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ABSTRACT

This paper investigates to what extent the strengthening of Greece’s social safety net since the
recent sovereign debt crisis has weakened work incentives for benefit recipients. Using the tax-
benefit microsimulation model EUROMOD and its Hypothetical Household Tool (HHoT), we
estimate participation tax rates (PTRs) and marginal effective tax rates (METRs) in 2024 for sev-
eral stylised household types, accounting for the interaction between income taxes, social insurance
contributions and means-tested benefits. Our results suggest that PTRs can reach near-prohibitive
levels, particularly when transition into employment is associated with the withdrawal of the unem-
ployment benefit. METRs are similarly distorted, exhibiting sharp kinks where means-tested ben-
efits are abruptly withdrawn rather than gradually tapered. The paper concludes with some policy
recommendations to improve work incentives, while preserving the anti-poverty gains achieved over
the past decade.

Keywords: work incentives; social benefits; tax-benefit microsimulation; participation tax rates;
marginal effective tax rates

JEL classification: 138; J22

DOI link: https://doi.org/10.52903/econbull20266301

63
Economic Bulletin
July 2026
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Kotvé Kévtpo Epeuvav Eupwmaikig Emitpomig

Mdvog Matoayydvng
MoAutexveio Mikdvou

NEPIAHWH

H mogovoo pehétn eEetdlel ®otd IGO0V 1) EVIOYUON TOV CUOTIUOTOS RKOLWVWOVLIXTG TQOOTACTOC OTNV
EAMGSO petd v ownovouriy xplon g mponyovuevng dexaetiog €xeL emnEedoel 0QVNTIXG T
%“{VNTOO €QYAOTOS TV SIHOLOVYWV ROLVOVIXADV TaLQoy V. Me T X01]01 TOV VITodelyotog poQmv-
mooy®v EUROMOD xot tov oupumAnomuotizot tov eQyaieiov Yo v avdluon vrofetinmy
vowroxvplwv (Hypothetical Household Tool — HHoT), extipdvtot yio 1o 2024 oL ouvteheoTtég
(POQEOLGYNONG TG CUUNETOXNS 0TV aryopd epyaoiog (Participation Tax Rates) xaw ou moarypotinot
optaxot poporoywrol ovvteleotég (Marginal Effective Tax Rates) avd enimedo etoodjuatog yia
OLdQOQOVG AVTITROCMITEVTLXOUS TUHITOVS VOLXOXVQOLADV, AMauPavovTas voyn Ty arnienidooon
UeTOEY POQOV ELO0NUATOS, LOPOAALOTIRDV ELOPOQIDV UL XOLVOVIXDV TOQOYDV.

Toa amotehéopota delyvouv GTL 0L OVVTEAEOTES POQOAGYNONE TTOV TEOXVIATOVY ATt T UETAPOON
ALRALOVY MV ROLVOVIXDV TOQOYWV OTNV gQYacio umwoQel va dtapoopmBoiv og tdiaitega vmid
enimeda, LOlmg dtav 1 évtakn oty araoyShon OVVETAYETOL ATMLELN TOV ETOSUATOS AVEQYIOC.
MMapduoles otpePAOOELS EPPAVITOUV ROL OL TEOY LOTLROL 0QLOXOT POQOAOYLROL CUVTELEOTES, OL
omoiol avEdvovtol omGTopua ote EmimTeda €L0001UATOS GOV OL ROLVWVIXES TOQOYES TOU
XOONYOUVTAL UE ELOOINUOTIRA XOLTHOLOL DLOXGTTOVIOL ATTGTOUA, AVTL VoL TTEQLOQICOVTOL OTOOLOHA.
H pehém xatohjyel o€ mEOTAOELS TOMTIXNGS TOV ATTOOROTOVV 0T PEATIOON TOV %KIVNTQWV
€QYAO(0GS, HLOTNODVTAS TOVTAYQOVA TO OQEM] 0TS TNV ATTOTEAECUATIRGTEQT] TTOMTIRY RAUTA TNG
PTOYELOG, OmTmg €xel dtanoepmbel xatd v televtalio dexaetia.
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MH TEXNIKH IYNOWH
Kotd v tehevtaia dexamevragtio 1o xovovird rpodtog otnv EMAAda evioyvBnre onpaviird.
Mo oglpd petopubuioewv evioyvoe to diyxTu ®ovmvirig TEootaoiog LEoM TG BEomong VEwv
TOQOY WV TOV XOONYOUVTUL UE ELOOINUOTLXRG ROLTHOLOL, GTTMGS TO EAAYLOTO EYYUNUEVO EL0GONUQ,
70 en{doua OTEYOONG, TO AVAUOQYPWUEVO emidopa TatdLoy xau 1 otkovoury evioxvon (voucher)
yio Boepovnmiaxt eeoviida. ITapdAAnia, votd TV meEiodo TS TAVONUINS KAl THG EVEQYELUXTS
®olong epapuéoTrav TpdoeTa LETEO OTHELENS TOVU ELCOONUATOS TMV VOLROXUQLMV.

Ou mopeupdoels avtég cuvéfahav ovoLOOTRG OTN UELMON TOU %XVOUVOU (PTWYELOS ROL TNV
EVIOYVON TNG ROLVOVIXNG OUVOYNS. 20TG00, 600 TLO YEVVOLOIMQEO KL OTOYEVUEVO YiveTaL Eval
OUOTNUO TOQOY WV, TGG0 CVEAVETAL O RIVOUVOS VO TEQLOQLOTOUV TO OLXOVOULXA RIVITOM VLo
€vtakn oty amaoyxoinon 1 avEnon tov wewv epyacios. To Titnua avtd amoxtd wWdialteon
onuacta og wo weeiodo xatd v omoia N avepyia otnv EAAAOO €xeL vtoymoeoeL onuavitrd,
EVM TOVTOYEOVA TOAAES e ELONOELS avapEQouy duorolies oty xdlvyn dtabBéopwy BEoewv
epyaoiag.

H napovoo pelétn eEetdlel ®otd TG00V 1) EVIOYVON TOV GUOTHUOTOS ROLVOVIRYG TTQOOTAO(0S 0TV
EALGSa €xel dnuovpynoel aviirivntoa €Qyaciog yio TOUg SLrRALOUYOUS ROLVOVIRMV TAQOYMDV.
H Baowrr W8éa eivor amhij: dtav €va dtopo mov Aappdver emdopata omopacilel va eQyOoTel
1N va avEnoel tig dpeg epyaciag tou, HEQOS 1 ®OL TO CUVOAO TwV TEO0BETWY AmrodoydvV Tou
avTLoTaOUICeTon Qo TV ATTWAELD ROLVWVIRDV TAQOY MV, TNV RATULOAY OOV RAL TNV TANQ®UY
QOQOALOTIXMY ELOQPOQMV. ZTNV TEQITTWON AUTY], TO RABAES OLROVOULKO SPELOS atd TV EQYOOTa
evOEYETAL VL EIVOL TTEQLOQLOUEVO.

Ta gvporjpata ™G avdivong VTodNADVOUV OTL 08 OQLOUEVES TEQUITMOELS TO. OVTLXRIVITO VLo
epyaoia eivar Wiaitepa oyved. Ewdindtepa, 6tav n e{00dog otV amaoyOinon ovvemdyetal
TOUTOYQOVO TTMAELD TOU ETLOSUOTOS OveQY(Og xaL ueliwon 1 olxt] diaromy AWV ®OLVOVIROV
TOQOY WV, TO UEYAAITEQO UEQOC TOV TEACOETOV £L0OIMUATOS TOV TEOXRVTTEL 0TS THV €QYATTX
ovolootrd eEavenitetor.

Avtiotoiya gumddia eppaviCovrar rar yio dtouo mov 10N epydlovior xor €Eetdlovv To
evOEYOUEVO VL AVET 00UV TIG DEES EQYACTOS TOVGS 1 va arrodeyBolv puia ralitepa apelpopevn
0€0m. e QOUETES MEQLITTDOELS, (LAt OYETIRA KON OENON TOV ELGOOTUATOS WITOQEL Vo 0Oy oEL
o€ OUOAVAAOYN ATTWOAELDL ROWVWVIRDV TAQOYWV. Q¢ amotéheond, To ®aBad dpehog and TV
emmAEov mEoomdfeLa 1 TNV emaryyeAnoTiny avEAMEN HELWVETOL ONUOVTLRA.

AE(CeL va onuelwOel 4TL TaL ONUOVTIRATEQX AVTLXRIVITOO OEV TEORUVITOVY TG00 Atd TO VYOS TV
TOQOYWV 600 atd ToV oY edLaoUs Tovs. OQLOUEVES TALROYES XOONYOUVTUL OTO OAREQULO EMG EVAL
OUYRERQLUEVO gLoodNUATIRG GOLo, €melta 0l to omoio droxdmrovior evtehws. H amdtoun
ATMOAELA PLOG TOQOYTS UTTOQEL VO ETLPEQEL ONUAVTLXY| UELWON TOV LaBETLUOV ELCOANUATOC EVEG
VOLRORUQLOY, ONULOUQYDVTOS EVIOVO aVTLXIVITOO YLa aUENCY TOV MQMV €QYOOlas 1 TOV
amodoydv. Avtifeta, dtav oL TaQOYES UELDVOVTOL OTadiand 00w avEdveTal To EL06dMua, oL
oteePAwoELS OWTES elval ouviiBwg NITLOTEQES.

To amoteAéoporta T ueréng dev mEEMEL VO EQUNVEVBOTUY MG ETTLYELONUA VTTEQ TN CUEQIRVMONC
NG XOLVWVLXYG TEOOTAOaS. AVTLOET(IG, avadelnviovy uto Be e Mddn mpdrinon g ovyyeovng
ROLVOVIRIG TOMTIRNG: 1 ROTATOAEUNON TG PTWYELOS, 1 SLATNOENON LOYVODV RIVITOOV YLo
€QY00(0 RO O TEQLOQLOUAS TOV INUOCLOVOULLOU RGOTOVS OTTOTEAOTVY OTOYOVS TOV OVY VA Elval

OVTLRQOVOUEVOL.
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Zmv mepimrwon ¢ EALddog, 1 evioyvon tov xowvmviroy rpdtovg uetd v »oion Peitimoe
oaontd v mpootaoia Tov owovoulrd acfevéotepwv vowrorvpldv. IMapdhinia, duwg,
Onutovpynoe ouvOixres v TG omoleg M petdfoon amd v avepylio 1§ v adpdvela oty
amaoyoAnon dev CUVETAYETAL TAVTOTE ETOQUES OLXOVOULKO Opelog. To yeyovig awtd amoxtd
Wiaiten onuooia og po owrovouio wov eEarolovdel va yapoxrmeiCetal amd oyxetird youniég
auolBég oe aEReTOUS ®¥AAOOUS KoL QTG ONUAVTLRY] TOQOVCT ATVTTWV WOQPWY ATTO.OYOANONC.

H d1eBvric epmerpion vrodewnvier ot Ta mEoPAjuata autd UWITOQOUV VA UETOLOOTOUV UECM
®xatdAAnhov oxediaouot tov mTaoydv. Evdswtird, wa mooty xatevfuvon mohtinng eival m
otadiaxy ®ot Oyt amdToun UElmon TOV TaEoy NV ®abmdg avEdvetal 1o eLloddnua. Me Tov 196mT0
OUTO ATOPEVYOVTOL LEYAAES ATMAELES SLOBEOLUOV ELOOOMUATOS GTOV EVOL VOLRORVOLO VTTEQPOLVEL
eldyrota €va eLoodnuatind 6plo. Mia devtepn xoteiBuvon agoed Tov RAAUTEQO OUVTOVIOUS TWV
EMUEQOVS TTOQOY WDV, DOTE TO ELCOINUATIRG RQOLTNOLO VO, AELTOVQYOUV UE OUVERTIXG TQOTO KAl
va, uny moedyovy oxovotec oahMnienidpdoeilc. Télog, oe 0QLOUEVES meQITOOELS B wWrtopovoe
va eEetaotel 1 dLevouvon g TEGOPAONS O CUYXRERQLUEVES UITNQECTES ROLVMVLROU YOLQOKTH O,
onwg 1 foepovnmiaxy eeoviida, aveEdoTnta amnd to eninedo EL00IUATOC.

SZvvolxd, | TooxrAnon yia T dnudoia molTiry efval va dtatnenBovv o onuavtird Rowwvird
o€ oV emiTe U ONROV ®OTA TaL TELevTOln €T1, TEQLOEITOVTOG TAQAAMNAQ TG 0TREPADOELS TTOV
aoBaeUvouy TV gQyacia ®aL TNV ToQaymyLxY 0ELomoinon Tov avlodmivou duvaurov.
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I INTRODUCTION

Unemployment in Greece, though well above
the EU average (5.8% in 2025 in the 20-64 age
group), has fallen steadily and significantly in
recent years: from its peak during the country’s
debt crisis (27.6% in 2013) to 17.9% in 2019
and to 8.8% in 2025.! Meanwhile, labour short-
ages have emerged in manufacturing, tourism
and agriculture. As a result, the job vacancy
rate rose from 0.6% in 2019 to 2.2% in 2024,
close to the EU average of 2.4%.? Although
this rate subsequently fell to 1.7% in 2025, as
labour shortages eased somewhat throughout
Europe, Greek firms continued to report dif-
ficulties in hiring.’* Labour shortages coexisting
with relatively high unemployment are usually
attributed to skill mismatches, low pay (rela-
tive to workers’ reservation wage), or — when
pay is not particularly low — to a combination
of poor working conditions and precarious sea-
sonal employment, such as those prevailing in
Greece’s tourism industry.*

According to the academic literature, social
transfer programmes can raise individuals’
reservation wages, making work less attractive
and potentially lowering labour supply (Mort-
ensen 1977; Atkinson and Micklewright 1991;
Blundell and MaCurdy 1999). In addition,
anecdotal evidence and press reports suggest
that social transfers may also play a role in dis-
couraging benefit recipients from taking up
jobs, tilting the scales from formal to informal
work and from dependent employment to self-
employment, genuine or bogus.’

More generally, the design of social transfers
may contribute to what are known as poverty

and unemployment traps. In first-generation
social assistance schemes (such as the Sup-
plementary Benefit in the United Kingdom),
work disincentives were often prohibitive. The
combination of income taxes, national insur-
ance contributions and loss of social transfers
when recipients took up a low-paid job (often,
the only one on offer), meant that their net
income was no higher when in work than when
on benefits.

The problem was compounded by the fact that
the Supplementary Benefit was a “passport
benefit”: claiming it made recipients eligible
for other benefits too (such as housing
allowances, free prescriptions for pharmaceu-
ticals or free school meals for their children).
By the same token, when recipients’ earnings

* The authors would like to thank participants in the CRETE 2025
conference and the EUROMOD 2025 Annual Meeting for their
insightful comments and constructive feedback. The results
presented here are based on EUROMOD version J0.51.
EUROMOD is maintained, developed and managed by the Joint
Research Centre (JRC) of the European Commission in
collaboration with Eurostat and national teams from the EU
countries. We are indebted to the Institute for Social and Economic
Research (ISER) and to the many people who have contributed to
the development of the model. The views expressed in this article
are of the authors and do not necessarily reflect those of the Bank
of Greece. The authors are responsible for any errors or omissions.
Eurostat (2026a).

Eurostat (2026b).

ManpowerGroup (2025), ‘Eoevva éMswpc talévrov oty

EMdda 2025 (Talent Shortage in Greece Survey 2025), Kathimerini

(2025), Mismatch of jobs and skills in Greece, To Vima (2025), What

young Greek employees want, and what employers (don’t) offer.

4 European Commission (2023), Employment and Social
Developments in Europe, Brussels: European Commission; OECD
(2024), OECD Employment Outlook 2024, Paris: OECD
Publishing, To Vima (2024), Greece ready to welcome tourists but
businesses short of staff.

5 Often referred to as false self-employment or dependent self-
employment, this is commonly understood as involving
persons/workers registered as self-employed whose conditions of
employment are de facto dependent employment. National
legislation and/or court decisions determine this status. This
employment status is used to circumvent tax and/or social insurance
liabilities, or employers’ responsibilities. Source: OECD

(2014), Employment Outlook 2014, Paris.
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https://www.tovima.com/travel/greece-ready-to-welcome-tourists-but-businesses-short-of-staff/

exceeded a certain level, the loss of the Sup-
plementary Benefit had a cascade effect, as
access to all these other benefits was also lost.
In the early 1980s, at the point at which enti-
tlement to free school meals was lost, an extra
GBP 1 of earnings cost nearly GBP 3 in taxes,
national contributions and lost benefits (Barr
1987). Clearly, recipients were better off on
benefits than in employment. This phenome-
non became widely known as the poverty trap:
benefits enabled recipients to live just above
the level of subsistence but prevented them
from becoming self-reliant and escaping poverty
altogether.

Before the sovereign debt crisis, in spite of high
and rising total spending on social protection,
income support for the poor and the unem-
ployed in Greece was so limited that the
poverty and unemployment traps afflicting
more advanced systems of social protection
could hardly have arisen. When Greece’s sov-
ereign debt crisis broke out in 2009, most poor
families received little or no income support,
while the country lacked a broad social assis-
tance scheme of last resort (Matsaganis 2011;
Matsaganis and Leventi 2014). But while the
social protection system failed the poor and the
unemployed, that very failure left intact the
incentive of benefit recipients to seek work.

From the early 2010s, this pattern changed
significantly, as a series of policy reforms
strengthened the social safety net. New
means-tested benefits were introduced: child
benefit in 2013, guaranteed minimum income
in 2017, housing benefit in 2019 and childcare
voucher in 2022 (Lalioti 2016; Matsaganis
2020; Flevotomou et al. 2026). In addition, the
COVID-19 pandemic and the inflation shock
associated with the war in Ukraine necessi-
tated a significant number of income support
measures designed to shield households’
incomes and purchasing power. As a result,
the anti-poverty performance of the country’s
welfare state improved considerably (Allen et
al. 2025). As a corollary, concerns about work
disincentives made their appearance for the
first time ever.
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This paper investigates whether the strength-
ening of the social safety net has inadvertently
weakened the work incentives for benefit
recipients and helped create poverty traps and
unemployment traps. The paper’s structure is
as follows: After a brief introduction, Section
2 reviews the literature on the effects of social
transfers on work (dis)incentives. Section 3
presents our data and methodology for estab-
lishing whether and to what extent social trans-
fers affect work incentives in Greece. Section
4 discusses the results and Section 5 concludes
with some reflections on the significance and
policy relevance of this paper.

2 LITERATURE REVIEW

The relationship between social transfers and
labour supply has generated a substantial
body of theoretical and empirical research.
The foundational concern is that if out-of-
work benefits raise the reservation wage (i.e.
the minimum wage at which a person is will-
ing to accept a job), then they may reduce the
incentive to seek or accept work (Mortensen
1977; Atkinson and Micklewright 1991; Blun-
dell and MaCurdy 1999). The magnitude of
this effect depends critically on the design of
the benefit and tax systems, labour market
conditions and the characteristics of the recip-
ient population.

At a theoretical level, the standard model of
labour supply predicts that means-tested ben-
efits create work disincentives through two
channels. The first is an income effect: higher
out-of-work income raises the demand for
leisure and lowers the incentive to seek
employment (the extensive margin). The sec-
ond is a substitution effect: as earned income
rises and means-tested benefits are gradually
withdrawn, the effective return to additional
work falls, reducing the incentive to increase
hours (the intensive margin). These disincen-
tives are captured by the participation tax rate
(PTR) and the marginal effective tax rate
(METR) respectively, which jointly summarise
the implicit tax on work as embedded in the



tax-benefit system (Immervoll 2004; Brewer et
al. 2010; Bartels and Pestel 2016).

Empirical evidence from Europe and North
America broadly confirms that high PTRs and
METRs are associated with reduced labour
market participation, particularly among sec-
ondary earners, lone parents and low-skilled
workers (Eissa and Hoynes 2011; Bartels and
Shupe 2023). The sensitivity of labour supply to
financial incentives tends to be greater at the
extensive margin, i.e. the decision of whether to
work at all, than at the intensive margin and is
consistently higher among women with young
children. However, the magnitude of the dif-
ference between extensive and intensive mar-
gins varies across studies, countries and time
periods (Chetty et al. 2011; Blundell et al. 2011).

A growing literature uses tax-benefit microsim-
ulation models to calculate PTRs and METRs.
Jara and Tumino (2013) provided a comparison
of METRs across Europe, finding substantial
cross-country variation driven by differences in
tax schedules and benefit design. Jara et al.
(2020) showed that unemployment insurance
benefits influence substantially short-term par-
ticipation tax rates. Also, the OECD regularly
uses microsimulation techniques to calculate
such indicators, enabling informative quanti-
tative cross-country comparisons. According to
their latest flagship report, “effective tax rates
on labour income for a single worker earning
the average wage rose across a majority of
OECD countries for the fourth consecutive
year in 2025” (OECD 2026).

The design features of benefit programmes
matter greatly for the size of disincentive
effects. Benefits paid in full up to a certain
level of earnings, then fully withdrawn once
earnings exceed that threshold, generate very
high METRs at a certain income level, creat-
ing notches in the budget constraint that can
act as barriers to an increase in labour supply
(Kleven and Waseem 2013). Means-tested pro-
grammes relying on a small number of discrete
rates (full/reduced) rather than a graduated
taper also produce similar distortions.

But work disincentives may be strong even
when programmes are better designed, with
benefit amounts being set as a linear (negative)
function of household income, such as:

B[=G-ﬁY[

where

&
I

the benefit amount of household i

Y; = the income of household i

Q
Il

the income guarantee under the benefit
programme considered

B = the taper rate, i.e. the rate at which the
benefit amount is reduced as a recipient’s
earned income increases.

If the taper rate is equal to one, recipients earn-
ing €1 more will have their benefit reduced by
exactly €1 (METR = 100%), leaving total
income unaffected and thereby reducing to zero
the economic incentive to work. Even when the
taper rate is below, but close to, one, taking into
consideration the disutility of working, the
opportunity cost and work-related expenses, a
rational individual will choose not to work and
live on social benefits. In general, the higher the
taper rate, the weaker the incentive to work.

Earnings disregards, excluding part of the
income earned from work when calculating the
amount of benefit, were introduced precisely
to address such disincentives. In several EU
member states, minimum income programmes
provide for an earnings disregard of typically
20% of income from labour, reducing the taper
rate to 0.8 (METR = 80%), which is still a lot
higher than the top marginal income tax rate
(which in 2025 ranged from 10% in Bulgaria
and Romania to 60.5% in Denmark).6

In-work benefit programmes, such as Earned
Income Tax Credit in the US and Working

6 See https://taxfoundation.org/data/all/eu/top-personal-income-

tax-rates-europe/.
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Families’ Tax Credit in the UK, introduced in
1975 and in 2003 respectively, aimed to boost
work incentives by subsidising earnings over a
low-income range, with generally positive
employment effects noted among lone parents
and secondary earners (Brewer et al. 2006;
Meyer and Rosenbaum 2001). In 2013, Work-
ing Families’ Tax Credit was merged with Job-
seeker’s Allowance, Housing Benefit and other
social transfers into a Universal Credit, a pol-
icy reform specifically aimed to streamline
income support and improve work incentives
for benefit recipients (Pareliussen 2013). In
fact, Universal Credit has a taper rate of 0.55
(METR = 55%), which is lower than most
benefit programmes across Europe and
beyond.

Research on the work incentive implications of
the newly-bolstered social safety net in Greece
is generally lacking. Existing contributions
have focused primarily on the system’s anti-
poverty performance and the pros and cons of
potential reforms (Allen et al. 2025). The inter-
action between the new means-tested benefits
and the Greek personal income tax and social
contribution system — and the disincentive
effects that may emerge from these interac-
tions — has received no systematic attention.

This paper contributes to filling this gap by
providing estimates of PTRs and METRs for
representative household types in Greece,
decomposing estimated rates into different
components (i.e. those caused by taxes, social
contributions and social benefits) and drawing
out the implications for policy design.

3 DATA AND METHODOLOGY

The analysis makes use of EUROMOD,’ the
tax-benefit microsimulation model of the EU.
The model uses survey data on gross incomes,
labour market status and other characteristics
of individuals and households, to which it
applies the tax and benefit rules in place in
order to simulate taxes, social insurance con-
tributions and entitlements to cash benefits.
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The components of the tax-benefit system that
cannot be simulated (for example, those
depending on prior contributions such as pen-
sions) are read off the data.

EUROMOD has been validated both at micro
and macro level and has been tested in numer-
ous applications. Examples of such applica-
tions include several studies on the distribu-
tional impact of tax-benefit systems and on
how policies have shaped income distributions
over time, disentangling income changes due
to policy reforms from changes due to the evo-
lution of market incomes and changes in pop-
ulations’ underlying characteristics, analysing
the impact of policy reforms on work incentives
and measuring the impact of tax-benefit sys-
tems on dimensions other than income, such as
health, quality of life, etc. For a comprehensive
overview, see Sutherland and Figari (2013).

Over the years, several specialised tools and
extensions have been added to broaden the
model’s capabilities. One of these is the
EUROMOD Hypothetical Household Tool
(EUROMOD-HHOT), used in this analysis.
The tool allows users to generate hypothetical
household datasets that can be processed by
EUROMOD to simulate tax and benefit rules
(Hufkens et al. 2019). These synthetic house-
holds are defined by a set of socio-economic
attributes that users can tailor to the policy
questions they are investigating.

By enabling the creation of custom data,
EUROMOD-HHOoT provides deeper insight
into how policies affect households with par-
ticular characteristics, while giving users full
control over the variables of interest. HHoT is
fully integrated into the EUROMOD frame-
work, ensuring that the simulated policy rules
are identical to those applied in population-
based microsimulations. This consistency
allows for a seamless combination of repre-
sentative distributional analysis with targeted
hypothetical household analysis.

7 Version J0.51. For more information on the EUROMOD model,
see https://euromod-web.jrc.ec.europa.eu/.



https://euromod-web.jrc.ec.europa.eu/

The hypothetical household approach has sev-
eral advantages in the present context. It is
independent of survey data, meaning that
results are not affected by sampling error,
income underreporting or survey data gaps. It
provides a transparent and illustrative tool for
examining the logic of the tax-benefit system,
showing how disposable income responds to
changes in labour market status or earnings for
households with specific characteristics.
Finally, it allows the computation of the full
household budget constraint, i.e. the mapping
from gross earnings to net disposable income
across the earnings distribution, which is essen-
tial for identifying notches, spikes and flat seg-
ments in the effective marginal rate schedule.

PTRs operate at the extensive margin: they
show the share of the additional household
income lost as a result of extra income taxes
and social contributions due, as well as means-
tested social benefits being reduced or fully
withdrawn, when a previously non-employed
household member takes up a job.

Formally, the PTR facing individual i in house-
hold 4 is:

vy v
EY

L

PTR; =1 —
where:

EY = gross earnings of individual i when in
work

Y} = household disposable income when indi-
vidual i is in work

Y = household disposable income when indi-
vidual i lives on benefits

To estimate PTRs for 2024, we used EURO-
MOD-HHOoT to create eight stylised house-
holds. All eight involved a couple (for sim-
plicity: mother and father) with one child aged
2, living in rented accommodation, whose mar-
ket income is exclusively labour income. We
looked at changes in household disposable
income when the mother moves from non-
employment in period t, to taking up a full-

time job on the minimum wage in the next
period t;.

Specifically:

* Inhouseholds 1-4 (HH1-HH4), the mother
received unemployment benefit in to.

* In households 5-8 (HH5-HHS), the mother
did not receive unemployment benefit in t,.

* In households 1 (HH1) and 5 (HHS), the
father is not in work.

* In households 2 (HH2) and 6 (HH6), the
father works part-time earning 50% of the
(monthly) minimum wage.

e In households 3 (HH3) and 7 (HH7), the
father works full-time earning 100% of the
(monthly) minimum wage.

* In households 4 (HH4) and 8 (HHS), the
father works full-time earning 150% of the
(monthly) minimum wage.

This is shown in Table 1.

Table | Stylised household configurations in

estimating PTRs

Mother on unemploy-

HH ment benefit in to Father earns
1 Yes 0 (not in work)
2 Yes 50% of minimum wage
3 Yes 100% of minimum wage
4 Yes 150% of minimum wage
5 No 0 (not in work)
6 No 50% of minimum wage
7 No 100% of minimum wage
8 No 150% of minimum wage

Notes: Households are couples (mother, father) with one child aged 2,
living in rented accommodation, with no other market income except
for labour income. The minimum wage in Greece in 2024 was €830
per month.

On the other hand, METRs operate at the
intensive margin. They show the share of the
additional labour earnings lost as a result of
extra income taxes and social contributions
due, as well as means-tested social benefits
being reduced or fully withdrawn, when a
household member works more or earns more.
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Formally, the METR facing individual i in
household # is:

Yy — Y
METR; =1 - +——21
Ei _Ei

where:

E! = gross earnings of individual i in t; (when
working more)

E! = gross earnings of individual i in t, (when

working less)

household disposable income in t; (when

individual i works more)

Y/? = household disposable income in t, (When
individual i works less)

Yi

To estimate METRs for 2024, we used the
EUROMOD-HHOT to create four additional
stylised households (households 9-12). We
looked at how household disposable income
changes as the mother’s earnings increase (by
increments of €100 per month). As above, all
four scenarios involved a couple (for simplic-

Table 2 Stylised household configurations in
estimating METRs

Mother’s earnings gradually

HH increase Father earns

9 from €0 to €4,200 per month 0 (not in work)
10 from €0 to €4,200 per month ~ 50% of minimum wage
11 from €0 to €4,200 per month  100% of minimum wage

12 from €0 to €4,200 per month  150% of minimum wage

Notes: Households are couples (mother, father) with one child aged
2, living in rented accommodation, with no other market income except
for labour income. The minimum wage in Greece in 2024 was €830
per month.

ity: mother and father) with one child aged 2,
living in rented accommodation, whose only
market income is labour income.

Specifically:

* In household 9 (HHY), the father is not in
work.

* In household 10 (HH10), the father works
part-time earning 50% of the (monthly)
minimum wage.

Table 3 Main social benefits in Greece (2024)

Type of benefit
1st and 2nd child
Full rate: €70
Reduced rate A: €42
Reduced rate B: €28
(per child)

Child benefit!

Monthly benefit rate

Annual income threshold

3rd+ child

Full rate: €140
Reduced rate A: €84
Reduced rate B: €56
(per child)

Full rate: €6,000
Reduced rate A: €10,000
Reduced rate B: €15,000

Income threshold minus assessed income

Guaranteed

minimum income?®

First adult: €2,592
Each additional adult: €1,296
Each child: €648

(income disregard: 20% of earnings)

Max for a person living alone: €216

Overall max per household: €972

Housing benefit

Childcare voucher?

Each additional household member: €35

Infants aged <2.5 years: €294
Toddlers aged 2.5-4 years: €237

First adult: €70 First adult: €7,000
Each additional member: €3,500

Overall max: €210 Overall: €21,000

Up to 2 children: €27,000
Each additional child: €3,000

(includes meals) Overall: €36,000

Source: Organisation of Welfare Benefits and Social Solidarity (OPEKA).

1 Note that in 2024 an extra one and a half instalment was paid to eligible recipients in December.
2 Note that in 2024 an extra half instalment was paid to eligible recipients in December.

3 Note that the yearly voucher amount is €3,239; it is paid in 11 monthly installments.

63
Economic Bulletin
OB july 2026



* In household 11 (HH11), the father works
full-time earning 100% of the (monthly)
minimum wage.

* In household 12 (HH12), the father works
full-time earning 150% of the (monthly)
minimum wage.

This is shown in Table 2

In estimating PTRs and METRs, we look at
the interactions between income taxes, social
contributions and four social benefits: child
benefit, guaranteed minimum income, housing
benefit and childcare voucher. These were the
most important means-tested benefits in oper-
ation in 2024. Their key characteristics are
shown in Table 3.

4 RESULTS

Our estimates of participation tax rates for
the eight stylised household configurations
described in Table 1 are presented in Chart
1, which further breaks down PTRs into their
main components. The results reveal that
PTRs in Greece, as estimated based on the
tax and benefit system in place in 2024, can
be severely prohibitive. This is particularly
the case in scenarios 1-4, under which the
non-employed mother has to forego the
unemployment benefit received in to. In the
first three scenarios, out of every €100 of
gross earnings generated by the mother tak-
ing up a full-time job on the minimum wage,
between €72 and €86 are effectively clawed
back through extra social insurance contri-
butions due and means-tested benefits being
reduced or withdrawn. The most extreme
case arises in scenario 4, where the father
earns more than in the other scenarios. As a
result of this, when the mother transitions to
formal full-time employment on the mini-
mum wage, the household loses not only the
unemployment benefit, but also the childcare
voucher, which results in a PTR of 99.6%.
Clearly, at a participation tax rate as high as
that, there is no financial incentive to take up
formal work.

Chart | Estimated participation tax rates

(percentage)
Personal income tax . Social insurance contributions

.Guarameed minimum income Child benefit

. Housing benefit

Childcare voucher

. Unemployment benefit
+ PTR excl. childcare voucher
. PTR incl. childcare voucher
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Source: Authors’ estimates using EUROMOD-HHoT.

Notes: Estimates based on a comparison of net household
disposable income in t; (mother in full-time employment on
minimum wage) vs to (mother not in employment). See Table 1
for details on scenarios 1-8.

PTRs are considerably lower in scenarios 5-8,
where the mother was not in receipt of unem-
ployment benefit in to.® Still, PTRs remain sig-
nificant, ranging from 32% to 46% across all
four configurations.” The level of the father’s
earnings plays a moderating role: the house-
hold’s entitlement to guaranteed minimum
income, housing benefit and child benefit is
reduced as earnings increase across scenarios
(in ty), as a result of which PTRs are respectively
less stark when the mother takes up a job (in t;).
This pattern is only reversed in scenario 8,
where the father earns more and the addition of

8 In February 2026, the number of unemployed workers (Unemploy-

ment by sex and age - monthly data, Eurostat) exceeded the number
of recipients of contributory unemployment benefit by about 77%

(Public Employment Service (DYPA) data).

9 Note that the top marginal tax rate in 2024 for incomes in excess

of €40,000 per year was 44%.
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Chart 2 Estimated marginal effective tax rates under

scenario 9

(percentage across monthly gross earnings)
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Notes: Estimates based on changes in net household disposable
income as mother’s monthly gross earnings rise linearly from
zero to €4,200 (i.e. approximately 5.1 times the minimum wage

in 2024). See Table 2 for details on scenario 9.

the mother’s earnings raises household income
above the threshold of eligibility for childcare
voucher, which is subsequently withdrawn.

Summing up, high PTRs result from several
overlapping factors. First, the unemployment
benefit (set at 55% of the daily minimum wage
paid for 25 days), foregone when the mother
takes up a formal job, is a significant consider-
ation, particularly when the father is not in work
or is on low pay. Second, entitlement to means-
tested benefits is substantially reduced or fully
terminated as earned income rises above the rel-
evant thresholds. The interaction of benefit
losses with social insurance contributions due
produces PTRs that drastically reduce the finan-
cial reward from formal employment on the min-
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imum wage (which is typically the entry wage for
many workers). This points to a policy design
which justifiably ensures a (low) income floor for
households at the bottom of the distribution but
erects obstacles to the aspiration to rise above
that floor through their own effort.

Our estimate of marginal effective tax rates
(METR) for scenario 9, the stylised household
configuration where the father does not work,
is described in Chart 2. This suggests how the
household’s net disposable income increases
as the mother’s monthly gross earnings rise
linearly from zero to €4,200, approximately
equal to 5.1 times the minimum wage in 2024.

Clearly, the METR schedule is markedly non-
linear, exhibiting both extended flat segments
and sharp kinks at specific points. At very low
levels of earnings, METRSs are mostly driven by
the gradual withdrawal of guaranteed mini-
mum income (GMI). Specifically, programme
rules provide for a 20% earnings disregard (in
other words, €0.20 out of each additional €1
earned are not taken into account, so that the
guaranteed minimum income benefit is only
reduced by €0.80). Combined with social insur-
ance contributions, paid from the first €1 of
earnings, and the extra half GMI instalment at
the end of the year, which behaves like a “pass-
port benefit”, this results in a METR of 86%.1

The earliest spike occurs at the income range
where the amount of the guaranteed minimum
income benefit the household is eligible for
begins to decrease; the second one arises when
the GMI amount falls below €10 per month
(the lowest amount payable), at which point
the benefit is fully withdrawn. The next one
occurs where the child benefit becomes payable
at reduced rate A. Meanwhile, above a house-
hold taxable income of €10,000 per year, per-
sonal income tax is also due, which raises the
METR to 33% and then to 35%. Further up, as
soon as the household’s taxable income crosses
the €14,000 line, the entire housing benefit

10 Note that incorporating the extra half GMI instalment to the basic
GMI amount would lead to a reduction in METR by 3 percentage
points, from 86% to 83%.



(worth €1,680 per year) is suddenly withdrawn,
resulting in a really sharp kink. More spikes can
be found higher up, where the child benefit
becomes payable at reduced rate B, before it is
fully withdrawn. But the sharpest kink of all is
located where the household’s taxable earnings
exceed €27,000, at which point households lose
eligibility for the childcare voucher (worth
€3,239 per year). Thereafter, as eligibility for all
means-tested benefits is exhausted, METRs
are driven by taxes and social contributions
alone, gradually rising from 40% to 53% (cor-
responding to annual taxable income in excess
of €40,000).

A very similar pattern can be seen in scenar-
ios 10-12 (working father), as shown in the
Appendix. In these scenarios, the father’s earn-
ings merely shift the METR schedule to the
left, as the mother’s contribution causes the
household to lose eligibility for this or that
benefit at an earlier point. In scenario 12
(father earns 150% of the minimum wage), the
household is not entitled to either guaranteed
minimum income or housing benefit, even
when the mother has zero earnings, so spikes
in METRs are caused by the interaction of
social contributions and income tax with child
benefit and, especially, childcare voucher.

Clearly, the worst kinks are associated with
social transfers that are either paid at the full
rate or not at all — in the case of Greece in
2024: housing benefit and childcare voucher.
The design of these benefits not only erects
financial barriers at the extensive margin
(affecting the decision of whether to work or
not), shown up as high PTRs, but also creates
strong disincentives at the intensive margin
(affecting the decision of whether or not to
work more hours and/or for a higher hourly
wage), shown up as high METRs, for mothers
already in employment.!!

5 CONCLUSIONS AND POLICY IMPLICATIONS

In a certain sense, all anti-poverty policies face
a trilemma between lifting the greatest number

of families out of poverty, preserving work
incentives for benefit recipients and limiting
fiscal costs (which can also be seen as pre-
serving work incentives for taxpayers). Policy
makers may meet at most two of these policy
objectives, but not all three at the same time.

For instance, very low or non-existent social
benefits cost taxpayers little and score high on
work incentives for benefit recipients, but of
course fail dramatically in terms of poverty
relief. At the other extreme, generous social
transfers available for all eliminate poverty and
avoid inactivity traps but require a high level
of fiscal spending. The middle way, chosen by
many governments in Europe and beyond, to
opt for relatively adequate benefits that are,
however, tightly targeted, performs well in
terms of poverty relief and keeps fiscal costs
reasonably low but introduces strong work dis-
incentives for recipients. In Greece, the
strengthening of the social safety net since the
crisis, a period when important means-tested
benefits were introduced, significantly
improved the anti-poverty performance of the
welfare state and at the same time worsened
work disincentives or introduced some where
previously none existed.

As pointed out, work disincentives are part and
parcel of anti-poverty policy: policy makers can
make work disincentives disappear by elimi-
nating all income support to the non-working
poor. If, on the other hand, governments
decide to offer the non-working poor some
income guarantee that enables them to live on
benefits, recipients may well choose to con-
tinue to do just that.

It is important to understand that the reluc-
tance of benefit recipients to take up jobs is not
the result of some moral failing on their part:

11 PTRs and METRs are structural indicators that summarise the
financial incentives embedded in the tax-benefit system; they do
not, in themselves, constitute evidence of actual behavioural
responses. However, as seen in Section 2, empirical evidence from
Europe and North America broadly confirms that high PTRs and
METRs are associated with reduced labour market participation

for specific population groups.
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the combined effect of income taxes, social
contributions and reductions or withdrawals of
social benefit is that work may often not pay (at
least not in the relevant range of low-paid work
usually on offer). In view of that, the decision
of benefit recipients not to work is perfectly
rational: it results from utility maximisation
under constraints (Blundell and MaCurdy
1999; Brewer et al. 2010).

The resulting poverty or inactivity trap is not
a Greek exception: as mentioned earlier, work
disincentives used to be very high even in the
countries which pioneered comprehensive
social assistance (e.g. the UK). The combina-
tion of income taxes, national insurance con-
tributions and loss of social benefits while on
low earnings meant that recipients’ net income
was often no higher when in work than when
living off benefits. Even now, for a non-negli-
gible minority of workers in a number of coun-
tries, METRs can be close to 100% or higher
(Jara et al. 2020).

But are poverty and inactivity traps the real
risk in Greece? Arguably, punitively high PTRs
and METRs are more likely to result in some
workers taking up jobs in the informal sector,
while continuing to claim benefits rather than
not working at all (Dellas et al. 2024). Viewed
from this perspective, the disincentive to take
up a formal job, resulting from the recently
introduced social benefits (and their interac-
tion with taxes and social contributions), may
not so much cause poverty traps and inactivity
traps but contribute to the perpetuation of the
country’s low-wage/low-value added growth
model (Pissarides et al. 2023).

To some extent, work disincentives are due to
poor policy design: PTRs and METRs are
unnecessarily high when (i) a country’s social
protection system relies excessively on means
testing, and (ii) benefit rules carelessly and
haphazardly interact with the rest of the tax-
benefit system. In the case of Greece, where
universal non-contributory benefits are absent
and benefit rules are set idiosyncratically and
not in an integrated fashion, both of these con-
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ditions seem to be currently met to a consid-
erable extent.

It follows that better policy design can reduce
PTRs and METRs, and improve work incen-
tives. As pointed out above, this would not be
costless: it would require some increase in fis-
cal spending.

What can realistically be done? To ease work
disincentives, while keeping budget costs rea-
sonably low, policy makers should carefully
redesign benefit entitlement rules and their
interaction with taxes and social contributions.

Various policy recommendations stem directly
from the results of this work. The first is to
smooth out kinks in the effective tax schedule
by eliminating cases where a benefit is either
available in full or not available at all (as in
housing benefit and childcare voucher).

To a lesser extent, kinks also result from the
practice of relying on a small number of ben-
efit rates (e.g. full rate/reduced rate A/reduced
rate B, as in child benefit). In view of this, the
second policy recommendation would be to
reduce the amount of benefit as recipients’
income rises by applying elementary algebra
instead (along the lines of B, = G - §Y,, as in
the guaranteed minimum income).

The third recommendation would be to set the
taper rate 3, at which social benefits are grad-
ually reduced as household income rises, at a
level well below 100%, also taking into account
income taxes and social contributions. Smooth-
ing kinks and replacing discrete thresholds with
continuous tapers are primarily distributional
and structural changes that need not neces-
sarily entail higher aggregate spending. By con-
trast, reducing taper rates, while preserving
income guarantees or extending benefit eligi-
bility to new groups via smoothing withdrawal
rates while keeping benefit rates constant,
would require additional fiscal resources.

Some additional, broader policy implications
emerge from the relevant literature, e.g.



streamlining benefits by following good prac-
tices in benefit design; defining assessed
income as broadly as possible, taking into
account other social benefits, ordering sequen-
tially (guaranteed minimum income last) and
avoiding exceptions. For instance, the case for
excluding non-contributory disability benefits
from assessed income when the amount of
guaranteed minimum income benefit due is
calculated seems unclear.

Another policy implication pertains to setting
equivalence scales consistently, unless there
are compelling reasons to the contrary. For
example, there is evidence that economies of
scale in consumption are not as great at low
levels of income as they tend to be higher up
the income distribution (Garbuszus et al.
2021). As a result of this, a more generous
equivalence scale is called for when designing
means-tested benefits. In contrast, the equiv-
alence scale used in both child benefit and
guaranteed minimum income in Greece
(assigning a weight of 0.25 to each child)
assumes greater economies of scale in con-
sumption than the modified OECD equiva-
lence scale (assigning a weight of 0.3 to each
child) commonly applied by academic
researchers and statistical agencies in Europe.

A final policy implication entails considering
making some social benefits available to all,

irrespective of income. Universal social ben-
efits are certainly costly and hence a hard sell
in a country as indebted as Greece. Never-
theless, there is a strong case for universal
access to affordable high-quality childcare
from a social investment perspective. There is
strong evidence of significant short- and long-
term benefits of childcare, in terms of higher
mothers’ employment and better child out-
comes, respectively. In view of these, it has
been established that high-quality childcare
leads to higher lifetime earnings of both moth-
ers and children, which in turn translate into
greater tax revenues, which more than out-
weigh the immediate costs. Heckman and
Karapakula (2019), in their review of the long-
term impact of the Perry Preschool Project in
the US in the 1960s on the children and sib-
lings of the original participants, have esti-
mated the rate of return on investment to be
as high as 13%. More recently, a study of a
policy reform in Spain lowering the age of eli-
gibility for publicly provided universal pre-
school from 4 to 3 years of age estimated that
the benefits, in the baseline scenario, were
four times as high as the costs (van Huizen et
al. 2019). Making the childcare voucher in
Greece available to all families with children
of the relevant age would be a step towards
reaping all these benefits and in the process
eliminating the work disincentives stemming
from its current means-tested design.
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APPENDIX

Chart Al Estimated marginal effective tax rates Chart A2 Estimated marginal effective tax rates
under scenario 10 under scenario 11
(percentage across monthly gross earnings) (percentage across monthly gross earnings)
=== Father working part-time, earning 50% of the minimum wage === Father working full-time, earning 100% of the minimum wage
300 —Tr o 300 300 , o, 300
0|0 197 (TR N
280 (i} 1" 280 280 1 111266 280
1 1 1 1 1 1 1 i
1 1 1 1 1 1 1
260 = ; 260 260 |, ; 260
1 1 1 1 1 1 1
240 —t 1 240 240 1 11 1 240
1 1 1 1 1 1 1
1 1 1 1 1 1 1
220 1 i 220 220 ] I 220
1 1 | 1 1 1 1
200 =0 ! 200 20 ' 1! L 200
1 1 | 1 1 1 1
1 1 || 1
180 o [ 180 180 Housing 1 180
| Housing i benefit 1
& 160 ! [ 160 & 160 MUGEICULN B 1 160
g I & 1 1
3 ( 3 1 1
2 140 f 140 2 140 1 140
o o
Ay i Ay 1
120 : Child 120 120 : 120
| benefit |
100 [{ | withdrawn 100 100 1 100
benefit 1 1
80 reduced [ fl XX 80 - i ' 6 Child 80
: bChII: : : benefit
enefit ith
60 L/_/— 60 reduced 1 & : f withdrawn 60
40 40 o W 40
1 1 1
20 20 20 ) [ 20
1 1 1 1 1
0 0 0 1 1 1 1 1 0
0 500 1000 1500 2000 2500 3000 3500 4000 0 500 1000 1500 2000 2500 3000 3500 4000
Monthly gross earnings (EUR) Monthly gross earnings (EUR)
Source: Authors’ estimates using EUROMOD-HHoT. Source: Authors’ estimates using EUROMOD-HHoT.
Notes: Estimates based on changes in net household disposable Notes: Estimates based on changes in net household disposable
income as mother’s monthly gross earnings rise linearly from income as mother’s monthly gross earnings rise linearly from
zero to €4,200 (i.e. approximately 5.1 times the minimum wage zero to €4,200 (i.e. approximately 5.1 times the minimum wage
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Chart A3 Estimated marginal effective tax rates

under scenario 12

(percentage across monthly gross earnings)
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Notes: Estimates based on changes in net household disposable
income as mother’s monthly gross earnings rise linearly from
zero to €4,200 (i.e. approximately 5.1 times the minimum wage

in 2024). See Table 2 for details on scenario 12.
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