


Figure 8a. Credit Concentration by Region (share of total), 1980 - 2014 1/
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Figure 8b. Credit Concentration by Region (SDR billions), 1980 - 2014 1/
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III. ASSESSMENT

The proposed Extended Arrangement for Greece is intended to support the

authorities’ very ambitious and challenging program of macroeconomic adjustment
and comprehensive structural reform. If the program is successful, despite the many
downside risks, Greece is expected to be able to resume economic growth, address its
external imbalances, and put debt onto a sustainable path. Moreover, with the sustained
support of European partners—conditional on adherence to the program—in amounts
adequate to backstop repayments and to help restore access to private markets, Greece would
be expected to be able to meet its obligations to the Fund on a timely basis.

14.

There are, however, substantial risks to the program, which, if they materialize,

could adversely affect Greece’s capacity to repay the Fund. As highlighted in the staff
report and in the debt sustainability analysis, the debt trajectory is extremely sensitive to
program delays and slippages, with the attendant risks that Greece’s debt sustainability could
again come into question. With no room for maneuver on account of the extremely limited
capacity to absorb slippages or adverse shocks, and the narrow range of available policy
instruments, the success of the program will depend critically on building and sustaining
momentum across of a wide range of policies that will stretch the social fabric and tax
political support for the program. This will require a decisive break with the record of
program implementation under the SBA, and a continuation of vigorous program
implementation following the forthcoming elections, and the likely change of government.

15.

The success of the program will depend critically on a number of key factors,

most notably:

The successful implementation of measures to promote internal devaluation and to
improve the competitiveness and flexibility of the Greek economy. These are
essential to pave the way toward a resumption of economic growth. As noted above,
examples of successful large internal devaluations under hard currency pegs are rare,
even under more favorable circumstances. Greece’s starting situation is extremely
challenging, and political resolve and bold front-loaded reform implementation are
absolutely critical for internal devaluation to work.

Strong measures to address Greece’s weak revenue administration and public
financial management system in order to complete the fiscal adjustment on a scale
required to achieve primary surpluses of 4’2 percent of GDP by 2014. This large and
sustained adjustment will require deep cuts in the size of government, and more
importantly, a targeted reduction in social transfers that must be implemented in the
face of strong social and political resistance.

The performance of the real economy, and in particular, the assumption that the
response of the economy to the improvements in competitiveness and labor market
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and other reforms will be sufficient to allow Greece to resume economic growth in
2014, notwithstanding on-going fiscal consolidation and financial system
deleveraging. Some combination of a larger than programmed fiscal multiplier, the
deflator falling more than expected as competitiveness is corrected, or a slower-than-
projected response of the economy to the supply side measures, would jeopardize the
prospect of achieving debt sustainability.

The effective restructuring of the banking system, while keeping core elements solvent
and liquid, will be key in maintaining what remains of depositor confidence and, in time,
help support economic activity. In this context, continued Eurosystem support will be
essential.

The need to persevere with an ambitious privatization program that aims to make an
important contribution to reducing Greece’s debt and debt service burden, and
improvements in economic efficiency that will strengthen the tax and employment
base, and thereby help reduce the burden of fiscal adjustment. Such privatization
program, with targets similar to past programs of a number of transition economies
and other emerging markets, is essential to bringing the debt down to a more
manageable position.

Long-term financing from Greece’s European partners on appropriate terms will be
needed to help the authorities succeed in addressing Greece’s deep structural
problems, and to provide a backstop to Greece’s gradual return to market access. This
support, which is a key aspect of program design, will build on the substantial debt
relief expected to be provided by private creditors.

If policies in these areas are not successful, Greece’s adjustment would be

undermined, with the likelihood that the debt trajectory would become unsustainable.
In such circumstances, Greece might be forced into a debt moratorium, which could lead to a
disorderly exit from the euro zone in the absence of arrangements to backstop bank liquidity.
The new currency would likely overshoot (at least in the medium term), and economic
dislocations stemming from balance-sheet effects and legal uncertainties would likely lead to
a sharp compression in real activity. Under those conditions, Greece’s exposure to the Fund
in terms of GDP would increase substantially. Such events would further undermine
Greece’s capacity to repay the Fund. In any event, if the program goes off track, Greece’s
capacity to meet its obligations to the Fund would hinge critically on the willingness of
European partners to continue to backstop Greece’s payments capacity and the Eurosystem’s
capacity to backstop bank liquidity while further efforts are put in place to stabilize the Greek
economy. These are major risks to the Fund in view of Greece’s record of program
implementation and the upcoming political transition, although the completion of the prior
actions for the proposed program, the assurance letters provided by the two main political parties,
and the broad parliamentary endorsement of the policies contained in the MEFP provide
important signals of policy continuity during the program period.



Table A1. Greece—Capacity to Repay Indicators based on Projected SDR rates 1/

Mar-12 2012 2013 2014 2015 2016 2017 2018 2019 2020
Exposure and Repayments (In SDR millions)
GRA credit to Greece 2/ 18,940.9 23,138.3 27,2631 26,581.8 24,879.2 23,5521 22,386.1 20,2874 17,256.0 13,4084
(In percent of quota) 1,719.1 2,100.1 2,474.4 2,412.6 2,258.1 2,137.6 2,031.8 1,841.3 1,566.2 1,217.0
Charges due on GRA credit 3/ - 453.3 888.3 1,161.2 1,198.1 1,246.8 1,281.8 1,234.0 1,088.9 887.4
Debt service due on GRA credit 4/ - 453.3 2,360.1 7,439.0 8,497.2 3,973.1 2,447.8 3,332.7 4,120.3 4,735.0
Debt and Debt Service Ratios 5/
In percent of GDP
Total external debt 192.2 193.5 199.7 200.5 193.0 184.3 174.2 163.4 152.8 141.1
External debt, public 139.6 147.9 146.9 139.4 129.7 120.8 110.9 104.4 98.3 91.7
Total public debt 165.3 159.7 164.0 160.7 153.0 145.2 137.4 130.3 123.3 116.5
GRA credit to Greece 10.0 134 15.8 15.1 13.5 12.3 11.2 9.8 7.9 5.9
Total external debt service 6/ 225 24.2 15.1 19.5 14.9 10.2 10.6 9.0 10.7 10.7
Public external debt service 6/ 16.5 19.1 11.3 17.4 12.9 9.1 9.1 7.8 9.3 9.4
Debt service due on GRA credit - 0.3 1.4 4.2 4.6 2.1 1.2 1.6 1.9 2.1
In percent of General Government Revenues
Public external debt service 6/ 40.2 45.2 26.7 41.4 32.2 22.7 22.8 194 23.2 23.4
Debt service due on GRA credit - 0.6 3.2 10.0 11.5 5.2 31 4.0 4.7 5.2
Debt service due on EU credit 7/ 1.6 6.4 7.2 8.6 9.2 9.2 9.0 8.9 1.4
In percent of Exports of Goods and Services
Total external debt service 6/ 99.2 97.3 58.2 72.6 53.8 35.7 35.7 29.6 34.1 33.6
Public external debt service 6/ 72.6 76.8 43.5 64.9 46.5 31.7 30.9 255 29.7 295
Debt service due on GRA credit - 11 53 15.7 16.7 7.3 41 5.3 6.1 6.6
In percent of Total Public External Debt
GRA credit to Greece 7.2 9.0 10.8 10.8 10.4 10.2 10.1 9.3 8.1 6.5
In percent of Total Public External Debt Service
Debt service due on GRA credit - 1.4 12.1 24.2 35.9 229 134 20.6 20.4 22.3
Other Indicators
REER (2005 = 100) 8/ 106.1 103.2 100.5 98.2 96.6 95.4 94.5 93.8 93.3 92.7

Sources: Greek authorities, Finance Department, World Economic Outlook, and IMF staff estimates.

1/ Assumes full drawings.

2/ Repurchases are assumed to be made as scheduled.

3/ Includes GRA basic rate of charge, surcharges and service fees.

4/ Includes charges due on GRA credit and payments on principal.

5/ Staff projections for external debt, GDP, gross international reserves, and exports of goods and services, as used in the staff report that
requests the proposed SBA. For Mar 2012, the figures use stock values as of end-December 2011.

6/ Interest on and amortization of medium and long-term debt.

7/ EU maturities are 30 years so service figures show only interest through 2020.

8/ IFS. Based on 2010 index rebased for euro area average and consistent with projected changes in the program from 2011 onwards.
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2.0 INTERNATIONAL MONETARY FUND RELATIONS

Press Release No. 12/85 International Monetary Fund
FOR IMMEDIATE RELEASE Washington, D.C. 20431 USA
March 15,2012

IMF Executive Board Approves €28 Billion Arrangement Under Extended Fund
Facility for Greece

The Executive Board of the International Monetary Fund (IMF) today approved a four-year
SDR 23.8 billion (about €28 billion, or US$36.7 billion) arrangement under the Extended
Fund Facility (EFF) for Greece in support of the authorities’ economic adjustment program.
The approval allows for an immediate disbursement of SDR 1.4 billion (about €1.65 billion,
or US$2.2 billion). The EFF arrangement entails exceptional access to IMF resources,
amounting to 2,159 percent of Greece’s quota.

The Executive Board also took note of Greece’s cancellation of the three-year Stand-By
Arrangement (SBA) for Greece which had been approved in May 2010 (see Press Release
No. 10/187 (see Press Release No. 10/187).

Official sector support for the second Greek program entails €130 billion (about US$170
billion) in new financing, in addition to the remainder of the financing support for the first
program of €34 billion (about US$44 billion). The IMF contribution of €28 billion will be
disbursed in equal tranches over a four-year period. It represents about three-elevenths of the
total, excluding payments related to the private sector involvement (PSI) and repayments of
bonds held by the European Central Bank. This will keep the Fund’s peak-exposure broadly
unchanged relative to the SBA.

Following the Executive Board’s discussion, IMF Managing Director and Chair Christine
Lagarde said in a statement:

“Greece has made tremendous efforts to implement wide-ranging painful measures over the
past two years, in the midst of a deep economic recession and a difficult social environment.
The fiscal deficit has been reduced markedly and competitiveness has gradually improved.
However, the challenges confronting Greece remain significant, with a large competitiveness
gap, a high level of public debt, and an undercapitalized banking system.

“The new Fund-supported program will enable Greece to address these challenges while
remaining in the Eurozone. The program focuses on restoring competitiveness and growth,

Washington, D.C. 20431 e Telephone 202-623-7100 o Fax 202-623-6772 « www.imf.org



fiscal sustainability, and financial stability. The authorities are fully committed to these
ambitious objectives and stand ready to take any additional measures as may be necessary.
The successful debt exchange operation, debt relief and long-term support from Greece’s
European partners, and the commitment of the major Greek political parties to program
objectives and policies provide important assurances for the new program.

“Greece’s priority is to undertake competitiveness-enhancing structural reforms. The
government’s bold labor market measures will play a crucial role in this regard,
complemented by measures to liberalize professions and product markets, improve the
business environment, and privatize state-owned assets.

“Significant further fiscal adjustment is necessary to put debt on a sustainable downward
trajectory. Reaching a primary surplus of 4'% percent of GDP by 2014 will require politically
difficult cuts in government spending, as well as decisive measures to address tax evasion. It
is important that the adjustment be both fair and sustainable, through strengthening the core
social safety net and tax collection efforts.

“Securing financial sector stability and depositor confidence is also a priority. The program
secures liquidity support for Greek banks, and provides funds for their recapitalization,
alongside incentives to preserve private ownership. The resolution framework and the
governance of oversight agencies have been strengthened to ensure appropriate use of public
funds and safeguard against conflicts of interest.

“Risks to the program remain exceptionally high, and there is no room for slippages. Full and
timely implementation of the planned adjustment—alongside broad-based public support and
support from Greece’s European partners—will be critical to success. The euro area leaders
have reiterated their commitment to provide adequate support to Greece during the life of the
program and beyond until it has regained market access, provided that Greece fully complies
with the requirements and objectives of the adjustment program.”



ANNEX
Recent Economic Developments

Since 2009, Greece has been unwinding fiscal and external imbalances, but through deep
recession. Real GDP has declined by more than 13 percent since 2009. Private investment
led the downturn in 2009, while public retrenchment started only in 2010. With falling
incomes and employment, private consumption took over as the main driver of the recession
in 2011.

Competitiveness gains are not yet evident on an economy-wide basis, and the current account
deficit has remained close to 10 percent of GDP. Productivity growth turned positive only at
the end of 2011 as labor market adjustment gathered speed. However, this has come at the
cost of rapidly rising unemployment. The slow adjustment despite deep recession owes much
to wage and price rigidities in labor and product markets and a small tradables sector.

The fiscal deficit has improved considerably by about 6 % percentage points of GDP between
2009 and 2011 despite the steep recession. Still, the primary deficit achieved in 2011 of 2 Y4
percent of GDP remains well below the long-run debt stabilizing level of a 1 /2 percent of
GDP primary surplus. The recession and losses from government debt exposures have taken
a deep toll on the banking system, leaving banks undercapitalized and necessitating a higher
level of public support.

Program Summary

The Greek authorities’ economic program aims, over time, at restoring competitiveness and
growth, attaining fiscal sustainability and financial stability. While building on progress
made under the SBA, the authorities recalibrated their program strategy to place additional
emphasis on the implementation of structural reforms to accelerate economic growth and
employment.

Strengthening competitiveness: The program aims to make the labor market more dynamic
to improve competitiveness, strengthen growth and reduce unemployment. Enhanced
measures to reduce rigidities in the product and service markets will be implemented to
increase competition and decrease prices. Through ambitious privatization and steep
reductions in bureaucratic barriers to investment, the government aims to restore investment
and growth.

Improving the fiscal position: The program provides room for structural reform impacts in
2012, targeting a primary deficit of 1 percent of GDP. The bulk of fiscal adjustment,
however, will take place in 2013-14 to bring the primary balance to the new target of 4%
percent of GDP. To improve the fiscal position, the government will focus on improving tax
collection, but even with an ambitious effort in this area some 5% percent of GDP in
additional spending cuts will be needed. These will focus on reducing the size of government



and more efficiently targeting social transfers. The core safety net will be strengthened to
protect the most vulnerable in society.

Restoring financial sector stability: Significant resources will be set channeled to help
banks cope with the impact of the recession and the restructuring of government debt.
Government support will be structured so as to provide incentives to maintain private
ownership where feasible. The framework for bank resolution and recapitalization and for
financial sector oversight will also be strengthened, to ensure effective stewardship of bank
recapitalization funds, and effective oversight of the system.

Reducing debt levels: A combination of private and official sector involvement is expected
to deliver enough debt relief to place debt on a trajectory to fall below 120 percent of GDP
by 2020 under the program baseline.

Growth Expectations

Growth in 2012 is expected to be in the range of -4% to -5 percent, given the dominant
influence of fiscal adjustment and labor market reforms. The recovery is expected to begin,
quarter-over-quarter, in 2013, and benefit from moderate cyclical developments in 2014-
2016.

Additional Background

Greece, which became a member of the IMF on December 27, 1945, has an IMF quota of
SDR 1.1 billion (about €1.3 billion, or US$1.7 billion).

For additional background on the IMF and Greece, see:

http://www.imf.org/external/country/GRC/index.htm




Greece: Selected Economic Indicators

2010 2011 2012 2013 2014 2015 2016 2020
Projections
Domestic economy (Percentage change, unless otherwise indicated)
Real GDP -3.5 -6.9 -4.8 0.0 25 3.1 3.0 22
Output gap (percent of pot. output) 29 -2.4 -6.7 -6.7 -4.7 -2.6 -0.9 0.0
Total domestic demand -6.0 -8.9 -6.7 -1.4 1.3 1.9 1.9 1.3
Private consumption -3.6 -7.2 -5.7 -11 0.9 0.5 0.4 0.2
Public consumption -7.1 95 -11.0 -9.5 -4.7 1.0 1.0 0.1
Gross fixed capital formation -145 -17.0 -6.6 5.8 8.5 8.5 8.0 5.0
Change in stocks (contribution) 0.1 0.3 0.0 0.0 0.0 0.0 0.0 0.0
Foreign balance (contribution) 3.3 3.0 25 1.5 1.2 1.2 1.1 1.0
Exports of goods and services 4.2 3.0 3.2 55 7.0 7.5 6.9 5.0
Imports of goods and services -7.2 -7.0 -5.1 0.0 24 3.2 3.1 2.3
Unemployment rate (percent) 1/ 12.5 17.3 19.4 19.4 18.2 16.8 15.6 11.7
Employment -2.7 -6.6 -4.8 -0.3 15 1.8 14 1.0
Unit labor costs -0.4 -2.8 -8.6 -1.6 -1.9 -0.7 1.7 0.3
Consumer prices (HICP), end of period 51 2.2 0.8 0.0 0.6 1.1 1.2 1.9
Consumer prices (HICP), period average 4.7 3.1 -0.5 -0.3 0.2 1.0 1.1 2.0
GDP deflator 1.7 1.6 -0.7 -0.5 -0.1 0.8 1.0 1.9
Monetary survey
Credit to the private sector (percent change) -0.2 -3.2 -4.0 -2.2 3.1 3.5 4.0 45
Private sector deposits (percent change) -121 -16.5 -10.5 -2.7 4.4 8.5 8.8 5.3
Liabilities to the BoG (in billions of Euro) 97.8 76.9 41.4 41.4 38.9 35.5 27.4 17.8
Balance of payments (Percent of GDP)
Current account -10.1 -9.8 -7.5 -6.7 -54 -3.3 -2.4 1.2
Trade balance -6.6 -5.8 -4.2 -3.0 -1.7 -0.4 0.8 5.0
Export of goods and services 20.0 227 24.8 25.9 26.8 27.7 28.6 31.8
Export of goods 7.5 9.4 10.5 11.0 11.4 11.7 12.0 13.1
Exports of services 12.5 13.3 14.3 14.9 15.5 16.0 16.6 18.8
Imports of goods and services 26.7 28.5 29.1 28.9 28.6 28.1 27.8 26.9
Imports of goods 20.0 22.0 22.6 22.4 21.9 214 211 201
Imports of services 6.7 6.5 6.5 6.6 6.6 6.7 6.7 6.8
Total transfers 0.1 0.3 0.3 0.3 0.3 0.2 0.2 -0.3
Net income receipts -3.6 -4.2 -3.6 -4.0 -4.0 -3.2 -3.5 -3.5
Net international investment position -99 -113 -125 -131 -134 -130 -126 -102
Gross external debt 179 192 193 200 200 193 184 141
Private sector capital flows (net) -19 -19 -41 1 1 2 2 0
Public finances (general government, percent of GDP)
Total revenues 395 41.0 42.2 42.2 421 401 401 401
Total expenditures 50.1 50.3 49.5 46.8 442 417 42.0 41.3
Primary expenditures 44.6 43.4 43.2 40.4 37.6 35.6 35.6 35.8
Overall balance -10.6 -9.3 -7.3 -4.6 -2.1 -1.6 -1.9 -1.2
Primary balance -5.0 -2.4 -1.0 1.8 4.5 4.5 4.5 4.3
Gross financing needs (pct of GDP) 24 29 73 23 21 17 11 9
Memo: GFN (in billions of Euro) 54 63 149 47 43 36 25 24
Memo: Deposit accumulation (in billions of Euro) 2.0 7.4 0.6 -2.9 0.2 0.2 0.2
New private sector borrowing (MLT, billions of Euro) 0.0 0.0 0.0 0.0 0.0 0.3 25
Privatization receipts (percent of GDP) 0.0 0.5 1.6 21 21 26 26 21
Gross debt (in percent of GDP) 145 165 163 167 161 153 145 117

Sources: National Statistical Service; Ministry of Economy and Finance; Bank of Greece; and IMF staff projections.

1/ Based on Labor Force Survey.



Statement by Thanos Catsambas, Alternate Executive Director for Greece
March 15, 2012

Greece is at a historic crossroads. The crisis is economic and social, but the coalition government headed
by Prof. Lucas Papademos, a former governor of the Bank of Greece and former Vice President of the
ECB, has managed to stabilize the political landscape and to secure the support of the two largest
political parties, the Socialist party headed by Mr. Papandreou (PASOK), and the Conservative party
headed by Mr. Samaras (New Democracy). Even if elections are held in the near future (the exact date is
still uncertain), Mr. Papandreou and Mr. Samaras have provided assurances that whoever succeeds Mr.
Papademos will continue the policies agreed under the Fund-supported economic program.

I. EcoNoMIC DEVELOPMENTS UNDER THE CURRENT SBA

Since 2009 Greece has experienced a painful recession, with a cumulative decline in GDP of 13.7
percent. As the country enters 2012, GDP is projected to decline further by 4.8%, while the
unemployment rate reached 21.0 percent in January. At the same time, CPI inflation, which has risen
from 1.2 percent in 2009 to 4.7 percent in 2010, declined to 3.1 percent in 2011.

These macroeconomic outcomes are the result of the wide-ranging economic adjustment program that
began in May 2010. The set of measures, unprecedented in Greece’s modern history, encompassed
fiscal policy, financial sector policies, and a vast array of structural reforms, all aimed at achieving
fiscal sustainability, mitigating the financial sector liquidity and solvency issues, and improving
competitiveness.

A. Fiscal Policy Measures

The fiscal measures in support of this extraordinary adjustment comprised both tax and expenditure
policies. On the revenue side, the three VAT rates were increased, while a number of goods and
services were reclassified to higher rates; excise taxes on fuel, cigarettes and alcohol were raised by
33%; special levies were imposed on profitable firms, high income individuals, and holders of high-
value real estate; and a solidarity tax on annual declared incomes higher than €12,000 was introduced
with graduated tax rates ranging from 1% to 5%.

On the expenditure side, nominal general government wages were reduced by 30 percent, and the
number of employees was reduced by 10 percent or about 85,000; the number of state-owned enterprise
employees was also cut by 18 percent, while total personnel spending in the SoE sector was reduced by
29 percent. Public sector pensions were trimmed by 15.7 percent on average.

B. Fiscal Outcomes
As the table below indicates, the measures noted earlier led to a substantial reduction of the budget

deficit. According to the latest Eurostat and IMF/EC/ECB data, the general budget deficit in 2011
declined by 6.4 percentage points compared with 2009. The adjustment is even more impressive if it is



measured according to the primary budget deficit, which fell from 10.4% of GDP in 2009 to 2.4% in
2011, or by 8.0 percentage points.

Greece: General Governm ent Deficit & General Governm ent
Primary Deficht (%GDP)
2008 2009 2010 2011
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Source: Eurogtat & IMEEC/ECE estimates as of Jatnay 2012

C. Financial Sector Policies

The authorities have been adjusting policies to track the evolving situation in the banking system. The
Hellenic Financial Stability Fund was established at the outset of the SBA as a capital backstop for
viable banks. As the banking sector situation deteriorated, the authorities strengthened the resolution
framework and made plans to set aside considerable funds for bank recapitalization. In addition, to
assess loan quality, BlackRock, an independent advisory firm, conducted a diagnostic exercise in 2011
to help the Bank of Greece determine the weaknesses of individual banks.

D. Structural Reforms

To enhance competitiveness the Greek government also initiated an unparalleled array of structural
reforms. Those included measures in the labor market, the pension system, the restricted-entry
occupations, and in local administration.

In the labor market, part-time working arrangements with flexible hiring policies and duration of
employment were introduced; sub-minimum wages for first-time labor market entrants to facilitate
youth employment, and a 20 percent cut in overtime premia were established; and the probation period
for new employees was extended to 12 months and permissible layoffs were raised from 2% to 5% per
month of the active labor force. Furthermore, the eligibility criteria for unemployment benefits were
streamlined and at the same time firms were allowed to opt out from sectoral-level agreements, in order
to improve flexibility in their wage structures.



The pension reforms have been the cornerstone and the main achievement of the current SBA
arrangement. The old pension system, characterized by several segmented funds with diverse benefits,
was consolidated in a unified new system for all current and future employees; the effective retirement
age was increased substantially to 65 years and linked to life expectancy; the minimum contributory
period for retirement on a full benefit rose to 40 years, while pension benefits were tightly linked to life-
time contributions; retirement penalties were increased for early pensioners and voluntary exit plans
abolished; and disability criteria and respective rules were revised and streamlined.

Bold reforms to open up restricted-entry professions have been enacted: 108 professions were
liberalized by a single law in 2011, including the long-haul road transport sector, for which no new
licenses had been issued since 1971; fees for public notaries were reduced by 30 percent; and the list of
hardship and hazardous occupations was revised.

Finally, reforms in local administration led to a reduction of municipalities from 1,034 to 325, of local
authority entities from 6,000 to 1,160, of local elected officials from 30,795 to 16,657, and in the
replacement of 53 prefectures with 17 broader regions.

E. Macroeconomic OQutcomes

Under the SBA-supported program, fiscal retrenchment and broad structural reforms were the main tools
for Greece to improve its competitiveness and gradually eliminate the external sector imbalances. On
both grounds, the Greek economy has taken strides in achieving these objectives. As the table below
indicates, within two years (2010-11), Greece managed to regain over 50 percent of the competitiveness
lost between 2000 and 2009. From 2009 to 2011, the Real Effective Exchange Rate (vis-a-vis its 26 EU
trade partners), as measured by Unit Labor Costs, fell from 114.9 to 107.4 index points.

Greece: Real Effective Exchange Rate (vs rest EU27)
based on Unit Labour Costs (2000=100)
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In parallel, as the table below demonstrates, the current account deficit fell from 14.9 percent of GDP in
2008 to 9.8 percent of GDP in 2011. The deficit reduction is even more significant if we exclude the oil
trade balance and the general government interest payments: in this case the deficit in 2011 was around
0 percent of GDP, down from 6 percent in 2008.



Greece: Current dccount Deficit (% of GDP)
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F. Implementation Issues

Despite the far-reaching reforms in all areas of economic policy, the outcomes in some areas have been
mixed. In particular, while the pension reform was successfully implemented in a timely manner,
reforms in the labor market lagged behind. This outcome has been the result of two main weaknesses:
first, a delayed implementation of measures that were formally approved either by parliament or through
ministerial decisions; and, second, an incomplete or unsatisfactory process of implementation, which has
reflected limited administrative capacity and lack of specialized knowledge in certain areas.

II. NEwW ECcONOMIC PROGRAM, POLICIES, RISKS AND EXPECTATIONS

The new program, to be supported by an extended arrangement, has three main objectives. First, to
continue fiscal consolidation and thus attain debt sustainability, but by switching the policy emphasis
from tax increases to further expenditure retrenchment, while intensifying the efforts to improve revenue
administration. Second, to push forward with deep and broad structural reforms, which would enhance
aggregate supply by reducing economy-wide costs. Third, to initiate reforms in the financial sector
aiming at achieving commercial bank solvency, improving supervision, and modernizing the governance
of the central bank. In terms of quantitative objectives, the new program aims at achieving primary
surpluses beginning in 2013 and reaching a debt-to-GDP ratio of about 120% by 2020. The program
assumes that GDP growth will return to positive territory in 2014.

A. PSI, OSI and Prior Actions

The program, which has been put together after the launching of the PSI and assurances about OSI
contributions, has a four-year duration and reflects no increase of Fund resources compared to peak
exposure under the Stand-by arrangement. The PSI was completed successfully, with an 85.8 percent
voluntary participation and a nearly 97 percent participation after the activation of the Collective Action
Clauses. The PSI and OSI together are expected to help reduce the debt-to-GDP ratio by about 8
percentage points.



The program incorporates an unprecedented number of prior actions, under five general areas: (a) tax,
expenditure and public wage policy, all embedded in a supplementary budget for 2012; (b) new
extensive tax administration reforms; (c) far-reaching labor market reforms, including drastic cuts in the
minimum wage and an overhaul of the collective bargaining system; (d) a comprehensive assessment of
banks’ capital needs, and (e) new framework for bank resolution and recapitalization. All these policy
actions, which comprised over 40 individual measures and many required parliamentary approval, were
fully implemented by March 8 through well-coordinated and very effective procedures, demonstrating
the ownership of the new program by both government and parliament.

B. Emphasis on Growth

In parallel, renewed emphasis is being placed on growth, which is the ultimate objective of the past and
current stabilization efforts. In particular, the Greek government is committed to:

e Accelerate the elimination of rigidities in labor, product and service markets;

e Reduce the footprint of government in the economy through the elimination of bureaucratic
impediments to FDI and the privatization of public assets;

e Continue to implement wide ranging administrative reforms aiming at improving the quality of
public services; and

e Strengthen the efficiency and effectiveness of civil service, including in its ability to mobilize
structural funds. In this important growth-enhancing area the Greek government has recently
focused on the timely implementation of actions to absorb and utilize effectively the available
Structural and Cohesion Funds from the European Union. These funds, which help start or
complete investment projects, cover a wide range of sectors:

v' In infrastructure, the extension of the Athens Metro and the completion of several sewerage
and wastewater treatment plans;

v" In banking, the financing of SMEs; and

v' In education and human resources, the continuation of Lifelong Learning Programs, which
was inaugurated in 2010.

These and other similar projects should help Greece absorb about €4 billion in Structural and Cohesion
Funds in 2012.

C. Financial Sector Policies

Under the EFF-supported program, the government will create a viable private banking sector and
improve governance in financial oversight agencies. In particular, the Greek government is committed to
complete an assessment of banks’ capital needs; enact legislation to support bank recapitalization and
resolution; improve the structure of the Hellenic Financial Stability Fund and strengthen the funding of



the Hellenic Deposit & Investment Guarantee Fund; and reform governance arrangements in the Bank of
Greece. The bank recapitalization will be key not only to restore confidence but also to the supply
response, which is the linchpin of the new program.

D. Mitigation of Remaining Risks

The Greek authorities are aware that some implementation risks, mainly of a technical nature, might
linger on during the duration of the EFF arrangement. However they are confident that such potential
risks will be mitigated thanks to three factors: (a) the strength and front-loaded nature of the program,
notably through the prior actions already implemented; (b) the endorsement of the program by the
leaders of the two major political parties; and (c), the consistently improving administrative capacity of
the public sector, thanks to the extensive technical assistance that has been provided, and will continue
to be provided, through missions and on the ground by resident staff from the Fund and European
agencies.

It is also noteworthy that on March 1, 2012 Greece was the first member of the European Union to sign
the “Commitment on Confidence in Statistics”, which had been propagated by the European
Commission in April 2011 as a means to improve the governance of European statistics. In its
Commitment, the Greek government makes a number of pledges with a view to ensuring that statistics
are reliable, timely and professionally compiled. An independent statistical advisory board will be
created to oversee the implementation of the European Statistics Code of Practice by the Greek
statistical system.

E. Expectations

Greeks aspire to play a constructive role within Europe, are proud of their European identity, consider
themselves an integral part of the Eurozone, and are determined to deliver on their country’s
commitments, with the support of the international community. In addition, the cost-reducing structural
reforms and FDI-encouraging privatization plans, coupled with fiscal retrenchment and liquidity
assistance to the banking sector, will help set the stage for sustainable growth of the Greek economy
within the Eurozone. The proposed program under the EFF is expected to help the Greek people achieve
their aspirations, while the ownership of the politically difficult set of structural reforms has already
been demonstrated by the speedy adoption of the prior actions and the endorsement of the program by
the major political parties.

In sum, a new program under the EFF could be seen as a “structural shift” in the political, economic and
social environment of Greece: the government will obtain financing for four years, the banks will be
recapitalized, and, in general, uncertainty about the prospects of the Greek economy will diminish. My
authorities firmly believe that a new program under the EFF, following the successful implementation of
the PSI, will extend the planning horizon of both the government and the private sector, will help build
confidence in economic management, and will enhance liquidity in the banking sector through the
repatriation of deposits. In short, a new program will provide the necessary “breathing space” to help
return the economy to normalcy.



In closing, I wish to extend my authorities’ appreciation for the hard and diligent work of the Fund staff,
both on the ground and on mission, and for their patience and professionalism that has made the difficult
road so far a good basis for the success of the new program. In my authorities’ view all conditions are in
place for a successful implementation of a Fund-supported program under the EFF.





