land fragmentation and institutions 

make it unlikely that many large-scale projects will materialize.  In addition, Greek 

bureaucracy, even if greatly reduced, will still be perplexing to newcomers; and it may be 

many years before investors can trust Greek governance enough to commit capital in illiquid 

assets in the country. 

Note also that most FDI in recent decades has been in non-tradables. So are most 

privatizable state assets, including much of exploitable state- owned real estate. Therefore, 

even if the recent much-debated privatization plan of €50 billion goes ahead, it will not 

directly create many T jobs. 

2.2.2 Path 2 (Expansion): Sizeable existing players expanding their operations.  

This is the easiest growth mechanism to envisage, and to support by policy. In general, if this 

quadrant has excess capacity, it can respond quickly to incentives such as lower costs, 

boosting both employment and GDP; if not, it still has the organizational capability to 

implement new investment projects, expand capacity, and then employment, in the 

medium-term. 

The standard policy prescriptions to improve the balance of payments are targeted at this 

quadrant. Usual measures include labor market flexibility, lower wage and non-wage labor 

costs and relatively low corporate tax rates.  The Memorandum includes measures along 

these lines. Equally important, however, are stable institutions and low transaction costs.  

These issues are not directly addressed in the Memorandum, and they are receiving little 

attention by the government.  

The specific Greek problem, however, is that the number of available enterprises in this 

quadrant that can expand their operations quickly is very small. So, even an optimal policy 

package will not be enough to create hundreds of thousands of new jobs via this path. 

2.2.3 Path 3 (Growth): Growth of micro-businesses.   

The numbers are large here. Even a small increase in the average number of employees per 

micro-business would make a big impact, on condition that the businesses produce 

competitive products.  

Very few specific provisions in the Memorandum support this path.  Reforms in collective 

bargaining as negotiated with the Ministry of Employment will not affect businesses of 

under 50 employees, which shall still be bound by industry-wide contracts. Non-wage labor 

costs remain as high as ever. The personal liability of business owners for failure is very high, 
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especially in small businesses. Personal income tax rates, which are most relevant for 

businesses of a few employees, are prohibitive to growth (low corporate tax rates for 

retained earnings are not relevant for micro business). All this must change, if enough micro-

business are to grow. 

Equally, or more, important, would be a radical reduction of transaction costs. Not only is 

the Greek environment extremely bureaucratic, but small firms also face inherently more 

transaction costs, proportionately to their size, than bigger firms that have internalized 

many transactions. They also have fewer resources to deal with bureaucracy, which means 

that entrepreneurs spend an exorbitant proportion of their energy on this. Because standard 

international “structural” prescriptions are weighted more to the needs of bigger firms, 

eliminating such costs receives much less attention in the Memorandum than it should. 

Ideally, in a friendly institutional environment, one would see in the agricultural sector 

farmers combining small plots into larger viable businesses, by leasing or by cooperation. In 

workshops, some innovators would hire associates to produce more sophisticated specialist 

products or components. Some freelance application developers would grow into 

employers. Services for tourists and for foreigners living in Greece would become more 

innovative and organized, making the offerings more attractive; and so on. 

2.2.4 Path 4 (New business):  Migration from non-tradable jobs into new tradable micro-

businesses.  

The pool of people from which this path can draw is very large. Out of 3.3 million people in 

non-tradable jobs, a large proportion is facing changed circumstances that would make 

them consider a new job, or a different business. From the LN quadrant, there are public 

sector employees retiring early, layoffs in non-tradable organizations, and even more, 

potential young recruits, who now see their employment prospects blocked. From the SN 

quadrant, shopkeepers and professionals who face plummeting demand, their offspring who 

would be following their parents in better times, and laid-off employees.  

From anecdotal evidence, the migration has started. Young professionals are trying to devise 

tradable services and products. People from urban occupations are moving into niche 

agriculture. The Labor Force Survey for 2010 indicates a recent increase of tens of thousands 

of jobs in agriculture.  

A factor enabling the migration is the ‘polyergy’ of many Greek households, combined with 

small real estate holdings. Families whose main occupation was non-tradable have tradable 

assets, such as a holiday house that could be let to tourists, or a small farm that can be 

revived. Additionally, the self-employed in SN have learned some business skills, such as 

contact with customers or managing receivables and payables, which will be useful in any 

new venture. 

Having said that, switching to a completely new activity in mid-career is difficult, especially 

becoming an entrepreneur in a competitive field. Many will fail, but they will have to try. 

Policy makers should make every effort to support their endeavors.  
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At the moment, only ‘push’ factors are operating in this migration. Apart from the inevitable 

drop in domestic demand, the Memorandum may be contributing to the push by specific 

measures. If the liberalization of closed professions results in shrinking margins (a very big 

‘if’, given the limited scope of such liberalization), more professionals may be forced to look 

for new jobs. However, push factors are not enough: they rely on despair, at which stage it 

may be too late for people to mobilize their savings and energy to build a new activity.  

Policy makers can enhance ‘pull’ factors in the migration by reducing the costs of switching, 

and the costs of operating in tradable micro-activities (as discussed in the section on Path 3 

above). Bureaucracy, corruption and other transaction costs are major impediments both in 

switching and in operating. Switching costs also include in some cases the difficulty of 

transferring pension rights across occupations. Additional costs in the new operation can 

include high rates of personal income tax, because taxation is generally better enforced in 

some tradable activities than in non-tradable services.  

Leveraging the potential of family ‘polyergy’ can be very effective, but it will require a radical 

change in the way small business is monitored and regulated.  Every activity in Greece has its 

own set of regulations, to the extent that even slightly different activities may have different 

supervisory bodies, and different tax regimes. Such distinctions make it hard to utilize the 

valuable assets of ‘polyergic’ households.  They could migrate to new activities much more 

easily if regulation only demanded the basics across all activities: reporting taxable income, 

paying social insurance, abiding by environmental legislation. 

3 Structural reform priorities 
Any government has a limited capacity for reform; even more so, Greek governments, who 

are reluctant reformers, and who must rely on an ineffective public administration. Any 

society has a limited tolerance for rapid reform; even more so, Greek society, which is 

particularistic and short-termist. Any multilateral organization has limited powers to push 

for implementing agreed reforms. For these reasons, it is not enough to lay out a long list of 

reforms that are broadly correct. It is important to choose from this list those measures that 

can have the highest impact, and if possible, will face low social resistance. 

The “structural reform” measures in the Memorandum are mostly targeted to assist Paths 1 

and 2.  FDI is to be attracted by privatization, by “Fast Track” approvals, by liberalizing 

electricity generation.  Expansion within the LT quadrant is to be fostered by labor market 

reform and by keeping a lid on corporate taxes on retained earnings. As discussed above, 

even if these policies are implemented well, they are not likely to have a large impact in the 

medium term, because they will act on a small number of players. 

Measures that will encourage paths 3 and 4 should take much higher priority than they have 

now. Policy makers (including the multilateral counterparties to the Memorandum) should 

recognize that this is an urgent need, and work to design and implement appropriate 

policies. 
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3.1 A policy list 
What follows is an indicative list of policies that would boost tradable job creation via paths 

3 and 4. 

3.1.1 Business model flexibility 

In the context of liberalization and deregulation, these considerations are important for 

small businesses, and/or for migration into tradables:  

a. Restrictions in tradable professions are more damaging than in non-tradable 

professions, because innovation in tradables is critical for the economy to grow. It would 

very damaging, for example, to obstruct the development of new business models in 

tourism by retaining restrictions in services like tourist guides or limousines. 

b. In an economy of ‘polyergic’ households, the idea that people, businesses and assets 

should be dedicated to one main activity (and to the regulations that accompany it) is 

wasteful , and is a major obstacle to the migration of path 4. The Memorandum requires 

that “providers of services are not subject to requirements which oblige them to exercise a 

given specific activity exclusively”.  This should be enacted, and extended to include use of 

assets. For example, renting out a private holiday house for short periods is prohibited, as 

these houses are regulated by general rent legislation; but renting out purpose-built rooms 

is allowed, as these are regulated by tourism legislation.  This effectively prohibits the 

utilization of the large holiday housing stock, in which Greek households have invested over 

decades, for attracting high-end tourism.  Similarly, trucks can be either ‘public use’, i.e. for 

third party business, or ‘private use’, for own business, but not both. Such distinctions may 

be justified in an economy of sizeable, organized businesses, but they are costly and 

inefficient in Greece.  

c. ‘Polyergy’ and flexibility will be enhanced by having very simple licensing 

requirements, uniform taxation across all activities, and either one universal social security 

fund, or very easy transfer of pension rights across funds. 

d. Non-tradable professions may become tradable, if enough entrepreneurial energy is 

devoted. Obvious cases are medical services, and higher education.  This means that 

restrictions which appear harmless in the context of the domestic market, may have a very 

high opportunity cost in a global context. Greece has an oversupply of knowledge 

professionals, some of whom could staff globally competitive institutions. The main obstacle 

is very restrictive legislation, which was enacted so that medicine and education would not 

be ‘commercialized’. This is now damaging the professionals themselves and robbing the 

economy of potentially high value-added export services.  

3.1.2 Targeted public investment to remove bottlenecks 

There are tradable industries, or segments, with considerable activity and strong 

comparative advantage, which suffer from one critical bottleneck. If this can be removed 

quickly by a targeted project, the benefit to cost ratio is very high. Examples: 

 Thousands of small farmers in Corinthia have been successfully exporting high 

quality grapes for many years. Recently, they are struggling, in large measure 
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because of lack for water for irrigation. A small dam in the mountain would solve the 

problem; it has been discussed and planned for years, but never built.  

 Greek shipowners are building about 600 new ships, which will create a demand for 

about 5000 new merchant marine officers. They will not be able to find these in 

Greece, because the Merchant Marine Academies are disorganized, understaffed, 

and will not accept more students. The number of young people applying to the 

Academies rose sharply last year, because of the crisis, to 3000 candidates for 900 

places. If the education bottleneck were removed, a few thousand highly paid 

international jobs would be added to the economy, with the positive effects lasting 

for decades.  

There are probably a few dozen similar projects each of which could help create quickly a 

few thousand (or several hundred) viable tradable jobs. In total, they could go a long way to 

closing the current account deficit while raising incomes. The government could compile a 

list of such projects, with an impact assessment on tradable business and jobs, and a 

timetable for implementation. This would be much more practical than trying to craft 

comprehensive Five-year Development Plans; and it would be more cost-effective and fast 

acting than large general purpose infrastructure projects. 

3.1.3 Income tax  

For small businesses, personal income tax rates are more important than ‘corporate’ ones. 

The Ministry of Finance has lowered corporate rates on retained earnings (to 20%), but 

keeps personal rates high from a very low threshold. There should either be a flat tax on 

personal income of around 20%; or, the threshold for marginal tax rates above 20% should 

be raised. A good threshold would be that level of personal income at which a small 

employer would be considered moderately successful; say, €150 thousand. Otherwise, there 

is no incentive to make the transition from a strictly personal or family business, which 

among other benefits allows for easier tax evasion, and to take on the risks and burdens of 

having employees. 

3.1.4 Lower transaction costs 

Anything that eradicates the need for entrepreneurs to fill in forms, go to government 

offices, pay accountants, lawyers and gophers is of great help. Measures here include: 

abolishing the Tax Documentation Code (ΚΒΣ); doing away with hundreds of special permits; 

obliging public administration to seek any administration documents internally rather than 

asking the entrepreneur to collect them; adopting electronic signature certification.  

3.1.5 Work time flexibility 

In labor market reform, the priorities of small, entrepreneurial businesses are not the same 

as those of large, mature businesses. This is especially true in work time regulation. A bank 

or a utility can plan work time to comply with existing legislation, without much impact on 

costs and productivity. A small software company would be committing suicide if it were to 

ask its employees to work 9 to 5, Monday to Friday. The current system ensures that all 

small innovative businesses are breaking the law. Much more flexible rules are needed.  
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3.2 Some strategic considerations 
a. The policies outlined above have low fiscal cost and low ‘political cost’.  They are 

hard to enact mainly because of bureaucratic resistance, and because some of them consist 

of cutting through a thicket of hundreds of micro-regulations, hidden from macro-

inspection. Also, each little restriction looks harmless, and may be kept in place to please a 

few hundred beneficiaries, until it is realized that together they amount to an insuperable 

barrier. It takes vision and perseverance for policy makers to get results. Therefore, the 

Memorandum and the government should set measurable targets and milestones for these. 

For example, how many approval requirements are erased every quarter; or, how many 

tradable jobs are created by bottleneck-removing investments.  

b. There is another measure that would have a great positive impact: a drastic 

reduction in social insurance contributions, which are essentially a tax on employment. But 

this would have a great fiscal cost, at a time when the government budget should be getting 

to primary surpluses as soon as possible. It is important to have a growth policy that is 

compatible with fiscal stabilization. 

c. In previous eras, Greece would have been able to adjust its system of taxes and 

subsidies so that it would explicitly favor exports. This is now incompatible with EU and WTO 

rules. However, it is possible to guide an erratic bureaucracy to be relatively less 

obstructionist to exporters. For example, reimbursement of VAT to exporters should be a 

top fiscal priority and never delayed.  

d. How important is it to decrease private sector wages, either by decree, or by 

collective agreement, in order to reduce unit labor costs and boost competitiveness? 

Without good econometric models, it is difficult to answer this. My sense is that it is not very 

important. In manufacturing, organized businesses are paying many of their employees 

above the statutory minimum. In some exportable service businesses, owners do say that it 

is hard to find skilled university graduates at competitive rates; but this is an effect of high 

and protected incomes in the non-tradable professions, not of statutory rules in the tradable 

labor market, and it will probably change as domestic demand for such professional services 

shrinks. On the other hand, flexibility is extremely important, both in hiring/firing and in 

work time management. New businesses, innovative businesses, and precarious businesses 

cannot survive without this.  

e. Having said that, reducing the cost of non-tradable inputs to tradable businesses is 

important. Many of these costs arise from bureaucratic requirements (accountants and 

lawyers) and they fall under the heading of ‘transaction costs’, discussed above. Other costs 

are for essential inputs, such as transport or broadband. In these inputs, lowering wages by 

fiat is one way to reduce cost, but privatization and competition are probably more 

important.   

In other words, the advice is: give the tradable sector maximum flexibility, and avoid direct 

intervention; and intervene to increase supply and competition in non-tradables that are 

essential to business. 
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4 Annex 

4.1 Evolution of Tradable employment, 1992 to 2007 
Eurostat Labor Force Surveys (LFS) provide annual employment numbers for European 

countries and groups of countries in long time-series, at 1st level NACE industrial 

classification. The series for Greece starts in 1992. Table 2 summarizes data for selected 

years and countries or groups. 

TABLE 2 

YEAR 2007 2000 1992 

GREECE    

Total Employment (000s) 4.508 4.098 3.679 

Employment in 'Tradable' 1st level NACE industries1 1.410 1.576 1.627 

% of 'Tradable' in Total 31,3% 38,5% 44,2% 

EUROPEAN UNION 2    

Total Employment (000s) 219.055 158.907 140.437 

Employment in 'Tradable' 1st level NACE industries 61.932 45.433 46.872 

% of 'Tradable' in Total 28,3% 28,6% 33,4% 

EC-12    

Total Employment (000s) 163.667 148.145 139.988 

Employment in 'Tradable' 1st level NACE industries 41.619 42.529 46.872 

% of 'Tradable' in Total 25,4% 28,7% 33,5% 

SWEDEN    

Total Employment (000s) 4.519 4.120 4.0363 

Employment in 'Tradable' 1st level NACE industries 907 987 9973 

% of 'Tradable' in Total 20,1% 24,0% 24,7% 

PORTUGAL    

Total Employment (000s) 5.167 5.000 4.507 

Employment in 'Tradable' 1st level NACE industries 1.864 1.987 1.778 

% of 'Tradable' in Total 36,1% 39,7% 39,5% 

Source: Eurostat, Annual Labor Force Surveys 

Note 1:  'Tradable' 1st level NACE industries:  

Agriculture, hunting and forestry 

Fishing 

Mining and quarrying 

Manufacturing 

Hotels and restaurants 
 

Note 2: ‘EUROPEAN UNION’ is variously defined over time: EC10 in 1992; EC12 in 

2000; EU27 in 2007. 

Note 3: Swedish data is for 1995, not 1992 

This is a very rough approximation of tradable activity, and it is useful only for looking at 

trends over time. Eurostat does not provide a more detailed breakdown in long time series. 
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4.2 Estimate of T,N and L,S distribution of employment in Greece, 

2007 
For recent years, Eurostat provides detailed breakdowns of employment by economic 

activity, partially at 3rd level NACE industrial classification. There are two relevant data sets: 

Structural Business Statistics (SBS) covers only the Non-Financial Business Economy (sectors 

A to K, excluding J), at 3rd level NACE, analyzed by size of business (number of employees).  

The annual Labor Force Survey (LFS) covers all sectors, but it is not analyzed by size of 

business.  

Tables 3 and 4 have been compiled out of these two data sets, and inevitably include some 

‘guesstimates’ regarding the breakdown into large and small employers, and into tradable, 

non-tradable businesses. 

TABLE 3 

EMPLOYMENT BY QUADRANT, 2007 
 
 

CROSS-TAB OF SIZE-CLASS AND T/N  IN TOTAL 
EMPLOYMENT UNDER 250 OVER 250 ALL SIZES 

TRADABLE 22,7% 2,6% 25,2% 

NON-TRADABLE 52,2% 22,5% 74,8% 

ALL SECTORS 74,9% 25,1% 100,0% 

 
Source: Table 4 (next page) 

 

Notes to Table 4: 

Numbers in italics are from the LFS. 

 Numbers in shaded cells are my own guesstimates. They are mostly about the split between 

large and small employers in LFS data. For industry 55.3 (restaurants, etc) I have assumed 

that 30% worked in tradable (i.e. tourism-related) establishments. 

All other numbers are from SBS. 
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TABLE 4 

 SIZE OF ORGANIZATION BY 
NO. OF EMPLOYEES 

 

TRADABLE SECTORS <250 >250 ALL SIZES 

A. Agriculture, hunting and forestry 503.900 0 503.900 

B. Fishing 15.800 0 15.800 

C. Mining and quarrying 6.765 6.743 13.508 

D. Manufacturing 322.806 84.159 406.965 

55. Hotels; camping sites and other provision of 
short-stay accommodation 

63.944 7.334 71.278 

55.3.  Restaurants; bars; canteens and catering 
(30% of all) 

66.762 1.291 68.052 

61. Water transport 10.500 8.000 18.500 

62. Air transport 196 3.633 3.829 

72. Computer and related activities 18.877 4.298 23.175 

TOTAL TRADABLE 1.009.550 115.458 1.125.007 

 89,74% 10,26%  

    

NON- TRADABLE SECTORS <250 >250 ALL SIZES 

E. Electricity, gas and water supply 3.390 19.920 23.310 

F. Construction 287.282 17.308 304.590 

G. Wholesale and retail trade; repair of motor 
vehicles, motorcycles and personal and 
household goods 

888.923 101.372 990.295 

55.3.  Restaurants; bars; canteens and catering 
(70% of all) 

155.777 3.011 158.789 

60. Land transport; transport via pipelines 103.649 21.571 125.220 

63. Supporting and auxiliary transport activities; 
activities of travel agencies 

39.036 9.787 48.823 

64. Post and telecommunications 5.581 34.530 40.111 

J. Financial Intermediation 44.600 70.000 114.600 

70. Real estate activities 5.998 0 5.998 

71. Renting of machinery and equipment 
without operator and of personal and household 
goods 

9.635 0 9.635 

73. Research and development 9.028 1.000 10.028 

74. Other business activities 255.692 59.048 314.740 

L. Public administration and defence; 
compulsory social security 

0 385.300 385.300 

M.Education 161.100 161.100 322.200 

N. Health and social work 120.700 120.700 241.400 

O. Other community, social and personal service 
activities 

163.000 0 163.000 

P. Activities of households 73.000 0 73.000 

Q. Extra-territorial organizations and bodies 0 0 0 

TOTAL NON-TRADABLE 2.326.391 1.004.647 3.331.039 

 69,84% 30,16%  

TOTAL ECONOMY 3.335.941 1.120.105 4.456.046 

 74,86% 25,14%  
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4.3 Estimate of the required employment mix 
A simplistic way of estimating the required mix of tradable and non-tradable jobs for any given 

current account surplus or deficit is as follows: 

Assume that the mix of expenditure on tradable and non-tradable goods is exogenous and constant. If 

Et is share of expenditure on tradables, and En is share of expenditure on non-tradables, define the 

“expenditure ratio” as: 

 (1)   ε =  Et/ En.  

It is exogenous and constant over the relevant range of national incomes. 

Assume that the productivity of labor (value added per person employed) is on average equal 

between tradable and non-tradable activities. Therefore, the share of GDP (measured by gross value 

added) of each sector is equal to the share in total employment of each sector. By this assumption we 

equate expenditure shares to the shares of labor required to produce them. 

If Ln is share of employment in the non-tradable sector and Lt is share of employment in the tradable 

sector, X is the share of exports in GDP, and M is the share of imports, the national income equation 

of output to expenditure can be expressed as: 

(2)   Ln+Lt=En+Et+X-M  

By defintion, non-tradables are produced and consumed within the country, while imports and 

exports are exclusively tradable. So, Ln = En, and Lt=Et+X-M always. 

Solving for Lt/Ln, 

(3) Lt/Ln= ε + X-M 

where X-M is the targeted current account balance, expressed as a share of GDP. 

We can estimate ε on the basis of 2007/09 figures. From Table 3 we had Lt/Ln=25/75, and we know 

that the current account deficit was 15%. So 

(4) ε=48%. 

Substituting 48% for ε into eq. (3), and calculating Lt for different values of X-M, we get the following 

pairs: 

X-M -15% -5% 0% +5% +10% 

LT 25% 30.2% 32.6% 34.8% 36.7% 

 

This is oversimplified, based on heroic assumptions, and quite possibly wrong. One can only hope that 

economists who are better versed in growth accounting will produce better estimates.  


