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EXECUTIVE SUMMARY

A joint Commission/ECB/IMF mission met with the Greek authorities in Athens on 21 August-2
September and on 29 September-11 October 2011. The mission assessed compliance with the
terms and conditions of the Fifth Review under the Economic Adjustment Programme.

The contraction in economic activity is substantially deeper than previously projected.
Despite encouraging positive quarterly growth rates recorded in the first quarter of 2011,
economic activity has contracted substantially in the meantime. For the first semester as a
whole, economic activity was 6 percent below its level a year ago. Demand contracted on
account of fiscal consolidation, the deterioration in the labour market, uncertainties regarding
political and financial prospects, social unrest and industrial action, as well as a deceleration in
activity both within Europe and worldwide. Slower than programmed progress in several of the
structural reforms over this last year has also contributed to economic development being well
below expectations. These reforms have not yet reached the critical mass that is necessary to
boost productivity and transform the investment climate in Greece. While the reshuffle of the
government in June and the euro-area decisions of 21 July have both been helpful in reducing
the uncertainties economic agents are confronted with, the recovery will be delayed. The
contraction in economic activity in 2011, now estimated at 5 percent, will be deeper than in
2010. The projections for 2012 are also revised downwards to a contraction of 2% percent, and
modest positive growth rates are delayed to 2013. Competitiveness is slowly improving: the
constant-tax inflation rate is below the euro-area average, while the overall inflation has come
down as the impact of the several waves of indirect tax increases in 2010 are now fading out.

There are positive indications from the export sector. Exports are rebounding in both goods
and services, with the tourism sector in particular recording dynamic growth rates. During this
summer, the value of merchandise exports increased by 20 percent compared to the same period
a year before. However, shipping has been performing below expectations. The relatively good
results from the external sector partly stem from gains in cost competitiveness, with labour costs
declining, as well as from the pressure on Greek firms to shift their focus from the domestic
market to exports. However, given the low export base of Greece — exports of goods and
services in 2010 made up only 21 percent of GDP —, several years of very dynamic growth rates
are necessary to bring external imbalances back to a sustainable level.

The medium-term growth prospects may need to be revised downwards. In previous
assessments, the medium-term growth rate of the Greek economy — from 2015 through 2020 —
was estimated at close to 3 percent per annum. Several aspects need to be considered when
discussing the Greek medium-term prospects. On the one hand, the deep contraction in
economic activity — economic activity has been contracting by 15 percent during the four years
2009-12 — widens the output gap, which paves the way for a strong recovery with several years
of growth above potential. On the other hand, the ongoing contraction in economic activity is
only partially of a cyclical nature: for a sizable part, it reflects a reduction in production
potential in the context of a structural reallocation of resources from non-tradables to tradables.
Overall, the previous assumption on the medium-term economic outlook is viable only in the
case of a pronounced acceleration of structural reform efforts, including privatisation. In the
absence of such an acceleration, the medium-term real GDP growth rate could be well below
projections.
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While there have been deficiencies in the implementation of fiscal measures, the
Government made important progressin the consolidation efforts. In June, Greece adopted
the medium-term fiscal strategy (MTFS), specifying a set of consolidation and fiscal structural
reform measures through 2015. For 2011, the MTFS provided for fiscal consolidation measures
quantified, at that time, at 3 percent of GDP, and above 10 percent for the period through 2014.
Most measures provided for in the MTFS for 2011 have been duly legislated and are being
implemented. However, in a number of cases, the quantification of the measures had to be
revised downwards, because they were implemented with delay, or with changes to their design
reducing their impact; in a few instances, the agreed measures were not implemented.
Moreover, the recruitment rule, which in 2011 allowed for one entry into the general
government sector per ten exits, has not been fully respected. Despite these deficiencies in the
implementation of austerity measures, the effective consolidation efforts of the Greek
government are very large, well above other EU countries' experiences. Since the previous
review, the deeper-than-expected contraction in economic activity, the taxpayers' liquidity
constraints, as well as other fiscal slippages (e.g. in the fight against tax evasion) have also
contributed to the reopening of a gap vis-a-vis the previously agreed annual fiscal targets. The
performance criterion for end-July for the fiscal primary deficit was respected, but the criterion
for end-September appears to have been failed by a small margin.

The Government has prepared an additional package of expenditure and revenue
measures. On the expenditure side, the main measures affect a frontloaded and reinforced
implementation of the new wage grid for public employment that was already included in the
MTEFS and will substantially reduce the wage bill and ensure a more transparent remuneration
system for the civil servants, cuts in the highest pensions and adjustment in supplementary
pensions and lump-sums paid on retirement. With the aim of reducing overstaffing, the
government has established a labour reserve for excess staff, and decided to move staff close to
retirement into a pre-retirement scheme. Though the labour reserve and pre-retirement scheme
are expected to absorb around 30 000 staff, the effectiveness of these mechanisms in reducing
costs depends on the ability of identifying the public sector units or entities that should be
closed, merged, downsized or otherwise should be freeing workforce. On the revenue side, a
special levy on real estate has been established and the personal income tax base has been
widened through the abolition of a number of tax expenditures and a reduction of the income
tax-free threshold.

These measures bring the 2012 deficit projection in line with the agreed ceiling, but the
2011 fiscal gap will not be fully closed. Most of the new fiscal consolidation measures already
apply in the last quarter of 2011; therefore, they do contribute to improving this year's fiscal
accounts. However, their full-year effect will only be reflected in the 2012 accounts. Since most
expenditure budgeted for 2011 has already been spent or committed, the margin for additional
cuts in operational spending and investment is very limited, if any. Moreover, further tax
increase measures in 2011 would not have been viable either: the several tax and expenditure
measures that are implemented in the last quarter of 2011 and first quarter of 2012 substantially
compress the households’ disposable income and significantly tighten their liquidity constraints.
This also implies that the uncertainty around the 2011 fiscal projection is larger than one could
expect at this time of the year.

The privatisation fund has been established, but the programme targets for privatisation
proceeds will be missed. The government has identified several assets slated for privatisation.
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A first batch of these assets has been transferred to the privatisation fund, and the transfer of
most of the assets that will be offered for sale over the next year is imminent. However, given
lengthy administrative and legal procedures, the targets established for the next quarters are now
beyond reach. On top of this, the market conditions have significantly deteriorated over the last
quarter, with the Athens stock exchange index losing more than 38 percent of its value between
June and September. A delay of at least a quarter compared to previous plans is, thus, likely.
However, since the Greek government is one of the EU countries with the richest portfolio of
assets, the objective of collecting EUR 35 billion by end-2014 and EUR 50 billion by end-2015
remains viable. All the more, considering the Government stands ready to reduce its stakes in
the companies by more than currently considered in the privatisation plan. In a medium-term
perspective, the privatisation plan will have to be adjusted and effectively scaled up to take into
account the reprivatisation of banks that might require recapitalisation by the Greek state or the
Hellenic Financial Stability Fund.

The financial sector situation remains fragile. The liquidity of Greek banks has tightened
further, as the level of deposits continues to contract, despite some relatively large inflows in
August. In part, this results from households' and businesses' liquidity constraints, with the
former reducing their deposits to finance and smooth consumption, but also the uneasiness
caused by the ongoing discussion on debt restructuring, as well as the overall market
uncertainty. Concomitantly, the reliance of Greek banks on borrowing from the central bank has
remained very high.

Several banks posted losses due to the PSl-related impairments of Greek government
bonds and the continuation in asset quality deterioration amid a weak economic
environment. This is in spite of relatively strong pre-provisioning income and comparatively
low provisioning levels. Several banks are under restructuring, but the process has been slow so
far. Some banks, however, have pursued domestic consolidation strategies to shield against the
crisis. 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. On-
going mergers will also result in stronger capitalisation. The outlook for the Greek financial
sector is not independent from choices affecting private sector involvement. The new bank
resolution framework provides new tools to deal with ailing banks while the Hellenic Financial
Stability Fund is being strengthened and stands ready to support the banking system.

The implementation of the growth-enhancing structural agenda continues, but the pace of
reform has so far been insufficient. The adjustment programme contains a very wide-ranging
programme of reforms covering practically all spheres of the economy. In addition to measures
that directly contribute to fiscal consolidation, including public administration reforms, the fight
against tax evasion, healthcare and pension reforms, there has been some progress in increasing
labour market flexibility, the liberalisation and deregulation of professions and services,
including utilities, the simplification of investment licencing and the deregulation of the
business environment. However, the pace at which these reforms have been legislated and
implemented has by far not been commensurate to the needs of the Greek economy. A decisive
implementation of structural reforms and confrontation of vested interests requires committed
action, not only by the whole Greek government, but also via a consensus of the main political
forces.

Government debt dynamics remain extremely worrying. At the end of last year, the gross
debt ratio exceeded 140 percent of GDP. If fiscal consolidation and privatisation targets are
respected, and growth responds to structural reforms, the debt ratio may start declining from
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2013 onwards. The peak level depends on the technical features of the private sector
involvement (PSI), as well as on some accounting issues that are still under discussion.
However, the debt ratio will remain at very high levels for many years, and would be vulnerable
to adverse shocks. When compared with the outlook of a few months ago, the debt sustainability
has effectively deteriorated, given delays in the recovery, in fiscal consolidation and in the
privatisation plan, as well as the perspective of bank recapitalisations. The 21 July decisions, by
increasing official financing available to Greece and by reducing interest rates, as well as the
involvement of the private sector, have reduced the financing costs of Greece, and more
fundamentally, have lowered substantially the financing needs of the Greek government for a
decade. However, in a scenario in which policy implementation going forward is weak, this
could not suffice for the debt dynamics to be described as sustainable. The likelihood of such a
situation depends on policy choices: on the extent and persistence of fiscal restraint, determining
the medium-term primary balance path, and structural reform implementation, influencing the
country’s growth prospects. In order to steer policy choices towards a sustainable path, Greece
has to face strict institutional and political obligations to follow a durable and ambitious reform
agenda.

The international assistance loan already disbursed to Greece amounts to EUR 65 billion.
Of this amount, EUR 47.1 billion have been paid by the euro-area Member States, and EUR
17.9 billion by the IMF. The sixth disbursement will increase the overall amount of official
loans to EUR 73 billion.

The Commission services recommend the sixth disbursement to Greece to take place as
soon as possible, as soon as the agreed prior actions on fiscal consolidation, privatisation and
labour market reform, which were announced by the government, have been legislated. This
disbursement of an amount of EUR 5.8 billion will take place under the bilateral loans pooled
by the Commission, as agreed under the Greek loan facility agreement of May 2010. The IMF is
also expected to contribute and additional EUR 2.2 billion to this disbursement.

It is crucial to overcome administrative capacity constraints in implementing the
adjustment programme. The scale of the reforms that need to be prepared, implemented and
followed up is continuously testing the capacity limits of the Greek administration. Technical
assistance to be provided by the European Commission, the IMF, the EU Member States or
other organisations may, therefore, effectively contribute to the adjustment programmes'
objectives.

The conditions of success of the economic adjustment programme remain the same: quick
reduction in the fiscal deficit, implementation of the privatisation plan and unleashing the
potential growth of the Greek economy through structural reforms. The deterioration in the
economic activity will make policy-making even more challenging. Given the scale of the
required reforms, political coordination inside the government and consensus in the whole
Greek society remain as essential and decisive as ever. A full implementation of the fiscal,
financial and growth-enhancing measures is indispensable: any measures that are announced but
are not promptly implemented and followed-up will simply deplete political capital and add to
uncertainty. A swift decision on a second programme could reduce uncertainty and help
restoring economic confidence.



1. INTRODUCTION

1. Thisreport assesses compliance with the conditions of the fifth review of the Greek economic
adjustment programme. While the fifth review was initially expected to assess compliance until
end-July, this report assesses developments until end-September, due to delays. The assessment is
based on the findings of the joint Commission/ECB/IMF mission to Athens (21 August-2 September,
and 29 September-11 October 2011). The mission assessed compliance with conditionality associated
to the sixth disbursement and progress towards the key programme objectives of securing fiscal
sustainability, safeguarding the stability of the financial system, and boosting competitiveness,
potential growth and jobs. It also revised the specific policy conditionality while keeping unchanged
its main objectives.”

2. After five disbursements, the euro-area Member States and the IMF have already paid EUR 65
billion to Greece: EUR 43.1 billion by the euro-area Member States and EUR 17.9 billion by the
IMF. Total disbursements so far have been used to repay EUR 37.1 billion of medium- and long-term
bonds and loans that matured between May 2010 and September 2011, while the rest covered the
Greek government deficit or other financing needs, including setting aside resources for the Hellenic
Financial Stability Fund. Once the sixth disbursement has taken place, the total disbursement will
have increased to EUR 73 billion.

Table 1. Disbursements under the economic adjustment programme

(EUR billion)
Past disbursements
Euro-area Member States IMF Total
Ist 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
Sth tranche 15 July 2011 8.7 13 July 2011 3.3 12.0
Total past disbursements 47.1 17.9 65.0
Planned disbur sements
Euro-area Member States IMF Total
6th tranche November 2011 5.8 November 2011 2.2 8.0
Remaining 27.1 * 9.9 37.0
Total programme 110.0

* Original amount to be provided by the euro-area Mermber States, as agreed in May 2010. Thetotal amount available under theloan
facility agreement (LFA) may be lower. This is because Sovakia decided not to participate in the LFAwhile Ireland and Portugal have
stepped down fromthe facility as these two countries requested financial assistance themsel ves This dtuation of these three countries
reduced the facility by EUR 2.7 billion.

Source: Commission services and IMF.

During the review mission in Athens, the Commission/ECB/ IMF staff teams met with the minister of Finance and the
governor of the Bank of Greece; as well as with the ministers for Regional Development and Competitiveness and
Shipping; Labour and Social Security; Health and Social Solidarity; Administrative Reform and e-Governance;
Education, Lifelong Learning and Religious Affairs; Environment, Energy and Climate Change, and Infrastructure,
Transport and Networks. Moreover the teams met with staff of these ministries and the central bank, as well as of the
ministries of Culture and Tourism; the Hellenic Parliament Budget Office, Public Debt Management Agency, Hellenic
Statistical Authority (ELSTAT), Hellenic Financial Stability Fund, and Hellenic Asset Development Fund (privatisation
fund). Meetings also took place with the main opposition party leadership, some social partners, think-tanks and several
banks.
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3. Theadjustment programme will be facilitated by the lengthening of loansto Greece. On 21 July,

the euro-area Member States decided that loans to be granted in future to Greece will have maturities
between 15 and 30 years. This compares with average maturities of 7' years that are currently in
force, and the initial average maturities of 4 years. The amounts already disbursed under the Greek
loan facility agreement will also have their maturity substantially extended. This means that the
bilateral loans extended to Greece by the euro-area Member States will only start being repaid in
2020. This will provide a major improvement in the liquidity conditions of the Greek state and of the
Greek economy at large for several years. The IMF loans granted under a stand-by arrangement have
average maturities of 4 years and their reimbursement is expected to start already in the third quarter
of 2013.

Table 2. Contributions by the eur o-area Member Statesto disbursementsto Greece so far

(EUR million)

BE DE IE ES FR IT CcY LU
M ay 2010 0.0 44279 0.0 1,941.6 33252 29219 32.0 40.8
September 2010 7588  1,495.9 3474 656.0  1,123.4 987.2 10.8 13.8
January 2011 2388  1,864.4 - 817.5  1,400.1 1,230.3 13.5 17.2
March 2011 530.0 611.8 - 1,8144  3,1074 27305 29.9 38.2
July 2011 1953  5,050.5 - 668.5 1,448  1,006.0 11.0 14.1

MT NL AT PT Sl K FI Total
M ay 2010 14.8 932.5 454.0 409.3 0.0 - 0.0 14,500.0
September 2010 5.0 315.0 1534 138.3 102.9 - 3922 6,500.0
January 2011 6.2 392.6 1912 172.3 32.4 - 1234  6,500.0
March 2011 13.8 871.4 4243 382.5 71.8 - 274.0  10,900.0
July 2011 5.1 321.1 1563 - 26.5 - 100.9  8,700.0

Source: Commission services.

4. A reduction in interest rates will contribute to fiscal adjustment and debt sustainability. Future

5.

loans to Greece to be provided by the European Financial Stability Facility (EFSF) will be charged at
low lending rates.

A PSI programme of debt exchange, roll-overs and buy-backs is expected to substantially
reduce the financing needs over the next decade. However, the precise contribution of the private
sector to the financing programme depends on technical adjustments to be agreed, as well as on the
way bond holders will choose among available options.

Box 1: The 21 July 2011 statement by the heads of state or government of the euro area and EU

“We reaffirm our commitment to the euro and to do whatever is needed to ensure the financial stability of the
euro area as a whole and its Member States. We also reaffirm our determination to reinforce convergence,
competitiveness and governance in the euro area. Since the beginning of the sovereign debt crisis, important
measures have been taken to stabilize the euro area, reform the rules and develop new stabilization tools. The
recovery in the euro area is well on track and the euro is based on sound economic fundamentals. But the challenges
at hand have shown the need for more far reaching measures.




1. Introduction

Today, we agreed on the following measures:
Greece:

1. We welcome the measures undertaken by the Greek government to stabilize public finances and reform the
economy as well as the new package of measures including privatisation recently adopted by the Greek Parliament.
These are unprecedented, but necessary, efforts to bring the Greek economy back on a sustainable growth path. We
are conscious of the efforts that the adjustment measures entail for the Greek citizens, and are convinced that these
sacrifices are indispensable for economic recovery and will contribute to the future stability and welfare of the
country.

2. We agree to support a new programme for Greece and, together with the IMF and the voluntary contribution of the
private sector, to fully cover the financing gap. The total official financing will amount to an estimated 109 billion
euro. This programme will be designed, notably through lower interest rates and extended maturities, to decisively
improve the debt sustainability and refinancing profile of Greece. We call on the IMF to continue to contribute to the
financing of the new Greek programme. We intend to use the EFSF as the financing vehicle for the next
disbursement. We will monitor very closely the strict implementation of the programme based on the regular
assessment by the Commission in liaison with the ECB and the IMF.

3. We have decided to lengthen the maturity of future EFSF loans to Greece to the maximum extent possible from the
current 7.5 years to a minimum of 15 years and up to 30 years with a grace period of 10 years. In this context, we will
ensure adequate post programme monitoring. We will provide EFSF loans at lending rates equivalent to those of the
Balance of Payments facility (currently approx. 3.5 percent), close to, without going below, the EFSF funding cost.
We also decided to extend substantially the maturities of the existing Greek facility. This will be accompanied by a
mechanism which ensures appropriate incentives to implement the programme.

4. We call for a comprehensive strategy for growth and investment in Greece. We welcome the Commission’s
decision to create a Task Force which will work with the Greek authorities to target the structural funds on
competitiveness and growth, job creation and training. We will mobilise EU funds and institutions such as the EIB
towards this goal and relaunch the Greek economy. Member States and the Commission will immediately mobilize
all resources necessary in order to provide exceptional technical assistance to help Greece implement its reforms. The
Commission will report on progress in this respect in October.

5. The financial sector has indicated its willingness to support Greece on a voluntary basis through a menu of options
further strengthening overall sustainability. The net contribution of the private sector is estimated at 37 billion
euro.(*) Credit enhancement will be provided to underpin the quality of collateral so as to allow its continued use for
access to Eurosystem liquidity operations by Greek banks. We will provide adequate resources to recapitalise Greek
banks if needed.

Private sector involvement:

6. As far as our general approach to private sector involvement in the euro area is concerned, we would like to make
it clear that Greece requires an exceptional and unique solution.

7. All other euro countries solemnly reaffirm their inflexible determination to honour fully their own individual
sovereign signature and all their commitments to sustainable fiscal conditions and structural reforms. The euro area
Heads of State or Government fully support this determination as the credibility of all their sovereign signatures is a
decisive element for ensuring financial stability in the euro area as a whole.

Stabilization tools:

8. To improve the effectiveness of the EFSF and of the ESM and address contagion, we agree to increase their
flexibility linked to appropriate conditionality, allowing them to:

- act on the basis of a precautionary programme;
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- finance recapitalisation of financial institutions through loans to governments including in non-programme
countries;

- intervene in the secondary markets on the basis of an ECB analysis recognizing the existence of exceptional
financial market circumstances and risks to financial stability and on the basis of a decision by mutual agreement of
the EFSF/ESM Member States, to avoid contagion.

We will initiate the necessary procedures for the implementation of these decisions as soon as possible.

9. Where appropriate, a collateral arrangement will be put in place so as to cover the risk arising to euro area Member
States from their guarantees to the EFSF.

Fiscal consolidation and growth in the euro area:

10. We are determined to continue to provide support to countries under programmes until they have regained market
access, provided they successfully implement those programmes. We welcome Ireland and Portugal's resolve to
strictly implement their programmes and reiterate our strong commitment to the success of these programmes. The
EFSF lending rates and maturities we agreed upon for Greece will be applied also for Portugal and Ireland. In this
context, we note Ireland's willingness to participate constructively in the discussions on the Common Consolidated
Corporate Tax Base draft directive (CCCTB) and in the structured discussions on tax policy issues in the framework
of the Euro+ Pact framework.

11. All euro area Member States will adhere strictly to the agreed fiscal targets, improve competitiveness and address
macro-economic imbalances. Public deficits in all countries except those under a programme will be brought below 3
percent by 2013 at the latest. In this context, we welcome the budgetary package recently presented by the Italian
government which will enable it to bring the deficit below 3% in 2012 and to achieve balance budget in 2014. We
also welcome the ambitious reforms undertaken by Spain in the fiscal, financial and structural area. As a follow up to
the results of bank stress tests, Member States will provide backstops to banks as appropriate.

12. We will implement the recommendations adopted in June for reforms that will enhance our growth. We invite the
Commission and the EIB to enhance the synergies between loan programmes and EU funds in all countries under
EU/IMF assistance. We support all efforts to improve their capacity to absorb EU funds in order to stimulate growth
and employment, including through a temporary increase in co-financing rates.

Economic gover nance:

13. We call for the rapid finalization of the legislative package on the strengthening of the Stability and Growth Pact
and the new macro economic surveillance. Euro area members will fully support the Polish Presidency in order to
reach agreement with the European Parliament on voting rules in the preventive arm of the Pact.

14. We commit to introduce by the end of 2012 national fiscal frameworks as foreseen in the fiscal frameworks
directive.

15. We agree that reliance on external credit ratings in the EU regulatory framework should be reduced, taking into
account the Commission's recent proposals in that direction, and we look forward to the Commission proposals on
credit ratings agencies.

16. We invite the President of the European Council, in close consultation with the President of the Commission and
the President of the Eurogroup, to make concrete proposals by October on how to improve working methods and
enhance crisis management in the euro area.”

(*) Taking into account the cost of credit enhancement for the period 2011-14. In addition, a debt buy back programme will
contribute to EUR 12.6 billion, bringing the total to EUR 50 billion. For the period 2011-2019, the total net contribution of the
private sector involvement is estimated at EUR 106 billion.




2. MACROECONOMIC DEVELOPMENTS

6. Growth forecasts have been revised downwards significantly since the fourth review. The
encouraging developments in the first quarter of 2011 when, according to the revised statistics, GDP
increased by 0.2 percent, compared with the last quarter of 2010, were short-lived. Economic activity
in the second quarter was very disappointing, with an annual rate of contraction of around 7 percent.
Although quality issues with the available macroeconomic statistics do not allow a detailed
assessment of these developments, there is no doubt that Greece is undergoing a recession that is
deeper and longer than expected in the previous quarterly report. The deterioration in the labour
market, with employment falling much faster than expected, uncertainties of political and financial
nature, and social unrest and industrial action have weighed on supply and on domestic demand. Net
exports have been the only GDP component adding to economic activity in recent quarters, but it too
has suffered from the deceleration in activity at the EU and global level. While a number of political
decisions — domestically, the June government reshuffle following a parliamentary vote of
confidence, and the euro-area decisions of 21 July — have contributed to reducing the uncertainties
economic agents are confronted with, credit tightening by banks and the slow pace of structural
reforms are hampering a speedier recovery. Additional austerity measures also contribute to delaying
the return to growth.

Graph 1. Real GDP growth
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7. Domestic demand is contracting strongly, as private agents adjust their patterns of
consumption, savings and investment. In 2011, private consumption is expected to decline by 6
percent, as the fall in employment, wage cuts in the public and private sectors, and the increase in the
tax burden compress households’ disposable income and stretch their liquidity limits. In particular, the
fiscal austerity measures on the revenue and expenditure side of the budget will lead to a sharp
reduction of disposable income in the last quarter of 2011 and first quarter of 2012. The contraction in
private consumption will continue in 2012 and positive annual growth rates may only be expected, in
connection with a recovery in employment, in the second half of 2013. Excessive productive capacity,
weak credit demand and the banks' tightening of credit standards act as a drag on investment which is
estimated to fall by 16 percent in 2011. In 2012, gross fixed capital formation, in real terms, will be 45
percent below the level recorded in 2007. Progress in structural reforms and efforts to accelerate the
absorption of EU structural funds to finance productive activity could, however, if implemented in a
timely and determined manner contribute to halting the plunge of investment.
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8. Competitiveness in the tradable sector isimproving, but remains fragile. Strong growth rates in

exports together with soaring industrial orders from abroad for several months in a row suggest that
the process of rebalancing towards the tradable sector is of a more permanent nature. The main
driving forces behind this development are the strong rise in the volume of goods exports, which are
expected to increase by 7 percent in 2011 and in tourism from abroad. However, these gains are partly
offset by a decline in the exports of transport services, in particular maritime transport, which seems
to be affected by global trade patterns and increased competition from Asia. It remains to be seen,
however, whether export growth will retain its dynamism in the coming quarters in the face of a
deceleration in economic activity in trading partners.
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9. Inflation is declining in line with projections. The decline in headline inflation (HICP) in recent

quarters (1.4 percent in August 2011 from a peak of 5.7 percent in September 2010) was interrupted
in September (2.9 percent) reflecting the shift of some goods from the reduced to the standard VAT
rate and an increase in excises. Constant-tax inflation was much more moderate (1.2 percent for
August 2011) but remains arguably excessive for an economy that is undergoing a strong recession
and in which private and public wages are falling. Although rising import prices have contributed to
this development, the stickiness of inflation is an indication of a lack of competition in the Greek
economy. Nevertheless, constant-tax inflation, which is a better proxy of competitiveness
developments than the overall price index, has been below the euro-area inflation for several months
in a row. The overall inflation rate for 2011 is now estimated at close to 3 percent, while constant-tax
inflation should be half of this figure. Overall inflation is projected to be below 1 percent in 2012, as
higher energy and commodity prices are expected to be counterbalanced by the deflationary impact of
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the further contraction in economic activity. In a medium-term perspective, inflation in Greece is
likely to be below the euro-area average for several years to come.

Graph 8. HICP inflation developments and projections
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10. Labour market adjustment continues. Total employment is projected to fall by almost 6 percent in
2011, and an additional contraction is projected in 2012. Only in 2013, is employment expected to
recover and to start increasing again. The unemployment rate in 2011 is hovering at 16 percent and
will increase further to 17 percent, in 2012, an historical peak for Greece. Labour costs are falling,
primarily as a result of the deterioration in the labour market but wage-setting reforms may also have
contributed to this development. According to Eurostat data, total labour costs in the business sector
fell by 4'4 percent year-on-year in the second quarter of 2011. For the entire year, unit labour costs in
the economy as a whole may contract by 3 percent. Further declines in unit labour costs are likely to
continue in coming years. In this context, the increase in the minimum wage by 1.6 percent in July
2011 within the framework of the national collective agreement does not appear in line with the
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economic conditions of the country and risks to further aggravate and entrench unemployment of the
low-skilled.

Graph 10. Employment and unemployment rate Graph 11. Nominal unit labour cost
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11. The external imbalance is being slowly absorbed but remains at a high level. Despite falling by
around 2 percentage points in 2011, the current account deficit remains at an unsustainably high level
at close to 10 percent of GDP. Over the next two years, the current account is projected to fall to 8 and
6" percent of GDP, mainly driven by the continued expansion of exports and a further contraction in
imports, partly offset by an increase in the outflow of income: mainly interest on public and private
debts owed to the rest of the World. Transfers are expected to improve somewhat on account of an
expected acceleration in the absorption of structural funds from the EU. Net external liabilities are
estimated to stabilise at around 125 percent of GDP over the medium term. However, the continued
strong reliance of the external deficit in a context of a deep recession is worrying, illustrating the
magnitude of the competitiveness problem in Greece and calls for decisive steps to reduce production
costs and boost the economy’s supply potential.
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Table 3. Macroeconomic scenario: main features

2009 2010 2011 2012 2013 2014 2015

Real GDP (growth rate) -3,2 -3,5 -5.5 -2,8 0,7 2,4 2.9
Final domestic demand contribution* -3,6 -7,0 9,0 -5,3 -0,8 1,2 1,8
Net trade contribution 3,1 3,1 29 2,5 1,5 1,2 1,1

Employment (growth rate) -0,7 -1,9 -5,7 2,8 0,4 1,0 1,2

Unemployment rate (percent of labour force) 8,9 11,7 15,7 17,5 17,5 16,9 16,3

Unit labour cost (growth rate) 43 -1,6 -3,1 -2,9 -1,5 -1,0 -0,6

HICP inflation 1,3 4,7 3,0 0,7 0,8 1,0 1,1
HICP inflation at constant taxes 1,1 14 1,0 -0,3 0,4 1,0 1,1

Current account balance (percent of GDP) -143 -12,3 99 -7,9 -6,9 -5,9 -4.5

Net borrowing vis-a-vis RoW (percent of GDP) -13,3 -10,6 -7,8 -5,4 -4.4 -3,4 -2,0

Net external liabilities (percent of GDP) 111,3 124,1 1373 146,4 149,3 148.,7 145.,6

* Exduding changein inventories and net acquisition of valuables

Source: Eurostat and Commission services.
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3. FINANCIAL MARKETS AND FINANCIAL SECTOR
DEVELOPMENTS

12. Yields in the secondary Greek government bond market are well above the pre-programme
peaks. In spite of progress in several areas of the adjustment programme, and of the euro-areca
Member States commitment to keep supporting Greece, the market remains sceptical of the future of
the economic adjustment programme, the sustainability of Greek government debt and the soundness
of domestic financial institutions. This scepticism is not only illustrated by the high market yields, but
also the sovereign CDS spreads, accompanied by a very low level of transactions. Moreover, the
sovereign ratings were further downgraded in June and July.
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Graph 16. Sovereign credit ratings
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Table 4. Ratings

Moody's Fitch Standard & Poor's
Rating Effective Rating Effective Rating Effective
Sovereign Ca 25-Jul-11 CcCcC 13-Jul-11 CC 27-Jul-11
ATE Caa2 23-Sep-11 B- 14-Jul-11 - -
NBG Caa2 23-Sep-11 B- 14-Jul-11 CCC 15-Jun-11
Eurobank Caa2 23-Sep-11 B- 14-Jul-11 CCC 15-Jun-11
Alpha bank Caa2 23-Sep-11 B- 14-Jul-11 cce 15-Jun-11
Piracus Caa2 23-Sep-11 B- 14-Jul-11 CCC 15-Jun-11

Source: Bloomberg

The quality of the loan portfolio of Greek banks continues to deteriorate. Non-performing loans
(NPLs) increased to 13.3 percent on a solo basis in the second quarter of 2011 from 10.8 percent at
the end of last year, and 9 percent in the first half of 2010. An additional indicator of deteriorating
loan portfolio quality is the significant share of restructured loans, which are increasing at a higher
pace than NPLs, accounting for about additional 4 percent of total loans in Q2-2011. The coverage
ratio of NPLs with accounting provisions increased to 45.4 percent on average in the same quarter,
stable compared to Q1.

Despite the wor sening macr oeconomic environment, banks were able to maintain the level of
pre-provisioning profits. Significant cuts in staff and administrative costs have led to a total
reduction in operating expenses over the last twelve months by 14 percent. Consolidated pre-
provisioning income of the banking groups in the first half of 2011 amounted to EUR 3 billion, eight
percent higher compared to the previous year results. On a solo basis, commercial banks recorded
EUR 2 billion pre-provision profit, a 41 percent increase compared to the same period in 2010.
Nevertheless, high provisions on bond and loan portfolios resulted in large losses recorded in the first
semester: provisions tripled, year-on-year, and leading to losses before tax of EUR 5.9 billion on a
consolidated basis and EUR 6 billion on a solo basis.

Banks announced their intentionsto participate in PSl. The six largest Greek banks have thus far
indicated their intentions to participate in PSI with EUR 32.4 billion of eligible bonds. This accounts
for approximately 21 percent of the EUR 154 billion government bonds maturing up to 2020. The
weighted average impairment rate on PSI-eligible bonds held by these banks on their balance sheets,
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as reported by the banks, currently stands at about 17 percent. This implies, on average, a pre-tax
adverse impact on the banks’ profit and loss account amounting to approximately EUR 5.5 billion,
leading to a substantial drain on banks’ capital. As a result, the average capital adequacy ratio of the
banking sector stood at 10.6 percent on a consolidated basis at the end of the second quarter, while the
average core tier 1 ratio was at 8.6 percent, compared to 12.5 percent and 10.5 excluding PSI-related
write-downs, respectively.

Box 2 : Greek banksin the EBA stresstests

Six Greek banks participated in the 2011 EBA stress test exercise with four banks passing the test. The six
largest Greek banks tested (National Bank of Greece (NBG), Eurobank EFG, Alpha Bank, Piracus Bank, ATE Bank
and Hellenic PostBank (TT)) represent over 90% of the Greek banking system’s total assets. The stress test used an
assumption of a 14.4 percent loss rate for exposures to the Greek sovereign and financial institutions in the banking
book. Due to their high exposures to the Greek sovereign, Greek banks were expected to perform less well in the
stress test than most of their European peers. However, NBG and Alpha Bank passed the test with relatively high core
tier 1 (CT1) ratios after the shock (7.7 and 7.4 percent respectively), while TT and Piraeus Bank passed the test, albeit
with low mark of 5.5 and 5.3 percent, respectively. Two banks, namely ATE Bank and Eurobank, fell under the 5.0
percent CT1 threshold in the adverse scenario. All banks, however, have disclosed mitigating measures that take them
above the 6.0 percent stressed CT1 ratio threshold, which has been deemed by regulators as desirable.

Graph 1. EBA stresstest resultsfor GR banks
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16. The deleveraging continues, while the liquidity position of banks tightens further. The balance
sheet of the Greek banking sector contracted by 7.6 percent in the twelve months to June 2011. Credit
to the domestic economy shrank by 2.9 percent driven by loans to corporations (-4.6 percent) and
households (-1.3 percent). To date, deleveraging in Greece does not seem to be excessive compared to
the contraction in nominal GDP. However, the risk of a potential credit crunch needs to be carefully
and continuously monitored. Deposits decreased at the higher pace than loans (-14 percent year on
year by June 2011), leading to increases in loan-to-deposit ratios in most banks. Retail deposits have
dropped by 4.9 percent from August to mid-October. This contraction followed a period of relative
stability during the summer and is comparable to the previous episode of deposit attrition in April-
June 2011. The reduction of the Greek State’s bank deposits since mid-August has further aggravated
banks’ funding stress. Finally, banks continue to not have access to wholesale funding markets. As
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banks struggle to reduce their assets, the loss of retail and wholesale funding sources has kept the
recourse to central bank borrowing at very high levels, including emergency liquidity assistance.

17.The Bank of Greece continues to monitor liquidity in the banking sector. The supervisor has
asked banks to submit updated medium-term funding plans (MTFPs) by December 2011 in order to
monitor the banking sector's structural liquidity position and their possibility to gradually reduce their
reliance on Eurosystem refinancing. In doing so, the Bank of Greece also ensures that the MTFPs are
consistent with the overall economic adjustment programme's macroeconomic and fiscal framework.

18.Changes in the legal framework provide new tools to deal with ailing banks. A new bank
resolution framework was adopted in September and concerns the banking law, the deposit guarantee
law and the HFSF. Available intervention techniques have been expanded to include transfer of assets
and liabilities and creation of an interim credit institution (‘good bank’). Shareholders and
subordinated bond holders will always remain with the transferring entity (‘bad bank”). The Hellenic
Deposit and Investments Guarantee Fund (HDIGF) will maintain and manage two funds: the existing
depositor protection fund and a new resolution fund. It will also have creditor preference in resolution
to better ensure recovery of guarantee funds. Also, the new framework conferred upon the HFSF new
roles as the HFSF will provide capital into interim credit institutions to bring them in line with the
capital adequacy requirements. Proton Bank was the first bank that was resolved under the new
framework. On 10 October 2011, the Greek Ministry of Finance announced its decision to establish an
interim credit institution, called New Proton Bank, and to transfer the Proton Bank’s good assets and
deposits to it. The HDGF covered New Proton’s funding gap and the HFSF provided the new bank
with capital.

19. A detailed diagnostic of loan portfolios of all Greek banksisongoing. The exercise, commissioned
to an internationally recognized capital advisory firm will estimate the expected credit losses over a
three year-period as well as over lifetime. It is expected to be completed by end-2011. The estimated
loan losses will feed in an assessment of capital needs for each bank to be carried out by the Bank of
Greece and published by end-February 2012. Subsequently, banks may be granted up to six months to
raise the required Tier 1 capital from the market. In case they fail, the HFSF will be available as a
capital backstop for viable banks.

20. Restructuring of banks having received state aid continues. The capital increase of ATEbank has
been closed on 7 July 2011. However, following the write downs in September due to the anticipated
participation in PSI, the bank’s capital ratio fell under the minimum capital regulatory requirement,
thus, the bank needs further capital injection. To this end, its restructuring plan will be updated with
the aim of minimizing the cost for the State. Preliminary restructuring and/or viability plans submitted
for nine other banks will have to be aligned with the liquidity and solvency requirements of the
programme.

21. Domestic banks pursue consolidation strategies so as to shield themselves against the crisis. On
23 June 2011, TT Postbank and T-Bank announced that they would merge with the latter being
absorbed by the former. The merger is expected to be completed by end-October 2011 and will be
considered under state aid rules before TT is privatised. On 28 August 2011, Alpha Bank and
Eurobank announced an all-share merger to be followed by an issuance of EUR 500 million
mandatory convertible bonds subscribed by a Qatari investor and raising €1.25bn in fresh capital. The
merger is expected to be completed by end-year, following the approval by the supervisor. Both banks
are under the obligations to submit a viability plan to the Commission as a consequence of the
injection of preference shares by the State in 2009.

22. Supervision of the insurance sector has been intensified. During the first half of 2011, the Bank of
Greece conducted on-site examinations and established a new supervisory review process.
Meanwhile, the insurance companies have been shrinking their portfolios, implementing stricter
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underwriting rules and increasing profits. The Bank of Greece will require insurance companies which
did not pass the recent EIOPA stress test exercise to accelerate their restructuring plans. In addition,
insurance companies not meeting minimum Solvency Il requirements will be required to submit to the
Bank of Greece a business plan comprising actions to be taken by mid-2013.
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Table 5. Banking sector soundnessindicators

basis 2007 2008 2009 2010 | 2011 H1 (4)
Capital adequacy ratio consolidated 11.3 95 11.9 12.3 10.6
solo (1) 12.7 10.7 133 139 n.a
Tier I ratio consolidated 9.3 8.1 10.9 11.2 n.a.
solo 9.4 838 123 125 n.a
Return on assets (after tax) consolidated 1.4 0.7 0.1 -0.3 2.2
solo 1.0 0.2 -0.1 -0.6 -25
Return on equity (after tax) consolidated 17.8 10.0 2.3 -4.2 -30.6
solo 146 31 -17 -8.6 -36.6
Loan to deposit ratio consolidated 106.0 114.0 113.8 121.9 137.6
Non performing loan ratio (2) solo 4.7 51 8.1 10.8 13.3
Coverage ratio (3) solo 53.9 49.5 421 46.3 45.4

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. (4) Provisional and incomplete data; including impact of the PSI.

Source: Bank of Greece
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4, PROGRAMME IMPLEMENTATION AND POLICY DISCUSSIONS

23. There has been progressin the implementation of the programme. This applies to each of the key policy
areas: fiscal consolidation, fiscal institutional reforms and growth-enhancing reforms. However, in several
areas, as described below, progress has been slower than expected. Part of this was due to the deterioration in
economic activity, which made policy-making more challenging. In order to ensure that Greek government's
track record in implementing the necessary reforms will be in line with the targets, political consensus and
administrative capacity need to be strengthened.

Table 6. Summary of compliance with policy conditionality

Overall assessment Comments

For July, the performance criteria on primary balance,
state's primary spending, net guarantees granted by
central government, and central government debt have
been respected. The criterion on non-accumulation of
external payment arrears has been missed by a small
amount — which was settled in the meantime. The
indicative criterion on non-accumulation of arrears to
suppliers has been missed.

For September, complete data are not yet available;
however, There are indications that the performance
Fiscal policy Partially observed criterion for the primary balance has been missed by a
small margin. The criteria for state's primary spending,
net guarantees granted by central government, and
central government debt have most likely been
respected.

While most austerity measures agreed during the fourth
review were adopted, several measures had to be re-
quantified of account of implementation issues.

The ceiling for the ESA-defined general government
deficit for 2011 will most likely be missed, in spite of
additional measures.

The quantitative cumulative criteria on privatisation
receipts for end-July have been respected, but not the
one for end-September, as no additional privatisation
receipts were collected.

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.
Several preparatory steps have been taken in advance of
the second phase of pension reforms.

The Parliament budget office initiated its activities, but
its board has collectively resigned in the meantime.
Payments into the Hellenic Stability Fund and an
intermediate account have continued according to plans.
The Bank of Greece continues to monitor liquidity in the
banking sector, and it has asked banks to submit updated
Financial sector policy Largely observed medium-term funding plans.

Changes in the legal framework have been adopted to
provide new tools to deal with ailing banks. A detailed
diagnostic of loan portfolios of banks is ongoing, and the
supervision of the insurance sector has been intensified.
There has been progress in several areas such as some
business environment related measures (namely
concerning business start-ups and business licensing).
Partially observed The government decided to accelerate the liberalisation
of road haulage compared to previous commitments
Progress in liberalising regulated professions has been
relatively disappointing so far.

Structural fiscal reforms Partially observed

Growth-enhancing
structural reforms

Source: European Commission.

4.1. FISCAL POLICY

24. Most performance criteria for end-July have been met, but not for end-September. Given the delays in
the previous review, the criteria for end-June were replaced with criteria for end-July, and updated taking
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into account fiscal developments and measures. The criteria on the general government primary balance, on
the State’s primary deficit, central government debt and guarantees granted by central government for end-
June have all been met. Complete data for end-September are not yet available. However, most likely the
primary balance criterion has been failed, while the other above mentioned criteria appear to have been met.

25. Theindicative criterion on non-accumulation of arrearsto supplierswas missed. According to available

data, arrears to suppliers continue accumulating and have reached EUR 6.5 billion (or almost 3 percent of
GDP) by end-July 2011. The accumulation of arrears is partially related to the delays in the fifth and sixth
disbursements. However, they are also related to lingering deficiencies in expenditure control in the several
government entities, and administrative delays in payments by social security to hospitals which in turn lead
to delays in hospitals’ payments to suppliers.

Table 7. Fiscal quantitative performancecriteria

(EUR million)
end-July 2011 end-Sept 2011
Performance criteria Data Criterion Data Criterion |
General government primary cash balance -4.9 -5.1 ... -5.0
State primary spending 33.5 34.7 42 (p) 44.5
Central government debt 377 394 394
New guarantees granted by central government 0.3 1.0 0.3 1.0

Source: Commission services.

26. There were deficiencies in the implementation of the measures agreed in the previous review. In June,
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the Hellenic Parliament adopted the medium-term fiscal strategy through 2015 (MTFS). For 2011 and 2012,
the MTFS provided for deficit-reducing measures quantified in June at 3 percent of GDP for 2011 and a
cumulative 6 percent of GDP for 2012. Most measures were legislated and implemented. However, because
of delays and other issues in the implementation of these measures, their deficit-reducing effect has been
revised downwards. This together with similar issues in measures adopted in the context of the budget for
2011 and slippages in expenditure control, tax collection and recruitment implied that, without additional
measures, the 2011 and 2012 deficit ceilings would be missed by a large margin.

Table 8. Medium-term deficit ceilingsand projections

2011 2012 2013 2014
Deficit ceilings (EUR million) 17065 14916 11399 6385
Indicative as per centage of GDP 7.8 7.0 5.3 2.9
Projection (per centage of GDP) | 8.5-9 7.0 | 5.3 (%) | 2.9 (%)

(*) Including measures that require further specification.

Source: Commission services.
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Table 9. Implementation monitoring: Estimated yield of measuresagreed in June 2011

4th review (July 2011)  5th review (Oct. 2011) Difference (*)
2011 2012 2011 2012 2011 2012
Total measures 6744 13641 5834 11279 910 2362
% of GDP 3.0 6.0 2.7 5.3 0.4 1.1
Wage hill 770 1370 642 960 128 410
% of GDP 0.3 0.6 0.3 0.5 0.1 0.2
Operational expenses 190 282 180 262 10 20
% of GDP 0.1 0.1 0.1 0.1 0.0 0.0
Extra-budgetary funds 540 690 304 396 236 294
% of GDP 0.2 03 0.1 0.2 0.1 0.1
State-owned enterprises 0 414 0 414 0 0
% of GDP 0.0 02 0.0 0.2 0.0 0.0
Health care 60 264 53 267 7 -3
% of GDP 0.0 0.1 0.0 0.1 0.0 0.0
Phar maceutical spending 250 743 372 601 -122 142
% of GDP 0.1 03 0.2 0.3 -0.1 0.1
Social benefits 1188 2286 748 1664 440 622
% of GDP 0.5 1.0 0.3 0.8 0.2 0.3
I nvestment spending 950 504 800 804 150 -300
% of GDP 0.4 02 0.4 0.4 0.1 -0.1
Other expenditure 150 505 150 250 0 255
% of GDP 0.1 0.2 0.1 0.1 0.0 0.1
Tax policy 2646 6583 2584 5661 62 922
% of GDP 1.2 29 1.2 2.7 0.0 0.4

(*) Ratios to GDP in this column are calculated on the basis of the latest GDP figures.
Source: Commission services.

27. In response, the Government has announced a fiscal austerity package to ensurethat the 2012 deficit is
on target. To the extent that most, although not all, measures frontload action planned for later years, they
reduce or close fiscal gaps in 2011, but are not, from a medium-term perspective, additional to the MTFS.
Main measures include:

e The implementation of a new uniform wage grid for public employment, which will, already in the
short term, substantially reduce the wage bill and aims at a more transparent remuneration system for
the civil servants of several government departments. This measure was already planned in the June
2011 MTFS, but its implementation was expected to be spread over several years. It is now frontloaded.
The average wage is expected to be reduced by 17 percent, although there is substantial variation
between the government departments. Bonuses will be provided to officials involved in tax collection
and expenditure control. For the time being, the wage reform does not affect the so-called special
regimes (military and policy, judges and political personnel, doctors and university staff).

e Cuts in the highest pensions and adjustment in supplementary pensions and lump sums paid on
retirement. The adjustments in the supplementary pension and in lump sums paid on retirement were
also provided for in the MTFS, but were expected to be implemented later on.

e  With the aim of reducing overstaffing, the government established, already in July, a labour reserve for

excess staff. It has now decided to move an estimated 15 000 staff very close to retirement age into a
pre-retirement scheme, and the same number of staff into a labour reserve.

23



European Commission
The economic adjustment programme for Greece

e A new property tax has been established; this will be collected through electricity invoices (though the
tax base is the surface of the property, modulated by additional parameters like age and location of the

property)

e The personal income tax base has been widened through the abolition of a number of tax expenditures
and reducing the income tax-free thresholds. In particular, the tax-free income threshold, which used to
be EUR 12 000 per person per year was reduced to EUR 8 000 in June, is further reduced to EUR
5 000.

e The acceleration in the reduction (quasi-abolition) in the subsidy to heating oil, which was planned for
the next year.

28. It is no longer viable to close the fiscal gap for 2011. The 2011 government deficit will most likely be
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between 8.5 and 9 percent of GDP, i.e. well above the ceiling of 7% percent of GDP (or EUR 17 065
million). Given the late stage of the year in which this residual fiscal gap has been identified, the margin for
cuts in operational spending and investment is very limited, as most expenditure budgeted for 2011 has
already been spent or committed. Moreover, further tax measures in 2011 would be unbearable for the
economic agents and would not bring much in revenue. The mission stressed that, given the implementation
of many measures in a short period of time — the new measures and many of the measures agreed in June are
implemented in the last quarter of 2011 and first quarter of 2012 —, the impact on the deficit may be smaller
than the sum of the quantifications of each one of them. In particular, the several tax measures will be testing
many households’ liquidity constraints.
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Table 10. Deficit and measur es accounting: from deficit in one year to the next

EUR million % of GDP
cumulative measures cumulative measures
2010-2014 2010-2014
2009 deficit 36150 15.4
primary deficit drift in 2010 6149 2.7
change in interest expenditure 266 0.1
measures in 2010 1/ 18372 18372 8.1 8.1
impact on ratio of nominal GDP growth -- 0.5
2010 deficit 24193 10.6
primary deficit drift in 2011 12724 5.8
change in interest expenditure 1997 0.9
measures in 2011 1/ 19514 37886 9.0 16.8
impact on ratio of nominal GDP growth -- 0.5
2011 deficit 19400 8.9
primary deficit drift in 2012 6808 3.2
change in interest expenditure 509 0.2
measures in 2012 1/ 11801 49687 5.6 21.8
impact on ratio of nominal GDP growth -- 0.2
2012 deficit 14916 7.0
primary deficit drift in 2013 1045 0.5
change in interest expenditure 509 0.2
measures in 2013 1/ 2/ 5071 54758 2.4 23.3
impact on ratio of nominal GDP growth -- -0.1
2013 deficit 11399 53
primary deficit drift in 2014 1307 0.6
change in interest expenditure 800 0.4
measures in 2014 1/ 2/ 7121 61879 3.2 25.5
impact on ratio of nominal GDP growth -- -0.1
2014 deficit 6385 2.9

Note: Deficit in year t = deficit in year t-1 plus primary deficit drift plus change in interest expenditure minus
measures (and for the GDP ratios: plus impact on debt ratio of nominal GDP growth).

1/ Including carry-overs.
2/ Including measures which still require further specifications.
Source: Commission services.
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Table11. Arrears (EUR million)

31Dec2010 |31 March 2011 (30 June 2011 |31 July 2011 |31 Aug2011
Total State 866.2 1087.9 980.0 949.9 938.7
Local Government 591.2 834.3 903.5 878.8 9432
Hospitals (*) 1514.2 1687.1 1846.6 17474 173322
Social Security Funds 2131.5 2433.2 2662.6 2757.2 2649.8
Other government entities 197.5 215.5 245.1 2013 2344
Total General Gover nment 5300.6 6258.0 6637.8 6534.6 6499.3

All debts 90-days overdue are considered arrears

(*) Of which EUR 113 million incurred by end 2009.

Source: General Accounting Office.

Graph 23. Government revenue and expenditure
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Graph 25. Government primary balance — 2011
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Table 12. Staffing plans

Projections

2010 2011 2012 2013 2014 2015
Total 775994 708780 669632 625548 614810 602472
Permanent Employment 682258 646480 612104 572315 565443 556584
of which: tenure 600497 577927 553686 524191 519173 512747
Exit 48273 43830 47041 14765 11812
Normal retirement 47273 36256 24922 14765 11812
Through retirement schemes 1000 7574 7574 0 0
Through labour reserve 0 0 14545 0 0
Other 0 0 0 0 0
Hiring 12495 9455 7251 7893 2953
Professional Schools 4146 4146 4146 4146 4146
Transfer from SOEs 2883 0 0 0 0
From the labour reserve 0 0 1045 0 0
Other 5466 5309 2060 3747 -1193
Palitical appointees 25526 14576 14576 14576 14576 14576
Temporary contracts 68210 47724 42952 38657 34791 31312
M emorandum items:
Total employment reduction since 2010 67214 106362 150447 161184 173522

Source: Greek Ministry of Finance

29. The fiscal consolidation effort of Greece has been very large, but more measures will be necessary.
Despite the implementation issues that this report and previous reports have documented, the fiscal
consolidation of Greece has been well above the fiscal efforts in other European countries. According to
available estimates, in 2010 and 2011, Greece has implemented more than 16 percent of GDP of
consolidation measures so as to reduce the deficit from 15%: percent of GDP in 2009 to 8.5-9 percent in
2011. Without these measures, the government deficit would have kept on increasing. Given the deepening
recession, which has been weighing in revenue performance, the increase in interest expenditure and the
underlying increase in expenditure (e.g. related to the population ageing or the public sector wage drift) large
measures are necessary simply to avoid that the deficit increases. The same is expected to happen until the
debt declines and economic growth resumes. For 2012, to reduce the deficit ratio to the agreed ceiling, the
government implements 5% percent of GDP in measures, as described in previous paragraphs.
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Box 3: Debt sustainability assessment

This box looks at the sustainability of the Greek sovereign debt in view of the latest macr oeconomic developments,
and the experience of 18 months of programme implementation. The Greek government debt-to-GDP ratio is projected
until 2030, on the basis of a number of assumptions on real and nominal growth, primary surplus and other financial
transactions not captured in the ESA deficit, such as privatisation receipts and the recapitalisation of banks, and interest rates
on official and market financing.

At the time the previous compliance report was published, the Greek government debt was deemed to be sustainable
under the condition that the adjustment programme was fully implemented. The central scenario envisaged in the debt
sustainability assessment of July 2011 predicted the debt ratio would peak at 161 percent of GDP in 2012, and could decrease
to 127 percent by 2020. This reduction in the debt burden assumed very strong policies: a swift improvement in the primary
balance to around 6 percent of GDP by 2014, and a stabilisation of the primary balance ratio at that high level over the period
2015-20; privatisation proceeds of EUR 50 billion over the period 2011-15; full implementation of the structural reform
agenda leading to a gradual return to robust economic growth. However, as the previous report made clear, the central
scenario was susceptible to very substantial downside risks: the debt trajectory would worsen significantly if the growth
performance fell short of expectations or the fiscal adjustment were less pronounced than programmed. The report of July
illustrated that, in a scenario of weak implementation of the programme, the debt ratio could enter into an exponentially
increasing path, even if privatisation receipts were able to delay such a development for a number of years.

The implementation of the programme so far indicates that a scenario of 'full implementation of the programme' is
not the most likely scenario. During the last 18 months, Greece made progress in many areas, in particular a large reduction
in the government deficit under a particularly severe recession. However, both in 2010 and 2011, the actual government
deficit exceeded the targets. In relation to structural reforms, there has also been progress in many fields. However, as this
report documents, the pace of these reforms has not been commensurate with the needs: the reforms have not yet reached the
critical mass that is necessary to boost productivity and transform the investment climate. Thus, while the programme
objectives and targets have not been revised, a scenario of 'full implementation' is not the most likely, and it would be
imprudent to base an assessment of sustainability on such an assumption.

The main assumptions for the medium- to long-term debt projections are as follows:

e PSl. It is assumed that the private sector involvement announced on 21 July is implemented at the beginning of 2012.
However the information available on the investors' responses to the letter of inquiry have led to revise the assumed
participation rate to 80 percent, while those that expressed their intention to participate in PSI have, for a very large
majority, stated a preference for the so-called option 1 (exchange of bonds at par, with extended maturities and
collateral). PSI requires the government to borrow additional funds (around EUR 35 billion) in order to place AAA
securities in a defeasance structure that guarantee the payment of the exchanged bonds principal. At the time of writing,
Eurostat has not yet announced whether the PSI-related collateral should be netted out in the official debt statistics. In
any case, for the purpose of the debt sustainability assessment the relevant concept is debt net of collateral.

e Bank recapitalisation. For the purpose of bank recapitalisation and to cover the losses that Greek banks incur by
participating in PSI, the projections assume government borrowing EUR 20 billion, on top of the funds previously
earmarked for the Hellenic Financial Stability Fund.

e  Economic activity. Economic activity is contracting in 2011 by 5% percent, and will most likely keep contracting in
2012. The recovery is assumed to take place from 2013 onward, and real GDP growth could approach 3 percent in
2015-19, given a cyclical upswing after a deep recessions. Afterwards, growth is assumed to decline to 2 percent, and in
a longer horizon to 1% percent given demographic trends. Given the need to restore competitiveness, inflation is
projected to remain below the euro area for several years, at least until 2020.

e Fiscal stance. The medium-term fiscal strategy adopted by Greece in June 2011 pointed to a reinvigoration of the
authorities’ resolve to bring the fiscal accounts back on track. However, implementation has disappointed. As a result, in
2011 (as was already the case in 2010) the deficit ratio will be above the target. The harshness of the measures that were
necessary to reduce the deficit suggests that it is unlikely Greece will be able to reach a primary surplus of 6 percent of
GDP, a level that only a few countries managed to reach and sustain. Thus, the central scenario for the purposes of
assessing debt sustainability assumes that the primary deficit will reach a maximum of 4% percent of GDP in 2014-16.
This primary surplus is then modelled to progressively decline to 4 percent by 2020 and to 3% percent of GDP in the
second half of the next decade. These levels of primary surplus remain relatively large by international standards. The
overall deficit would hover 3 percent of GDP for the whole period.
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e  Privatisation. Although the ultimate objective of Greece privatising EUR 50 billion of assets remains viable, a prudent
scenario assumes that Greece will need a longer period to reach this amount, that is until 2020, rather than 2015 as
assumed so far. However, even in this case, Greece would privatise assets worth 2 to 2% percent of GDP per year, for
several years, an outcome that only a few countries delivered.

Compared to the previous report, the government debt outlook has deteriorated. The debt path that results from these
assumptions is substantially above the projections of the 4th review. Under the above described assumptions, the government
debt net of collateral would increase up to 186 percent of GDP and then decline slowly to just above 150 percent of GDP in
2020. If this scenario materialised, by 2030, the net debt ratio would be close to 130 percent of GDP (see table with detailed
data). Since the debt would remain very high — though declining — access to markets could be endangered and the debt would
be extremely vulnerable to any adverse development.

Graph 1. Debt sustainability assessment
Central scenario; gross debt and debt net of collateral
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Sensitivity scenarios demonstrate the wide spectrum of outcomes, given policy choices and macroeconomic
developments. Graph 2 shows how the debt ratio would evolve if the modelling assumptions are relaxed. The following
alternative assumptions are illustrated in the graph below: (i) lower real GDP growth by 1 percent per annum, over the whole
forecasting horizon leading to a lower primary surplus (ii) lower real GDP growth, while keeping the same primary surplus
of the central scenario, thus requiring a stricter fiscal stance; (iii) unsuccessful privatisation, with lower annual privatisation
proceeds and total receipts not exceeding EUR 10 billion by 2020; (iv) incomplete fiscal consolidation with the primary
surplus 1 percentage point of GDP below the central scenario, that is never exceeding 3.5 percent of GDP, but still above the
debt-stabilising primary surplus; (v) higher interest rates by 1.5 p.p., either because the official financing costs increases
following market developments, or because any market access would be at rates above the central scenario; and (vi) a
favourable scenario with higher growth reflecting a better implementation of structural reforms.
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Graph 2. Debt sustainability assessment
Central scenario and alternative scenarios
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These projections raise doubts regarding government debt sustainability. The debt ratio does slowly decline under most
of the scenarios illustrated in the chart, but it remains very high and therefore endangering access to market, and requiring
large volumes of official financial support for long. Unless the PSI agreed on 21 July was reconsidered, with the private
sector providing a larger contribution to the sustainability of debt.

Theincentivesto respond to the debt sustainability challenge differ with theinstitutional and political consequences of
an alternative course of action. The debt trajectory crucially depends on policy choices, such as the extent and persistence
of fiscal restraint (determining the medium-term primary balance path) and structural reform implementation (improving the
country’s growth prospects). If Greece can expect that its official creditors will eventually substitute for a lack of policy
performance through additional financial support, the painful and politically difficult adjustment efforts needed to achieve
sound fiscal position and healthy economic growth are unlikely to materialise. By contrast, if confronted with a hard budget
constraint and the corresponding incentives to decisively break with past fiscal profligacy and weak policy implementation,
debt sustainability prospects could be markedly improved.
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Table1l. Debt sustainability assessment
Baseline scenario

in bn EUR, unless otherwise noted

Q42011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2025 2030
A. Government cash deficit 3.0 14.9 11.4 9.2 8.7 8.5 10.0 9.5 10.0 8.6 10.6 14.7
Primary deficit ("-" is surplus) -1.7 2.0 -6.5 -9.9 -10.3 -10.6 -10.4 -10.9 -11.4 -12.0 -13.3 -13.8
Interest payments 4.6 12.9 17.9 19.1 19.0 19.1 20.3 20.4 21.4 20.6 23.8 28.5
B. Other government cash needs 2.6 18.0 6.8 34 0.5 0.5 0.5 0.0 0.0 0.0 0.0 0.0
C. Maturing debt 31 26.7 15.8 21.9 17.3 14.1 115 6.0 9.2 7.4 12.6 4.2
D. Cost of PSI 75.6
Collateral 35.6
Cost of buy-back (bonds before 2020) 20.0
Bank recap 20.0
E. Gross financing needs (A.+B.+C.+D.) 8.6 135.2 34.0 34.6 26.5 23.1 22.0 155 19.2 16.0 231 18.9
Gross debt 351.4 420.0 434.0 442.4 445.9 448.9 4533 457.7 462.4 465.5 515.6 583.6
Gross debt (% of GDP) 161.3 198.2 203.1 201.9 197.0 191.2 185.9 180.4 174.8 169.0 155.7 148.6
Debt, net of collateral 351.4 384.4 397.0 404.0 406.0 407.6 410.3 413.1 416.1 417.5 457.8 513.9
Debt net of collateral (% of GDP) 161.3 181.4 185.8 184.4 179.4 173.6 168.3 162.8 157.3 151.5 138.2 130.8
Gross interest payments (% of GDP) 2.1 6.1 8.4 8.7 8.4 8.1 8.3 8.0 8.1 7.5 7.2 7.2
Debt servicing (% of GDP) 4.6 13.0 18.0 19.2 19.1 19.1 20.4 20.4 214 20.6 23.9 28.5
Main assumptions
General government deficit (% of GDP) -1.4 -7.0 -4.7 -3.6 -3.2 -3.0 -3.4 3.1 3.1 -2.5 2.6 3.1
Primary deficit (% of GDP) 0.8 -0.9 3.1 4.5 4.5 4.5 43 43 43 43 4.0 35
Real GDP growth (%, p.a.) -5.5 -2.9 0.5 2.1 2.7 2.9 2.8 2.8 2.7 24 1.7 1.5
Nominal GDP growth (%, p.a.) -4.2 -2.7 0.8 25 33 3.7 3.8 4.0 43 42 3.6 34
Debt reduction due to buy-back -33.3
Debt reduction due to discount bond exchange -3.4
Privatisation 0.6 3.2 43 4.4 5.7 5.9 6.1 5.1 5.3 5.5 0.0 0.0
Privatisation (% of GDP) 1.5 2.0 2.0 2.5 2.5 2.5 2.0 2.0 2.0 0.0 0.0
GDP 217.8 211.9 213.7 219.1 226.4 234.8 243.8 253.7 264.5 275.5 331.3 392.8
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4.2. STRUCTURAL FISCAL REFORMS

4.2.1. Privatisation

30.

31

32.

The privatisation fund has now become operational. After the identification in June of the assets
that will be privatised, a professionally-managed privatisation fund (HRADF, Hellenic Republic
Assets Development Fund) was legally established and is now fully operational. The ultimate
objective of the privatisation plan is to reduce government financing needs, to improve economic
efficiency, and to bring in foreign capital. The first transactions by an overall amount of EUR
1.2 billion (though most receipts have not yet been cashed in) have already taken place. They affect a
stake in a telecommunication company and two gaming-related concessions. However, given the
delays in establishing the fund itself, and other administrative and legal procedures, the value of
transactions agreed by end-September was well below the performance criterion for the third quarter
of the year. The substantial deterioration in the financial markets between June and September, when
the Athens stock exchange lost almost 40 percent, may have also weighed on the proceeds.

The near-term privatisation target needs to be readjusted, while the longer-term objective
remains viable. Given the above-described delays, the amount previously planned to be collected by
end-September is now expected by end-year, while the cumulative targets for 2012 have also been
delayed by a quarter. Despite these delays, the aim of collecting EUR 35 billion by end-2014, and
EUR 50 billion as the ultimate objective, stay unchanged. If one takes into account the reprivatisation
of shares of banks recapitalised directly by the State or by the HFSF, privatisation receipts may
exceed those values. Given the crucial nature of the privatisation plan in the overall strategy of the
adjustment programme, the mission has judged appropriate the Government's commitment of
reaching the privatisation targets, if necessary by offering for sale larger stakes than initially planned
in state-owned enterprises.

The implementation of the privatisation plan requires determination by the Government and
the Fund. In order to allow the privatisation fund to play its role, the Government will have to
continuously transfer assets to the fund and prepare assets for privatisation. A first batch of assets has
already been transferred and a second one is expected shortly: the latter will cover most of the
transactions taking place by end-2012. Moreover, preparing assets for sale often requires time-
consuming procedures including the unbundling of utilities, the creation of portfolios of real estate
assets, and more fundamentally, resolving issues related to land ownership and, in several cases,
allocating the respective land use rights.
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Table 13: Privatisation plan: transactions so far

Remaining
stakes Collected
Assets Date of deal ;Zlkde owned by (EUR I(E)llJ) ; Crﬁlillfféﬁ?
the Greek million)
gover nment
OTE July 2011 10% 4% 392 --
375
OPAP 1 (by end-November)
(license October 2011 * .
extension - - 0 5 percent on gross gaming
2020-30) revenue during the extension
period (present value estimated at
EUR 86 million).
OPAP 2 (b end-élt\?jvember)
(sale of new October 2011 i ) 0 Y n
license for 36
VLTs) (by Q4-2013)

Table 14: Planned privatisation receipts

By end of: Privatisation
receipts

(EUR million)
2011 Q4 1700
2012Q1 5000
Q2 7000
Q3 9 000
Q4 11 000
2013 Q1 15 000
Q2 17 000
Q3 18 000
Q4 20 000
2014 35000
2015 50 000

Note: Reprivatisation of banks' shares
that the state or the HFSF may acquire in
the context of recapitalisations is not
included in the planned privatisation
receipts.

4.2.2. Tax reform and fight against tax evasion

33. An overhaul of thetax system will haveto be properly prepared. As discussed in previous review
missions, the Government is committed to overhaul its tax system with the aim of simplifying and
making it more growth-friendly. The widening of tax bases, abolition of exemptions and preferential
regimes under the corporate income tax and VAT, as well as a more uniform treatment of individual
capital income, would allow a reduction in tax rates, in particular on labour — such as social
contributions — and corporate income. The mission stressed that cuts in tax rates should only take
place once it is clear that the reform will be revenue-neutral. For the time being, a reduction in rates,
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in particular in indirect taxes, does not appear to be appropriate. Furthermore, international experience
shows that a major reform of the tax system requires careful preparation, and that an incomplete
reform or a reformed prepared in a rush would not be advisable. However, the mission agreed that a
simplification in the Code of Books and Records could contribute to reducing the businesses’
compliance costs.

34. The success of the fight against tax evasion iscritical for the programme. This is not only because

of additional receipts, but also because of the social acceptability of adjustment programme as a
whole. Results so far are not satisfactory, though a number of actions are ongoing. In particular the
government is reassessing the performance targets of tax agency’s managers, and strengthening the
tax dispute system. With delays compared to previous plans, a large taxpayers’ unit and a directorate
to debt collection have been established. Also, the tax audit department has scaled-up risk-based
audits and have initiated audits of high-wealth individuals and self-employed. There has been much
less progress in consolidating and merging the tax offices spread over the country, which can only be
completed once a new, modern, IT system interconnecting all tax offices is in place.

4.2.3. Public administration and social programmes

35.

36.

Public administration reforms need determination and political will. The ongoing functional
reviews should be a basis for an ambitious administrative reform. A first report on the functional
review of the central administration, drafted by the OECD secretariat, touches fundamental areas that
need to be prioritised in the reform of public administration, including a better coordination between
ministries, an improvement in monitoring and implementation of coherent policies, setting strategic
directions and priorities, reducing the excessive formalism that limits mobility between ministries,
reducing the number of hierarchical levels and management positions, a more complete human
resources strategy and a better control over budget formulation. The mission was of the view that an
effective public administration reform required the identification of policy priorities. The government
committed to identify in the course of 2012, with the help of external technical assistance, entities that
are overstaffed or have overlapping mandates with a view to downsizing, merging or closing them.

It ispossibleto increase efficiency and save money in social programmes. An OECD report on the
functional review on social programmes is also being prepared. The report which will be concluded in
two phases will include policy recommendations on a better policy design, organisation and
management of existing social programmes. Preliminary conclusions of the report refer to high levels
of fragmentation in the distribution and use of social programmes.

4.2.4. Healthcare

37.

38.

There has been progress in relation to health sector reforms. Given the high share of public
expenditure that is spent on healthcare, healthcare reform is a crucial component of Greece's fiscal
consolidation efforts. These efforts will depend a lot on an efficient pricing of medicines, the proper
accounting and monitoring of expenditure, modern procurement, invoicing and administration, the
introduction of the positive list linked to the reference price system; the full implementation of the e-
prescription system and the concentration and specialisation of NHS hospitals and departments while
ensuring mobility of staff.

Despite progress, the mission stressed that more effort needs to be made in several areas. These
areas include: equalising contribution rates for EOPYY, i.e. increasing contribution rates for OGA;
reducing the number of administrative staff and the number of physicians contracted with EOPY'Y;
increasing substantially the use of generics in hospitals and the outpatient services; applying binding
clinical and prescription guidelines, eventually linked to the e-prescription system; speeding up the
implementation of e-prescription; and minimising delays in invoicing and eliminating arrears. This
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last point is particular important as some social security funds have not been able to collect the rebate
from pharmacies when there are delays in payment. Finally, the current practice of NHS hospitals
invoicing Social Security Funds with constantly slow internal auditing procedures appears
cumbersome, time and resource consuming, potentially leading to delays in the payment of suppliers.
This requires a substantial revision in the month to come.

4.2.5. Pension reform

39. Pension reform isa major achievement of the programme. Though a number of adjustments to the
Greek pension system are still necessary, the available data indicate that the reforms implemented
since the beginning of the adjustment programme have substantial improved the dynamics of pension
expenditure. Other than the parametric reform of July 2010, and the reduction in highest pensions,
attention has now shifted to fight fraud in disability pensions and to the pension regimes of specific
professions. A single centre for certification of disability has started operating, replacing a large
number of regional disability committees, while a more restrictive definition of disabilities has been
adopted. Authorities aim at reducing the share of disability pensions in total pensions from 14 percent
to 10 percent, in line with the European average. These measures, together with a pensioner's census
may decisively contribute to fight fraud and reduce waste.

40. The reform of supplementary pensions will also contribute to the actuarial fairness of the
pension system as a whole. Following the completion of ongoing actuarial studies, a draft bill to
reform supplementary pensions is in preparation. Authorities aim at further reducing the number of
funds, eliminate imbalances and guarantee the budgetary neutrality of supplementary pension
schemes through a strict link between contributions and benefits. After delays, the list of arduous and
hazardous professions, which allow earlier retirement ages, is being revised following the work of a
committee of experts and social partners. The new list will cover no more than 10 percent of
employment, and should enter into force immediately.

4.2.6. Public procurement

41. A new central body (SPPA) is established for the coordination of public procurement policy.
The Single Public Procurement Authority is expected to become instrumental in monitoring, planning
and the implementation of procurement procedures. This implies a significant change in the currently
decentralized system, whereby various bodies (mainly ministries) conduct their own public
procurement policy, implement it and supervise it. This system has, among other, led to different
practises for the same type of tendering procedure, and/or to different selection criteria and technical
specifications for the provision of similar goods and services, resulting at the same time in numerous
infringements of EU law and in costly delays.

4.3. GROWTH-ENHANCING STRUCTURAL REFORMS

4.3.1. Labour market

42. Despite recent reforms aimed at enhancing the dynamism of the labour market, serious
shortcomings in the wage bargaining system remain. The economy is contracting more than
envisaged at the onset of the Programme in May 2010. Despite a considerable reduction in per capita
income, downward rigidities in wage-setting systems have prevented the necessary adjustment of
private sector wages, thus contributing to a sharp increase in unemployment.
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43. The government is adopting a number of measures in relation to collective bargaining so as to

reduce the downward rigidity on wages. These measures aim to lessen the increase in
unemployment, including among the low-skilled:

The suspension of the extension of occupational and sectoral collective agreements until at
least end-2014. The aim of this measure is to give flexibility to firms and their staff in order to
agree wage setting at the firm-level, if they wish so. Indeed, there is evidence that wages agreed
at a sectoral level are becoming increasingly binding for small firms and contributing
substantially to job losses.

The suspension of the favourability clause. The aim is to decentralise collective bargaining by
enlarging the scope of firm-level collective agreements, in conjunction with extending workers’
representation in the bargaining process. The suspension of the favourability principle should
imply that, as in some other EU countries, firm-level agreements prevail over sectoral
agreements.

Firm-level wage bargaining is being further facilitated by allowing for workers
representatives to negotiate firm-level collective agreements. The government will extend the
right to negotiate firm-level collective agreements to staff representatives other than trade
unions, applying to firms of all sizes. Indeed, in some cases, and notably for small firms, the
main obstacle to firm-level agreements is the absence of a counterpart for the negotiations.

44. The Government will promote discussions with the social partnersin order to examine labour

market parametersthat affect the firms competitiveness and the economy as a whole. The goal
is to conclude a national tripartite agreement addressing the macroeconomic challenges to the
economy and to support stronger competitiveness, growth and employment in Greece. All parameters
that have an impact on labour costs should be open for discussion, including wages, minimum wages
and the national collective agreement, and the several non-wage labour costs, including social

contributions.
Graph 26. Total labour costs Graph 27. Minimum wages
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4.3.2. Regulated professions

45. The new law on regulated professionsisin place; yet moretimeis needed for the law to be fully
effective. The logic of the new law is to lift restrictions on practicing the regulated professions, unless
such restrictions are reintroduced for public interest reasons during a transitory period which expired
in July 2011. This means that, in principle, all professions and economic activities — other than the
main regulated professions, like lawyers, doctors, engineers, notaries, etc. — are no longer subject to
restrictions.

46. Requests for reinstating restrictions have been put forward after the transitory period. In
reality, the four-month transitory period was not used effectively to introduce required modifications
in an orderly and timely fashion, and there have been pressures from interest groups to reintroduce
restrictions and specificities to the licensing system of several professions. It could be that, in some
cases, restrictions and derogations to the principle of professional freedom are warranted. To ensure
an orderly procedure, such derogations should be made within a clear and should be limited time
frame, and be limited to what is strictly necessary taking into account the public interest.

47. The scope of the law should be clarified. A comprehensive list of regulated professions or economic
activities affected by this law is needed to give certainty to service providers and competent
authorities. The regulations governing these professions and activities should be screened and
modified in the interest of legal certainty to make them fully compatible with the liberalizing
provisions of the new law on regulated professions. Moreover, implementing regulations and
ministerial circulars need to be updated expeditiously to ensure that the reform can take full effect.

48. In addition, there is a need for further changes to the regulatory framework of the main
regulated professions. The impact of this recent reform on the modus operandi of the main regulated
professions does not yet go far enough. For example, the mission noted that, the recent legal
provisions have been ineffective in reducing notary fees in Greece, which remain well above the fees
charged in other EU countries with the same notary system. In this sense, the mission welcomes the
Government's commitment to substantially reduce notaries' fees and increase competition among
notaries. With regard to lawyers, whilst the recent reform has eliminated geographical restrictions for
individual lawyers, it has failed to abolish minimum fees, which will outlive the reform under the
guise of legal fees and reference amounts (see appendix). In addition, the reform appears to infringe
the EU law, as it unnecessarily curbs the freedom of individuals to incorporate law firms in Greece
and of law firms to open branches in Greece. Moreover, the recent reform has also done little to
change the price formation mechanism of engineers/architects. As in the legal profession, legal fees
will de facto behave as minimum prices, as the system of paying the social contributions and fees to
the Technical Chamber of Greece penalizes engineers that would otherwise agree on lower prices
with their clients. In addition, current regulations significantly reduce the possibility for engineers and
clients to agree on prices below the legal fee, since cases of 'unusual low fees' agreed between the
engineers and his/her client, can be investigated and sanctioned by the Technical Chamber of Greece.

4.3.3. Energy and transport

49. Thetransport sector has experienced a number of reformssince last summer 2010. Several laws
have been approved in relation to road freight, railways and urban transport, while the restructuring
plans for the railway and urban transport companies are being implemented. A new provision on
occasional passenger transport was approved in August and secondary legislation establishing the
costs and the time required for issuing new licences will be adopted by end-October this year.
Moreover, the Government has announced the intention of accelerating the liberalisation of road
haulage, by reducing a three-year transitional period to one-and-a-half year earlier, as well as by
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50.

reducing costs for the issuance of new road transport operator licences. A number of entry barriers to
the taxis market are also expected to be lifted soon.

Energy is one of the policy areas that have accumulated most delays in relation to policy
conditionality. By October 2011, Greece has accumulated a ten-month delay in the identification of
measures to grant competitors of PPC (the incumbent energy producer) access to 40 percent of lignite-
fired capacity. Whilst several options have been put forward by the authorities, these have not been
suitable to meet the objectives. Such measures should be identified and implemented swiftly, before
privatisation of PPC takes place in 2012. Otherwise, the competition problem in the generation side
will be transferred to the newly privatized undertaking. On the management of hydro reserves, policy
conditionality requires that this is assigned to an independent body. This follows the same logic of
giving access to this comparatively cheap source of energy to generators other than PPC. However, as
of October 2011, the authorities have failed to propose a mechanism that complies with this
requirement. Moreover, the memorandum of understanding calls on the Greek government to
transpose the common rules of the third energy package on the generation, transmission, distribution
and supply of electricity as well as on the strengthening of the role of the energy regulator (RAE).
This has been done by the law of 2 August 2011, on the regulatory framework for the operation of
electricity and gas energy markets. Given the upcoming privatisation plans of the electricity and gas
undertakings, the main challenges now are to effectively unbundle the electricity and gas transmission
and distribution systems, by ensuring a timely transfer of assets and staff, as well as to enhance the
role of RAE.

4.3.4. Business environment

51.

52.

The government should not delay the presentation of the Business Friendly Greece action plan
any further. This plan aims at tackling restrictions to business activities and innovation that have not
been addressed so far. By mid-October, the action plan has not been made public yet. Instead, the
government has decided to wait for the presentation of a draft law covering a number of measures of
the plan. The draft action plan includes around 70 actions ranging from the creation of company to its
liquidation. The expected benefits of the plan derive from measures clarifying spatial planning rules,
rationalizing environmental permits and simplifying tax rules.

A new environmental licensing law is expected to significantly ease procedures. The time
required for environmental licensing is expected to decrease by an average of 50 percent. For this, the
law aims at reducing significantly the number of environmental impact assessments (EIA) required
for new projects. Furthermore, it provides for the creation of an electronic environmental register
(most likely operational after 1.5 years after its entry into force) to carry out licensing procedures for
all types of environmental projects in a faster and more transparent way. Also, it sets up an
environmental licensing department in the Ministry of Environment, thus addressing the concerns
over the lack of administrative staff to process applications at the Ministry level, as well as
strengthens the mechanisms for ensuring compliance with the environmental terms, namely via
environmental inspectors. The mission insisted that appropriate coordination mechanisms between the
central government and the regional administration as well as the sufficient qualification of staff for
the processing of applications at lower level of governments are needed to ensure a successful
application of the new law. Equally important is the speedy issuance of implementing regulations.

4.3.5. Absorption of structural funds

53. Implementation of the structural fund conditionality is on track, though absor ption of funds has

been dower than expected. Whilst the semi-annual target for the absorption of structural funds was
missed, the annual target (EUR 3.35 billion) is still within reach. This is due to a large number of
projects maturing towards the end of the year and to the increase in the EU co-financing rate — from
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an average of 78 percent to 85 percent; this is expected to increase further to 95 percent of the eligible
expenditures. The government is also likely to meet the annual target for the submission of 15 large
projects. In addition, in July 2011, the overall absorption rate of the National Strategic Reference
Framework (NSRF) was 28.2 percent, up from 11.1 percent in July 2010 and only slightly below the
EU27 average. This reflects progress since the beginning of the adjustment programme.

54. The government is strengthening the administrative capacity for the design and implementation
of NSRF projects. This takes place through (i) the ongoing work on a monitoring tool for the
approval and implementation of public project proposals, (ii) the elimination of inactive projects, (iii)
the increase in flexibility of the managing authorities to transfer resources between codes within the
same priority axes — so that funds can go from underutilized projects to projects that are absorbing
more funds, as well as the (iv) reinforcement of public services involved in the implementation of the
NSREF.

4.3.6. Judicial reform

55. Greece has undertaken a number of important commitments to reform the Greek judicial
system. These include, inter alia, the clearance of the existing case backlog in courts, improving
judicial case processing, designing a performance and accountability framework for courts and
reviewing the Greek Code of Civil Procedure to bring it in line with international best practices. As
far as the case backlog is concerned, although the revamped managerial and organisational measures
to facilitate the clearance of tax cases and non-tax cases have not yet been put in place, the
Government expects to meet the 15 percent reduction target for tax cases by end-year. There is not yet
enough evidence that the Government has made progress with the improvement of judicial case
processing, although the Government is implementing ambitious e-justice applications as well as
other changes to court processes.

56. The Government is also committed to changing the existing culture of dispute resolution. This
can take place, for example, by taking cases out of the formal court system and encouraging private
individuals and businesses to use alternative modes of dispute resolution, such as mediation. There is
therefore a need to speed up the adoption of implementing rules for the new Mediation Law and
specific measures to promote and improve alternative dispute resolution.

4.3.7. Education

57. A new framework law on higher education was approved by Parliament in late August. The law,
which gathered a wide political consensus, provides for a radical overhaul of the tertiary education
sector, including higher autonomy, but also of higher performance-related funding, of universities.
The reform has incorporated the recommendations of a report prepared by the OECD-led task force
on 'Education Policy Advice for Greece.' The full implementation of the framework law is expected to
take two years. The reform of the primary and secondary education sector is under preparation and
will also consider the recommendations of the report. Despite ongoing reforms, major challenges
remain in the primary and secondary education sector, which include: (i) an excessively centralised
governance of the system; (ii) inefficient allocation of resources, with the student/teacher ratio and
teachers' working time significantly lower than in other EU countries; (iii) lack of external assessment
of schools and teaching and (iv) excessive constraints on private schools.

4.4. FISCAL FINANCING AND TREASURY MANAGEMENT

58. The stock of Treasury bills have increased substantially in the summer. Greece continued issuing
short-term debt in the form of 3-months and 6-months paper at high frequency. Previous expectations
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to start auctioning 12-months T-bills were abandoned. The increase in issuance amounts was partially
caused by this short maturity, which naturally required a frequent refinancing. Higher financing needs
also played a significant role in the increase in the T-bill stock.

Graph 28. T-bills stocks (EUR million)
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59. Yields on short-term securities in the primary market increased modestly compared to sharp
increases in bond yields, amid prevalence of Greek buyers. Yields on 6-months securities rose
marginally to 4.9 percent in both July and August auctions (up from an average yield of 4.7 percent
recorded during the first year of the programme). A more visible, albeit still limited, cost increase was
recorded in 3-months maturities, where yields rose to 4.5 percent in July and to 4.6 percent in August,
compared to an average of 4 percent. Such a contained raise in yields was driven by heavy
participation of the Greek banks in the auctions. Foreign participation, despite exemption of T-bills
from the PSI operation, became almost non-existent.

Graph 29. T-bill auctions since July 2010
(amounts and yields)
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Graph 30. Maturing debt (EUR billion)
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Box 4: Interest rates on euro area assistance loans

The original interest rate charged to Greece by the euro-area Member States under the Loan Facility
Agreement was variable. According to the Loan Facility Agreement, the interest rate is based on the three-month
Euribor rate plus a margin. The margin was initially set to 300 basis points for the period up to and including the third
anniversary from the disbursement date of each euro area loan tranche. A margin of 400 basis points was set to be
applied for subsequent interest periods. In March 2011 the euro-area Member States have decided to lower the
interest rate on loans to Greece. The margin was reduced by 100 basis points, that is, to 200 basis points for the
interest periods up to and including the third anniversary and to 300 basis points for the subsequent interest periods.
This decision concerns all future interest payments made by Greece after the Amendment of the Loan Facility
Agreement is signed.

Table: Interest ratesand interest payments for Euro Arealoan to Greece

Date Interest rate Interest paid, bn EUR
15 June 2010 3.423% 0.039
15 September 2010 3.719% 0.138
15 December 2010 3.879% 0.207
15 March 2011 4.026% 0.250
15 June 2011 4.173% / 3.173% ** 0.408
15 September 2011* 4.494%/ 3.494** 0.506

* calculated to be paid
**1 p.p. reduction will be retroactively applied after Amendment enters into force

Interest rate under the EFSF loans

Euro area member states have taken decision on 21 July that the EFSF loans will be provided at interest rates
close to, but without going below, the EFSF funding cost (in line with interest rates applied on the balance of
payments facility). The latest estimate suggests that in current market condition interest rates on EFSF loans to
Greece will be around 4 percent, albeit this estimate is subject to change, as it depends on actual EFSF cost prevailing
at the time of its borrowing.
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Box 5: Financing of the Greek sovereign state sincethe start of the programme: planned ver sus actual outcome

Financing needs. The financing of the Greek economic adjustment programmes, as initially designed, foresaw
financing maturing medium- and long-term debt, deficit (including needs of state owned companies), bank
recapitalisation, and a part of the outstanding short-term debt. The actual financing needs differed from the initial
estimates, mostly due to the fact that the cash fiscal needs have been substantially above the forecast. In addition,
maturing medium and long-term debt was slightly underestimated. The chart below summarises the original estimates
of the Greek sovereign needs and the actual outcome till the end of the third quarter 2011.

Graph 1. Financing needs

¥ pjan
u Actual

20
15
10 |
5
0
Fiscal needs of the general Amortisation of medium- Bank support funds
government and long-term debt

Source: GAO and Commission Services calculations

Sour ces of funds. During the programme, the largest part of financing is provided by international assistance loans.
However, a sovereign itself can also cover some part funding, by selling state assets. Accumulation of arrears also
often serves as a funding source. The Greek government arrears amounted to EUR 6.5 billion at the end of July 2011,
and have, most likely, increased in the meantime.

The chart below summarises the planned and actual needs and funding sources (excluding arrears). It illustrates that
Treasury bills have been used as the adjustment variable given higher-than-planned financing needs.

Graph 2: Greece'sfinancing from May 2010 to September 2011: planned versus actual
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4.5. TECHNICAL ASSISTANCE

60. The Commission has established a taskfor ce to coordinate the provision of technical assistance
to Greece. Currently, there are ongoing technical assistance projects in statistics (by Eurostat),
absorption of structural funds (by the Commission and the EIB), public finance management, and
revenue administration (by the IMF), and tax policy (by the IMF and the Commission). Technical
assistance to Greece has been lifted to a new level with the establishment of a taskforce under the
direct supervision of the Commission President and the Commissioner for Economic and Monetary
Affairs. The goal of the taskforce is to coordinate the technical assistance that Greece needs to deliver
the economic adjustment programme, and to recommend measures for an accelerated take-up of EU
funds, focusing on competitiveness, growth and employment. The taskforce has started operating in
September and will enhance significantly the scope of technical assistance offered to Greece, drawing
on resources and expertise, in addition to Commission-internal ones, of EU Member States and
international organisations. The focus of the assistance will be on the rapid deployment of projects
boosting economic growth, particularly those financed by the EU structural funds, and the
enhancement of the administrative capacity of the Greek government to implement the structural
reforms under the adjustment programme. Other priorities of the taskforce will be on tax collection
and administrative reform. A preliminary list of projects for which Greece requests technical
assistance has been transmitted to the taskforce and the response of potential technical assistance
providers to a call for interest has been positive. The taskforce is expected to submit its first progress
report by early November.

43



European Commission
The economic adjustment programme for Greece

Appendix 1. System of tax and social contributions and payments of lawyersto the Bar Association

Before Law 3919/2011 After Law 3919/2011
Compulsory minimum fees: fees are determined by agreement o o .
§§ o . Principle of free negotiation of fees between lawyers and their
b reached between the advocate and their client but this may not . ] N . .
o o o . . clients if and only if this is done in writing. In the absence of a
5 be below the lower minimum limits contained in the Lawyers' ] . .
= . . . valid written agreement, legal fees apply to a variety of
‘_g Code; otherwise the agreement governing a lower fee is null .
5] and void. cases. (%)
& .
VAT: 23 percent VAT was calculated on the actual fee
VAT: calculated on the actual amount declared in the invoice.
collected by the lawyer.
Contributions to the Bar Association: Every Bar Association
g took 10 percent of the minimum fee, of which 2 percent . o
8 . Contributions to the Bar Association: calculated on the legal
g covered the operating —and other- costs of the Bar, 3 percent .
o] . fee (former minimum fee).
g went to the Fund of Lawyers (pension) and 5 percent to the
‘% Insurance Fund of Lawyers (healthcare).(**)
38
5 . .
g Income tax: 15 percent income tax deduction was calculated on
L the minimum fee after deducting the 10 percent (or 12 percent)
Income tax: the 15 percent withholding tax is calculated on the
contribution. This tax deduction acted as withholding tax (i.e., . . .
. . . entire amount of lawyer's fees, without the deduction of 12%.
the lawyer had to submit an annual income tax declaration,
after which, adjustments were made).
VAT: 23 percent VAT calculated on the actual fee collected by . o
VAT: calculated on the actual amount declared in the invoice.
the lawyer.
Contributions to the Bar Association: The Bar Association
retained 10 percent of the minimum fee (based on the value of | Contributions to the Bar Association: No significant changes in
% the contract) for the Fund of Lawyers (pension) and another | the modus operandi, except that the contributions are based on
= percentage for the Cooperation Fund, which was different in | the reference amounts and the specific percentages are subject
g each Bar Association. For example, in the Athens Bar | to changes. Temporarily, the former minimum fees apply as
.% Association, a 25 percent of the minimum fees of contracts go | reference amounts.
v to the Cooperation Fund.
Income tax: A 15 percent withholding tax is calculated on the
Income tax: 20 percent withholding tax calculated on the | entire amount of the lawyer's fees, without prior deduction of
minimum fee (net of the above mentioned percentages of 10% | the amounts paid to the Bar association.
and 25%)
(*) For the provision of legal services relating to the conduct of a trial under the voluntary procedure; for the award of court costs; for fees for the
court lawyer appointed to provide legal assistance or legal aid; for fees regulated in a number of articles of the Code of Lawyers.
(**) In Athens and Piraeus, the percentage was 12 percent, which was distributed as follows: 3 percent covered the operating costs of the bar, 1
percent for the young lawyers' distributive fund, 3 percent goes to the Fund of Lawyers (pension) and 5 percent goes to the Insurance Fund of
Lawyers (healthcare).
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Annex 1: Assessment of compliance with the
Memorandum of Understanding on Specific Policy Conditionality

(fourth update, 2 July 2011)

Requirementsin the memorandum of under standing

Comments

FISCAL CONSOLIDATION

Achieving 2011 fiscal target

Adoption of additional fiscal measures for 2011 with the aim of reducing the deficit to EUR 17 065
million [Q2-2011].

Medium-term fiscal strategy

Adoption by Parliament of the medium-term fiscal strategy (hereinafter MTFS) through 2015 and
respective implementing bill. The MTFS elaborates on the permanent fiscal consolidation measures,
which ensure that the deficit ceiling for 2011-15 as established by the Council Decision are not exceeded,
and that the debt-to-GDP ratio is put on a sustainable downward path. [Q2-2011]

The MTFS includes, in particular:

- prudent macroeconomic forecasts;

- baseline revenue and expenditure projections for the state and for the other government entities;

- a description of permanent fiscal measures, their timing and quantification;

- annual spending ceilings for each ministry and fiscal targets for other government entities through 2015;
- post-measures fiscal projections for general government in line with the deficit and debt targets;

- longer-term debt projections based on prudent macroeconomic and fiscal projections, and privatisation
plans.

The MTFS provides for fiscal consolidation measures as described in Annex 1.

Partially observed.

The MTFS has been adopted by Parliament (Law 3985/2011), and
implementation laws have also been adopted.

However, the way some specific measures are being implemented lead to
fewer saving than in the MTFS.
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Budget implementation

Government rigorously implements the budget for 2011, including supplementary measures. Government
stands ready to define and enact additional measures if needed to respect the budgetary ceilings
established in Council Decision 2010/320/EU. [continuous]

The Ministry of Finance ensures tight supervision of expenditure commitments by the government
departments, including extra-budgetary funds, the public investment budget, social security funds and | Given deviations in budgetary implementation, the Government has
hospitals, local governments and state-owned enterprises, and effective tax collection, to secure the | announced new austerity measures. However, projections indicate that
attainment of the programme quantitative criteria (Article 1 (2 and 3) of Council Decision 2010/320/EU, | the 2011 deficit ceiling will be exceeded.

as amended, and Table 2 of the MEFP). [continuous]

Partially observed.

Government will adopt and implement the budget for 2012 and subsequent years in line with the MTFS,

this memorandum, and Council Decision 2010/320/EU. Not yet applicable.

STRUCTURAL FISCAL REFORMS

Asset management and privatisation

Government privatises assets worth at least EUR 390 million, and adopts a privatisation programme [Q2-
2011] with the aim of collecting at least EUR 15 billion by end-2012, and at least EUR 50 billion by end- | Partially observed.

2015 The target for the collection of privatisation proceeds until end July has
Proceeds from privatisation of financial and non-financial assets are to be used to redeem outstanding | been achieved through the sale of 10 percent of the share capital of the
medium- and long-term debt and do not substitute fiscal consolidation efforts. When restructuring state- | telecommunication company OTE.

owned enterprises with a view to preparing them for privatisation, specific attention will be given to a

timely clearance of state aid issues. [continuous] However, the performance criterion for end-September has not been

met, while projections suggest the end-December 2011 target (EUR 5
Government privatises assets (listed and non-listed companies, concessions and real estate) to collect | billion) will not be met either.
receipts in line with [Annex 3]. [continuous]

A privatisation fund with sound governance is established to accelerate the privatisation process and | Observed.
guarantee its irreversibility and professional management [Q2-2011] The Hellenic Republic Asset Development Fund (HRADF) has been
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established by Law 3986/2011.

Government publishes an inventory of state-owned assets, including stakes in listed and non-listed
enterprises and commercially viable real estate and land. [Q2-2011] The inventory will continue to be
updated until end-2011 to ensure it is comprehensive.

Observed.

An inventory of state-owned assets is being compiled

A new General Secretariat of Real Estate Development is established with the aim of improving
management of real estate assets, clear them of encumbrances and prepare them for privatisation. [July
2011]

Partially observed.

The secretariat has been legally established (Law 3965/2011) but no
terms of reference on the operational role of this Secretariat has been
sent. Its exact role needs to be clearly defined.

Government adopts an act enabling the promotion of investment in the tourism sector (tourist resorts and
secondary tourist housing). This act, together with the bill on land use will allow for accelerating the
privatisation process of land plots managed by the Greek Tourist Real Estate Agency (ETA). [August
2011]

Observed.

The act was included in the Second Implementation Bill, adopted in
August 2011

Government adopts the legal framework enabling fast assignment of land use and accelerates state land
ownership registration. [Q3-2011]

Not observed.

Fighting waste in public enterprises and other public entities

Legislation to close, merge and downsize non-viable entities will be tabled by the government [July 2011]
and adopted by Parliament. [mid-August 2011] Among other, the legislation will relate to large entities
which will be closed with functions transferred accordingly, merged or substantially downsized: KED ,
ETA , ODDY, National Youth Institute, EOMEX , IGME, (closure), OSK , DEPANOM , THEMIS ,
ETHYAGE, DIMITRA (merger), ERT (downsizing). [Q3-2011]

Partially observed.

Government has adopted legislation that will lead to the closure,
merger or downsizing of these entities.

However, the savings that are expected from this reform are less than
projected in the MTFS.

Government takes measures enabling a reduction in procurement and third party costs in state-owned
enterprises, updating tariffs, and creating new business lines, and reduce personnel costs by completing and
implementing an employment retrenchment plan. [Q3-2011]

Ongoing.

Excess staff that cannot be removed by the hiring rule of 1 recruitment for 5 exits (1 for 10 in 2011) will be
dealt with through non-voluntary redundancies and furlough (labour reserve). This rule is without sectoral
exceptions; it also applies to staff transferred from public enterprises to other government entities after
screening of professional qualifications by ASEP under its regular evaluation criteria. Staff in the labour
reserve will be paid at 60 percent of their wage (excluding overtime and other extra payments) for not more

Partially observed.

The law that establishes the labour reserve has been adopted in
Parliament. However, so far, no public entity has released staff to the
labour reserve.
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than 12 months, after which they will be dismissed. [continuous starting Q3-2011] The recruitment rules have not been respected.

Tariffs in OASA and OSE and other state-owned enterprises will increase by at least 25 percent. [Q1-2013] | Not yet applicable.
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Tax reform and revenue administration reforms

In line with the recent anti-tax evasion action plan, the Government will step up audits of large-scale tax
payers, high-wealth individuals and self-employed, and accelerate the resolution of tax arrears. Progress
will be monitored by quantitative indicators. [continuous]

To simplify the tax system, improve tax administration, and achieve fairer taxation, Government

-broadens the personal income tax base by limiting the application of the basic allowance, introducing a
ceiling to deductions; [July 2011] Observed.

-moves non-basic goods and services (restaurants and bars) from the VAT reduced rate to the standard rate; Included in Law 3986/2011.
[July 2011]

-widens the property tax base and increases rates; [July 2011]

-reduces investment-related tax expenditure. [ministerial decision in July 2011]

To avoid that measures to increase revenue translate into additional spending by local government,

Government introduces mechanisms to adjust revenue-sharing agreements. [Q3-2011] Observed.
To advance the reforms of revenue administration, Government will

-prepare a strategic plan for medium term reforms [July 2011], setting the priorities and timeline for reform

of the tax administration, including adopting risk management approaches, establishing a large taxpayer Observed

unit, reshaping tax audit, debt collection, and administrative dispute resolution and introducing taxpayer
services.

) ) ) ) Partially observed.
-establish a central directorate general for debt collection, and a large-scale tax payers unit. [Q3-2011]
The central directorate for debt collection has been established,

including the approval of the organisational structure, appointment of
director and start of hiring staff.

-overhaul the administration into a more modern functionally-based organization including the work of the
5 task forces which have designed short-term anti-tax evasion action plans, and identified barriers to
effective administration that need to be removed. [Q3-2011] The large-taxpayer unit is expected to be operational by end October.
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-implement the recently announced anti-tax evasion action plan. [continuous]|

-remove barriers to effective tax administration by implementing the key reforms of the new tax law,
including reassessing tax auditors’ qualifications and hiring new auditors by Q3-2011.

Ongoing.
-make operational the newly established arbitration agency and set up an independent fast track
administrative dispute resolution process to deal rapidly with large dispute cases (i.e. within 90 days). [Q3-
2011]

Not observed.

-merge, transfer competences and close 200 local tax offices identified as inefficient, starting by Q3-2011,
completed by Q4-2011

Because of IT-related constraints, the number of local tax offices to be
merged is being reduced to around 31.

To speed up judicial appeals, the government has created the possibility of dedicated court chambers for tax
cases, which are expected to be operational by end-September 2011.

Ongoing.

The government will adopt further measures to simplify the tax system, broaden bases and reduce tax rates
in a fiscally-neutral manner. This relates to the personal income tax, corporate income tax and VAT.

[September 2011]

Delayed.

This reform is postponed to end-year, to ensure growth-enhancing
changes in the tax structure and revenue neutrality.

Public financial management reforms

Government clears payment arrears accumulated until end-2010 and ensures that no payment arrears are
accumulated from Q3-2011 on. To strengthen expenditure control, Government

Not observed

By end-August, the stock of arrears coming from 2010 and earlier years
amounted to 6.5 billion.

From 1 January 2011 to 31 August 2011, the stock of arrears owed by
the states and hospitals increased by 1.2 billion.

-adopts a decision specifying the qualification and responsibilities of accounting officers to be appointed in
all line ministries with the responsibility to ensure sound financial controls; [July 2011]

Observed.
The decision has been adopted with circular n. 2/46369/0004 (15 July
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2011).

-appoints financial accounting officers; [July 2011]

Ongoing.

Interim accounting officers have been appointed. Permanent officers
are expected to be appointed by end-November.

-accelerates the process of establishing commitment registries. It will make operational registries covering
the whole general government (except the smallest entities); [July 2011]

Partially observed.

Commitment registry is operational in each mine ministry but not yet in
all the other government entities. Fiscal reporting has improved
significantly in terms of coverage but the quality of reported data can
be improved.

-undertakes inspections in the several ministries and general government entities with the largest arrears, to
ensure the application of registers. Inspections cover entities accounting for at least 75 percent of arrears;
[July 2011]

Observed.

Inspections have been carried out. The main findings are that outside
the central government, some entities are not fully complying with the
new fiscal reporting standard of quality...

-creates general directorates for financial services in each ministry. [Q3-2011]

Observed with delays

The organizational plan for the new directorates of financial services
has been completed and approved. Line ministries will be obliged to
adopt and implement the new plan by end-November.

To modernise public administration

Functional reviews

Government assesses the results of the first phase of the independent functional review of central
administration, including operational policy recommendations. These recommendations should determine
how to achieve a more streamlined and effective public service, define clear responsibilities and command
lines of ministerial departments, eliminating overlapping competences, and improving inter- and intra-
mobility. [Q2-2011]

Delayed.

The report prepared by the OECD is available. The assessment of the
results is ongoing, through the preparation of an action plan.

The functional review of existing social programmes is finalised. [Q3-2011]

Ongoing.
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The draft report prepared by the OECD is ready and now being
reviewed.
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Government assesses the results of the second and final phase of the independent functional review of
central administration. Government adopts legislation and measures to implement the operational
recommendations of the first phase of the functional review of public administration at central level and of
the full review of existing social programmes. [Q3-2011]

Delayed.

The assessment will depend on the agreement on the action plans for
the central administration and the social programmes, respectively.

Government assesses the results of the second and final phase of the independent functional review of
central administration [Q4-2011]

Not yet applicable.

Public sector wages and human resour ce management

Government finalises a medium-term staffing plan for the period up to 2015 in line with the rule of 1
recruitment for 5 exits (1 for 10 in 2011). The plan will include tighter rules for temporary staff,
cancellation of vacant job post and reallocation of qualified staff to priority areas and takes into account the
extension of working hours in the public sector. [July 2011]

Not observed.

The rule of 1 recruitment for 5 exits (1 for 10 in 2011) is official
government policy and it was enshrined in law. The staffing plans that
would contribute to the prepare the reallocation of staff have not been
prepared.

Given the number of exits in 2010 (53 336), the 1-for-10 rule would
allow 5 333 recruitments during the whole year 2011. However, in the
first and second quarters 2011, the number of hirings is estimated to
have been 10 862.

A detailed action plan with a timeline to complete and implement the simplified remuneration system is
presented, in line with private sector wages, achieving a reduction in the total wage bill. This plan is based
on the results of the report published by the Ministry of Finance and the Single Payment Authority. The
legislation for a simplified remuneration system will be introduced in Parliament by July 2011 and phased
in over 3 years. Wages of state-owned enterprises employees will be in line with the new wage grid for the
public sector.

Observed with delay.

The bill that implements the simplified remuneration scheme has been
tabled in Parliament at the beginning of October and is expected to be
adopted shortly.

Publication of monthly data on staff movements (entries, exits, transfers among entities) of the several
government departments commences. [July 2011]

Partially observed.

Quarterly data on staff movements are available.

Public procurement

Legislation is adopted to establish the Single Public Procurement Authority (SPPA) with the mandate,
objectives, competences, powers and schedule for entry into force, in line with the Action Plan agreed with
the European Commission in November 2010. [July 2011]

Observed.

Law 4013/2011 setting up the Central Public Procurement Authority
was adopted by Parliament on 6 September .
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Government launches the development of an e-procurement IT platform and sets intermediate milestones in
line with the action plan. This includes testing a pilot version (agora.gov.gr), availability of all
functionalities for all contracts and phasing-in of the mandatory use of e-procurement system for supplies
and services. [July 2011], Works contracts will also be added to the e-procurement platform, promptly.

Observed, with delay.

The contract for the development of an e-procurement IT platform was
signed on 5 October 2011. Some functions, such as the e-auctioning
system will be available by January 2012, whereas all applications of
the platform are expected to be fully operational by October 2012.

A thorough review of the system of redress against award procedures and the role to confer to the SPPA is
carried out, in agreement with the European Commission. [Q3 2011]

Ongoing.

The information provided so far is not comprehensive and does not
have sufficient degree of breakdown. The Greek authorities committed
to provide a thorough study on this issue by the end of October 2011.

Government undertakes a review identifying areas to increase the efficiency of the public procurement
system outside the SPPA, as specified in the Action Plan. The review includes conclusions and actions in
agreement with the European Commission. [July 2011]

Ongoing.

A first report assessing the Greek public procurement system and the
place of the SPPA within this system prepared by the Greek EU
economic law centre (MOPADIS) was submitted to the Commission at
the end of August 2011. Conclusions and actions need to be developed
in cooperation with the European Commission.

Government issues decisions

-to provide for the institution and establishment of positions for the SPPA’s personnel, as well as for the
organization of human resources and services of the Authority in accordance with the provisions of the law
on the SPPA

-to appoint the members of the SPPA. [Q3-2011]

Ongoing.

The Greek Government has communicated that drafts of these
Ministerial Decisions should be ready by end-October 2011.

The SPPA starts its operations with the necessary resources to fulfil its mandate, objectives, competences
and powers as defined in the law on the SPPA and the Action Plan agreed with the European Commission
in November 2010. [January 2012]

The e-procurement framework is fully operational, and a common website is created for the publication of
all procurement procedures and outcomes. [Q2-2012]

Not yet applicable.
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To complete the pension reform

The National Actuarial Authority (NAA) continues the submission of long-term projections of pension
expenditure up to 2060 under the adopted reform. The projections shall encompass the main supplementary
(auxiliary) schemes (ETEAM, TEADY, MTPY), based on comprehensive data collected and elaborated by
the NAA. [Q2-2011]The projection will be peer-reviewed and validated by the EU Economic Policy
Committee and the European Commission, ECB, and IMF staff. For the remaining supplementary schemes,
the same procedure is followed. [Q3-2011]

Ongoing.

The NAA is producing long-term projections for the main
supplementary pensions. The actuarial studies for all supplementary
pensions and Pension projections for main and supplementary pension
funds are to be submitted to the AWG by 25 October 2011 to be peer
reviewed in November.

The list of heavy and arduous professions is revised and its coverage is reduced to no more than 10 percent
of employment. The new list of difficult and hazardous occupations (Law 3863/2010) applies with effect
from 1 August 2011 to all current and future workers.

Government proceeds with an in-depth revision of the functioning of secondary/supplementary public
pension funds, including welfare funds and lump-sum schemes. The aim of the revision is to stabilise
pension expenditure, guarantee the budgetary neutrality of these schemes, and ensure medium- and long-
term sustainability of the system. The revision achieves:

-a further reduction in the number of existing funds;
-the elimination of imbalances in those funds with deficits;

-the stabilisation of the current spending at sustainable level, through appropriate adjustments to be made
from 1 January 2012;

-the long-term sustainability of secondary schemes through a strict link between contributions and benefits.
[Q3-2011]

Ongoing with delays.

A Committee has analysed the criteria by other EU countries to classify
professions as hazardous and has reviewed the current list in Greece
proposing the removal of various professions from the list. The first
part of the new list is to be published by end-October 2011. Authorities
indicated that the list of hazardous professions would correspond to less
than 9 percent of employment.

The government is waiting for the completion of the actuarial studies
for the supplementary pension funds to start the legislative process of
reforming supplementary pensions. The legislative process is to be
finalised by the end of the year and new rules should be in place from 1
January2012. In the meantime, the government is introducing cuts in
the main, auxiliary and lump sum pensions,
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The reform of the secondary/supplementary schemes is designed in consultation with European
Commission, ECB and IMF staff, and its estimated impact on long-term sustainability is validated by the
EU Economic Policy Committee. The parameters of the new secondary notional defined-contribution
system ensure long-term actuarial balance, as assessed by the NAA. [legislation: Q3-2011; implementation:
Q1-2012]

Government identifies the schemes for which lump sums paid on retirement are out of line with
contributions paid, [Q3-2011] and adjusts the payments. [Q4-2011] Not yet applicable.

The reform contributes to achieve the overarching target of reducing the overall (basic, contributory,
supplementary and any other related scheme, including lump sums at retirement) increase of public sector
pension spending, over the period 2009-60, to under 2.5 percentage points of GDP. If the projections by the
NAA show that, even after the reforms of the supplementary schemes, the projected increase in the total
public pension expenditure exceeds the limit of 2.5 percentage points of GDP over 2009-60, Government
revises also the main parameters of the pension system provided by Law 3863/2010. [Q4-2011]

Ongoing with delays.

. ) ) o o After one year since the law was enacted, a single centre for
The Health Committees set up by Law 3863/2010 will start operating the planned revision of disability | .ertification of disability will start operating as of September 2011,
status and produce a first quarterly report of its activities by end-December 2011. The objective is to replacing a large number of committees. This is complemented by an
reduce the disability pensions to not more than 10 percent of the overall number of pensions. For this updated definition of disability and the use of electronic registration of
purpose, the definition of disability and respective rules will be revised by end-August 2011. beneficiaries. The share of disability pensions is currently 14% of all

pensions but authorities expect it to go down to 10% in the coming
years to reach less than 8% in 2020.

Government implements the reform of the secondary/supplementary pension schemes, by merging funds
and starting the calculation of benefits on the basis of the new notional defined-contribution system.
Government freezes nominal supplementary pensions and reduces the replacement rates for accrued rights
in funds with deficits, based on the actuarial study prepared by the NAA. In case the actuarial study is not Not yet applicable.
ready, replacement rates are reduced, starting from 1 January 2012, to avoid deficits. All funds set up a
computerised system of individual pension accounts. [Q1-2012]

The Bank of Greece commits not to grant pension privileges to its staff and to revise the main parameters of
its pension scheme to align them with those of IKA.
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To modernise the health care system

Government continues to implement the comprehensive reform of the health care system started in 2010
with the objective of keeping public health expenditure at or below 6 percent of GDP, while maintaining
universal access and improving the quality of care delivery. Policy measures include the integration of
primary healthcare, strengthening central procurement and e-health capacity. Ongoing.

Government continues to undertake measures yielding savings on pharmaceuticals of at least EUR 2 billion
relative to the 2010 level, of which at least EUR 1 billion in 2011. This will bring average public spending
on outpatient pharmaceuticals to about 1 percent of GDP (in line with the EU average) by end 2012.

Governance

The provisions of Article 31 and 32 of Law 3863/2010 are implemented. In particular, the Health Benefit
Coordination Council (SYSPY):

-continues the work on establishing new criteria and terms for the conclusions of contracts by social
security funds with all healthcare providers, and all other actions envisaged in Article 32 with the aim of | Ongoing.
achieving the targeted reduction in spending;

-initiates joint purchase of medical services and goods to achieve substantial expenditure reduction of at
least 25 percent compared to 2010 through price-volume agreements. [July 2011]

Ongoing.
Government equalises the common benefit package for the insurers of EOPYY, with the aim of full | Tpe regulation defining the common package of health services for

equalisation of benefits and contributions across funds by December 2011, and align the contributions paid | EopyY will be adopted in October. The contributions rates will have

by OGA members to those of other members of EOPYY, as envisaged in the medium-term fiscal strategy. | peen equalised across all originating funds except for OGA. For OGA

[July 2011] authorities intend to apply a stepwise process of increasing
contribution, but a date for a full equalisation is not yet planned.

All necessary steps are taken for EOPY'Y to initiate its operations as planned 6 months after the adoption of
Law 3918/2011, including the appointment of the necessary and qualified staff. To this aim, government
sets up a selection committee and devises objective criteria to ensure transparent procedures to govern the | The Members of the Board have been chosen and the administrative
selection of the management of EOPY'Y. Members will be required to be qualified experts of recognised | gtaff has been attributed from each of the originating funds to EOPYY.

standing in health, management and health administration. [July 2011]

Observed
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EOPYY starts operating. The new fund will lead to a substantial reduction of administrative staff of at least
50 percent and of contracted doctors of at least 25 percent as compared to the four originating funds
combined. The aim is to achieve a ratio of patients per doctor in line with the European average. [Q3-2011]

Ongoing

EOPYY will start its operations as of October 2011. It remains to be
verified that the number of doctors contracted by EOPYY is 25% lower
than the number of doctors corresponding to the sum of the four
originating funds.

Government revokes market regulation 40 (17.12.1990) to abolish the 0.4 percent contribution of wholesale
sales prices in favour of the Panhellenic Pharmaceutical Association. [Q3-2011]

Not observed.

An action plan is adopted by early November 2011, based on the final report of the task force (see below),
including a timetable for concrete actions. [Q4-2011]

Not yet applicable.

Pricing of medicines and medical services

Government

-collects the rebates from pharmacies with sales above a designated threshold against the payment due to
pharmacies; it continues to do so on a monthly basis;

-publishes the complete price list for the medicines in the market, using a new pricing mechanism based on
the three EU countries with the lowest prices. The list will be updated on a quarterly basis.

-lifts the caps to the price reductions used when the price list was first introduced. [Q2-2011]

Ongoing:
Social security funds are collecting the rebate, although this may not

have materialised in the reduction of profit margin as initially expected.

The price list for medicines has been updated on the basis of the three
cheapest countries of a sample of 22 EU Member States. The next
mission will review if there has been an update.

The caps on price reductions used when the first price list has first been
introduced have been lifted.

Fees for medical services outsourced to private providers are reviewed with the aim of reducing related
costs by at least 15 percent in 2011, and by an additional 15 percent in 2012. [Q4-2011]

Starting from 2012, pharmacies' profit margins are calculated as a flat amount or flat fee combined with a
small profit margin with the aim of reducing the overall profit margin to no more than 15 percent, including
on the most expensive drugs as defined in law 3816/2010. [Q1-2012]

Not yet applicable.
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Prescribing and monitoring

Government

-publishes binding prescription guidelines for physicians defined by EOF on the basis of international
prescription guidelines to ensure a cost-effective use of medicines; [July 2011]

-publishes and continuously updates the positive list of reimbursed medicines using the reference price
system developed by EOF. [Q2-2011]

Ongoing with delays.

A large number of prescription guidelines have been developed and
await final agreement by the National Health Council. However, they
have not been published and they are not binding. This risks
jeopardising their effectiveness.

After some delay and following several rounds of consultation and
changes, the criteria for the positive price list and reference price
system for reimbursement has been published in September 2011. The
reference price system and positive list implementation are due to
follow.

Government takes further measures to extend in a cost-effective way the e-prescribing of medicines,
diagnostics and doctors' referrals to all social security funds, health centres and hospitals. In compliance
with EU procurement rules, Government conducts the necessary tendering procedures to implement a
comprehensive and uniform health care information system (e-health system). [Q3-2011]

Ongoing.

Some e-health project proposals have been approved by the Digital
Convergence Programme to be launched in the coming months. Next
review will verify if these have been launched.

EOPYY and the remaining social security funds establish a process to regularly assess the information
obtained through the e-prescribing system and produce regular reports, at least on a quarterly basis, to be
transmitted to the competent authorities in the Ministry of Labour, Ministry of Health, Ministry of Finance
and ELSTAT. Monitoring and assessment is carried out through a dedicated common unit under SYSPY.
Feedback is provided to each physician at least every quarter and a yearly report is published. Sanctions
and penalties will be enforced as a follow-up to the assessment. [Q4-2011]

Government starts to produce a semi-annual report on the prescription and consumption of medicines and
diagnostic tests. This report includes information on the rebate received from pharmacies and from
pharmaceutical companies and on the volume and value of medicines. It provides a feedback report to all
physicians on their prescription volume and value, at least on a quarterly basis. Monitoring and reporting of
misconduct and conflict of interest in prescription behaviour are intensified. [Q4-2011]

Not yet applicable.
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E-prescribing covers all medical acts (medicines, referrals, diagnostics, surgery) in both NHS facilities and
providers contracted by EOPYY and the social security funds. Detailed monthly auditing reports are
produced by NHS facilities and by providers. [Q1-2012]

Ongoing.

The authorities are extending the OAEE and OPAD e-prescription
systems to other funds and NHS facilities. Until December 2011,
EOPYY will also scan all prescriptions, because the other components
— former IKA and OGA- are not ready with e-prescription.. Authorities
have prepared a tender specification for full e-prescription system to be
launched in early September.

Increasing use of generic medicines

Additional measures are taken to promote the use of generic medicines through:
-compulsory e-prescription by active substance and of less expensive generics when available;

-associating a lower cost-sharing rate to generic medicines that have a significantly lower price than the
reference price (lower than 60 percent of the reference price) on the basis of the experience of other EU
countries;

-setting the maximum price of generics to 60 percent of the branded medicine with similar active substance.
[Q2-2011]

Not observed

Although generic prices are now at 63% of the originator drug and a
new policy sets the price of originator off patent drugs to 75% of the
patent price.

Government takes further measures to ensure that at least 30 percent of the volume of medicines used by
public hospitals is composed of generics with a price below that of similar branded products and off-patent
medicines, in particular by making compulsory that all public hospitals procure pharmaceutical products by
active substance. [Q3-2011]

Ongoing.

Generic use in hospitals is increasing and constitutes 17% of the whole
expenditure on pharmaceuticals in hospitals. There is still a very large
variation across hospitals (between less than 10% and more than 60%).
The government has launched the first e-tender for drugs by active
substance and which can lead to potential large savings and increased
use of generics in hospitals

Further measures ensure that at least 50 percent of the volume of medicines used by public hospitals is
composed of generics with a price below that of similar branded products and off-patent medicines, in
particular by making compulsory that all public hospitals procure pharmaceutical products by active
substance. [Q4-2011]

Not yet applicable.
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NHS (ESY) service provision

A plan for the reorganisation and restructuring is prepared for the short and medium term with a view to
reducing existing inefficiencies, utilising economies of scale and scope, and improving quality of care for | Ongoing.
patients. The aim is to reduce hospital costs by at least 10 percent in 2011 and by an additional 5 percent in

2012 in addition to the previous year. This is to be achieved through: Joint management of hospitals has been introduced reducing the

number of hospital boards down to 81. Joint management is the first
-adjusting public hospital provision within and between hospitals within the same district and health region; | step in hospital restructuring and reorganisation. Authorities need now
to start concentrating and specialising NHS hospitals and departments,
including emergency departments and reviewing and ensuring mobility
of staff in order to produce more substantial savings. This has only
-increasing the mobility of healthcare staff (including doctors) within and across health facilities and health | started and needs to be fully implemented in the coming year possibly
regions; using a plan proposed by a dedicated task force.

-revising the activity of small hospitals towards specialisation in areas such as rehabilitation, cancer
treatment or terminal care where relevant;

-preparing a joint management/operation system in districts with more than one hospital, excluding
university hospitals. [Q2-2011]

Government sets up selection criteria to ensure transparent procedures to govern the selection of the | Opserved.
management of hospitals. Members will be required to be persons of recognised standing in health, o )
management and health administration. [Q2-2011] The open government criteria were used to choose hospital managers.

A system for comparing hospital performance (benchmarking) is set up on the basis of a comprehensive set

of indicators. [Q1-2012] Annual reports will be published as of end-2012. Not yet applicable.

Wages and human resource management in the health care sector

The Ministries of Health and Labour, in cooperation with the Ministry of Finance, prepare the first draft
report presenting the structure (age, specialty, grade, regional distribution), levels of remuneration
(including fees provisions to consultants and doctors) and the volume and dynamics of employment in
hospitals, health centres, and health funds. This report will be updated annually and be used as a human | The authorities are collecting the requested data.
resources planning instrument. The 2011 report will present plans for the allocation and re-qualification of
human resources for the period up to 2013 as well as providing guidance for the education system. It
specifies a plan to reallocate qualified and support staff within the NHS and health funds. [Q3-2011]

Ongoing.
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Government extends the use of capitation payments of physicians, currently used by OAEE, to all contracts
between social security funds and the doctors they contract. The new payment mechanism starts for each
new contract renewed in 2011 and for all contracts from 2012. It defines a minimum number of patients per
doctor, on the basis of the experience of other EU countries. The new system will lead to a reduction in the
overall compensation cost (wages and fees) of physicians by at least 10 percent in 2011, and an additional
15 percent in 2012 as compared to the previous year. [Q3-2011]

Ongoing

EOPYY will apply the capitation system to their contracts with
physicians. The next review will verify the cost savings involved.

Accounting and control

Internal controllers are assigned to all major hospitals. [Q3-2011]

Ongoing

EOPYY will apply the capitation system to their contracts with
physicians. The next review will verify the cost savings involved.

By Q2-2011, Government starts publishing the monthly report with analysis and description of detailed
data on healthcare expenditure by all social security funds with a lag of three weeks after the end of the
respective month.

Ongoing.

The biggest social security funds provide this information but not all
funds report the information monthly and with the same level of detail
as the four biggest.

Social security funds start publishing an annual report on medicine prescription. Individual prescription
reports serve as regular feedback to each physician (at least semi-annually). The annual report and the
individual prescription reports examine prescription behaviour with particular reference to the most costly
and most used medicines. [Q1-2012]

Not yet applicable.

Hospital computerisation and monitoring system

The necessary tendering procedures are carried out to develop the full and integrated system of hospitals' IT
systems. [Q3-2011]

Ongoing.

Several projects have been agreed by the Digital Convergence
programme and tenders need now to be launched.

The Ministry of Health completes the programme of hospital computerisation. Building on the web-based
platform ESY .net, it finalises the process of centralisation of information. The Ministry of Health, through a
dedicated service/unit, collects and scrutinises data and produces monthly and annual reports, which are
published. [Q2-2011]

Ongoing

ESY .net is functioning and a dedicated unit in the Ministry of Health
centralises financial and activity data. However, data for some hospitals
is still provided through excel sheets. Improving data reporting requires
improvements in hospital ICT systems.
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Further measures are taken to improve the accounting, book-keeping of medical supplies and billing
systems, through:

-finalising the introduction of double-entry accrual accounting systems and the regular annual publication
of balance sheets in all hospitals;

-the calculation of stocks and flows of medical supplies in all the hospitals using the uniform coding system
for medical supplies developed by the Health Procurement Commission (EPY) and the National Centre for
Medical Technology (EKEVYL) for the purpose of procuring medical supplies;

-timely invoicing of treatment costs (no later than 2 months) to Greek social security funds, other EU
countries and private health insurers for the treatment of non-nationals/non-residents. [Q4-2011]

Ongoing

The process of hospitals computerisation is ongoing but a small number
of hospitals (10) still do not have adequate ICT systems. See previous
point.

Hospitals are slowly using the uniform coding and observe.net has been
put in place to monitor hospital use of supplies.

Invoicing times have be