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Commission assesses the Greek convergence
programme

The European Commission today made a recommendation to the Council of
Ministers on the Greek convergence programme. This is the first concrete
application of the new procedures in the stability and growth pact for
monitoring the economic and budgetary policies of countries that will not
participate in the euro zone from 1 January 1999. The primary objective of
the Greek convergence programme is to meet the necessary conditions to
participate fully in the euro from 2001. The programme is consistent with
the broad economic policy guidelines agreed at the Cardiff European
Council. It will be important to achieve the projected decline in inflation to
2.5% in 1999 and to maintain price stability thereafter. The government's
objective is to reduce the budget deficit to 2.4% of GDP in 1998, declining
more gradually in subsequent years to reach 0.8% of GDP in 2001. Debt
levels are projected to decline from 108.6% of GDP in 1998 to 99.8% in 2001.
On the basis of the Commission's recommendation, the Council is expected

to adopt a formal opinion on the Greek programme on 12 October

The Commission's recommendation was adopted at the initiative of President
Jacques Santer and Yves-Thibault de Silguy, Commissioner responsible for
economic, monetary and financial affairs. This is the first time the Commission
has applied the new strengthened procedures in the stability and growth pact for
surveillance and co-ordination of national economic and budgetary policies at the
level of the European Union (see also IP/98/842 on the Finnish stability
programme).

The stability and growth pact, adopted by the Amsterdam European Council in
June 1997, requires countries not participating in the euro zone (the so-called
"pre-ins") to present convergence programmes to the Commission and Council at
regular intervals. The aim of these programmes is to illustrate how countries
intend to meet the objectives of the pact, and in particular the medium-term goal
of a budget close to balance or in surplus. The Greek programme also sets out
the projected progress towards the convergence criteria for participation in the
euro zone (covering in particular inflation, public finances, long-term interest rates
and monetary stability). The programmes cover the current year and at least
three future years (the Greek programme covers the period1998-2001).
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The Commission's main conclusions are as follows:

- the programme reflects the government's objective of meeting the necessary
conditions to adopt the euro from 1 January 2001;

- the Greek convergence programme is broadly consistent with the
requirements of the stability and growth pact, provided that the fiscal and
structural measures announced in 1998 are fully implemented;

- it reiterates the Greek government's commitment to implement in full the fiscal
measures and structural reforms announced when the Drachma entered the
Exchange Rate Mechanism (ERM) on 16 March 1998;

- the programme is based on an ambitious, but not unrealistic GDP growth
forecast;

- moderate wage trends and strengthened fiscal discipline are vital to ensure
that the programme's inflation targets are met;

- in this context, the Commission notes that implementation of the 1998 budget
appears to be on track. In addition, the Greek authorities have announced a
new, more ambitious, budgetary target for 1999 since the presentation of the
convergence programme (1.7% of GDP instead of 2.1%);

- the success of the programme requires planned increases in government
investment to be funded through reductions in current expenditure, while
maintaining the downward trend in the overall deficit. This shift towards using
government savings for capital expenditure will be a clear break from past
experience and would have been easier to monitor had the programme
contained clear norms for securing expenditure control;

- the programme implies the need for improved procedures for revenue
collection and strict control of expenditure. To remain on track, the
government needs to be vigilant in controlling current expenditure and be
ready to act swiftly to correct any slippage from the announced objectives;

- the debt ratio has declined since 1994, but more slowly than could have been
achieved given the reduction in the deficit over the same period. The
programme aims to ensure a primary surplus of 7% of GDP per year from
1998. It is important to maintain this result to achieve sustained reductions in
the debt level. More extensive privatisation of public enterprises could make
a useful contribution in this context;

- the Commission estimates that the structural (cyclically adjusted) deficit
corresponding to the deficit target of 0.8% of GDP in 2001 should be
sufficient to provide a safety margin for the Greek economy to remain within
the Treaty reference value of 3% of GDP, while allowing for normal cyclical
variations;

- structural reform is needed in order to improve the efficiency of the Greek
economy, particularly in its large public sector.
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Key Figures in the Greek convergence programme
1997 1998 1999 2000 2001

Real GDP growth (annual % change) 3.5 3.5 3.7 3.9 4.5

General government -4.0 -2.4 -2.1* -1.7 -0.8
budget balance (% of GDP)

Government debt (% of GDP) 108.6 107.8 105.8 102.5 99.8

Inflation (deflator of private 5.5 4.5 2.5 1.9 1.7
consumption annual % change)

Unemployment rate (%) 10.3 9.8 9.3 8.6 7.5
* Revised to –1.7 in July 1998

Reinforced Procedures
The main innovations introduced by the stability and growth pact by comparison
with the previous arrangements for the Council's scrutiny of national convergence
programmes are as follows:

- the Commission formally recommends a draft opinion to the Council on the
content of the programme, in the light of a detailed technical analysis.
Previously, the work of the Council was based on an economic analysis of the
programme from the Commission services;

- the Council is required to adopt a formal opinion on the content of the
programme (as opposed to general conclusions). If the Council considers the
programme to be inadequate, it can invite the country concerned to make
appropriate modifications;

- a strict timetable governs the Council's examination of the programme (within
two months after its submission);

- Member States are required to make their convergence programmes public.

These arrangements are set out in Council Regulation EC 1466/97 which entered
into force on 1 July 1998.


