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EXECUTIVE SUMMARY

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

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

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

The recession appears to be somewhat deeper and longer than initially projected.
Economic activity contracted in 2010 by 4). percent, slightly more than projected at the
inception of the programme and subsequent reviews. The contraction mainly concerned
domestic demand, while the external sector has gained traction, thus contributing to the
reduction in external imbalances. Progress in rebalancing the economy is also evidenced by a
gradual reduction in inflation, wage settlements and labour costs. Yet, a further substantial
reduction in unit labour costs will be necessary to perceptibly improve competitiveness.
Contrary to earlier expectations, economic activity is expected to continue contracting in the
second half of 2011, as additional fiscal consolidation and liquidity constraints are taking their
toll on the economy. Real GDP growth for 2011 is now forecast at -3% percent in 2011, and to
return to positive territory from 2012 onwards.

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

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

A medium-term fiscal strategy (MTFS) has been prepared to ensure the durability of
fiscal consolidation. The aim is to reduce the government deficit to 2'4 percent of GDP in 2014
and further in 2015, and place the debt ratio on a downward slope. To meet this objective, the
government identified fiscal consolidation measures of about 10 percent of GDP between 2011
and 2014, and above 11 percent of GDP if the period through 2015 is considered. The MTFS
includes multiannual spending ceilings per ministry and establishes, therefore, a medium-term
fiscal framework.

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

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

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

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

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

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

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

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

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

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

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

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

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

Against this background, areinvigorated economic adjustment programme with scaled up
financing assistance appears necessary. While noting the responsibility of the Greek
government and other stakeholders to contain implementation risks identified in this report, the
Commission services recommend this disbursement to take place, and at the same time to set up
the main parameters for a new financing programme..



1.

INTRODUCTION

Thisreport assesses compliance with the conditions of the fourth review of the Greek economic
adjustment programme. The assessment is based on the findings of the joint Commission/ECB/IMF
mission to Athens (3 May-2 June, and 21-23 June 2011). The mission assessed compliance with
conditionality associated to the fifth disbursement and progress towards the key programme
objectives of safeguarding the stability of the financial system, securing fiscal sustainability, and
boosting competitiveness, potential growth and jobs.”

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

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

This Compliance Report is released together with the Commission Communication "Follow-up to the Council Decision
of 10 May 2010 addressed to Greece" (COM (2011) 422 final, of 1 July 2011).

See also the quarterly report submitted on 16 June 2011 by the Greek Ministry of Finance, and available for download at:
http://ec.europa.eu/economy_finance/sgp/deficit/ countries/greece_en.htm.

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

Past disbursements

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

Planned disbur sements

Euro-area Member States IMF Total
Sth tranche July 2011 8.7 July 2011 33 12.0
6th tranche September 2011 5.8 September 2011 2.2 8.0
7th tranche December 2011 3.6 December 2011 1.4 5.0
8th tranche March 2012 7.3 March 2012 2.7 10.0
9th tranche June 2012 4.4 June 2012 1.6 6.0
10th tranche September 2012 4.4 September 2012 1.6 6.0
11th tranche December 2012 1.5 December 2012 0.5 2.0
12th tranche March 2013 4.4 March 2013 1.6 6.0
13th tranche June 2013 1.5 June 2013 0.5 2.0
Total planned disbursements 41.6 * 15.4 57.0
Total programme 110.0

* Original amount to be provided by the euro-area Member Sates, 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 LFA while Ireland and Portugal have
stepped down fromthe facility as these two countries requested financial assistance themmsel ves This Stuation of these three countries
reduced the facility by EUR 2.7 billion.

Source: Commission services and IMF.

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

(EUR million)

BE DE 1E ES FR 1T CY LU
May 2010 0.0 4,427.9 0.0 1,941.6 3,325.2 2921.9 32.0 40.8
September 2010 758.8 1,495.9 3474 656.0 1,123.4 987.2 10.8 13.8
January 2011 238.8 1,864.4 -- 817.5 1,400.1 1,230.3 13.5 17.2
March 2011 530.0 611.8 - 1,814.4 3,107.4 2,730.5 29.9 38.2

MT NL AT PT S| K Fl Total
May 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 - 392.2 6,500.0
January 2011 6.2 392.6 191.2 172.3 32.4 -- 123.4 6,500.0
March 2011 13.8 871.4 4243 382.5 71.8 - 274.0  10,900.0

Source: Commission services.

4. Thematurity of loans granted by the euro area to Greece has been extended. In order to alleviate
the amortisation burden in the post-programme years and align the maturity of loans to Greece with
those of Ireland, the euro-area Member States decided, in March 2011, to extend the maturity of
bilateral loans to 7% years, on average. Under the new terms, the maximum grace period of the euro-
area loans is extended from 3 years to 4/ years, with the maximum maturity extended from 5 to 10
years. The redemption profile after the grace period remains quarterly. This decision also applies to
the tranches already disbursed.

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

Box 1: A debate on the Greek debt restructuring

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

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

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

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

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

Fiscal discipline and privatisation receipts will achieve sustainability. Experience from earlier consolidation
episodes in EU countries demonstrates that sizable fiscal consolidation and long periods with large primary surpluses
are feasible. Between 1990 and 1994, Greece managed to improve its primary balance by 9% percentage points of
GDP; Denmark achieved a consolidation of 14 percentage points between 1982 and 1986. In the 1990s, several EU
countries attained and maintained primary surpluses of at least 4 percent of GDP for several consecutive years. In

Belgium, which was for several years the most indebted of all EU governments, primary surplus exceeded 5 percent
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of GDP each year between 1997 and 2003. Although challenging, it is therefore not unrealistic to assume that Greece
can achieve the fiscal consolidation commitments of the adjustment programme, with the overall deficit declining to
2% percent of GDP in 2014 and further in 2015, and the primary balance to reach 6 percent of GDP. Moreover, the
Greek privatisation plan, which aims at collecting EUR 50 billion over the next five years, will reduce the debt-to-
GDP ratio by 20 points.




2. MACROECONOMIC DEVELOPMENTS

6. The quarter of deepest contraction is likely to be behind us. After contractions in economic
activity of 3 to 4 percent (year-on-year, s. a.) in the second and third quarters of 2010, economic
activity is estimated to have declined by 7' percent in the last quarter of 2010. This is expected to
have been the deepest contraction in this economic cycle. The available data for the first quarter of
2011 indicate that the recession remains severe (-5% percent relative to the same quarter of 2010, s.a.)
but the economy is giving signs of stabilising. Official statistics indicate that, on the first quarter 2011,
economic activity actually expanded by % of a percentage point relative to the last quarter of 2010.
Although improvement is expected for the next quarters, real GDP growth in 2011 is projected to
remain negative: -3% percent for the year as a whole.

Graph 1. Real GDP growth
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Table 3. Macroeconomic projections
(Real GDP growth)

2011 2012
European Commission -3.8 +0.6
OECD -2.9 +0.6
Consensus Economics -3.6 +0.2
NBG -3.5 -
Piraeus Bank -3to-4 --
Alpha Bank >-25 -
IOBE
(Foundation for Economic and -3.2 -
Industrial Research)
KEPE
(Centre for Planning and Economic -4.1 -
Research)

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

Graph 3. Exports and non-domestic industrial orders
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2. Macroeconomic developments

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

Graph 5. Employment and unemployment rate Graph 6. Nominal unit labour cost
(annual growth rate)
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10. Inflation is declining. The latest available statistics indicate that prices (HICP) increased by 3.1
percent (year-on-year) in May, down from 4.9 percent in January 2011. Constant-tax inflation rate
was negative in January and February but increased again to above 1 percent in spring. For 2011 as a
whole, the overall inflation rate is expected to be slightly below 3 percent. The total impact of indirect
taxation increases on annual inflation is projected to be 1.7 points, well below a maximum of 4%
percent in January. This means that constant-tax HICP, for 2011 as a whole, is projected to be 1%
percent. Over the next months, further increases in excises and in the VAT rates for some services
will temporarily push up inflation. For 2012 and subsequent years, the inflation outlook has been
revised upwards compared to previous forecast, mostly due to higher commodity and oil prices.
Headline inflation is now expected to remain close to 1 percent in 2012-15. This forecast does not yet
fully reflect the impact of the ongoing structural reforms, which will contribute to higher productivity,
strengthened competition in product markets and increased price flexibility. Disinflation could,
therefore, be stronger than in the central scenario. However, there are also upward risks related to
import prices.
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Source: EL.STAT.
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Graph 8. HICP inflation main drivers developments (% change, y-0-y)
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11. The external deficit is narrowing, but remains high. The current account deficit is estimated to

decline from 113 percent of GDP in 2010 to slightly below 10 percent in 2011 and to fall to 7%
percent of GDP in 2012 and 6% percent in 2013. The increasing deficit in the balance of primary
incomes, which results from a large and still increasing net external debt, offsets part of the
improvement in the balance of goods and services. The net external debt-to-GDP ratio is projected to
reach 140 percent in 2012 and to stabilise thereafter.

12. The medium-term projections for economic activity remain on the whole unchanged. The

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

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

2010 2011 2012 2013 2014 2015

Real GDP (growth rate) -4.5 -3.8 0.6 2.1 2.3 2.7
Domestic demand contribution* -1.7 -6.6 2.0 1.0 1.4 1.8
Net trade contribution 23 2.7 2.6 1.1 0.9 0.9
Employment (growth rate) 21 3.2 -0.3 0.9 07 0.8
Unemployment rate (percent of labour force) 11.5 14.5 15.0 14.5 14.0 13.6
Unit labour cost (growth rate) -04 -1.8 0.2 -03 -0.5 -0.9
HICP inflation 4.7 2.9 1.0 1.0 1.1 1.1
HICP inflation at constant taxes 1.4 1.3 0.9 1.0 1.1 1.1
Current account balance (percent of GDP) -11.8 -9.9 -7.7 -6.6 -5.8 -4.9
Net borrowing vis-a-vis RoW (percent of GDP) -10.1 -8.0 5.6 -4.4 -3.4 2.4
Net external liabilities (percent of GDP) -129.5 -140.5 -1443 -1443 -143.1  -140.6

* Exduding change in inventories and net acquistion of valuables

Source: Commission services.
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FINANCIAL MARKETS AND FINANCIAL SECTOR
DEVELOPMENTS

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

Graph 10. Yield spreads
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Table 5. Ratings

Moody's Fitch Standard & Poor's
Rating Effective Rating Effective Rating Effective

Sovereign Caal 1-Jun-11 B+ 20-May-11 ccc 13-Jun-11
ATE B3 3-Jun-11 B+ 23-May-11 - -
NBG B3 3-Jun-11 B+ 23-May-11 CCC 15-Jun-11
Eurobank B3 3-Jun-11 B+ 23-May-11 CCC 15-Jun-11
Alpha bank B3 3-Jun-11 B+ 23-May-11 CCcC 15-Jun-11
Piraeus B3 3-Jun-11 B+ 23-May-11 CCC 15-Jun-11

Source: Bloomberg

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

Owing to successful capital increasesin 2010, the average Tier 1 CAR (capital adequacy ration)
of the banking system remains at 12.2 percent, although asset quality continued to deteriorate
amid a weak economic environment. Non-performing loans increased to 11 percent in 2010, up
from 7% percent in 2009. Moreover, the rate of restructured loans in total loans has more than
doubled, reaching 3.1 percent at end-2010. The loan-loss coverage ratios stood at 45' percent as of
December 2010. The corresponding increase in provisioning, coupled with trading losses, resulted in
a loss for the banking system in 2010.
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17. The Greek banking sector balance sheet contracted by 2.5 percent in 2010. Credit growth to the
domestic private sector continued to slow in the first quarter of 2011, declining quarter-on-quarter by
1.1 percent for households and 0.6 percent for non-financial corporations. According to the Greek
banks, this slow down in credit reflects a decline in credit demand due to the economic recession; an
increase in banks’ risk aversion, and banks’ funding constraints. Nevertheless, with the economies
picking up in South and Eastern Europe (SEE), the banks’ balance sheets on the group level grew by
1.3 percent in 2010, while the funding gap vis-a-vis SEE subsidiaries decreased.

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

19. ATE Bank announced plans for a share capital increase of EUR 1260 million. This is taking
place through a rights issue and a concurrent redemption of the EUR 675 million of preference shares
held by the State. The capital increase, which has been fully subscribed by the State and five
underwriters, will take place by end-June 2011. On 23 May 2011, the European Commission, as
competition authority, authorised the additional state recapitalisation and the restructuring plan of
ATE. The bank's restructuring plan foresees:

e areduction in balance sheet size by 25% percent (from the end-2009 level);

e acost reduction by 25 percent;

e the sale of non-core subsidiaries and banking participations, and

e the run-off of certain portfolios.

ATE Bank remains committed to the asset quality reinforcement policy, by maintaining a coverage
ratio above 50 percent throughout the duration of the restructuring plan.

20. Legislation on unbundling HCLF (Hellenic Consignment and L oan Fund) was adopted in early-
May 2011. The law stipulates the carve-out of the commercial activities into a separate entity. An
implementing decree and additional commitments deemed necessary for compliance with State aid
rules will further clarify the future tasks of the remaining activities of the HCLF, ensuring that these
will not be in competition with commercial activities. A more detailed schedule for the commercial
activities will also be elaborated specifying, inter alia, a detailed timetable for the steps necessary to
fully dispose of the commercial activities.
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Table 6. Banking sector soundnessindicators
basis 2007 2008 2009 2010
Capital adequacy ratio consolidated 11.2 9.4 11.7 12.2
solo (1) 12.7 10.7 13.2 13.7
Tier I ratio consolidated 9.2 7.9 10.7 10.9
solo 9.3 8.7 12,0 12.2
Return on assets (after tax) consolidated 1.4 0.7 0.1 -0.3
solo 1.0 0.2 -0.1 -0.6
Return on equity (after tax) consolidated 17.8 10,0 2.3 -4.2
solo 14.6 31 -1.7 -8.6
Loan to deposit ratio consolidated 106.0 114.0 113.8 121.9
Non-performing loans (2) solo 4.7 51 8.1 11,0
Coverage ratio (3) solo 53.4 48.9 415 45.5

Notes: (1) at the level of the individual entity; (2) Non-performing loans as percentage of total gross loans; (3)
provisions as percentage of non-performing loans.

Source: Bank of Greece
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Graph 15. Holding of Greek gover nment debt
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21. The main challenge is to support banks efforts to deleverage and restructure in an orderly
manner without exacerbating the ongoing economic contraction. The Bank of Greece has
committed to deal with potential weaknesses in each individual bank, if and when needed, so as to
ensure financial stability in the system. Moreover, the authorities have committed to improving the
legislation on financial institutions to allow timely and effective intervention and resolution consistent
with EU law and international best practice. The mission stressed that there was a need to address the
shortages of appropriately qualified experts in the Bank of Greece financial supervision arm.

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

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

24. The efforts to strengthen the financial sector supervisory and regulatory framework must
continue. The supervision of the insurance sector is being enhanced since the Bank of Greece took it
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over in December 2010. It is undertaking a diagnostic assessment of insurance companies’ solvency,
reviewing the adequacy of existing policyholder guarantee schemes and participating in the EIOPA
(European Insurance and Occupational Pensions Authority) stress tests.



4, PROGRAMME IMPLEMENTATION AND POLICY
DISCUSSIONS

25. There have been significant hurdlesin the implementation of the adjustment programme. There
has been substantial progress in fiscal consolidation, but resilient tax evasion and weaknesses in
expenditure control have continued to weigh on the adjustment. Adoption of legislation on several
structural reforms has encountered resistance from specific interest groups. Moreover, there have been
deficiencies in the prompt implementation of the legislated reforms given the complexity and scale of
reforms which test the limits of the Greek administration. An increase in technical assistance provided
to Greece by the European Commission, the IMF and euro-area partners could help overcoming those
limits.

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

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

Overall assessment Comments

The quantitative criteria on primary balance, primary
spending and net guarantees granted by central
government have been respected. The indicative
criterion on non-accumulation of arrears to suppliers has
Most criteria for January-March 2011 not been respected.

have been observed Data published by Eurostat in April confirmed that the
ceiling for the ESA deficit for 2010 was exceeded by
more than previously estimated. Projections indicate that
without additional measures the quarterly criteria and the
annual deficit ceiling would be missed.

Fiscal policy

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.

Structural fiscal reforms Largely observed

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

Financial sector policy Largely observed

Several growth-enhancing structural reforms have been

Growth-enhancing adopted, though in some cases with delays compared to

Partially observed commitments. Moreover, some of these reforms
structural reforms . L0 .
contained some deficiencies that will have to be
corrected.

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

Data provision Largely observed

Source: European Commission.

4.1. FISCAL POLICY

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

27. The ESA-based 2010 general government deficit was 10%2 percent of GDP. This was around 1
percentage point of GDP above the estimates of the November 2010 and February 2011 reviews. This
was because of a more-severe-than-anticipated revenue shortfall -- including in 2010 taxes which are
collected in January and February 2011 --, a worse-than-estimated balance of the social security sector
and the accumulation of arrears in the other-than-state sectors.
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Graph 16. Government revenue, expenditure and debt
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28. The quantitative performance criteria for thefirst quarter 2011 have been met. The criterion on
state primary spending for end-March 2011 was observed. The outcome was EUR 13 461 million
against a ceiling of EUR 15 000 million. It should be noted that, compared to previous quarters,
during which the ceiling for state primary spending was defined on a cash basis, data now include the
change in the stock of arrears owed by the state. Therefore, an accumulation by the State of payments
in arrears no longer improves the respective criterion. In the same period, the modified general
government primary balance reached EUR -806 million, against a floor of EUR 2 billion. It was also
the first time this criterion takes into account the accumulation of arrears. The central government
debt and state guarantees criteria have also been respected.

Table 8. Quarterly quantitative criteria

(EUR billion)
end-March 2011
data criterion
. -2.0
*
General government® primary balance 0.81 (floor)
. . 15.0
State primary spending 13.46 (ceiling)
Central government debt 366.0 394.0
New guarantees granted by central government 0.1 1.0
Accumulation of arrears to suppliers since 1 026 0.0
Jan. 2011 (indicative criterion) ) )

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

Source: Commission services.

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

20
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Table9. Arrears

(EUR million)

31Dec2010 | 31Jan 2011 | 28Feb 2011 | 31 Mar 2011
Presidency of the Republic 0.00 0.00 0.00 0.00
Hellenic Parliament 0.00 0.00 0.00 0.00
Ministry of Interior, Decentralisation and e-Government 39.68 12.05 13.80 14.41
Ministry of Foreign Affairs 54.21 60.43 60.88 61.11
Ministry of National Defence 223.00 222.20 266.7 261.85
Ministry of Health and Social Solidarity 17.46 0.81 0.76 0.74
Ministry of Justice, Transparency and Civil Rights 5.93 7.90 9.12 12.23
Ministry of Education, Lifelong Learning and Religion 13.11 18.16 29.71 53.74
Ministry of Culture and Tourism 40.75 18.80 19.60 21.49
Ministry of Finance 1.19 2.46 3.29 291
Ministry of Agricultural Development and Food 15.58 24.15 8.43 67.08
Ministry of the Environment, Energy and Climate Change 15.52 11.94 19.41 20.21
Ministry of Labour and Social Security 1.20 0.01 0.02 0.23
Min. of Economic Development, Competitiveness and Shipping 47.81 26.72 35.51 34.31
Ministry of Infrastructure, Transport and Networks 257.40 286.78 330.11 407.10
Ministry of Maritime Affairs, Islands and Fisheries 0.00 20.60 22.68 23.28
Ministry of the Protection of the Citizen 51.66 54.60 64.32 56.85
Sec. General of Information / Communication 0.38 0.00 0.00 0.00
Sec. General of Prefectures / Decentralised Administrations 81.30 40.17 87.92 91.42
Total (State) 866.18 807.79 972.29 1128.94
Local government 590.4 486.8 522.5 700.0
Hospitals (*) 1514.2 1549.0 1727.1 1687.1
Social security 1999.6 2038.2 2103.1 2279.3
Other government entities 197.5 183.8 210.9 215.5
Total (General gover nment) 5167.9 5065.5 5535.9 6010.9

All debts 90-days overdue are considered in arrears.
(*) Of which EUR 113 million incurred by end 2009.

Source: General Accounting Office.

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

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

21
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Graph 17. State primary payments - 2011 Graph 18. Government primary balance— 2011
(cumulative, EUR million) (cash basis, cumulative balance, EUR million)
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Note: There is a break in the series, since data on state-owned enterprises are
expected to enter the quarterly criterion from the third quarter of 2011 on.

Box 2: From cash accountsto ESA95 accounts

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

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

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

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

2011
M odified cash balance -17,851
% of GDP -7.8
ESA-cash adjustments 786
% of GDP 0
Taxes -841
Direct taxes -228
Indirect taxes -613
Social security contributions 0
Tax refunds 0
Concessions (OTE, Athens Airport) -500
Dividends of EETT 40
Accounts payable 242
Public hospitals 490
Military hospitals 0
State budget 416
Local governments 575
Social security funds -1,239
Repayment of hospital debt 450
Called guarantees -1,468
Military procurement 586
Interest 440
Single treasury account 200
EU funds 426
Payments by bonds -420
Privatisation account 0
Lump-sum payment to CG retirees -240
Re-classification of PEs 700
Extra-budgetary funds (excl. ELEGEP and ETERPS) 0
ELEGEP -137
AKAGE 960
ETERPS 410
Other -62
ESA95 balance -17,065
% of GDP -7.6
Fiscal gap 0
% of GDP 0.0
GDP 224,951

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

EUR million % of GDP
cumulative cumulative
measures measures
2010-2014 2010-2014
2009 deficit 36150 154
primary deficit drift in 2010 5777 2.5
change in interest expenditure 266 0.1
measures 1/ 18000 18000 7.7 7.7
impact on ratio of nominal GDP growth -- 03
2010 deficit 24193 105
primary deficit drift in 2011 8340 37
change in interest expenditure 2646 12
measures 1/ 18114 36114 8.1 16.1
impact on ratio of nominal GDP growth -- 02
2011 deficit 17065 76
primary deficit drift in 2012 1574 0.7
change in interest expenditure 2640 1.2
measures 1/ 6363 42477 2.8 18.6
impact on ratio of nominal GDP growth -- -0.1
2012 deficit 14916 6.5
primary deficit drift in 2013 -1181 -0.5
change in interest expenditure 1524 0.6
measures 1/ 3860 46337 1.6 19.7
impact on ratio of nominal GDP growth -- -0.2
2013 deficit 11399 48
primary deficit drift in 2014 -1055 -04
change in interest expenditure 1762 0.7
measures 1/ 5721 52058 24 21.4
impact on ratio of nominal GDP growth -- -02
2014 deficit 6385 26

1/ including carry-overs.

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

32. Fiscal policy in 2011 is challenging. While the government has reaffirmed its commitment to the
budgetary target of EUR 17 billion (or 7% percent of GDP) in 2011, budget execution so far suffers
from significant revenue shortfalls, which is only partly compensated by lower spending and delaying
payments. Moreover, a number of measures in the 2011 budget have been less effective than planned.
As a result, the quarterly performance criterion on the primary balance could be missed already in
June. Moreover, without additional measures, while the ESA-based deficit for the year as a whole
would be in excess of 10 percent of GDP, virtually the same of 2010.

33. The MTFS through 2015 aims at durably reducing the government deficit. The government has
prepared a comprehensive set of durable measures to pursue the fiscal consolidation efforts and
ensure the deficit is cut to 2% percent of GDP in 2014 and further decline in 2015. This package of
measures amounts to 10 percent of GDP through 2014, of which almost 3 percent of GDP are
implemented in the second half of the current year to ensure the respect of the 2011 ceiling.

Table 11. Medium-term deficit ceilings

2011 2011 2013 2014
(DEeSgtn:ﬁllilgng)s 17 065 14 916 11399 6 385
Indicative as
per centage of GDP 7.6 6.5 4.9 2.6

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

e Cutsin the public sector wage bill. The main measures are the implementation of the rule of 1
recruitment for 10 exits in 2011 (therefore stricter that the previously agreed 1-for-5 rule), an
increase in the weekly working hours for public sector employees from 37% to 40 hours and a
reduction in overtime payments; the reduction in allowances in the context of a comprehensive
wage grid reform; reduction in the number of contractual staff (by 50 percent in 2011 and
additional 10 percent in 2012 and onwards); and a temporary freeze of automatic career
progression. Moreover excess statutory staff will be transferred to a labour reserve paid on
average at 60 percent of the base wage, or laid off. From 2010 to 2015, the total number of
government employees is expected to be cut by 20 percent, from 727 thousand to 577 thousand.

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

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

Cutsin operational defence-related expenditure on top of the previously planned reduction in
military equipment procurement.

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

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

Permanent and temporary cutsin public investment.

Cuts in other expenditure through cuts in expenses by local government financed by state
grants; reduction in subsidies to residents of remote areas.

Increasesin local government revenue through an increase in revenues from tolls, fees, rights
and other revenue streams following the merging of local administrations; and an increase in
local tax compliance.

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

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

Improvements in tax compliance are also expected to increase revenue. Although the
government has started to implement an action plan against tax evasion, no improvement in tax
compliance has been considered in the projections through 2012 to reduce budgeting risks.
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Table 12. Fiscal measuresin MTFS

(cummulative impacts, % of GDP) 2011 2012 2013 2014
Total measures 30 6.1 8.1 10.5
Wagehill 0.3 0.6 0.8 0.9
Operational expenses 0.1 0.1 0.2 0.3
Extra-budgetary funds 0.2 03 0.4 0.5
State-owned enter prises 0.0 02 0.3 0.4
Defence expenditure 0.0 0.0 0.1 0.1
Health care 0.0 0.1 0.2 0.3
Pharmaceutical spending 0.1 03 0.4 0.5
Social benefits 0.5 1.1 1.5 1.9
I nvestment spending 0.4 02 0.2 0.2
Other expenditure 0.1 02 0.3 0.4
Tax compliance 0.0 0.0 0.7 1.4
Tax palicy 1.2 29 3.1 3.6

Source: Commission services.

Graph 19. Fiscal measuresin the medium-term fiscal strategy for 2011
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Graph 20. Fiscal measuresin the medium-term fiscal strategy through 2014
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Table 13. Staffing plans
Ordinary staff Total Elected
) ) Temporary staff ersot:nnel officials (local Total staff
Retirements Recruitments Total p gover nments)
2010 53.210 4.062 647.894 58.260 706.154 21.286 727.440
2011 20.000 5.000 632.894 29.130 662.024 11.836 673.860
2012 26.600 4.000 610.294 26.217 636.511 11.836 648.347
2013 26.600 5.320 589.014 23.595 612.609 11.836 624.445
2014 26.600 5.320 567.734 21.236 588.970 11.836 600.806
2015 26.600 5.320 546.454 19.112 565.566 11.836 577.402
Total reduction 2010-2015 -101.440 -39.148 -140.588 -9.450 -150.038

Source: Greek Ministry of Finance

Box 3: Debt sustainability assessment

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

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

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

Table 1. Debt sustainability assessment
(baseline scenario)

Baseline scenario

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
Grossdebt ratio 1427 156.7 161.3 160.1 1530 145.3 1426 139.5 1360 131.9 1271
Changesintheratio 156 14.0 4.5 -12 -70 -7.8 -2.6 -3.1 -35 4.1 -4.8
(1) Primary deficit 5.0 0.8 -1.3 -3.4 -6.1 -6.4 -6.4 -6.4 -6.4 6.4 -6.4
(2) Snowball effect 8.0 9.7 5.6 36 35 42 38 33 29 23 16
Interest expenditure 515) 6.8 7.8 83 87 9.6 94 9.2 89 8.5 7.8
Growth effect 5.8 55 -09 -32 -35 4.0 -4.1 4.2 -4.1 40 -38
Inflation effect 33 -2.6 -14 -14 -16 -1.3 -16 -1.8 -19 22 -23
(3) Stock flow adjustment 2.6 35 0.2 -14 -4.5 -5.6 00 0.0 0.0 0.0 0.0
Key macr oeconomic assumptions
GDP growth (real) 4.5 -3.8 0.6 2.1 23 2.7 29 3.0 3.0 3.0 3.0
Interest rate (real) 1.4 3.1 4.4 43 4.6 55 56 54 52 4.7 43
Inflation (GDP deflator) 2.6 1.5 0.7 1.0 1.0 0.9 1.1 1.3 1.4 1.7 1.8
Per memo
GDP growth (nominal) -1.9 =23 1.3 3.0 33 3.6 40 43 4.4 4.7 4.8
Overall deficit 10.5 7.6 6.5 4.9 2.6 3.2 30 2.8 2.5 2.1 1.4
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Graph 1. Debt sustainability assessment
(baseline and alter native scenarios)
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Sensitivity scenarios demonstrate the wide spectrum of possible outcomes. Debt dynamics are subject to a wide
margin depending on policy choices and external factors. If only half of the yearly planned privatisation proceeds
materialised, debt would peak in 2012/2013 at a higher level as compared to baseline. A scenario of partial
consolidation assumes that the primary surplus is kept constant at 3 % percent, the level of 2013, resulting in a nearly
stalled debt ratio after the end of the privatisation process. The debt trajectory is very sensitive to a change in the real
GDP growth assumption, and thus to the successful implementation of growth-enhancing structural reforms. Higher
growth would strongly accelerate debt reduction while lower growth would put the debt trajectory on a clearly
unsustainable upward path. Finally, the sensitivity to the interest rate on new market debt is less pronounced.

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

4.2. STRUCTURAL FISCAL REFORMS

4.2.1. Asset management and privatisation

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

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

Participation

Date Name to be sold Type of Sale
2011 Q2 OTE 10.0% share sale

Q3 Thessaloniki Water (EYATH) at least 40% share sale of SPV

Q3 Athens Intl Airport 100.0% Concession

Q3 OPAP 100.0% Concession

Q3 Thessaloniki Port 23.3% share sale of SPV

Q3 State Lotteries 100.0% share sale of SPV

Q4 Piraeus Port 23.1% share sale of SPV

Q4 Hellenic Defense Systems (EAS) 99.8% share/asset sale

Q4 Hellenic Postbank 34.0% share sale

Q4 Public Gas Company (DEPA) 55.0% share sale

Q4 Public Gas Company (DESFA) 31.0% share sale

Q4 Railway Operator (TRAINOSE) 100.0% share sale

Q4 Larco 552% share sale

Q4 Alpha bank 0.6% share sale

Q4 National Bank of Greece (NBG) 1.2% share sale

Q4 Hellenic Horse Racing (ODIE) 100.0% share sale

Q4 Mobile Telephony Licenses 100.0% sale of rights

Q4 Casino Mont Parnes 49.0% share sale

Q4 Hellenic Vehicle Industry (ELBO) 72.6% share sale

Q4 OPAP 34.0% share sale

Q4 Hellenikon 1 - share sale of SPV

Q4 Four Airbus Aircraft 100.0% Sale

Q4 Real Estate Assets 1 (incl. office space) -- share sale of SPV
2012 Ql Athens Intl Airport (ATA) at least 21% share sale of SPV

Ql Hellenic Petroleum (ELP) 355% share sale

Q1 Piraeus Bank 1.3% share sale

Ql Hellenic Agricultural Bank (ATE) atleast 38.6% * share sale

Q1 Egnatia Odos Rd 100.0% share sale of SPV

Q1 Hellenic Post (ELTA) at least 40% share sale

Q1 Ports 1 100.0% share sale of SPV

Q2 Athens Water (EYDAP) 27.3% share sale of SPV

Q2 Loan and Consignment Fund 100.0% share sale of SPV

Q2 Real Estate Assets 2 -- share sale of SPV

Q3 Public Power Corporation 17.0% share/asset sale

Q3 Hellenic Motorways 1 100.0% share sale of SPV

Q3 Regional airports 1 100.0% share sale of SPV

Q4 Hellenikon 2 -- share sale of SPV

Q4 Real Estate Assets 3 - share sale of SPV

Q4 Digital dividend 1 100.0% sale of rights

Q4 Thessaloniki Water (EYATH) tbd share sale of SPV

Q4 Hellenic Goldmines 1 100.0% share sale of SPV
2013 Ql Offshore Gas Storage Fac. 100.0% share sale of SPV

Q2 Regional airports 2 100.0% share sale of SPV

Q2 Ports 2 100.0% share sale of SPV

Q3 Real Estate Assets 4 - share sale of SPV

Q3 Hellenic Goldmines 2 100.0% share sale of SPV

Q4 Digital dividend 2 100.0% sale of rights

Q4 Athens Water (EYDAP) thd share sale of SPV

Q4 Hellenic Motorways 2 100.0% share sale of SPV
2014 Real Estate/Land - share sale of SPV

Hellenic Motorways 3 100.0% share sale of SPV
2015 Real Estate/Land - share sale of SPV
Hellenic Motorways 4 100.0% share sale of SPV

On the bas sof ATE sharecapital after the ongoing capital increase.
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Table 15: Planned privatisation receipts

Privatization

By end of: Receipts
(€ Millions)

2011 Q2 390
Q3 1700

Q4 5000

2012 Ql 7000
Q2 9000

Q3 11000

Q4 15000

2013 Q1 17000
Q2 18000

Q3 20000

Q4 22000

2014 35000
2015 50000

Box 4: Privatisation and sustainability
Privatisation improves sustainability through various channels.

e First, privatisation receipts reduce debt issuance, as they partially or fully cover deficits, and contribute to redeem
maturing debt. As a result, interest expenditure falls in a durable manner.

e Second, the privatisation of loss-making state-owned companies reduces subsidies, other transfers or state
guarantees, and, therefore, reduces annual deficits and/or contingent liabilities. While in some cases privatisation
may reduce property income (e.g. dividends), the overall effect is most often favourable. Moreover, in financially
distressed economies, it is highly unlikely these potential losses exceed savings in interest expenditure.

e A third channel, which has been identified as relevant in countries that have embarked in large privatisation
programmes, concerns an increase in efficiency of the companies and by extension in the competitiveness of the
economy as whole. This is particularly valid where privatisation programmes contribute to attracting foreign direct
investment.

The contribution of privatisation receipts to reduce debt may be enhanced through buybacks. Instead of using
privatisation proceeds to redeem maturing debt, another option consists in redeeming in advance bonds that trade at
discount. This has a number of advantages:

e Although buybacks would lead to an increase in market price — an effect that is by itself positive —, a discount
would persist. In a scenario according to which debt is bought back at 60 percent of nominal value, for each EUR 1
of privatisation proceeds, debt declines EUR 1.6.
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e Another advantage relates to the private sector involvement. Although buybacks would lead to an increase in
market price, a deep discount would remain. Therefore, buy-backs would lead the private sector to record effective
losses in a fully voluntary manner, as they accept to sell their bonds at a price below par. In contrast, if bonds are
redeemed at maturity (or rolled over without a loss in present value), private investors will be reimbursed at par.

e A third advantage is linked to the return to markets. Greece is expected to roll-over EUR 15 billion in the second
half of 2014 and EUR 20 billion in 2015. Buying back debt that matures in these years reduces substantially the debt
that needs to be rolled over in the immediate post-programme years and will, therefore, ease return to funding
markets.

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

4.2.2. Healthcare

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

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

39. However, there have been delaysin policy implementation. Progress has been slower than planned
in the use of e-prescription: the current pilot system by OAEE (the self-employees’ scheme) is being
only slowly extended to other schemes and the tender procedure for a comprehensive e-prescription
system is yet to be launched. The publication of the price list and positive list of medicines has been
postponed. Several hospitals still lack modern ICT systems while a tender for a fully integrated e-
health system in all hospitals is still waiting to be launched. Preliminary data show that savings from
the pharmacies’ rebates is below target. The use of generics in NHS hospitals stands at 12 percent,
well below the 50 percent target, and this objective has encountered resistance among doctors.
Prescription guidelines have been prepared, but not yet adopted. Work is still ongoing to define the
uniform benefit package and common rules for contracting with providers under EOPYY. While the
mission acknowledged that some delays are of a technical nature requiring additional time for the
proper launching and implementation of procedures, strong opposition from vested interests can only
be overcome with political decisiveness and coordinated efforts of several ministries.

40. Efforts should continue asthereis still room for improvement, for example in terms of monitoring
of activity and consumption of medical services, costing of medical goods and services and
redesigning contracting schemes between social security and providers of care. In addition, the
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effective application of centralised procurement for medical goods and services, including
pharmaceuticals, and effective and timely charging of both residents and non-residents (e.g. tourists)
is important to generate further savings and revenues to the system.

Box 5: Findings of the Taskfor ce of Independent Healthcare Experts

Thetaskforce of independent healthcare expertsdelivered itsinterim report in March 2011. The task force was
created at the end of 2010. Its report reviews policies implemented so far and identifies areas for improvement. The
reforms reviewed in the interim report relate to the National Organisation for the Provision of Health Services
(EOPYY), National Health Service (ESY) hospitals and pharmaceuticals.

EOPYY consolidates the health branches of the four biggest funds — IKA, OAEE, OGA and OPAD* — covering
85 percent of population. It is due to start its operations in autumn 2011. This is an important step towards pooling
funding and risks across a large population. Once it is established, the system of contributions rates will be
simplified and made uniform, as will the package of benefits, therefore increasing equity in the access to health
services.

Purchasing and payroall costs of hospitals decreased. The fall in purchasing costs by 11 percent in 2010 was
mostly due to decreasing expenditure on supplies and pharmaceuticals, despite differences across hospitals and
increasing expenditure on outsourced services. A further decrease of 8 percent is expected for 2011. Payroll costs
also decreased.

In the following areas, scope for improvement was identified:

- Convergence and effective collection of social contributions. Contribution rates to EOPYY will not be the
same for all groups, while the package of benefits is the same. Timely collection and reduction in contribution
evasion is indispensable. A census of the total beneficiaries of care is needed.

- Reduction of staff and ensuring their qualifications. EOPYY administrative and managerial workforce will
make up 10 percent of such staff from the originating social security funds which is a significant reduction. It
will be crucial to ensure the right qualifications.

- Reduction in healthcare staff contracted by EOPYY and the social security funds. All physicians with a
current contract with one of the four funds merging into EOPYY will be contracted under that previous
contract. The number of physicians is excessive although a detailed list of all physicians contracted by the
several funds is lacking. Contracts vary across funds. With the creation of EOPYY, consideration should be
given to the genuine needs for medical staff in relation to the number of patients and their health needs, as is
common practice in many EU countries. The number of doctors by specialty and the contract terms will need to
be revised.

- Purchasing of health services and monitoring of their consumption. Common rules for the purchase of
health services by EOPYY need to be finalised, with room to update treatment fees paid to private providers.
On the NHS side, a mechanism to automatically record types of visits by specialty and for reason of attendance
should be in place together with the new costing procedure. Strengthening monitoring and control through e-
prescription and a better assessment of data should become a priority to generate significant savings in
pharmaceutical and diagnostic expenditure, as the use of the e-prescription systems of OAEE (for medicines)
and OPAD (for diagnostics) attest.

- More accurate computation of hospital costs. Unlike in the past, payroll costs for healthcare services should
be included in the health budget in order to better reflect the full cost of service provision and to better adjust
staff numbers to health needs. Moreover, payments by EOPYY and other social security funds to NHS
providers should reflect the full costs of provision. The government has developed diagnostic-related groups
(DRGs) as a new costing system.
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- Finalise hospital computerisation and data collection. There has been a significant improvement generating
financial and activity data. The government now gathers and monitors financial and operational data from
hospitals and health centres on a monthly basis. However, some hospitals still lack modern ICT systems. Full
computerisation of hospitals is a priority and more use could be made of the operational programmes co-funded
by the EU structural funds.

- Develop a plan for hospital reorganisation and evaluate hospital management and activity. The
government is due to present a plan for a large hospital reorganisation and joint management across and within
hospitals in July 2011. Staff numbers should adjust to the new hospital network and the on-call system should
be re-examined.

- Pricing and prescription of medicines. About 100 non-binding prescription guidelines are due to be published
but binding prescription guidelines are also necessary. As with the negative list of non-reimbursed medicines, a
positive list for reimbursed drugs and the associated reference price system must be implemented to generate
additional savings. The new price list based on international prices should be released.

- Ensure the collection of rebates from pharmacies and pharmaceutical companies. The exclusion of the
very expensive drugs from the rebates should be re-examined. The profit margin for pharmacies should be
changed into a regressive or flat margin or mixed system to encourage the sales of generics. Only a small
amount of past rebates has been collected from pharmaceutical companies. The recent law sets the rebate at 4
percent on the wholesale price, although it could be considered to go back to 3 percent of the retail price.

* These are, respectively the schemes for the private sector, self-employed, farmers and civil servants.

4.2.3. Pension reform

41. After the first phase of the pension reform in the summer 2010, a second phase is now being
prepared. The 2010 reform simplified the highly fragmented pension system; enhanced transparency
and fairness, postponed the retirement age and decreased the generosity of benefits. The new
universally binding rules on entitlements, contributions, accumulation rules and indexation of pension
rights apply to the main pension funds (IKA, OGA, OAEE, OPAD, and the Bank of Greece’s
scheme). The pension reform is applied pro rata to all current and future workers since the beginning
of 2011. The new legislation includes a sustainability clause which stipulates that, if long-term
projections to be run every 2 years by the National Actuarial Authority (NAA) show the rise in public
pension expenditure between 2009 and 2060 to exceed 2.5 percentage points of GDP, then the
pension system parameters will be changed to bring the increase of expenditure below the targeted
threshold.

42.Long-term expenditure projections for the main funds are now available. These projections were
prepared by the NAA. A comprehensive peer review covering all pension schemes is scheduled to
take place in autumn 2011, in view of the Commission’s 2012 Ageing Report. For this purpose, the
NAA will provide revised pension projections covering all public pension schemes, based on new
demographic projections (Europop 2010) by Eurostat and long-term macroeconomic assumptions
agreed by the Ageing Working Group of the EU Economic Policy Committee.

43.Early retirement modalities and supplementary fund reforms will have to be specified. By July
2011, the government is expected to adopt a new, more restrictive, list of hazardous professions that
allow early retirement. The objective is to reduce the percentage to 10 percent of employment in line
with EU best practice. Moreover, in autumn 2011, the government is expected to table a draft
legislative proposal to reform the auxiliary/supplementary funds which should come into force by
January 2012.
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Box 6. Budgetary effects of the pension reform

The pension reform has a large impact on long-term expenditure. Table 1 shows the impact of the parametric
reform on pension expenditure as a share of GDP for the four major funds that were modelled by the NAA so far.*
Without the reforms, pension expenditure by those funds was projected to increase by 4.4 percentage points of GDP
between 2009 and 2060. Taking into account the reform of 2010, expenditure by those funds is projected to fall by
0.2 points of GDP over the same time period. A large proportion of the budgetary impact of the reform (but also of
short-term containment measures, like the pension cuts decided last year) occurs already in the beginning of the
projection period. The difference between the expenditure-to-GDP ratios of the post- and pre-reform projections by
2020 is of 2.4 percentage points, already in 2020.

Table 1: Impact of thereform on pension expenditure
(percent of GDP)

Before reform

Increase between
2009 2020 2030 2040 2050 2060 2009-2060
IKA 3.6 4.0 4.8 6.2 7.0 7.2 35
OGA 1.9 1.5 1.0 0.8 0.6 0.5 -1.4
OAEE 1.1 1.6 2.1 2.5 2.7 2.7 1.6
Public sector 2.6 33 3.1 32 32 33 0.7
OGA uninsured 0.1 0.1 0.1 0.2 0.2 0.1 0.0
Total 9.4 10.6 11.2 12.8 13.6 13.8 4.4
After reform
IKA 3.6 3.1 32 4.0 49 4.7 1.1
OGA 1.9 1.4 0.9 0.6 0.5 0.3 -1.6
OAEE 1.1 1.3 1.6 1.8 1.9 2.0 0.9
Public sector 2.6 22 22 23 22 2.0 -0.6
OGA uninsured 0.1 0.1 0.1 0.1 0.1 0.1 0.0
Total 9.4 8.2 8.0 8.9 9.7 9.1 -0.2
Difference (after-before)
IKA 0.0 -0.9 -1.6 22 -2.0 2.4 2.4
OGA 0.0 -0.1 -0.2 -0.2 -0.2 -0.1 -0.1
OAEE 0.0 -0.3 -0.5 -0.7 -0.7 -0.7 -0.7
Public sector 0.0 -1.0 -0.9 -0.8 -1.0 -1.3 -1.3
OGA uninsured 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Total -0.1 -2.4 -3.2 -3.9 -4.0 -4.6 -4.6

Source: National Actuarial Authority and own calculations.

The decomposition of pension expenditure changes shows that demography is the main driver of pension
expenditure (i.e. the dependency-ratio effect) (see Tables 2 and 3). The contribution of the benefit-ratio effect is
clearly negative both in the beginning (2009-20) and over the whole projection period (2009-60): this means that the
parametric changes which reduce the generosity of the pension system have a significant impact on overall spending.
The projected increase in employment, especially of older workers due to the substantial increase in retirement age,
together with the decrease in the coverage ratio, benefit ratio and interaction ratio effects appear enough to reduce the
pension expenditure-to-GDP ratio over the projection period. However, it is to be stressed that the current pension
projections are partial, as they cover only about two-thirds of the overall public pension expenditure (13.9 percent of
GDP in 2009).
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Table 2: Decomposition of modelled pension expenditure changesin 2009-2060 (% of GDP)

After reform

Change in Dependency  Coverageratio ~ Employment Benefit ratio Interaction
pension exp. to ratio effect

GDP contribution contribution contribution contribution effect

2009-2020 -1.1 1.6 -1.5 -0.2 -0.9 -0.1
2020-2030 -0.2 1.3 -0.7 -0.3 -0.4 -0.1
2030-2040 0.9 1.9 -0.6 -0.3 -0.1 -0.1
2040-2050 0.8 1.6 -0.2 -0.1 -0.4 -0.1
2050-2060 -0.5 0.0 0.2 0.0 -0.7 0.0
Total (2009-2060) -0.2 6.4 -2.8 -1.0 -2.5 -0.3

Source: National Actuarial Authority

Table 3: Decomposition of pension expenditure changes by fund in 2009-2060 (% of GDP)

2009 level Dependency  Coverageratio ~ Employment Benefit ratio Interaction 2060 level
ratio effect

After reform contribution contribution contribution contribution effect

IKA 3.6 2.7 0.7 -0.4 -1.8 -0.1 4.7
OGA 1.9 0.8 -1.6 -0.1 -0.6 -0.1 0.3
OAEE 1.1 1.1 0.4 -0.2 -0.4 0.0 2.0
Public sector 2.6 1.8 -0.2 -0.3 -1.7 -0.1 2.0
Total 9.2 6.4 -2.8 -1.0 -2.5 -0.3 9.0

Source: National Actuarial Authority

Graph 1: Pension expenditure by main funds before and after thereform
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Source: National Actuarial Authority.

* The NAA projection covers 95 percent of the insured population in the primary pension funds in 2010 and only about two thirds
of the overall public pension expenditure in 2009 including the public sector which amounted to 13.94 percent of GDP (EUR 32.775

bn). Supplementary/auxiliary public pension funds are not included in the projections.

4.2.4. Public administration

44. There have been efforts to reform the public administration, but these need to be reinforced. A
bloated and inefficient public sector has been often quoted as a main obstacle for a more dynamic
economy. There has been progress in several fronts to increase the efficiency of the public
administration: the extension of working hours in public administration, the planned overhaul of the
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public remuneration grid and a shift to a performance-based system, and the more intensive use of
electronic communication with the private sector.

45, Progress in public procurement is on track. The draft law on the Single Public Procurement
Authority (SPPA) complies with the action plan agreed with the Commission in autumn 2010. The
SPPA will be responsible for the coordination of public procurement policy and for monitoring the
planning and the implementation of procurement procedures. However, on e-procurement, the
mission noted that the government has accumulated delays in the preparation of the respective IT
platform.

46. A law on better regulation isunder preparation. The new law will strengthen the legal standing of
the better regulation policy and provides for a consistent evaluation of the impacts of legislation.
Impact assessments should evaluate the effects of the proposed legislation on competitiveness.
Moreover, efforts to consolidate, codify and recast legislation will contribute to simplify the legal
framework and reduce costs for business.

4.3. GROWTH-ENHANCING STRUCTURAL REFORMS

47. The Greek economy needs to achieve a profound change in the composition of its growth
drivers. Production resources should shift away from domestic consumption to a significantly more
investment and export-led growth pattern. Some signs of a re-composition are already visible, such as
a strong fall in the contribution of private consumption and a rise in the contribution of net exports to
GDP growth or a reduction in current account deficit. This reflects to a large extent the impact of the
deep recession on consumer’s purchasing power and increasing growth in Greece’s main trading
partners, rather than a domestically-generated increase in productivity. In order to ensure that Greece
secures a new model for future growth, far-reaching structural reforms are necessary to make product,
services and labour markets more flexible and reactive to underlying economic conditions. It is now
important to implement reforms without delay so as to avoid the pitfalls of the past, when new
legislation often remained ineffective due to a lack of implementation. Moreover, effective
monitoring mechanisms need to be established so as to assess whether the effects of the reforms are in
line with needs of the economy.

4.3.1. Labour market

48. New initiatives r egar ding wor king-time management, fixed-term contracts and temporary jobs
for young people at subminima wages are under preparation. Changes in working-time
management are expected to enhance the ability of Greek firms to adapt to changing production
needs. Regarding fixed-term contracts, although the conditions for these contracts in Greece do not
appear particularly strict, the costs for terminating fixed term contracts before their expiry are
substantially higher than elsewhere in the EU. Moreover, there is the need to avoid firms’ misuse of
probationary periods (which are now longer than they used to be) as a substitute for short-term fixed-
contracts to cope with temporary labour needs. Allowing companies to recruit less experienced staff
on temporary contracts at subminima wages is an appropriate response to help reduce the rapid
increase unemployment, particularly among young people.

49. The response to the December 2010 law on special-firm level collective agreements (SFLCA)
has, so far, been disappointing. The law establishes the conditions and the procedure according to
which employers and employees at a firm level can agree on remuneration conditions below those
stipulated in sector agreements, with a view to preserving jobs and improving firms’ competitiveness.
So far only a few small companies with less than 100 employees have agreed SFLCAs. The mission
argued that this is the result of some unhelpful features of the law. For example, many SFLCAs would

39



European Commission
The economic adjustment programme for Greece

40

50.

51.

need to be agreed by sectoral trade unions (who may a vested interest in sticking to the sectoral level
agreements they helped to negotiate), since there are only a few firm-level trade unions in Greece. In
this respect, the government is simplifying the procedure to establish firm-level trade unions. The
mission has noted that the extension mechanism — the procedure according to which the government
may extend to all companies the sectoral agreements — distorts bargaining incentives for employers
and employees.

Firms are finding ways to overcome rigidities in labour market regulations. In particular, there
appears to be a shift from collective bargaining to individual contracts with lower hours of work or
pay. Moreover, collective agreements which reach their term are currently not extended or
renegotiated. Although the mission acknowledged that these developments result in flexibility and
may contribute to improve the competitive situation of firms, they may also result in a increase in
undeclared work and increased flexibility in the context of more formal bargaining mechanisms
would be preferable.

The fight against undeclared work needs to acquire more prominence. Until today, the Labour
Inspectorate has been relatively ineffective in reducing undeclared work and social contribution
evasion. There are ongoing efforts to strengthen the Inspectorate in these tasks and a law to
reorganise the Inspectorate is under preparation and should be adopted shortly. Discussed measures
include a labour card pilot project to be undertaken in the fight against undeclared work and social
contribution evasion.

4.3.2 Regulated professions

52.

The Government has taken some steps to lift restrictions in a number of regulated professions
but the reform processis not yet complete. A new framework law repeals unwarranted restrictions
on the access to and pursuit of more than one hundred professional activities, and specifically in
relation to lawyers, notaries, engineers/architects and auditors (see Appendix for an overview).
However the following further progress is necessary:

e amendment of the professions’ regulations to make them fully compatible with the new law;

e screening of the statutes of the professional associations to identify and repeal provisions against

EU law and competition rules;

e imposition of transparency requirements in the functioning of professional bodies;

e revision of the areas of reserve of activity of the main professions.

In addition, the mission argued that corrective action should be taken regarding the elimination of
distortions to the price-setting mechanisms of lawyers and engineers as well as the provision of
freedom of incorporation of law firms and to the opening of branches inside Greece.
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Table 16. Indicative list of professions covered by the new law on regulated professions

Beautician

Fashion Consultant

Private Higher School of Dramatic Art
Private Higher School of Dance
Money-changer

Baker

Antique dealer

Insurance Agent

Insurance Consultant

Mining Experts

Employment Consultants

Funeral Parlours

Diagnostic Centers
Dietician-Nutritionist

Paramedic Ambulance Assistant
Interpreter

Diver

Cameraman

Recreational Sea

Driving Instructor Candidates and
Motorcycles

Pawnbroker

Public Use Passenger Taxis

Health Visitor

Trading business or younger Ancient
Monuments

Limousine Company

Security firms

Tourist Bus Company

Recreational Dance

Occupational therapist

Newsboy

Electrician

Welders

Sound engineer

Sea Taxi

Stoker

Private VTCC

Colleges

Private Schools

Tobacconist

Recreational Diving Services
Diving Workshop

Construction, Repair, Import and Trade
of Weapons

Construction, Repair, Introduction
ammunition, explosives, firecrackers,
etc.

Sanitary facilities for seagoing ships
Locksmith

Social worker

Hairdresser, barber

Butcher

Operation of Private Investigation
Agencies

Operation of private security firms
Retail Trader

Docker

Accountant tax consultants

Speech therapist

Midwife

Makeup artist

Beekeeper

Real Estate Professions

Translator

Lifeguard

Shipping Agent

Guide

Carpenter

Road passenger transport
Ododontist

Economist

Dealer

Visual Artists

Certified Auditor

Firework

Radio-technician

Trailers

Production designer, costume designer
Film Director

Conservator of Antiquities, Art -
Rehabilitation

Recommendation Dental Society
Gas Stations Technician

Lift Technician

Bakery - Pastry technician

Cars - Vehicle technician
Automation technician

Broadcast Network technician
Installations Refrigeration, Ventilation
and Air Conditioning technician
Photo Lab technician

Applied Optics technician
Thermal and Hydraulic Engineering
Installation technician

Mobile Telecommunications technician
Construction machinery technician
Sound Mixing Technician

Bike and Motorcycle Technician
Measuring Instruments Technician
Winding Electrical Machinery
Technician

Program Flow Technician
Maintenance Works Painting
Technician

Vivliakou and Archival Material
Maintenance Technician
Technical maintenance and repair of
agricultural machinery

Systems Engineering
Telecommunications and Information
Transmission

Industrial Film and Television
Technician

Pharmaceuticals, cosmetics and similar
products technicians

Colour Control Film technician
Painting craftsman

Heating craftsman

Carburettor Craftsman
Motorcycles and Scooters Craftsman
Craftsman Hand and Foot Care
Craftsman Sets

Gas Appliances craftsman
Exhaust system craftsman

Digital tachographs craftsman
Hydraulic technician

Agro Services

Sports Services

Security Services

Forestry Services

Advertising Services

Car Leasing Services

Education and Inspection Services
Construction Services

Services Events, Exhibitions
Certification Services

Office Maintenance and Support
Stevedore

Care-giver

Physiotherapist

Marine Chemist

Refrigerator Mechanic
Psychologist

Conservatories, Music Schools

Source: Greek Ministry of Finance.

Note: This non-exhaustive list refers to professions other than those specifically regulated in the law (i.e., notaries, lawyers,
architects/engineers and statutory auditors and explicitly excluded from the scope of the law (i.e., road haulier, pharmacists and

geotechnical professions).

4.3.3 Energy and transport

53. Progress in energy-related issues has been unsatisfactory. The government has not started
implementing the plan to give competitors of the Public Power Corporation effective control over 40
percent of the lignite fired capacity, as previously required. Moreover, the transposition of the so-
called ‘third energy liberalisation package’ is experiencing delays, while other planned structural
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reform measures depend on the prompt and correct transposition of the said liberalisation package. In
addition, the government has so far failed to present a plan to guarantee fair and transparent access to
the hydro capacity.

. Regarding transport, the liberalisation of occasional passenger transport is expected shortly.

The mission argued that this reform has a great potential to strengthen a main industry of Greece:
tourism. As of today, there are only 6 thousand licences in total in tourist coaches; with the opening of
the market, licences will be cheaper and easier to obtain. This reform follows other transport-related
initiatives previously adopted in relation to road freight transport and the restructuring of the railways
and urban transport in Athens.

4.3.4 Education

55.

The government intends to rationalise and increase the efficiency and quality of the education
system. The education indicators of Greece lag behind the EU average. Attainment rates are low, and
quality issue lead a large number of students to enrol in complementary private classes or, for
university students, studying abroad. In the primary and secondary sector, far-reaching reforms are
currently being implemented including a revision of curricula, the introduction of teacher evaluation,
recurrent training for teachers, an upgrading and extension of all-day schools, improving the quality
of technical and vocational education and a reduction in the high drop-out-rates. The reform also
includes the closure and merger of establishments. This will involve around 30 percent of schools:
around 2 000 small schools have already been closed. As for higher education, a law to be adopted
shortly envisages changes such as the introduction of governing boards that include non-academic
managers; a higher financial autonomy and responsibility of universities; mergers of institutions;
student vouchers; and an internationalisation of curricula. The government has established an
independent taskforce under the OECD’s guidance to propose specific policy measures aimed at
improving the efficiency and the effectiveness of the sector. The taskforce is expected to present its
report by end-June.

4.3.5 Other reforms

56.

57.

58.

Progress in the implementation of the Services Directive has been encouraging although
important pieces of legislation are still pending. Several legislative changes have been adopted to
eliminate requirements in the retail sector for retail stores, outdoor trade, open air markets; the tourism
sector and the education sector. However, the mission argued that legislation is incomplete regarding
real estate agents, commercial representatives and exhibitions and trade fairs; employment agencies;
the wholesale sector, as well as for the cross-border provision of services in the retail sector.
Regarding the ‘point of single contact’ (PSC), 43 additional procedures have been made available
online and several others should be added soon. Nevertheless, work still remains to be done for the
online completion of procedures, as well for the recognition of professional qualifications.

One-stop-shop services to start up companies are operational since April 2011. As of the
beginning of May 2011, 59 chambers of commerce and around 1 900 notaries offer one-stop-shop
services with the purpose of creating a company and a total of 200 new firms have been created under
the new system. The government claims that the time needed to start a business has been reduced
from 38 days to 1 day, and costs have been cut by 62 percent for limited liability companies. The
mission was of the view that next steps should focus on further expansion of the functions of the one-
stop shops to include business licensing and services for a wider range of legal forms of companies
and improving the interconnectivity of one stops shops with other institutions, such as the commercial

registry.

An action plan for ‘business-friendly Greece' intends to boost entrepreneurial activity and
remove the obstacles to entrepreneurship and innovation. Many measures address long standing
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issues, such as the actions to operationalise the spatial planning and land use frameworks, the
simplification of the Code of Books and Records (in the area of taxation), the removal of restrictions
to the transport of empty containers and of non-hazardous waste, the modernization of the regulatory
framework of service stations and the reduction of costly company publication requirements.

59.On R&D, progress has been limited. The government has produced a short progress report on
actions in the field of R&D. However, an in-depth evaluation of R&D and innovation activities in
Greece and a strategic action plan to enhance the quality and the synergies between public and private
R&D and innovation is pending.

60. Meeting the structural funds payment claims targets for 2011 will be challenging. The mission
argued that the government should take measures to accelerate the implementation of already
approved projects, increase flexibility of managing authorities in transferring of resources between
codes within the same priority axis and reinforce the capacity of the entities involved in the
implementation of the NSRF.

4.4. FISCAL FINANCING AND TREASURY MANAGEMENT

4.4.1. Recent developments

61. The Treasury bill issuances have accelerated in 2011. T-bill auctions have been organised every
month since the start of the year. Issuances per month increased to an average of EUR 2.9 billion over
the first five month of 2011 compared to EUR 1.6 billion, on average, in the second half 2010. The
need to increase T-bill issuances was mostly related to liquidity management, including a need to
roll-over maturing short-term debt, and lately also to preparation for delayed disbursements of the
euro-area and IMF loans.

62. The yields of T-bill auctions have remained broadly stable despite tensions in the secondary
market. 3-month T-bills were issued in the primary market with an average yield of 4 percent and 6-
month Treasury bills with an average yield of 4.8 percent, both marginally up compared to the second
half of 2010. The main buyers of the short-term Greek securities were domestic financial players
although foreign banks, particularly primary dealers, continued to keep their presence in the auctions.
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63. Greece has also been issuing short- and medium-term debt to settle arrears with suppliers.
Between December 2010 and early June 2011, the Treasury has issued EUR 5.9 billion of bonds.
These bonds were offered as a mean of payment to pharmaceutical companies and other suppliers.
The majority of re-openings were done in December 2010 (EUR 1.8 billion) and January 2011 (EUR
3.4 billion), followed by smaller amounts issued in the subsequent months (February: EUR 0.6
billion, March: EUR 0.13 billion). Most of these bonds will mature in December 2011, December
2012 and December 2013.

64. Greece has redeemed the largest share of its medium- and long-term debt maturing in 2011. In
January-May, Greece repaid EUR 18 billion of its medium- and long-term debt. Going forward, the
largest bond redemption will take place in August (EUR 5.9 billion) followed by December (EUR 2.9
billion). More than half of the latter redemption relates to a bonds issued at the end of 2010.

Box 7. Interest rates charged to Greece on the financial assistance loans

Theinterest rate charged to Greece by the euro-area Member Statesis 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.

The euro-area Member States have decided to lower theinterest rate on loansto Greece. The margin is 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 only future interest payments and does
not apply retroactively to interest payments already made by Greece. This reduction leads to around EUR 5.4 billion
(2%a percent of GDP) savings for Greece for the period until mid-2013.

So far, Greece has made four interest payments with relatively low interest rates. Interest for euro-area loans is
paid every quarter, notably on 15 March, 15 June, 15 September and 15 December regardless of the date of
disbursements. The rates charged so far in each of the interest payment dates were as follows:

15 June 2010: 3.423%

15 September 2010: 3.719%

15 December 2010: 3.879%

15 March 2011: 4.026%

YV V V VY

The IMF lending rate to Greece is also variable. The lending rate is tied to the IMF’s market-related interest rate,
known as the basic rate of charge, which is itself linked to the SDR interest rate. Large loans, such as the loan to
Greece, carry a surcharge of 200 basis points, paid on the amount of credit outstanding above 300 percent of quota.
After three years, this surcharge rises to 300 basis points.

Both the euro-area and the IMF charge a 50 basis points up-front service fee on top of the interest charges, to cover
operational costs. This fee is calculated on the principal amount of each loan tranche and deducted from each
disbursement.
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Box 8. Financing needs of the Greek gover nment

This box provides information on the financing needs of the Greek gover nment. Information is provided for the
next two years (the horizon of the ongoing adjustment programme), and extends the information through mid-2014
(the horizon of a potential new three-year programme that started now).

The financing needs of the Greek government through mid 2013 are in excess of EUR 127 billion and amount
to EUR 172 billion until 2014. This amount covers maturing bonds and loans; maturing instalments of the IMF loan
from the third quarter of 2013 on; the budget deficits and, other needs, such strengthening the cash buffers, reducing
of T-bill outstanding stock, increasing the share capital of HFSF; clearance of arrears; maturing debt of public
enterprises. The loans granted by the euro-area Member States have a grace period of 44 years, which meant that
their reimbursement will only start at the beginning of 2015.

Financing needs will have to be covered through several means. The amounts not yet disbursed by the Greek loan
facility organised by the euro-area Member States, and the IMF’s stand-by arrangement amount to EUR 57 billion.
The planned privatisation proceeds will also cover a substantial part of the needs. Until mid 2014, privatisation
proceeds are expected to be close to EUR 30 billion. Moreover, private sector involvement, according to which bond
holders would voluntarily agree to roll over a share of the bonds that mature in this period would decrease the need of
additional official loans.

Table 1. Financing needs of the Greek gover nment

ﬁn:t:(ilng Market debt amortisation IMF loan Deficit Other financing needs
needs
Total Bonds  Loans Total Publvic SXPEIETGED  AETReH Cash buffer  HFSF ou]:sﬁ:::;:rlzi T
ent'prises cash arrears bills

Q32011 23,260 6,447 6,194 253 6,484 10,329 43 424 1,362 2,000 6,500
Q42011 13,022 3,099 2,914 185 2,348 7,576 152 424 2,500 1,500 3,000
Q12012 21,860 14,679 14,528 151 3,729 3452 52 151 999 1,250 1,000
Q22012 15,886 9,708 8,570 1,138 3,729 2,449 48 151 1,250 1,000
Q32012 15,789 8,275 8,043 232 3,729 3,785 635 151 999 1,000 1,000
Q42012 8,616 2,422 2,118 304 3,729 2,465 314 151 1,000 1,000
Q12013 10,808 6,125 5975 150 2,850 1,833 284 158 891 500
Q22013 18,207, 13,316 11,722 1,594 2,850 2,041 492 158 891 500
Sub-total 127,447 64,071 60,064 4,007 29,448 33928 2,019 1,766 5,143 8,000 7,500 9,500
Q32013 11,654 7,406 6,679 27 682 2,850 717 59 158 500
Q42013 7,214] 1,994 1,885 109 988 2,850 1,382 724 158 500
Q12014 8,745 4,897 4722 175 1295 1,596 957 391 66 500
Q22014 17,095 13,067 12311 756 1806 1,596 625 60 66 500
Total 172,155 91,435 85,661 5,774 4,772 38,340 37,609 3,253 2,213 5,143 10,000 7,500 9,500

4.5. TECHNICAL ASSISTANCE

65. Given administrative capacity constraints, the government has been facing challenges in
implementing its reform agenda. The mission discussed the need to establish a formal project-
management framework, in particular for the growth-enhancing structural reforms. It recommended
that project managers are nominated for each initiative to be carried out in the various areas (labour
market reform, product and service market reform, fast tracking investment, etc.) and that an internal
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committee is mandated to develop, utilise, and publish on the government’s website result-oriented
indicators for each of the key structural reform initiatives, on a regular basis.

66. The mission discussed the potential for technical assistance. Technical assistance by the
Commission and the IMF has been useful in a number of areas like statistics, absorption of structural
funds, land registry, and taxation, public finance management and financial sector reforms. The
government has shown interest in further strengthening technical assistance in specific areas, which
would be provided by Member States, in cooperation with the Commission and the IMF. Although
there is no final or complete list for technical assistance areas, the government has shown interest in
specific technical expertise on the following issues: privatisation, healthcare and social security (e.g.
e-procurement, e-prescription, and IT systems); state enterprise reforms (e.g. performance reviews);
fiscal management reforms (e.g. administrative reorganization and budget monitoring systems); and
taxation reforms (e.g. anti-corruption reforms and audit techniques); regulatory authorities and growth
enhancing structural reforms. There is now a need to discuss how a large-scale technical assistance
programme would be coordinated or financed.
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Appendix:

4. Programme implementation and policy discussions

Tablel: New law on regulated professions. main changes

Regulation before law 3919/2011

Law 3919/2011

Pro-rata fees set by default at 1% of the declared value of
the contract.

Pro-rata fees calculated based on a regressive scale - to be
determined by ministerial decision. This could lead to a
reduction in notaries’ fees.

Maximum fees for transactions exceeding a threshold — to
be determined by ministerial decision. This allows
agreements on fees that are below statutory-maximum
fees for these transactions.

No change, but the law provides for an increase in the

Geographical restrictions: Greek lawyers are allowed to
practice within a specific area only (corresponding to the
district of the law society of which they are a member).

& - . number of notaries between 10% to 20% — to be
5 Limits on the number of notaries (numerus clausus) il ted by Presidential D ‘thin si ths of
8 implemented by Presidential Decree within six months o
% the date on which the present law enters into force.
Restrictions to multidisciplinary activities: notaries are
not allowed to participate in inter-professional firms.
Geographical restrictions: notaries are allowed to practice | e  No change. The law provides that existing restrictions or
within a specific area to which they have been appointed. prohibitions on advertising shall be repealed or amended
Complete ban on advertising: Greek notaries are by presidential decree issues at the proposal of the
prohibited to advertise their services through any means Minister of Justice, Transparency and Human Rights.
of mass communication.
Mandatory membership in a regional notary association.

. The law sets the principle of free negotiation of fees
between lawyers and their clients if and only if this is
done in writing.

e In the absence of a valid written agreement, legal fees
apply:

.. . 0  For the provision of legal services relating to the
Compulsory minimum fees: fees are determmeq by_ conduct of a trial under the voluntary procedure.
agreement reached between the lawyers and their clients
. o . o] For the award of court costs.
but this may not be below the lower minimum limits . .
contained in the Lawyers' Code; otherwise the agreement 0 For fees for the court law?/er appointed to provide
governing a lower fee is null and void. legal assistance or legal aid.
0  For fees regulated in several articles of the Code of
Lawyers.
. Nevertheless, the new system of legal fees and reference
n amounts will act as a focal point setting a fee level that is
) applied by the majority of practitioners, with no incentive
% for lawyers or engineers to charge less than that.
- .

The law lifts geographical restrictions: lawyers are
entitled to practice in the district of the law society of
which they are a member and in the districts of other law
societies.

For law firms: two or more lawyers can start-up a law
firm provided that they belong to the same law society
(this — and other provisions- rule out chains of law firms
other than in Athens and Piraeus).

For law firms: unchanged, though the law makes clear
that branches cannot be opened in Greece but only
abroad.

Restrictions to multidisciplinary activities: Greek lawyers are allowed to participate in intra-professional firms only —i.e., this

bans the possibility of firms offering accountant, tax advice

and legal services at the same time.

Advertising restrictions: Greek advocates are prohibited
to advertise their services through any means such as
newspapers or any other mass media.

This restriction is expected to be lifted — subject to
deontology principles — though this has not yet taken
place.

Mandatory membership in a regional lawyer association.
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Regulation beforelaw 3919/2011

Law 3919/2011

Engineerd architects

Compulsory minimum fees not subject to contractual
amendment — otherwise the agreement on a lower fee is
null and void.

The law sets the principle of free negotiation of fees
between engineers and architcts and their clients if and
only if this is done in writing.

In the absence of a valid written agreement, legal fees
apply.

However, the new system of legal fees will act as a focal
point setting a fee level that is applied by the majority of
practitioners, with no incentive to charge less than that.
In addition, “in case of unusual low fee for a written
agreement, the Technical Chamber can ask the written
justification of the engineer with all the details it
considers necessary. If the written explanation is not
considered sufficient, the Technical Chamber may
exercise disciplinary measures.” This provision puts extra
disincentives for engineers to offer services below the
legal fees.

Clients are not entitled to pay fees directly to
professionals.

8% of the legal price for the voluntary withdrawal of the
profession of non graduates.

The law enables clients to pay directly the fees to the
architects/engineers —and not though the Technical
Chamber of Greece (TCG).

Removal of this payment to the TCG.

Mandatory membership in the Technical Chamber of Greece.

Auditors

Reserve of activity: The Law provides the areas for audit work to be awarded solely to chartered accountants.

Minimum hourly rates for statutory auditors.

The law repeals the provision governing minimum hourly
rates as well as the provision that an ordinary audit will be
undertaken only if the fee for the audit in question does
not exceed one-tenth of the revenue generated by the
company over the previous 12-month financial year.

Minimum hours needed to conduct a statutory audit and
maximum annual working hours applicable to individual
auditors to ensure quality of auditing service.

The audit fee will be set by free agreement between the
parties based on the number of hours allowed for the audit
to be carried out by the statutory auditor or audit firm.
However, this arrangement continues to contain two
restrictions on competition: i) minimum hours to be spent
by an auditor on a given audit; ii) maximum number of
hours worked a year by statutory auditors. The law
however, introduces a two-year sunset clause to remove
both minimum and maximum hours.




4. Programme implementation and policy discussions

Table 2: Overview of the SPPA (Single Public Procurement Authority) draft law

Current situation (i.e., beforethe
SPPA law)

After entry into force of the law creating the SPPA

Policy, strategy and coor dination function

Decentralized system: various central bodies
—mainly ministries— conduct their own
procurement policy, implement it and
supervise it.

Creation of a Single Public Procurement Authority (SPPA) to
supervise and coordinate the actions relating to public procurement
law and policy of all public law entities falling under the central
administration

SPPA takes part in the collective bodies of central government
with competences on public procurement

SPPA can call ad hoc coordination meetings between
representatives of the competent Ministries and set up inter-service
working groups with representatives from Ministries with
competences on public procurement.

SPPA guides the national strategy in the field of public
procurement and ensures its compliance with European and
national legislation.

Regulation

function

Complexity of and extent of secondary
national procurement legislation, which
hampers the effectiveness of the overall
procurement system.

SPPA submits proposals to harmonize national law with EU
legislation, to simplify, codify and consolidate regulations, as well
as to rationalize administrative practices to ensure efficient and
effective tendering and awarding procedures.

Advisory functions

Not available

SPPA issues its opinion on public procurement draft legislation
and participates in the draft-legislating committees on any public
procurement legal act. The relevant bodies take the opinion of the
SPPA into account.

SPPA delivers its consent before a decision is issued by a
contracting authority to revert to the negotiated procedure for the
award of public contracts.

SPPA gives guidance to contracting authorities to ensure legality
of procedures for the award and performance of public contracts.

Monitoring and control functions

Supervisory ministries do not have a

common approach regarding the organization

of tendering procedures. This results in

0  different practices applied to the
various forms of tendering procedures -
open, restricted and negotiated.

0  different ways of setting selection
criteria.

0 different ways of setting the technical
specifications

for the provision of similar goods or services.

0  Divergent and non-consistent practices
regarding the application of selection
and award criteria by evaluation
committees, which are non compliant
with EU Directives.

SPPA develops and publishes binding regulations or provides
guidelines on the application of public procurement rules for public
law entities and contracting authorities.

SPPA issues binding standard tender and contract documents, after
consultation of the competent public law bodies. Regulations
authorizing other bodies to issue standard tender and contract
documents cease to exist.

SPPA monitors, supervises and measures the effectiveness of the
public procurement system (i.e., Ministries, contracting authorities,
inspection and other public entities).

SPPA looks for information about tender documents, the award
and post-award performance of a public contract, and performs
random ex-officio controls. If the SPPA detects irregularities,
contracting authorities cannot continue the tendering procedure
without the SPPA's “prior consent”.

SPPA supervises public procurement controlling entities.

SPPA can intervene before the competent courts on its own
initiative or upon the court’s request during review proceedings of
award and performance of public contracts

Publication
functions

Not available

SPPA submits to Parliament an annual report with an overview of
its activities and proposals to improve the regulatory framework
and public procurement administrative procedures.

Other

functions

Not available

SPPA is the central point of communication of the Greek
authorities with the EU institutions on infringements of EU
procurement law.

SPPA maintains a National Database for Public Procurement with
information on the regulatory framework of public procurement
and on on-going procurement procedures.
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Table 3: Progressmadein sectoral changesto regulationsin retail, private education and tourism: Overview

4. Programme implementation and polic

Greek permanent residence for salespeople in
organized street markets.
Salespeople in organized street markets are allowed

The provider of private tutoring centre services must take a
specific legal form.
Restriction on multidisciplinary activities for private

Fixed minimum tariffs for tourism accommodation.
Application of specific contractual agreements between the
provider and the recipient of tourism services.

fairs.

Ambulant traders cannot exercise any other activity.
Licenses may be required for large stores for
environmental and urban planning reasons.

Auctioneers of works of art cannot be active or retired civil
servants who work / have worked on the protection of
monuments.

2 to sell products of one category only. tutoring centres and for institutions of vocational training. Restrictions to cross-border provision of services for tourist
@ Ambulant traders must be permanent residents in Conditions of reciprocity for private institutions of enterprises established in another MS (via a prior declaration).
§ Greece. vocational training. Simplification of the authorisation procedures for tourist
% Family members of an ambulant trader must be Restriction that the director of a higher private dance enterprises (for rent a car/moto companies; tourist agencies,
g unemployed/ should not exercise any other school / higher private school of dramatic art cannot live theme parks, conference centres, accommodation providers,
= profession. more than 40 km away from the school. golf courses, ski resorts, sports and training centres, car race
k5] Participation of potential competitive parties in the Quota of operating higher private dance schools / higher centres).
_ﬁ licensing procedure of ambulant traders. private schools of dramatic art.
g Economic test for retail stores. The same person cannot be a director of more than one
< Itinerant trade is only allowed in cities with less than higher school of dramatic art.
20,000 inhabitants.
Quantitative restrictions for petrol stations, LPG,
compressed natural gas and mixed stations.
o Legislation providing for the cross border provision Requirement that traders of modern monuments must be
o of services in organized street markets, for ambulant located in a city with a competent service of the ministry of
o S~ traders (itinerant/standing) and for providers of Culture.
c 2 § exhibitions and of trade fair services. Joint Ministerial Decisions for various authorisation
°© .g o Requirement that no exhibitions are allowed in procedures / licensing through the PSC, covering music
ds_ ‘_g % Greece during the Thesaloniki International fair (15 schools, auctioneers of ancient monuments, etc.
= days in September).
= Requirement that the provider of exhibitions and of
trade fair services cannot exercise other professions.
90% of licenses issued for salespeople in organized The same person is allowed to establish a maximum two
street markets are for agricultural products. dance schools for amateurs / higher dance schools.
Salespeople in organized street markets can only get The same person cannot be a director in more than one
one license. higher private dance school; the same person can be a
‘8’_ Licensed salespeople in organized street markets director in maximum two dance schools for amateurs (only
~ cannot exercise any other profession. if these are located in the same district).
a Ambulant traders cannot be legal persons. The same person cannot be a director in many music
@ Quotas on the number of licences for ambulant schools.
% traders and maximum number of new licenses issued The same person can establish maximum two higher
% per year. schools of dramatic art.
g Quotas on the number of licenses issued for Traders of modern monuments and antiquarians cannot be
o ambulant traders in Sunday markets and holiday art collectors at the same time.
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Annex 1: Assessment of compliance with required action for the fourth review

Table A-1: Fiscal consolidation

Actionsin the Memorandum of under standing on specific policy conditionality (M oU) (actions by end-March 2011)

Comments

Government rigorously implements the budget for 2011 in line with this Memorandum.

The Ministry of Finance ensures tight supervision of expenditure commitments by the government departments, including
extrabudgetary funds, the public investment budget, social security funds and hospitals, local governments and public enterprises,
and effective tax collection, to secure the attainment of the programme quantitative criteria (Article 1 (2 and 3) of Council
Decision 2010/320/EU, as amended, and Table 2 of the MEFP).

The Ministry of Finance releases 1/14 of the annual budgetary appropriation (excluding wages, pensions and interest) per month
to each ministry. The remaining budgetary appropriations will not be released before September 2011, and may be cancelled by
the Ministry of Finance, according to the need to respect the government deficit ceiling.

Partly observed.

The quarterly performance criteria have been
observed. However, the indicative criterion on
accumulation of arrears has been failed.

Government clears payment arrears accumulated in 2010 and reduces those of previous years.

Not observed. Although some of the arrears
accumulated in previous years have been settled,
new arrears have been accumulated
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Medium-term budgetary planning

Government prepares a medium-term budgetary strategy paper which identifies permanent fiscal consolidation measures of at
least 8 percent of GDP, (some of which have already been identified in May 2010), plus a contingency reserve that will ensure
the achievement of deficit targets up to 2014, and that the debt-to-GDP ratio is put on a sustainable downward path.

The strategy paper will be published for public consultation before end-March, adopted by the Council of Ministers by mid-April
and voted by Parliament by mid-May. It will be the basis for preparing the 2012 budget.

The medium-term strategy paper 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 2014;

- post-measures fiscal projections for general government in line with the deficit and debt targets;

- longer-term debt projections based on prudent macroeconomic projections, stable primary surpluses from 2014 on, and
privatisation plans

The medium-term strategy will be articulated with the ongoing healthcare and pension reforms and with specific sectoral plans.
The sectoral plans (draft plans to be available by end-March), will cover in particular:

- state-owned enterprises;

- extrabudgetary funds (legal entities of the public sector and earmarked accounts);

- tax policy reforms;

- public wage bill;

- public administration;

- social spending;

- public investment;

- military spending.

Each sectoral plan will be managed by interministerial taskforces to be appointed by end February.

Observed, albeit with delay.

The MTFS has been prepared and is expected to
be voted in Parliament by end-June.




Table A-2: Structural fiscal reforms

Actionsin the Memorandum of under standing on specific policy conditionality (MoU) (actions by
end-Mar ch 2011)

Comments

Revenue administration reforms

Government launches an anti-tax evasion plan. The plan includes quantitative performance indicators to
hold revenue administration accountable.

Government adopts legislation to streamline the administrative tax dispute and judicial appeal processes,
centralises filing enforcement and debt collection, indirect audit methods and tax return processing, and
adopts the required acts and procedures to better address misconduct, corruption and poor performance of
tax officials, including prosecution in cases of breach of duty and a more flexible recruitment process to
appoint and promote good performers (based on principles of meritocracy, objectivity and transparency).

L argely observed.

The final draft of the law adopted by Parliament was amended,
compared with the draft presented during the previous review mission.
Some of the features of the initial draft (such as the indirect audit
methods) were left outside the law.

Government starts publishing monthly reports of the five anti-tax evasion taskforces, including a set of
progress indicators.

Observed.
The first report was published in April 2011

Public financial management reforms

To strengthen expenditure control, Government :

adopts an act specifying the qualification and responsibilities of accounting officers to be appointed in all
line ministries and major government entities with the responsibility to ensure sound financial controls

appoints financial accounting officers

accelerates the process of establishing commitment registries. It will make operational registries covering
the whole general government (except the smallest entities).

Partly observed.

The financial accounting officers have been appointed but are not fully
operational yet.

The establishment of commitment registries is ongoing but not yet
complete.
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Public sector wages and human resource management

Government presents a detailed action plan with a timeline to complete and implement the simplified
remuneration system. This plan will be based on the results of the report published by the Ministry of
Finance and the Single Payment Authority.

Partially observed.

There is a report on public wages describing the situation in relation to
public employment and public wages. The report does not contain
policy options or a timeline for streamline remuneration grids.

Government prepares a medium-term human resource plan for the period up to 2014 in line with the rule of
1 recruitment for 5 exits. The plan will include tighter rules for temporary staff, cancellation of vacant job
post and reallocation of qualified staff to priority areas.

Observed.

Government starts publishing monthly data on staff movements (entries, exits, transfers among entities) of
the several government departments.

Partially observed.

Some data have been made public but not on a streamlined and timely
basis. Government plans to start publication of monthly data in June.

To complete the pension reform

The National Actuarial Authority (NAA) submits comprehensive long-term projections of pension
expenditure up to 2060 under the adopted reform. The projection will be peer-reviewed and validated by
the EU Economic Policy Committee and the European Commission, IMF and ECB staff. The projections
shall encompass the main supplementary (auxiliary) schemes, based on comprehensive set of data collected
and elaborated by the NAA.

Largely observed.

The long-term projections submitted to the EU Economic Policy
Committee (Ageing Working Group) for peer-review and validation
cover the four major pension funds, accounting for 9.4 percent of GDP
in 2009 in expenditure, or 2/3 of the total pension expenditure in that
year (13,9 percent of GDP) and 93 percent of the total active insured
population as well as 93 percent of the total pensioners in Greece. The
projections do not cover the auxiliary funds, welfare funds, a few
Public Corporation Funds and the Marine fund.

Asset management

Government starts compiling the inventory of state-owned assets, including stakes in quoted and non-
quoted enterprises, and commercially viable real estate and land. Government provides an interim report —
including a first list of assets — and describes steps taken to ensure that the first part of the inventory will be
ready by June 2011.

Observed.

The compilation of the asset inventory has started.




Government appoints financial advisors for the formation of real estate and land portfolios, and the
structuring of the associated privatisation transactions.

Observed.

Financial advisors have been appointed for a number of planned
privatisations.

Proceeds from privatisation are to be used to redeem debt and do not substitute fiscal consolidation efforts.

Observed.

The MTFS does not include any sale of assets in the list of deficit-
reducing measures, as the respective proceeds will be used to redeem
debt.

Fighting waste in public enterprises

With the aim of fighting waste and mismanagement in state-owned companies, Government adopted an act
by end 2010 that:

Cuts primary remuneration in public enterprises by at least 10 percent at company level (applicable from
January 2011 on)

Limits secondary remuneration to 10 percent of primary remuneration at company level (applicable from
January 2011 on)

Establishes a ceiling for gross earnings of EUR 4 000 per month (12 payments per year) (applicable from
January 2011 on)

Increases urban transport tariffs by at least 30 percent

Establishes actions that reduce operating expenditure in public companies between 15 to 25 percent,
according to the specific needs of enterprises.

These measures should be immediately effective and yield annual fiscal savings of at least EUR 800
million compared to 2010.

Observed
Urban transport tariffs have increased by 30 percent.

The relevant law has been adopted by Parliament, with several
important elements missing, such as a proper impact assessment and
therefore a quantification of the plan.

Implementation is underway.

Government publishes an action plan for restructuring state-owned enterprises and other public entities
leading to the closure of non-viable enterprises and extra-budgetary funds that have outlived their original

purpose.

Ongoing.
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In particular, Government adopts and starts implementing a legal act and a business plan for the
restructuring of the Athens transport network (OASA). The objective is to make the company economically
viable. Subsidies shall not exceed 40 percent of operational cost in conformity with EU practices. The plan
includes cuts in operational expenditure of the company and tariff increases. It includes a fiscal impact
analysis and sensitivity analysis and includes monitoring and enforcement mechanisms (including
performance indicators and predefining correcting mechanisms in case of deviation from the plan). The
required legal act is adopted by end February 2011, while restructuring starts to be effective by end March
2011.

Observed.
Law 3920/2011 was adopted on 22 February 2011.

Government publishes monthly information on the accounts of public enterprises classified in general
government with a lag of three weeks, based on the central registry for public enterprises.

Observed.

Government revises the framework law (Law 3429/2005) on state-owned corporate governance, with the
aim of adopting management in accordance with international best practices. The new framework law
requires auditing of the companies accounts at least with semi annual frequency (quarterly frequency for at
least the ten largest state-owned enterprises by turnover) and the strengthening of enterprises' internal
controlling, strengthens rules on asset management and introduces more flexibility in working practices.

Observed.

When restructuring state-owned enterprises, or preparing them for privatisation, specific attention will be
given to timely clear state aid issues.

Ongoing.




Local administration

Government monitors the implementation of the recently adopted acts on the restructuring of local
government, the no-deficit rule (at least until 2014) and the transfers paid to local government. It continues
the implementation of legislation reforming public administration and reorganising local government with
the aim of reducing costs and increasing revenue by at least EUR 1 500 million in 2013, of which at least
EUR 500 million in 2011 and additional EUR 500 million in 2012.

Not observed.

The government is monitoring the implementation of the acts on
restructuring regional and local governments.

However, in the financial planning for 2011 and in the MTFS, no
substantial saving is now considered.

To modernise the health care system

Building on important reforms already undertaken over the recent months, in particular the move towards
the integration of the primary healthcare, changes in the supplies system and progress in hospital
computerisation, 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.

Government has taken 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.

Ongoing.

Government passed Law 3918/2011 on "Structural changes to the
health systems and other provisions" which introduces important
changes in system governance and in the way certain services are
purchased (e.g. a new health procurement system) and regulated
(pharmacies).
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More specifically, the following measures are implemented by end March 2011:

Governance

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

establishes new criteria and terms for the conclusions of contracts by social security funds (including
OPAD) with all healthcare providers, and all other actions envisaged in Article 32 with the aim of
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.

Observed.

The Law 3918/2011 merges the health insurance function of the 4
biggest funds — IKA-ETAM, OGA, OPAD and OAEE, creating the
National Health Services Organisation (EOPYY) for the purchasing of
health services for those insured under those funds. It is due to start
operations by beginning of September 2011. Contribution rates have
been adjusted, notably for state employees and state pensioners. The
work of the SYSPY is ongoing notably preparing for change. To be
further checked. With the creation of the EOPYY it is likely that until
the end of the year many different contracts will remain.




Comprehensive E-prescribing

Government takes all necessary measures in order 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. To
this extent, in compliance with EU procurement rules, Government speeds up and finalises the necessary
tendering procedures to implement a comprehensive and uniform health care information system (e-health
system).

Each social security fund together with SYSPY establishes a process to regularly assess the information
obtained through the e-prescribing system and produces regular reports (at least on a six-monthly 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 done through a dedicated common unit under SYSPY.
On the basis of the information available and the assessment conducted, a yearly report is published and
feedback is provided to each physician. Sanctions and penalties will be enforced as a follow up to the
assessment.

Partially observed.

According to the Government, e-prescribing is currently used by all
pharmacies and around half of doctors contracted with the social
security funds.

Hospital computerisation and monitoring system

Government (Ministry of Health) completes the programme of hospital computerisation. In particular,
building on the web-based platform esy.net, it finalises the process of centralisation of information. The
Ministry of Health creates a dedicated service/unit to collect and scrutinise data and produce monthly and
annual reports. A copy of these reports is transmitted to the competent authority in the Ministry of Finance.
Government takes measures to ensure the integration and consolidation of hospitals' IT systems.

Ongoing.

In February 2011, about 20 hospitals did not have a modern ICT
system. For the others, the Ministry of Health had created a web
platform ESY.net which act as was a system to integrate information
(financial, administrative and activity information) from all hospitals.
This information is gathered monthly and sent to Ministries of Health
and of Finance. The Ministry of Health had identified a number of
priorities for further updating hospitals ICT systems but to our
knowledge, no tendering procedure has been launched.
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Government takes measures to improve the accounting, book keeping (of medical supplies) and billing
systems, through:

finalising the introduction of double-entry accrual accounting systems in all hospitals

the use of the uniform coding system and a common registry 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

the calculation of stocks and flows of medical supplies in all the hospitals using the uniform coding system
for medical supplies

the timely invoicing of treatment costs (no later than 2 months) to Greek social security funds, other EU
Member States and private health insurers for the treatment of non-nationals/ non-residents

the use of e-prescribing for all medical acts (medicines, referrals, diagnostics, surgery) in all NHS facilities

Ongoing.

132 hospitals have now moved to the double-entry accrual accounting
system for monthly expenses and revenues. 119 hospitals produced
balance sheets for 2009 and 121 for 2010 but some have not yet done
SO.

In February, EKEVYL and EPI had created a common coding system
for all medical supplies to be used by NHS hospitals together with a
web platform to monitor the requests by hospitals.

The process of modernising ICT systems in view of a fully integrated
and automated system is ongoing.

Increasing use of generic medicines

Government takes measures to ensure that at least 50 percent of the volume of medicines used by public
hospitals by end of 2011 is composed of generics with 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.

Ongoing.

In December 2010 a circular required a quarterly report (October -
November - December 2010) of the cost of drug consumption from all
hospitals including the volume and cost with generics. Another circular
sets the goal to increase the share of generics in NHS hospitals to 50
percent by 2011. The share of generics is so far 12.4% of total.




Pricing of medicines

Government

moves the responsibility of pricing medicines to EOF and all other aspects of pharmaceutical policy to the
Ministry of Health, to rationalise licensing, pricing and reimbursement systems for medicines

under the new law, reduces the profit margin of pharmacies on retail prices directly to 15-20 percent, or
indirectly by establishing a system of rebates for pharmacies with sales above a designated threshold

reduces the profit margin of wholesale companies distributing pharmaceuticals by at least one third

updates and publishes the complete price list for the medicines in the market, using the new pricing
mechanism. Continue to regularly update it on a quarterly basis

lifts the caps to the price reductions used when the price list was first introduced

Observed.

The Law 3918/2011 moved the responsibility of pricing medicines
from the General Secretary of Trade to the Ministry of Health,
Directorate of Drugs and Pharmacies, although not to EOF. The new
department under the Directorate of Drugs and Pharmacies is to be
staffed by 9 people. To be in operation by 1% April 2011. It is not clear
how this department and a new Drug Price Committee (consultative)
relate to EOF.

The Law 3918/2011 also reduces the net (excluding VAT) profit
margin of pharmacies from about 23.5 to 20% on average through a
system of rebates which changes with pharmacies volumes of sales to
social security funds. Currently operational.

Prescribing and monitoring

Government

publishes the prescription guidelines for physicians defined by EOF on the basis of international
prescription guidelines

publishes the new positive list of reimbursed medicines using the new reference price system developed by
EOF

Ongoing.

Several guidelines were under preparation in February. Some should
have been finalised and published by now. About 100 should were
expected to have been filed for approval by end of April 2011. Need to
check their status.

Need to check if the reference price system has now been launched and
the positive list published. It was being finalised in February. We have
not received any information on this.

The positive list is expected by end-June.
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Accounting and control

By end February, Government starts publishing monthly data on healthcare expenditure for at the least the
main social security funds (IKA, OAEE, OGA and OPAD) with a lag of three weeks after the end of the
respective month

Partially observed

According to the taskforce report since October 2010, social security
funds have been working on a monthly breakdown of expenditure per
fund.

Taskforce

The independent task force of health policy experts created at the end of 2010 produces, in cooperation
with the European Commission, the ECB and the IMF, an interim policy report with initial indications on
the necessary revisions to the policies implemented recently and the improvements for the years to come.
To accomplish this, the taskforce has access to all necessary information on health-related issues from the
relevant ministries and government agencies and health funds upon request and through dedicated fact-
finding meetings. It receives adequate administrative support.

Observed

Interim report on policy implementation was submitted.




Table A-3: Financial sector regulation and supervision

Actionsin the Memorandum of under standing on specific policy conditionality (MoU) (actions by
end-Mar ch 2011)

Comments

Government transfers, by end February, EUR 1 000 million to a dedicated government account opened by
the General Accounting Office. Funds from this account are regularly released to the Hellenic Financial
Stability Fund to ensure the latter keeps a cash balance of EUR 1 500 million and if programme reviews of
bank capital suggest that the resources are necessary. The release of the funds is subject to agreement by the
European Commission, ECB and IMF staffs.

Government puts forward for parliamentary adoption a new tranche of government guarantees for
uncovered bank bonds. This tranche will amount to EUR 30 billion. The guarantee tranche is subject to
approval by the European Commission.

Government tables legislation with the aim of unbundling the core consignment activity of the Loan and
Consignment Fund from deposit-taking and loan distribution activities.

Observed.

FSF is adequately staffed.

Partially observed.

Top management is adequately staffed. The number of lower level
employees are, however, still not adequate.

Government tables legislation that places all registered banks' employees under the same private sector
status, regardless of the bank ownership.

To support banks in their effort to restructure operations, Government takes steps to limit bonuses and to
eliminate the so called 'balance-sheet premium,' or other equivalent measures.

Not observed.

The Bank of Greece commits to reduce remuneration of its staff in light of the overall effort of fiscal
consolidation.

A reduction of about 4 percent in the wage bill — with no individual
wage cuts was achieved by the Bank of Greece in 2010.
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Table A-4: Other structural reforms

Actionsin the Memorandum of under standing on specific policy conditionality (MoU) (actions by
end-Mar ch 2011)

Comments

To strengthen labour market institutions:

Government reforms legislation on fixed-term contracts and on working-time management.

Government simplifies the procedure for the creation of firm-level trade unions.

Ongoing.

Provisions on working-time management and fixed-term contracts are
expected to be adopted shortly.

There have been administrative actions accelerating the establishment
of firm-level trade unions.

To reform and moder nise public administration

Public procurement

Government adopts legislation establishing the Single Public Procurement Authority 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. Government transmitted the draft law to the Commission for
review and an assessment of compliance with the Action Plan.

Ongoing.

The draft law on the Single Public Procurement Authority is in
compliance with the Action plan agreed between the Commission and
Greece in autumn 2010.




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, availability of all functionalities for all
contracts and phasing-in of the mandatory use of e-procurement system for supplies, services and works
contracts.

Not observed.

The contract to provide an e-procurement platform has not been signed.

Better Regulation

Government adopts measures needed to implement the 'Better Regulation agenda', covering in particular
the areas of codification, impact assessment, the reduction of administrative burdens and the 'Better
Regulation' structure.

Ongoing.

The draft law, which has been transmitted to the Commission services,
aims at strengthening the legal standing of the better regulation policy
and provides for a consistent evaluation of the impacts of legislation.
Approval by Parliament is expected in July 2011.

To improve the business environment and enhance competition in open markets

Regulated professions

Government adopts legislation to remove unjustified or disproportionate restrictions to competition,
business and trade in restricted professions including:

the legal profession, to remove unnecessary restrictions on fixed minimum tariffs, the effective ban on
advertising, territorial restrictions on where lawyers can practice

the notary profession, to reduce fixed tariffs and increase the number of notaries

the pharmacy profession, to permit incorporation, increase operating hours and reduce the minimum
population criterion for opening new pharmacies; (voted in February)

architects and engineers, covering fixed minimum tariffs

auditing services, covering fixed tariffs, minimum hours per case and maximum annual working hours."

Partially observed.
The reform was adopted by Law 3919/2011.

However, the Greek government should take steps in the next few
months to ensure effective implementation / correct deficiencies in the
law.

Government establishes a two-year sunset clause for minimum and maximum working hours.
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It publishes the opinion of the Hellenic Competition Commission on this legislation.

Observed.

Government screens the statutes of the professional chambers to identify rules on access to, and exercise of,
the profession, and on pricing, that are against the new law on restricted professions and EU law. The
necessary changes to these statutes are adopted by June.

Government takes measures ensuring that providers of services are not subject to requirements which
oblige them to exercise a given specific activity exclusively, or which restrict the exercise jointly or in
partnership of different activities, except in the circumstances and under the conditions set in the Services
Directive.

Government takes measures to remove complete prohibitions on commercial communications by the
regulated professions and to ensure that professional rules on commercial communications are non-
discriminatory, justified by an overriding reason relating to the public interest and proportionate.

Not observed.

Recognition of professional qualifications

Government continues to take all necessary measures to ensure the effective implementation of EU rules on
recognition of professional qualifications, including compliance with ECJ rulings (inter alia, related to
franchised diplomas). It updates information on the number of pending applications for recognition of
professional qualifications, and sends it to the Commission.

Ongoing.
The Government has submitted to the Commission services information
on the number of pending applications for recognition.




Sectoral growth drivers

Government publishes a report analysing the potential contribution of the tourism sector to growth and
jobs. It should identify legislative, administrative and other obstacles hindering competition and market Ongoing.
entry to the realisation of sector potential.

The studies have been outsourced to a consultancy.
Government publishes a report analysing the potential contribution of the retail sector to price flexibility,

growth and jobs. It should identify legislative, administrative and other obstacles hindering competition and
market entry to the realisation of sector potential.

Publication is foreseen for July.

Competition policy

Government finalises the adoption of a law modifying the existing institutional framework of the Hellenic
Competition Commission (HCC). It ensures the HCC's independence, effectiveness and accountability, and
warrants continuity in the operation of the HCC board. The new law abolishes the notification system for
all agreements falling within the scope of Article 1 of Law 703/1977, grants the HCC the power to reject
complaints and to prioritize cases effectively and establishes reasonable deadlines for the investigation and
issuance of decisions.

Observed.

Investment and licensing laws

Government adopts all presidential decrees and ministerial decisions necessary for the implementation of | | argely observed.
the law on aid for private investment to promote economic growth, entrepreneurship and regional cohesion,

and ensures accordance with the fiscal consolidation requirements Law on environmental licensing expected to be adopted by Parliament

by end-July.
Government ensures the acceleration of the environmental licensing by committing the authorising
authority to proceed with the approval procedure after a specified time period.
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Commercial and land registry

Government makes General Commercial Registry (GEMI) and one-stop shops for business start-ups

. Observed.
operational.
Government provides sufficient resources for accelerating the completion of the land registry, with a view
to tendering cadastral projects for additional 4 million rights by December 2011, completing the works for | Ongoing.
the large urban centres by 2015 and completing the overall project by 2020.
Business-friendly Greece
Government starts implementing the measures identified by the action plan for a business-friendly Greece
according to the timetable for the removal of the 30 most important remaining restrictions to business | Ongoing.

activity, investment and innovation.




Export and R&D promotion

Government pursues an up-to-date and in-depth evaluation of all R&D and ongoing innovation actions,
including in various operational programmes, and presents an action plan for policies aimed at enhancing
the quality and the synergies between public and private R&D and innovation, as well as tertiary education.
This action plan identifies a clear timetable for relevant measures to be taken, taking the budgetary impact
into account and harmonising these actions with other relevant initiatives in these areas (in particular the
investment law). The National Council for Research and Development has been

Not observed.

. . . . . . . established and convenes on a regular basis, according to Government.
Government finalises the creation of an external advisory council, to consider how to foster innovation,

strengthen links between public research and Greek industries and the development of regional industrial
clusters.

Government presents an action plan with a view to abolishing the requirement of registration with the
exporter's registry of the chamber of commerce for obtaining a certificate of origin by September 2011.

Services directive

Government ensures that the point of single contact (PSC) distinguishes between procedures applicable to
service providers established in Greece and those applicable to cross-border providers (in particular for the
regulated professions).

Government:

ensures adequate links between the PSC and other relevant authorities (including professional associations) Ongoing.

allows the online completion of procedures covering at least, the procedures in the distribution services,
tourism, education and construction sectors as well as in food and beverage services, services of the
regulated professions — including the recognition of professional qualifications —, real estate services, and
business services.
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Government completes the adoption of changes to existing (sectoral) legislation in key services sectors

such as tourism, retail and private education services. New acts should:

facilitate establishment by:

- abolishing or amending requirements which are prohibited by the Services Directive; and

- significantly reducing requirements, including those relating to quantitative and territorial
restrictions, legal form requirements, shareholding requirements, fixed minimum and/or maximum

. . Ongoing.
tariffs and restrictions to multidisciplinary activities; gong
facilitate the provision of cross-border services, so that providers of cross-border services are required to
comply with specific requirements of the Greek Law only in exceptional cases (when admitted by Articles
16 or 17 of the Services Directive).
provide legal certainty for providers of cross-border services by setting out in the respective
(sectoral) legislation which requirements can, and which requirements cannot, be applied to cross-
border services.
Energy
Government commences implementation of plan for opening up lignite-fired electricity generation
to third parties. Not observed.

Government presents detailed plans for ensuring a maximum market opening as regards the non-
interconnected system.

Government commences implementation of its commitment to award the hydro reserves
management to an independent body.

Ongoing / not observed.

The government has so far failed to present a plan to guarantee
fair and transparent access to the hydro capacity.




Government starts to implement the mechanism to ensure that the energy component of regulated
tariffs reflects, gradually and at the latest by June 2013, wholesale market prices, except for
vulnerable consumers.

Ongoing.

Legislation to gradually remove regulated prices has been
adopted. However, the government has also to establish a link
between wholesale and retail market prices.

In order to ensure that network activities are unbundled from supply activities as foreseen in the
second and third energy liberalisation packages, the following measures are implemented:

Government adopts a Decision on the modalities of unbundling of the transmission system
operator in line with the third energy liberalization package, ensuring timely management
appointments, and adopts necessary legislation to ensure the creation of fully unbundled
electricity and gas transmission system operators by March 2012.

Government ensures the creation and effective operation of an independent Distribution System
Operator, in line with the second and third energy liberalisation packages.

Ongoing.

Legislation is expected to be passed in July 2011

Government transfers to the Regulatory Authority for Energy (RAE) all regulatory powers assigned
to EU energy regulators in the third energy liberalisation package (licensing, network access,
network charges, market monitoring, etc).

Government adopts measures to ensure the independence of RAE (impartial and transparent
nomination of board, management authority with regard to budget and personnel, etc. in line with
the third energy liberalisation package).

Ongoing.

Government expects the law to be adopted by Parliament in
July.
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Transport

Government adopts a new regulatory framework to facilitate the conclusion of concession
agreements for regional airports. The new regulatory framework should contribute to the
development of the tourism sector and be mindful of preventing anticompetitive practices and
foresee appropriate oversight of the allocation and operation of concessions, in full respect of state
aid rules.

Partially observed.
Law 3913/2011 was adopted on 16 February 2011.

Compatibility with state aid rules is being scrutinised.

Government adopts a law that removes the current restrictions on the provision of services for
occasional passenger transport by buses, coaches and limousines and which guarantees that any
operator that meets clearly specified criteria related to professional capacity has unlimited access to
the market. The cost for granting and renewing of licenses shall not exceed the administrative costs
related to the licensing procedure and shall be levied in proportion to the number of vehicles
licensed. The method for calculating the fees must be transparent and objective and shall not lead to
over recovery of costs incurred.

Ongoing.

A draft act is being prepared and is expected to be submitted to
Parliament shortly.

To upgrade the education system

Government establishes, by end February 2011, an independent taskforce on education policy with
the purpose of indicating specific policy measures aimed at increasing the efficiency and
effectiveness of the public education system (primary, secondary and higher education) and reach a
more efficient use of resources.

Partially observed. Although the taskforce has been
established, there has been no consultation with EC/IMF/ECB.




To raise the absorption rates of structural and cohesion funds

Government adopts legislation to shorten deadlines and simplify procedures on contract award and
land expropriations (including the deadlines needed for the relevant legal proceedings).

Not observed.

Government carries out an evaluation the time-saving effects of the legislation
on contract awards and land expropriation,
on permits by the Central Archaeological Council in Athens,

on environmental licensing (see below 'business environment').

Ongoing.

Government submits a timetable for the preparation, selection and implementation of different types
of projects (including scenarios of legal proceedings), derived from the above legislation. The
timetable will serve as a benchmark for monitoring of projects.

Observed.
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Annex 2: Macroeconomic forecast

Detailed macr oeconomic for ecasts (annual)

Table Al: USE AND SUPPLY OF GOODS AND SERVICES (volume)

Annual % change 2009 2010 2011 2012 2013 2014 2015
1. Private consumption expenditure 2,2 -4,5 -4,8 -1,2 1,1 1,2 1,4
2. Government consumption expenditure 10,3 -6,5 -8,4 -5,0 -1,0 -0,3 0,3
3. Gross fixed capital formation -11,2 -16,5 -8,9 -1,5 2,7 4,0 5,0
4. Final domestic demand -1,9 -6,8 -6,0 -1,9 1,0 14 18
5. Change in inventories + net acquisitions of
valuables -0,9 0,0 0,2 0,2 0,1 0,1 0,1
6. Domestic demand -4,0 -6,1 -59 -19 0,9 14 18
7. Exports of goods and services -20,1 3,8 6,4 6,7 6,5 6,6 6,8
7a. - of which goods -18,0 4.8 47 52 6,2 6,2 7,0
7b. - of which services -21,6 31 78 78 6,8 6,8 6,7
8. Final demand -6,9 -4,6 -39 -0,3 2,0 24 28
9. Imports of goods and services -18,6 -4.8 -4,2 -3,2 1,8 2,9 33
9a. - of which goods -18,5 -8,4 -4,0 -3,0 1,6 2,9 35
9b. - of which services -189 10,2 -4,7 -38 27 2,7 2,7
10. Grossdomestic product at market prices -24 -4,5 -3,8 0,6 21 23 2,7
Contribution to change in GDP
11. Final domestic demand 2,1 -7,7 -6,6 -2,0 1,0 1,4 1,8
12. Change in inventories + net acq. of valuables -2,5 0,9 0,2 0,0 -0,1 0,0 0,0
13. External balance of goods and services 2,2 2,3 2,7 2,6 1,1 0,9 0,9
Table A2: USE AND SUPPLY OF GOODS AND SERVICES (value)
Annual % change 2009 2010 2011 2012 2013 2014 2015
1. Private consumption expenditure -1,1 0,1 2,1 -0,2 2,2 2,2 2,3
2. Government consumption expenditure 12,6 -13.4 93 -4,1 0,0 0,7 1,3
3. Gross fixed capital formation -11,3 -15,7 -8,1 -0,1 0,0 5,9 6,6
4. Final domestic demand -0,6 -4,9 -4,1 -0,8 0,0 25 28
5. Change in inventories + net acquisition of valuables
6. Domestic demand -2,7 -4,1 -4,1 -0,8 21 25 2,7
7. Exports of goods and services -20,2 8,9 8,6 7,8 8,5 8,5 8,8
7a. - of which, goods -18,9 11,8 7,8 6,5 8,2 81 8,9
7a. - of which, services -21,2 6,9 9,2 838 838 87 87
8. Final demand -57 -2,2 -2,1 0,7 33 37 4,0
9. Imports of goods and services -19,1 -2,6 -1,3 -1,2 4,1 5,2 5,5
9a. - of which goods -20,2 -6,0 -0,7 -1,0 39 53 57
9a. - of which, services -13,9 129 -3,5 -1,9 47 47 4,6
10. Gross domestic product at market prices -0,8 -21 -2,3 1,3 31 33 36
11. - of wich, external balance of goods and services
12. Balance of primary income with rest of the world 0,5 0,0 -0,1 -0,1 0,0 0,0 0,0
13. Gross national income -0,3 -2,1 -2,4 13 31 33 3,6
14. Compensation of employees 2,6 -5,7 -4,7 0,2 0,4 0,5 0,4
15. Gross operating surplus and mixed income -1,0 -1,5 -2,3 1,6 55 5,7 6,0
16. Gross value added at basic prices 0,5 -3,3 -3,3 1,0 35 37 39
16a. - of which, labour costs, including self-employed 29 -5,5 -4,9 -0,2 1,0 1,0 1,0
17. Taxes net of subsidies -10,0 9,6 5.4 3,0 0,6 0,6 0,6
18. - taxes on products -9,8 9,6 54 3,0 0,6 0,6 0,6
19. - subsidies on products 76,7 22,4 2,6 2,6 2,6 2,6 2,6
20. Gross domestic product at market prices -0,8 -2,1 -2,3 13 31 33 3,6




Table A3: COSTS AND PRICES

% change in implicit price deflator 2009 2010 2011 2012 2013 2014 2015

1. Private consumption expenditure 1,1 4,7 2,8 1,0 1,1 1,0 0,9
2. Government consumption expenditure 2,0 -7,4 -1,0 1,0 1,1 1,0 1,0
3. Gross fixed capital formation -0,2 1,0 1,0 1,3 1,7 1,8 1,6
3a. - of which, construction 03 0,6 23 15 16 1,7 1,7
3b. - of which, equipment -0,6 1,4 1,8 14 2,0 1,8 1,4
4. Final domestic demand 13 21 21 11 12 11 1,0
6. Domestic demand 14 21 19 11 12 11 0,9
7. Exports of goods and services -0,2 49 2,1 1,1 1,9 1,8 1,8
7a. - of which, goods -11 6,7 30 1,2 1,9 1,8 1,8
7b. - of which, services 05 37 13 0,9 19 18 18
8. Final demand 13 25 19 11 13 13 11
9. Imports of goods and services -0,7 2.4 3,0 2,1 22 2,2 2,1
9a. - of which, goods -21 2,6 34 21 22 23 21
9a. - of which, services 6,2 24 1,3 2,0 19 2,0 1,9
10. Gross domestic product at market prices 1,6 2,6 15 0,7 11 1,0 09
11. Terms of trade of goods and services 0,4 2,4 -0,9 -1,0 -0,3 -0,4 -0,3
11a. - of which, terms of trade of goods 1,0 4,0 -04 -0,9 -04 -0,5 -0,3
11b. - of which, terms of trade of services -53 13 0,0 -11 -0,1 -0,1 -0,1
12. HICP 13 47 29 10 10 11 11
12. -at constant taxes 1,1 14 13 0,9 1,0 1,1 1,1

Table A4: LABOUR MARKET AND LABOUR COST

Annual % change 2009 2010 2011 2012 2013 2014 2015

1. Gross value added at 1995 basic prices -1,4 -5,2 -3,2 0,0 1,3 1,5 1,9
2. Employment ('000) -0,7 -2,1 -3,2 -0,3 0,9 0,7 0,8
3. GVA per occupied person -0,7 -3,2 0,0 0,3 0,4 0,8 1,1
4. Compensation of employees (per employee) 3,6 -3,5 -1,8 0,1 0,1 0,3 0,2
5. Unit labour costs (1995=100) 43 -0,4 -1,8 -0,2 -0,3 -0,5 -0,9
6. Total population 0,4 0,2 0,2 0,2 0,2 0,2 0,2
7. Population of working age (15-64 years) 0,1 0,5 0,4 0,4 0,4 0,4 0,4
8. Total labour force 1,1 0,6 0,2 0,2 0,2 0,2 0,2
-0,7 -2,1 -3,2 -0,3 0,9 0,7 0,8
11. Total employment -0,7 -21 -3,2 -0,3 0,9 0,7 0,8
11a. - of which, employees -0,9 -2,3 -3,0 0,1 0,3 0,2 0,2
11b. - of which, self-employed -0,3 -1,7 -3,5 -1,0 2,0 1,8 1,8
13. Unemployment 24,4 27,3 26,6 34 -32 -2,6 -3,0
9. Calculated unemployment rate (%) 91 11,5 14,5 15,0 14,5 14,0 13,6
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Table B1: USE AND SUPPLY OF GOODS AND SERVICES (value, in EUR billion)

levels 2009 2010 2011 2012 2013 2014 2015
1. Private consumption expenditure 172,7 172,8 169,2 168,9 172,6 176,4 180,5
2. Government consumption expenditure 48,4 41,9 38,0 36,5 36,5 36,8 37,2
3. Gross fixed capital formation 40,2 33,9 31,1 31,1 32,5 344 36,7
4. Final domestic demand (1+2+3) 261,3 248,6 238,4 236,5 241,6 2476 2544
5. Change in inventories + net acquisition of valuables as % of GDP
6. Domestic demand (4+5) 260,3 249,7 239,4 2375 2425 248,6 255,4
7. Exports of goods and services 443 48,2 52,4 56,5 61,3 66,5 72,3
7a. - of which, goods 18,5 20,7 22,3 23,8 257 27,8 30,3
7a. - of which, services 258 275 30,1 32,7 35,6 38,7 42,0
8. Final demand (6+7) 304,6 297,9 291,8 294,0 303,8 315,1 327,8
9. Imports of goods and services 69,5 67,7 66,8 66,1 68,7 72,3 76,2
9a. - of which goods 56,8 53,4 53,0 52,5 54,6 57,4 60,7
9a. - of which, services 12,7 14,3 13,8 13,5 14,2 14,9 15,5
10. Gross domestic product at market prices ( 8-9) 235,1 230,2 225,0 2279 235,1 2429 2515
11. - of wich, external balance of goods and services
12. Balance of primary income with rest of the world -6,4 -6,3 -6,5 -6,7 -6,9 -7,1 -7,3
13. Gross national income at market prices (10+12) 228,6 2239 218,4 2212 228,2 235,8 2442
14. Compensation of employees 88,6 83,5 79,6 79,7 80,0 80,4 80,7
15. Gross operating surplus and mixed income 123.,8 121,8 119,0 120,9 127,6 134,9 143,0
16. Gross value added at basic prices (14 + 15) 212,4 205,4 198,6 200,6 207,6 215,2 223,7
16a. - of which, labour costs, including self-employed 136,3 128,8 122,4 122,2 1234 124,6 125,9
17. Taxes net of subsidies (18-19) 25,6 28,0 29,5 30,4 30,6 30,8 31,0
18. - taxes on products 257 28,1 29,6 30,5 30,7 30,9 31,1
19. - subsidies on products 0,1 0,1 0,1 0,1 0,1 0,1 0,1
20. Gross domestic product at market prices (16 + 17) 235,1 230,2 225,0 2279 2351 242,9 2515

Table B2: LABOUR M ARKET AND LABOUR COST (in EUR billion unless otherwise stated)

levels 2009 2010 2011 2012 2013 2014 2015
1. Gross value added at 1995 basic prices 160,7 1524 147,5 147,5 1494 151,6 154,5
2. Employment ('000) 4762,7 4662,9 4515,1 4502,2 4540,9 4574,0 4610,0
3. GVA per occupied person (1:2) 33,7 32,7 32,7 32,8 32,9 332 335
4. Compensation of employees (per employee) 28,6 27,6 27,1 27,1 27,2 273 273
5. Unit labour costs (4:3) (1995=100) 84,8 84,5 83,0 82,9 82,6 82,2 81,5
6. Total population 11287,8 11310,1 11332,7 113554 11378,1 11400,9 11423,7
7. Population of working age (15-64 years) 7542,0 7583,4 7610,0 7636,7 7663,4 7690,3 77172
8. Total labour force 5238,8 5268,8 5281,9 5295,1 5308,4 5321,6 53349
9. Calculated activity rate (%) (8:7) 69,5 69,5 69,4 69,3 69,3 69,2 69,1
10. Total employment 4762,7 4662,9 4515,1 4502,2 4540,9 4574,0 4610,0
11. Total employment 4762,7 4662,9 4515,1 4502,2 4540,9 4574,0 4610,0
11a. - of which, employees 3096,0 3024,6 2934,2 2937,1 2944.5 2948,9 2955,7
11b. - of which, self-employed 1666,7 1638,2 1580,9 1565,1 1596,4 1625,1 1654,4
12. Calculated employment rate (11:7) 63,1 61,5 59,3 59,0 59,3 59,5 59,7
13. Unemployment (8 - 11) 476,1 605,9 766,8 7929 767,5 747,6 7249

13a. Calculated unemployment rate (%) (13:8) 9,1 11,5 14,5 15,0 14,5 14,0 13,6




Table B3: EXTERNAL BALANCE

levels

1. Exports of goods (fob)

2. Imports of goods (fob)

3. Trade balance (goods, fob/fob) (1-2)

3a. p.m. (3) as % of GDP

4. Exports of services (a)

5. Imports of services (a)

6. Services balance (a) (4-5)

6a. p.m. 6 as % of GDP

7. External balance of goods & services (3+6)
7a.p.m. 7 as% of GDP

8. Balance of primary incomes and current Transfers
8a. - of which, balance of primary income

8b. - of which, net current Transfers

8c. p.m. 8 as % of GDP

9. Current external balance (7+8)

9a. p.m. 9 as % of GDP

10. Net capital transactions

11. Net lending (+)/ net borrowing (-) (9+10)
1la. p.m. 11 as % of GDP

2009

18,5
56,8
-38,3
-16,3
25,8
12,7
131
56
-25,2
-10,7
7,6
64
1,2
-3,2
-32,8
-14,0
2,5
-30,3
-12,9

2010

20,7
53,4
32,7
-14,2
27,5
143
13,2
5,7
-195
-85
7.6
63
13
33
271
-11,8
3,9
233
-10,1

2011

223
53,0
-30,7
-136
30,1
13.8
16,3
72
-14.4
6,4
78
65
13
35
222
99
43
-18,0
-8,0

2012

238
52,5
-28,7
126
32,7
13,5
19,2
84
-9,6
-4,2
-8,0
-6,7
1,3
-35
175
7.7
48
12,8
-5,6

2013

25,7
54,6
28,8
-12,3
35,6
14,2
214
9,1
7.4
32
8,2
6,9
1,2
35
-15,6
6,6
5.2
-10,3
4.4

2014

278
57,4
-296
-12,2
38,7
14,9
238
98
5,8
2.4
8.3
71
1,2
-3,4
-14.1
5,8
5.8
-8,3
-34

2015

30,3
60,7

-30,4

12,1
42,0
15,5
26,5
10,5
-39
-1,5
-85
-7,3
-1,2
-3,4

-12,4

-4.9

6,3
6,1
24
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C1: FISCAL ACCOUNTSAND FORECAST

2009 2010 2011 2012 2013 2014
Levels (in EUR hillion)

Total revenue 87.7 89.9 934 96.8 99.6 103.5
Indirect taxes 26.1 28.6 31.7 333 34.1 352
Direct taxes 19.0 17.4 17.2 194 20.7 22.1
Social contributions 29.5 29.7 29.2 29.0 29.7 314
Sales 4.8 4.6 4.6 4.6 4.8 49
Other current resources 5.1 5.0 6.8 6.1 5.9 6.0
Capital transfers received 3.2 4.6 3.8 44 44 39
Total expenditure 124.2 1139 1104 1117 111.0 109.9
Intermediate consumption 17.2 133 11.6 12.5 122 12.0
Compensation of employees 30.6 272 254 237 22.1 204
Social transfers other than in kind 48.8 474 458 45.1 439 422
Interest 12.3 12.6 152 17.9 19.4 21.2
Subsidies 0.1 0.1 0.1 0.1 0.1 0.1
Other current expenditure 3.6 39 3.7 33 35 34
Gross fixed capital formation 7.1 6.4 4.9 6.1 6.5 6.6
Other capital expenditure 4.4 3.0 3.7 3.0 33 4.0
General Gover nment balance -36.3 -24.2 -17.1 -14.9 -114 -6.4
Primary balance -24.1 -11.4 -18 30 80 14.8
% GDP
Total revenue 37.3 30.1 415 425 424 426
Indirect taxes 11.1 124 14.1 14.6 14.5 14.5
Direct taxes 8.1 7.6 7.7 8.5 8.8 9.1
Social contributions 12.5 12.9 13.0 12.7 12.7 12.9
Sales 2.0 2.0 2.0 2.0 2.0 2.0
Other current resources 2.2 22 3.0 2.7 2.5 2.5
Capital transfers received 1.4 2.0 1.7 1.9 1.9 1.6
Total expenditure 52.8 495 4.1 49.0 47.2 452
Intermediate consumption 7.3 5.8 52 5.5 52 5.0
Compensation of employees 13.0 11.8 113 104 9.4 8.4
Social transfers other than in kind 20.8 20.6 20.4 19.8 18.7 17.4
Interest 5.2 5.5 6.8 7.8 83 8.7
Subsidies 0.0 0.0 0.0 0.0 0.0 0.0
Other current expenditure 1.5 1.7 1.6 1.4 1.5 1.4
Gross fixed capital formation 3.0 2.8 22 2.7 2.7 2.7
Other capital expenditure 1.9 1.3 1.7 1.3 1.4 1.7
General Gover nment balance -15.4 -105 -76 -65 -4.8 -26
Primary balance -10.3 -4.9 -0.8 13 34 6.1

Note: This table reflects the quantification of measures prepared during the mission. The Parliament process to vote the
MTEFS and the respective implementation bill was still ongoing at the moment these projections were prepared. In case
Parliament changed the main parameters of some measures, adjustment to this table may be necessary.



C2: GROSSDEBT

Government deficit (leve)
Grossdebt (level)*
Change in gross debt
Stock-flow adjusment

Grossdebt ratio
Change in the ratio
Contributions:
Primary balance (+is a deficit)
“Snow-ball” effect
Of which:
Interest expenditure
Real growth effect
Inflation effect
Stock-flow adjusment

2009

-36.3
298.7
36.4
-0.3

1271
16.5

102
6.4

52
2.6
-1.5
-0.1

2010

-24.2
328.6
29.9
59

142.7
15.7

5.0
8.0

55
5.8
-33
26

2011

2012

levels (EUR billion)

-17.1
352.6
24.0
7.8

% GDP

156.7
14.0

0.8
9.7

6.8
5.5
-2.6
35

-14.9
367.5
14.9
0.5

1613
4.5

-13
5.6

7.8
-0.9
-1.4

0.2

2013

-11.4
376.2
8.7
-3.2

160.1
-1.2

-34
36

8.3
-3.2
-1.4
-14

2014

-64
371.6
4.6
-11.0

153.0
-7.0

-6.1
35

8.7
3.5
-1.6
-4.5

Note: This gross debt projection takes into account, the planned deficit and privatisation receipts, but also the
settlement of arrears, the planned increase in the sharecapital of the Hellenic Financial Stability Fund and

accumulation of cash buffers.
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4. Programme implementation and policy discussions

Annex 3: Statement by the European Commission, the ECB and IMF on the
Fourth Review Mission to Greece

Staff teams from the European Commission (EC), European Central Bank (ECB), and International
Monetary Fund (IMF) have concluded a mission to Greece to discuss recent economic developments
and policies needed to keep the country’s economic program on track. The mission hasreached staff-
level agreement with the authorities on a set of economic and financial policies needed to meet
program objectives. Strict implementation of these will help to restore fiscal sustainability, safeguard
financial sector stability, and boost competitiveness to create the conditions for sustained growth and
employment.

Overall, significant progress, in particular in the area of fiscal consolidation, has been achieved during the
first year of the adjustment program. However, reinvigoration of fiscal and broader structural reforms is
necessary to further reduce the deficit and achieve the critical mass of reforms needed to improve the
business climate and pave the way for sustainable economic recovery.

Regarding the outlook, the recession in 2010 was slightly more pronounced than what was anticipated. But
there have been encouraging signs recently, in particular a notable pick-up in exports. Unit labour costs are
set to decline further, supporting the strong export dynamics, and inflation is on a declining trend. We
expect the economy to stabilize at the turn of the year.

In the fiscal area, further sustained deficit reduction will require comprehensive fiscal structural reforms.
The government has committed to an ambitious medium-term fiscal strategy that will enable it to maintain
its 2011 and medium-term fiscal targets. This strategy includes a significant downsizing of public sector
employment, restructuring or closure of public entities, and rationalization in entitlements, while protecting
vulnerable groups. On the revenue side, the government will reduce tax exemptions, raise property taxation,
and step up efforts to fight tax evasion.

The government is committed to significantly accelerate its privatization program. To this effect it will
create a professionally and independently managed privatization fund, and has drawn up a comprehensive
list of assets for privatization with the aim of realizing revenues of EUR 50 billion by the end of 2015. The
government will assess progress against intermediate quarterly and annual targets.

In the financial sector, liquidity remains tight, but policies are in place to ensure adequate liquidity
provision for the banking system. The banking sector remains fundamentally sound and the authorities are
increasing capital requirements to further strengthen capital buffers, giving priority to private market-based
solutions. However, the Financial Stability Fund is available as a backstop for viable banks that cannot raise
capital in the private market.

Further progress has been made with structural reforms. Legislation to modernize public administration,
reform healthcare, improve the functioning of the labor market, remove barriers to setting up and operating
a business and liberalize transportation and energy has already been passed or is underway. The government
will continue to push ahead in these areas, with a particular emphasis in coming months on growth-drivers
such as reviving the tourist industry and removing administrative barriers to exports. To make sure that the
reform frameworks are effective as soon as possible, the authorities will strengthen the process of
implementation, including through technical assistance from the IMF, EU Member States, and the European
Commission, and put monitoring mechanisms in place.



Building on the agreed comprehensive policy package, discussions on the financing modalities for Greece’s
economic program are expected to take place over the next few weeks. Once this process is concluded and
following approval of the IMF’s Executive Board and the Eurogroup, the next tranche will become
available, most likely, in early July.

3 June 2011
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Athens, 2 July 2011

Mr. Jean-Claude Juncker,
President,

Eurogroup,

Brussels.

Mr. Olli Rehn,

Commissioner for Economic and Monetary Affairs,
European Commission,

Brussels.

Mr. Jean-Claude Trichet,
President,

European Central Bank,
Frankfurt am Main.

Dear Messers. Juncker, Rehn and Trichet,

In the attached update to the Memorandum of Economic and Financial Policies (MEFP) and
the Memorandum of Understanding on Specific Economic Policy Conditionality (MoU) from
3 May, 6 August, 22 November 2010 and 23 February 2011, we describe progress and policy
steps towards meeting the objectives of the economic programme of the Greek government
which is being supported by financial assistance provided by the euro-area Member States in
the context of the loan facility agreement.

We continue to make progress with our economic program:

o Quarterly quantitative performance criteria for end-March have been met, along with
the continuous criterion on external arrears for end-June. Information on other end-
June performance criteria is not yet available. However, regarding our end-March
indicative target on the accumulation of new domestic arrears by the general
government, was again exceeded. The deep recession and associated revenue slump
has complicated the achievement of fiscal targets, but we will take appropriate
measures to overcome this challenge, as laid out in the attached MEFP and MoU.

. Fiscal-structural reforms have been moving forward. A comprehensive medium-term
fiscal strategy has been approved by parliament as well as first-stage legislation to
implement policy reforms, in each case as a prior action for this review. Parliament
has also approved a detailed time-bound privatization plan (a prior action for the
review), and a law establishing a privatization agency has been passed: also a prior
action for the review. A structural benchmark on appointing financial accounting
officers in line ministries and general government entities, and a benchmark covering
an actuarial study on the main supplementary pension funds were observed with delay.
Earlier end-December benchmarks covering a study on public employment and



compensation, and on improving the statistical reporting to Elstat are now fully
implemented.

. Our policy efforts to support financial system stability continue. In March we
submitted legislation to parliament allowing for the unbundling of the commercial
activities of the HLCF and authorizing a new EUR 30 billion tranche of government
guarantees for uncovered bank bonds. The legislation was passed in May.
Furthermore, banks have submitted draft medium-term funding plans to the ECB and
Bank of Greece, and the Bank of Greece has issued guidance to banks to refine the
plans in line with the program’s macroeconomic framework.

To support these efforts with an appropriate level of financing, we have defined a strategy to
achieve substantial and credible contributions from the private sector and we aim to finalize
their contributions by the time of the Fifth Review. In parallel, the ECB is working with
Greek banks on medium-term funding plans to ensure that they reduce their exposure to
exceptional Eurosystem liquidity support at a pace consistent with the program’s
macroeconomic framework.

On this basis, we request the disbursement of the fifth instalment of financial assistance by the
euro-area Member States, pooled by the European Commission, in the amount of EUR 8 700
million.

We believe that the policies set forth in the 3 May 2010 Letter of Intent, MEFP and MoU and
subsequent updates (including the one now attached), are adequate to achieve the objectives
under the program. We stand ready to take any corrective actions that may become
appropriate for this purpose as circumstances change. We will consult with the European
Commission and the ECB, as well as with the IMF on the adoption of any such actions and in
advance of revisions to the policies contained in this letter.

This letter is being copied to Mr Lipsky.

Evangelos Venizelos George Provopoulos

Deputy Prime Minister Governor of the Bank of Greece
Minister of Finance



GREECE—MEMORANDUM OF ECONOMIC AND FINANCIAL POLICIES
The Economic Outlook

1. The government expects the economy to stabilize in late 2011. Revised national
account figures for end-2010 suggest that the contraction of domestic demand has been
somewhat deeper than previously expected. Economic activity stabilized during the first
quarter of 2011 and external demand is recovering strongly, but with fiscal adjustment
continuing to represent and important headwind, GDP is now projected to decline by 3%
percent in 2011. The economy should return to positive year-on-year growth in early 2012.

2. Competitiveness should continue to improve. The private sector is adjusting at an
accelerating pace, reducing costs and reorienting production towards the external sector. Unit
labor costs have declined in 2010, and are projected to decrease further in 2011. Inflation
pressures have remained elevated on the back of higher commodity prices and additional
indirect tax rate adjustments. However, inflation at constant taxes is expected to remain well
below the Euro area average, buttressing external competitiveness. With goods exports
recovering strongly, and improving prospects for the tourism sector, we expect the external
current account deficit to narrow to 8% percent of GDP in 2011.

3. The remainder of the memorandum explains how the program’s policy
framework will be implemented to address these continuing challenges. The key
priorities at the current juncture are: securing the fiscal adjustment needed to restore
confidence and market access; facilitating larger capital buffers in banks, while ensuring
orderly transition to sustainable medium-term funding; transferring public assets to more
productive private sector uses; improving implementation of structural reforms and making
them more comprehensive in scope; and establishing the financing to support implementation
of program policies.

Fiscal Policy

4. The government of Greece is determined to bring fiscal policy back to a
sustainable position. The boom over the last decade disguised a deep deterioration of
Greece’s underlying structural fiscal balance, which the ensuing recession exposed. We
succeeded in bringing the deficit down by 5 percent of GDP in 2010, but with the deficit still
above 10 percent of GDP, and debt approaching 150 percent of GDP, this was just a first
step. Our efforts going forward will continue to be anchored on reducing the overall deficit of
the general government to €17 billion (7”2 percent of GDP) in 2011, and to under 3 percent
of GDP by 2014. This should allow the ratio of debt-to-GDP to begin declining in 2013. Our
strategy, discussed in what follows, is to rapidly enact and start implementing far-reaching
fiscal policy reforms to help secure achievement of our 2011 fiscal target, and reduce the
deficit in the medium-term. Simultaneously, we will work to strengthen fiscal institutions—



revenue collection and expenditure management—to support strong and effective
implementation of our fiscal policies.

5. The government has prepared a medium-term fiscal strategy (MTFS), with the
aim to reduce the overall deficit to below 3 percent of GDP by 2014. The strategy
envisions a further reduction in the deficit in 2015. It has been approved by parliament as a
prior action for the program. The MTFS is the first of its kind in Greece, and specifies
multi-annual expenditure ceilings for line ministries and the overall state budget, and
estimates of revenue, expenditures and deficits for the various components of the general
government (social security funds and hospitals, local governments, state owned enterprises,
and extra budgetary funds). It also includes a baseline fiscal policy forecast and a set of
policy adjustment measures (which together underpin the ceilings), along with an initial
fiscal risk analysis. Given the likely evolution of revenues and spending over the next several
years, the government forecasts that about 10 percent of GDP in measures are needed to
achieve the 2014 target (including 3 percent of GDP to close a 2011 gap).

6. The medium term plan is anchored on several key fiscal-structural reforms,
which together aim to make a permanent break with Greece’s past fiscal problems. Our
guiding aims include to improve the efficiency and quality of public spending, to reduce
waste and inefficiency in the broader public sector, and to broaden the tax base and reduce
tax and social contribution evasion. Specific measures have been designed with a view to
protect and improve the core of the social safety net, and to the extent possible minimize the
impacts on economic growth. Overall, during 2011-14 the adjustment is split almost evenly
between revenue increases and spending restraint. The measures include:

Expenditure adjustments:

¢ A reduction of public employment (0.3 percent of GDP). The government aims to
reduce public sector employment by 150,000 or about 20 percent by 2015. To achieve
this target, we expect to apply attrition (a 1:10 hiring rule in 2011 and 1:5
subsequently), reductions in contract employment, and involuntary redundancies.
Redundant employees will be identified from units targeted for closure or merger (see
below). Beyond the public sector, in the case of state enterprises, redundancies will be
identified by reference to measures of spare capacity or benchmarking against similar
companies in Europe (with this exercise to be complete by end-July 2011). Excess
public employees will be either separated immediately or furloughed into a separate
labor reserve. Time spent in the reserve would be limited to no more than 12 months
at no more than 60 percent of their wage (excluding overtime and otherextra
payments). Transfers from the labor reserve to other public sector entities will be
possible, but only under the attrition-related hiring limit, and with a positive
evaluation of the employee from ASEP. At the end of the twelve month period,
separation would be mandatory. To help manage the public sector with fewer
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employees, working hours have been extended to match the 40-hour work week
private sector norm.

Closure of non-essential public entities and agencies (0.5 percent of GDP). We
have already made progress in this area, with some 4,500 entities closed or merged
under the “Kallikratis” local government reform. The focus will now shift to the more
than 1,500 public entities under line ministries and in the social security sector. We
have already closed 77 of these entities and by mid-August we will pass legislation to
close a further 40 small entities, merge 25 other small entities, and to close, merge or
consolidate an additional 11 large entities with total current employment of 7,000
(including existing asset management companies; construction companies; and public
television stations). To further this work, we will review the functions and cost
structure of all such public entities, and close those with no essential function, merge
those with overlapping mandates, and set cost benchmarks for the remaining entities.
An initial stock taking exercise will be completed in October 2011, with results to
inform closures and mergers in the context of the 2012 budget.

Adjustments in public employee compensation (0.6 percent of GDP). A new wage
structure will be introduced by mid-August and phased in over 3 years. It will bring
wages into line with private sector norms (achieving “equal pay for equal work™) and
decompress the wage structure to better reward performance. Overall savings will be
achieved by eliminating special wage regimes and allowances, and reducing
automatic wage drift. Wages of state-owned enterprises employees will be in line
with the new wage grid for the public sector.

Streamlining and better targeting of social benefits (0.9 percent of GDP). We have
reviewed Greece’s social benefit system, with a view to preserve its core features, but
to reduce abuse and improve the fairness of benefits. Key adjustments to be made
include: caps on total pension income; and tightening of criteria to access several
benefits (including unemployment benefits, social security contribution discounts,
and benefits in kind). By September 201 1we will complete a social spending review
to identify further ways to rationalize this spending, improve benefit targeting and
curtail unnecessary services. Based on this, we will issue legislation and regulations
by Q1 2012 aiming at an overall annual saving of about €760 million by 2014.

Reforms to social security

Pension reforms (1 percent of GDP). The government maintains an objective to limit
the increase in the expenditures of pension funds to below 2% percent of GDP by
2060. With reforms to the main pension funds put in place during 2010, the focus will
now shift to other pension schemes:
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» Supplementary pension funds. Reforms will be adopted during Q3 2011 and
implemented beginning in January 2012. The aim will be to eliminate imbalances,
introduce a stricter link between benefits and contributions to guarantee the
sustainability of all funds, and reduce the number of funds substantially.

» Arduous professions. The government will revise the list to reduce workers in
arduous professions to less than 10 percent of total employees, with the list to be
effective from July 2011.

» Disability pensions. The government will revise the definition of disability and
its application by end-August. To reduce spending for disability pensions, now
14Y4 percent of overall pension spending to 10 percent, we will issue a regulation
by end-August 2011 requiring the (re)certification of disabilities, and we will also
make operational a central evaluation office.

» Lump sum pensions. Lump sum pensions for civil servants and public enterprise
employees will be cut by at least 10 percent. By end-September studies of other
lump sum pensions will be completed to identify where they are out of line with
contributions. Adjustments to link these lump sum amounts with contributions
will be made by end-year.

e Health sector reforms (0.7 percent of GDP). Over the past year, the government has
designed a new institutional structure for the health sector merging different health
funds, curtailing pharmaceutical spending, and introducing tighter accounting and
spending controls in hospitals. Measures in these areas will continue to generate
savings in the next three years. To build on these reforms, a task force will produce a
report by September 2011 defining policies and quantitative targets in specific areas,
including service provision, pharmaceutical spending, financing, governance of the
health system, and accounting systems. On this basis, the government will adopt a
time bound action plan to map out the next steps by end-November 2011.

Revenue increases

» The elimination of tax exemptions and special regimes (2.8 percent of GDP). To
make the tax system fairer, simpler, and easier to administer, we are significantly
scaling back preferential tax regimes. We have: (i) broadened the personal income tax
base (by introducing a ceiling for the use of some tax credits and income deductions,
reducing the tax free threshold, removing invoice-based tax refunds under the
personal income tax, and introducing a special low rate solidarity charge on
individual income, including currently exempt income); (ii) increased some reduced
VAT rates on non basic items; (iii) widened the property tax base and raise rates (to
bring revenues closer to the European average); and (iv) reduced expenditure on tax
benefits for investment and for heating oil (in the latter case to come fully into effect
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by 2011 for legal entities and 2013 for households) . To ensure that these changes
translate into savings for the central government, we have adjusted revenue sharing
agreements with sub-national entities. Looking further ahead, by end-September we
will table tax reform legislation covering the VAT, personal income tax and corporate
income tax. The reform will have the objective to simplify each tax and broaden the
base with the aim to reduce rates and improve growth prospects. The reform will
overall be fiscally neutral, and we are committed to identify additional expenditure
rationalization to help fund it.

e Stronger enforcement of tax laws (1’2 percent of GDP through 2014). As discussed
below, in the context of a comprehensive program of revenue administration reform,
we will increase tax audits, boost debt collection, prosecute tax offenders, and use
presumptive tax methods to capture undeclared tax bases. Projected gains are
assumed to largely arise later in the forecast period, recognizing the uncertainty with
respect to their precise timing and amount.

Reforms to state enterprises

e Improvements in the operating performance of state enterprises (0.4 percent of
GDP). A benchmarking exercise to best international practices, by sector, has
provided guidance on areas where companies’ operations can be rationalized and
where tariffs can be increased. Using these benchmarks, companies have been
instructed to update their business plans by end-July 2011 with specific actions to
achieve potential savings.

7. We are committed to front-loaded implementation of the measures in our
medium-term program. Key reforms (Annex I), representing 4.5 percent of GDP of the
required total measures (and 2.4 percent of GDP of the required 2011 adjustment) have been
legislated in an MTFS Implementing Bill as a prior action for the program. A second phase
of implementing acts will be passed by August 15, covering among other things, laws to
effect pension adjustments, adjust the civil service wage grid, and close extrabudgetary funds
(we propose that completion of this second phase be a program structural benchmark). A
separate aspect of front loading concerns the yield of measures across budget years. The
phasing of our fiscal program provides for an extra amount of measures in each year through
2013, as a contingency margin against any technical delays in the implementation of
measures, or shortfalls in their yields.

8. Fiscal adjustment efforts will be supported by institutional reforms. Weak tax
compliance and poor spending control remain challenges that we must overcome to secure
full implementation of our fiscal plans. Correcting tax compliance problems will improve
fairness—by ensuring that all share in the tax burden—and better spending control will
eliminate the need for costly and unintended borrowing (including arrears).
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Improvements in tax compliance will be supported by deep reforms to the revenue
administration. We will need to better organize and focus its efforts, and eliminate
barriers to its effectiveness. We have already made some progress over the last year,
but much remains to be done:

» We have put in place a management structure to design and guide our reform
efforts. In 2010, a steering committee started overseeing the work of 5 task forces
which have designed short-term anti-tax evasion action plans, and identified
barriers to effective administration that need to be removed. This management
structure will now oversee a strategy to overhaul the administration into a more
modern functionally-based organization.

» A key near-term priority is to implement the recently announced anti-tax evasion
action plan. In April, the Ministry of Finance published this operational plan to
guide present and future actions by the revenue administration. It includes
stepped-up risk-based audits of large taxpayers, high wealth and self-employed
individuals, as well as accelerated collection and resolution of tax arrears.
Progress in these areas will be closely monitored under the program via quarterly
quantified performance indicators. Achieving these targets is proposed as a
program structural benchmark for end-December 2011.

» A second key aim is to remove barriers to effective tax administration. In
March, a tax law was passed to this end. The administration will now implement
the key reforms in the law, including reassessing tax auditors’ qualifications and
hiring new auditors by end-September. The government will also make
operational the newly established arbitration agency by end-September and, in
addition, set up an independent fast track administrative dispute resolution
process by end-July to deal rapidly with large dispute cases (i.e. within 90 days).
To support these reforms, the government has also created the possibility for
courts to introduce dedicated chambers for tax cases (to speed up judicial
appeals). These are already operational in some courts and the initiative is
expected to be fully in place by end-September.

> A strategic plan for medium term reforms will be completed by end-July. The
plan will set the priorities and timeline for reform of the tax administration,
including adopting risk management approaches, establishing a large taxpayer
unit, reshaping tax audit, debt collection, and administrative dispute resolution
and introducing taxpayer services. The launch of the plan will be followed by the
establishment of a central directorate general for debt collection by end-July and
the initiation of a large taxpayers unit by end-September, and by the merger and
closure of about 200 local tax offices identified as uneconomic and inefficient
(beginning in July for completion by end-December).

&9



Surmounting problems with arrears will require modernization of public financial
management. We have been working to this end over the last year under a three-
pronged strategy, covering budgeting, spending control, and reporting. We have made
much progress with strengthening budgeting—including a new budget code and
Greece’s first medium-term framework (above)—but considerable challenges remain
in other areas:

» The infrastructure for more effective spending control must be firmly put into
place, in the form of financial accounting officers and commitment registers.
Interim financial accounting officers have already been appointed, and the process
of appointing permanent officers with adequate qualifications will be complete by
August. A circular, to be issued by end-July, will clarify their responsibility to
ensure that spending obligations are incurred within budget and cash releases, and
the sanctions for failing to abide. General directorates for financial services will
be established in all line ministries by September. The implementation of
commitment registers in line ministries and general government entities has been
slow to take hold. To identify and eliminate obstacles now present, the general
accounting office of the ministry of finance will undertake inspections in line
ministries and general government entities with the largest arrears, to ensure the
application of registers. Inspections will be complete by end-July and will cover
entities accounting for 75 percent of arrears. Once initial implementation issues
are overcome, commitment registers will be expanded to cover the investment
budget.

» Fiscal reporting has improved under a vigorous application of sanctions, but
comprehensiveness, timeliness and accuracy can yet be improved. We have
increased the coverage of fiscal and arrears data to, on average, 98 percent of
general government spending. To improve the quality of arrears reporting, the
government has set up inter-ministerial committees to coordinate arrears data
collection in the most critical areas (e.g. health and social protection). We now
aim to improve the quality of data reporting and reduce the discrepancy between
fiscal and financial data. We have published consistent arrears and consolidated
general government fiscal reports through end-April (excluding small general
government entities) expect to meet the end-June structural benchmark upon
publication of May results.

» Management of the reform initiative will be strengthened to help improve
implementation. Coordination committees will be established for budget
preparation, fiscal reporting and the implementation of commitment registers.
These committees will have performance targets (e.g. publish the MTFS, reduce
discrepancy in fiscal reports below a certain level, complete the roll out of
commitment registers, reduce arrears), will be overseen by a central coordinator,
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and will regularly prepare reports on progress towards these targets for the
Minister of Finance, commencing in July.

Financial sector policies

0. The government and the Bank of Greece will continue to take all necessary steps
to safeguard financial stability. Greece’s sovereign financing crisis has put the financial
system under stress. Liquidity has been pressured by deposit outflows, and capital has been
affected by the impact of the recession on loan quality. Wholesale market access has been all
but eliminated. Systemic problems have been avoided, with the ECB providing exceptional
liquidity support through its monetary policy operations and some banks being able to raise
capital from private sources. However, with the ongoing impact of the recession on deposits,
and the delayed return of the sovereign to bond markets, challenges have accumulated. Our
strategy to help the system involves ensuring sufficient system liquidity, requiring banks to
strengthen capital buffers, restructuring or resolving banks facing particular challenges, and
enhancing the regulatory framework to facilitate appropriate capital support, resolution
procedures, and supervision.

10. The government and the Bank of Greece are committed to preserve sufficient
system liquidity. Parliament has passed the legislation for a €30 billion expansion of the
government program of guarantees for uncovered bank bonds. Moreover, in May, legislation
was passed permitting the Ministry of Finance to guarantee the Bank of Greece’s financial
exposure stemming from support provided to credit institutions. Over the medium term,
banks will need to reduce their reliance on Eurosystem refinancing operations and state
guarantees, at a pace consistent with the program’s macroeconomic, fiscal, and financial
framework. To this end they have been asked to set up and maintain medium-term funding
plans. The Bank of Greece will regularly provide guidance to banks on such matters as
assumptions pertaining to deposit growth (which should be in line with the projected
recovery), and the projected pace of re-access to wholesale markets (in line with the
government’s projected return to market access).

11. Banks will be required to maintain an adequate capital buffer. This will help
them manage increasing balance sheet risks, and over time should facilitate earlier access to
wholesale funding markets. To ensure that banks have an adequate capital base, several steps
will be taken:

o Banks will be required to maintain minimum Core Tier 1 capital of 10 percent from
the beginning of 2012. The Core Tier 1 capital requirements will exclude hybrid
capital, but include preference shares issued by banks and subscribed by the Greek
government at the outset of global financial crisis in 2008-09. The Bank of Greece
will also require additional capital buffers against potential further deterioration of the
operational environment, based on each bank’s specific risk profile and the European
stress test results.
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As part of the Pillar II exercise to increase capital buffers, a single reputable and
qualified international advisory firm (paid for by banks) will be commissioned by the
Bank of Greece to perform a diagnostic of banks’ loan portfolios. The Bank of
Greece, in consultation with the EC/ECB/IMF, will agree on the terms of reference
for the diagnostic. This exercise is to be completed by end-2011 and will be carried
out in coordination with the EC/ECB/IMF. Banks will be required to present plans to
the Bank of Greece by end-January 2012 on how they intend to reach the new capital
requirements through market solutions. The Bank of Greece will require banks to
meet higher capital buffers, taking into account the outcome of the diagnostic
exercise, no later than end-September 2012. Banks will be required to exhaust all
efforts to meet new capital requirements within this timeframe. In the interim, banks
not meeting the capital requirements will be subject to intensive supervision.

The Greek authorities will continue to encourage banks to step up their exploration of
strategic alliances with domestic and foreign partners to strengthen capital and
address their structural funding issues. State representatives on the Boards of banks
which receive government support will not use their veto right to block measures
favorable to financial stability, such as a cross-border alliance.

We will continue to strengthen our framework for supporting bank

restructuring and resolution:

We will revise the FSF operating framework and the bank resolution framework
to make them more effective. Legislation to this effect will be submitted to
parliament by mid-August, and we propose that the passage of the legislation be a
new program structural benchmark for September 15, 2011:

» The Financial Stability Fund (FSF) operational framework. The FSF is
available as a capital backstop for viable banks, to safeguard macrofinancial
stability. The State commits not to request FSF resources to recapitalize state-
owned banks, but will instead exercise its full responsibilities as the main
shareholder. Concerning private banks, we will amend the FSF law in line with
EU State aid rules and other necessary laws to require existing shareholders of
listed and non-listed banks to absorb the full loss coming out of the forward-
looking Pillar II assessments prior to any recapitalization by the FSF. In order to
avoid that private shareholders are effectively subsidized by the public sector, and
to enhance the prospect for private capital injection, the FSF will also require that,
before banks and their shareholders can receive any funds, they must demonstrate
that they have tried everything to achieve the necessary capital increase via
private sources. Thus listed firms should demonstrate that they offered new
shares (right issues) at prices substantially below the average market price
prevailing after the announcement of bank capital needs. If banks are nevertheless
not able to raise capital from the private sector, the FSF may decide to offer a
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capital injection at prices substantially below the average market price prevailing
after the announcement of bank capital needs, subject to conditions to minimize
downside risks and thus the burden on taxpayers. The FSF will dispose of any
acquired bank holdings within 24 months of the recapitalization, and to this end
take measures to facilitate a merger or takeover or transfer of activities to another
financial organization.

» The resolution framework. In the context of ongoing initiatives at the EU level,
we will strengthen the resolution framework for problem banks and to allow
timely and effective intervention and resolution consistent with EU Treaty rules
and international sound practices. In this context, we have been preparing to
introduce a broad set of tools to ensure that a resolution regime for financial
institutions is put into place to safeguard financial stability and ensure effective
depositor protection.

FSF funding. The Bank of Greece will, on a quarterly basis, continue to undertake
forward looking assessments of bank profitability in the context of its regular Pillar II
reviews. This will allow it to project more precisely the potential use of FSF funding
in consultation with the EC/ECB/IMF, in the context of program reviews. The next
such assessment will be completed by end-September. At this point an assessment
will also be made, in consultation with the EC/ECB/IMF, of any impact of the revised
program financing strategy (paragraph 29, below) on banks’ balance sheets. If
necessary, the government will establish a revised total level for FSF capital, and an
amended schedule for transfers into the dedicated government account used to fund
the FSF. Transfers from this account to the FSF will be made as required.

Supervisory capacity and inter-agency coordination. The Bank of Greece needs to
strengthen its supervisory capacity to deal with growing responsibilities. However,
there have been long delays in the recruitment of appropriately qualified staff through
ASEP. Thus, the Bank of Greece will transfer staff with prerequisite specialist skills
(banking, financial analysis, accounting, data management and IT) into the bank
supervision department by end-July. The Bank of Greece will also consider
requesting long-term technical assistance to be resourced from other European
supervisory authorities by this date. By end-July, the FSF will address its staffing
shortfall. Finally, by end-July the Bank of Greece and FSF will complete a
memorandum of understanding to further strengthen their cooperation, including
sharing of appropriate supervisory information.

We will take action to address banks that have a capital base that falls short of

regulatory requirements at present. The Bank of Greece will require capital shortages to
be addressed by end-September, or take other appropriate actions to deal with the situation.
Until capital shortages have been resolved, the Bank of Greece will closely monitor affected
banks and continuously enforce appropriate remedial measures.
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14. Plans to restructure two state banks have been approved, and a schedule has
been set for their implementation. All state banks have been included in the government’s
strengthened privatization program.

o At the beginning of April, ATE Bank announced plans for a share capital increase of
€1,260 billion through a rights issue. The Commission approved the restructuring
plan of ATE Bank on May 23, 2011. By 2013, the plan foresees (i) a reduction in
balance sheet size by 25.7 percent (from the end-2009 level), (ii) a cost reduction by
25 percent, (iii) the sale of non-core subsidiaries and banking participations, and (iv)
the run-off of certain portfolios. Moreover, ATE Bank remains committed to the asset
quality reinforcement policy, by maintaining a coverage ratio above 50 percent
throughout the duration of the restructuring plan.

o At the beginning of May 2011, the government adopted a law on the unbundling of
the HCLF. The law stipulates the carve-out of the commercial activities into a
separate entity. An implementing decree will establish that the remaining activities in
the fund will not be in competition with commercial activities, and specify a detailed
timetable for the steps necessary to fully dispose of commercial activities during the
next 12 months.

15.  Work to strengthen the insurance sector is underway. The Bank of Greece has
developed a supervisory watch list for weak insurance companies, and will complete
comprehensive on-site inspections by end-June. Several weak insurance entities have been
closed, and capital raising initiatives are underway for other entities in the sector. The Bank
of Greece is participating in the European Insurance and Occupational Pensions Authority’s
second Europe-wide stress testing exercise for the insurance sector. Results are anticipated
by end-July, and the Bank of Greece will use its supervisory powers to deal with firms which
do not pass the stress test. This would include requiring them to increase capital or take
structural measures to address the situation within a specific timeframe.

Privatization

16. The government is committed to transferring assets to more productive uses,
and to use the proceeds to reduce Greece’s debt. Transferring assets in key sectors of the
economy (such as ports, airports, energy and real estate) to more productive use through
privatization and concessions should help encourage higher investment and thereby support a
swifter economic recovery. It will also help to deleverage Greece’s balance sheet, which can
contribute to stronger market sentiment over time, and help Greece return to bond markets.

17. The government has prepared a privatization and real estate development
strategy. It has been approved by parliament, in the context of the medium-term fiscal
strategy, as a prior action for the program. It aims at proceeds of €5 billion by end-2011,
€15 billion by end-2012, and €50 billion by end-2015. The strategy includes (Annex II):
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A detailed inventory of targeted assets. The targeted assets include: shareholdings
in listed and non-listed state companies and banks; and shareholdings in public
infrastructure (e.g. airports, highways, and digital dividends). Public control will be
limited only to cases of critical network infrastructure and will be implemented in the
context of minority shareholdings (consistent with Annex II). The targeted assets also
include commercial real estate and publicly held land (with location and zoning
specified). The inventory of assets targeted under the plan has an estimated value in
excess of €50 billion (i.e. valuing listed companies at their market price, unlisted
companies by reference to discounted projected cash flows, and real estate by
reference to market comparators and other internationally accepted methods of
valuation).

A timeline for divesting each asset. The strategy provides for a quarterly schedule of
transactions through 2013, and an annual schedule for 2014 and 2015. For 2011, the
government has initiated the sale procedure and will sell 10 percent of the shares it
holds in the national telephone company (OTE) by end-June 2011. During the third
and fourth quarters of 2011, the government will sell holdings in Hellenic Postbank,
Piraeus and Thessaloniki Port, Thessaloniki Water, the Public Gas Corporation,
Trainose, Larco, Casino Mont Parnes, ETA, as well as other assets listed in Annex II.
Sales of listed companies, non-listed company holdings, public infrastructure
concession SPVs, are targeted for completion by end-2012. Proceeds from the
development of real estate would commence in Q4 2011, and continue through 2015.
We propose a new program quantitative performance criterion on cumulative
privatization proceeds to support monitoring of progress against our timeline. If
necessary we will adjust the scheduling of transactions to ensure achievement of the
cumulative proceeds target.

An action plan to prepare assets for privatization. This covers:

» Intermediate steps to be taken before shareholdings can be sold. The key steps
during the remainder of 2011 and 2012 include: (i) the unbundling of Athens
water by Q2 2012; (ii) the unbundling of PPC by Q3 2011; (ii1) the unbundling of
the public gas company (DEPA) by Q3 2011; (iv) the extension of the concession
for the Athens International Airport by end-Q3 2011; (v) the extension of the
concession for the OPAP gaming company and granting of new concessions to it
by end-Q3 2011; (vi) incorporation of regional airports by Q2 2012; and (vii)
concerning the privatization of ATE, enacting legislation to establish