6. Appendix B: Supplementary Material (Online Appendix – Not for Publication)
6.1 The Greek Party-System: History and Structure

Since 1974 Greece has had a stable bipartisan political system  dominated by two political parties (the centre-right Nea Dimokratia and the centre-left PASOK) which used to alternate in office. As a result, up until recently (June 2012) coalition governments were never formed and single-party governments were the norm. The number of parties contesting elections and represented in Parliament remained relatively small and stable over the years.
 The two major parties (PASOK and Nea Dimokratia) were always collecting at least 80% of the votes. Moreover, voter turn-out was always very high, historically ranging around 80 percent. This implies that the Greek party-system is characterized by stable bipartisanship and large political participation. That is, the Persson et al. (2007) argument that stresses the link from coalition governments to high public spending is not applicable in Greece.


Apart from its bipartisan nature, another key characteristic of the Greek party-system is its prevalent clientelism and patronage relations which lie at the heart of political competition. For almost thirty years, the two major parties used their influence in the administration to favour their clientele by offering public sector appointments and other privileges. Until 1994, when the independent Supreme State Council for Civil Service Personnel Selection [Anotato Simvoulio Epilogis Prosopikou] was instituted, public sector was viewed as the electoral prize for the winning party. Consequently, public sector appointments were primarily made according to partisan affiliation and political favouritism, in complete absence of meritocracy. Furthermore, once the Council was instituted, the practice of non-meritocratic public sector appointments, and the subsequent clientelistic link, passed from the central government to regional administrations.
 Though independent in letter, in practice Greek local authorities remained financially and politically dependent on the political parties reducing the level of their autonomy to a simple mid-term ballot opportunity which was used by parties in order to count electoral power with an eye to the forthcoming electoral battle. Hence, partisan favouritism spread from elected parliamentarians to elected local administration officers (e.g. mayors and regional governors) leaving the clientelistic nature of the Greek political system intact.

6.2 Greek Local Government: Structure and Operation
    In this section we present a very brief outline of the structure, functions and sources of income of local government in Greece. Until 1994, the only elected forms of local government were municipal and community councils, representing the first level of local government under the Constitution (Article 102/1).
 However, in 1994 the Greek Parliament adopted a reform of the local government system (Laws 2218/94 and 2240/94) establishing elected prefectural administrations at the NUTS-3 level (Nomoi).
 These laws were formally implemented in January 1995, and the first ever local elections at the prefecture level took place in 1998. Since then, local elections take place regularly every 4 years. These reforms brought about major changes in the system of local government since they introduced another field for political competition.

    At a regional level, Greece is divided into Peripheries (NUTS-2 regions) and further into prefectures (NUTS-3 regions) known as Nomoi. The basic units of local administration are the municipalities [Demos], of which there 227 in total presently.
 The 48 Nomoi (NUTS-3 regions) are “de-concentrated units of central government, covering certain decentralized state services” and their role is to “formulate proposals to the central government on works and policies of national importance concerning the region” (Law 2240/94). Nevertheless, despite the important role that they are supposed to play, in practice, due to inadequate funding, many of those assigned responsibilities still remain in paper. Through the prefectural system, the central authorities also have extensive control over the municipalities. Overall, as the Council of Europe (CoE) highlights: “... [I]t is not an exaggeration to say that the structure of the Greek local government has not changed very much since the beginning of this century.” The reason is that legislative changes were not accompanied by the transfer of real political and financial power to local jurisdictions. As a result, central government still maintains a key role in determining policies, even at the local level.

6.3 The Finances of Greek Local Government
    According to the report of the European Commission (1994) “The proportion of GDP accounted for by the public sector in Greece is approximately 48 per cent, which is only slightly below the average of all the OECD countries.” Yet, as the report notes, “local governments administrate less than 20 per cent of these resources - equivalent to 8 per cent of the GDP, which is well below the OECD average.”

6.3.1 Expenditures

Until 1990, the Greek local authorities had fairly limited areas of responsibility, related to elementary services such as water supply, waste collection and recreation. But as part of the administrative reforms implemented in the mid 1990s, there has been an attempt to decentralize some state responsibilities to the Greek local authorities (e.g. traffic rules enforcement and policing). These powers are described in the laws mentioned above (2218/94 and 2240/94) and the transfer is taking place in stages to ensure a smooth transition from the one system to the other. Yet, this process remains still incomplete.


Within the social sector most of the functions of local authorities involve shared responsibility. Furthermore, local authorities have no independent responsibilities in the educational sector. In practice though, due to inadequate funding this has rarely occurred. What is most commonly observed is that “... [M]any services which formally fall within the competence of the municipalities are carried out by central government agencies because of the inability of small, financially non-viable local units. These include public utilities, waterworks, irrigation works, sewage systems, roads and other public infrastructure projects” as the European Commission report notes. When one takes into account that most capital projects are funded through state grants, it becomes clear that local government discretionary spending falls to less than 10 per cent of its total spending. As a result, in practice local administrations in Greece act as distributors of central government money rather than autonomous entities.

6.3.2 Revenues

The situation is more or less identical when it comes to local government revenues. Local government finances were largely dependent on the extent to which the government of the day handed out state subsidies to local authorities. Law no. 1828/89 laid down the specific sources for local government funding with a fixed percentage coming from each source of income. Denny and Smith (1993), provide data on how Greek local authorities finance their activities. The main sources of local revenues are central government transfers - either in the form of tax sharing or grants and subsidies. Another significant component of local government revenues comes from EU's regional development and structural funds. Together, these two sources of finance constitute more than two-thirds of total local government revenues. They note that: “Central government grants have become an increasingly important part of local government revenues over the years.” This aspect of Greek local government further exacerbates its dependency from central government and dominant parties.
 


When it comes to local taxes, the Greek municipalities have very limited authority to set their own tax policies. According the report of the CoE “there are only three types of taxes over which local government has some control. These are: taxes on electrified areas, taxes on immovable property and the advertisement tax.
 Most importantly, local governments in Greece have no legislative power to set or collect local taxes. All local taxation in Greece is levied under central government legislation … and [own taxation] is collected by central government on behalf of local authorities.” The receipts from the shared tax revenues
 are distributed to the NUTS-3 regions and municipalities according to a formula, primarily based on population density (CoE 1993). A final source of funding can come from various forms of loans.
 The main credit institution for local governments is the "Loan and Consignment Fund". Loans from this fund can, under certain circumstances, be granted to local authorities at interest rates lower than at the private capital market. All these reveal in a stark manner that the financial autonomy of local government in Greece is severely undermined. Hence, it comes as no surprise that local and central politics are so interdependent and interconnected.

6.4 The Relationship between National and Local Politics

The lack of financial autonomy of Greek local administration resulted in the lack of autonomy in another equally important sphere: politics. Since most of the resources towards local administrations are coming from a common source, central government, it is not unusual for governments and political parties to interfere very actively in local politics. In fact, in most of the cases, and certainly for the case of prefectural elections, political parties and governments are very actively involved. In other words, local politics are seen as a continuation of central politics at another domain. The most common pattern of involvement in local politics is the following: political parties represented in the Parliament always endorse openly candidates for local elections. Usually, their endorsed candidates are high-profile, high-ranking party officials. Partisan endorsement and affiliation are two extremely important factors for electoral success (only few NUTS-3 administrations have had an independent, non-affiliated and non-endorsed by any party chair-person).
 As a result, clientelism and partisan favouritism also make their appearance in local politics. The most usual form they take is that of public sector appointments.


Moreover, the similarities among national and local elections extend to the electoral rule, which is a form of PR with a run-off.
 Hence, there is no incentive for strategic voting neither in national nor in the first round of local elections. Voting for a non-winning candidate endorsed by a smaller party won't affect the final outcome.
 Since we measure electoral fragmentation and voter turnout during the first round of local elections, when all candidates and parties participate in the electoral contest, the two electoral rules are equivalent in terms of induced voting behaviour. Moreover, the existence of a run-off ensures that no coalition administration ever takes place at the local level, another similarity between national and local politics. Therefore, there is no need to worry about the impact of coalition governments, through the electoral rule, on economic outcomes.


For all the above reasons, local elections are highly politicized. Moreover, the fact that they take place every four years between national elections, gives them a flavour of mid-term elections where the performance of government is implicitly evaluated. Hence, electoral and voting behaviour in local elections is almost identical with national ones. Stylized evidence (Figs. 6 and 7) provide a very good visualization of this point. Both within and across groups, voting behaviour (electoral fragmentation) in local elections appears to follow an identical trend with national ones. In most cases the two lines coincide. Therefore, we conclude that local elections act as a proxy for mid-term national Elections. Since the political characteristics between national and local elections are identical we need not worry for combining electoral data from both of them in our analysis.

�	 In addition to the two major ones there were on average three smaller parties contesting the elections and securing representation in the Parliament. Yet, their combined vote shares never exceeded 20 percent, until of course the 2012 elections.


�	 In fact, the Greek case provides a counter-argument to Persson et al. (2007). The recent grand-coalition government was an outcome of the economic crisis not a causal factor, since a coalition government has never occurred before. It was the severe debt crisis that forced the PASOK government, which held an absolute majority in the Parliament to seek the support of the opposition in passing the austerity measures.


�	 It is not a coincidence that the majority (around 300,000) of those employees who were hired under fixed-term renewable contracts during the 2005-09 period were employed by local governments and municipalities. 


�	 Article 102/1 of the Greek Constitution provides for the institution of local government in the following terms: “The administration of local affairs shall be exercised by local government agencies, the first level of which comprises municipalities and communities. Other levels shall be specified by law.”


�	 Laws 2218/94 and 2240/94 established the second level of local government in Greece, which is called Prefectural Self-Government and which has no relation with the first level in terms of hierarchy.


�	 After the last reform of 2006. Previously there were about 500 of them. 


�	 In fact, if anything, the recent trend is one of reverting recent progress and transferring some of those responsibilities back to the central government. For example, in July 2013 municipal police forces were disbanded and merged with national police under the unified command of the Greek National Police Headquarters.


�	 In 1975 these grants only accounted for 16% of the local revenues (Denny and Smith 1993).


�	 Upper and lower limits for these tax rates are determined by the central government.


�	 Shared tax revenues are referred to formally as “ordinary grants” to the local authorities.


�	 Loans account for approximately 10% of their revenues (Denny and Smith 1993)


�	 Party members who disagree with leadership's choices or want to express a general disagreement against its pursued policies may enter the race as "rebel" candidates. This is very common in Greek local elections.


�	 In local elections, if no candidate gets the absolute majority a second round takes place.


�	 If there is a winner in the first round this means that she got more than 50% of the total votes. Hence, voting strategically would have had no effect. On the other hand, if no candidate gets the absolute majority in the first round, the run-off takes place among the first two in the previous round. The equivalence of those two electoral systems is also stressed by Duverger (1954).





