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Preface

Due to endogenous and exogenous forces, the only constant in the complex world of
business and economy is continuous change and development. New ideas, novelty
in products, technology development, new regulations, changes in environment,
behaviour changes and other novelties in everyday life alters the economy on daily
basis. Perpetual growth and evolvement of all participants have been modelling busi-
ness and public sector to today’s level of the systems. The few past decades’ have
been highly turbulent, and it could be expressed by two phenomena’s; first one is
crisis, and other one is changing economic environment due to the digital transforma-
tion. Business performance analysis in these days is more complex and demanding
that ever before. Risk management and performance analysis because of pace of
changes require new knowledges and implementations of new economics models.
Global-level changes, tensions and issues like political, health, environmental, tech-
nological are influencing shift of paradigms in world economy. Europe is not an
island, and changes are influencing to its business and economic landscape. Some
changes are endogenous, like Brexit; some are exogenous like “America First” poli-
tics, SARS-COV-2, etc. All these changes are unquestionably being changing and
challenging business development and economic governance in Europe.

Thus, this volume encompasses manuscripts with focus on assessments of the busi-
ness development and economic governance in Europe, with the particulate interest
to the Central and Southeastern European countries. The original perspective of the
authors, researchers and practitioners, on the issue and utilized complex quantities
and qualitative models, delivers firm ground for quality scientific conclusions and
recommendations for further discussions. The majority of the researchers that this
volume gathers have affiliation of higher education and research institutions from
Central and Southeastern Europe.

The international conference “Economies of the Balkan and Eastern European
Countries (EBEEC)”, through its twelve previous editions, has become a recog-
nized forum where the knowledge and experiences gained by academics specialized
in economics and business in the region of Central and Southeastern Europe are
exchanged, debated and validated. Besides that, the results of the EBEEC confer-
ence are numerous publications disseminated to the scientific public and practitioners
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all over the world. In this effort, substantial assistance and contribution come from
renowned publishers such as Springer.

The 13th International Conference “Economies of the Balkan and Eastern Euro-
pean Countries” was organized jointly in Cyprus (Pafos) by Neapolis University
Pafos and Department of Economics and Accounting of the International Hellenic
University, on 14—-16 May 2021. The aim of the conference was to gather scientists
and practitioners’ that will present academic papers and to exchange theoretical and
empirical results on contemporary issues in economy with specific focus in busi-
ness development and economic governance in Central and Southeastern European
countries. Due to the epidemic situation with SARS-CoV-2 and numerus restrictions
regarding travelling, the conference was held online. The conference brought together
more than 100 manuscripts and by more than 150 authors from 20 countries from
Europe and all over the world. A broad range of issues—Greek political economy;
recession; generalized trust; sustainability; emerging economies; multinational enter-
prises; statistical arbitrage; entrepreneurship education; innovation policy; social
cooperative enterprise (SCE); etc.—have been discussed at the conference and in the
resulting published manuscripts.

This volume as one of the publications resulting from the 13th International
Conference “Economies of the Balkan and Eastern European Countries”
(EBEEC)—Pafos, Cyprus, May 2021, has a goal to present to the worldwide
audience new and original research and conclusions in a specific field of busi-
ness development and economic governance in Europe. The volume includes 25
selected manuscripts based on their quality and originality arranged and presented
at the 13th EBEEC conference in Pafos, Cyprus. The book consists of two parts.
Part One focuses on Public Administration/Governance and the Economies of
Southeastern Europe. Part Two unfolds the subject of Business Growth and Devel-
opment in Southeastern Europe. The entire manuscript selection process was
managed by the board of editors in compliance with the highest standards and best
practice guidelines on publishing ethics, paying special attention to issues regarding
plagiarism, peer review, objectivity, funding, privacy and conflict of interest. All
selected manuscripts have gone through the peer review process and carefully edited.
Research ideas and applied quantitative methods indicate that scientists emerging
from Central and Southeastern Europe are developing new worthy of attention knowl-
edge and conclusions in this field. This is the result of changing nature of the economy
in Central and Southeastern European countries and merits attention in increasing
the scientific quality work. Selected papers are independent and do not constitute
joint research; their appearance in the volume is aimed to present analogues topics
in the field of economy and business and to attract the attention of scientific public
and also practitioners.

Part One of the edited volume opens with a paper written by Prof. Pantelis Sklias
(Neapolis University Pafos, Cyprus), Spyros A. Roukanas (University of Piraeus,
Greece) and Georgios Galatsidas (University of the Aegean). As described in their
paper, the strict austerity policy that was imposed on Greece by the Tripartite Support
Mechanism (EC, ECB and IMF) had unforeseen and unprecedented macroeconomic
and social effects. There can be no doubt that the fiscal stability programme was
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originally designed to facilitate the overall improvement of the Greek economy’s
macroeconomic situation, emphasizing on the stabilization of budget deficits and
the containment of public debt as necessary conditions for both Greece’s return to
capital markets and restarting economic growth in the country. Ten years later, the
question is to what extent the macroeconomic targets of reducing the public debt
and the budget deficit, as well as the ultimate goal of achieving economic growth,
have been realized (or not)? This paper is an attempt to systematically document
the course of Greek Political Economy during 2010-2019. More specifically, this
paper discusses macroeconomic aggregates (economic growth, public debt, public
deficit, unemployment, employment and the labour force) with the ultimate goal of
evaluating the economic policies of the tripartite support mechanism. The study of
macroeconomic indicators shows that ten years after the programme’s implementa-
tion the overall macroeconomic situation of the Greek economy has not improved
(with the exception of the public deficit), while key indicators (such as the public debt
and economic growth) have worsened, further aggravating labour market conditions,
and as a result, the Greek economy is in a much worse macroeconomic position as
compared to May 2010.

The second paper of the volume, authored by Nalleli Patricia Bolafios Pérez
and Edgar J. Saucedo-Acosta (University of Veracruz, Xalapa, Mexico), aims
to investigate the causal relationship between generalized trust, as well as income
inequalities in 23 economies belonging to the Organization for Economic Cooper-
ation and Development from 2000 to 2019. In this study, we use the application of
a fully modified least squares model and the canonical correlation regression esti-
mator. In addition, the unit root and co-integration test are applied before applying
the Granger causality test. The findings show that there is a bidirectional relationship
between social capital and income inequality.

The manuscript prepared by Grazia Dicuonzo, Francesca Donofrio, Simona
Ranaldo (University of Bari Aldo Moro, Italy) explains how, in the last decade, corpo-
rate reporting has undergone a radical transformation, adding sustainability reporting
to traditional financial reporting. The Barnier Directive (2014/95/EU) introduced into
European law the obligation for large public-interest entities to prepare and publish
a non-financial statement. This document must contain information relating to the
environment, the social sphere, employee matters, respect for human rights, and the
fight against active and passive corruption, aimed at ensuring an understanding of
the company’s activities, performance, results and impact. Indeed, to date, managers
consider it necessary to adopt a holistic approach, considering both financial and
non-financial aspects, to ensure the protection of the creation of corporate value.
On April 2021, the European Commission adopted a proposal of Corporate Sustain-
ability Reporting Directive (CSRD), aiming at improving sustainability reporting
in order to contribute to the transition towards a fully sustainable and inclusive
economic and financial system. In this context, the topic of sustainability reporting
has become relevant for companies. This paper reviews the main frameworks and
standards developed by international standards available to companies, investigating
the level of adoption by a sample of European listed companies.
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The following paper arranged by M. Giusti (University of Florence, Florence,
Italy), N. Persiani (University of Florence, Florence, Italy), M. De Luca (Centre of
Global Health of Tuscany Region, Florence, Italy) and J. M. Caldes (Centre of Global
Health of Tuscany Region, Florence, Italy) explores how in the last years, with the
affirmation of the Theory of Change (ToC—Connel and Kunisch, 1998), a lot of tools
for the evaluation of projects having social relevance have been developed. The need
to measure their impact has led to leave the use of traditional qualitative measurement
instruments joints for quantitative tools, which calculate the effectiveness of the
resources employed and the generated impact by social project (Anderson, 2006).
Among them, recently, it has paid attention on the Social Return on Investment
(SROI—Lingane et Olsen, 2004), a model to account for created value.

It includes not only the return of investments but also the benefits for the broader
public in the social, economic and environmental spheres.

The research aim is to verify and calculate SROI as a valid tool to measure the
impact generated by social projects in transitional countries, especially those of health
international cooperation.

Indeed, the economic quantification of the SROI rate appears as an important
element to improve reporting and accountability both to the lender and the users.

The case study has been identified as appropriate methodology for conducting this
research (Yin, 2003; Eisenhardt, 1989). The project “Introducing Health Information
System (IHIS): amodern approach to transparency and accountability in the Albanian
public health” conducted by the Tuscany Region resulted relevant for the involvement
of different actors and its action in a transition country as Albania. This project was
realized from 2014 to 2016 using financing from IADSA (Italian—Albanian Debt
for Development Swap Agreement) to support the Albanian government in the NHS
technological and accountant development. Now, it is possible to adequately observe
the generated impact 5 years after the conclusion of THIS project.

The necessary data for the calculation of SROI were collected by desk analysis of
project’s documents and reports and the conduction of interviews and focus groups
to a specimen of involved stakeholders.

Results show the good capability of SROI to quantitatively evaluate the impact
produced by a health international cooperation project, also if complex and articu-
lated as that studied. In particular, the SROI rate of this project is 9.4, an optimal rate
(for 100€ invested, the project generated an economic impact of 940€). Therefore,
it is demonstrated the optimal use of the allocated resources obtaining a strong effec-
tiveness impact in the Albanian healthcare system and on the network of involved
stakeholders. Another important aspect is the reinforcement of results dissemination
in the society, for the simplicity and easy comprehension of the SROI rate, and the
internal restitution promoted by SROI analysis. So, SROI proves as a good instrument
both to measure and to share the economic value of generated impact.

Charalampos Chrysomallidis (Neapolis University Pafos, Cyprus) examines
the operation of Monetary Union and its implications for less competitive Eurozone
member states, including Greece, is examined. In this analysis, impact of fiscal
and pandemic crises on economy is also taken into account. The article examines
initiatives and proposals for making the MU resembling more to EMU under the
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pressure of recent crises, concluding that a potential evolution of existing architecture
of the Eurozone seems to be necessary, in order to avoid similar asymmetric shocks
and crises in future.

The next paper by Xanthippe Adamoglou, Vasiliki Kounnou, Yannis Hajidim-
itriou, Dimitris Kyrkilis (all from the University of Macedonia, Greece) examines
the impact MNEs exert on the corruption level of emerging economies. The research
employs the institutional entrepreneurship theory. It is hypothesized that in emerging
economies MNEs presence reduces the level of corruption. Furthermore, it is hypoth-
esized that the faster the rate of increase of the number of MNE:s in the country, the
faster the increase of pervasive corruption level. The sample consists of seventeen
emerging economies. The period of analysis extends from 2012 to 2019. The fix effect
model has been applied to the panel dataset to test the model hypotheses. Results
indicate that MNEs presence reduces the level of corruption in the said host emerging
economies. On the contrary, the hypothesis that the higher the rate of increase of the
number of MNEs in the host emerging economies, the higher the level of pervasive
corruption in such economies is not supported.

Valerija Botrié¢ (The Institute of Economics, Croatia) describes how innovators
are more likely to ensure strong foundations for economic growth and contribute
positively to a country employment prospects. While on the firm level innovation
input might be persistent, innovation output seldom is. Yet, one of the important inno-
vation inputs is related to continuous upgrading of the innovating enterprise human
capital. Innovative firms are more likely to report having problems with finding
adequate skills on the job market. Previous studies have established that innova-
tive firms require workforce with modern, higher-order skills, frequently not readily
available on the local labour market. This leads to more specific training require-
ments for the innovating firms. Based on the most recent The World Bank Enterprise
Survey dataset, the paper explores different aspects of inadequate human capital
on innovation propensity in post-transition societies. Specifically, the impact of the
inadequately educated workers, provision of on-the-job training as well as the share
of high-skill workers on firm innovation propensity are analysed. In addition to firm
characteristics, the paper explores aspects of the management human capital, such as
years of experience as well as gender of the top manager. Analysis confirms differ-
ences between innovating and non-innovating firms, but also differences between
countries belonging to the Central and South-European region in comparison with
the countries belonging to Commonwealth of Independent States region.

The next paper, written by Tsimpida Dialechti (Open University of Cyprus),
Chris A. Grose (International Hellenic University) and Michael A. Talias (Open
University of Cyprus) aims to investigate the causes and effects of conflicts among
nurses’ working relations as well as their interaction with other healthcare profes-
sionals in Greek hospitals. An effort is made to compare the sample between the
public service and the private sector and to explore the effectiveness of how nurses
manage conflicts. In contrast to other studies public and private sector hospital,
employees appear to have a similar stance towards conflicts and the ways to over-
come the stress they cause. To resolve them, they mainly use a consensual style of
solving while avoiding conflict at work.
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The article co-authored by Oleksandr Bartkoviak, Viktor Shpyrko, Oleksandr
Chernyak and Yevgen Chernyak (all from Taras Shevchenko National University
of Kyiv, Kyiv, Ukraine) studies two approaches to model-driven statistical arbitrage in
the mostliquid equities tradable on the NYSE and NASDAQ. Co-integration and PCA
analysis were used in the research. In both the strategies, we are developing contrarian
trading signals, which then are back tested through period of 2016-2020 with 4-hours
frequency and 2019-2020 with 1-hour frequency data. Back testing of the strategies
through growing market of 2016-2019 and global sell-off of beginning of 2020 are
the main contribution of the research. Both strategies demonstrated consistent returns,
with lower than the broad market drawdowns. While Sharpe ratio of the strategies
may be considered quite low at 0.49 for PCA-based approach, it outperformed both
long- and short-only proxies. Lower than broad market downturn through sell-off
period, and consistent median returns for both strategies were observed.

The research for the manuscript prepared by Stavros Kalogiannidis,
Efstratios Loizou, Katerina Melfou (all from University of Western Macedonia,
Greece) and Olympia Papaevangelou (Ministry of Education, Kozani, Greece)
focused on establishing the relationship between entrepreneurship education and
business growth. Young entrepreneurs in a Greek township of Kozani were engaged
to establish whether skills acquired through entrepreneurship education are essential
in driving business growth. A self-administered questionnaire was utilized to collect
data from a sample of 150 young entrepreneurs. Results confirmed that entrepreneur-
ship education equips the youth with necessary skills to innovative new business ideas
and achieve desired business growth. The results further revealed entrepreneurship
education doubles is a viable method for the growth of competent entrepreneurs
in different countries across the world. The study recommended that townships
should consider having a more personalized training and development plan strategy
to enhance entrepreneurship education in Greece, thereby achieving business growth
for different start-ups.

The study authored by Iurii Bazhal (National University of Kyiv-Mohyla
Academy, Kyiv, Ukraine) aims to analyse the economic development processes in
the Balkan and Eastern European economies concerning convergency problem. It is
showed that both during the transitive period and after the global economic crisis,
these countries failed to substantially improve their economic situation under crite-
rion of GDP per capita in comparison with developed countries. This article presents
analysis that demonstrate importance to engage methodological approaches based on
J. Schumpeter’s theory of economic development, where innovations play a crucial
role in solving convergence challenges. A main feature of Schumpeter’s theory of
innovations in this context is their ability to independently create added value in the
economic system of the country, i.e. to act as a separate factor of economic growth.
Significances of such theoretical vision to build the effective economic policy in the
Balkan and Eastern European countries is due to main publications on the processes
of market transformation of post-socialist countries, when in many cases ignore inno-
vations as separate important factor of successful economic growth and mostly orient
politicians on the neoclassical recipes. Focusing on economic policies to modernize
productions that operate in traditional competitive markets is ultimately hampering
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the creation of a new value added. A permanent increasing of this one may be only
achieved by innovation activities. This methodological vision is important in identi-
fying the current economic problems of the Balkan and Eastern European countries,
as it can propose answers at the question how a low- and middle- income countries
can significantly increase the value of their national product and narrows the gap in
GDP per capita against developed countries.

The manuscript authored by loannis Tsoukalidis (Domi Development PC,
Greece), Antonios Kostas and Anastasios G. Karasavvoglou (both of them from
International Hellenic University, Greece), explains how Social Cooperative Enter-
prises (SCEs) in Greece are legal entities under private law. They operate on the basis
of the relevant provisions of the law 4430/2016 as in force. The main objectives of
SCEs are the socioeconomic inclusion, the re-integration in terms of employment and
the overall social impact of their activities. This article attempts to proceed with the
ex-ante evaluation of the operation of a newly established SCE in North Greece and
risk assessment to sets of basic parameters that alter negatively, compared to a “clas-
sical form” of privately owned enterprise, of the same type of business. In order to do
s0, nine (9) basic parameters of control have been selected, to evaluate the resilience
of a SCE and juxtapose it with the respective resilience of “classical form” private
enterprise. Those parameters were organized in three (3) sets, and three (3) different
simulations within a period of five (5) years ahead were performed, for negative
shift of each set, in order to finally estimate the sustainability risks—resilience, as
well as financial income and social impact. Conclusions of simulations as the ones
illustrated in this article are of high importance for prospective social entrepreneurs,
as they raise awareness of risks, helping them to be better prepared in case those
risks become reality.

Author Katerina Lyroudi (Hellenic Open University, Greece) describes how
innovation enhances corporate value and offers the underlying company a new
competitive advantage, strategic and financial benefits and potential for survival and
future growth. As a proxy for innovation, we use the expenditures in research and
development (R&D) and the intangible assets of the company following the relevant
literature. This paper focuses on the European markets. The objective of the paper is
to investigate first whether R&D expenditures and intangible assets affect the value
of the underlying company, and if they do so, in what way and second whether they
affect the performance of the company. Our sample consists of the companies in
the information technology (IT) industry in Europe, the most innovative industry.
We apply several regression models to test our hypotheses. Our results indicated
a positive relation between the innovative investments as proxied by the research
and development expenses and the intangible assets with the firm’s value. However,
regarding the company performance as measured by the ROA and ROE, our results
rejected our hypothesis since we found a negative relation between the innovation
variables and the profitability ratios as performance variables.

Part Two of the edited volume opens with a paper written by Ermira H. Kalaj
(University of Shkodra “Luigj Gurakuqi”, Albania), which focuses on the analyses
of financial obstacles facing small and medium enterprises in Albania. Using data
from 2019 Enterprise Surveys (ES), we try to give answers to questions related to
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financial patterns that characterize Albanian enterprises. The survey was a shared
project of the European Bank for Reconstruction and Development (EBRD), the
European Investment Bank (EIB) and the World Bank Group (WBG); the data are
collected in Albania between January and May 2019. The objective of the survey is
to better understand firms experience in the private sector. Collected data are based
on firms’ experiences and perception of the environment in which they operate.

The data are stratified in three levels for Albania: industry, enterprise size and
region. The stratification according to the industry was completed as follows: manu-
facturing—combining all the relevant activities, retail and other services. More-
over, 2019 Albanian ES was based on the following size stratification: small (5—
19 employees), medium (20-99 employees) and large (100 or more employees).
Regional stratification was done across three regions: Northern Albania comprising
Dibér, Durrés, Kukés, Lezh&, Shkodér, Central Albania comprising Tirana and
Elbasan and Southern Albania comprising Berat, Fier, Gjirokastér, Kor¢é and Vloré.

To analyse financial obstacles and factors affecting on them, we estimate the
ordered probit model where the dependent variable corresponds to the survey ques-
tion: “How much of an obstacle: access to finance?”” While the vector of independent
variables is composed by enterprise characteristics such as firm size, ownership struc-
ture, legal status and region. Moreover, dummy variables are used to capture firm’s
technological capability and gender ownership.

Empirical results show that financial obstacles tend to be more significant for
smaller enterprises, operating not in the central area of the country, and female
ownership means more challenges in the financial markets. Additionally, lack of
financial challenges has a steadily constructive impact on the productivity of SMEs.

According to the next paper of the volume, authored by Marian Mair, Thomas
Dilger, Christian Ploder and Reinhard Bernsteiner (The Institute of Economics,
Croatia), the basic concept of dynamic pricing (DP) has been around for a long time
(e.g. gas station prices). It is now commonly known as an algorithm-based automatic
price adjustment tool on e-commerce platforms (e.g. flight tickets or hotel prices)
to maximize profit. Through the invention and implementation of the electronic
shelf label (ESL) technology in stationary retail, DP is based on time or demand.
It creates new opportunities for the physical contribution channel. This potential is
also the focus of this study by precisely dealing with the recognition and impact of
DP with ESL technology on consumers’ purchasing decisions in stationary grocery
stores. Our literature review includes current DP, ESL technology, price behaviour
and price fairness. According to the first review, no single experiment on ESLs in
combination with DP in stationary grocery stores and only a few general studies on
ESLs exist. Thus, an experimental design is proposed to research customers’ post-
purchase reaction/acceptance of ESLs in stationary grocery stores and customers’
recognition and perception (perceived price fairness) of DP adjustment strategies.
Participants purchase twice an ethnically defined shopping cart in a supermarket by
applying ESLs, whereby the second time, the prices of several products from the
shopping list are slightly increased. The goal of the between-participants post-test-
only control-group experiment design is to identify the technology’s potential for
stationary grocery stores. Equity theory deals with price fairness and is used as the
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primary consumer behaviour model for price adjustments. The results depict a design
for experimental research on DP with ESL technology. The system should function
as a pre-study and discussion base for further research on this topic. A draft of the
experimental setting (instruction sheets, evaluation plan, digitally designed survey) is
already provided as a basis for further improvements. With the proposed execution
plan, third parties can further test the experiment on feasibility and applicability
in the described experimental setting, by usage of technology (virtual reality and
augmented reality) or on different industries or other groups.

The next paper, prepared by Sofia Karagiannopoulou, Paris Patsis and
Nikolaos Sariannidis (all from the University of Western Macedonia, Greece),
details how in September of 2014 ECB decides the beginning of the first Quan-
titative Easing (QE) programme called Asset-Backed Securities Purchase (ABSPP)
and Covered Bond Purchase programme (CBPP), in order to face the financial
crisis. The next programme was the Public Sector Purchase Programme (PSPP)
on 9 March 2015. Finally, on 18 March 2020, the ECB started the third programme
called Pandemic Emergency Purchase Programme (PEPP). The goal of this study
is to explore the impact of QE programmes on the stock market of Athens,
considering the fact that Greece was the only European country to participate
only in the third programme. Using daily data from 1/9/2014 to 22/1/2021, three
GARCH (1,1) models with dummy variables are constructed to incorporate different
QE programmes. In addition, 10-year bond, gold and DAX are used in order to
isolate systematic international factors. The empirical results show that the first QE
programme has decreased the stock prices, the findings of the second QE programme
are not statistically important, while the third programme has a positive effect on the
stock market. The paper concludes that Greek participation on the QE programme
played an important role in the stock market and suggests that other researchers
investigate the methods in which Greece can utilize the positive climate after the end
of PEPP.

Authors Georgios A. Deirmentzoglou (Neapolis University Pafos, Cyprus) and
Evangelos A. Deirmentzoglou (University of Piraeus, Greece) analyse the elec-
tronic commerce (e-commerce) industry. E-commerce has shown to be a critical
driver of economic development and has the ability to boost efficiency and produc-
tivity in many countries. In the last years, e-commerce has seen rapid growth, espe-
cially during the pandemic of COVID-19. Specifically, Greece saw an increase in
the number of Internet users who made online purchases and the total revenues of
e-commerce transactions. Despite this growth, Greece still has a slow pace of digital
transformation compared to other countries of the European Union. The purpose of
this paper was to discuss the future of e-commerce in Greece and investigate the
factors of the external macroenvironment that can be an opportunity or a threat to
Greek e-tailing. PEST analysis was used to examine the political, economic, socio-
cultural and technological factors that are related to the digital transformation of
Greek retail stores. The analysis showed that the e-tailing industry is facing signifi-
cant threats, but at the same time, it can take advantage of the opportunities created
by the external environment. Although there is a trend towards the digital transition
of retailing, the state should support both entrepreneurs and consumers.
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In the following manuscript prepared by Daniel Dragicevi¢, Maja Niksi¢ Radi¢
and Maja Buljat (University of Rijeka, Croatia), a framework for the migration—
tourism—terrorism nexus has been established and the main areas of current research
have been highlighted. Bibliometric analysis was applied to the WOS database for
the period from 2001 to 2021. The research implemented a three-tiered approach
that identified relevant articles in the area of terrorism and tourism (TT) (138),
migration and tourism (MT) (103) and migration, tourism and terrorism (MTT)
(2). In addition to the citation and co-authorship analysis, this study analysed the co-
occurrence of keywords. The results show that the USA, UK and China are the most
prolific countries, while Tourism Economics, Tourism Management and Annals of
Tourism Research are the most relevant journals in the field. The co-keyword anal-
ysis identified four distinct research areas for TT and three for MT. At the end of the
paper, possible future research directions for each area are clearly indicated and the
limitations of this study are highlighted.

Authors Besa Ombashi (University College Bedér, Albania), Denita Cepiku
(University of Rome Tor Vergata via Columbia, Rome) and Niccolo Persiani (Univer-
sity of Florence, Italy) analyse the dynamics of implementation of public—private
partnership (PPP) in the healthcare sector considered as opportunities for countries
in transition, enhancing the case of Albania considered as a typical Balkan transi-
tion country of the post-Soviet era. When the course of two decades has almost been
completed, the changes that countries in transition are facing are significant and have
transformed the way of the economic environment. In transitioning or developing
economies, despite the potential for PPP arrangements to finance and develop public
projects, the use of PPPs has been slow and limited (Yang et al., 2013).

Currently, Albania boasts a portfolio of more than 222 PPP, 186 in energy with the
rest in transport, health, environment and agriculture. As in the focus of the article,
there is an overview of the four PPP in the healthcare sector considering one out
of four as the case study based on the importance as well as the changes and needs
during COVID-19.

The article will highlight a need to adopt a long-term strategy in the field of
health care as well as applicable standards for the monitoring of the implementation
procedures.

The healthcare sector in a typical Balkanic transition country, that aspires for
European Union membership, such as Albania, was considered as a case study in
the research because in the health care were introduced reforms aim to improve
the public health system, the quality of care provided, and to reduce out-of-pocket
healthcare expenses and the application of PPP in this sector were considered as part
of this reforms and their success.

The case study is based on the data collected from the analysis of the contracts
signed between the parties; different reports, interviews and the documentation
collection with regard to the management of this contract are going to be used.

During the pandemic moment, the implementation of these contracts became
even more important for a country facing a global emergency regarding health care
when these contracts were seen as a way of innovation in the management of public
services.
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The next paper, written by Valentina Diana Rusu and Angela Roman(both from
Alexandru Ioan Cuza University of lasi, Romania), aims to examine the relationship
between the way small and medium enterprises are financed in the first years of
existence and their performance. Thus, they wish to determine whether the debt
structure of these enterprises plays an important role in obtaining performance.

In order to achieve the purpose of the paper, they perform an econometric analysis
by choosing a sample of small and medium enterprises from the CEE countries in
their first years of existence. Given the fact that start-ups are considered enterprises in
the first five years of life, the analysis period considered is 2015-2019. As a method
of analysis, they use the panel data technique considering as dependent variables
a set of indicators that measure the performance of enterprises and as independent
variables indicators that expresses the degree of indebtedness of enterprises. The data
for this analysis are obtained from the financial statements of the companies accessed
through the AMADEUS Bureau van Djik database. The results of their research show
that the way in which the SMEs financing decisions are based plays a significant role
in achieving performance. The use of short- and long-term debt can stimulate the
performance of enterprises, but an increased gearing ratio hampers this performance.
These results can be useful for decision-makers because they emphasize the need for
them to focus on formulating policies that facilitate access to finance for SMEs in
the first years of life, thus generating an increase in their performance with positive
effects at the level of general economy.

The paper provided by Sofia Daskou, Andreas Masouras and Anastasia
Athanasoula Reppa (all from Neapolis University Pafos) presents a conceptual-
ization of the utility of Service Dominant Logic (SDL) in theoretically underpin-
ning the value co-creation process that emerges from the interactions and relation-
ships of place visitors with local resource integrators of destinations. Under the
SDL of marketing, service becomes the ontological content of the place brand and
a fundamental mechanism of the exchange of place-branded products. The work is
based on Vargo and Lusch (2008) premise, that service is the fundamental basis of
exchange, and builds an argument about how operant resources can be deployed by
place marketers, as a source of competitive advantage to sustain loyalty to place
visitors. It proceeds to explain how place marketers (i.e. hospitality services, tourist
attractions, etc.) co-create value with place visitors (customers) to generate effects
that stimulate visitor loyalty and build the place brand. The relationships that develop
between the customers and place marketers are embedded in a service ecosystem,
which appreciates the phenomenologically determined perceptions of value of the
parties and stimulate place visitors repeat custom. The paper argues in favour of the
integration of the roles of the customers and service suppliers in the formation of a
value output, which becomes input in the identity of a place.

In an article co-authored by Dimitra Ntertsou (Panteion University of Social and
Political Sciences, Greece), Christos Galanos (Agricultural University of Athens,
Greece) and Konstantinos Liapis (Panteion University of Social and Political
Sciences, Greece), the authors aim to assess tax regime similarities among Euro-
zone countries in the field of personal income tax, given that human capital is highly
mobile and thus affected by the design of a country’s tax code. Using information
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on the central government personal income tax rates and thresholds, available on the
OECD tax database, this article employs dendrograms to present similarities of tax
regimes and clustering of homogeneous Eurozone countries for four different years
(2003-2008-2013-2018), in order to capture the effects of the 2008 economic crisis
in the design of personal income tax systems. Their findings suggest a great degree
of divergence in the design of personal income tax systems, especially regarding
the degree of progressivity as well as top income brackets and marginal rates. It is
interesting to observe how clusters of groups of countries with similar tax regimes
are differentiated through time. Most of the literature, when comparing different tax
regimes, focuses on tax revenues and average tax burdens. The value of this research
stems from the fact that it provides a similarity analysis, based on the actual design of
the tax schedule. Results can be indicative of the degree of convergence in Eurozone
countries, thus providing tax authorities with a transparent methodology to assess
the level of fiscal harmonization.

Authors Giannoula Florou and Aikaterini Tsisinou (International Hellenic
University, Greece) discuss taxation as a basic revenue source for a state. In this paper,
they present the essential characteristics of Greek taxation system. They analyse the
taxes from different income categories, from business taxes and non-business taxes,
from different Greek regions. They compare revenue data of the year 2019 with
corresponding revenue data from the year 2011, before the economic crisis. The aim
is to determine how the economic crisis influenced the Greek taxation system and
its efficiency. They present their findings and proposals for optimal taxation.

The study by Marinela Chamzallari (International Hellenic University, Greece),
Antonios Chantziaras (International Hellenic University, Greece and Durham
University, United Kingdom) and Christos Grose (International Hellenic Univer-
sity, Greece) investigates the impact of the COVID-19 external shock on the stock
return volatility of global firms. Using a sample of 30,516 firms, accounting for 60%
of listed firms globally, scattered across 63 countries, we evidence that COVID-19
cases (fatalities) have a positive and significant impact on stock return volatility of
global firms, measured at different estimation intervals (windows of 30, 60, 90, 180
and 250 days). In particular, a one standard deviation increase in COVID-19 cases
(fatalities) is associated with 0.79% (0.86%) increase in firm volatility. Additionally,
we inform that the effect of COVID-19 is amplified for companies from Oceania and
Asia. Our insights are advantageous to a wide spectrum of stakeholders, including
managers, market participants and policy-makers.

The aim of the paper by Victoria Pistikou (Neapolis University Pafos, Cyprus)
is to assess the tendency and dynamics of Turkey’s economic relations with selec-
tive countries in Africa. The research question is whether these economic ties rely
upon economic or political incentives and to what degree. Current literature exam-
ines Turkish economic relations focusing on China, the Western Balkans, the Gulf
and the Middle East, while little has been said about Turkey’s rising role in Africa
as an economic power. In addition, most of the studies approach this issue from
a geostrategic perspective rather than the economic one. In order to answer the
research question, it is necessary to examine the correlation between macroeconomic
and political variables in order to assess whether high levels of Turkish economic
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connectivity with African states emerge as a result of market operation or emerge
as a consequence of political goals or is a combination of both of them. From 2000
onwards, [ will examine the dynamics and the tendances of Turkish economic rela-
tions with selective African countries in terms of indicators including trade relations,
FDIs, development and humanitarian assistance. I will then assess to what extent
those international economic relations tendances coincide with Turkish political and
geostrategic considerations.

Hoping that the paper selection included in the volume confirms the research
quality standards needed for addressing the complex issue of the Business Devel-
opment and Economic Governance in Southeastern Europe and offers insightful
look at the changing economic and business landscape, we leave to the readers
the final assessment of their quality, as well as of their ability to disseminate new
approaches and ideas that may be further used by academics, practitioners and public
decision-makers alike.

Paphos, Cyprus Pantelis Sklias
Serres, Greece Persefoni Polychronidou
Kavala, Greece Anastasios Karasavvoglou
Komotini, Greece Victoria Pistikou

Tripoli, Greece Nikolaos Apostolopoulos
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Greek Political Economy )
in the Post-crisis Period 2010-2019 ek

Pantelis Sklias, Spyros A. Roukanas, and Georgios Galatsidas

Abstract The strict austerity policy that was imposed on Greece by the Tripartite
Support Mechanism (EC, ECB, and IMF) had unforeseen and unprecedented macroe-
conomic and social effects. There can be no doubt that the fiscal stability programme
was originally designed to facilitate the overall improvement of the Greek economy’s
macroeconomic situation, emphasising on the stabilisation of budget deficits and
the containment of public debt as necessary conditions for both Greece’s return to
capital markets and restarting economic growth in the country. Ten years later, the
question is to what extent the macroeconomic targets of reducing the public debt
and the budget deficit, as well as the ultimate goal of achieving economic growth,
have been realised (or not)? This paper is an attempt to systematically document
the course of Greek Political Economy during 2010-2019. More specifically, this
paper discusses macroeconomic aggregates (economic growth, public debt, public
deficit, unemployment, employment, and the labour force) with the ultimate goal of
evaluating the economic policies of the Tripartite Support Mechanism. The study of
macroeconomic indicators shows that, ten years after the programme’s implementa-
tion, the overall macroeconomic situation of the Greek economy has not improved
(with the exception of the public deficit), while key indicators (such as the public debt
and economic growth) have worsened, further aggravating labour market conditions,
and as a result the Greek economy is in a much worse macroeconomic position as
compared to May 2010.
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Keywords Greek political economy + Unemployment - Employment - Labour
force - Recession + Effects of the adjustment programmes

1 Introduction

In May 2010, Greece was placed under the supervision of the Tripartite Support
Mechanism (European Commission, European Central Bank, and the International
Monetary Fund), in order to deal with the financing difficulties that it started to face
in money and capital markets, as a result of the downgrades of its credit rating by
rating agencies. Greece’s entry into the Tripartite Support Mechanism ensured that
the country would be able to finance its overdue debt obligations, conditional on
its placement under fiscal supervision and surveillance, in order to ensure the more
effective realisation, among other things, of the macroeconomic targets of reducing
the public deficit and public debt. The realisation of the aforementioned targets was,
according to the prevailing view of the Tripartite Support Mechanism, a prerequisite
for the country to regain its credit rating and return to the capital markets as soon as
possible, as well as for restarting economic growth (Sklias and Maris 2014: 468-472;
Panagiotarea 2017: 187-191). The achievement of the targets would be ensured—
also according to the prevailing view of the Support Mechanism—by a fiscal adjust-
ment process, which, among other things, provided for institutional reforms, the
promotion of fiscal consolidation, as well as tough restrictive policies, i.e. it was an
“invasive cure” that would lead to internal devaluation. The individual policies of this
“cure” were specified in the Memorandums of Understanding, and their implemen-
tation was a prerequisite for any disbursement of funds (Kotios and Pavlidis 2012:
222-228; Marangos 2020). However, the implementation of the “bailout” programme
for the Greek economy did not only fail to produce the expected results in terms of
public debt management and containment, but also had a devastating effect on the
real economy.' Under this lens, we are attempting to investigate both the macroe-
conomic situation, and the situation of the real economy, as it has developed up to
2019, following ten years of the implementation of the economic policies prescribed
by the Support Mechanism in the Greek economy (Appendix 2).

In order to tackle this dual objective, we will have to answer the following question:
how did Greece’s public debt and budget deficit evolve during the period from 2010
to 2019 (during the ten years when the economic policies prescribed by the “Support

! Krugman argues that the Greek depression “has devastated Greece just about as much as defeat
in total war devastated imperial Germany” (Krugman 2015). Moreover, it is worth mentioning the
paper by Sklias et al. (2018) titled: “Was the Great Depression of 1929 harsher than the Greek
Depression?”, which makes a comparative evaluation of the consequences of the Great Depression
of 1929 on the US economy and the Greek fiscal crisis on the Greek economy, studying how each
crisis affected the evolution of key macroeconomic aggregates of the corresponding country, such
as overall income loss, GDP, debt, deficit, unemployment, stock exchange index, duration of the
recession, and the time required for the recovery of the aforementioned macroeconomic indicators.
The study concludes that the recent Greek depression has been harsher than the Great Depression
of 1929.
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Mechanism” were imposed on the Greek economy). Some additional questions that
we attempt to answer in this paper and, what is more, reveal the situation of the real
economy are: How much did the Greek economy’s GDP shrink during this period?
How did the unemployment rate, employment, and the labour force evolve? Can
we claim that the reduction of the unemployment rate during 2014-2019 is due to
the improvement of the real economy or should we also investigate other factors?
What is the effect of the contraction of the labour force (because of emigration) on
the aforementioned drop in the unemployment rate? Is there a positive correlation
between the reduction of the unemployment rate and the increase in sustainable and
high-quality employment in the Greek economy?

As we can see from the aforementioned questions, the focus of this paper is to
assess the macroeconomic results from the implementation of memorandum-related
economic policies in the Greek economy. Macroeconomic results are approached
through quantitative documentation. More specifically, this means that we examine
the evolution of the public debt and budget deficits during the period 2009-2019.
Moreover, we are attempting to study the extent of the recession experienced by
Greece, as well as the situation in the labour market during the period under review,
by examining the evolution of the following macroeconomic aggregates over time:
the total output (GDP) of the economy; the unemployment rate; employment; the
number of the unemployed; and the labour force. In addition, we attempt to study the
negative repercussions of the mass emigration of high-added-value human resources
on both the economy and its productive specialisation. Finally, we examine the qual-
itative dimensions of the new jobs created in the past few years, as well as whether
they ensure the Greek economy’s specialisation in high-added-value industries. The
ultimate goal is to highlight the problem faced by the Greek economy and, conse-
quently, to demonstrate whether it is necessary to implement a plan to restructure the
productive base of the economy, alongside the requisite fiscal adjustment policies
that are being pursued.

From a methodological standpoint, successfully approaching the above multi-
factor study requires an interdisciplinary approach. More specifically, we utilise
various disciplines—political economy, international economic relations, European
political economy, and economics—in order to understand the complex contempo-
rary structures of the Greek political economy during the period 2010-2019. The key
contribution of political economy lies in the admission that economics is a highly
restrictive social science, since it tries to understand modern economy within a strictly
“mathematised” framework. As pointed out by Hadjiconstantinou, the mechanistic
approach to the workings of the economy apparently has certain limitations (1998,
p. 45-46), especially within the internationalised economic environment in which it
must operate, and the various components of which (economic, political, social, busi-
ness, etc., relationships) are increasingly complex and interdependent, and interact
with each other, therefore they must be also assessed in order to reach as objective
conclusions as possible.

Moreover, as stressed above, from a methodological standpoint, this paper aims at
providing answers based on quantitative documentation. Under this lens, we analyse
the evolution of macroeconomic aggregates over time, and, in particular, the public
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debt and budget deficit, unemployment, employment, and the labour force, in relation
with the corresponding fluctuations of the economy’s total output (GDP) during
the period 2010-2019. Moreover, we calculate indicators used as proxies for the
performance of the macroeconomic aggregates under review. In addition, in order
to ensure the more comprehensive understanding of the subject, we also perform an
analysis of the above macroeconomic aggregates for the time period preceding the
manifestation of the fiscal crisis (2000-2009), with the aim of making comparisons
between these two successive time periods and draw conclusions.

This position of this paper is that Greece has seen an unprecedented (in peace time)
contraction of total output (GDP), and, by extension, of employment, along with a
surge in unemployment and an irreversible loss of human resources (primarily high
value-adding labour force), because of migration abroad during the ten-year period
2010-2019 (following Greece’s entry into the support mechanism). All the above,
represented the price paid for the effective reduction of budget deficits, while, instead
of being harnessed, public debt as a percentage of GDP increased as compared to the
year 2009. That said, the most unfavourable effect lies in the real risk of mortgaging
Greece’s future growth prospects, which is compounded by the obsolescence, and
consequent emigration and loss, of high-added-value human resources. This means
that Greece is at risk of being trapped in the category of economies characterised by
low skills, low wages, and by extension, specialisation in low-added-value products.

The structure of the rest of the essay is the following: The next section analyses
the findings of the study on the evolution of macroeconomic aggregates and, more
specifically, the Greek economy’s public debt and budget deficit, GDP, employment,
unemployment, and labour force, during the precursor period from 2000 (the eve of
Greece’s entry in the EMU) to 2009 (Greece’s entry into the support mechanism).
The third section of our paper focuses on the same macroeconomic aggregates, albeit
for the period following Greece’s entry into the support mechanism (2010-2019).
The paper is completed with the conclusions and the answers to the above research
questions.

2 From Emu to the Support Mechanism: The Period
of Euphoria for the Greek Economy, 2000-2009

The beginning of the period (2001-2009) is marked by the pre-accession processes
for Greece’s entry in the EMU, an objective that was viewed by the vast majority of
both the Greek political system, and the Greek society, as a top priority.? This period

2 There is no doubt that, during the pre-accession stage, there was a coincidence of opinion regarding
the expected benefits (Kotios, 2000; De Graw 2000; Kotios and Pavlidis 2012: 203); however, the
debate that took place in Greece was dominated by arguments in favour of EMU membership, while
the challenges that go together with potential opportunities are almost totally disregarded (Thygessen
1990; Kotios 1997; 2000; Kotios and Pavlidis 2012: 204-205). Despite efforts to exaggerate the
benefits, there were sober scientific voices, both in Greece, and abroad, who pointed out that Greece’s
accession to the EMU was also a major challenge, which carried serious risks (Thygessen 1990;
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ends with Greece’s entry into the Tripartite Support Mechanism. In this section, we
will examine the evolution of data and findings pertaining to Greece’s: (a) economic
growth, public debt, and budget deficit; and (b) employment, unemployment rate,
and labour force, with the ultimate purpose of evaluating the situation of the Greek
Economy during the period under review.

2.1 Greece’s Fiscal Position and Economic Growth During
2001-2009

In this subsection, we will study Greece’s fiscal position and economic growth during
the period under review. To this end, column A of Table 1 presents the size of the
annual gross domestic product (GDP) at constant 2015 prices (in bn euros). Moreover,
the findings in column B show the year-on-year percentage change in GDP (the
economy’s growth or recession rate). The analysis of the data shows that, in the
sub-period 2001-2007, the performance of the Greek economy is positive, with high
growth rates, and more specifically, the average annual rate of change (the average
of annual economic growth rates) is estimated at 4.06%. However, in 2008, along
with the onset of the global financial crisis, Greece also entered a recession, with
negative growth rates of —3.4% and —4.29% for that year and 2009, respectively.
At this point, it is worth pointing out that the average economic growth rate for the
entire period 2001-2009 stands at 2.30%.

Columns C and D of Table 1 refer to the budget deficit. More specifically, column
C presents the annual fiscal result at current prices (billion euros), as derived from
the database of the European Commission (2020). Moreover, the findings of column
D show the annual fiscal result as a percentage of GDP at current prices. The study
of the data presented in columns C and D shows that the fiscal result was negative in
all years of the period 2001-2009. Moreover, we can see many significant year-on-
year increases of budget deficits (in absolute terms). In contrast, the annual budget
deficit as a percentage of GDP did not grow at the same rate. Indeed, despite the
fact that the budget deficit rose, in absolute terms, during the first sub-period (from
5.74 billion euros in 2001 to 15.61 billion euros in 2007), it did not increase as a

Kotios 1997, 2000; Kotios and Pavlidis 2012: 204-205). The emergence and intensity of these
challenges had to do both with the condition of the Greek economy at the time of accession [both its
fiscal condition (public debt and budget deficit) and its condition as regards competitiveness], which
is closely linked to its ability to cope with the demands of the new competitive environment of the
enlarged market (Feldstein 1998; Kotios and Pavlidis 2012: 205). Therefore, objective researchers
stressed that the final outcome would be, to a great extent, determined by the national economic
policies implemented in regard to both the above issues, i.e.: a) proper fiscal management, and
b) the improvement of competitiveness through the development and differentiation of the Greek
economy’s productive base. It is a fact that Greece’s EMU membership did not, in its own right,
ensure that the above issues were efficiently dealt with, but instead aggravated any pre-existing
problems (Kotios and Pavlidis 2012). This is also due to the weaknesses of the Economic Governance
of the EMU (for more information on this, see: Hazakis 2014; Kotios et al. 2012; Kotios and Pavlidis
2012).
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percentage of GDP, but remained more or less unchanged at 7%-8% throughout this
period. Therefore, while budget deficits increased year-on-year in absolute terms,
the budget deficit as a percentage of GDP remained stable up to 2007 at almost the
same levels which enabled Greece to become a member of the EMU.? It is worth
noting that this happened because, during the same period, economic growth was
strong, as shown in columns A and B, thus absorbing the increase of budget deficits
in absolute terms. In contrast to the first sub-period, in 2008—2009 the annual budget
deficit reached alarmingly high levels both in absolute terms, and as a percentage of
GDP. More specifically, we can see that, during the second sub-period, the year-on-
year increase of the budget deficit in absolute terms stands at almost 70%. Budget
deficit as a percentage of GDP also soared to 10.18% and 15.15% in 2008 and 2009,
respectively.

The remaining columns of Table 1 (E, F, G, H) present data pertaining to Greece’s
public debt. More specifically, they show the following: column G presents the public
debt in absolute terms as given in the database of the European Commission (2020);
column H presents the annual percentage change of the public debt as an absolute
number; column E presents the public debt as a percentage of GDP; and column F
presents the annual change of public debt as a percentage of GDP. The data shown
in these columns (E, F, G, H) reveal that public debt as an absolute number was
incessantly growing year-on-year throughout the entire period, and the growth rate
varies from 5 to 10%, with the exception of the year 2009, when public debt increased
by 14% as compared to the previous year. In contrast, public debt as a percentage of
GDP remained almost stable at 101-109% throughout the entire period, despite the
persistent increase in public debt in absolute terms, thus corroborating that economic
growth contributes to the stabilisation of debt as a percentage of GDP. The only
exception was the year 2009, when the debt to GDP ratio jumped to 126%.

2.2 Employment, Labour Force, Number of the Unemployed,
and Unemployment Rate in Greece During 2001-2009

As we have already seen, this period is marked by strong economic growth (Table
2), as average year-on-year GDP growth exceeded the average for the EU-16 (Anas-
tasatos 2009: 4). In this overall context of economic progress, the unemployment
rate remained low, also showing a slight downward tendency (Table 2). Indeed, at
the beginning of this period (2001), the unemployment rate stood at 10.8%, while in
2008 and 2009, it stood at 7.8% and 9.6%, respectively. Methodologically, though,
our paper is not confined to the study of the unemployment rate, because this does not
shed enough light on additional aspects of employment, thus altering the objectivity
of the results.

3 This does not imply complacency as regards the effort to rationalise public spending during the
first sub-period.
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To this end, it is deemed necessary to thoroughly examine the evolution of the
labour force, and the number of the employed and the unemployed in absolute terms,
in order to provide a fuller and more objective assessment of the situation in the
labour market and, to a certain extent, in the real economy. As a matter of fact,
Greece’s total labour force rose from 4739.0 thousand in 2001 to 5037.2 thousand in
2009, i.e. increased by 298,000. There was an almost equal increase in the number of
those employed during the same period, from 4206.7 thousand to 4508.6 thousand,
i.e. 302,000 more people had jobs in 2009, as compared to 2001. The number of the
unemployed over the same period was reduced by 121,000. So, the central finding of
the above analysis is that the dynamics of employment growth was such to make it
possible for the number of the unemployed to go down and the unemployment rate
to be contained, despite the growth of Greece’s labour force (Appendix 1).

The findings presented in Table 2 (columns &, 9) show the Greek economy’s GDP
in billion euros, as well as the annual percentage change in GDP (growth rate), and
were found in the Website of the European Commission (2019). The third column
of the same table shows the size of Greece’s total labour force. The fourth column
informs us about the total number of the employed, the fifth column shows the total
number of the unemployed, and the sixth column demonstrates the unemployment
rate, which is the ratio of the number of the unemployed (column 5) to the total size
of the labour force (column 3). The research of employment data was made on the
database of the Hellenic Statistical Authority (ELSTAT). Overall, the data presented
in this table show that there is a consistently negative correlation between changes
in GDP and the unemployment rate, whereas there is a positive correlation between
economic growth and employment (labour as a factor of production) (Appendix 3).

Based on the above and given the proportionate relationship between changes in
GDP and employment, we still have to explore whether there is a causal relationship
between economic growth and labour (via labour productivity). In order to answer
this question, we will explore whether the growth of per capita GDP can be attributed
to labour productivity.

The findings of research by Sidiropoulos (2016) show that there is no causal
relationship between economic growth and labour (via labour productivity). More
specifically, the economic growth experienced by Greece during the said period was
not accompanied by any increase in labour productivity.* In order to approach the
issue with greater precision, we will study the evolution of these two macroeconomic
aggregates, i.e.: (a) per capita income, and (b) the growth of labour productivity
in Greece, compared to the other countries of the eurozone. As mentioned above,
Greece’s high economic growth rate led to an increase in the country’s per capita
GDP and to its convergence with its partners in the EU. Actually, between 2000 and
2009, Greece’s gross per capita income increased by 32%, while the corresponding
increases were 11% in France, 16% in Germany, 2% in Italy, and 10% in Portugal. In
addition, for the first time since 1981, Greece’s living standard, measured in terms of

4 The fact that the growth of incomes in Greece outpaced labour productivity growth acted as a
mechanism that led to unsustainable economic growth.
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private consumption, exceeded that of the EU-15, rising to 107.9% of the eurozone
average in 2008 (Sidiropoulos 2016: 309-310).

Given that all the aforementioned countries have a common currency, this rise in
Greek incomes could only be sustainable if labour productivity grew faster than in
the other countries, thus justifying the fact that wages in Greece grew faster than in
the other countries of the eurozone. However, this is not verified by the facts. The
productivity of one hour of labour increased by 26% in Greece during 2000-2009,
as compared to 20% in France, 18% in Germany and Portugal, and 3% in Italy.
Thus, we can conclude that the growth of productivity in Greece was not sufficient
to justify such a large rise in incomes (Sidiropoulos 2016: 309-310), casting doubt
on the sustainability of the growth of GDP, as well as employment.’

Indeed, this boom, which led to a slow but steady decline of unemployment, is
apparently reversed in 2008, as a result of the global financial crisis of 2007-08,
when the economy entered a recession. In fact, as shown by the data of Table 2,
whereas up to 2007 the economy had been steadily growing, starting in 2008 growth
is negative at -0.34%, further falling to —4.29% in 2009 (Table 1). Negative GDP
growth caused unemployment to explode. As a matter of fact, during the same period,
the unemployment rate increased as GDP fell (Appendix 3), rising from 7.8% in 2007
to 8.4% in 2008 and 9.6% in 2009 (Table 2).

All the above lead us to the conclusion that, during the period under review, Greece
maintained high growth rates (with the exception of the years 2008 and 2009).6
Moreover, fiscal aggregates—debt and deficit—as a percentage of GDP remained
at stable, albeit high, levels throughout the entire sub-period 2001-2007, making it,
nonetheless, possible for Greece to join the EMU. That said, economic euphoria is
ended in 2007, and from 2008 onwards we do not only see negative growth rates, but
also a deterioration of the fiscal situation, which culminated in 2009. All this caused
a succession of economic events (such as the downgrading of the country’s credit
rating, and the increase of borrowing rates), which set in motion the procedures for
Greece’s entry into the Tripartite Support Mechanism. The purpose for that was to
provide the Greek economy with a liquidity injection, as well as with technocratic
support for the improvement of its macroeconomic performance and the promotion of
economic growth, as necessary conditions for social prosperity. The crucial question
here is to what extent was this specific target met? In order to answer this question,
in the next section we will try to study the evolution of Greece’s aggregate income,
public debt, and budget deficit, as well as the real situation in the labour market from
2010 to 2019.

5 More detailed interpretations of the long-term development of growth rates and investigations of
the causal relationships can be found in many studies (Christodoulakis 2009; Sklias et al. 2017;
Dimeli 2010; Bosworth and Kollintzas 2002; Stournaras and Albani 2008, etc.).

61t should also be noted that Greece’s growth rates exceeded the average for the 16 member-states
of the eurozone in most of the years under review, exceeding even the growth rates of Germany and
France, as seen by the comparative analysis of the macroeconomic performance of EMU countries.
(Eurostat in Roukanas 2011: 227).
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3 From the Support Mechanism to the Period of Persistent
Recession and High Unemployment, 2010-2019

Greece’s entry into the Support Mechanism in 2010 (as a result of the onset of the
fiscal crisis in the Greek economy) ushered in a period of recession, which lasted
from 2010 to 2019. Indeed, following the outbreak of the global financial crisis of
2007/08, Greece was faced with high public debt and budget deficit levels, which
stood at approximately 127% and 15.5% of GDP, respectively, in 2009 (Table 1).
Greece’s resulting fiscal position triggered the immediate reaction of rating agencies,
as shown by the consecutive downgrades of its credit rating (Schizas 2014). This
immediately led to the increase of Greece’s borrowing rate, which, in turn, was
reflected on an increase in borrowing costs. This rendered Greece’s borrowing in
international markets prohibitive, leading to the country’s exclusion from the markets.
In such cases and based on international experience, it is considered advisable for
the International Monetary Fund to intervene (Sklias and Maris 2014).

The above events gave rise to an intense debate on whether Greece could, or
should, exit the eurozone (Galatsidas et al. 2015). In this case, and given the lack
of prior experience, there was uncertainty regarding the consequences of such an
option, which, according to many, could prove disastrous both for Greece and the
eurozone’ (Koutsoukis and Roukanas 2014; Kotios and Pavlidis 2012; Kotios et al.
2012). The option that was finally selected was the establishment of the Tripartite
Support Mechanism—which consists of the European Commission (EC), the Euro-
pean Central Bank (ECB) and the International Monetary Fund (IMF)—with the
purpose of supporting the Greek economy.

Following this intervention, Greece signed Memorandums of Understanding,
thus receiving a series of bailout packages, which included bilateral loans from the
above institutions, in order to cover its current borrowing requirements. In return,
Greece had to undergo an internal devaluation in order to adjust its current account
balance. Another prerequisite for Greece was fiscal consolidation, which would lead
to a balanced budget. According to the views of the Tripartite Support Mecha-
nism, both the adjustment of the current account and the fiscal consolidation of
the Greek economy were necessary conditions for containing the increase in public
debt, and boosting competitiveness, thus bringing the country back on the track of
economic recovery (GDP growth). The above policies were accompanied by institu-
tional reforms and an attempt to modernise the economy, under the technical supervi-
sion and guidance of the Tripartite Support Mechanism, as part of the overall effort to
boost economic growth (Panagiotarea 2017; Galatsidas et al. 2015). At this point, the
question is whether the targets of reducing the public debt and the budget deficit were
achieved during the period 2010-2019, and how did GDP and the unemployment rate
evolve? Also, how much did the labour force decrease because of emigration? We

7 This argument also takes into account the fact that Portugal, Ireland, Italy, and Spain, which had
equally large public debt or deficit to GDP ratios, saw their macroeconomic position deteriorate as
a result of the economic developments of 2007/08.
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will try to answer these questions by analysing the available data from the database
of the European Commission and the Hellenic Statistical Authority (ELSTAT).

3.1 Greece’s Fiscal Position and Growth During 2010-2019

In this section, we will study the evolution of the same macroeconomic aggregates
during the period 2010-2019. First, we will examine the changes in the budget deficit
during the period under review. It is a fact that Greece’s entry into the Tripartite
Support Mechanism (2010) led almost immediately to the reduction of the annual
budget deficit, both in absolute terms, and as a percentage of GDP at current prices.
The following years until the end of the reference period (2019) not only did see the
gradual decrease of the annual deficit as a percentage of GDP below the safe 3% limit
(Stability and Growth Pact of the Maastricht Treaty), but also the creation of fiscal
surpluses in absolute terms. This is not an exaggeration since, by observing the data
of Table 2, columns C and D, we can see that the budget deficit fell from 15.14% of
GDP in 2009 to —11.29% in 2010 and —10.47% in 2011, further falling to —3.58%
by 2014, while in the following years up to 2019 Greece managed to produce fiscal
surpluses.® Therefore, we can safely conclude that during the period when Greece
was under the supervision and technical support of the Tripartite Support Mechanism,
and the prescribed economic policies were implemented, the high budget deficit was
efficiently dealt with.

As regards the evolution of public debt during the same period (2010-2019), in
columns E, F, G, and H of Table 1, we can see that public debt as a percentage of GDP
rose from 129% in 2009 to 147% in 2010 and 175% in 2011. In 2012, however, public
debt as a percentage of GDP registered a slight” drop to 161% of GDP, while in the
following years until 2019 it remained more or less stable at 180% of GDP. So, we
can see that the public debt, which stood at 129% of GDP in 2009 (being instrumental
to triggering the fiscal crisis and leading to Greece’s entry into the Tripartite Support
Mechanism), jumped to 180.51% of GDP ten years later. In absolute terms, public
debt rose from 301 billion euros in 2009 to 331 billion euros in 2019. In summary,
it is worth noting that during Greece’s ten-year stay under the supervision of the
Tripartite Support Mechanism we can see a disproportionately large increase of the
public debt to GDP ratio (by 50%) as compared to the increase in public debt in
absolute terms (by 10%), which is attributed to the persistent recession brought on
the economy as a result of austerity policies.

8 Primary surpluses are not an end in themselves in an economy; on the contrary, the existence
of a manageable deficit for investment activities and, by extension, the managed maintenance of
moderate debt levels is necessary for financing sustainable economic growth in deficit countries and,
consequently, has a positive effect on the sustainable reduction of the debt to GDP ratio (Sidiropoulos
2009; Krugman 2011; Kazakos et al. 2016: 51; Wolfson 1994: 221; Gelos et al. 2004: 4). However,
the occrrence of the problem was due to the high debt level (Cecchetti et al. 2011) and the way this
debt was utilised (Cohn 2009).

9 This is attributed to the “insufficient” loan haircut.
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The research done regarding the course of the recession from 2010 to 2019 shows
that the negative growth rates of —0.34% for the year 2008 and —4.29% for the year
2009 that resulted from the global financial crisis surged to —5.5% and —10.2% in
2010 and 2011, respectively, following the onset of the debt crisis and Greece’s entry
into the Tripartite Support Mechanism. In 2012, recession remained high and, in
particular, stood at —6.1%. In the following years and up to 2015, recession slowed
down, albeit without being reversed, while the Greek economy could not enter a
steady course of sustainable growth (as shown by European Commission data). Based
on the above, in 2010-2019 Greece lost almost 25% of its GDP (income) for the
year 2008 (see Table 3). In other words, an entire decade passed with absolutely no
economic progress; on the contrary, there was an income loss that will take some
time to be restored, in order for the economy to return to 2008 income levels. The
dynamics of the recession drag down employment and cause the unemployment rate
to surge, also dealing an irreversible blow to Greece’s labour force, as shown in the
following analysis (Appendix 2).

3.2 Employment, Labour Force, Number of the Unemployed,
and Unemployment Rate in Greece During 2010-2019

As regards the evolution of the unemployment rate in 2010-2019, we can indeed
see that at the beginning of the period (the year 2010) the unemployment rate stands
at 12.7%, slightly increased as compared to 2008 and 2009 and inversely related to
the trend of GDP. In 2011 (and after the Support Mechanism was activated and the
prescribed adjustment measures were implemented), the unemployment rate shot up
by 5.2%, to almost 17.9%. Then, and for the next two years, the situation in the
labour market deteriorated; more specifically, in 2012 the unemployment rate stood
at 24.4% and in 2013 peaked at 27.5%, registering year-on-year increases of 6.5%
and 3.1%, respectively. In 2014, there was a slight decrease in the unemployment
rate for the first time since the onset of the crisis; however, it remained very high, at
26.5%, as shown by ELSTAT data (Table 4) (Appendix 1).

The unemployment rate continued to decrease steadily after 2014 and until the end
of the period under review. More specifically, in 2017 and 2019, the unemployment
rate stood at 21.5% and 17.24%, respectively (see Table 4). It begs the question,
however, of whether this decrease in the unemployment rate (from 27.5 to 19.3%)
resulted from the creation of new, sustainable, high-added-value jobs or is, to a great
extent, attributed to other factors (such as the reduction of the Greek economy’s
labour force, emigration, and so forth). In order to answer this question, we will try
to thoroughly examine the evolution of the number of the unemployed, employment,
and the labour force in absolute terms for the entire period 2010-2019, as well as for
the sub-period 2014-2019 in particular, when the unemployment rate was reduced.
We will also explore additional parameters related to the qualitative features of new
jobs—such as flexible employment, subsidised job creation programmes, labour
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flexibility, undeclared work in conjunction with the fines imposed for uninsured
labour—as well as the way all the above factors help paint a fictitious picture of
Greece’s unemployment rate.

Based on an analysis of ELSTAT data for the period 2010-2019, we can see that
the number of the unemployed in 2010 stood at 638.75 thousand. This number kept
rising up to 2013, when it peaked at 1330 thousand jobless people, i.e. two and a
half times more than in the year 2010, and more than three times as much as in the
year 2008. Then, from 2014 onwards there is a gradual decrease in the number of
the unemployed until the year 2019, when it falls to 811.5 thousand. Despite this
reduction, however, the total number of the unemployed remains high in 2019, almost
one and a half times as high as in 2010 and twice as high as in 2008 (from 387.79
thousand to 811.5 thousand) (Tables 3and 4). The persistence of high unemployment
numbers for a decade implies the obsolescence of large parts of Greece’s human and
material productive capacity (and/or vice versa).

In 2010, the number of the people employed in the Greek economy stood at4389.5
thousand, markedly down from 2008 and 2009, when it stood at 4610 thousand and
4555 thousand, respectively. After 2010 and up to 2015, employment continued to
shrink—owing to the contraction of the economy’s productive base, as shown by
GDP growth—until it reached the lowest point, at 3610 thousand, in 2015. That
said, from the following year (2016) and up to 2019, there is a slight increase in the
number of the employed. More specifically, in 2016 they rose to 3673 thousand, while
in 2019, they rose to 3894.6 thousand. In practical terms, however, the economy has
failed to restore employment to 2008 and 2010 levels, (i.e. to 4610.5 thousand and
4389.5 thousand, respectively) (Tables 3 and 4).

As regards the size of Greece’s labour force, Table 4 shows that its decline
started immediately after the implementation of the fiscal adjustment programme
and continued unabated throughout 2010-2019. More specifically, in 2009 and 2010,
the labour force stood at 5040 thousand and 5028 thousand, respectively, while by
2019, it fell to 4706.5 thousand, meaning that 322,000 workers are not any more
included in Greece’s labour force.

It is obvious that, apart from its impact on the growth process (analysed below),
the overall decrease in the absolute size of the labour force was also instrumental
to keeping the unemployment rate at low levels in recent years (Appendix 1). More
specifically, the fact that 322 thousand persons (Table 2) are not included in the
country’s labour force, means that they do not affect the ELSTAT measurements used
to calculate the unemployment rate. Moreover, these persons are also not included in
the total number of the unemployed. This, however, means that the unemployment
rate seems to decrease faster than new job creation during the said period. This
fact corroborates the argument that these two aggregates are inversely, albeit not
proportionately, related, in other words the reduction of the unemployment rate does
not imply an equal increase in the number of jobs. Therefore, the decrease in the
unemployment rate appears to be larger than it would be, had a part of the labour force
not migrated abroad (Appendix 1). In any case, any increase of Greece’s labour force
equal to the number of citizens who migrated abroad, given the current situation in
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the labour market (employment opportunities), would reveal the real unemployment
rates.

In order to get a better understanding of this interdependence between the labour
force/number of the employed and the unemployment rate, it suffices to compare the
relative figures for the years 2011 and 2018, which show very similar unemployment
rates of 17.9% and 19.3%, respectively. Initially, the number of the employed in these
two years stood at 4053 thousand and 3827 thousand, respectively, i.e. there were 225
thousand fewer employed persons (jobs) in 2018 as compared to 2011. However, the
number of the unemployed in 2018 is increased by 33 thousand as compared to 2011.
The size of the labour force'® during the same period was reduced (as a result of
emigration), and there are 234 thousand fewer citizens in Greece. Therefore, whereas
the change of the unemployment rate between 2018 and 2011 stood at 1.4%, the
number of the employed fell by 225 thousand, and the number of the unemployed
rose by 33 thousand (Table 4). Therefore, the above show that the reduction of the
total size of the labour force (by 234 thousand persons) also plays a key role in
containing the unemployment rate for the year 2018 at 2011 levels. In this context,
we realise that the fact that the unemployment rate is the same in those two years
does not imply that employment (or the productive base) is also the same.

Based on the above, it is easy to infer that the reduction of the unemployment
rate since 2014 can also be attributed to the contraction of the labour force, whereas
it should, to the greatest extent possible, result from the creation of new sustainable
jobs.!! With this argument as our starting point, we will try to expand our research,
approaching the issue (of the reduction of the unemployment rate) under the lens
of new job creation. In this context, the question is whether we can argue that the
reduction of the unemployment rate by 8 percentage points in 2018 (as compared
to 2014) and its restoration to 2011 levels implies progress as far as employment
and the real economy are concerned? In the following paragraphs, we will try to
answer this question, i.e. whether there is a relationship between the reduction of
the unemployment rate and real progress in the field of employment. In general,
conventional wisdom says that a decrease of the unemployment rate is not consistent
with an economy that experiences recession or weak growth.

More specifically, in an attempt to provide a more thorough answer to the above
question, it is worth studying economic theory and, in particular, Okun’s law, in
conjunction with international experience. According to the above, the study of the
relationship between employment and growth points to a 1% change (decrease)
in unemployment as a result of an opposite change in GDP by approximately 2%
(Blaunchard 2002; Christopoulos 2003). In the case of Greece, the Okun coefficient
for the period 2001-2014 stands at —0.31, meaning that every increase/decrease in
total output (real GDP) by 1% leads to a decrease/increase in unemployment by

10 At this point we will take into account the size of the labour force, given that the unemployment
rate and the number of the employed are examined in relation to the total labour force.

! The same conclusion is drawn by a SEV study on Greece’s labour force, which, in particular,
finds that: “a large part of the decrease in the unemployment rate is linked with the negative change
in the size of the labour force” (SEV 2018:3).
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0.31%. Alternatively, we could say that a 1% change in unemployment is linked
to an opposite change in GDP by 3.18% and vice versa. During the period of the
Greek economic crisis (2008-2014), in particular, the Okun coefficient was equal to
—0.2 (Petrakis 2014). That said, what really happened in Greece during the recession
years was that the decrease in unemployment was either disproportionate to changes
in GDP, or even moved to the opposite direction. As a matter of fact, despite the
fact that Greek GDP in 2018 is, more or less, at the same level with that of 2012,
unemployment is down by almost five percentage points (see Table 4).

On the other hand, we must point out that job creation since 2014 is a reality and
contributes to the reduction of the unemployment rate, as demonstrated by ELSTAT
data (Table 2) and determined by our analysis of the number of the employed.
Certain questions are, nonetheless, raised regarding the quality and sustainability
of new jobs. According to the SEV report, the new jobs that were created in the
Greek labour market between 2014 and 2017 are mostly related to low-wage employ-
ment, primarily in commerce and catering, thus being symptomatic to the economy’s
specialisation in low-added-value and low-wage sectors (SEV 2018: 7).

In relation with the above, by expanding our research we can also see that job
creation during the period 2014-2018 is, in fact, due to a combination of factors,
which have very little do to with the growth of sustainable employment. First, the
reduction of undeclared work by almost 10% in the last four years, according to data
by the Ministry of Labour—which is attributed to the increase in the relevant fines
from 500 euros to 10,500 euros'? since 2013—means that the increase in recruitment
does not actually reflect new job creation in the economy. In other words, undeclared
workers, who officially appeared as unemployed in the database of the Labour Inspec-
torate, were in fact employed, albeit their retrospective hiring is counted as a new
job in ELSTAT measurements.'? Therefore, the shift from undeclared to declared
work is a de facto “grey area” as regards real employment metrics; however, it is
counted as new job creation in the data of the Manpower Employment Organization
and the ERGANI system, as well as in other ELSTAT measurements, thus altering
the number of actual new jobs and providing a distorted picture of employment and,
by extension, of the unemployment rate (Kostoula 2019).

Second, job creation is facilitated by the proliferation of employment boosting
programmes subsidised by the Ministry of Labour—as part of implementing a wider
countercyclical economic policy for fighting unemployment. It is true that this proce-
dure removes unemployed individuals from the relevant lists and moves them to
subsidised jobs, albeit for a limited time period. On the other hand, new job subsidis-
ation programmes do not require workers to remain in their positions for a significant
time period after the subsidy is terminated (OAED 2019), raising questions about
the sustainability of these specific jobs.

12 pyrsuant to Law 4144/2013 and Joint Ministerial Decision 27,397/122/19/08/2013.

13 This inconsistency in statistical measurements occurs because new hiring forms do not include
the question whether a person had been working legally or illegally under their previous work status,
while there are almost no truthful responses to this specific question as part of the Manpower Survey
regarding new jobs.
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Third, the factors that contributed to the decrease of unemployment include
flexible forms of employment—a key priority of the “adjustment programmes”.
According to ERGANI statistics, full-time work was the dominant form of employ-
ment in the Greek labour market, representing almost 67.7% up to 2015. However, the
situation tends to change since 2016-2017, as the number of part-time jobs increased,
to the expense of full-time work. As a matter of fact, full-time work accounted for
less than half of new hiring announcements for the year 2018 (45.66%) (SEV 2018:
6). However, it is worth noting that the contribution of flexible forms of employment
to the reduction of unemployment does not indicate an economy that has recovered
from the crisis and has a productive base capable of creating high-added-value and
sustainable jobs.'*

At this point, it is worth noting that a crucial factor for generating sustainable jobs
(and, by extension, sustainable growth) is the ability to maintain a ratio of approxi-
mately 1 new job in internationally tradable to three new jobs in non-internationally
tradable goods and services sectors (Ioannou et al. 2013: 4045, 2017: 62-72). In
the case of the Greek Economy, the ratio of new jobs in each of the two sectors was
almost 1-5 (jobs in internationally tradable goods to jobs in non-internationally trad-
able goods) during the period of euphoria (2001-2009). In 2014-2017, employment
in the internationally tradable goods sector rose by 13%, a percentage that is almost
10 percentage points short of the increase in the non-internationally tradable goods
sector (SEV 2018: 10). Therefore, the key issue is not only the extent of economic
growth or the quantitative increase of jobs, but also the quality of these jobs, which,
surely, cannot be determined by employment in commerce and catering, but, on the
contrary, is determined to a great extent by the Greek economy’s ability to capture a
place in the global division of labour, emphasising on high-added-value sectors. '

At this point, we will revisit the issue of the contraction of the labour force and
its implications for the Greek economy. It is a fact that 322,000 workers are not
any more included in Greece’s labour force (Table 4). What is really important is
that most of them migrated abroad, a substantial percentage of almost 70% being
tertiary education graduates and 51% belonging to the crucial 25-45 age group,
according to research carried out by KPMG and the Hellenic Federation of Enteprirse
(SEV) (Lakasas 2018; SEV 2020: 1). As regards the latter, it is telling that the share
(percentage) of employed persons aged 2544 in Greece’s total labour force seems
to subside. In order to explain this, we referred to a study carried out by SEV on the
basis of data from the ERGANI labour information system, regarding the distribution
of jobs per age group, which shows that, up to the year 2014, the largest share of
total jobs (approximately 60%) is held by people aged 25-44. However, this share
seems to fall by five percentage points in the sub-period 2014-2017. At the same
time, there is a significant increase in the percentage participation of workers aged 44
+ (in the total labour force), along with a smaller increase in the share of employed

14 The same conclusion is drawn from the study of the data concerning the monthly earnings of
new jobs (SEV 2018).

15 See the study by Sklias et al. (2017), on the quality and sustainability of the Greek economy’s
growth during the boom period.
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persons under the age of 24 (in the total labour force). In absolute terms, the largest
increase concerns the age group 44+ (by 163,889 new jobs, or 36.14%) (SEV 2018:
5). The above findings confirm the impact of the brain drain phenomenon on the
labour force, as regards both tertiary education graduates and people belonging to
the highly productive 25—44 age group.

Apart from that, questions are also raised regarding the capability of Greece’s
productive base to absorb the workers that emigrated and offer them employment
in the same specific specialties, given the absence of a strategic plan for the differ-
entiation of the Greek Economy towards high-added-value industries. This inability
not only makes it difficult to repatriate scientific personnel, but also deprives the
Greek economy from high value-added human resources. All the above effortlessly
lead us to the conclusion that Greece’s total labour force and, in particular, its most
highly-skilled, productive and value-adding segment, suffered irreparable damage'®
in the period 2019-2018.

It is worth noting that the contraction of high-added value human resources under-
mines the development of the Greek economy. Indeed, the emigration of Greek
scientists and practitioners implies that Greece has squandered financial resources
and highly productive factors of production, since the cost of the investment made by
the Greek state in the training and education of its human resources'” is, in fact, given
away for free to the host countries, along with the expected benefits from high-added
value labour, which is a key ingredient of sustainable growth.

In this vein, and taking into account the technological and productive shifts occur-
ring worldwide, Greece is at real risk of being trapped in the category of low-skill
economies and, by extension, of building a productive base characterised by low-
added value products (SEV 2018: 1). In fact, as regards the same issue, the European
Commission, in a report on the Greek economy, stresses that trends in total factor
productivity, in conjunction with the contraction of the labour force, undermine
Greece’s economic growth in the long term (European Commission 2017).

The above analysis shows that from 2010 to 2018 the Greek economy saw a
substantial contraction of GDP, by almost 25%. At the same time, the unemploy-
ment rate surged to almost 26-27% up to 2013. Already in 2014, there is a drop
in the unemployment rate, but this is to a great extent a statistical effect, which
does not reflect the actual conditions prevailing in Greece’s labour market and real
economy. This can be easily understood by the following: first, we can see that the
labour force was reduced by 504,000 persons (mostly tertiary education graduates)
as a result of migration abroad, which has a downward effect on the unemployment
rate. Second, certain parameters are neglected, which are related to the quality and
sustainability of new jobs, such as flexible forms of employment, subsidised work

16 The same conclusion is reached by the paper by Alderman et al. (2015), titled “Is Greece Worse
Off Than the U.S. During the Great Depression?”.

17 According to a study by the Ministry of Education, titled “Higher Education Strategy in Greece,
2016-2020”, expenditure per tertiary education student stands at 3571 euros per annum, without
factoring in the cost incurred in other educational levels, which is also estimated in a study by S.

Papaefthimiou at 1347 euros per annum per primary and secondary education student (Lakasas
2018).
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programmes, the legitimisation of undeclared work since 2013, the level of remu-
neration of the new jobs, and the distribution of new jobs among the sectors of the
Greek economy, with commerce and catering enjoying the largest share. In addition,
remember that the current distribution of new jobs between internationally tradable
and non-internationally tradable goods remains unchanged at the pre-crisis ratio of
1-5, whereas the necessary ratio for achieving sustainable economic growth and, by
extension, sustainable jobs, is 1-3. Moreover, the economy’s growth rates do not
justify the reduction in unemployment experienced by the Greek economy, always
in accordance with Okun’s law and international experience.

4 Conclusions

The above analysis demonstrated that the implementation of the fiscal adjustment
programme turned the public debt crisis of 2010 into a widespread crisis with
very serious consequences for growth. This is not an exaggeration since the Greek
economy’s gains in terms of GDP and employment during the period 2000-2009
were completely lost during the subsequent period 2010-2019. At the same time, in
the same period we can see a surge in the unemployment rate, and the loss of high-
added-value human resources because of the migration of young scientists abroad.
This means that Greece is at risk of being trapped in the category of low-added-value
economies, thus undermining the future growth of the Greek Economy.

On the other hand, there has, indeed, been a decrease of the unemployment rate
in recent years, which is nonetheless based on uncertain foundations. There is no
doubting the legitimacy of all unemployment-reducing policies, direct or indirect.
What is needed, however, is not to reduce the statistical figures regarding unem-
ployment, but to increase the number of sustainable jobs by pursuing sustainable
growth, instead of returning to the same outdated growth model that prevailed until
2008. Finally, the fact that the target of reducing the public debt was not achieved
is considered to be very important, as, more specifically, Greece’s debt, both as a
percentage of GDP, and in absolute terms, is higher than in the first period.

Therefore, the central finding of our macroeconomic analysis is that Greece is
not only facing the negative consequences from the failure of the fiscal adjustment
programme, which was acknowledged by the IMF, but also that this programme has
undermined the country’s future prospects. A key prerequisite for Greece to exit the
crisis and achieve sustainable growth, but also for mitigating the cost of adjustment,
is to prepare and promote a new productive model for the Greek economy, aimed
at the production of quality products and high-added-value services, with a view to
accessing international markets and attracting investment. Moreover, further ques-
tions are raised by the fact that no provision was made for the change of the country’s
existing productive model through specific and decisive government interventions.

Starting from the above position, we must stress that whoever attributes the
crisis only to misfortune, underestimates their (collective or individual) potential
and focuses on the problems, instead of the solutions. Apart from its other negative
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effects, a crisis is also a bringer of progress, as it may turn out to be an opportunity
for change for both people and countries. This is based on the fact that creativity
is also born out of hardship. Moreover, periods of crisis also give rise to ingenuity,
discoveries, and major strategic solutions. The real crisis for both people and coun-
tries lies in the unwillingness to fight to get over it and the lack of will to find outlets
and solutions. Also, we should not forget that we do not try to change the situation
when we keep on repeating the same mistakes.

Appendix

In order to ensure the uninterrupted flow of this study, it is deemed useful to make
a critical approach of the concepts of the business cycle and economic crises in this
Appendix. We will also attempt to examine the theoretical framework concerning
the response of the unemployment and employment variables to the various phases
of the business cycle the economy goes through. Moreover, it is imperative to define
the concepts of employment, unemployment, and the labour force, in order to ensure
the more comprehensive understanding of the paper.

Appendix 1: The Concepts of Employment, Unemployment,
and the Labour Force

The population can be divided into two broad categories: (1) the economically active
population includes the persons who are capable of work and, at the same time, want
to work, i.e. those who have a job and are called “employed”, and those without a job,
albeit in search for work, who are called “unemployed”. Both subgroups comprise
the total labour force of an economy; (2) the economically inactive population, which
comprises people who are incapable for work (young children, the elderly, people
with ill health, and soldiers), as well as those who are not willing to work (idle).
From the above, we deduce that the sum of the employed and unemployed is equal
to the labour force. Labour force = Unemployed 4+ Employed (Fig. 1) (Lixourgiotis
2013).

Unemployed JE M Employed [l |ahourforce

Fig. 1 Labour force. Source Data compiled by the author
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The status of employed persons is referred to as employment. In general, the
term “employment” defines the status of all factors of production when they are
actively involved in the productive process. More specifically, as regards the factor
of production called “labour”, employment is defined as the form of using human
resources in economic activities. In contrast, the concept of unemployment describes
the status of people available of work who, nonetheless, cannot find paid employment
that corresponds to their specialisation and skills (Petrinioti 1999).

As regards the above, it is worth clarifying that any persons who do not belong
in the labour force despite being capable of work, are not counted as unemployed.
Moreover, persons who are capable for work are not counted as unemployed if they
do not want to work (Lianos and Benos 2013).

Unemployment is calculated as an absolute figure, for example: thousands of
unemployed. However, the importance of this figure depends on the size of the labour
force at any given time. Therefore, the need to include the labour force variable in
unemployment measurements suggests that unemployment should be measured as
a percentage (%) of the labour force. Based on the above, the unemployment rate
is the ratio of the number of the unemployed to the total labour force (unemploy-
ment rate = unemployed persons/labour force or unemployment rate = unemployed
persons/[employed + unemployed]) (Fig. 2a, b) (Prodromidis 1994).

The unemployment rate may change because of changes in either the absolute
size of unemployment (i.e. the number of the unemployed) or the size of the labour
force, or because both figures have changed (albeit, at different rates). Therefore, the
reduction of the unemployment rate (a fraction) is not only the result of a reduction
in the number of the unemployed (the numerator of the fraction), but also of the total
reduction of the denominator of the fraction, i.e. the labour force pool or the rate of
change of each figure relative to the other. The size of the labour force is affected by
various factors, for example, the economically inactive part of the population that
decides to seek employment and joins the economically active population (labour
force), migration flows, etc. (Papavasiliou 2000).

At this point, it should be stressed that employment and the unemployment rate
are not two aggregates that function as communicating vessels, in other words a
reduction of the unemployment rate does not imply the creation of an equal number
of jobs and an equal decrease in the absolute number of the unemployed. Moreover,
changes in both employment and unemployment are interactively related to changes
in the total output (GDP) of the economy (Dedousopoulos 2000).

Appendix 2: Business Cycle and Economic Crises

It is a fact that total output and production do not follow a linear and stable course,
albeit fluctuate and go through boom (GDP growth) and bust (GDP contraction)
phases. The concept of the business cycle aims inter alia at highlighting and analysing
the various phases that total output goes through (boom-bust-slowdown-depression-
stagnation-recovery) (Krugman 2008).
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Unemployed
persons

Unemployment
Rate

Labour force

Source: Data compiled by the author

Unemployed
persons

Unemployment
Rate

Employed +
Unemployed

Source: Data compiled by the author

Fig. 2 a Unemployment rate. Source Data compiled by the author. b Unemployment rate. Source
Data compiled by the author

The business cycle, as defined by Mitchell, comprises four phases (recovery,
prosperity, crisis, and depression-stagnation). For practical purposes, we define the
trough of the business cycle, i.e. the stagnation phase, as the first phase. After the
economy has passed this phase, it enters a phase of fast improvement, which is called
recovery. This is followed by a possible additional expansion of economic activity
that constitutes the phase of prosperity. This phase is interrupted by the manifestation
of the crisis, which is followed by a downward trend in total output. Therefore, an
economic crisis is the event that causes the economy to alternate between various
phases of the business cycle and, more specifically, interrupts the prosperity phase
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Fig. 3 Business cycle.
Source Data compiled by the
author

and ushers the economy in the depression phase (Cited in Howard 1991: 7-11). The
term “depression” describes a deep and protracted downturn of economic activity
and, by extension, a contraction of the economy’s GDP (for at least two or more
consecutive quarters) (Fig. 3) (Knoop 2008: 60). Based on the above analysis, it
is easy to conclude that Economic Crisis theories try to highlight the factors that
interrupt the ascending phase of the business cycle and, in particular, analyse the
parameters that lead to the emergence of the crisis during a specific time period
(Knoop 2004: 27).

Appendix 3: Response of Macroeconomic Variables
in Relation to GDP Changes During the Phases
of the Business Cycle

A factor that will help us understand the concept and operation of the business cycle
is the examination of the behaviour (response) of key macroeconomic variables in
relation to GDP changes that occur during the various phases of the business cycle.
Admittedly, there are certain macroeconomic variables that increase or decrease
when GDP increases or decreases, respectively. Typical examples of such variables
include consumption, investment, employment, etc., and the term “procyclical” is
used to describe them. On the contrary, the term “countercyclical” indicates a negative
correlation between the variable and changes in GDP. More specifically, the value
of the variable increases when GDP decreases (and vice versa), one such example
being unemployment. Finally, there is the acyclical variable category, which has no
consistent correlation with changes in GDP (Knoop 2004: 15).

Unemployment is, in fact, one of the macroeconomic aggregates that exhibit
anticyclical behaviour during the business cycle. This inherent characteristic means
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that these specific macroeconomic aggregates move to the opposite direction to the
alternations of total output between boom and bust phases (Howard 1991: 16-17).

As far as the employment variable is concerned, tt is also worth noting that the
changes in this factor of production during a recession are much larger and more
pronounced than changes in any other factor of production (Howard 1991: 16-17), a
fact meaning that employment is a variable directly related to the course of the real
economy. Despite this passive dependence between labour and aggregate output,
labour (either as an absolute figure, or in terms of its productivity) may in its own
right determine a major portion of changes in total output (Sidiropoulos 2016:245—
246), demonstrating the existence of an interactive relationship between changes in
GDP and labour as a factor of production.

Mentioning the key macroeconomic variables related to the business cycle is
important because some of them are used by economists for predicting the cycle
by approximation, as well as for evaluating the behaviour of the business cycle and
its effects on the real economy. Moreover, understanding crises, the business cycle,
and the economy’s cyclical behaviour is necessary for exploring the consequences
of crises on the economy.
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Abstract Social capital has declined in both developments and in other developing
economies, while income inequality has tended to increase. Recent studies show the
correlation between social capital and income inequalities, while few studies analyse
the direction of causality at a macro level. This paper aims to investigate the causal
relationship between generalised trust, as well as income inequalities in 23 economies
belonging to the Organisation for Economic Cooperation and Development (OECD)
from 2000 to 2019. In this study, we use the application of a fully modified least
squares model (FMOLS) and the canonical correlation regression estimator (CCR).
In addition, the unit root and cointegration test is applied before applying the Granger
causality test. The findings show that there is a bidirectional relationship between
social capital and income inequality.

Keywords Inequality - Generalised trust - Granger causality test
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1 Introduction

The role that income inequalities have played on social capital has been of great
interest in a variety of studies for some time (Knack and Keefer 1997; Putnam 2000).
Recent research has been developed in a large number of European countries (Clark
2015; De Blasio and Nuzzo 2012; d’Hombres et al. 2013; Ferragina 2013; Igli¢ et al.
2020; Parente 2019) but less in the combination of economies with heterogeneous
characteristics, where attention should be paid to the countries of The Organisation
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Fig. 1 Level of income inequality by country. Source The Organisation for Economic Cooperation
and Development (OECD 2014)

for Economic Cooperation and Development (OECD), not only due to academic
demand, but also because of the constant increases in wage gaps that occur in soci-
eties, and which are increasingly more perceptible by the inhabitants of an economy
(OECD 2015).

Cohen and Ladaique (2018) argue that economic inequalities present different
patterns and have increased in the last three decades, this is reflected in the Gini
index. In the 80s an increase in inequalities began to be seen and by the 2000s the
wage gap became ever greater, thus ensuring that the economies of Asia, Eastern
Europe and Latin America have the highest indices of income inequality (Dabla-
Norris et al. 2015) Gasparini and Lustig (2012) (see Fig. 1). This has led various
scholars on the subject to consider that the main driver of income inequalities is due
to the gap that exists between wages (Piketty 2014; Stiglitz 2012). In most OECD
countries, the causal factors for the increase in wage gaps correspond to the fact that
the wages of the best-paid workers rise at a faster rate than the wages of those in the
lowest deciles, along the same lines, annual hours have decreased for people with
lower wages and increased for workers with higher wages. Furthermore, the arrival
of globalisation, constant technological changes and the transformation of the labour
market require a workforce with skills in technology and finance (Atkinson 2016;
Milanovic 2017; Piketty 2014). Wage differences are one of the main obstacles to
building trust within societies. With the rise in wages being increasingly skewed
towards the top deciles, social capital has a minimal probability of increasing.

The relationship between both variables has been debated in various investi-
gations, without reaching a consensus. The literature shows us that the countries
which enjoy greater wage equalities and high trust among their inhabitants, allow
the creation of environments where economic transactions are adequately developed
because those involved participate by developing more honest behaviour. Also in
these scenarios, political institutions function correctly, societies can recover quickly
from economic crises, as well as at an individual level, social capital allows citizens to
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be more intelligent, enjoy better health, be happy and have fair and stable democratic
systems (Dai et al. 2018; Obert et al. 2018; Putnam 2000).

In contrast, some studies show that there is an inversely proportional relationship
between the variables, creating stratified societies, with an unfair distribution of
resources, psychosocial effects and collective action problems among the population
(Steijn and Lancee 2011; Uslaner and Brown 2005).

Furthermore, the results of other studies coincide in the null relationship between
income inequalities and generalised trust (Leigh 2006; Geys and Murdoch 2008).
From empirical studies, there are not many investigations that can visualise the direc-
tion of causality between wage gaps and generalised trust. Gustavsson and Jordahl
(2008) present a step forward in the causal link between these variables, considering
the possible existence of a causal relationship between them. In this research, they
apply a panel data with fixed effects for different Swedish states, there was a four-year
analysis period, and their findings consider that economic inequalities are negatively
related to trust and that people located in the middle of income distribution trust-
less. However, we consider that their results are questionable due to the short period
of analysis and the econometric model used. The studies have not focused on the
analysis of bidirectionality for the countries that make up the OECD. The increasing
trends of income inequalities together with the decrease in social capital, lead us to the
interest of this study to empirically investigate the relationship between the variables.
Therefore, the following research question arises; what is the nature of the causal
relationship between income inequalities and generalised trust in OECD countries?
We mainly believe that the study contributes to the current literature by considering
the heterogeneous nature of OECD countries in the framework of causality proposed
by Dumitrescu and Hurlin (2012). We analyse panel data for the period 2000 to 2019
for 23 OECD economies. The causality results suggest a bidirectional relationship
between income inequalities and social capital.

The study is structured as follows: Sect. 2 is the literature review; Sect. 3 demon-
strates the econometric methodology and data sources for the study. Section 4 shows
the empirical results, while Sect. 5 presents the discussion and conclusion.

2 Literature Review

Economic inequalities are linked to a variety of effects that are detrimental within
societies (Costa Font et al. 2014; Graafland 2018; Norris et al. 2015; Piketty 2014), in
this sense, studies have shown that attitudes and behaviours related to social cohesion
are affected when resource distribution is inclined towards a certain segment, which
is known as inequality in a society (Buttrick 2017).

Uslaner and Brown (2005) argue that perceptions and beliefs about how resources
are distributed in societies and how they should be allocated equitably determine the
distribution of trust within societies. Uslaner and Brown (2005) claim that if resources
in a work or social context are distributed unevenly, people who are at the lowest
levels of the distribution and those who are at the highest levels will feel that they do
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not have shared purposes. For example, if this arises in the workplace context when
workers consider that there are stratospheric wage gaps between positions that are at
the same hierarchical level and that wages are assigned by relationship factors and
not based on merit with respect to their work performance, employees experience a
decrease in trust among their colleagues and in general in their work environment. In
other words, the perception they observe increases their degree of distrust, this may
be because they do not possess all the real information on income, but the imperfect
information they have leads them to suppose that there is such a wage discrepancy.

Likewise, it has been argued that income inequalities affect social capital from
a stratification perspective (Steijn and Lancee 2011). This approach considers that
when there is an increase in wage inequalities, social segmentation coexists, causing
people with high incomes to have different living conditions, that is, they live in
exclusive areas, study in private universities and belong to different networks, etc.
When these events occur, trust between different social levels is damaged; usually,
each social stratum tends to trust actors of the same economic level (Doob 2015;
Schneider et al. 2018). This also happens when people from different social strata
meet sporadically; intergroup differences arise between both parties, which is further
aggravated by the lack of trust that can occur between them.

Regarding the relationship of social capital and income inequalities, studies have
shown the importance of trust with macro-social, economic and political aspects
(Alvarez—Botas and Gonzdlez 2021; Ayob 2018; Foster and Frieden 2017). Consid-
ering the theory about trust, cooperation and collective action problems at a micro
and macro level (Carballo et al. 2014; Gavrilets 2015; Ostrom and Ahn 2003), the
relationship of social capital and income inequalities can be studied (Bergh and
Bjgrnskov 2014). In this sense, trust and cooperation have been explained from the
classic analysis, the prisoner’s dilemma proposed by Axelrod (1980) (See Table 1).

Table 1 shows that the participants have three options: (a) both players cooperate,
(b) one player cooperates and the other does not cooperate, or (c) neither player
cooperates. The result of individual interactions within the game produces negative
results, on the other hand, if both parties decide to cooperate, the result is positive
for those involved. Although, at first glance it seems that the most optimal option is
the cooperation of the parties involved, this does not happen in real life, since it is
unknown whether the other participant will opt for cooperation; This leads to trust
playing a relevant role for cooperation to occur. The cooperation resulting from trust
(social capital) will help the actors to make efficient use of resources, allowing them
to solve collective action problems (Koutsou et al. 2014; Bandiera et al. 2005; Vugt
and Cremer 1999).

Table 1 The prisoner’s Cooperate Defect
dilemma P
Cooperate 3.3 0.5
Defect 5.0 1.1

Source Extracted from Axelrod (1980)
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In particular, in business, some of the conflicts that arise revolve around labour
relations between workers, administrators and managers. If workers perceive selfish,
opportunistic behaviour among the actors, it will generate mistrust, which will
prevent them from cooperating and solving problems that may involve aspects related
to work and wages. This fact of non-cooperation will generate unequal distributional
consequences.

In addition, from a macro perspective, the theory proposed by Aristotle (2005)
which shows the existence of the three social classes, opened up the problems
of collective action in redistribution, followed by recent theories such as Korpi’s
resource theory (2018), which highlights the relevance of the cohesion between the
working class and the middle class to produce egalitarian distributive results.

Ultimately, the relationship between social capital and income inequalities can
be supported by the existing literature. In Fig. 2, it is shown that the effect of
income inequalities implies a change in social capital, whereas the effect of social
capital causes a change in income inequalities. The unidirectional relationship is
studied more exhaustively, proving the existence of bidirectional causal relationships
between the two variables.

Perception and stratification
Resources distribution

Lower generalised trust.

Increased income ! >
Social capital

inequality

Collective action problems

Fig. 2 Relationship between income inequalities and social capital
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2.1 Empirical Research Studies

Few studies consider the inverse causal relationship between income inequalities and
trust. In this sense, Alesina and La Ferrara (2002) showed that societies with high
levels of trust can improve their economic aspects for the benefit of the poorest.
Gustavsson and Jordahl (2008) conducted an investigation in Swedish counties,
through quantile income regressions, where they took trust as an explanatory vari-
able, finding that people who are in the 10th and 90th percentiles have higher incomes
and high confidence. Along these lines Bergh and Bjgrnskov (2014), analysed 104
countries in 2000 and 2006, applying a model of structural equations. The objec-
tive of their research was to demonstrate the causal relationship between welfare
states, generalised trust and economic equality. Their findings showed that social
trust enables countries to maintain welfare states and high welfare states reduce
income inequalities, however; this does not happen the other way around (Table 2).

Other studies, applied at intraregional levels, analyse this causal relationship. In
this way, Shen and Bian (2018), carried out their study in a national sample in China,
in the labour context. Their aim was to demonstrate the causal effect of social capital
on income through the Poisson regression model. Their causality analysis was based
on the classification of three groups, which were considered based on their formal
and informal relationship channel, confirming that the group with the highest social
capital (formal and informal) has a higher salary income.

Yang and Xin (2020), developed an individual and intraregional research in China
through temporal analysis and the Granger causality test and found that income
inequality has an effect on the decrease in interpersonal trust, however, interpersonal
trust had no effect on income inequalities. To support the debate between income
inequalities and social trust (social capital), it is relevant to develop a long-term
analysis, as well as to perform causality tests. This methodology remains unusual
in the empirical analysis of these variables. Therefore, the panel data analysis was
developed for a set of 23 OECD economies.

3 Data

The annual data for the study cover the period from 2000 to 2019. The research
is applied in 23 economies of the Organisation for Economic Cooperation and
Development (OECD 2020) (see Table 3).

Table 4 shows the data set used in the study: Generalised trust (GT) Gini index
(Gini), Trade (ExImp), GDP per capita (GDP_pc) and Education (EDU). The missing
data were calculated through simple imputation using the regression model for each
of the economies (Caiiizares et al. 2004).
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4 Methodology

The objective of the research is to determine the existence of causality between
income inequalities and social capital; therefore, the study is based on unit root tests,
panel cointegration, the application of a fully modified least squares model (FMOLS),
the canonical correlation regression estimator (CCR) and a panel causality test.
When considering the cross-section time-series data, unit root tests were applied
to determine if the variables were stationary. First, the order of integration of the
variables is tested, then if the integration of the variables is of order I (1), the coin-
tegration test of the analysis variables is carried out. Finally, the panel causality test

is applied, in order to identify the direction of causality between the variables.

Table 2 Empirical studies on causality

Authors Sample Database Methodology Results
Gustavsson | Swedish counties | Swedish Election | Linear regressions for | Finding that
and Jordah | 1994-1998 Studies and our cross-sectional inequalities in
(2008) longitudinal and panel samples. disposable
database LINDA | 2SLS estimates (rather than
data on trust from gross) income
the 1994 and 1998 are negatively
Swedish Election related to trust
Studies
Bergh and | 104 countries * Standardised Structural equation Trust facilitates
Bjgrnskov | Between 2000 world income model welfare state
(2014) and 2006 inequality policies that may
database by Solt reduce net
(2009). inequality, this
* World Values decrease in
Survey inequality does
* AfroBarometer not increase trust
* Asian
Barometer, East
Asian
Barometer, Lati-
noBarometro
and the Arab
Barometer-
Gallup
Shena and | 5894 adult Chinese General | Poisson regression Social capital
Bian (2018) | urbanites, Social Survey model. OLS has a causal
18-69 years old, estimations effect on income
randomly
selected through
a stratified
probability
sampling strategy
(2003)

(continued)
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Authors Sample Database Methodology Results

Yang and Studyl—141 Chinese general * Cross-temporal More income

Xin (2020) |studies (N = social survey the meta-analysis inequality
64,853) found national bureau of |* Cross-regional perceived the

that Chinese
college students’
scores on the

statistics of China analysis local government
to be less

trustworthy and,

Interpersonal in turn, reported
Trust Scale lower levels of
decreased 0.54 interpersonal
SD from 1998 to trust

2016. Study 2
Data of 11,783
Chinese
individuals from
31 provinces
using multistage
stratified random
sampling. (2010)

Source Own elaboration

Table 3 Study countries

OECD Countries

Austria, Belgium, Chile, Colombia, Czech Republic, Denmark, Estonia, Finland, France, Germany,
Hungary, Ireland, Mexico, Netherlands, Norway, Poland, Portugal, Slovenia, Spain, Sweden,

Switzerland, United Kingdom and United States.

Source Own elaboration

The unit root tests applied in the study were Levin et al. (2002), Im et al. (2003),
Harris and Tzavalis (1999) and Fisher (1932).

The results of the unit root tests accept the null hypothesis regarding the exis-
tence of a unit root for the four variables: Generalised trust, Gini index, GDP per
capita and Education. Subsequently, the cointegration tests of Pedroni (2004) and
Westerlund (2007) were applied. Liu et al. (2019) and Pedroni (2004) suggest that
the cointegration tests of Pedroni, Kao and Westerlund can be used when variables
are cointegrated of order I (0) and order I (1). Therefore, in this research we applied
the Pedroni cointegration test and Westerlund cointegration test, both tests combine
statistics calculated for each individual in the panel.

To analyse the variables of income inequality and social capital, we applied the
fully modified least squares (FMOLS) cointegration regression estimator proposed by
Phillips and Hansen (1990) and the canonical correlation regression estimator (CCR)
proposed by Park (1992). Both estimators are obtained by calculating the regressors
and regressand, and subsequently applying the OLS procedure. FMOLS and CCR
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Table 4 Study variables
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Variable

Description

Data source

Generalised trust (GT)

Percentage of trust between
people

Latinobarometro European
Social Survey

Gini Index (Gini)

Distribution of income in the
family market

Standardised Global Income
Inequality Data (SWIID)

Trade (ExpImp)

Measured in million USD, as
percentage of GDP for net trade
and also in annual growth for
exports and imports

The Organisation for Economic
Cooperation and Development
(OECD)

GDP_per capita (GDP_pc)

Gross domestic product
converted to international
dollars using purchasing power
parity rates

World Development Indicators

Education (EDU)

Mean years of schooling

Human Development Reports

Source European Social Survey (2020); Human Development Reports (2020); Latinobarometro,
(2020); Organisation for Economic Cooperation and Development (2020), The ICTWSS (Visser,
2016) and World Development Indicators (2020), processed and elaborated by authors

are suitable panel tests, which include heterogeneous integration. According to Wang
and Wu (2012), the FMOLS estimator is obtained with the regressand transformation.
A Al A

Vi =y — 0128, Uy )

where Uy, is the residual of the cointegration equation estimated by OLS, and 0y, are

the differenced residuals of regressor equations or the residuals of the differenced

regressor equations.

The FMOLS estimators and their covariance are given by
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where A, = A1z — 1225, Ay, are called bias-correction terms z, = (x], d{,),.c?)u

is the estimate of the LRCOV of i, conditional on ;.
Therefore, the equation that represents the FMOLS study model is the following:
CGii = Bo + B + B2Giniy; + B3G D Ppcy; + BaBduy; + g “4)

The equation considers a constant and a time trend.
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The CCR estimator is obtained through the following transformation (Wang and
Wu 2012):

I 0 "
= {2 AB+ | Al fiy (5)
5,
5= = (£7'A) i (©)

~ A~ A~ / ~
where A, = (A,z, A/22) .B is a consistent estimator of .
The following equation represents the study model for the CCR estimator:

CG, = Bo+ B1Gini; + BoGD Ppc, + BsEdu, + u, @)

After applying the FMOLS and CCR cointegration regression, the direction of
causality between the variables was analysed, to do this, the panel causality test
proposed by Dumitrescu and Hurlin (2012) was used. This test considers that the
coefficients are different in the cross-sections, therefore, bivariate regressions are run
for individual cross-sections and the average of the statistical tests are taken as the
panel representation.

5 Results

5.1 Unit Root Test

This paper analyses the relationship between social capital (generalised trust), the
Gini index, GDP pc, education (average number of years of education) and the
causality among them. It was estimated whether social capital, Gini index, GDP pc
and education have a unit root. Then, the cointegration test, the Fully Modified OLS
and the Canonical Cointegrating Regression were applied followed finally by the
panel Granger causality test.

Table 5 shows the Leven et al. (2002) test for unit root. The Gini index is not

EZ\I:ilz :t a}flg(l) (;1 ;)itf:)(isé}(i)lfi Variables Level (Wt, bar) 1st difference

Index, Social Capital, GDP pc ~ Gini index —1.2430 (0.1069) | —2.1755 (0.0148) **

and education Social capital | —2.0794 (0.0188) | —10.5755 (0.0000) ***
GDP pc 3.0390 (0.9988) | —1.5199 (0.0643) *
Education —5.1776 (0.000) | 0.9104 (0.8187)

Note ***p < 0.01, **p < 0.05 and *p < 0.1 are the levels of
significance, respectively



Social Capital and Income Inequality in OECD ... 45

eTta:l)ll.e ( g 0 o};E;ngrug;iti: d?ei,lm Variables Level (Wt, bar) 1st difference

social capital, GDP pc and Gini Index 0.8164 (0.7929) —4.6313 (0.0000)***

education Social capital | —0.7776 (0.2184) | —9.1899 (0.0000)***
GDP pc 3.4627 (0.9997) —6.6793 (0.0000)***
Education —1.5791 (0.0572) | —9.0842 (0.0000)***

Note ***p < 0.01, **p < 0.05 and *p < 0.1 are the levels of
significance, respectively

Table 7 Panel unit test of Harris-Tzavalis (1999) for gini index, social capital, GDP pc and
education

Harris-Tzavalis (1999) unit root test Level 1st difference
Variables Rho

Statistic p-value Statistic p-value
Gini Index 0.9847 0.1694 04115 0.0000%**
Social capital 0.9791 0.0947 —0.4577 0.0000%**
GDP pc 1.0070 0.6697 0.4039 0.0000%**
Education 0.9899 0.2627 -0.0625 0.0000%**

Note **¥p < 0.01, **p < 0.05 and *p < 0.1 are the levels of significance, respectively

stationary at level so this variable has one-unit root. Social capital and GDP pc also
have one-unit root and education are stationary at levels.

Table 6 shows the Im et al. (2003) test for unit root. The Gini index, Social Capital,
GDP pc and education are not stationary at levels and these variables have one-unit
root.

Table 7 shows the Harris-Tzavalis test for unit root. The Gini index, Social Capital,
GDP pc and education are not stationary at levels and these variables have one-unit
root.

Table 8 shows the Fisher-type test for unit root. The Gini index has one-unit root,
Social Capital is stationary at levels and GDP pc and education have one-unit root.

Overall, it can be said that the four variables have one-unit root because the
majority of the tests show that these variables are not stationary at levels. In the next
section, the cointegration test will be applied.

5.2 Panel Cointegration Tests

Table 9 shows the cointegration test of Pedroni (2004). This test indicates that the
variables of Eq. 1 are cointegrated. According to the Modified Phillips-Perron test,
Phillips-Perron test and Augmented Dickey-Fuller test, all the variables of Eq. 1 are
cointegrated.
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Table 8 The fisher-type panel unit test (Choi 2001) for Gini index, social capital, GDP pc and
education

Fisher-type (Choi 2001) unit root test | Level Ist difference
Statistic p-value Statistic p-value
Gini Index | Inverse P 38.3811 | 0.7801 105.3408 | 0.0000%**
chi-squared
(46)
Inverse normal |Z 1.4272 109232 —5.0949 | 0.0000%*%*
Inverse logitt |L* 1.5401 | 0.9369 —5.3586 | 0.0000%**
(119)
Modified inv. | Pm —0.7943 | 0.7865 6.1867 | 0.0000%%**
chi-squared
Social Inverse P 115.1512 | 0.0000***  |392.9233 0.0000
capital chi-squared
(46)
Inverse normal |Z —4.6681 0.0000%** —15.9552 | 0.0000
Inverse logitt | L* —5.3781 | 0.0000%** | —22.6072 | 0.0000
(119)

Modified inv. | Pm 7.2095 0.0000%%** 36.1693 | 0.0000
chi-squared

GDP pc Inverse P 42.5291 0.6184 122.4185 | 0.0000%***
chi-squared
(46)
Inverse normal | Z 0.3847 0.6498 —6.5100 0.0000%#**
Inverse logitt | L* 0.2846 | 0.6118 —6.6734 | 0.0000%:**
(119)
Modified inv. | Pm —0.3619 | 0.6413 7.9672 | 0.0000%***
chi-squared

Education | Inverse P 67.9418 0.0193 134.6942 0.0000%#**
chi-squared
(46)
Inverse normal | Z —1.2330 0.1088 —5.9147 0.0000%#**
Inverse logitt | L* —1.7557 1 0.0409 —6.6633 | 0.0000%:**
(119)
Modified inv. | Pm 2.2876 | 0.0111 9.2470 | 0.0000%***

chi-squared

Note ***p < 0.01, **p < 0.05 and *p < 0.1 are the levels of significance, respectively

Table 10 shows the cointegration test of Westerlund (2007). According to the
variance ratio, Social capital, Gini index, GDP pc and education are cointegrated.
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Table 9 Panel cointegration

test of Pedroni (2004) Pedroni test (2004)
Statistic p-value
Modified phillips-perron t 3.0404 0.0012%**
Phillips-perron t —12.4558 0.0000%**
Augmented dickey-fuller t —13.7756 0.0000%**

Note ***p < 0.01, **p < 0.05 and *p < 0.1 are the levels of
significance, respectively

Table 10 Panel cointegration

Westerlund test
test of Westerlund (2007) esteriund fes

Statistic p-value

Variance ratio —2.9729 0.0015%**

Note ***p < 0.01, **p < 0.05 and *p < 0.1 are the levels of
significance, respectively

Table 11 Fully modified

. . Variable Coefficient p-value
ordinary least squares (Social
capital as dependent variable) ~ Gini index —1.067799 0.006 **
GDP pc 0.0005867 0.000%**
Education —0.0499649 0.975
R-squared 0.4485591
Adj. Squared 0.4437006

Note ***p < 0.01, **p < 0.05 and *p < 0.1 are the levels of
significance, respectively

5.3 Results of Panel FMOLS and Causality

Table 11 shows the results of the Fully Modified Ordinary Least Squares of Eq. 1.
According to this table, the Gini index negatively impacts on Social capital, because
the coefficient is —1.06 and is significant. GDP pc positively impacts on Social
capital, but the coefficient is small (0.0005) and significant. Education is not
significant, and the R2 is 0.44.

Table 12 indicates the results of the Canonical Cointegration Regression of Eq. 1.
The results are similar to Table 11 because the Gini index and GDP pc are significant,
and the coefficient of the former is higher. Education is not significant and the R2 is
0.54.

Table 13 shows the Panel Granger Causality test. This table indicates that Social
Capital impacts on the Gini index, but the Gini index also affects Social Capital.
Thus, there is bidirectionality between these variables. GDP pc and Education have
influence on Social Capital.
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Ta.ble 12 .Canonical. Variable Coefficient p-value
cointegrating regression
(social capital as dependent Gini index —1.291109 0.0027%**
variable) GDP pc 0.0005955 0.000%
Education —0.7878758 0.633
R-squared 0.541157
Adj. Squared 0.5381317

Note ***p < 0.01, **p < 0.05 and *p < 0.1 are the levels of
significance, respectively

Table 13 The results of panel granger causality

Dumitrescu and Hurlin (2012) Granger non-causality test results | Z-bar

Wald statistic | Valor p
Social capital does not Granger cause Gini 2.7904 0.0053***
Gini does not Granger cause social capital 3.9819 0.0001***
GDP pc does not Granger cause Social capital 11.6154 0.0000%**
Social capital does not Granger cause GDP pc 1.5185 0.1289
Education does not Granger cause social capital 8.3254 0.0000%**
Social capital does not Granger cause education —0.0312 0.9751

Note ***¥p < 0.01, **p < 0.05 and *p < 0.1 are the levels of significance, respectively

6 Conclusions and Discussion

This paper aimed to estimate the relationship and the causality between social capital
and inequality, GDP pc and education. The results show that there is bidirectionality
between social capital and inequality because generalised trust impacts Gini index
and the Gini index affects generalised trust. Education and GDP pc affect social
capital, but social capital does not cause Education and GDP pc, therefore, in this
case, there is no bidirectionality.

The results are in line with our argument because inequality affects generalised
trust, due to the fact that higher levels of wage gaps give expectations that the system
is unfair and the workers have no confidence in the rest of society. But also, low
levels of social capital induce higher inequality because people do not consider the
rest of society when doing their activities and labour unions are weak when the social
capital of the community is low. Overall, our argument considered the bidirectionality
between social capital and inequality and the findings of this paper confirmed this
relationship.

Most of the studies focus on the effect of social capital on inequality or vice
versa (Gustavsson and Jordah 2008; Bergh and Bjgrnskov 2014; Shena and Bian
2018; Yang and Xin 2020). Those studies used structural equations, cross-temporal
meta-analysis, the Poisson regression model and panel samples, and they found a
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negative relationship between social capital and inequality. We also found a negative
relationship between these variables. However, the main difference between our
paper and the others is that we find a bidirectional relationship between wage gaps
and generalised trust.

The main weakness of the paper is that we only included OECD countries, of
which the majority are developed countries. If we had included more developing
countries the results could have been different, but many developing countries do not
have enough data for all the variables.

Many research questions could emerge from our findings, but we consider that
future research should be focused on the bidirectionality between social capital and
inequality in developing countries, mainly in Latin America because it is the region
with the highest levels of inequality in the world.

Our findings could be applied to public policies because if a national government
promotes a policy to reduce inequality, it also impacts social capital, which means
that trust in the rest of society will increase.
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Abstract In the last decade, corporate reporting has undergone a radical transfor-
mation, adding sustainability reporting to traditional financial reporting. The Barnier
Directive (2014/95/EU) introduced into European law the obligation for large public-
interest entities to prepare and publish a non-financial statement. This document
must contain information relating to the environment, the social sphere, employee
matters, respect for human rights, and the fight against active and passive corrup-
tion, aimed at ensuring an understanding of the company’s activities, performance,
results, and impact. Indeed, to date, managers consider it necessary to adopt a holistic
approach, considering both financial and non-financial aspects, to ensure the protec-
tion of the creation of corporate value. On April 2021, the European Commission
adopted a proposal of Corporate Sustainability Reporting Directive (CSRD) aiming
at improving sustainability reporting in order to contribute to the transition towards
a fully sustainable and inclusive economic and financial system. In this context,
the topic of sustainability reporting has become relevant for companies. This paper
reviews the main frameworks and standards developed by international standards
available to companies, investigating the level of adoption by a sample of European
listed companies.
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1 Introduction

Companies’ focus on sustainability is growing steadily and nowadays it is the most
important factor to ensure a competitive advantage. The United Nations’ Sustain-
able Development Goals (SDGs) are guiding companies in integrating sustainability
measures into their operations and business models. With the development and—
totally voluntary—adherence of organisations to different frameworks (Mauro et al.
2020; Nawaz and Kog¢ 2018; Razaetal. 2019), legislation is also increasingly focusing
on the disclosure of non-financial information in order to meet the growing demand
for transparency from all stakeholders (Aras and Crowther 2008; Girella et al. 2019;
Vaz et al. 2016). At the European level, Directive 2014/95/EU (NFRD) on non-
financial and diversity information, requires companies to disclose information on
social and human rights, the environment, anti-corruption, and diversity policies
on the composition of management and supervisory boards by large companies
and groups and public-interest entities (Makarenko 2017). Recently, the European
Commission has published a proposal of Corporate Sustainability Reporting Direc-
tive (CSRD) with the aim to improve information on sustainability issue and to amend
the existing reporting requirements of the NFRD.

Disclosure and measurement of sustainability performance are now considered
a fundamental part of effective business management, essential to maintaining
customers and stakeholder confidence in the business (Aras and Crowther 2008;
Badia et al. 2019a). In this regard, sustainability reporting is a process of collecting
and disclosing non-financial data on a company’s performance, including environ-
mental, social, labour, and ethical issues, while setting sustainability measures, indi-
cators, and targets based on the company’s strategy (Deloitte 2015; Makarenko 2017;
Pranugrahaning et al. 2021). However, the complexity surrounding sustainability
reporting has made it difficult to develop a comprehensive and unified solution for
corporate reporting. To this end, five leading organisations in sustainability and inte-
grated reporting (CDP, CDSB, GRI, IIRC, and SASB) have co-published a shared
vision of the elements needed for more comprehensive corporate reporting along
with a joint statement of intent to drive towards this goal (CDP; CDSB; GRI; IIRC;
SASB 2020a). In order to achieve this goal, the five organisations have committed
to working with key players, including IOSCO, IFRS, the European Commission,
and the International Business Council of the World Economic Forum (CDP; CDSB;
GRI; IIRC; SASB 2020b).

Based on these premises, it is clear that the topic of sustainability reporting is
becoming highly relevant in the field of corporate responsibility (Girella et al. 2019).
This paper reviews the main frameworks developed by international standard setters
and other organisations. Furthermore, by adopting the methodology of content anal-
ysis, this work investigates the level of adoption of different sustainability frameworks
and standards by companies listed in the Eurostoxx 50, and it explores the level of
accuracy and depth of the information disclosed.

The article is structured as follows: Sect. 2 presents the review of the main frame-
works and standards that support sustainable reporting, which have been developed
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over time; Sect. 3 presents the literature review; Sect. 4 describes the sample and
methodology; Sect. 5 shows the results of the empirical analysis; finally, Sect. 6
discusses the conclusions, implications, and future lines of research.

2 Sustainability Standards and Frameworks

2.1 A Preliminary Overview

Today, there are several guidelines for providing sustainability information. As is
well known, companies do not have financial responsibilities alone, as they must,
above all, operate in a socially responsible manner. In particular, we talk about
organizational sustainability that, according to the triple bottom line (TBL) perspec-
tive, includes three components represented by the natural environment, society, and
economic performances (Elkington 2004). According to this approach, in addition
to focusing on economic performance, companies must also engage in activities
that positively affect the environment and society. In other words, as defined by the
European Commission, corporate social responsibility means the ability of compa-
nies to integrate “on a voluntary basis social and environmental concerns into their
business operations and their interaction with their stakeholders” (Commission of
The European Communities 2001). Among the initiatives that guide the sustain-
ability performance measurement process and the relative disclosure, the Global
Reporting Initiative (GRI), the Sustainability Accounting Standards Board (SASB),
the Carbon Disclosure Project (CDP), and the Climate Disclosure Standards Board
(CDSB) define the frameworks and standards for sustainability reporting, including
climate-related reporting, together with the recommendations of the Task Force on
Climate-related Financial Disclosures (TCFD). Finally, IIRC provides the integrated
reporting framework that links sustainability reporting to financial and other capital
reporting (Coulson et al. 2015). The following paragraphs analyse these frameworks
in detail (Fig. 1).

Fig. 1 New corporate
reporting. Source Author
elaboration

IR New
corporate
reporting
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2.2 Global Reporting Initiative

The Global Reporting Initiative (GRI) is a non-profit organisation, founded in 1997
with the aim of creating a useful support system for reporting on the sustainable
performance of organisations of all sizes, encompassing all sectors and countries in
the world.

GRI’s mission is to make sustainability reporting a widespread practice for all
organisations, helping them apply sustainability reporting through guides and tools.
It is based on extensive networking, involving thousands of professionals and organ-
isations from many sectors, constituencies, and regions. Over the years, the work and
importance of GRI has been progressively developed, as evidenced by the evolution
of the ‘sectoral’ standards produced.

First published in 2000, the GRI Guidelines (G1) provided the first global frame-
work for sustainability reporting. In 2002, GRI launched the first update of the
Guidelines (G2). As demand and acceptance for GRI reporting continued to grow,
the guidelines were expanded and improved, leading to G3 (2006) and G4 (2013). In
2016, GRI moved from preparing guidelines to establishing (by the Global Sustain-
ability Standards Board—GSSB) the first global standards for sustainability reporting
(GRI Standards), which saw a reorganisation of the content of the previous GRI G4
Guidelines, taking on a crucial role in sustainability reporting. The standards provide
information on how to prepare a sustainability report.

This information is outlined in the 100 Series of Universal Standards (Global
Reporting Initiative 2016), which outlines both the Reporting Principles for defining
the content of the report (Stakeholder Inclusivity, Sustainability Context, Materiality,
and Completeness) and the Reporting Principles for defining the quality of the report
(Accuracy, Balance, Clarity, Comparability, Reliability, and Timeliness). The other
two universal standards, GRI 102—General Disclosures and GRI 103—Management
Practices, help provide information on the organisational context, as well as on
reporting and management practices. The GRIs are divided into four series (Global
Reporting Initiative 2020): GRI 100—Universal Standards; GRI 200—Economic
Issues; GRI 300—Environmental Issues; and GRI 400—Social Issues. However, the
flexibility of the GRI allows only certain standards, or parts of their content, to be
used for reporting specific information.

2.3 Sustainability Accounting Standards Board

The Sustainability Accounting Standards Board (SASB) is a not-for-profit organi-
sation, founded in 2011 by Jean Rogers. Investors, lenders, insurance underwriters,
and other providers of financial capital are increasingly attuned to the impact of
environmental, social, and governance (ESG) factors on the financial performance
of companies, driving the need for standardised reporting of ESG data.
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Specifically, the SASB’s stated mission is to set out industry-specific disclosure
standards on ESG topics which facilitate communication between companies and
investors on information that is financially relevant and useful for decision-making.
This must be relevant, reliable, and comparable information among companies on a
global basis.

SASB operates with a set of core principles that guide its approach to setting
standards, as defined in its Conceptual Framework. These principles are as follows:
(i) global applicability of sustainability disclosures; (ii) financial materiality; and (iii)
standard-setting approach (sector-specific, evidence-based, and market-informed).
With particular regard to the sector-specific approach, the SASB has developed a
unique set of standards for each sector. Finally, SASB identifies qualitative and
quantitative metrics, indications of alignment with other standards, such as GRI
and CDP, or with frameworks, procedures, or regulations from other national and
international organisations that can improve the reporting of the standard.

2.4 Carbon Disclosure Project

The Carbon Disclosure Project (CDP) is an international non-profit organisation that
promotes one of the most important reporting systems in the private sector. The CDP
encourages companies and governments to reduce their greenhouse gas emissions
in order to protect water security and deforestation, providing its users with data
and an overview of the risks and opportunities related to these issues. For example,
section C.2 of the CDP framework, entitled “risks and opportunities”, provides for the
disclosure of information regarding the potential positive impacts on an organisation
of efforts to mitigate and adapt to climate change, or the negative impacts of climate
change on an organisation, resulting for example from extreme weather events.

Through the provision of distributing questionnaires to companies, cities, states,
and regions, in full or minimized versions, depending on the size and activity of
the company, organisations disclose their strategies for measuring emissions and
managing environmental risks. The questionnaire is structured into fourteen modules,
plus one module presented only to organisations that are responding to an explicit
request from a client. These modules are Introduction, Governance, Risks and Oppor-
tunities, Business Strategy, Targets and Performance, Emissions Methodology, Emis-
sions Data, Emissions Breakdown, Energy, Additional Metrics, Verification, Carbon
Pricing, Engagement Strategies, and Sectoral Approach. At the end of each year,
the CDP publishes the score achieved by each member organisation, ranging from a
level ‘A’ (“Leadership”) to a level ‘D’ (“Disclosure”).
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2.5 Climate Disclosure Standards Board

The Climate Disclosure Standards Board (CDSB) is an international consortium of
not-for-profit organisations, consisting of nine NGOs committed to establishing a
global corporate reporting model for environmental and climate information. The
CDSB seeks to standardise the reporting of environmental information by unifying
the most widely accepted and tested reporting approaches that are emerging around
the world. The CDSB Framework has been prepared in line with financial reporting
objectives and approaches offered by other organisations, integrating these with
environmental and climate change information.

The first CDSB Framework, the Climate Change Reporting Framework, was
published in 2010, and it focused on the effects of climate change—in terms of
risks and opportunities—on business strategy and financial performance. In 2013,
the CDSB decided to expand the scope of the framework beyond climate change and
greenhouse gas (GHG) emissions, also incorporating environmental information and
natural capital. Since its initial publication in 2015, the CDSB Framework has been
refined and updated to better meet the needs of the market. The latest update of the
CDSB Framework (CDSB 2019) was in December 2019.

The framework contains seven principles or guiding principles to be applied in
the determination, preparation, and presentation of all environmental information
reported in accordance with the twelve reporting requirements. These principles
define the environmental information that must be reported, and, for each of them,
there is a threshold prescribed by the regulatory authorities to which the organ-
isation itself adheres. Based on this framework, the CDBS aligns with financial
reporting standards, as well as IASB principles and proposals, regulatory references,
and guidelines from national and international organisations (CDSB 2020).

2.6 Task Force on Climate-Related Financial Disclosures

In the field of corporate reporting, the establishment of the Task Force on Climate-
related Financial Disclosures (TCFD) is of great help to investors, lenders, and
insurers to appropriately assess risks and opportunities with a unique climate focus. It
consists of 32 international members, a broad audience of professionals and experts
from the financial and insurance sectors, large non-financial corporations, accounting
and consulting firms, and rating agencies.

Established in 2015 by the Financial Stability Board (FSB), at the request of the
G20 Finance Ministers and Central Bank Governors, the TCFD aims to develop
mutually consistent voluntary disclosures and recommendations on climate-change-
related financial risks. It is an important resource for integrating corporate disclo-
sures, aligning with investors’ expectations and needs with respect to physical,
liability, and transition risks.
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The Task Force encourages all organisations, according to their sectors, to imple-
ment its recommendations outlined in the 2017 Final Report (TCFD 2017). The
recommendations, supported by the seven principles for effective disclosure (TCFD
2017), are divided into four thematic areas: governance, strategy, risk management,
and metrics.

2.7 [International Integrated Reporting Council

The International Integrated Reporting Council (IIRC) is a global body that has
established an International Integrated Reporting Framework suitable for all types
of organisations, with the intention of determining how value is created over time.
By describing the links between strategy, governance, performance, and prospects
of the company, the reports demonstrate the value creation process of the company.
In addition, these reports describe how capital transformation is influenced by the
performance of business activities, as well as the realisation of outputs, the interaction
of internal and external factors, the way they are managed, and the impact on the
organisation in the short, medium, and long term.

The relationships and resources of the company affect its ability to continue its
business and to create value over the short, medium and long term. These resources are
called ‘capital’ in the Framework, and they are divided into financial, manufactured,
intellectual, human, and social and relationship categories.

In order to prepare an integrated report, it is essential to give detailed information
on different factors that influence the ability to create value. The company’s busi-
ness model is shaped not only by its internal organisation, but also by its interaction
with the external environment and the resulting risks and opportunities. In particular,
among the factors that influence the external environment, the new IIRC framework
(IIRC 2021) highlights: stakeholder needs and interests; macro and micro economic
conditions; market forces; technological change; social issues; environmental issues
(e.g. climate change, loss of ecosystems and resource scarcity), the legislative envi-
ronment and the political environment. Value creation, therefore, is influenced by a
set of factors that impact the company’s business with varied intensity and that can
be facilitated through the materiality matrix. A factor is said to be material when it
substantially influences the company’s ability to create value in the reference period.
The identification of such a factor makes it possible to avoid information overload,
and making the value management process more robust.

3 Literature Review

The growing concern of consumers and stakeholders, regarding the social and envi-
ronmental impact of companies’ actions, has driven forward the interest of compa-
nies towards the focus on Corporate Social Responsibility (CSR) (Lokuwaduge and
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Heenetigala 2017). In truth, the problem of measuring Corporate Social Responsi-
bility, according to the “Triple Bottom Line” or “People, Planet, Profit” approach
(Elkington 1997), referring to companies’ ability to harmonize their efforts to be
economically viable, ecologically sound, and socially responsible, dates back to the
1990s. Subsequently, the concept of CSR moved toward a “stakeholder model,”
becoming the overall goal of companies to meet the legal, ethical, social, and envi-
ronmental expectations of stakeholders (Badia et al. 2019b; Raynard and Forstater
2002). Specifically, some studies revealed that companies with better CSR perfor-
mance are also the most attentive to stakeholder expectations. In business manage-
ment systems, attention to stakeholders has become crucial for companies and often
the development of positive relationships with these actors can bring increased value
to the firm (Renneboog et al. 2008). In fact, for several years now, there has been an
exponential increase in consumers’ awareness of the importance of their respective
purchasing choices, focusing more on production systems and values conveyed by
the brand (Najah and Jarboui 2013).

Essentially, for these reasons, more and more companies are combining financial
reporting with non-financial reporting, highlighting the company’s performance with
reference to ESG practices and, therefore, regarding environmental, social, and gover-
nance aspects (Tarmuji et al. 2016). At the regulatory level, institutions, such as the
Global Reporting Initiative (GRI) or the International Integrated Reporting Council
(IIRC), along with standard-setters, such as the Sustainability Accounting Stan-
dards Board (SASB), have developed guidelines for required information included
in corporate reporting.

The directive issued by the European Union (2014/95/EU) made non-financial
disclosure mandatory for the largest European companies as of January 1, 2017, in
order to ensure a minimum level of disclosure (La Torre et al. 2018). The choice
of introducing rules that promote corporate transparency—to allow stakeholders
to have a wider set of information to support their decision-making processes—is
related to the fact that, by itself, corporate self-regulation could generate information
asymmetries (Hess 2007) as well as induce the overestimating of irresponsible actions
(Lopatta et al. 2016). In this regard, some studies have shown that while the European
directive will lead to an increase in CSR activities, it is not guaranteed to reduce levels
of corporate social irresponsibility (Jackson et al. 2020).

The tools available to companies to ensure greater disclosure transparency on
these issues are substantiated by frameworks and standards (e.g., OECD Guidelines
for Multinational Enterprises, Global Reporting Initiative—GRI Guidelines) that
provide guidance in the preparation of this disclosure (Aureli et al. 2019). However,
the presence of different types of recommendations and requirements governing non-
financial disclosure limits the comparability of statements (European Commission
2017). Among other critical findings, the NFRD does not provide a precise defi-
nition of non-financial information, merely presenting examples of ‘“non-financial
information” as well as references to their rather generic interpretation (Haller et al.
2017). This, in addition to making the issue of mandatory or voluntary reporting
unclear (Doni et al. 2019), confuses stakeholders’ perceptions about the meaning of
non-financial information disseminated (Stubbs and Higgins 2018).
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Since the effectiveness of regulatory intervention is closely linked to its degree of
specification (Baldwin et al. 2011), the effectiveness of the disclosure process could
be compromised (Bini et al. 2017). At the same time, the introduction of a mandatory
reporting system could lead companies to produce qualitatively poor non-financial
statements, while remaining compliant with current regulations (Doni et al. 2019).
In other words, the use of a standardized reporting system does not preclude that an
increase in the number of disclosures is matched by an increase in the quality of the
information disclosed—there remains a risk that some of the specific information
required may not be applicable to the specific business sector (Brown et al. 2009).

With respect to the quality of non-financial disclosure, it is often difficult to
measure (Venturelli et al. 2019). Initially, the concept of quality was associated with
the quantity of information communicated, accepted as an effective proxy for quality;
subsequently, the notion of quantity and quality were referred to indiscriminately
(Beretta and Bozzolan 2008; Marston and Shrives 1991). Nevertheless, the disclo-
sure of non-financial information is the tool through which the company manages to
satisfy a broader category of stakeholders, other than investors, by providing insights
regarding the overall strategy (Du and Yu 2020). In addition, non-financial disclo-
sure not only increases the accuracy of analysts’ forecasts, but it also influences the
financial performance of firms (Dawn et al. 2002). This increase in financial perfor-
mance can also be attributed to improving employee well-being as a result of CSR
implementation, thereby fostering greater productivity (Edmans 2011).

Finally, other studies have shown that CSR disclosure is valued by the stock
market, representing an opportunity for firms to also communicate future prospects
and their commitment to the market (Benlemlih et al. 2020).

In light of the above considerations, there is a clear need to understand the level of
adoption of the various sustainability frameworks and standards developed over time.
More precisely, also based on the letter of intent signed in September 2020 by the
five international leading organisations in sustainability and integrated reporting, the
convergence of companies towards a single framework or standard for sustainability
is desirable.

In this sense, our study intends to answer the following research question:

RQ: Which frameworks, standards or guidelines are companies adopting for
sustainability reporting?

4 Methodology

The analysis focuses on companies belonging to the EURO STOXX 50 (see Appendix
A). We have chosen the Euro Stoxx 50 index for two main reasons. First of all, the
Euro Stoxx 50 is the most widely used index in the literature (Brechmann and Czado
2013; Chen et al. 2018). Secondly, it replicates the performance of the 50 largest
capitalization companies in the Eurozone.
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The index includes the most highly regarded European institutions operating in
different sectors (Chart 1): technology (14%), consumer cyclicals (20%), basic mate-
rials (8%), consumer non-cyclicals (12%), utilities (10%), healthcare (6%), financial
(16%), real estate (2%), and industrial (12%).

As of 30 October 2020, 16% of the index is represented by ASML Holding
NV, LVMH Moét Hennessy, Louis Vuitton, and Linde plc, which are the largest
holdings in the EURO STOXX 50. In order to achieve our research goal, a quantitative
analysis was conducted to summarize the adoption level of a sustainability standard
framework by companies belonging to Euro Stoxx50.

Adopting the content analysis approach, we analysed all official documents of
Euro Stoxx 50 companies on sustainability reporting and disclosure in 2020 (Annual
Report, Integrated Report, Sustainability Report, Climate Change Report, etc.; see
Table 1) in order to understand the progress of adoption of the different sustain-
ability frameworks developed over time. Content analysis is a systematic and guided
technique for analysing information contained in textual data (Mayring 2000). There
are several types of content analysis, including quantitative and qualitative methods,
whose common element concerns the systematic categorization of textual data, giving
a comprehensive meaning (Huberman and Miles 1994).
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Chart 1 Number of analysed companies by sector. Source Author processing

Table 1 Source of

documents Document type No
Annual report 34
Integrated report
Sustainability report
Non-financial statement 1
NA for 2020 2
Total 50

Source Author processing
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In other words, the method of content analysis has been defined as “a way
to systematize the understanding of the text,” or as “the application of scientific
methods to document evidence.” The best-known definition is provided by Krippen-
dorff (2004): the content analysis method represents a “research technique aimed at
making valid and replicable inferences by third parties to the contexts of their use.”
The analysis involves a classification of the text units into categories, developed
through eight consequential phases:

definition of the categories used to encode the text;

definition of the recording units (e.g., words, phrases, or themes);

preliminary test of a small sample;

evaluation of the reliability of the coding;

revision of the coding rules;

possible repetition of steps 3, 4, and 5 to ensure a satisfactory level of reliability;
text encoding;

assessment of the reliability achieved.

PN B LD =

Through the analysis of the documents available on the analysed companies’
websites, 11 of them contained no information on sustainability reporting. More
precisely, although all the companies in the sample state that they pay attention to
sustainability and that their strategy is oriented towards protecting and safeguarding
the environment, these 11 companies make no specific reference to the framework
used for sustainable reporting. Furthermore, for 2 of the analysed companies, sustain-
ability reports for the year 2020 are not available. Thus, our final sample consists of
37 companies.

Initially, we analysed the sustainability frameworks and standards adopted by each
company. Specifically, on the basis of existing literature, we identified the following
initiatives: GRI, SASB, CDP, CDSB, TCFD, and IIRC; each benchmark is valued
1, for each framework, in the case of adoption by companies. The following section
describes the results of our analysis.

5 Results and Discussion

As previously mentioned, 37 companies—belonging to nine different sectors—were
examined (as stated earlier, 13 companies were excluded due to lack of information).
The companies examined adopt different sustainable reporting standards, individu-
ally or in combination. Considering the adopti