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EXECUTIVE SUMMARY  

 1 

A joint Commission / ECB / IMF mission met with the Greek authorities in Athens from 3 May 
to 2 June, and 21 to 23 June 2011. The mission assessed compliance with the terms and 
conditions of the Fourth Review under the Economic Adjustment Programme.  

 

Over the last year, the programme of economic policies has shown to be appropriate to 
help Greece in reducing its macroeconomic and fiscal imbalances. The objectives of the 
programme are restoring fiscal sustainability; preserving financial stability and adequate 
liquidity in the banking sector; and restoring competitiveness.  

After a strong start in the summer of 2010, reform implementation has substantially 
decelerated in recent quarters. Insufficient political consensus on a number of reforms, 
weaknesses in political coordination and constraints in administrative capacity have weighed on 
programme implementation. A reinvigoration of the adjustment programme is necessary to 
prevent the fiscal deficit from getting entrenched at unsustainable levels, but also to implement 
the structural reforms that will support the recovery. 

The recession appears to be somewhat deeper and longer than initially projected. 
Economic activity contracted in 2010 by 4½ percent, slightly more than projected at the 
inception of the programme and subsequent reviews. The contraction mainly concerned 
domestic demand, while the external sector has gained traction, thus contributing to the 
reduction in external imbalances. Progress in rebalancing the economy is also evidenced by a 
gradual reduction in inflation, wage settlements and labour costs. Yet, a further substantial 
reduction in unit labour costs will be necessary to perceptibly improve competitiveness. 
Contrary to earlier expectations, economic activity is expected to continue contracting in the 
second half of 2011, as additional fiscal consolidation and liquidity constraints are taking their 
toll on the economy. Real GDP growth for 2011 is now forecast at -3¾ percent in 2011, and to 
return to positive territory from 2012 onwards.  

The fiscal performance criteria for the first quarter of 2011 have been met but underlying 
problems remain unresolved. The performance criteria concern state expenditure, government 
primary balance, central government debt and new state guarantees. Tax collection continues to 
underperform compared to plans, even after the downward revisions agreed in previous reviews. 
Although part of this underperformance results from the severity of the recession and the 
liquidity constraints of taxpayers, several measures to fight tax evasion have not been fully 
effective. Nonetheless, the quarterly performance criterion on the primary balance has been 
achieved thanks to under-execution of expenditure at the state level, and relatively favourable 
results in the budgetary execution of local government and social security. Moreover, a number 
of weaknesses in expenditure control have not yet been overcome. As a result, arrears to 
suppliers by the ministries, hospitals and other public entities, instead of having been eradicated, 
have increased further. There is a distinct risk that the performance criterion on primary balance 
for end-June has been missed. 

The government is adopting a number of structural measures to ensure that the ESA-
based fiscal deficit ceiling for 2011 is respected. The previous review mission (February) 
found that, without additional measures, the fiscal target for 2011 would be missed by at least ¾ 
of a percentage point of GDP. In the meantime, the gap between projections and the deficit 
ceiling has widened substantially. If no action was taken, the government deficit in 2011 would 
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remain close to the 2010 level, above 10 percent of GDP. To close this gap, the government has 
announced several deficit-reducing measures amounting to almost 3 percent of GDP in 2011. 

A medium-term fiscal strategy (MTFS) has been prepared to ensure the durability of 
fiscal consolidation. The aim is to reduce the government deficit to 2½ percent of GDP in 2014 
and further in 2015, and place the debt ratio on a downward slope. To meet this objective, the 
government identified fiscal consolidation measures of about 10 percent of GDP between 2011 
and 2014, and above 11 percent of GDP if the period through 2015 is considered. The MTFS 
includes multiannual spending ceilings per ministry and establishes, therefore, a medium-term 
fiscal framework. 

The MTFS addresses a number of key weaknesses of public finances in Greece. While a 
large-scale fiscal consolidation package needs to touch all areas of government activity, the 
MTFS particularly aims to reduce overstaffing of the public sector, improve financial 
performance of state-owned enterprises and streamline social transfers. Expenditure measures 
include cuts in the public sector wage bill, operational expenditure, defence expenditure and 
investment; reduction in transfers to extra-budgetary funds and other entities; savings in state-
owned enterprises; cost-cutting initiatives in healthcare expenditure, pensions and other social 
benefits while protecting the most vulnerable. The cuts in the public sector wage bill will be 
achieved by eliminating most allowances in the context of a comprehensive wage grid reform 
and an increase in working hours. An attrition rule of 1 recruitment for 5 exits had already been 
taken into account in previous projections: it is now made stricter for 2011 and extended into 
2015. The attrition rule, a reduction in temporary contracts, and the abolition in elected 
positions following the recently implemented local government reform are expected to reduce 
the number of government staff by 20 percent from 2010 to 2015. Moreover, excess staff is 
expected to be moved to a labour reserve at reduced wages. Revenue measures entail increases 
in a number of tax rates, some new taxes, abolition of several exemptions and measures to 
improve tax compliance. However, the most recent tax measures increase the complexity of the 
system. Efforts will, therefore, be necessary in the future to broaden tax bases and streamline the 
tax system as a whole. 

To be successful, the MTFS has to be implemented in a decisive manner. Implementing 
legislation has been approved by Parliament at the end of June, and the approval of some other 
acts is expected shortly. Nonetheless, the implementation of this comprehensive policy package 
which aims to remove waste in all government entities is subject to significant risks. The delays 
in preparing the MTFS illustrate the increasing difficulties of the government to formulate and 
collectively support the necessary economic reforms. On the positive side, the impact of the 
measures that raise particularly large implementation risks, and that are difficult to quantify, 
have not be considered for the initial years (2011-13) covered by the MTFS. Among these are 
measures to reduce tax evasion or the misuse of social benefits. 

Important steps have been agreed to strengthen and accelerate the privatisation 
programme. The Greek government is one of the European sovereigns with the richest 
portfolio of assets. This portfolio includes listed and non-listed companies, concessions and 
commercially-viable real estate (buildings and land). Most of these assets have not provided any 
relevant revenue, while loss-making state-owned enterprises have actually been a source of 
costs. Privatising those assets will contribute to reduce debt with a small, if any, cost in terms of 
future revenue. At the same time, privatisation promotes the economic activity and foreign 
direct investment. Key assets to be privatised have been identified and an indicative calendar of 
privatisation has been agreed. In order to accelerate the procedure, and ensure the irreversibility 
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of the whole process, the appropriate governance is being put in place: a privatisation fund 
managed by an independent and professional board has been legislated and will be established 
shortly. A new quantitative quarterly criterion on the cumulative privatization proceeds will 
help monitor progress in this area. 

The financial sector situation remains fragile. Banks are still shut off from international 
capital markets and the level of deposits keeps contracting. This reflects consumption 
smoothing and lack of working capital at corporate level, but also the uneasiness caused by the 
ongoing discussion about debt restructuring. Concomitantly, the reliance of Greek banks on 
Eurosystem funding peaked in June 2011, after declining during the first quarter of 2011. 
Banks’ liquidity has been further affected by shrinking collateral pools because of rating 
downgrades and declines in collateral valuation, as well as changes in the Eurosystem’s 
collateral rules. 

The Greek banks entered the crises with relatively strong capital buffers, though these 
varied considerably among banks. Asset quality has continued to deteriorate amid a weak 
economic environment, and provisioning levels are comparatively low. Several Greek banks are 
under restructuring, though the process has been slow. The Bank of Greece will require 
additional capital buffers against potential further deterioration of the operational environment, 
based on each bank’s specific risk profile. Obviously, the outlook for the Greek financial sector 
is not independent from choices concerning private sector involvement. 

Several structural reforms have been legislated. Over the last year, the Greek government 
has adopted several structural reforms in the areas of pensions, healthcare, labour market, 
product and service market regulation and other reforms to improve the business environment. 
Other than the reforms that are part of the fiscal consolidation efforts (e.g. pension and 
healthcare), these reforms aim at removing rigidities, reducing production costs, and increasing 
competition and competitiveness. While a decline in wages has contributed to competitiveness, 
the growth-enhancing reforms have not yet reached a critical mass that allows them to have a 
tangible impact on the economy’s productivity and ability to grow. A decisive implementation 
of the several measures which were legislated or are under preparation is necessary to improve 
the business climate and pave the way for sustainable economic recovery.  

Delays in implementing structural reforms reflect administrative capacity limits and 
constraints in political coordination. Against this background, the mission discussed the need 
to establish a formal project-management framework, in particular for the structural reforms. It 
recommended that project managers be nominated for each initiative to be carried out in key 
areas (labour market reform, product and service market reform, fast-track investment, etc.) and 
that an internal committee be mandated to develop, utilise, and publish result-oriented indicators 
for each of the key structural reform initiatives, on a regular basis. 

Strengthening technical assistance is crucial to assure strict programme implementation 
and addressing capacity issues. Technical assistance by the Commission and the IMF has been 
useful in a number of areas like statistics, absorption of structural funds and land registry; and 
taxation, public finance management and financial sector reforms. Effective technical assistance 
should now be extended to other areas and should be provided also by the euro-area Member 
States.  

Debt sustainability can only be restored if the government fully adheres to the fiscal 
consolidation and the privatisation plan. On the basis of current projections, the Greek 
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government debt ratio will peak in 2012 and decline afterwards, with a significant contribution 
from the privatisation plan.  In any case, the Greek government debt will remain for many years 
at a high level and, therefore, subject to possible adverse developments that cannot be predicted. 
In particular the debt sustainability assessment is very sensitive to growth outcomes, 
highlighting the crucial importance of frontloading growth-enhancing structural reforms. 

The cost of market financing remains prohibitive. Yields have increased substantially in 
recent months recording peaks well above those registered at the programme’s inception. It is 
unlikely that yields will return to affordable levels in a matter of a few quarters. Reflecting this 
situation, the Greek sovereign rating has been further downgraded by the main credit rating 
agencies. The market scepticism is related to doubts about the ability of the Greek government 
and society to persevere in fiscal consolidation, and in restoring competitiveness.  

__________________ 

 

One year after the start of the programme, almost half of the international assistance 
loans have been disbursed. By now, the euro-area Member States and the IMF together have 
disbursed EUR 53 billion: EUR 38.5 billion by the euro-area Member States and EUR 14.5 
billion by the IMF. The fifth disbursement would amount to EUR 8.7 billion from the euro-area 
Member States and EUR 3.3 billion from the IMF, and bring total disbursements to EUR 65 
billion.  

Full and timely implementation of the comprehensive policy package agreed during the 
mission should ensure further progress towards fiscal consolidation, financial stability and 
improved competitiveness. In particular, the ambitious medium-term fiscal strategy and the 
enhanced privatisation programme are expected to keep the economic adjustment programme 
on track.  However, there are significant implementation risks, which, if not properly addressed, 
would endanger the success of the programme in restoring competitiveness and debt 
sustainability. 

A number of pre-conditions are necessary for the adjustment process to be successful. The 
programme of fiscal, financial and growth-enhancing reforms needs to be strictly implemented. 
Privatisation has to accelerate. Given the length, magnitude and nature of required reforms, 
political and social consensus remains a prerequisite for success. Weaknesses in institutional 
capacity will need to be addressed through enhanced technical assistance. 

Against this background, a reinvigorated economic adjustment programme with scaled up 
financing assistance appears necessary. While noting the responsibility of the Greek 
government and other stakeholders to contain implementation risks identified in this report, the 
Commission services recommend this disbursement to take place, and at the same time to set up 
the main parameters for a new financing programme.. 
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1. This report assesses compliance with the conditions of the fourth review of the Greek economic 
adjustment programme. The assessment is based on the findings of the joint Commission/ECB/IMF 
mission to Athens (3 May-2 June, and 21-23 June 2011). The mission assessed compliance with 
conditionality associated to the fifth disbursement and progress towards the key programme 
objectives of safeguarding the stability of the financial system, securing fiscal sustainability, and 
boosting competitiveness, potential growth and jobs.* 

2. In May 2010, the euro-area Member States and the IMF provided financial support to Greece 
in the context of a sharp deterioration of its financing conditions. On 2 May 2010, the Eurogroup 
agreed to provide bilateral loans pooled by the European Commission for a total amount of EUR 80 
billion to be disbursed over the period May 2010 through June 2013. The financial assistance agreed 
by euro-area Member States was part of a joint package, with the IMF financing additional EUR 30 
billion under a stand-by arrangement (SBA). This package was planned to fully cover the 
government’s financing needs related to its fiscal deficit and maturing medium- and long-term 
liabilities until end 2011 and progressively less thereafter. During the whole programme duration, 
Greece was planned to keep access to short-term market financing. 

3. One year after the start of the programme, almost half of international assistance loans have 
been disbursed. By now, the euro-area Member States and the IMF together have disbursed EUR 53 
billion: EUR 38.5 billion by the euro-area Member States and EUR 14.5 billion by the IMF. The fifth 
disbursement would amount to EUR 12 billion (EUR 8.7 billion by the euro-area Member States and 
EUR 3.3 billion by the IMF) and bring total disbursements to EUR 65 billion.  

  

                                                           
*  This Compliance Report is released together with the Commission Communication "Follow-up to the Council Decision 

of 10 May 2010 addressed to Greece" (COM (2011)  422 final, of 1 July  2011). 
 See also the quarterly report submitted on 16 June 2011 by the Greek Ministry of Finance, and available for download at: 

http://ec.europa.eu/economy_finance/sgp/deficit/ countries/greece_en.htm.   
During the review mission in Athens, the Commission / ECB / IMF staff teams met with the ministers of Finance; as 
well as with the ministers for Regional Development and Competitiveness; National Defence; Labour and Social 
Security; Health and Social Solidarity; Interior, Decentralisation and e-Government, and Education, Lifelong Learning 
and Religion, and with the governor of the Bank of Greece. Moreover the teams met with staff of these ministries and the 
central bank, as well as of the ministries of Infrastructure, Transport and Networks; Culture and Tourism; Public Debt 
Management Agency, Hellenic Financial Stability Fund, and Hellenic Competition Commission. Meetings also took 
place with social partners, think-tanks and several banks.  
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Table 1. Disbursements under the economic adjustment programme 
(EUR billion) 

 

Total
1st tranche 18 May 2010 14.5 12 May 2010 5.5 20.0
2nd tranche 13 September 2010 6.5 14 September 2010 2.5 9.0
3rd tranche 19 January 2011 6.5 21 December 2010 2.5 9.0
4th tranche 16 March 2011 10.9 16 March 2011 4.1 15.0
Total past disbursements 38.4 14.6 53.0

Total
5th tranche July 2011 8.7 July 2011 3.3 12.0
6th tranche September 2011 5.8 September 2011 2.2 8.0
7th tranche December 2011 3.6 December 2011 1.4 5.0
8th tranche March 2012 7.3 March 2012 2.7 10.0
9th tranche June 2012 4.4 June 2012 1.6 6.0
10th tranche September 2012 4.4 September 2012 1.6 6.0
11th tranche December 2012 1.5 December 2012 0.5 2.0
12th tranche March 2013 4.4 March 2013 1.6 6.0
13th tranche June 2013 1.5 June 2013 0.5 2.0
Total planned disbursements 41.6 * 15.4 57.0

Total programme 110.0
* Original amount to be provided by the euro-area Member States, as agreed in May 2010. The total amount available under the loan 
facility agreement (LFA) may be lower. This is because Slovakia decided not to participate in the LFA while Ireland and Portugal have 
stepped down from the facility as these two countries requested financial assistance themselves. This situation of these three countries 
reduced the facility by EUR 2.7 billion. 

Past disbursements

Euro-area Member States IMF

Euro-area Member States IMF

Planned disbursements

 
Source: Commission services and IMF. 

 
Table 2. Contributions by the euro-area Member States to disbursements to Greece so far 

(EUR million)  
 

BE DE IE ES FR IT CY LU
May 2010 0.0 4,427.9 0.0 1,941.6 3,325.2 2,921.9 32.0 40.8
September 2010 758.8 1,495.9 347.4 656.0 1,123.4 987.2 10.8 13.8
January 2011 238.8 1,864.4 -- 817.5 1,400.1 1,230.3 13.5 17.2
March 2011 530.0 611.8 -- 1,814.4 3,107.4 2,730.5 29.9 38.2

MT NL AT PT SI SK FI Total
May 2010 14.8 932.5 454.0 409.3 0.0 -- 0.0 14,500.0
September 2010 5.0 315.0 153.4 138.3 102.9 -- 392.2 6,500.0
January 2011 6.2 392.6 191.2 172.3 32.4 -- 123.4 6,500.0
March 2011 13.8 871.4 424.3 382.5 71.8 -- 274.0 10,900.0  

Source: Commission services. 

 

4. The maturity of loans granted by the euro area to Greece has been extended. In order to alleviate 
the amortisation burden in the post-programme years and align the maturity of loans to Greece with 
those of Ireland, the euro-area Member States decided, in March 2011, to extend the maturity of 
bilateral loans to 7½ years, on average. Under the new terms, the maximum grace period of the euro-
area loans is extended from 3 years to 4½ years, with the maximum maturity extended from 5 to 10 
years. The redemption profile after the grace period remains quarterly. This decision also applies to 
the tranches already disbursed. 

5. The margin interest rate was reduced by 100 basis points. The interest rate for the first three years 
of each tranche is the 3-month Euribor rate, plus a 200-basis points margin, instead of 300-basis 
points. From the third anniversary of each tranche, the margin increases by 100-basis points. The 
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reduced margin will be applied from the first interest payment date after the signature of the amended 
loan facility agreement. There will be no retroactive application of lower rates on interest already paid 
by Greece.   

 

Box 1: A debate on the Greek debt restructuring 

There is an intense public debate on the need for, and usefulness of, a restructuring of the Greek sovereign 
debt. The debate is very active among policymakers and media, and in academic circles. The main argument for debt 
restructuring relates to debt sustainability. The level of the Greek government debt, which is expected to peak just 
above 160 percent of GDP is considered by some commentators to be unsustainable and an indication that the Greek 
government would not be solvent. It has been argued that to be solvent, the Greek government debt should be 
substantially reduced. 

Several options of debt restructuring have been mentioned in the debate. An extension of maturities, either 
coercive or voluntary, which keep the bonds’ net present value, would not help to improve sustainability, though 
would relieve financing needs in specific years. Reducing the debt stock to, say 80 to 100 percent of GDP, would 
require a very large ‘haircut,’ irrespective of whether the debt held by the euro-area Member States and the ECB 
would be exempt of the restructuring, while the IMF loans have privileged creditor status. 

Following restructuring, the sovereign debt market access would be impaired for a protracted period. In 
principle, sovereign debt is easier to roll-over and stabilise at a lower level. However, it is very unlikely that a lower 
debt level obtained by restructuring would be any easier to refinance, as experience shows that the markets’ tolerance 
for any given debt level is likely to be substantially lower after restructuring. The interest rate at which Greece could 
access the markets after restructuring is likely to be well above the rate paid by countries with a similar debt ratio. 
Moreover, adverse impacts on the banking sector and financial transmission would likely weigh on economic growth, 
which is a key factor of debt sustainability. All this would contribute to the debt ratio to increase again, quickly 
eroding the initial gains of restructuring, and international assistance loans would still be necessary for a long period.  

Greece's financial sector would be badly hit by restructuring. The Greek domestic banks currently hold around 
EUR 40 billion of Greek government bonds, while the domestic pension funds hold around EUR 27 billion. This 
exposure leaves the Greek financial sector particularly vulnerable to any reduction in the net present value of their 
holdings. The latest available data from Greek banks’ funding plans suggest that a haircut of 40 percent on Greek 
government bonds would imply a system-wide capital shortage of between EUR 10 and 16.5 billion, depending on 
the required capital target. This would essentially wipe out the capital base of the banking system. Also, the solvency 
shock could be accompanied by a further liquidity shock, because banks would need to find alternative collateral to 
government securities for participating in Eurosystem refinancing operations, or because depositors would wish to 
move their savings out of the Greek banking system. 

Debt restructuring in Greece would have a severe contagion impact on other EU sovereigns. Greece's 
restructuring would risk creating a permanent shift in investor sentiment and lead to self-fulfilling prophecies for 
other vulnerable Member States. Creditors would reduce the level of debt tolerance and demand structurally higher 
risk premia. Member States with high, but not obviously excessive, debt levels could find themselves facing multiple 
equilibria and a significant increase in risk perceptions by creditors could tip the balance into illiquidity, even without 
a change in the underlying fiscal position of the countries concerned.  

Fiscal discipline and privatisation receipts will achieve sustainability. Experience from earlier consolidation 
episodes in EU countries demonstrates that sizable fiscal consolidation and long periods with large primary surpluses 
are feasible. Between 1990 and 1994, Greece managed to improve its primary balance by 9¼ percentage points of 
GDP; Denmark achieved a consolidation of 14 percentage points between 1982 and 1986. In the 1990s, several EU 
countries attained and maintained primary surpluses of at least 4 percent of GDP for several consecutive years. In 
Belgium, which was for several years the most indebted of all EU governments, primary surplus exceeded 5 percent 
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of GDP each year between 1997 and 2003. Although challenging, it is therefore not unrealistic to assume that Greece 
can achieve the fiscal consolidation commitments of the adjustment programme, with the overall deficit declining to 
2½ percent of GDP in 2014 and further in 2015, and the primary balance to reach 6 percent of GDP. Moreover, the 
Greek privatisation plan, which aims at collecting EUR 50 billion over the next five years, will reduce the debt-to-
GDP ratio by 20 points.  
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6. The quarter of deepest contraction is likely to be behind us. After contractions in economic 
activity of 3 to 4 percent (year-on-year, s. a.) in the second and third quarters of 2010, economic 
activity is estimated to have declined by 7½ percent in the last quarter of 2010. This is expected to 
have been the deepest contraction in this economic cycle. The available data for the first quarter of 
2011 indicate that the recession remains severe (-5½ percent relative to the same quarter of 2010, s.a.) 
but the economy is giving signs of stabilising. Official statistics indicate that, on the first quarter 2011, 
economic activity actually expanded by ¼ of a percentage point relative to the last quarter of 2010. 
Although improvement is expected for the next quarters, real GDP growth in 2011 is projected to 
remain negative: -3¾ percent for the year as a whole. 

Graph 1. Real GDP growth 
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Source: EL.STAT and Commission services.  
 

 
Table  3. Macroeconomic projections 

(Real GDP growth)  

 2011 2012 
European Commission -3.8 +0.6 
OECD -2.9 +0.6 
Consensus Economics -3.6 +0.2 
NBG -3.5 -- 
Piraeus Bank -3 to -4 -- 
Alpha Bank > -2.5 -- 
IOBE 
(Foundation for Economic and 
Industrial Research) 

-3.2 -- 

KEPE 
(Centre for Planning and Economic 
Research) 

-4.1 -- 

 

7. Domestic demand remains depressed. Private consumption fell by more than 4 percent in 2010, 
with a particularly strong contraction in the fourth quarter, consistent with a drop in consumer 
sentiment and a fall in credit to households. This resulted in a sharp deterioration in retail sales 
continuing through the first months of 2011. The outlook for private consumption remains negative, 
as unemployment, wage developments and inflation are weighing on households' disposable income.  
Both private and public investment has also fallen strongly: public investment as the result of fiscal 
austerity, while private investment suffered as result of depressed business sentiment. Capacity 
utilisation fell well below its historical average and the supply of credit was restrained.  
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Graph 2. Business and Consumer Surveys 
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8. The external sector is recording promising results. There is evidence of increasing dynamism in 
exports and for several consecutive months now, exports of goods have registered two-digit growth 
rates, although from a low base. This trend is expected to continue in the coming quarters as non-
domestic industrial orders remain robust and well above domestic orders. It remains to be seen, 
however, whether the strength of exports reflects a successful rebalancing of the economy, and of 
Greek producers looking for new markets, or simply a short-lived boost relative to the low exports 
recorded in 2009 and first half of 2010. The surplus in service exports is increasing, although the 
recovery in shipping has so far been below expectations. Based on advanced bookings, the prospects 
for tourism for the summer are good. The fall in imports has been smaller than anticipated at the 
outset of the programme.  Moreover, the improvements in trade balance and in the current account 
have been less than the real growth rates for export and imports would suggest, because of a 
deterioration in the terms of trade and, in particular, the increase in the prices of imported energy.  

Graph 3. Exports and non-domestic industrial orders Graph 4.Industrial production and capacity 
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9. The adjustment in the labour market continues. Total employment fell by 2 percent in 2010, and is 
projected to contract by more than 3 percent in 2011 before stabilising. The unemployment rate 
reached 11.5 percent in 2010 and will keep increasing to 15 percent in 2012. As a result there is a 
strong downward pressure on labour costs, in particular non basic-pay, like overtime pay and fringe 
benefits. Private sector wages contracted by -2.5 percent in the last quarter of 2010 and this 
developments is expected to continue, though the national collective agreement of July 2010 (for 
minimum wages, but which used to provide a guiding role for other wages) provides for zero growth 
rate until mid 2011, and an increase of 1.6 percent in July 2011. Moreover, firms are shifting to more 
flexible working arrangements, like part-time employment or intermittent jobs, while several 
collective agreements are not being renewed and the share of individual contracts is increasing.  

Graph 5. Employment and unemployment rate Graph 6. Nominal unit labour cost 
(annual growth rate)  
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10. Inflation is declining. The latest available statistics indicate that prices (HICP) increased by 3.1 
percent (year-on-year) in May, down from 4.9 percent in January 2011. Constant-tax inflation rate 
was negative in January and February but increased again to above 1 percent in spring. For 2011 as a 
whole, the overall inflation rate is expected to be slightly below 3 percent. The total impact of indirect 
taxation increases on annual inflation is projected to be 1.7 points, well below a maximum of 4¾ 
percent in January. This means that constant-tax HICP, for 2011 as a whole, is projected to be 1¼ 
percent. Over the next months, further increases in excises and in the VAT rates for some services 
will temporarily push up inflation. For 2012 and subsequent years, the inflation outlook has been 
revised upwards compared to previous forecast, mostly due to higher commodity and oil prices. 
Headline inflation is now expected to remain close to 1 percent in 2012-15. This forecast does not yet 
fully reflect the impact of the ongoing structural reforms, which will contribute to higher productivity, 
strengthened competition in product markets and increased price flexibility. Disinflation could, 
therefore, be stronger than in the central scenario. However, there are also upward risks related to 
import prices. 
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Graph 7. HICP inflation developments and projections 
(% change, y-o-y) 
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Graph 8. HICP inflation main drivers developments (% change, y-o-y) 
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11. The external deficit is narrowing, but remains high. The current account deficit is estimated to 
decline from 11¾ percent of GDP in 2010 to slightly below 10 percent in 2011 and to fall to 7¾ 
percent of GDP in 2012 and 6½ percent in 2013. The increasing deficit in the balance of primary 
incomes, which results from a large and still increasing net external debt, offsets part of the 
improvement in the balance of goods and services. The net external debt-to-GDP ratio is projected to 
reach 140 percent in 2012 and to stabilise thereafter.  

12. The medium-term projections for economic activity remain on the whole unchanged. The 
dynamics of economic activity in 2012 have remained unchanged. However, weaker economic 
activity in 2011, on the back of additional fiscal consolidation measures, implies a smaller growth rate 
(0.6 percent) in 2012. The composition of demand is expected to continue shifting towards net exports 
and away from internal demand, as improving competitiveness drives up exports, while low wage 
growth and higher consumer prices will compress disposable income. Risks to the macroeconomic 
scenario for 2011 and 2012 are balanced. In particular, risks to net exports are on the upside, but less 
favourable employment could keep income and consumption at low levels.  
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13. The success of the programme and the orderly adjustment of the Greek economy are crucially 
dependent on a strong recovery from 2012 onwards. In 2013-15, the current projections, with 
growth rates of 2 to 2¾ percent are prudent. After three years of contraction in economic activity by 
more than 10 percent, and given the implementation of structural reforms and privatisation, the 
economy has the potential to rebound and record higher growth rates.  

 
Graph 9. Current account and net external liabilities 
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Table 4. Macroeconomic scenario: main features 
 

2010 2011 2012 2013 2014 2015
Real GDP (growth rate) -4.5 -3.8 0.6 2.1 2.3 2.7

Domestic demand contribution* -7.7 -6.6 -2.0 1.0 1.4 1.8

Net trade contribution 2.3 2.7 2.6 1.1 0.9 0.9

Employment (growth rate) -2.1 -3.2 -0.3 0.9 0.7 0.8
Unemployment rate (percent of labour force) 11.5 14.5 15.0 14.5 14.0 13.6

Unit labour cost (growth rate) -0.4 -1.8 -0.2 -0.3 -0.5 -0.9

HICP inflation 4.7 2.9 1.0 1.0 1.1 1.1

HICP inflation at constant taxes 1.4 1.3 0.9 1.0 1.1 1.1

Current account balance (percent of GDP) -11.8 -9.9 -7.7 -6.6 -5.8 -4.9

Net borrowing vis-à-vis RoW (percent of GDP) -10.1 -8.0 -5.6 -4.4 -3.4 -2.4

Net external liabilities (percent of GDP) -129.5 -140.5 -144.3 -144.3 -143.1 -140.6

Source : Commission services.

* Excluding change in inventories and net acquisition of valuables
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14. Investors’ views on Greece’s sovereign debt remain negative. Greek bond yields and spreads vis-à-
vis German government papers indicate that financial markets consider Greece's medium and long-
term debt particularly risky and believe that losses in net present value are likely. The market 
scepticism is related to doubts about the determination of Greek policymakers, and the ability of the 
Greek society, to endure the fiscal austerity that would be necessary for several years to durably 
reduce the debt ratio. 

Graph 10. Yield spreads  
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Table 5. Ratings 

Rating Effective Rating Effective Rating Effective
Sovereign Caa1 1-Jun-11 B+ 20-May-11 CCC 13-Jun-11
ATE B3 3-Jun-11 B+ 23-May-11 --- ---
NBG B3 3-Jun-11 B+ 23-May-11 CCC 15-Jun-11
Eurobank B3 3-Jun-11 B+ 23-May-11 CCC 15-Jun-11
Alpha bank B3 3-Jun-11 B+ 23-May-11 CCC 15-Jun-11
Piraeus B3 3-Jun-11 B+ 23-May-11 CCC 15-Jun-11

Standard & Poor'sMoody's Fitch

 
Source: Bloomberg 

 

15. Greece is unlikely to regain funding market access in 2012. The economic adjustment programme 
agreed in May 2010 envisaged that Greece will return to markets for medium- or long-term financing 
in the course of the first quarter 2012 and roll-over part of its maturing debt. Greece would have to 
raise EUR 27 billion in 2012. As Greece’s access to long-term market financing remains fully 
restricted, it is now rather unlikely that Greece will manage to raise such amounts in the market as 
early as next year. 

16. Owing to successful capital increases in 2010, the average Tier 1 CAR (capital adequacy ration) 
of the banking system remains at 12.2 percent, although asset quality continued to deteriorate 
amid a weak economic environment. Non-performing loans increased to 11 percent in 2010, up 
from 7¾ percent in 2009. Moreover, the rate of restructured loans in total loans has more than 
doubled, reaching 3.1 percent at end-2010. The loan-loss coverage ratios stood at 45½ percent as of 
December 2010. The corresponding increase in provisioning, coupled with trading losses, resulted in 
a loss for the banking system in 2010. 
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17. The Greek banking sector balance sheet contracted by 2.5 percent in 2010. Credit growth to the 
domestic private sector continued to slow in the first quarter of 2011, declining quarter-on-quarter by 
1.1 percent for households and 0.6 percent for non-financial corporations. According to the Greek 
banks, this slow down in credit reflects a decline in credit demand due to the economic recession; an 
increase in banks’ risk aversion, and banks’ funding constraints. Nevertheless, with the economies 
picking up in South and Eastern Europe (SEE), the banks’ balance sheets on the group level grew by 
1.3 percent in 2010, while the funding gap vis-à-vis SEE subsidiaries decreased. 

18. The banking sector liquidity position has tightened further. The rate of decline of deposits has 
stayed at 2010 levels, with domestic household and corporate deposits together declining by 4.7 
percent in the first quarter of 2011, after an overall contraction in deposit of 13 percent in 2010. In the 
first quarter of 2011, this could be mostly explained by consumption smoothing and lack of working 
capital at corporate level, however, uneasiness caused by frequent market rumours also encouraged 
capital flight.  Wholesale funding markets remain virtually closed for Greek banks and maturing debt 
cannot be rolled-over. Due to this, the reliance of Greek banks on Eurosystem peaked in early June 
2011, after declining during the first quarter of 2011. Greek banks’ ability to borrow from the 
Eurosystem is challenged by the gradual erosion of their pools of eligible collateral assets, due to 
credit rating downgrades, declines in asset valuations and the tightening of some Eurosystem 
collateral rules in January and March 2011. However, the suspension since May 2010 of the 
application of the minimum credit rating threshold in the collateral eligibility requirements for 
marketable debt instruments issued or guaranteed by the Greek State has enabled Greek banks to 
preserve the value of their collateral pools. 

19. ATE Bank announced plans for a share capital increase of EUR 1 260 million.  This is taking 
place through a rights issue and a concurrent redemption of the EUR 675 million of preference shares 
held by the State. The capital increase, which has been fully subscribed by the State and five 
underwriters, will take place by end-June 2011. On 23 May 2011, the European Commission, as 
competition authority, authorised the additional state recapitalisation and the restructuring plan of 
ATE. The bank's restructuring plan foresees: 
• a reduction in balance sheet size by 25¾ percent (from the end-2009 level); 
• a cost reduction by 25 percent; 
• the sale of non-core subsidiaries and banking participations, and 
• the run-off of certain portfolios. 
ATE Bank remains committed to the asset quality reinforcement policy, by maintaining a coverage 
ratio above 50 percent throughout the duration of the restructuring plan.  

20. Legislation on unbundling HCLF (Hellenic Consignment and Loan Fund) was adopted in early-
May 2011. The law stipulates the carve-out of the commercial activities into a separate entity. An 
implementing decree and additional commitments deemed necessary for compliance with State aid 
rules will further clarify the future tasks of the remaining activities of the HCLF, ensuring that these 
will not be in competition with commercial activities. A more detailed schedule for the commercial 
activities will also be elaborated specifying, inter alia, a detailed timetable for the steps necessary to 
fully dispose of the commercial activities. 
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Graph 11. Bank deposits 
 

Graph 12. Greek banks' borrowing from the 
Eurosystem 

0

50

100

150

200

250

Jan-07 Jan-08 Jan-09 Jan-10 Jan-11

EUR billion

Total deposits Sight deposits

0

10,000

20,000

30,000

40,000

50,000

60,000

70,000

80,000

90,000

100,000

Jan-04 Jan-05 Jan-06 Jan-07 Jan-08 Jan-09 Jan-10 Jan-11
0

2

4

6

8

10

12

14

16

18

20

Borrowing from the ECB (EUR
million) (lhs)

ECB liquidity as percent of bank's
liabilities (rhs)

Source: Bank of Greece Source: IMF, IFS  

Graph 13. Credit to private sector 
(percent change, y-o-y) 

Graph 14. Non-performing loans 
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Table 6. Banking sector soundness indicators 

 
basis 2007 2008 2009 2010

Capital adequacy ratio consolidated 11.2 9.4 11.7 12.2
solo (1) 12.7 10.7 13.2 13.7

Tier I ratio consolidated 9.2 7.9 10.7 10.9
solo 9.3 8.7 12,0 12.2

Return on assets (after tax) consolidated 1.4 0.7 0.1 -0.3
solo 1.0 0.2 -0.1 -0.6

Return on equity (after tax) consolidated 17.8 10,0 2.3 -4.2
solo 14.6 3.1 -1.7 -8.6

Loan to deposit ratio consolidated 106.0 114.0 113.8 121.9
Non-performing loans (2) solo 4.7 5.1 8.1 11,0
Coverage ratio (3) solo 53.4 48.9 41.5 45.5
Notes: (1) at the level of the individual entity; (2) Non-performing loans as percentage of total gross loans; (3) 
provisions as percentage of non-performing loans.  
Source: Bank of Greece 
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Graph 15. Holding of Greek government debt 
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21. The main challenge is to support banks’ efforts to deleverage and restructure in an orderly 

manner without exacerbating the ongoing economic contraction. The Bank of Greece has 
committed to deal with potential weaknesses in each individual bank, if and when needed, so as to 
ensure financial stability in the system. Moreover, the authorities have committed to improving the 
legislation on financial institutions to allow timely and effective intervention and resolution consistent 
with EU law and international best practice.  The mission stressed that there was a need to address the 
shortages of appropriately qualified experts in the Bank of Greece financial supervision arm. 

22. The Hellenic Financial Stability Fund (HFSF) is available as a capital backstop. While the HFSF 
Board has been operating since October 2010, staffing has been proceeding more slowly than planned 
and is now expected to be completed by mid-2011. In the meantime, solutions have been specified to 
transfer staff from the Bank of Greece, or to outsource some tasks. In terms of funding, an amount of 
EUR 1.5 billion has been transferred to the HFSF for potential interventions. The remainder of the 
EUR 10 billion will be made available gradually on a dedicated government account. In the first 
quarter of 2011, the government transferred EUR 1 billion to this account. To estimate possible future 
recapitalisation needs, the Bank of Greece continues to assess bank solvency through regular 
exercises. Meanwhile, the Bank of Greece ensures that appropriate actions are taken to address capital 
shortages in some smaller banks whose capital base has fallen short of regulatory requirements. As 
regards the possibility of mergers for banks which are under restructuring, this will be done also in 
accordance with EU state aid rules and ensure that the bank’s viability is not endangered. 

23. The Bank of Greece is carefully monitoring liquidity developments in the banking sector. It has 
asked banks to establish the medium-term funding plans (MTFP) by end-June 2011 to improve the 
banking sector structural liquidity position and to reduce the reliance on the Eurosystem refinancing. 
By doing so, the Bank of Greece will ensure that the funding plans are consistent with the adjustment 
programme's macroeconomic and fiscal framework. Market volatility and further downgrades of the 
sovereign debt, however, have led to further enhancement of the liquidity cushion in the system. On 4 
April 2011, the Commission, as competition authority, authorised an increase of the State guarantee 
scheme by EUR 30 billion. Banks’ access to this additional amount is conditional on their MTFP 
being on track.  

24. The efforts to strengthen the financial sector supervisory and regulatory framework must 
continue. The supervision of the insurance sector is being enhanced since the Bank of Greece took it 
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over in December 2010. It is undertaking a diagnostic assessment of insurance companies’ solvency, 
reviewing the adequacy of existing policyholder guarantee schemes and participating in the EIOPA 
(European Insurance and Occupational Pensions Authority) stress tests. 
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25. There have been significant hurdles in the implementation of the adjustment programme. There 
has been substantial progress in fiscal consolidation, but resilient tax evasion and weaknesses in 
expenditure control have continued to weigh on the adjustment. Adoption of legislation on several 
structural reforms has encountered resistance from specific interest groups. Moreover, there have been 
deficiencies in the prompt implementation of the legislated reforms given the complexity and scale of 
reforms which test the limits of the Greek administration. An increase in technical assistance provided 
to Greece by the European Commission, the IMF and euro-area partners could help overcoming those 
limits. 

26. The government and the Greek society remain committed to the programme. Despite protests by 
vested interests, and some adjustment fatigue, there is evidence that large parts of the Greek society 
keep supporting the adjustment programme, including the measures liberalising and modernising the 
economy, and reduce the role of the state.   

Table 7. Summary of compliance with conditionality for end-March 2011 
 

 Overall assessment Comments 

Fiscal policy Most criteria for January-March 2011 
have been observed 

The quantitative criteria on primary balance, primary 
spending and net guarantees granted by central 
government have been respected. The indicative 
criterion on non-accumulation of arrears to suppliers has 
not been respected. 
Data published by Eurostat in April confirmed that the 
ceiling for the ESA deficit for 2010 was exceeded by 
more than previously estimated. Projections indicate that 
without additional measures the quarterly criteria and the 
annual deficit ceiling would be missed. 

Structural fiscal reforms Largely observed 

Several measures have been adopted in relation to the 
fight against tax evasion and public finance 
management, and restructuring of public enterprises. 
Moreover there has been progress in healthcare reform. 

Financial sector policy Largely observed 

Government adopted an additional EUR 30 billion 
tranche of government guarantees on bank bonds.  The 
legislation to change the status of state-owned bank 
employees has not been tabled.  

Growth-enhancing 
structural reforms Partially observed 

Several growth-enhancing structural reforms have been 
adopted, though in some cases with delays compared to 
commitments. Moreover, some of these reforms 
contained some deficiencies that will have to be 
corrected. 

Data provision Largely observed 

There has been a further improvement in the quality of 
available data. However, data on expenditure 
commitments, payments in arrears and on the accounts 
of sub-central entities is not yet fully satisfactory. 

Source: European Commission. 

 

4.1. FISCAL POLICY 

4.1.1. Fiscal policy in 2010 and in the first quarter of 2011 

27. The ESA-based 2010 general government deficit was 10½ percent of GDP. This was around 1 
percentage point of GDP above the estimates of the November 2010 and February 2011 reviews. This 
was because of a more-severe-than-anticipated revenue shortfall -- including in 2010 taxes which are 
collected in January and February 2011 --, a worse-than-estimated balance of the social security sector 
and the accumulation of arrears in the other-than-state sectors.  
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Graph 16. Government revenue, expenditure and debt 
(% of GDP) 
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28. The quantitative performance criteria for the first quarter 2011 have been met. The criterion on 
state primary spending for end-March 2011 was observed. The outcome was EUR 13 461 million 
against a ceiling of EUR 15 000 million. It should be noted that, compared to previous quarters, 
during which the ceiling for state primary spending was defined on a cash basis, data now include the 
change in the stock of arrears owed by the state. Therefore, an accumulation by the State of payments 
in arrears no longer improves the respective criterion. In the same period, the modified general 
government primary balance reached EUR -806 million, against a floor of EUR 2 billion. It was also 
the first time this criterion takes into account the accumulation of arrears. The central government 
debt and state guarantees criteria have also been respected.  

Table 8. Quarterly quantitative criteria  
(EUR billion) 

  
end-March 2011  

data criterion 

General government* primary balance 0.81 -2.0 
(floor) 

State primary spending 13.46 15.0 
(ceiling) 

Central government debt 366.0 394.0 
New guarantees granted by central government 0.1 1.0 
Accumulation of arrears to suppliers since 1 
Jan. 2011 (indicative criterion) 0.26 0.0 

* Available general government data: it does not include data on  most extra-
budgetary funds and public enterprises, while local government and social security 
data are derived from the Bank of Greece’s banking statistics. Data on public 
enterprises are expected to be included from September 2011 onwards. 
Source: Commission services. 

 

29. The indicative criterion on non-accumulation of domestic arrears was missed. Arrears owed by 
the state at the end of March amounted to EUR 1.1 billion (see Table 9). However if all government 
entities are considered (in particular social security funds, hospitals local authorities and other legal 
entities), the stock of arrears exceed EUR 6 billion.   
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Table 9. Arrears  
(EUR million) 

  
 31 Dec 2010 31 Jan 2011 28 Feb 2011 31 Mar 2011

Presidency of the Republic 0.00 0.00 0.00 0.00
Hellenic Parliament 0.00 0.00 0.00 0.00
Ministry of Interior, Decentralisation and e-Government 39.68 12.05 13.80 14.41
Ministry of Foreign Affairs 54.21 60.43 60.88 61.11
Ministry of National Defence 223.00 222.20 266.7 261.85
Ministry of Health and Social Solidarity 17.46 0.81 0.76 0.74
Ministry of Justice, Transparency and Civil Rights 5.93 7.90 9.12 12.23
Ministry of Education, Lifelong Learning and Religion 13.11 18.16 29.71 53.74
Ministry of Culture and Tourism 40.75 18.80 19.60 21.49
Ministry of Finance 1.19 2.46 3.29 2.91
Ministry of Agricultural Development and Food 15.58 24.15 8.43 67.08
Ministry of the Environment, Energy and Climate Change 15.52 11.94 19.41 20.21
Ministry of Labour and Social Security 1.20 0.01 0.02 0.23
Min. of Economic Development, Competitiveness and Shipping 47.81 26.72 35.51 34.31
Ministry of Infrastructure, Transport and Networks 257.40 286.78 330.11 407.10
Ministry of Maritime Affairs, Islands and Fisheries 0.00 20.60 22.68 23.28
Ministry of the Protection of the Citizen 51.66 54.60 64.32 56.85
Sec. General of Information / Communication 0.38 0.00 0.00 0.00
Sec. General of Prefectures / Decentralised Administrations 81.30 40.17 87.92 91.42
Total (State) 866.18 807.79 972.29 1128.94
Local government  590.4 486.8 522.5 700.0
Hospitals (*) 1514.2 1549.0 1727.1 1687.1
Social security 1999.6 2038.2 2103.1 2279.3
Other government entities 197.5 183.8 210.9 215.5
Total (General government) 5167.9 5065.5 5535.9 6010.9
All debts 90-days overdue are considered in arrears. 
(*) Of which EUR 113 million incurred by end 2009. 

Source: General Accounting Office. 
 

30. Efforts against tax evasion should accelerate and start bearing fruit. While reforms in the tax 
collection services are gaining momentum, the results so far have not been satisfactory. The actions 
taken by the government mainly concern legislation to improve the efficiency of tax administration 
and controls, putting in place a project management arrangement and implementing an anti-evasion 
strategy to restore tax discipline and improve compliance. The relevant law, adopted by Parliament in 
March 2011, is part of the broader three-year strategy against tax evasion.  

31. Expenditure management and commitment controls still need to be improved. While cash 
payments have been comfortably below the quarterly ceilings, the accumulation of arrears in and 
outside the state sectors is not yet fully under the control of the General Accounting Office. This 
mostly reflects weaknesses in the micro-management of the budget execution, delays in the 
availability of relevant data by other-than-state entities and a lack of mechanisms to monitor the 
spending commitments. While the government has started appointing financial accounting officers in 
every line ministry and public entity, the commitment registries are not fully operational. 
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Graph 17. State primary payments - 2011 
(cumulative, EUR million)  

 
 

Graph 18. Government primary balance – 2011 
(cash basis, cumulative balance, EUR million) 
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Note: There is a break in the series, since data on state-owned enterprises are 
expected to enter the quarterly criterion from the third quarter of 2011 on. 

 

 

Box 2: From cash accounts to ESA95 accounts 

As in previous reports, this box provides estimates and forecasts on the difference between available cash figures and 
the ESA95 data.  

Cash and accruals. The government accounts that are monitored with a monthly frequency, and on the basis of 
which compliance with quarterly performance criteria are assessed, are compiled on a cash basis. Although the data 
that are monitored with quarterly frequency now include state arrears to suppliers, the basic data are still compiled on 
a cash basis. The annual ESA accounts are compiled on an accrual basis, i.e. at the time of the underlying 
transactions.   

Scope. The data available with high frequency cover only part of the general government sector. In particular, 
monthly data for state-owned enterprises that are classified in the government sector and for most extra-budgetary 
funds are not available, or are not yet of appropriate quality for continuous monitoring. Also the monthly local 
government and social security monthly data are compiled from banking statistics, which may limit their 
exhaustiveness. It is expected that data on state-owned enterprises and on extra-budgetary funds will become 
progressively available on a monthly basis. Thus, the differences in scope between the data series are expect to 
narrow progressively.   

Table 1 shows forecasts for 2011 of the several variables that establish the link between the cash figures that are 
monitored monthly under the programme and the ESA accounts.  
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Table 1. From cash to ESA accounts – 2011 
(EUR million) 

2011

Modified cash balance -17,851
% of GDP -7.8

ESA-cash adjustments 786
% of GDP 0

Taxes -841
Direct taxes -228
Indirect taxes -613
Social security contributions 0

Tax refunds 0
Concessions (OTE, Athens Airport) -500
Dividends of EETT 40
Accounts payable 242

Public hospitals 490
Military hospitals 0
State budget 416
Local governments 575
Social security funds -1,239

Repayment of hospital debt 450
Called guarantees -1,468
Military procurement 586
Interest 440
Single treasury account 200
EU funds 426
Payments by bonds -420
Privatisation account 0
Lump-sum payment to CG retirees -240
Re-classification of PEs 700
Extra-budgetary funds (excl. ELEGEP and ETERPS) 0
ΕLEGEP -137
AKAGE 960
ETERPS 410
Other -62

ESA95 balance -17,065
% of GDP -7.6

Fiscal gap 0
% of GDP 0.0

GDP 224,951

 
Source: Commission services. 
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Table 10. Deficit accounting: from the deficit in one year to the next 
 

cumulative 
measures

cumulative 
measures

2010-2014 2010-2014

2009 deficit 36150 15.4

primary deficit drift in 2010 5777 2.5
change in interest expenditure 266 0.1
measures 1/ 18000 18000 7.7 7.7
impact on ratio of nominal GDP growth -- 0.3

2010 deficit 24193 10.5

primary deficit drift in 2011 8340 3.7
change in interest expenditure 2646 1.2
measures 1/ 18114 36114 8.1 16.1
impact on ratio of nominal GDP growth -- 0.2

2011 deficit 17065 7.6

primary deficit drift in 2012 1574 0.7
change in interest expenditure 2640 1.2
measures 1/ 6363 42477 2.8 18.6
impact on ratio of nominal GDP growth -- -0.1

2012 deficit 14916 6.5

primary deficit drift in 2013 -1181 -0.5
change in interest expenditure 1524 0.6
measures 1/ 3860 46337 1.6 19.7
impact on ratio of nominal GDP growth -- -0.2

2013 deficit 11399 4.8

primary deficit drift in 2014 -1055 -0.4
change in interest expenditure 1762 0.7
measures 1/ 5721 52058 2.4 21.4
impact on ratio of nominal GDP growth -- -0.2

2014 deficit 6385 2.6

1/ including carry-overs.

EUR million % of GDP

 
 

Deficit in year t equals deficit in year t-1 plus primary deficit drift in year t plus the increase in interest expenditure 
minus measures (and for the ratios: plus impact on ratio of nominal GDP). 
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4.1.2. Medium-term fiscal strategy (MTFS) 2011-15 

32. Fiscal policy in 2011 is challenging. While the government has reaffirmed its commitment to the 
budgetary target of EUR 17 billion (or 7½ percent of GDP) in 2011, budget execution so far suffers 
from significant revenue shortfalls, which is only partly compensated by lower spending and delaying 
payments. Moreover, a number of measures in the 2011 budget have been less effective than planned. 
As a result, the quarterly performance criterion on the primary balance could be missed already in 
June. Moreover, without additional measures, while the ESA-based deficit for the year as a whole 
would be in excess of 10 percent of GDP, virtually the same of 2010.  

33. The MTFS through 2015 aims at durably reducing the government deficit. The government has 
prepared a comprehensive set of durable measures to pursue the fiscal consolidation efforts and 
ensure the deficit is cut to 2½ percent of GDP in 2014 and further decline in 2015. This package of 
measures amounts to 10 percent of GDP through 2014, of which almost 3 percent of GDP are 
implemented in the second half of the current year to ensure the respect of the 2011 ceiling. 

Table 11. Medium-term deficit ceilings 

 2011 2011 2013 2014 
Deficit ceilings  
(EUR million) 17 065 14 916 11 399 6 385 

Indicative as 
percentage of GDP 7.6 6.5 4.9 2.6 

 

34. The fiscal consolidation measures cover the whole range of government activity. Main areas 
include: 

 
• Cuts in the public sector wage bill. The main measures are  the implementation of the rule of 1 

recruitment for 10 exits in 2011 (therefore stricter that the previously agreed 1-for-5 rule), an 
increase in the weekly working hours for public sector employees from  37½ to 40 hours and a 
reduction in overtime payments; the reduction in allowances in the context of a comprehensive 
wage grid reform; reduction in the number of contractual staff (by 50 percent in 2011 and 
additional 10 percent in 2012 and onwards); and a temporary freeze of automatic career 
progression. Moreover excess statutory staff will be transferred to a labour reserve paid on 
average at 60 percent of the base wage, or laid off. From 2010 to 2015, the total number of 
government employees is expected to be cut by 20 percent, from 727 thousand to 577 thousand. 

 
• Cuts in operational expenditure. This will result from the implementation of e-procurement for 

all public procurement; rationalisation of energy expenses; reduction in administrative costs 
associated with National Strategic Reference Framework (ESPA); reduction in rental expenses 
following more efficient use of public property; reduction in telecommunication expenses;  
withholding of 7 percent of operational expenditure in the ordinary budget, across the board. 

 
• Cuts in extra-budgetary funds’ expenses, the closure of entities and cuts in transfers to 

other entities. The mandate, viability and expenses of all entities subsidized by the public sector 
will be re-assessed, and the government committed to continue the programme of closure; merger 
and downsizing of entities. Since the beginning of the adjustment programme, the government 
close some 77 of these entities, and is expected to close a further 40 small entities, merge 25 more 
small entities, and to close, merge or downsize an additional 10 large entities with total current 
employment of 7 000 (including asset management companies; construction companies; and the 
public broadcasting company).  Moreover, there will be a reduction in grants to entities outside 
general government by 40 percent. 
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• Savings in state-owned enterprises following their restructuring. This covers a reduction in 

personnel expenses; reduction in operational expenses and mergers and closure of enterprises, 
apart from the privatisation of some of them. 

 
• Cuts in operational defence-related expenditure on top of the previously planned reduction in 

military equipment procurement. 
 
• Cuts in healthcare and pharmaceutical expenditure through the streamlining of the hospital 

network (new ‘health map’) and associated reduction in hospitals expenses; a re-evaluation of the 
mandate and expenses of non-hospital supervised entities; the implementation of central 
procurement; reduction of average cost per case through case mixing; reduction in the services 
provided to the non-insured; introduction of charges for services provided to foreign citizens; 
new prices of medicines, the full implementation of e-prescription, among other measures. 

 
• Cuts in social benefits through adjustment in supplementary pension schemes and subsequent 

freeze through 2015; a freeze in the base pensions; the reform of the disability pension system; a 
census of pensioners and cross-checking of personal data with full implementation of social 
security number and caps on pensions; cuts in the lump-sums paid on retirement; the review of 
social benefits in cash and in kind leading to the abolition of the least effective; an increase in the 
special contribution for pensioners whose monthly pension exceeds EUR 1 700; and an increase 
in the special contribution paid by pensioners below 60-years old, among other measures.   

 
• Permanent and temporary cuts in public investment. 
 
• Cuts in other expenditure through cuts in expenses by local government financed by state 

grants; reduction in subsidies to residents of remote areas. 
 
• Increases in local government revenue through an increase in revenues from tolls, fees, rights 

and other revenue streams following the merging of local administrations; and an increase in 
local tax compliance. 

 
• Increases in tax rates and broadening of tax bases: an increase in VAT rate on restaurants and 

bars from 13 to 23 percent from September 2011 on; increase in property taxes which have been 
much below the EU average, including a special levy on high-value real estate and increased 
fines on unauthorised buildings and settlement of planning infringements; reduction in tax 
exemptions/expenditures; changes in tax regime for tobacco products; excise on soft drinks, 
natural gas and liquefied gas; an increase in the vehicles tax; an emergency contributions on 
vehicle, motorbikes and pools; an increase in taxes on boats and yachts, and levies on credit cards 
and cheques. 

 
• Increases in social contributions through the full implementation of a single unified payroll and 

insurance contribution payment method; an increase in contribution rates for farmers; the 
establishment of solidarity contribution for civil servants; the adjustment of unemployment 
contribution for private sector employees; the introduction of unemployment contribution for 
self-employed; and a contribution for unemployed paid the employees of the public sector, 
including state-owned enterprises, local government and other public entities. 

 
• Improvements in tax compliance are also expected to increase revenue. Although the 

government has started to implement an action plan against tax evasion, no improvement in tax 
compliance has been considered in the projections through 2012 to reduce budgeting risks. 
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Table 12. Fiscal measures in MTFS 

(cummulative impacts, % of GDP) 2011 2012 2013 2014

Total measures 3.0 6.1 8.1 10.5

Wage bill 0.3 0.6 0.8 0.9

Operational expenses 0.1 0.1 0.2 0.3

Extra-budgetary funds 0.2 0.3 0.4 0.5

State-owned enterprises 0.0 0.2 0.3 0.4

Defence expenditure 0.0 0.0 0.1 0.1

Health care 0.0 0.1 0.2 0.3

Pharmaceutical spending 0.1 0.3 0.4 0.5

Social benefits 0.5 1.1 1.5 1.9

Investment spending 0.4 0.2 0.2 0.2

Other expenditure 0.1 0.2 0.3 0.4

Tax compliance 0.0 0.0 0.7 1.4

Tax policy 1.2 2.9 3.1 3.6
 

Source: Commission services. 

 
Graph 19. Fiscal measures in the medium-term fiscal strategy for 2011 
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Graph 20. Fiscal measures in the medium-term fiscal strategy through 2014 
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Table 13. Staffing plans 
Ordinary staff 

 
Retirements Recruitments  Total  

Temporary staff Total 
personnel 

Elected 
officials (local 
governments) 

Total staff 

2010 53.210 4.062 647.894 58.260 706.154 21.286 727.440 
2011 20.000 5.000 632.894 29.130 662.024 11.836 673.860 
2012 26.600 4.000 610.294 26.217 636.511 11.836 648.347 
2013 26.600 5.320 589.014 23.595 612.609 11.836 624.445 
2014 26.600 5.320 567.734 21.236 588.970 11.836 600.806 
2015 26.600 5.320 546.454 19.112 565.566 11.836 577.402 

Total reduction 2010-2015 -101.440 -39.148 -140.588 -9.450 -150.038 
Source: Greek Ministry of Finance 

 

Box 3: Debt sustainability assessment 

Sustainability, solvency and access to markets. The concepts of sustainability, solvency and ability to access, or 
return to, markets are often used interchangeably as if they were synonymous. Sustainability may be defined as the 
capacity of a government (or more generally of any entity) to continue current policies. In that sense, sustainability 
assessments consist fundamentally of extending a baseline scenario into the future to verify whether the debt 
stabilises, decreases or increases exponentially. Such a concept, however, is not the one that matters: what is relevant 
is to assess whether a government is able to effectively implement expenditure and revenue policies, and 
privatisation, which ensure the government debt enters a steadily declining path, under the projected growth and 
interest rates. If a government is able to implement the policies that reduce the debt-to-GDP ratio, then the 
government is solvent. Thus solvency depends on the political and social conditions which allow or not the 
implementation of the required policies. 
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Solvency does not necessary guarantee access to markets. If a government enters into a process of fiscal 
adjustment which improves its primary surplus and lead to a durable reduction in the debt ratio, it returns to a 
sustainable path and guarantees solvency. However, markets may take long before acknowledging such a process as 
credible. Therefore, a government that is solvent may not necessarily have access to markets. It is fundamental to 
help bridging the gap between the moment a country enters an adjustment process and the moment the markets 
recognise the change that international assistance loans like those provided by the euro-area Member States and IMF 
to Greece are necessary. 

To ensure solvency and sustainability, Greece needs to adhere to its fiscal consolidation commitments. Debt 
projections based on the programme's fiscal targets and macro projections and assuming extended official financing 
until mid-2014, show that Greece's government debt will peak around 160 percent of GDP in 2012 and start 
declining gradually thereafter. Achieving primary surpluses rapidly is an absolute prerequisite for this development. 
Graph 1 shows the evolution of government debt if the primary surplus increased to 6 ½ percent of GDP until 2015 
and was kept at that level (see Table 1 for the underlying macro assumptions). Past experiences of European 
countries such as Belgium suggest that this adjustment path, although ambitious, is feasible and politically and 
socially bearable. 

Privatisation proceeds are also essential in bringing the debt ratio down significantly. The government’s 
renewed commitment to implement its privatisation plan rigorously is incorporated in the baseline debt reduction 
scenario. According to the agreed frontloading, the government collects EUR 5 billion already in 2011, EUR 10 
billion in 2012, EUR 7 billion in 2013, EUR 13 billion in 2014, and EUR 15 billion in 2015. These amounts are 
included in the debt projection’s stock-flow adjustment and therefore contribute directly to debt reduction. This 
impact is also clearly visible in the steep downward debt trajectory over the period 2013-15 in Graph 1. 

Table 1. Debt sustainability assessment 
(baseline scenario) 

Baseline scenario
2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Gross debt ratio 142.7 156.7 161.3 160.1 153.0 145.3 142.6 139.5 136.0 131.9 127.1
Changes in the ratio 15.6 14.0 4.5 -1.2 -7.0 -7.8 -2.6 -3.1 -3.5 -4.1 -4.8

(1) Primary deficit 5.0 0.8 -1.3 -3.4 -6.1 -6.4 -6.4 -6.4 -6.4 -6.4 -6.4
(2) Snowball effect 8.0 9.7 5.6 3.6 3.5 4.2 3.8 3.3 2.9 2.3 1.6

Interest expenditure 5.5 6.8 7.8 8.3 8.7 9.6 9.4 9.2 8.9 8.5 7.8
Growth effect 5.8 5.5 -0.9 -3.2 -3.5 -4.0 -4.1 -4.2 -4.1 -4.0 -3.8
Inflation effect -3.3 -2.6 -1.4 -1.4 -1.6 -1.3 -1.6 -1.8 -1.9 -2.2 -2.3

(3) Stock flow adjustment 2.6 3.5 0.2 -1.4 -4.5 -5.6 0.0 0.0 0.0 0.0 0.0
Key macroeconomic assumptions
GDP growth (real) -4.5 -3.8 0.6 2.1 2.3 2.7 2.9 3.0 3.0 3.0 3.0
Interest rate (real) 1.4 3.1 4.4 4.3 4.6 5.5 5.6 5.4 5.2 4.7 4.3
Inflation (GDP deflator) 2.6 1.5 0.7 1.0 1.0 0.9 1.1 1.3 1.4 1.7 1.8
Per memo 
GDP growth (nominal) -1.9 -2.3 1.3 3.0 3.3 3.6 4.0 4.3 4.4 4.7 4.8
Overall deficit 10.5 7.6 6.5 4.9 2.6 3.2 3.0 2.8 2.5 2.1 1.4
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Graph 1. Debt sustainability assessment 
(baseline and alternative scenarios) 
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Sensitivity scenarios demonstrate the wide spectrum of possible outcomes. Debt dynamics are subject to a wide 
margin depending on policy choices and external factors. If only half of the yearly planned privatisation proceeds 
materialised, debt would peak in 2012/2013 at a higher level as compared to baseline. A scenario of partial 
consolidation assumes that the primary surplus is kept constant at 3 ½ percent, the level of 2013, resulting in a nearly 
stalled debt ratio after the end of the privatisation process. The debt trajectory is very sensitive to a change in the real 
GDP growth assumption, and thus to the successful implementation of growth-enhancing structural reforms. Higher 
growth would strongly accelerate debt reduction while lower growth would put the debt trajectory on a clearly 
unsustainable upward path. Finally, the sensitivity to the interest rate on new market debt is less pronounced. 

The credibility of the consolidation process will facilitate access to markets. A number of elements will 
contribute to the credibility of the consolidation process. This includes sticking to the fiscal targets previously agreed 
for 2011; specifying and legislating in advance the measures that will contribute to the reduction in deficit over the 
period 2011-15; timely specification and execution of the privatisation plans; adoption of the second phase of the 
pension reform in the coming months; and adopting the  growth-enhancing structural reforms which will facilitate 
the return of the Greek economy to potential growth by improving supply-side conditions of the economy and 
increasing internal competition and external competitiveness. 

4.2. STRUCTURAL FISCAL REFORMS   

4.2.1. Asset management and privatisation 

35. The privatisation plan is a crucial instrument to support growth and fiscal sustainability. The 
plan of privatising EUR 50 billion of assets has the potential of cutting the debt ratio by more than 20 
percentage points of GDP over the next five years and boost economic efficiency. The government’s 
commitment to this process is now more credible and has the potential of substantially improving the 
market sentiment vis-à-vis Greece. The privatisation plan covers intermediate steps to be taken before 
shareholdings can be sold (unbundling, extension of concessions), as well as steps to be taken for the 
development of real estate. Assets to be sold have been identified with the aim of collecting at least 
EUR 5 billion by end-2011, and at least EUR 15 billion by end-2012. By end-2013, total privatisation 
proceeds may be in excess of EUR 20 billion.  

36. The government is setting up a fund to accelerate privatisation. Experience shows that large 
privatisation plans are more effective when a single entity is in the lead of the whole process and takes 
full ownership of the assets to be privatised. The set-up where each ministry and a myriad of smaller 
entities manage and control government assets is less effective in extracting value from assets. The 
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government is establishing a privatisation fund with a credible governance structure. It will comprise 
an independent and depoliticised board of directors and an advisory board to allow it to benefit from 
international experience and technical expertise. In order to enhance transparency, the board may 
include two observers nominated by the Commission and the Eurogroup. Moreover, to strengthen the 
whole process, the mission agreed with the government establishing cumulative quarterly targets for 
privatisation proceeds. 
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Table 14: Privatisation plan 
 Participation

Name to be sold Type of Sale

2011 Q2 OTE 10.0% share sale
Q3 Thessaloniki Water (EYATH) at least 40% share sale of SPV
Q3 Athens Intl Airport 100.0% Concession
Q3 OPAP 100.0% Concession
Q3 Thessaloniki Port 23.3% share sale of SPV
Q3 State Lotteries 100.0% share sale of SPV
Q4 Piraeus Port 23.1% share sale of SPV
Q4 Hellenic Defense Systems (EAS) 99.8% share/asset sale
Q4 Hellenic Postbank 34.0% share sale
Q4 Public Gas Company (DEPA) 55.0% share sale
Q4 Public Gas Company (DESFA) 31.0% share sale
Q4 Railway Operator (TRAINOSE) 100.0% share sale
Q4 Larco 55.2% share sale
Q4 Alpha bank 0.6% share sale
Q4 National Bank of Greece (NBG) 1.2% share sale
Q4 Hellenic Horse Racing (ODIE) 100.0% share sale
Q4 Mobile Telephony Licenses 100.0% sale of rights
Q4 Casino Mont Parnes 49.0% share sale
Q4 Hellenic Vehicle Industry (ELBO) 72.6% share sale
Q4 OPAP 34.0% share sale
Q4 Hellenikon  1 -- share sale of SPV
Q4 Four Airbus Aircraft 100.0% Sale
Q4 Real Estate Assets 1  (incl. office space) -- share sale of SPV

2012 Q1 Athens Intl Airport (AIA) at least 21% share sale of SPV
Q1 Hellenic Petroleum (ELP) 35.5% share sale
Q1 Piraeus Bank 1.3% share sale
Q1 Hellenic Agricultural Bank (ATE) at least 38.6% * share sale
Q1 Egnatia Odos Rd 100.0% share sale of SPV
Q1 Hellenic Post (ELTA) at least 40% share sale
Q1 Ports 1 100.0% share sale of SPV
Q2 Athens Water (EYDAP) 27.3% share sale of SPV
Q2 Loan and Consignment Fund 100.0% share sale of SPV
Q2 Real Estate Assets 2 -- share sale of SPV
Q3 Public Power Corporation 17.0% share/asset sale 
Q3 Hellenic Motorways 1 100.0% share sale of SPV
Q3 Regional airports 1 100.0% share sale of SPV
Q4 Hellenikon 2 -- share sale of SPV
Q4 Real Estate Assets 3 -- share sale of SPV
Q4 Digital dividend 1 100.0% sale of rights
Q4 Thessaloniki Water (EYATH) tbd share sale of SPV
Q4 Hellenic Goldmines 1 100.0% share sale of SPV

2013 Q1 Offshore Gas Storage Fac. 100.0% share sale of SPV
Q2 Regional airports 2 100.0% share sale of SPV
Q2 Ports 2 100.0% share sale of SPV
Q3 Real Estate Assets 4 -- share sale of SPV
Q3 Hellenic Goldmines 2 100.0% share sale of SPV
Q4 Digital dividend 2 100.0% sale of rights
Q4 Athens Water (EYDAP) tbd share sale of SPV
Q4 Hellenic Motorways 2 100.0% share sale of SPV

2014 Real Estate/Land -- share sale of SPV
Hellenic Motorways 3 100.0% share sale of SPV

2015 Real Estate/Land -- share sale of SPV
Hellenic Motorways 4 100.0% share sale of SPV

* On the basis of ATE sharecapital after the ongoing capital increase.

Date
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Table 15: Planned privatisation receipts 

 

Box 4: Privatisation and sustainability 

Privatisation improves sustainability through various channels. 
 
● First, privatisation receipts reduce debt issuance, as they partially or fully cover deficits, and contribute to redeem 
maturing debt. As a result, interest expenditure falls in a durable manner. 
 
● Second, the privatisation of loss-making state-owned companies reduces subsidies, other transfers or state 
guarantees, and, therefore, reduces annual deficits and/or contingent liabilities. While in some cases privatisation 
may reduce property income (e.g. dividends), the overall effect is most often favourable. Moreover, in financially 
distressed economies, it is highly unlikely these potential losses exceed savings in interest expenditure. 
 
● A third channel, which has been identified as relevant in countries that have embarked in large privatisation 
programmes, concerns an increase in efficiency of the companies and by extension in the competitiveness of the 
economy as whole. This is particularly valid where privatisation programmes contribute to attracting foreign direct 
investment. 

The contribution of privatisation receipts to reduce debt may be enhanced through buybacks. Instead of using 
privatisation proceeds to redeem maturing debt, another option consists in redeeming in advance bonds that trade at 
discount. This has a number of advantages: 
 
● Although buybacks would lead to an increase in market price – an effect that is by itself positive –, a discount 
would persist. In a scenario according to which debt is bought back at 60 percent of nominal value, for each EUR 1 
of privatisation proceeds, debt declines EUR 1.6. 
 

 Privatization
By end of: Receipts

2011 Q2 390
Q3 1700
Q4 5000

2012 Q1 7000
Q2 9000
Q3 11000
Q4 15000

2013 Q1 17000
Q2 18000
Q3 20000
Q4 22000

2014 35000
2015 50000

(€ Millions)
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● Another advantage relates to the private sector involvement. Although buybacks would lead to an increase in 
market price, a deep discount would remain. Therefore, buy-backs would lead the private sector to record effective 
losses in a fully voluntary manner, as they accept to sell their bonds at a price below par. In contrast, if bonds are 
redeemed at maturity (or rolled over without a loss in present value), private investors will be reimbursed at par. 
 
● A third advantage is linked to the return to markets. Greece is expected to roll-over EUR 15 billion in the second 
half of 2014 and EUR 20 billion in 2015. Buying back debt that matures in these years reduces substantially the debt 
that needs to be rolled over in the immediate post-programme years and will, therefore, ease return to funding 
markets. 

However, using part of the privatisation receipts to finance debt buy-backs operation increases the needs of official 
financing. Moreover, any such operation would have to be organised in a manner that is not considered distressed 
exchange and creates a rating event. 

4.2.2. Healthcare 

37. The mission has welcomed the new law on structural changes to the health system. The law 
merges the largest four health insurance schemes into one national organisation for the provision of 
health services (EOPYY). Other schemes may also join. This is an important step towards pooling 
funding and health risks, more uniform contributions and services package, and increasing equity of 
financing and access to care. The new law also changes the rules on centralised procurement of 
medical goods and services, integrates IKA's hospital units into the National Health System (ESY) 
and indirectly reduces profit margins for pharmacies and wholesalers through a progressive rebate 
system from pharmacies. These measures can improve the system’s governance resulting in savings 
of administrative and operational costs, increasing the government’s bargaining power vis-à-vis 
healthcare suppliers and achieving higher quality of care for patients. The effective implementation of 
the law and other proposed measures in the coming months is crucial to reduce unnecessary 
expenditure, waste and fraud.  

38. There has been progress in data collection and supply management. Important steps forward have 
been made regarding the collection of monthly data on NHS expenditure and activity and, to a lesser 
extent, data on health services expenditure by social security funds. Crucial steps have been taken to 
create a common coding system for all medical supplies. Seven central tenders have been launched to 
buy medical supplies for NHS facilities generating considerable savings.  

39. However, there have been delays in policy implementation. Progress has been slower than planned 
in the use of e-prescription: the current pilot system by OAEE (the self-employees’ scheme) is being 
only slowly extended to other schemes and the tender procedure for a comprehensive e-prescription 
system is yet to be launched. The publication of the price list and positive list of medicines has been 
postponed. Several hospitals still lack modern ICT systems while a tender for a fully integrated e-
health system in all hospitals is still waiting to be launched. Preliminary data show that savings from 
the pharmacies’ rebates is  below target. The use of generics in NHS hospitals stands at 12½ percent, 
well below the 50 percent target, and this objective has encountered resistance among doctors. 
Prescription guidelines have been prepared, but not yet adopted. Work is still ongoing to define the 
uniform benefit package and common rules for contracting with providers under EOPYY. While the 
mission acknowledged that some delays are of a technical nature requiring additional time for the 
proper launching and implementation of procedures, strong opposition from vested interests can only 
be overcome with political decisiveness and coordinated efforts of several ministries.  

40. Efforts should continue as there is still room for improvement, for example in terms of monitoring 
of activity and consumption of medical services, costing of medical goods and services and 
redesigning contracting schemes between social security and providers of care. In addition, the 
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11.      Supporting material. The Ministry of Finance will provide consistent data on 
monthly expenditure arrears of the general government, as defined above. Data will be 
provided within four weeks after the end of each month and will also include accounts 
payable overdue for more than 30 and 60 days. 

D.   Ceiling on the Overall Stock of Central Government Debt (Performance Criterion) 

12.      Definition. The overall stock of central government debt will refer to ESA95 
central government debt, which includes the state debt, debts of extrabudgetary funds and 
public enterprises that are consolidated into the central government, and other ESA 95 
adjustments. It will be defined for the purposes of the program as total outstanding gross 
debt liabilities. It will include, but not be limited to, liabilities in the form of securities and 
loans. It will exclude accounts payable. Debt will be measured at nominal value. The 
program exchange rate will apply to all non-euro denominated debt. Inflation indexation 
will apply to inflation indexed debt, using the relevant index as specified in the debt 
instrument. For the purposes of the program, the ceiling on the stock of central government 
debt will exclude debt arising from payments for bank restructuring, when carried out 
under the program’s banking sector restructuring strategy (this does not cover the debt 
related to the Financial Stability Fund). This includes loans to financial institutions and 
investments in equity of financial institutions (requited recapitalization); unrequited 
recapitalization; and purchase of troubled assets. However, any financial operation by the 
central government to support banks, including the issuance of guarantees or provision of 
liquidity, with the exception of Hellenic Republic intermediation in repos between foreign 
and domestic financial institutions will be immediately reported to IMF, European 
Commission and ECB staff. 

13.      Adjusters. For 2011, the ceiling on the overall stock of ESA95 central government 
debt will be adjusted upward (downward) by the amount of any upward (downward) 
revision to the stock of end-December 2010 ESA95 central government debt of 353.761 
billion. 

14.      Supporting material. Data on the total stock of central government debt will be 
provided to the European Commission, ECB and IMF staff by the General Accounting 
Office consistent with the ESA95 definition no later than 30 days after the end of each 
month. 

E.   Ceiling on New Central Government Guarantees (Performance Criterion) 

15.      Definition. The ceiling on the new central government guarantees shall include new 
guarantees granted by the state, as well as new guarantees granted by any other entity that 
is classified under ESA95 under central government, but exclude guarantees to entities 
whose debt is covered under the ceiling on the stock of central government debt as defined 
in paragraph 13 and 14. The ceiling shall exclude guarantees to support banks and exclude 
guarantees related to EIB financed loans. New guarantees are guarantees extended during 



  

 162

the current fiscal year. The latter shall include also guarantees for which the maturity is 
being extended beyond the initial contractual provisions. 

16.      Supporting material. All new central government guarantees will be reported in 
detail, identifying amounts and beneficiaries. The General Accounting Office will provide 
the data on a monthly basis within three weeks after the end of each month. Non-state 
entities classified under the central government shall report the new guarantees they 
extended to the General Accounting Office on a monthly basis within three weeks after the 
end of each month. 

F.   Non-Accumulation of External Debt Payment Arrears by the General Government 
(Continuous Performance Criterion) 

17.      Definition. For the purposes of the program, an external debt payment arrear will 
be defined as a payment on debt to non-residents contracted or guaranteed by the general 
government, which has not been made within seven days after falling due. The 
performance criterion will apply on a continuous basis throughout the program period.  

18.      Supporting material. The stock of external arrears of the general government will 
be provided by the General Accounting Office with a lag of not more than seven days after 
the test date.  

G.   Floor on Privatization Proceeds (Performance Criterion) 

19.      Definition. Privatization proceeds will be defined as the cash receipts from the asset 
sales to be carried out by the privatization agency (the National Wealth Fund) and prior to 
its establishment directly by the government. These will include, but not be limited to, the 
sale of equity of listed or non-listed companies and banks, shareholdings in public 
infrastructure, shareholdings in SPVs, leasehold in commercial real estate and publicly held 
land, sale-lease back operations, securitization of asset-related cash streams, or other assets 
incorporated in the authorities’ privatization program, as well as sale of rights and 
concessions (including securitization of the proceeds of concessions). Proceeds will be 
valued in euro and reported on a gross basis, excluding any associated capital expenditure 
or other restructuring costs as well as the operating costs of the National Wealth Fund, 
which will be recorded as an expenditure according to the modified cash deficit definition. 
Proceeds will be measured as the inflows of cash received by the National Wealth Fund, 
and prior to its establishment directly by the government, as deposited in the Special 
Privatization Account at the Bank of Greece on the day the transaction is settled.  

20.      Supporting material. Quarterly information on the cash receipts from asset sales, 
quarterly balances of the privatization account, inflows to the account (by project), and 
outflows to the state budget, will be made available by the Minister of Finance, in 
collaboration with the National Wealth Fund, no later than two weeks after the end of each 
quarter. The Ministry of Finance will also provide a quarterly progress report on the 
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Sovereign Wealth Fund activity, including a description of its operations, information on 
any borrowing (amounts, terms, and collateral), updates on the key steps in the operational 
plan, and latest estimates of the expected proceeds and timeline for completion of the 
transactions. In addition, quarterly reports on the National Wealth Fund’s activities, along 
with an audited report of its finances will be published on the website of the Ministry of 
Finance as from end-December 2011.  

H.   Overall Monitoring and Reporting Requirements 

21.      Performance under the program will be monitored from data supplied to the EC, 
ECB, and IMF by the Ministry of Finance, the General Accounting Office, and Bank of 
Greece. The authorities will transmit to the IMF, EC, and ECB staff any data revisions in a 
timely manner.  

II.   MONITORING OF STRUCTURAL BENCHMARKS 

22.      Public financial management reforms. The authorities will publish (i) monthly 
reports on arrears of the general government; and (ii) monthly consolidated general 
government reports with aggregate revenue, expenditures and intra-governmental transfers 
for each sub-sector of the general government, within four weeks after the end of each 
month. The arrears reports will include both ordinary and investment budget arrears across 
all line ministries, public hospitals, and the largest social security funds, extra-budgetary 
funds and local governments, with the latter defined as follows:  

• The “largest” social security funds will cover at least the top 50 funds in terms of 
spending as from ELSTAT reporting.  

• The “largest” extra-budgetary funds will cover 80 percent of existing extra budgetary 
funds, including at least all public enterprises classified under the general 
government, ETERPS, and the top 100 entities in terms of expenses as from ELSTAT 
reporting.  

• The largest local governments will be defined to include at least the 100 largest local 
authorities in terms of population out of the 324 authorities as defined under the 
“kallikrates” law. 

To meet the end-July 2011 benchmark, three consecutive months of reports will need to be 
published.  

23.      Benchmarks on progress in revenue administration. Progress in revenue 
administration, to be reported by the authorities on a monthly basis and assessed quarterly, 
will be defined as follows:  
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• Completion of 75 full-scope audits and 225 VAT audits of large taxpayers, as 
identified by relevant taskforce, by end-December 2011; 

• Collection of 20 percent of all assessed taxes and penalties from new audits of large 
taxpayers within 3 months of the assessment date; and collection of 30 percent of all 
assessed taxes and penalties from new audits within 6 months of the date of 
assessment; 

• Collection for the year of 5 percent of the estimated stock of collectable tax debt (€8 
billion), with €300 million by end-December 2011. 

• Completion of 1000 VAT audits of VAT non-filers as identified by the relevant task 
force by end-December 2011. 

• Collection of 20 percent of all assessed taxes and penalties from new VAT audits of 
non filers within 3 months of the assessment date; and collection of 30 percent of all 
assessed taxes and penalties from new audits within 6 months of the date of 
assessment. 

24.      Supporting material. Monthly information on full-scope audits and VAT audits of 
large taxpayers and non filers, collection of assessed taxes and penalties, and collection of tax 
debt will be made available by the Minister of Finance, in collaboration with the steering 
committee on revenue administration, no later than two weeks after the end of each month. 
First data submission will include data back to the beginning of 2011. Information will 
continue to be provided after December 2011. 

25.      Benchmark on progress in MTFS implementation (Phase II). As part of the 
second phase of the MTFS implementation, the authorities will enact the following 
legislation by August 15, 2011: 

1.      Single public wage scale bill: 

• Introduction of a single pay scale for the public sector;  

• Reduction in productivity allowance (by 50 percent);  

• Tightening of the ceiling on overtime; 

• Reduction in the remuneration for committee participation; 

• Hiring from state-owned enterprises, private law entities and from the 
furlough scheme to count against the hiring rule. 

2.      Pension adjustment bill: 
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• Introduction of individual social security numbers and a cap on total pensions 
paid to a single pensioner; 

• Expansion of means testing of pensioners' social solidarity benefit to include 
all types of income and wealth (EKAS); 

• Reduction in lump-sum pensions for civil servants, starting in 2011; 

• Extend freeze of main and supplementary pensions to 2015; 

• Reduction in the core pension of OGA and in the lower pension thresholds of 
other SSFs, and tightening of beneficiary criteria based on location of permanent 
residence. 

 
3.      Closing non essential public entities and other miscellaneous legislation 

• Closure and downsizing of 40+11, and merger of 25 already identified general 
government entities; 

• Reduce penalties to allow the registration of boats currently registered as 
commercial boats (for tax avoidance) as privately owned boats, provided VAT and 
other taxes are paid; 

• Revaluate fines on unauthorized buildings and settlement of planning 
infringements. 

 

 




