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KEY ISSUES

Context. Despite the policy constraints imposed by its membership in the currency
unian, Greece has made significant progress in unwinding its macroeconomic
imbalances. But extensive fiscal consolidation and internal devaluation have come with
substantial costs for society, which contributed to delays in reform implementation
and to policy reversals since the last Article IV Consultation, culminating in a renewed
crisis of confidence in 2015, Since then, the situation has stabilized, and growth is
estimated to have resumed modestly in 2016, Motwithstanding the substantial
progress achieved by Greece, it still faces fundamental challenges: (i) a vulnerable
structure of the public finances; (ii) significant tax evasion and an ineffective tax
administration; {iii} impaired bank and private sector balance sheets; and {iv) pervasive
structural obstacles to investment and growth. Moreover, its public debt remains
highly unsustainable, despite generous official relief already provided by its European
partners, Addressing these remaining challenges and restoring debt sustainability are
essential to creating a vibrant and dynamic private sector capable of generating
sustainable and equitable growth and emplayment.

Policies. After major policy reversals in early 2015, the authorities commenced a new
adjustment program supported by the European Stability Mechanism in August 2015,
which has helped reverse the policy backtracking since then. The program aims to
strengthen the public finances, restore the health of the banking sector, and boast
potential growth. In this context, the authorities have legislated important fiscal, financial
sector, and other growth-enhancing reforms, which constitute important steps forward,
However, fiscal policies rely on high tax rates on narrow bases and on a compression of
discretionary spending not supported by reforms. These policies are not growth-friendly
and may prove difficult to sustain, which could lead to concerns about their credibility.!
Mareover, structural and financial sector reforms are not sufficiently ambitious to rapidiy
resolve the large stock of debt to the banks and the tax authorities and to remove
bottlenecks to growth and competitiveness.

Recommendations. To achieve sustainable and mare equitable growth and ensure that
Greece can become competitive within the currency union, while providing adequate
protection to vulnerable groups, the authorities must deepen and accelerate reform
implementation:

! Staff's assessment is that the fiscal surplus will reach around 1%: percent of GDP on the basis of current
palicies, compared to the authorities” target of 3¥: percent supported by the ESM pragram.
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* Fiscal policy: Given its cyclical position, Greece does not reguire further fiscal consolidation at
this time beyond what is currently underway. Medium-run fiscal targets should be supported by
preferably fiscally-neutral high quality reforms that broaden the personal income tax base and
rationalize pension spending to allow the public sector to provide adequate services and social
assistance to vulnerable groups, while creating the conditions for investment and more inclusive
growth. Fiscal reforms should be complemented by efforts to address tax evasion and the large tax
debt owed to the state.

* Financial sector. NPLs should be reduced rapidly and substantially to allow for a resumption of
credit and growth. This requires additional efforts to strengthen and implement fully the debt
restructuring legal framework and enhance supervisory tools. At the same time, bank governance
needs to be further strengthened and capital controls eliminated as soon as prudently possible, while
preserving financial stability.

o Structural reforms. More ambitious labor, product and service market reforms are needed to
enhance competition and support growth. A return to the previous less flexible labor market
framework should be avoided, as this would put at risk the potentiai gains for investment and job
creation.

o Debt relief: Even with these ambitious policies in place, Greece cannot grow out of its debt

problem. Greece requires substantial debt relief from its European partners to restore debt
sustainability.
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Discussions for the Article IV consultation were held during September
Appl’OVEd By 17-22, 2016. The mission met with Minister of Finance, E. Tsakalotos,
Governor of the Bank of Greece, Y. Staurnaras; other Cabinet
Ministers, and staff of their ministries. Mission members included D.
Velculescu (head), 1. Petrova, E. Flores, A. Kangur, A. Roitman, S.
Saksonovs (all EUR), I. Razafimahefa (FAD), A. Kakenyne Ivanics, O.
Wauensch, J. Yoo (MCM), W. Bergthatler, C. El Khoury, ). Garrido (LEG),
R. Perrelli, and C. Saborowski (SPR). D. Botman, G. Gatopoulos, N.
Katavrezou, M. Kalimeri {IMF, resident representative office) assisted
the mission. 5. Chen. E. Rojas and J. Yang (EUR) assisted from

Philip Gesson and
Hugh Bredenkamp

headquarters.
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BN CONTEXT

1. Despite significant progress in unwinding its macroeconomic imbalances, Greece's
economy has not yet recovered. Greece entered the crisis with exceptionally large fiscal and
external imbalances. Policies supported by its two previous adjustment programs helped to address
these imbalances, with both the primary and current account deficits having declined from double
digits to around balance in recent years. This is an impressive adjustment, especially for a country
belonging to a currency union. Exceptional official financing totaling around €260 billion
{147 percent of GDP) helped to buttress the adjustment and keep Greece in the euro-zone.
Nonetheless, Greece has not managed to return {o sustainable growth, with output having
contracted by more than 25 percent since 2008, investment down by more than 60 percent, and
unemployment at the highest level in the euro-zone.2

Greece: Current Account Balanco and Primary Balsace Real Output
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2. The reform momentum has slowed, however, in part reflecting fatigue associated

with the social costs of adjustment. Greece implemented important reforms early in the
adjustment program. However, implementation of structural reforms has since slowed, and fiscal
reforms have relied increasingly on one-off and ad-hoc adjustments. This reflects the inability of the
political system to maintain popular and political support for the reform effort amid an increasingly
frayed social and political fabric and a perception that the adjustment costs were unequally borsie by
some groups (e.g. wage-earners) while others were protected (e.g. the self-employed. current

Political Developments 10-Year General Government Bond Yields, 2010-15

—
—

G | ' = .
@ "‘ —

- - -
Lregoe polilizal stabialy W Onbock W Ufftrack

1 m o
u.. o
f I Grent |
L \‘1 " — e
] o
.n..w N0 -0t IE et D] Jen13 b3 WeH Db Ln 1S ALIS Lt bW 0GR A Aoml asl) D) akle Auetd
Sourze: Cfficial gevernment sources Stenea Riosm3ag

2 Gourinchas et al (“The Analytics of the Greek Crisis,” NBER, 2016) find that the fiscal correction accounts for
50 percent of the output drop, and the increase in funding costs for firms and the sovereign for the bulk of the
remainder; the persistence of the recession was attributed to high NPLs and product market rigidities.
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pensioners). Over the last six years, Greece had seven governments, including from the center right,
and center left, as well as technocratic (including two caretaker governments), but none was able to
successfully mobilize the broad political support necessary to complete the two previous Fund-
supported programs (onty 10 out of 24 planned reviews were completed). The uncertainty associated
with frequent political crises paralyzed decision-making or led to unwinding of reforms. Against the
background of a somewhat weak external environment, such unwinding of reforms fueled occasional
fears of Greece’'s departure from the euro zone {"Grexit"), leading to confidence shocks and
exacerbating the downturn,

3 Greece experienced its fatest crisis in 2015 and narrowly avoided Grexit with support
from the European Stability Mechanism (ESM). Reflecting reform fatigue and weak ownership,
reforms stalled in mid-2014, as signs of macroeconomic stabilization and incipient market access
emerged. Following the election of the Syriza government in early 2015 on an anti-program and
anti-austerity platform, reforms were unwound across the board. This led to a confidence and
liquidity crisis, which culminated in Greece running temporary arrears to the IMF and requiring the
imposition of capital controls in lune 2015 to stem deposit outflows. Grexit was ultimately avoided
with the help of a new ESM-supported program of up to €86 billion (49 percent of GDP) agreed in
August 2015, in return for which the government reversed the policy backtracking and reaffirmed its
commitment to the basic objectives of the program (Box 1).

4, While the new ESM-supported program has helped stabilize the economic
situation, the underlying issues hindering the recovery have not yet been fully addressed:

«  First, public and private balance sheets remain deeply impaired. Public debt has continued
to rise, reaching some 180 percent of GDP by end-201S, almost double its pre-crisis level. This
was due to sizeable fiscal deficits and declining growth, notwithstanding the large private sector
debt restructuring in 2011-12 and significant flow relief from official creditors. The fiscal problem
migrated over time to the private sector balance sheets (Figure 1), with private sector arrears to
the banks and the state reaching the second highest level in the euro-zone.
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*+ Second, the economy remains fundamentally uncompetitive. Despite commitments in its
adjustment program to undertake several rounds of structural reforms, Greece has not managed
to fully regain competitiveness. In large part, this is due to a weak investment climate, not least
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because of insufficient progress in opening up the economy in the face of resistance from vested
interests, which hampered the price adjustment needed to restore external competitiveness
within the currency union.> As a result, exports continue to lag those of peers, and, despite
some improvement, Greece still ranks poorly on broadly accepted structural indicators relevant
for growth {Figure 2).

Exports of Goods and Saervicos, 2008-15
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5. Greece thus faces four key challenges:

Chatlenge 1: An unsustainable fiscal policy mix based on unaffordable pensions financed
by high tax rates on narrow bases

Greece implemented an impressive fiscal structural adjustment of around 16 percent of GDP
during 2010-15. While more than half of the
legislated measures have been on the spending
side, only about a quarter of the overall adjustment
was directed at reducing public sector wages and "
pensions, which had grown rapidly befare the crisis,
with the rest being discretionary spending cuts and
increases in tax rates on narrow bases. Although

the wage bill dectined somewhat as a result, the "

problem migrated to the pension bill through early : & Ruvsien & cmpenssnan of emplonees
retirements, leading to a further rise in persion
spending relative to GDP from 2010 to 2015.

Greece: Changes of Genarl Government Expenditure
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The most recent consolidation package adopted under the ESM program illustrates the political
difficulties in tackling key remaining structural weaknesses. The package, expected to yield close
to 4 percent of GOP in savings by 2018, is heavily reliant on revenue measures (about 3 percent

* Only about a third of structural benchmarks under the EFF-supported program have been fully completed
until now, with the rest either not done or only partially completed.

* The shift of resources from the non-tradable to the tradable sectors has been modest, with only tourism
having experienced an increase in employment during 2010-15. while manufacturing saw a sharp decline, also

given concentration in law value added segments subject to competition from developing countries (see

WP/12/236).
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of GDP), of which the bulk constitutes further increases in already high tax rates on narrow bases.
Reductions in pension spending amount to less than 1 percent of GDP (relative to a system
deficit of close to 11 percent of GDP). Greece's new automatic contingency mechanism—which
provides for ex-post across-the-board cuts in discretionary spending in case of deviations of
outturns from fiscal targets—adds to distortions, as it does not address underlying weaknesses
through structural reforms, but relies instead on further ad hoc temporary cuts.

¢ As a result of the sub-optimal policy mix, the pension system remains highly imbalanced (with a
deficit four times the euro-area average of 2.5 percent of GDP), discretionary spending is
compressed to unsustainable levels, and the tax burden is unevenly distributed due to
exceptional exemptions that relieve the middle class from any personal income tax obligation
(more than hatf of wage earners are exempt from paying personal income tax compared to the
euro area average of 8 percent).? Thus, the current structure of public finances is fundamentally
inefficient, unfair and ultimately socially unsustainable, as it favors current pensioners and
middle-class households while denying lower-income and unemployed individuals access to the
adequate and well-targeted social benefits and other essential public services they need and that
are the norm elsewhere in the euro area. Consequently, during the crisis, relative poverty rates
declined substantially for retirees, while they soared for the working-age unemployed.®’

Stata Tronsfers %0 the Public Pension System Ganeral Gowrmmant Expenifilure on Goods uird Sesvices, 2015
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3 Taxpayers in the highest income decile pay about 60 percent of personal income tax revenue. while 53 percent
of wage earners and 85 percent of farmers are exempt.

¢ Persons at risk of poverty are those living in households with an equalized disposable income below
60 percent of the national median after social transfers.

/ The significant reduction in Greece’s poverty rate among retirees during the crisis continues a trend that
started well before the crisis due to a rapid increase in pension spending during the boom years.
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Challenge 2: An ineffective tax administration, weak payment culture, and rising tax debt

* Despite multiple rounds of institutional reforms, tax collection rates have plummeted, while
private sector debt to the state has reached 70 percent of GDP, the highest level in the euro-
area.? Tax debt was already high prior to the crisis, indicative of a weak payment culture and
enforcement capacity. Around half of the population is in arrears to the state, also well above the
ratio in other countries. The economic downturn was a key factor in the accumulation of arrears.
But the high tax rates and punitive penalties and fines added to the debt. The problem has been
exacerbated by an ineffective tax administration frequently subjected to political interference,
which has been unable to enforce collections,relying instead on outright amnesties or

untargeted installment schemes, which have only served to further weaken incentives to pay and
are thus self-defeating.
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Challenge 3: Weak bank balance sheets and governance

¢ Despite three rounds of recapitalizations since 2010 and massive liquidity support from the ECB,
confidence in the banking sector is yet to return. and capital controls are still in place. The quality
of bank capital is weak, with half being comprised of deferred tax assets (DTAs), which could add
to contingent liabilities for the state. Moreover, non-performing loans (NPLs) have continued to

Greece: Total Bank Deposits Noa-Perform'ng Loans

‘tublons £f orco Picarzsficesl ers
2¢ec &2
a0 5
220
00
120

2
&N
= II
L& ( — ------. .

(<] K a1y = - [
35 §ﬁy§... _.ﬂ“zg mgs
Jorel0 Bov-l0 Sesell Jol120 lasi3 A4 b 1S Dec 1S Mew-lb Suuues Bari o Groans, 303 2115 EIX 0t

Source Uank of Grasce, Not& Daty tae Greate 3 of seprerrart 2016 Asto 10 2cher ¥urC 9 89 SRS,

ag @F Mareh J0Nt .

% The tax collection rate is defined as the ratio of coliected to assessed obligations, including taxes ,penalties,
and fines, the latter of which are largely uncallectible, pointing to a highly ineffective tax administration.
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rise in recent years, reaching the second highest level in the euro zone (just behind Cyprus).?
Finally, governance concerns persist, as early attempts to insulate the Hellenic Financial Stability
Fund (HFSF) from political interference have not appeared to yield results, ESM direct
recapitalization was not available in 2015, and recent legislation tightening eligibility for bank
boards is yet to be fully implemented.

Challenge 4: Pervasive structural rigidities, which prevent inclusive growth

Greece implemented landmark labor market reforms in 2010-11, aimed at protecting
employment by increasing labor market flexibility. The reforms allowed for a significant reduction
in labor costs, helping to narrow Greece’'s wage-competitiveness gap relative to trading partners.
However, parallel reforms intended to address rigidities in product markets have not generated
the hoped-for increases in productivity and competitiveness, due to slow implementation in the
face of strong opposition from vested interests. As a result, while the burden of adjustment has
fallen excessively on wages, prices have adjusted less (even after accounting for tax hikes), and a
real-exchange-rate overvaluation of some 5-10 percent remains relative to fundamentals

(Annex 1),
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- While labor market reforms appear to have helped hait the rise in the unemployment and

poverty rates (which have been closely interlinked) after 2012 by allowing firms to adjust
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? Non-performing loans are defined as loans that are 90 days or more past due, unlikely to be repaid in full
without realizing collateral, and impaired according to accounting rules, as well Joans that have been
restructured for less than 3 year.
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their payrolls rather than close down, Greece's poverty level remains unacceptably high,
especially compared to that in the rest of the euro area. At the same time, inequality is relatively
high in cross-country comparison and has further increased during the crisis (although to a lesser
extent than in other countries, such as Cyprus, Ireland, or Spain}, suggesting that while better-off
interest groups have been relatively protected, the brunt of the adjustment has been borne by
wage earners and the unemployed.

I RECENT ECONOMIC DEVELOPMENTS

6. Macroeconomic outcomes remain weak, refiecting the lingering uncertainty about
the prospects for success of the authorities’ current policy package:

e Grawth (Figure 3): After a temporary spell of small but positive growth in 2014, output
contracted by 0.2 percent in 2015, with private consumption and investment falling following the
introduction of capital controls in June 2015. Output has started to recover since mid-2016,
supported by netexports and the authorities' efforts to clear the state's spending and tax refund
arrears with the private sector. The current
account remained close to balance in 2016, with
bath imports and exports declining further by 19
end-September (Figure 4). Harmonized consumer
prices fell by 1.1 percent in 2015 and were stable
in 2016, notwithstanding recent VAT hikes. The |
labor market is recovering gradually, with the
unemployment rate having declined to 23 percent
(seasonally adjusted) at end-October 2016 from a
peak of close to 28 percent in 2013Q3, while -19
wages per employee increased by 2.6 percent (y-
o-y) through end-September 2016.
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relatively better macroeconomic performance, partly offset by higher cash spending related to
the government’s clearance of its arrears to the private sector.

»  Banking sector: Banks lost 27 percent of deposits in the first half of 2015 and had to resort
to capital controls and emergency liquidity assistance (ELA). Since then, deposits have stabilized

and banks have reduced central bank exposure.
The banking sector required a fresh round of
recapitalization in 2015 (€15 billion, or

8%2 percent of GDP) to help bring capital ratios
from 8 percent Common Equity Tier 1 {CET1} in
mid-2015 to around 18 percent at end-
September 2016. NPLs have reached 45 percent
of total loans in 2016Q3, almost four times as
high as in 2010. Provisioning stands at 50
percent of total NPLs. Credit continued to
contractin 2016, bringing the total credit decline
to 20 percent since 2010.

7. Political support for the authorities’
policies remains weak. The Syriza government
initially achieved broad support for their new
program. However, the government has found it
increasingly difficult to maintain the support of
opposition parties for the adjustment program
now underway. Lingering political uncertainty
and specter of new elections have kept yields
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8. After modest growth in 2016, output is projected to rebound over the medium

12

term. Growth is expected to have reached around
0.4 percent in 2016, and to accelerate to

2.7 percent this year. Projections are predicated
on full and timely implementation of the
authorities’ adjustment program, which is
expected to be accompanied by rising confidence
following agreement on debt relief, access to the
ECB's QE program, and rapid elimination of
capital controls. Projections also presume
continued clearance of the government's
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GREECE

spending and tax refund arrears to the private sector, which would help offset the drag from the
ongoing fiscal consolidation.}¢ GDP is expected to grow above potential during 2018-20, closing
the output gap. The projected recovery is slightly smaller than that projected for Spain and
Cyprus, and Greece's 2020 real output and investment are expected to remain below pre-crisis
levels by 15 and 45 percent, respectively. Inflation is expected to stay below the ECB target,
reflecting slower productivity growth, and unemployment will fall to just below 19 percent by
2020, given high structural unemployment.

Key Economic Indicators

2045 2016 2617 2018 2019 3020
fcencere chonge unless othesinse ralicueed)

{leal GOI -0.2 0.4 27 2.5 24 20
Total Demestit Demznd c2 04 22 22 23 19
Private Lonsumption £.2 0.3 1.5 14 e 10
Public Conswmplinn 00 0.7 Q.5 05 2U 2y
Gross Fxed Capltol Forenatinn 0.2 30 a5 90 8.0 €2
foraigr Balanze con-1dution) 02 -0.1 05 4 0.0 Gl
Expork 34 10 &5 6.0 42 42
Imports 03 12 45 4h a.? 37
Uramployment Rate ‘pricent) 242 232 Z13 198 19.0 184
HXCP (period average) -11 (A 12 14 1.6 17
GDP Deflator 1.0 (A 14 18 L5 LO

Sources: Bank of Greece: and EMF staff estimaxes

9. Long-term growth is expected to reach around 1 percent. Adverse demographics are
projected to render the contribution of labor to long-run potential growth slightly negative, even as
labor force participation is assumed to improve and the unemployment rate to decline gradualty to
single digits by 2040. Investment growth is expected to

remain modest, as financial sector and structural Tf“:'d Sl e

reforms take time to fully materialize, Capital 5° on
accumulation is thus expected to have a positive but A

small contribution to growth. Export growth is a2 o

predicated on a shift of resources from the non-tradable
to the tradable sector that occurs only gradually,
helping to offset the negative growth impact of higher o ene T

imports. Ultimately, long-term potential growth will ’ T S

depend on TFP growth, which, given the slow pace of B i or o we TR B GE G
implementation of structural reforms, is projected to gt o e BURDERS

reach 0.9 percent, higher than Greece’s long-term

average, but below the euro-area average.

@ Fre
L 1at]

10. The primary fiscal balance is projected to reach close to 1 percent of GDP in 2016
and rise to 1¥2 percent by 2018. This is predicated on full implementation of the package of
measures legislated in 2015-16 (estimated to yield 3% percent of GDP), entering into effect gradually

10 The autharities plan to clear 3.8 percent of GDP in expenditure and tax refund arrears to the private sector
during 2016-17 {of which about 1 percent has been already cteared), while 3 percent in new measures enter

into effect. As noted below, fiscal projections are based on staff's estimate of the primary balance given the

authorities’ current fiscal policy package.
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during 201.5-18. However, given that some of these measures replace expiring measures or other
one offs, their net effect represents an improvement of only around 12 percent of GDP in the
primary balance by 2018.* Specifically, in 2016, the balance is projected to increase by 0.7 percent of
GDP relative to 2015 on account of ongoing consolidation measures, which are partly offsetby a

recently legislated one-off bonus to retirees and g
Genernt Government Operations, 201518 (ESA 2010)

by the expiration of one-off revenues related to iPeicent of GGP)
bank liquidity support. The primary surplus is 2015 2016 2017 2018
5 ; Total Primary Revenue 113 49.3 qrs 463
projected to increase to 1 and 1%z percent of Indirect Laxes 61 169 167 165
GDP in 2017 and 2018, respectively, also on Birect @res %4 99 90 &7
5 Social contributions 139 138 140 138
account of new measures, which are partly offset G40 cvenue 34 86 77 73
by expiring measures, and a further decline in Towl Primary Expenditute 76 484 465 4438
3 Social benefits 222 222 214 22
non-tax revenues, and assuming that the Compunsation of omployess 123 123 121 IL7
authorities fully finance the rollout of the GMI in Other expenditura 131139 130 129

Primary Balance 02 09 10 LS
Sowrces: tAinistry of Finance, and IMY staff estimates.

a budget neutral way, in line with their ESM
program commitments.*?

11. Significant downside risks weigh on the outlook (Annex 1). The key risks remain
domestic, related to an insufficient or slow pace of implementation of the authorities’ reform agenda.
A stylized scenario based on current policies with no further reform implementation (e.g. incomplete
financial and structural reforms, persistence of capital controls, lack of access to QE and absence of a
solution to debt), would imply much lower investment and TFP, resulting in growth of only about

1 percent in the medium term and 0.3 percent in the long term.}3 Such a scenario, if prolonged,
could lead to renewed liquidity squeezes, which, in the absence of further official support, could
rekindfe Grexit concerns. But even if the authorities’ policy program stays on track, high risks to the
baseline remain, given the four challenges noted above. Frequent and {arge downward data revisions
and uncertainty associated with the size

of the output gap complicate the analysis Downside Scenario

and add to downside risks to the outlook

2017 2018 2019 2020 2021

5 ; Rea! GDP Growzh {percent 1¢1s 12 12 08 0.6

(Box 2). External risks have also increased Caariibiticas [obsdenthae gt
following the UK referendum, which final Consumplion 0s 0y ¢S 02 o1
could affect Greece's exports, FOI, and Grass Fixad Capital Fenmation 03 06 06 0.5 05
. . N Foreiqn Balance 0.3 0.1 01 0.1 Q.1
growth. Finally, a further intensification of - ry Balance {percont GOP] Bt 06 o i o

refugee flows could add to fiscal costs Source: IMF staff estim ates,
and increase political risks.'4

L2 This is in {ine with experience during 2010-14, when legislated measures of close to 28 percent of GDP
resulted in an improvement in the primary balance of 10 percent, also on account of temporary measures and
one off effects, among other factors.

12 projections also take into account the recently-legislated budget for 2017.

" The contribution of investment to GDP growth is assumed at ¥z percent, in line with the 2001-2009 and
1961-2015 averages. This is around half of the level assumed under the active policy basefine scenario.

4 Costs related to the refugee crisis are difficult to estimate, with preliminary estimates suggesting 2016 costs
at around 0.2 percent of GDP. European partners have indicated an intention to help cover such costs.
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12. The authorities broadly agreed with staff's growth projections, but had a more
sanguine view of fiscal outcomes and risks. They concurred that growth is likely to rebound
strongly this year, supported by a return of confidence following an expected solution to debt and
the inclusion of Greece in the QE program. The authorities had more optimistic medium-term growth
projections than staff (averaging close to 3 percent during 2017-19), also on account of confidence
effects, notwithstanding significantly higher projected fiscal primary surpluses, which they expected
at 0.7, 2.0, and 3.5 percent of GDP for 2016-18. In the long run, they expected potential growth to be
higher than staff's projection, at around 1¥: to 2 percent, given expected growth dividends from
ongoing structural reforms. The authorities saw risks more balanced, and considered that downside
risks are linked to delays in an agreement on debt relief and in Greece’s inclusion in the ECB's QE

program.
B POLICY DISCUSSIONS
13. Discussions focused on addressing the four challenges noted above to repair public

and private sector balance sheets and restore competitiveness. There was broad agreement that
progress has been made in reinvigorating the reform agenda since August 2015. However, it was
recognized that impediments to growth and fiscal sustainability remain, posing risks to the outlook.
Discussions focused on four main themes: (i} the appropriateness of medium-and long-term fisca!
targets and the policy mix; (i) fiscal structural reforms to address tax evasion; (iii) financial sector
reforms to repair bank and private sector balance sheets; and (iv) growth-enhancing structural
reforms. It was agreed that even with implementation of ambitious reforms, Greece will not be able
to restore sustainability without significant debt relief from its European partners.

A. Toward More Credible and Sustainable Fiscal Policies

14, Greece’s current fiscal strategy remains anchored in an ambitious medium-term
primary surplus target of 3Y: percent of GDP. but the policies underlying it appear unduly
optimistic, especially given pent-up demands for spending. In particular, the autharities’
assumptions about the yield of recently legislated measures and about revenue buoyancy seem
excessive, and the assumed further sharp compression of discretionasy spending of 2 percent of GDP
is not underpinned by structural reforms. Reaching and sustaining such a high surplus for an
extended period will be challenging, in view of pent-up spending pressures, some of which are
already materializing (e.g. the recent bonus to pensioners, budget overruns in healthcare spending,
etc), and given that double-digit unemployment rates are expected to persist for several decades.
Cross-country evidence suggests that few countries having managed to maintain such high surpluses
for extended periods of time, and even fewer (one in Europe) have done so while also experiencing
double digit unemployment rates.!>

> Since 1945, only five euro-area countries have ever been able to maintain an average primary balance higher
than 1.5 percent of GDP for a period langer than 10 years, and only one {ltaly) in the context of double digit
unemployment rates.
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15. The authorities stiould avoid further pro-cyclical consolidation at this time and
ensure that their medium-run fiscal targets are supported by credible reforms. As noted
above, the current package of fiscal reforms is expected to result in a primary surplus of around
1Y percent of GDP by 2018. This is appropriate in view of Greece’s own track record and the
current cyclical position.!® Aiming for a higher target would necessitate further net fiscal
consolidation, which is not advisable at this time, as it would be detrimental to the nascent
recovery. Relying on one-off factors or the contingency mechanism to temporarily achieve higher
targets is equally undesirable, as it would not only pose a drag on growth, but would also
obscure the underlying fiscal position and add to risks down the road. Should the authorities
choose to maintain a medium-term primary surplus of 32 percent of GDP®, then they will need to
implement additional credible and high quality reforms. These reforms should be implemented
only once the output gap closes, to mitigate the impact on the recovery. Still, such a policy will
undoubtedly have an adverse impact on growth, as it will constrain demand.

16. Regardless of fiscal targets. the authorities should aim to rebalance the policy mix
toward more growth-friendly and equitable poficies. A rebalancing of the policy mix away
from spending on entitlements and excessive taxation on narrow bases and toward better-
targeted social transfers and spending on other essential public services and investment can help
to strengthen the sustainability of the public finances and mitigate downward risks to growth by
promoting jobs and more inclusive growth. While the rebalancing is necessary in any case, the
sequencing of its various elements would depend on the fiscal target chosen. Specifically, with a
target of around 1.5 percent of GDP, such a rebalancing should be implemented as soon as
possible. and in a fiscally neutral manner, to maximize the growth and re-distributional benefits
and reduce policy uncertainty. If the medium-term target is higher than 1.5 percent of GDP,
measures that boost revenues or reduce expenditures would need to be implemented first (but
only once the output gap closes) to support the higher targets, while growth-enhancing
rebalancing measures would need to be postponed, to be implemented only as fiscal space
allows. Cross-country experience shows that fiscal adjustments based on tax-base broadening
and expenditure rationalization have lower growth costs and are more durable.'” This is because
when the tax burden is already high, further tax increases create disproportionately higher
efficiency losses by reducing labor supply and investment.

17. Specifically, tax rates need to be reduced, while tax bases are broadened. As a result
of repeated waves of tax hikes, rates far all major taxes are higher than the euro-area average.
However, Greece's revenue yields lag behind peers’, as high marginal tax rates applied an narrow
bases encourage tax evasion, discourage labor participation in the formal economy, and provide
incentives forfirms to relocate to low-tax neighboring countries. At the same time, as noted
earlier. more than half of wage earners are exempt from paying personal income tax (PIT). To

18 Staff assess that this remains broadlyin line with the Eurapean fiscal framework, under a sufficiently
ambitious debt restructuring.

7 [MF 2015. *Fiscal Policy and Long-Term Growth®, and IMF, 2013, “Reassessing the Rale and Modatities of
Fiscal Policies in Advanced Economies®, and IMF, 2013, “Fiscal Monitor: Taxing Times".
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address these distortions, the authorities should lower marginal tax rates, while at the same time
reducing the generous tax credit and remaining exemptions. For example, aligning Greece’s
personal income tax credit relative to the average wage to the euro-area average could create
space to lower the marginal CIT rate by up to 10 percentage points and the PIT rates to as low as
15-20 percent, and, to the extent feasible, also the top VAT rate by up to 1 percentage point,
helping to support investment, growth, and job creation in the formai economy. As benefits of
the tax credit accrue mostly to the wealthier taxpayers, lowering the tax credit while reducing PIT
rates for lower incomes would help ensure that the increased tax burden is borne by the
relatively better off groups.
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18. Spending should be rebalanced away from pensions toward protection of
vulnerable groups and other essential public services and investment. While recent pension
reforms have helped address expected long-run pressures from population aging, pensions for
current retirees remain un-affordably high. This is in part because in Greece, pensions not only
serve to protect incomes in old age, but also act as an informal social safety net in the absence of
an adequate and wel! targeted welfare system. However, this arrangement has not been effective
in addressing the rise in paverty: as noted above, poverty in old age has been declining even as

18 Also see Selected Issues Paper “Pension Reform in Greece and Remaining Policy Challenges.”
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that for the working-age popuiation, especially the unemployed, has been rising.** In this
context, the authorities should consider rationalizing current pension spending further by
applying the benefit formula introduced by the recent pension reform to current pensioners. This
would result in fower benefits for those with higher pensions and shorter working histories and
higher benefits for some retirees with lower pensions and longer contribution periods. The
savings could be used to finance a well-designed social safety net. as well as health and
transportation services (where shortages of critical inputs have been reported} and growth-
enhancing public investment. Rationalizing pension benefits of current retirees would also ensure
a fairer intergenerational burden-sharing of the reform costs.
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19. Social spending on welfare should be reformed as a matter of priority to ensure

that the most vulnerable groups can be adequately protected. Given the protracted
recession, and with unemployment expected to remain in the double digits for the foreseeable
future, there is an urgent need to address the high level of poverty. As noted above, neither the
current system of social assistance nor the pension system has been able to cope with the
problem, given that they are not well targeted. As a result, social protection covers only
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¥ [ndeed, a recent World Bank report points to the inadequacy of the pension system to stand in lieu of a well
targeted social safety net. For example, while the working-age population with children is identified as a group
with a high risk of meing in poverty, only 12 percent of such households include a pensioner.
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73 percent of the poorest 20 percent of the population, the lowest level in the euro area (the
average is 87 percent). Moreover, Greece is one of twc countries in the euro-area that has not
provided a last resort poverty support to the working-age poor. The authorities should thus
ensure that the new Guaranteed Minimum Income (GMI} scheme—expected to provide income
equivalent to about 50 percent of the poverty threshold to vulnerable groups (in line with the
euro area average)—being rolled out is fully implemented. For the new scheme to be effective
and adequately financed, existing overlapping and poorly targeted social schemes should be
eliminated; the pension savings noted above could also be used to finance part of the cost of the
GML

20. The authorities saw scope for lowering long-term fiscal targets below 3V percent
of GDP, but did not see a need to reduce pension spending or the income tax credit. While
they considered medium-term fiscal targets achievable, the authorities indicated that a long-
term primary surplus target of 2-2¥%: percent of GDP would be more realistic, in light of political
and social considerations. As to the fisca! policy mix, they sought to preserve the current
revenue-oriented consolidation, which they considered more equitable in that high marginal
income tax rates on the top deciles allowed for protecting a large share of the middle classes.
Thus, the authorities did not see a need to lower the income tax credit. Nonetheless, the
authorities concurred with the importance of lowering the high corporate tax rate to support
irivestment and jobs, but saw scope to facus on improving tax compliance as a way of
broadening tax base. The authorities also agreed that reforming the welfare system is a priority,
but were not willing to consider further reductions of current pensions or a major overhaul of
existing benefits to finance it, seeing instead scope to achieve further savings through revenue
over-performance, limited rationalization of existing socia! benefits, and a future spending
review.

B. Combating Tax Evasion and Addressing Tax Debt

21. The ongoing fiscal consolidation should be complemented with stronger efforts to
fight tax evasion. As noted above, tax evasion—especially among the self-employed and
related to VAT-—was a problem even before the crisis, putting pressure on the budget and
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leading to an unequal distribution of the tax burden.Z The authorities should thus redouble their
effarts to strengthen institutions and practices in this area to send a strong signal that Greece
can no longer tolerate evasion. Amnesty schemes should be avoided, as they encaurage moral
hazard. Instead, the authorities should fully operationalize an independent revenue agency that
employs modern risk-based taxpayer compliance principles and is insulated from political
interference. Tax administration practices also need to be brought in line with best practices by
adopting a risk-based framework that prioritizes cases of new debt, large taxpayers, and high
net-wealth individuals, and by strengthening the use of enforcement taols against strategic
defaulters, including AML tools that can facilitate collection and sharing of information with
domestic and foreign tax authorities.

22. The authorities must also tackle decisively the large stock of tax debt to help clean
up the private sector’s balance sheet.?! The high and growing private sector debt te the
state—of which a large part has beéome uncollectible—suggests that the problem has reached
endemic proportions and is hampering economic activity. Rather than resorting to punitive fines
and installment schemes not linked to capacity to pay. the authorities should re-examine the
system of fines to ensure that they can act as an effective deterrent to tax evasion, but without
bringifg the tax debt burden to unsustainable levels. Moreover, the.revenue administration
should focus on tax debtors’ economic situation and undertake an assessment of their viability.
On this basis, the authorities should develop restructuring modalities in line with individual
taxpayers’ ability to pay and integrated within a holistic framework that includes bank debt fin
the context of the out-of-court debt restructuring framework, see paragraph 24). Far viable
borrowers. such modalities could encompass selective write-downs of public claims, provided
they are adequately tailored and limit moral hazard. Write-downs may-also be needed for
uncollectible claims of unviable debtors after full use of liquidation and enforcement tools.

23.  While concurring with the need to strengthen efforts to combat tax evasion, the
authorities believed that installment and other schemes could help boost revenues. They
considered that efforts underway to implement the recently legislated revenue agency and to
boost enforcement were already producing promising results. Moreover, the authorities were
open to considering modalities of restructuring select public claims along with bank debt, while
stressing the importance of minimizing moral hazard concerns, However, the authorities
continued to believe that new types of installment schemes and voluntary disclosure initiatives,
as well as other measures to freeze current debts or allow some bank accounts to be exempted
from enforcement, could help improve short-term revenue collections without harming the
payment culture. Indeed, a voluntary disclosure initiative and incentives for electronic payments
have already been recently legislated.

# Artavanis et al. in their 2015 paper *“Measuring Tax Evasion using Bank Credit Evidence from Greece”
estimate that dose to half of self-employed income goes unrepcrted and untaxed. For 2009, this implies
€28 billion {near 12 percent of GDP) of unreported income, with significant implications far foregone revenue.

% See Selected Issues Paper “Addressing the Burden of Large Tax Debt and Social Security Debt.”
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G Enhancing the Viability of the Banking Sector

24, Decisive action is needed to repair bank and private sector balance sheets to
facilitate a return of sustainable credit growth. Without reducing NPLs rapidly, banks will not
be able to provide new lending to vibrant firms, putting the recovery in jeopardy.?* Similarly, the
non-financial private sector needs to strengthen its balance sheet to be able to borrow and
invest again. Banks and companies cannot simply grow out of their NPL problems. In this
context, the authorities need to intensify their efforts to tackle NPls and incentivize debt
restructuring along three key dimensions:

Debt restructuring legal framework:3 An effective enforcement process represents a powerfut
incentive for the negotiation of restructuring solutions and the restoration of a payment culture
that has been severely eroded. To this end, the authorities should ensure that the recently
legislated insolvency and debt-enforcement framework is made fully operational, including by
establishing the insolvency administrator profession and facilitating auctions. Given weaknesses
in the judicial system, the formal insolvency system afone
is likely insufficient to deal with the massive over-
indebtedness problem facing Greece. The authorities
should thus revamp the out-of-court debt restructuring
framework to allow for the restructuring of both private
and public claims and provide for the possibility of debt
write-downs to preserve viability, where possible, in line
with individual debtors’ capacities to pay. Across-the- .
board solutions should be avoided, as they encourage Ingolvoitcy
moral hazard and do not provide effective and durable
solutions that restore borrower's viability.

NPL supervisory framework: Even if the above mentioned legal tools are fully available, banks
still need incentives to make full use of them. The Bank of Greece, together with the Single
Supervisory Mechanism (SSM) should fully operationalize a framework to set NPL targets and
monitor banks’ strategies and performance against these targets, simifarly to what has been
done in Ireland and Cyprus.? The banks' current strategies imply a reduction in the aggregate
NPL ratio to 48, 42, and 34 percent by 2017, 2018, and 2019, respectively. These back-loaded
NPL reductions do not appear consistent with the authorities’ ambitious investment and growth
assumptions—which wouls seem to require a more ambitious clean-up of bank balance sheets—
and are subject to significant downside risks. Thus, the BoG, together with the SSM, needs to

22 Reducing NPLs has been assaciated with higher corporate credit growth, thus supporting economic growth
{Annex 1.3 of the GFSR, April 2014; Box 1.1 of the WEQ, April 2014).

3 See also Selected Issues Paper *Insolvency and Debt Enforcement in Greece.”

2 An alternative to bank led NPL restructuring would be the set-up of an AMC, asin Ireland of Spain. However.
this could be difficult in Greece, as there is little demand ta establish a private AMC, As to public AMC options,
they carry risks, given stringent State Aid and other European rules that could trigger bail in if additional capital
is needed in the short run. Moreover, governance concerns for a public AMC remain significant.
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review banks’ strategies and targets and ensure that they are credible and sufficiently ambitious.
Such strategies should focus on sustainable restructuring measures rather than the short-term
loan ever-greening that has been the norm so far and on strengthening banks’ operational
capacity to address NPLs decisively.

e Capitalization: The sheer scale of the NPL problem, coupled with uncertainty regarding the
effectiveness of the legal framework, suggests that upfront measures to reduce NPLUs will likely
be costly in terms of capital. The recent liberalization of NPL sales will provide a first market test
in this regard (so far, there have not been any successful sales, indicative of depressed market
prices). The authorities should thus ensure that capital remains adequate over the medium term
to facilitate a rapid reduction in NPLs.

25.  Over the medium run, policies should focus on enabling the provision of credit to
the economy. Looking beyond the immediate need to address legacy NPLs, the authorities
should develop policies to allow savings to be channeled to the most productive uses. In this
regard, they will need to strengthen the existing frameworks (e.g. credit register, real estate
transactions register) and incentivize banks to move to modern practices to assess credit risk (e.g.
credit scoring, etc). Private solutions should be given precedence over public ones, as they can
be most easily aligned with the needs of creditors and debtors However, adequate safeguards
for consumers need to be retained.

26. Bank governance must also be strengthened. Ensuring that lending and restructuring
decisions are taken on commercial principles and without undue political interference is key to
the long-run viability of the banking sector and the success of the economic recovery. The
authorities should thus implement their plans to fully reconstitute bank boards on the basis of
revised eligibility criteria in line with prudent internal practices that go beyond supervisory fit-
and-proper criteria as defined by the SSM, so as to uproot the linkages between the Greek
banks, politicians, and powerful vested interests. Over the medium term, the authorities will aiso
need to divest public ownership in banks to reputable intemational financial institutions to take
advantage of international banking expertise and minimize the contingent liabilities of the state.

27.  Capital controls should be eliminated as soon as is prudent. while preserving
financial stability. Exchange restrictions and capital controls introduced in June 2015 continue
to hamper economic activity, in particular with respect to export and import activities, and
impede rebuilding confidence in the banking system. Although theauthorities have taken some
recent steps to relax the controls, they remain pervasive and are giving rise to three exchange
restrictions under the Article VIII, Section 2(a) (see also Annex 4).2° Their removal as soon as

% Greece has introduced measures that give rise to following exchange restrictions subject to Fund approval
under Article VIII. Section 2(a): (i) An exchange restriction arising from absoiute limits and discretionary Bank
Transactions Approval Committee {BTAC) approval on the availability of foreign exchange for certain payments
and transfers for (a) current international transactions related to normal business activities and (b} invisible
transactions and remittances (such as travel, except for tuition fee and medical expenses) (i} An exchange
restriction arising from the discretionary BTAC approval of transfers abroad of moderate amounts for the
amortization of loans and of income from investments including dividends and interest payments of non-
financial entities to non-residents. {iii) An exchange restriction arising from absalute limits on withdrawal ot
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feasible is thus essential to support the economic recovery. The authorities should aim to fully
eliminate them on the basis of a milestone-based roadmap taking into account confidence
trends and key steps in the implementation of their financial sector strategy, such as the
continuing return of deposits and normalization of funding conditions, and progress toward
resolving NPLs. Key liberalization steps will need to focus on abolishing restrictions on domestic
wire transfers and cash withdrawals, as well as on the gradual facilitation of cross-border
transfers. To preserve financia! stability, the Bank of Greece, with support from the EC8, should
ensure sufficient bank liquidity to cope with the possibility of increased outflows, including by
allowing for slower ELA repayment.

28.  The authorities broadly agreed with the priorities noted above, although they
raised concerns that the bank governance reform is going too far. While they concurred with
the need to tackle NPLs, the authorities saw the European financia! architecture (e.g. State Aid
rules-and the BRRD framework} as constraining and considered that a more gradual pace of NPL
reduction would be more feasible and appropriate. They remained committed to further
improving their debt restructuring legal framework and strengthening the supervisory NPL
framework. However, the authorities considered that automatic solutions {rather than tailared
ones) may be better suited to deal with the large number of small debtors, given capacity
constraints. As to gavernance, they considered the current framewaork for selection of bank board
members as overly restrictive, in that it does not allow for'boards with sufficiently broad
expertise The authorities agreed that a milestone-based roadmap could be helpful in guiding
the liberalization of capital controls, and on this basis have requested the approval of the
retention of temporary exchange restrictions, which they intend to remove as soon as conditions
allow.

D. Regaining Competitiveness within the Currency Union

29. Greece requires a notable increase in

productivity to become competitive within 2 A"“N and Groeco: Roat GDP por Capits
, . oy nds 218 disner! o
the euro-zone. Without a substantial 45
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acceleration in the pace of structural reforms, i

Greece will be unable to narrow the gap in its =
real per capita income relative to the euro area,
raising concerns about the ability of the
economy to prosper and remain competitive _ -
inside the euro-zone {Box 3). Greece will thus N5 s
need to make rapid progress to ctose remaining
gaps with best practice both in iabor and
product market reforms.
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cash from bank accounts in Greece in the absence of an unrestricted channe! for payments due to discretionary
BTAC approval and absolute limits,
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30. The authorities should preserve the important labor market gains achieved so far
and complement them with additional reforms. With no exchange rate flexibility and a long
way to go to reduce unemployment, there is little doubt that further labor market flexibility is
needed to attract both domestic and foreign investment and facilitate the restructuring of
indebted Greek firms. Reducing unemployment is also essential to lower the high poverty rate.
However, calls for unwinding previous labor market reforms have increased, given that the
adjustment so far has fallen disproportionately on wage earners. However, heeding such calls
would be drawing the wrong conclusion, as this would risk unwinding the competitiveness gains
achieved so far, hurting job creation.?® Instead, existing reforms should be complemented with
additional measures to bring Greece's collective dismissals and industrial relations frameworks in
line with international best practice:

e Collective dismissals: While Greece ranks around average among OECD members on
employment protection regarding collective dismissals, this indicator does not take into account
a much lower threshold relative to the levels indicated in the EU Directive and a restrictive pre-
approval requirement for such dismissals, which does not exist in most other advanced
economies.? As a resuit, only two approvals for collective dismissals have been granted since the
early 1980s. A recent ruling by the European Court of Justice found the procedure to be an
obstacle to the freedom of establishment and conducting business.?® This makes downsizing
operations in Greece very costly, with many firms forced to relocate, enter bankruptcy, or
implement costly voluntary exit schemes. In this context, the authorities should consider
repealing the requirement for administrative approvals and bringing the threshold for collective
dismissals in line with the recommendation in the EU Directive and the European Court of Justice,
while making use of EU funds to support retraining programs to reintegrate those unempioyed
into the labor force.

e Industrial action: Greece's rules goverhing the establishment of trade unions and their decision-
making processes, as well as legislation governing strikes, have not been reformed since the
1980s. This could explain the large number of strikes in Greece, which even prior to the crisis far
exceeded levels seen elsewhere. While the right to strike should be fully preserved, the

% The authorities wish to reinstate sectoral agreements with extensions and the after effect of collective
bargaining. A body of recent micro evidence suggests that collective bargaining systems including extensions
of sectoral agreements to those not represented in the negotiations have adverse employment effects (Diez-
Catalan and Villanueva, 2015; Hijzen and Martins, 2016; Martins, 2014, Magruder, 2012), and that *after-effects"
are detrimental to credit-constrained firms in need of adjustment (Hijzen and Martins 2016).

”” The threshotd for defining collective dismissals is roughly half that recommended in the EU directive for most
firms except vety large ones. As to the pre-approval requirement for dismissals, only the Netherlands has a
similar requirement in Europe (Spain, which had a similar requirement, abotished it a few year ago). A recent
ruling by the European Court of Justice alsa found the pracedure to be an obstacle to the freedom of
establishment and conducting business.

* This compares to an average—-adjusted for population size—of 160 to 250 per year during the 1990s crisis in
Norwsay, 920 in the UK during the early 2000s boom, and more than 10,500 workers per year in Spain.
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31. At the same time, the implementation of product and service market reforms and
privatizations should be significantly accelerated. Despite several laws having been passed
over the last six years to open up closed professions, remove obstactes to competition, and
facilitate investment licensing, reform implementation has been slow and uneven, reflecting
strong opposition from vested interests. As noted earlier, this has exacerbated inequality and
resulted inincreased social resistance to reforms, Privatization efforts have also lagged,
constraining economic efficiency, limiting benefits to consumers, and restricting the potential for
FOI flows into the economy. The authorities should thus redouble efforts in all these areas to
ensure full and rapid carry through of reforms from the legisiative to the implementation stage.
They should also take further decisive steps to privatize state assets—including in the area of
energy, where costs remain high due to extensive state interference—while avoiding fire sales.
Such efforts are essential not only to send a strong signal to investors that “Greece is open for
business,” but also to cement support for the remaining labor market reforms noted above and

to achieve benefits from reform synergies.
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78 In Greece, only 33 to 25 percent (at the second ballot) of first level union members need to be represented in
the decision to call a strike. Among European countries a prohibition on lockouts is relatively unusual, existing

only in France, Lithuania, Portugal and Slovenia.
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32. Institutional reforms remain a key priority. There are three key areas where reforms
could have a large impact on growth. First, the authorities should strive to improve the efficiency of
the judicial system, including by addressing the large

backiogs that inhibit enforcement and distort incentives ~ 6re¢e Top 10 indicators: Impact on growth

(e.g. with regard to insolvency and competition). cesenninte: [
Second, they will need to intensify efforts to tackle R S =
corruption, where Greece continues to lag behind peers el 0 |

and where, despite efforts (including a new legal and '::, =
institutional framework), recent World Bank indicators R ]

point to a deterioration since 2013. Third, the hm,:m:\::.‘:w‘ =
authorities should develop ways to promote innovation, sz (S

in particular on spending R&D, patents, and university- ;;,’-:“;;:‘“N;?;;;ﬁ;%:?,'g‘“;ﬂ: o
industry collaboration, as fiscal space allows. R

33 The authorities sought to unwind the previous fabor market reforms and

considered that the current pace of product market reform implementation is adequate. They
argued that the 2011 collective bargaining reforms were not helpful and should be unwound to
bring Greece more in line with the European social model. At the same time, the authorities did not
see the need to fundamentally reform collective dismissals and the industrial action framework,
quoting a recent labor market review and an understanding from social partners that the current
regime is broadly adequate. In what concerns product market reforms, the authorities pointed to
ongoing efforts to implement the QECD’s recommendations to remove barriers to competition,
investment licensing, and entry into professions, noting that several years would be needed to
implement reforms in all these areas, given capacity and other constraints.

B DEBT SUSTAINABILITY

34. Even with full implementation of the above-mentioned paolicies, Greece’s debt is
highly unsustainable (Annex 3). Staff's DSA is based on the gross financing needs (GFN)
framework, covering a period up to 2060. This framework captures better Greece's true debt burden
compared to a stock-of-debt framework, given that the bulk of Greece’s debt comprises official loans
provided on highly concessional terms and with long

o . 4 3 5 Greece: GG Debt and GFN-- Basellne,
maturities. Under staff's baseline scenario, which assumes ;012 2060 irveweoscon,

full implementation of reforms under Greece's adjustment ™~ __ . .. !
program, debt and GFN are projected to reach around 160 =¥ ’,_/"
and 20 percent of GDP by 2030, respectively, but become  # M,,--""
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explosive thereafter. The adverse dynamics are due to the ¢
need to replace gradually a large amount of concessional o
debt with market financing at much higher rates, which ot
eventually render debt and GFN unsustainable. In other 5 5
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words, Greece cannot be expected to grow out of its debt
problem, even with full implementation of reforms.
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35. Greece thus requires significant debt relief from its European partners to ensure
debt sustainability. While debt reiief need not be approved upfront, all policy-contingent relief will
need to be delivered once Greece's official financing program ends, if Greece is to exit successfully
from official financing. In this regard, the Eurogroup committed to provide further debt relief—in
addition to the generous flow relief provided thus far—upon the successful implementation of
Greece's adjustment program in order to maintain GFN belcw 15 and 20 percent over the medium
and long run. However, to provide more credibility to the debt strategy for Greece, further specificity
will be needed regarding the type and scope of debt relief to be expected. in this regard, in addition
to those measures that are sufficiently well specified by the Eurogroup, ambitious extensions of
grace and maturity periods. a full deferral of interest on European loans, as well as a locking in of the
interest rate on a significant amount of European loans will be needed to reduce GFN sufficiently to
put debt on a sustained downward path. If Greece’s medium term objective {MTO) is also to be met
over the long run, debt relief would need to be even more extensive (see Annex 3).

Greece: GG Deht— Restructuring Scenaria, 2014-2060 Greeza: GFN -- Restruciuring Scenario, 2014-2060
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B STATISTICAL ISSUES

36. The quality of official statistics has continued to imprave, and the gains must be
preserved in the face of ongoing political pressures. Significant progress was achieved in
improving the quality of Greek statistics since the establishment of the independent Hellenic
Statistical Authority, ELSTAT, in 2010. In particular, data compilation processes have been improved,
including coverage, timeliness, and consistency with international statistical standards. and data
provision is broadly adequate for surveillance. Technical assistance from the IMF, Eurostat, and other
member states has been important in this regard. Nonetheless, as noted above, revisions of national
accounts and fiscal data are frequent, significant, and consistently biased to the downside, and
continuing discrepancies in fiscal reporting remain. 3 The authorities should protect the gains
achieved so far by defending the statistical agency against any efforts to undermine its credibility.
guaranteeing its professional independence, and addressing remaining shortcomings in reporting,
while firmly respecting the “Commitment on Confidence in Statistics* that was endorsed by the
government in 2012.

% While Eurostat has validated most of the Greek fiscai data without reservation since 2010, it did not validate
Greece's general government financial accounts, recently withdrawing existing data from publication,
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37. Greece has made significant progress in unwinding its macroeconomic imbalances.

The fiscal primary and external current account deficits have fallen from double digits to around zero
over the last six years. This is an impressive adjustment, all the more so for a country belongingto a
currency union, where policy levers are limited, However, in view of the extraordinary challenges that
Greece had to face, the adjustment has tested the social and political fabric and has taken a large toll
on society, with unemployment and poverty levels without precedentin the euro zone. This
illustrates the difficulty of relying on fiscal consolidation and internal devaluation to address
imbalances while remaining inside the currency union.

38. As a result, sustainable growth has been elusive and risks remain elevated. While the
adjustment was initially based on important reforms, the costs associated with adjustment have
frayed the political and social fabric, eroding consensus, slowing reform momentum, and making the
fiscal adjustment increasingly reliant on one-off and ad hoc adjustments. Recurrent political crises
and confidence shocks associated with the inability to sustain the reform effort exacerbated the
downturn. While growth is expected to resume modestly this year, future growth prospects are
highly dependent on a substantial reacceleration of Greece's reform implementation. Even with
ambitious reforms, unemployment is expected to stay in the double digits until the middle of the
century, and risks to the outlook remain tilted firmly to the downside.

39. To create a private sector capable of generating sustainable growth and
employment and to increase the economy'’s resilience to shocks, Greece must deepen and
accelerate reform implementation. Despite successive reforms, not least the latest round legislated
since last year, a number of key structural problems remain: (i) a vulnerable structure of the public
finances that results from unaffordable pension spending financed by high tax rates on narrow bases
and a deteriorating payment culture; {ii) impaired bank and private sector balance sheets; {iii)
pervasive structural obstacles to investment and growth, which continue to hamper competitiveness;
and (iv) an unsustainable public debt burden despite large debt relief already received. These
problems must be addressed decisively to pave the way for a sustained recovery based on a vibrant
private sector, to provide the resources necessary to address basic needs of the most vulnerable, and
to exit from dependence on official financing.

40. Greece does not require further fiscal consolidation at this time beyond what is
currently underway. Thanks to the impressive fiscal consolidation to date, including the most recent
fiscal package legislated in 2015-16, Greece achieved primary balance last year {excluding costs for
bank recapitalization) and is expected to attain a primasy surplus of around 1¥: percent of GDP in
the medium and long term on the basis of the fiscal package legislated in 2015-16. A surplus of this
level is appropriate in view of cross-country experience and Greece's own track record, and also
given the expectation that unemployment will remain high for decades. Should Greece choose to
target a higher medium-term surplus, this will need to be underpinned by credibte reforms, which
should be implemented once the output gap closes, to minimize the negative effects on the
recovery.
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41, The fiscal policy mix needs to be rebalanced to bolster the medium-term
sustainability of the public finances and support growth and equity. As currently implemented,
fiscal policy is unsustainable. unfair, and unfriendly to growth. Spending remains excessively focused
on unaffordable pensions, while the personal income tax system absolves middle class households
from contributing their fair share. As a result, lower-income households are denied access to
adequate and well-targeted social benefits, as well as to other essential public services, such as
heaithcare and transportation, A budget-neutral rebalancing of policies is thus essential for the
public sector to able to provide adequate services and sociai assistance to vulnerable groups, while
creating the conditions for investment and more inclusive growth. This can be achieved by lowering
the generous income tax credit and eliminating remaining exemptions that benefit the rich and
applying to current pensioners the new pension benefit formula introduced with the recent pension
reform, with savings going to finance a more modern and comprehensive social safety net and to
encourage the private sector to invest to create employment.

42. The authorities should complement their fiscal rebalancing with renewed efforts to
combat tax evasion. Pervasive evasion and an ineffective and politicized tax administration have
exacerbated the unfair distribution of the tax burden, and contributed to a rising tax and social
security debt and to falling tax-collection rates. The authorities should refrain from adopting
untargeted installment or amnesty schemes and instead strengthen the use of enforcement tools
against those who can pay but choose not to do so, concentrate audits on large taxpayers and high-
wealth individuals, and mobilize the AML framework. For taxpayers who no longer can afford to pay
fully their tax obligations, restructuring solutions based on capacity to pay need to be found to
preserve viability where possible, Establishing an independent revenue agency that is fully insulated
from political interference will be critical in this effort.

43, As to the financial sector, non-performing loans {NPls) must be reduced decisively.
With NPLs close to S0 percent of total loans putting in place policies that support a rapid and deep
clean-up of bank balance sheets is essential to achieving a successful recovery. Assuming that banks
can simply graw out of the NPL problem is not credible, as growth ultimately depends on the ability
of banks to lend to viable firms. The authorities should thus further strengthen the legal framework
for debt restructuring, including by providing for out-of-court debt workouts of public and private
claims. The supervisory authorities should enhance incentives for banks to set ambitious NPL-
reduction targets and implement strategies prioritizing sustainable restructuring measures and NPL
sales. Ensuring adequate bank capital is key to allow a rapid reduction in NPLs, even if costly.

44. At the same time, payment conditions should be normalized and bank governance
strengthened significantly. Payment restrictions and capital controls persist, hindering confidence
and the return of much needed liquidity to the economy. The authorities should relax the controls
rapidly and predictably-—on the basis of a milestone-based roadmap—while preserving financial
stability by ensuring adequate bank liquidity, with support from the ECB. Moreover, lingering
governance concerns, related to a legacy of close relations between banks, the state, and powerful
vested interests, should be addressed decisively by completing the board overhauls in line with the
new legislation both in systemic and non-systemic banks. Staff supports the authorities’ request for
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Executive Board approval for the retention of three exchange restrictions since they are imposed
temporarily. for balance of payments reasons, and non-discriminatorily.

45, Greece needs more, not fewer, structural reforms to become competitive inside the
currency union. Despite successive attempts to address its weak institutions. Greece has not fully
regained competitiveness. The 2011 labor market reforms were major steps forward, as evidenced by
the subsequent improvement in labor costs. However, in the absence of implementation of product-
market reforms, the burden of the adjustment has fallen disproportionately on wage earners.
Reversing existing reforms is tantamount to drawing the wrong conclusions, as this would put at risk
the potential gains for investment and job creation. Instead, they should redouble their efforts to
fully open up remaining closed professions, foster competition, facilitate investment and
privatizations, and bring Greece's collective-dismissals and industrial-action frameworks in line with
international best practice.

46. Even with full implementation of the above-mentioned policies, Greece cannot
restore debt sustainability through it efforts aloneand needs significant debt relief from its
European partners, Greece has made enormous sacrifices to get to where it is now. But the
significant achievements in balancing the budget, closing the current account deficit, and improving
the flexibility of the labor market have taken a heavy toll on the society and tested its endurance.
Recognizing that European partners have made considerable effarts to support Greece, including
through official financing and generous flow relief provided thus far, further debt relief will be
needed to restore Greece’s debt sustainability. Such relief should be calibrated on realistic
assumptions about Greece's ability to generate sustained surpluses and long-term growth. But
vltimately no amount of debt relief can make Greece competitive in the euro-zone without strong
policies. Greece. for its part, must also seize the opportunity to make steady but resolute progress
toward addressing its remaining challenges.

47. The next Article IV consultation with Greece is expected to take place on.a 12-
month cycle.
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Proposed Decision

The following decision, which may be adopted by a majority of the votes cast. is proposed for
approval by the Executive Board:

1. Greece maintains exchange restrictions subject to Fund approval under Article VI, Section
2(a) of the Fund's Articles of Agreement, which arise from (i) limits and discretionary approval
on the availability of foreign exchange for certain payments and transfers for (a) cusrent
international transactions related to normal business activities, and {b) invisible transactions
and remittances (such as travel, except for tuition fee and medical expenses); (ii} the
discretionary approvai of transfers abroad of moderate amounts for the amortization of loans
and of income from investments inctuding dividends and interest payments of non-financial
entities to non-residents, (iii) absolute limits on cash withdrawal of deposits with banks in

Greece.
2. In the circumstances of Greece, the Fund grants approval of the retention of these exchange

restrictions for a period of twelve months from the date of this decision or until the

canclusion of the next Article IV consultation with Greece, whichever is earlier.
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Box 1. Recent Reforms and Implementation of Past IMF Recommendations

During the 2013 Articte IV consultation, stoff urged the authorities to continue fiscal consolidation and reforms
to strengthen the tax and public administrations, bank bolance sheets, and labor and product markes. Since
then, policy implementation has been mixed, with some pragress on property taxation in early 2014, followed
by a freeze of reform implementation during mid-2014-early 2015 and a niimber of policy reversals (e:g.
pensions, public administration). Since mid-2015, the authorities legistated a package of measures aiming to
reinvigorate the reform agenda, including: (i) a fiscal package of 3% percent of GDP, including VAT, pension,
and income tax reforms; (ii)} reforms to improve the NPL legal framework end bank governance, concomitant
wiith recapitalizing the banking sector; and (iti) additional product market and fiscal structural reforms
Nonetheless, fiscal reforms are not growth friendly and the full implementation of all reforms isyet to be
achieved, putting fiscal and growth targets at risk.

Fiscal policies: Greece: Fiscal Measures, 2015-2018 1/
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reform has curtailed early

retirement rights and introduced a single less generous benefit formula for future pensioners Current
pensions have been rationalized by reducing the EKAS top up and auxiliary pensions above a threshold.
Contribution rates have been increased and harmonized, although some concessions have been granted
to richer self-employed groups. The systemn retains a still relatively high guaranteed basic pension,
together with low accrual rates. reducing incentives to work and contribute.

» Other measures (yield of 0.5 percent of GDP by 2018): Measures to extend the public sector attrition
rule, freeze special wages, cut subsidies, and raise excises have been partially offset by spending on
humanitarian programs.

Financial sector policies:

» NPL legat framework:. The authorities amended the personal and corporate insolvency, revamped the
Code of Civil Procedure (CCP), and allowed for the servicing and sales of NPL.s. However, these laws are
nat yet fully effective. as restrictions on primary residences remain, the establishment of the insolvency
administrator profession has been delayed, and secondary legislation remains pending.

Bank governance: The HFSF taw was amended to tighten the eligibility criteria for bank board
members.

Y
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Box 1. Recent Reforms and Implementation of Past IMF Recommendations (concluded)

Structural reforms:

» Fiscal institutional reforms: A new law establishing an independent revenue agency was adopted,
although implementation will take time and is subject to risks. The authorities also reformed the public
sectar wage grid. although this provides only a marginal improvement over the previous system. The
new welfare system is yet to be rolled out by end-year, pending adequate fiscally-neutral financing.

v

Labor market reform: While the authorities initiated an independent review of the labor market
framework, further reforms expected by end-2015 were postponed to late 2016.

» Product and service markets: The authorities have addressed OECD competition assessment
recommendations in some sectors (Toolkit [ and a narcow set of Toolkit ). but maintained restrictions in
some key areas (pharmacy ownership, Sunday trading, and the legal and engineering professions) and
postponed action in a number of other sectors {e-commerce, wholesale trade, media}.

Privatization. Three privatization deals have been signed {regicnal airports, Port of Pireaus, railway
company Trainose), totaling €1.5 billion (0.8 percent of GDP). However, the authorities are very far away from
their ambitious gaal of €50 billion (28 percent of 2016 GDP) in fong-run privatization receipts.
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Box 2. Revisions to the Greek Statistics

Greek statistical daota have been subject to large and frequent revisions that pose significant chatlenges to
macroeconomic projections. While statistical data Hove impraved since 2010, targe one-off fiscal adjustments
fiave complicated fiscal prajections

Negative real GDP growth revisions have been more frequent and larger in Greece than elsewhere In
the euro-zone. Downward revisions to annual growth outturns have been made in more than one third of
data releases, compared to less than a quarter in the rest of the eura zone during 2001-14. The revisions
have beenlarger than in all other euro-area countries and consistently biased on the downside (-0.6 percent
on average versus (.2 for the euro-area), An examination of quarterly data since 2005 reveals that, since
EISTAT was established as an independent entity in 2010, the frequency of quarterly GDP growth revisions
has subsided, even as the growih outturn has become more uncertain due to the ongoing crisis.
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Fiscal revisions have also been large and biased to the downside, and large ESA adjustments further
complicate the picture. Over the last fifteen years, Greece’s annual fiscal outturns were revised downward
13 out of 15 times, with anly one upward revision {(in 2012, likely retated to the PSI) and no revision to 2014
data. In cross country comparison, Greece is a clear outlier: the average revision in Greece has been very
large and negative {-2.4 percent of GDP} compared to close to -0.3 for the eurc-area as a whole. The quality
of Greek fiscal data has improved since 2010, with less frequent and volatile revisions, atbeit still negative
ones, An additional complication is posed by ESA accrual adjustments, which, in absolute terms, have
averaged 2.4 percent of GDP in Greece, almost three times as large as the euro area average, which has
increased the uncertainty of fiscal projections.
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Box 3. An Assessment of Greece’s Prospects for Convergence

Since 2009, the gap between Greece’s real GOP per capita and the euro area average has increased by one
quorter in reiative terms This reflects, in part, the correction of pre-crisis unsustairiable policies. which had
mosked the econamy’s profaund lack of competitiveness. Greece’s long-term outtook for becomning competitive
inside the euro-zone (s dependent on its abifity to implement a critical mass of structural reforms to increase
praductivity and growth.

Under staff's baseline assumptions, the gap between Greece’s real GDP per capita and the euro area
average will not close In the long-run. Staff's baseline long-term growth projection of 1 percent is lower
than the euro-area's growth, which is expected to average around 1.3 percent during2022-40 (according to
the 2015 EC Ageing Report). But Greece s population is expected to shrink faster than in the euro area. This
implies that the gap in Greece’s real GOP per capita relative to the euro-area will stay broadly flat. As a
result, Greece's standard of living will be only around 63 percent of the euro-area average by 2040 (still
below the relative leve! in 2006 and similar to Malta’s now).

Modest downside deviations of policy outcomes . ;

from projections could have dramatic gjli"f_\fﬂiﬂ;’"m #0d Greece RealiGOR par. Conita
consequences for convergence. Projections are 2
highly sensitive to assumptions. For example. in
staff's downside scenario (see 111) there would be a
rapid widening of the relative gap between Greece's n
real per capita GOP and the euro area’s. In this case,
by 2040, Greece’s real GDP per capita would be 55
percent of the euro area level, slightly below where B
Partugal stands now, and the gap would ¢ontinue ta 5
widen thereafter, signaling a potentially
unsustainable situation,

—— Bassine ==-Untimise —Dawnsids

wmee 21 we DM w0 0% g
Even in the most optimistic scenario, convergence iy i i

will take substantial time i{ Greece's GDP growth were higher on account of higher TFP growth, Greece
could embark on a path toward convergence to the rest of the eurao area. But even in the most optimistic
scenario, where Greece would move from among the lowest TFP growth rates in the euro zone to the
highest, the annual rate of convergence would be 0.8 percentage points on average, implying that it would
take Greece close to half a century to match the average real GDP per capita of the euro area.

Table: Summary of Assumptions for Long-Term Growth Scenarios (2015 - 2040)

Ceproighon Rz Labor Force actciparion RAWRU Average Contrsbuition 20 Growth

A Geeace 24 Groxte FA Gratce Lz drt Capital T2
2015 2040 2415 2040 201S 2020 2045 2030 EA Greece EA  Greece A Groere
Basrline 026 po4 T7ie 782 634 5.5 9.7 66 D 25 -0l op 0.6 a.1 0% a9
ptimistic. 006 0.04 724 782 683 755 v.? 66 200 2.6 -01 0.0 08 9.1 08 20
Qowuniitio 0L6 0.64 724 78.2 &843 TES Y. .7 €4 2G0 26 -0.1 0.3 0.6 -0.1 98 07

Spurcms: Surostse, BC Ageing Repedt, and IWGF s3Ff estimates
Neto: EA labor share {average ol lour 1argestaconomies) 15 3ssumad to bo 06 and far Grooce labor shareis 0.5 based on Penn ‘Warld Tables.
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Private debtas a perentage 0f GDPisnothigh in Greece
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Figure 1. Greece: Private Sector Balance Sheets
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Figure 2. Greece: Competitiveness Indicators
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Figure 4. Greece: Fiscal Developments
(Bitllans of euros)
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Figure 5. Greece: External Developments
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Table 1. Greece: Medium-Term Macro Framework, 2014-21
2014 2015 2016 x17 2018 2C19 2020 221
Prel. Prof
(Percentage ¢henge, unless athervise irdicatea)
damestc acanomy
Reat GDP c4 -0.2 G4 &7 28 24 20 15
Output gap {percent of por. vutput) €4 -5.3 4.5 2.8 15 -88 0.0 0.0
Total domestic demand 0.5 0.2 04 22 2.2 23 u3 14
Privale copsumpticn 04 0.2 08 15 14 L4 10 10
Pubbe consumplion 14 cc Q7 05 [15:3 20 i) 13
Gross fixed <sp ital formation 46 <2 30 35S 9.0 RO 6.2 30
Ixpors of goods and serices 78 34 10 6.5 €0 48 a2 4.c
Imports of goods and serviees 46 03 12 LK A5 47 37 38
final Corsumotion {kartriliution) 00 01 v.? 12 I 12 10 ¢z
Gross faed capital formation (coniribution) 06 04 0.3 11 Lt 1 k™ oA
Change in stotks {contribucion) 10 -1 03 a0 0.0 00 0.0 no
Foreign balsnco (zont:ibution) 0.1 08 -0 05 04 00 0.2 0.1
lnemployment :ste {percent: 1/ 268 249 232 203 398 5o 184 16.7
Emplkoymeat s3] 21 2c 22 3.4 2.2 18 1.8
Urit tabor costs 23 =31 39 14 s 18 16 H
Cansumer prices (HICP;, period swerage 14 314 [eX¢] 3.2 14 1.6 17 AW,
GPP :lefator -18 1.6 0B | 3 13 15 1.8 16
Meneta:y sursey
Private credit growth 27 -33 -36 31 A 21 3.7 12 ce
Domestic privake sccor depdasit growt: 20 -2239 21 126 S
Liabilities o the Bank of Greecs (billions of euros) S6.0 1076 s 577 = &
(Percent of GDP, unless otherwisc indici Ted)
8alance of payrrents
Cuceant aczaunt -1.6 0.1 ¢c Q1 0.0 01 Q1 01
Trade balenie -2.2 -0.2 07 Q1 0.3 24 9.5 06
Expoit of 00ds and seruices 328 300 278 291 30.0 306 3L.2 317
£xpor: of goods 150 14.3 135 135 13¢ 135 137 139
£xpork of services 17.5 155 143 156 166 172 175 17.8
Imports of gaods and s2evices Mz 30.2 85 202 297 303 30.7 311
Imporsof gocds 96 238 226 22.8 23.3 236 239 241
Impors of servites 72 84 %) 64 Ga 6.7 6.8 7C
Pritnary inzome 0.8 [oX 5] 03 03 .3 c.3 03 02
Sccurdary income -0.2 03 -02 -0.5 -Q% c? -G8 -8
Net irterag Ua ns amves ment position 11325 -1346 -13238 126.4 -li02 -1143 185 -105.3
Gross exterral debt 2385 2511 2457 2352 2313 2243 218.1 2136
Private sectar capital flows (rcg) 6.1 420 13 32 9.9 27 0s L6
Public fisances (general goveramerd
Total revenues 468 473 483 474 463 a55 451 448
Total experdiiures 38 51.2 516 49.7 437 159 46.7 46.8
Prmary expendibzes 458 476 ags 464 4438 440 436 $3.3
Overall belenie 4.0 -34 23 23 14 -14 16 -20
Primary balancc 20 02 0.9 1.0 1.3 b x5 13
Privaizaion receipts 093 01 a3 05 07 0.2 0.2 a1
Gross debt 1809 1794 1838 18038 18C.8 1749 1€99 166.5

Sourzes: Elstaf Mink ry of finaree; 8ark of Greece; ond IMF stff projecions.

1/ Basco un tahor force Surey.

2/ Projections <lo not take into aczount wite-ofis. valuation changes. of

reclassificatiors.
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Table 2. Greece: Summary of Balance of Payments, 2014-21
2024 2615 2016 2017 20:8 2019 2020 202
Prel. Praj
{Bllions of eura)
Current account dami nce 29 02 0.0 Q.1 cl -01 0.1 -0l
8alance of gaads and survices 440 <3 -13 -0.1 05 07 10 12
Goods salane -223 172 -16.0 -12.1 189 -20.2 210 ~-218
Experts 268 288 239 248 25.6 2648 28.3 296
Imparts 490 420 399 118 445 470 49.3 S1.3
Sarvices halance 183 1269 147 2.0 195 209 2290 229
Credit 11 279 25.2 28.8 318 342 36.1 178
Debit t28 iy 105 o 474 12.3 133 141 149
Piima sy inceme balance 14 ) 15 10 05 0.6 035 0s
Cradit 35 1.5 7.4 72 72 .7 23 a.7
Debt 2.1 65 S8 6.2 &7 1.0 7.3 8.2
Secondary intcome, balance -0.3 -0S 03 -10 1.0 £ 3 -16 17
Capitil and finanzial aczount Lalsnce 91 242 2.9 180 6.1 - ; 29 1.3
Capital account batance 25 29 20 2.1 23 23 21 21
F:nandal accaur| 66 222 200 ict ) 34 14 c.7 -04
Directiovestmeet a3 09 28 ‘14 -L4 2% 3.2 34
Partislio imestment 70 83 8.6 4.4 04 03 -La -08
Other vestment (excl. pragram financing) -1l 128 16.2 128 55 3.6 40 18
Reseswe assets {inzrease = -) 03 04 c0 0.0 00 00 00 09
Net errors and 9misszang 19 L2 0.0 [o24] 0.0 0.¢ on 0.0
Program finanzirg, net 5.1 188 180 13.9 13 0.7 .13 2.6
Unidertified firarcing 0.0 0.0 30 00 0.0 0.0 090 0.0
(Percent ¢f GDP}
Cursent actount batance =t 6 01 090 -0.1 oe Q1 0.L .2
83larce o govds and services 2.2 -02 7 0.1 03 ¢4 0.5 06
Goods baance -12.5 -98 91 -93 09 -10.1 -10.2 102
Se-vices balance 103 9.6 a3 9.2 102 1058 10.7 1c8
Pimary i~ccme baanze 0.8 06 0.9 as 03 03 0.3 c.2
Seconduay :ncome balance -0.2 43 0.2 0.8 08 07 0.8 08
Capital and finarcial acceunt balance p i 138 124 98 3.2 19 14 07
Capitul account paiance id 9= 12 1.2 1.2 13 10 3.0
Financiat account 3 12.6 1.3 85 20 07 04 -0.3
Dizectirvestnunt 0.2 0.5 -1 6 0.8 0.7 -1.2 -1.5 -1.6
Po<tfalic itvestment 39 48 35 2.4 0.2 C:2 0.0 D4
Gther irvesTnent 03 7.2 2.2 20 29 1.8 9 ik 1
Reseree assets fircrease = -) %1 0.2 0.0 20 [¢X9] 0.0 20 [e59]
Net errors and omissiors iC 0.7 ne 0.0 co e 00 0.0
P:-ogsam ¥nanzirg 29 107 102 15 08 04 -0.6 2
Lnidentfied offkial financing / m3arket access 20 090 a0 00 2.0 0g 0.0 040
G:oss extwernal deht 2385 2514 2457 239.2 2313 2243 481 2126
Puklic sector 1/ 1826 2i5.8 2C4 ) 1927 16891 191.3 186.€ 1821
Piivate sector EEE] 35.3 41.5 A4.4 322 33.0 313 ne6
Memarandiim item:
Current acrount bslance in cash t2rms cs 048 n.e o7 07 0.7 07 038
Sources: Bank of Greste, 3nd MF staff estimates.
1/ Includys debt ot the moretary authw:ity,
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Table 3. Greece: General Government Operations, 2014-21 V/
2014 2015 2016 2017 2018 2019 2020 2021
Prel. Proj.
(Billions ef euros)

Revenue 832 841 87.1 873 88.7 90.5 931 354
Indirect taxes 276 283 299 30.7 31.7 324 333 34.2
Diract taxes 125 16.5 17.5 16.6 16.6 170 178 184
Social contributions 241 244 284 25.8 264 271 278 286
Qther current revenue 44 44 49 4.5 4.6 456 4.6 4.4
Sales 5.0 5.0 50 5.2 5.1 5.0 50 5.1
Capital revenue 4.6 sS4 54 4.5 44 44 4.6 48

Primary expenditure 833 83.6 854 85.5 858 875 90.1 923
Social benetits 384 390 39.1 394 38.7 396 412 424
Subsidies 1.6 7 2.1 1.7 18 1.3 18 18
Other curtert expenditure 3.5 28 31 30 32 34 33 34
Compensation of emplovees 219 216 1.7 222 224 226 2238 233
[ntermediate consumption 87 84 9.2 9.6 105 10.8 11.5 116
Investment 90 10.1 101 5 93 9.5 93 96

Primary balance 00 04 16 18 29 3.0 30 3.2

Interest 71 6.3 5.8 60 5.6 5.8 6.4 74

Qverall balance -71 -5.9 41 -4.2 -27 -238 -34 4.2

Gross delat (Maastricht) 3220 3151 3248 3328 346.3 3482 3508 3544

(Parcent of GDP)

Total primary revenue 46.8 478 493 474 463 455 451 448
Indirect taxes 155 161 16.9 16.7 16.5 163 16.1 160
Direct taxes 99 94 9.9 9.0 87 8.6 86 86
Social contributions 1335 139 13.8 140 138 13.6 13.5 134
Other current revenue 25 25 28 24 24 23 2.2 21
Sales 28 29 28 28 2.6 25 24 24
Capital revenue 2.6 31 31 4 23 252, 2.2 2.2

Total primary expenditure 46.8 476 484 464 44.8 440 436 433
Social benetits 216 222 222 214 20.2 149 20.0 199
Substdies 0.9 09 1.2 0.9 08 09 0.9 0.9
Other current expenditure 20 1.6 18 16 16 1.7 16 16
Compensation of emgloyees 123 123 123 22.11; 11.7 114 13 109
Intermediate consumption 49 4.3 5.2 1502, 5.5 54 S6 5.5
Investment SEl 5.8 5.7 52 48 4.8 45 4.5

Primary balance 0.0 0.2 09 1.0 15 15 15 15

{nterest 4.0 36 23 33 29 29 31 35

Overall balance 4.0 34 -2.3 23 -14 -14 -16 =20

Gross debi {Maastricht) 180.9 1794 1839 180.8 180.8 1749 169.9 1665

Neminal GDP (billions of euros) 1779 175.7 176.6 184.0 1916 199.1 2064 2128

Sources: Ministty ot Finance; and [MF staff prajections.

1/ Calculations based on program definitions as outiined in the TMU.,
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Table 4. Greece: Modified General Government Cash Balance, 2014-16 1/
(Billlors of euros)
2814 2015 2016
Act. Prel. P¢oj
L State budget
Revenue 503 513 527
Orgirary budget (A + B+ C - Dy 454 484 483
A Recurrent revenge 480 4/8 510
L Directtaxes 20.7 199 212
Income taxes 123 121 131
oIy 79 75 81
ar &7 29 39
Qther 17 14 12
Property laxes 35 32 34
Tax arrears collectian 19 L? 17
Other diract taxes 30 29 29
2 Indifect taxes 238 2328 25.2
Transaction taxes 132 14.3 184
VAT 136 136 149
Other 05 06 05
‘Consumption taxes 8.7 88 88
Tax arrears <ollectons 0.3 0.5 07
Other indirect taxcs 0.4 03 03
3. Tax Installmenl Scheme Q.0 0.0 0.0
4. Transfers LU 0.2 0.4 0.4
5. Nomax révenue 34 3.6 42
B One-off reuenue T 15 04
C. Revenye from concession and nghts 0L 02 0.1
D. Tax relynds 36 31 33
fruestment budge: a7 18 44
A EU flows 46 39 4.2
8. Own tevenues 01 0.9 0.2
Expenditure 362 55.2 $7.3
Ordinary spending a7 438 0.2
Qedinary primary speirding (Includes guarantees to 4d3 437 461
enlities msxie the geaeral goveinment)
A. Remuneration axl pensions 18.5 184 18.1
B. insurance and hesltdxare 8.5 147 18.7
C. Operating and other expenditure 57 5.4 S.7
D. fanmarked cevenue 33 28 33
E. Reserve 0.0 i) 9.4
F. Guarantees to cnlties inside the general 0.2 16 21
governgent
G. Guarantees tv entities outside the general 01 0.0 0.2
government
H. EFSS commitment fee O 0.2 ol
1 Speadting on military profurenvent a3 06 0.8
1. Arcears dlearance 4 8.0 0.0
interest S6 S.1 47
Ivesunert 66 fda 6.8
A, Co-IFimsnced 59 57 6.0
L. Own reverases 0.7 0.7 08
State overall balance -5.7 -39 4.8
State primary halarze 0.2 12 <1
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Table 4. Greece: Modified General Government Cash Balance, 2014-16 V (concluded)

iBillions of cyes)

2014 X015 2016
Act Pret. Proj.

[. 8zlance kocal govemments 0.2 05 04
II Balance social security funds Q.8 A A5
V. Balacce of extr abudgetary funds 14 039 33
V. Balance of state-owned enterprises (indl. quarantees) 190 14 20
Generat government arimary cash halance jafter measures) 0.6 44 32
Ceneral govemiment primary cash balance {excl. PIB selated 32 6.2
to EU furds, program definition)
State primaty spending (includes guarantaes ta entites 448 444 468

inside the ganeral governiment), program definitiaa

Sources: Ministry of Rnance; and IMF staff arojections.

1/ Caleulatians based on pragra:n definitions 35 oullin€d in the TMU.
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Table 5. Greece: Monetary Survey, 2011-16
2011 2012 2013 2012 2C15 2016
Mar. June Sep. Dec.
Proj
{Billions 0% Euras}
Aggregated Ltalance sheet of tdonetary Fnanewl [nstitutions {MFs)

Total assets 648.1 6025 5176 501.2 34572 3363 $10.0 £92.89 4870
Cash (rekl by ciedit insttutions} 24 25 2.0 18 18 18 18 18 8
Claims on Bank of Greece S.1 31 40 32 29 23 28 23 29
Claitns an other MFls 1958 170.7 107.3 86.2 134.1 1276 1120 967 92.5
Claims iLoans! onnon MFk 2759 250.1 2389 2%2 2256 2223 2217 2ig3 2185

Bomeste 269.5 2448 2338 2287 2219 2183 2113 2139 214.1
Gengral governmert 223 174 159 17.7 16.7 1558 156 15.4 162
QOther sectors 2472 2275 2179 212¢ 2043 2025 07 1986 1978

Otrer countries 64 52 52 45 46 43 a.5 44 44

Securities 1 930 15 94.3 102.0 1027 1026 1011 1029 1c1S
‘Othx:r assets 65.9 70.6 65.0 691 68.9 9.5 55.8 05.6 65.2
Fixed assels 5.0 5.0 B ) 4.7 27 47 46 47 a7

Total Lisbilities 346.1 €6C25S 5i7.6 5012 5345.7 5363 510.¢ 4929 487.0
Liabilties 1o Rark of Greece 128.9 121.2 750 56.0 1076 1013 7.1 753 718
Liabilities ta other MFIs 154.4 1332 930 926 102.7 1020 Nk 8L5 782
Deposits ard repos af non MFks 2375 225.2 2189 1810 1436 1410 1426 1451 1474

Deimestic 1877 179.1 1826 177.2 136.8 1347 1355 137.2 1394
Cther courtries 98 46.) 363 138 638 63 71 78 8.1
Capital and reserves 4.7 256 67.0 750 90,7 90.4 288 885 88.2
Bankretes aud cains in giculation 237 24.2 254 219 28.6 285 285 286 28.7
Other fiabilitiag 56.8 53.0 403 58.7 728 728 716 739 227
Money and ¢redit

Broad money 199.2 1884 193.2 1924 159.8 1579 159.2 1604 1624

Credlit to the private sector 27 3/ 231 2273 2175 2116 2039 2021 2013 1982 1875

Cteddt to gavernment 2/ Y$9.1 28.2 218 236 237 220 22.1 217 228

{Annual peréentage chage)

Broad meney -146 -53 27 04 1689 =74 32 38 15

Oomestic private seckor deposits -170 <7.3 14 20 -229 -12.1 1.0 19 21

Credit to the priva sectar 2/ 3/ =31 -ag 39 3.9 -3.6 -51 -33 32 -3.1

Credit 10 govesnment 2/ 20 2.9 181 a0 0.2 -4.5 14 5.5 -39

(Percent of GO}

B:0ad money 6.1 935 1070 108.2 1.2 S0.3 910 914 924

Domestk deposits %06 236 1011 99.7 78.0 2723 275 78.2 793

Credit to the private sezwor 3/ 11938 1189 1205 119 1163 1136 1150 1129 1124

Creditto government 285 14.8 2L 133 135 12.6 126 124 13.0

Memerandum itams: (Peicent)

Capial w assets 28 33 6.9 77 9.2 .9 28 90 89

Loars to customer deposits 117.0 1116 1106 109.3 1383 1329.3 139.3 1339 1313

Welncity 10 1.9 HEES ¢e L.l ok Ll 11 1k

Sources Bank of Greece; and IMF staif estimates ard prejuctions.

1/ lcldings of securities other thar shares and dueivatives.

2/ Projected grawth rates are cakulated rom ciffeserces in outstantding ameunts and do not take into accaunt write-affs, vakation

3/ Cradit to domesti ron-MRA sesidents by domestic MFls excluding the Bank of Greece, including secusitized fnans-and cosparate

bonds
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Table 6. Greece: Monetary Financial Institutions (excl. BoG)—Uses and Sources of Funds,
2014-21

2014 2018 2016 2017 2018 201¢ 2020 2021

Peoj,
(Bilions of euroas)

Assels 978 186.0 3638 369.7 379.7 3527 3999 405 6
Cash 13 18 13 12 19 2.0 23 >4
Claims gn other tlFs 289 4.5 13.7 137 188 18.8 187 186
Claims an naa-tdils 2882 2317 22728 2813 2883 2384 3032 307.0

Generat gowermment 236 232 228 236 286 258 26.4 272
Privase sexcte: 2116 2039 192.5 1939 203.2 2106 2131 2150
Caporate 352 §9.1 906 a34 974 1932 106.7 10338
Householde 116.4 2248 1063 105.5 105.6 w073 1864 1052
Othe: coyntics 634 6.1 .S 588 60,6 623 638 629
Other 3ssex 69.3 6B 65.% 67.9 707 732 759 780

Liabiities 3978 3860 3638 369.7 3.2 3927 399§ 405.£
Linbilites (e et2er MEI§ 598 114 72,6 235 284 253 26.1 26.8
Depuosiis of non-MFIs 1866 120.2 1937 2630 169.6 180.4 186'8 w24

Cenral government 721 37 S3 55 5.8 6.9 6.2 64

Private sectos 166.1 128.1 107 472 155.1 1651 170.8 1757

Cther cauntries 134 64 7.7 8.2 88 9.3 98 103

Qther liabilites 457 A36 469 £6.2 461 25.1 a5.9 85.7

Capital and rescrves 64.7 8Ll 787 81.4 848 88.1 910 93¢

Furgsystem liquid ty cuppors 360 107.6 na 577 348 52.8 500 472
(Parcent of GOP)

Assels 2238 2302 201 2033 20C.4 169.6 1967 1931
Cash 10 1.0 1.0 10 10 10 1.0 190
Claims on ottiar MFIs 158 140 10.6 103 3N Ss 42 39
Claimes an werMFEL 157.7 166.< 1581 154/ 152:2 1517 149 1469

General geverament 133 35 130 139 130 130 130 130
Privax sector 1190 1163 1124 165 4 107 .2 1029 1.8 029
Corputate S35 508 M6 $L3 S14 £2.5 €25 526
liousehzids 65.5 A%.3 663 €839 S5.8 546 523 S04
Otxer counties 35.4 36.5 327 3724 320 0.y L4 310
Other asses 392 388 373, 323 ir3 373 Pt 373

fianifities 2233 2202 207.1 2033 2004 936 396.7 194.1
Liahities to otwer MFs 224 6.5 129 123 24 29 229 228
Dopesit of worn-MFis 205.0 800 818 88s 893 9L7 919 921

Cantval government 40 33 30 34 3.0 30 30 36
Private secior 93.4 731 744 8iM 814 83y 8:.0 84.1
Olher Counties 75 i7 a4 43 2.6 L7 48 a9
Other liabilities 237 2€0 267 25.4 243 234 226 218
Cagital wnd sosvrvesy 3%.2 46.3 4438 464 aad ang 448 448
Eutusysiem liquidity supposs 3I'§ 614 0y E ) 289 26.8 246 229

Memorandum iterrs:

Doirestic erivase sector depos:t growth (percent) -29 229 21 12€ a3 65 34 29
Private credit grovth {percent change) 1/ -39 -3.6 -3.1 0.7 21 d,7 12 09
Eurosystem liquidity suppost (percent af sotal assets) e 79 197 156 1a.4 12.4 128 110

Sources: 8ankof Greeca: 3nc BMF stafi estimates wnd project:6

1/ Projecdens co nat mke TiMo account v ke ifs, valuatoan changes. or reclassiiications.
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Table 7. Greece: Core Set of Financial Soundness Indicators for Deposit Taking Institutions,
2011-16
{Percent, unless othenwsse indicates)
20%1 2012 2013 2014 2015 2016
Jun.
Core set

Regulatary capital to risk-weighted sssets 1/ 70 100 136 14.1 16.5 18.1

Regulatory ber ! capital ®o risk-vieighted assets 1/ 538 9.3 132 139 16.4 180

Nanperformirg 0ans net of provisions 1o capital 2/ = 1520 1385 2203 79.5 8.9

Nonperformirg loans to total gross kasns 2/ 160 245 319 338 36.8 370

Bank provisions to nonperforming loans 628 491 49.3 55.8 67.6 678

Reuwrn On assets (after taxes) = 13 -26 01

Return on equity (after taxes} -141 -28.7 0.5

Interest margin to gross mcome 937 1031 6.7 88.0 84.5 828

Non-intesust expenses to grass income 661 939 76.3 £4.8 56.7 49

fiquid assets 10 folal assels 3/ 323 32.1 29.9 28.9 29.7 285

tisuid assels to short term liahilives 3/ 431 419 40.0 40.L 404 382

Netopen positionin foreign exchange to capital 1/ 18.2 3 54 $.6 18
Encouragec set

Spreac bewseen reierence lending 2rd deposit rates (end 7.5 71 70 6.2 39 5.7

of-period. besis points) 4/

Custorrer deposits to tatal (naninterbank) lcans 37 855 866 G04 Q.3 18 714

Foreign currency-denuvrnirated liabilities w total liabilities 37 7 6.5 59 S5 32 k¥ g

Market liquicity

Average bid-3sk spreat in the securities marker (basis 872 1933 18590 137.0 17304 23570
points)

Households

Houschold debt to GDP €13 837 64.5 63.0 62.3 6:.1

Rzal estate Marke%s

Resicentizl real estate loans to tota! loars 3/ 228 25.5 264 264 215 276
Memorandum items:

Assets thilliaans of euros)

Banks 4127 389.7 383.0 3750 367.8 3528

Branches of foreign banks $2.9 391 108 9.1 5.3 5.2

General insurance companies 5/ 48 156 16.2 16.3 16.6 16.7

Other ¢recit instilutons 315 12,6 129 230 120 118
Ocposits (bittiors o euras)

3anks 172.4 I161.0 1772 174.3 128.7 1274

8ranches of fureign barks 209 131 3.5 25 28 29

Saurce: Bark of Greece.

1/ Data on a consclidated basis. for enxi-2011 and 2012Q1. CAR. ratios are attected by the PSi and incluge only the first kunche of
€18 billion ~I'S+ recapitalzation. hadcitton C.AR. ratios are affectes by the negative supérvisory cwn fiznds of twa banks (ATEbank
ard TT Heltenic Post Rank},

2f Loans are classified as nonperfosming when ¢1) payments of principal ard intesest are past ue by three months (58 days) cr
Inore, or {2} intesest payments equsl to three monifs (30 days) interest or more have been capitalized (rejnvested into the grincipal
amount), refinanced, or ralled over. NPLs also incluce these loans 'aith payments less than 90 days past gue that are recognized as
nonperfoseming under natioral supervisory guidance. This definition dloes not take nto account resuctured NPLs.

3/ On 8n aggiegate resident-based approath (i.e commercia! banks, coopérative banks, ard foseign branches).

A/ Spread detween rale on tredil lines and savings deposit rate.

$/ There are nu specialisec lte insurance compaaies in Geeece. General insuranice corrgarves otfer general insurance and fife
insurance products,
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Annex I. Risk Assessment Matrix */
{Scale—High, Medium, or Low)

Source of Relative Likelihood and Expected Impact of Recommended Policy
risk Transmission Realized Response
Reform Righ High Keep on track with
fatigue Unemployment remains Rejection of program implementation of reforms
high, while economic policies could result in agreed under the ESM-
recovery fails to materialize. renewed liquidity supported program
Reforms stall and palitica! pressures on the banking
pressure mounts to reverse system and trigger debt
key fiscal and structural default and/or exit from
reforms. the euro area.
Weak High High Pursue a mare growth friendly
recovery of Debt averhang and the Lower growth could consolidation by tackling
domestic recent revenue-hased fiscal undermine fiscal structural challenges on the
demand consolidation package create | performance, complicate | expenditure side, fowering tax
a larger than expected drag | debt relief, and ratesand broadening tax bases.
on the economy. perpetuate debt
overhana.
Economic Medium/High Medium Diversify export destinations,
fallout from 8rexit. Negotiations could be | Lower exports—including | and accelerate reforms to
political more complex, contentious tourism—and renewed improve competitiveness.

fragmentation

and protracted.
Dislocation in the Middle
East, Africa, and

capital flight
Further fiscal pressures
and stress on social

Europe, leading ta an cohesion.

increase in migrant flows.
Tighter or Medium Medium Accelerate efforts to tackle the
more volatile | Investors withdraw from Weaker confidence and high level of NPLs and fully
global riskier assets as they reassess | renewed capital flight, as | eliminate capital controls, but
financial undertying risks in Europe, or | well as lower exports. with caution in order to

conditions

respond to an unanticipated
FED tightening, lowering
growth in the Euro area.

preserve financial stability.

Structurally
weak growth
in the Euro
Area

High
Weak demand and low
productivity growth from a
failure to address crisis
legacies and undertake
structural reforms leading to
lower potential growth.

Medium
Adverse impact from
lower exparts to Europe
and weaker confidence.

Diversity exports destinations,
and accelerate reforms o
improve competitiveness.
Rebalance spending towards
vulnerable groups, health and
investment—also making use
of €U funds.

*/ The risk assessment matrix shows events that could materially alter the baseline path discussed in this report
{which is the most likely 1o materialize in the view of staff). The relative likelihood is the staff subjective
assessment of the risk surrounding the baseline ("low” is meant to indicate a probability below 10 percent,
‘medium” a probability between 10 and 30 percent, and “high* a probability between 30 and 50 percent). The
RAM reflects staff' views on the source of risk and overall level of concern as of the time of discussion with the
authorities.
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Annex II. External Sector Assessment

After reaching deficits of up to 15 percent of GDP in 2007-08, Greece’s current account achieved
balance in 2015. The external position is somewhat weaker than the level consistent with medium-term
fundamentals and desirable policy settings, suggesting the need for further exchange rate adjustment
of about 5-20 percent. Moreover, the decline in external imbalances is due chiefly to lower investment,
while savings remain on a downward trajectory. The trade balance has improved as a result of a sharp
import contraction, an increase in the exports of fuel derivatives, and a more recent recovery in non-oit
exports, with debt relief also contributing to the adjustment in the income balance. Labor and product
market reforms are needed to improve competitiveness. Shifting the fiscal consolidation strategy from
raising tax rates to lowering spending and broadening the tax base would also support growth and
savings.

1 Imbalances have declined sharply, but largely through lower investment. The
buildup of large externa! imhalances followed the adoption of the Euro. Lower euro area interest
rates encouraged household borrowing and public investment financed by external savings.
Domestic savings saw a large decline. Since the crisis, the economy adjusted to lower levels of
external financing, managing to significantly reduce the size of the imbatances, with the current
account achieving balance in 2015. However, household savings have declined further, and the
adjustment has materialized mainly through an investment collapse, hurting growth and
employment,
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H w NIV:Ee" g INC HTANRS I Fo—empg imfiNInv
IWY 3 RO H TN -lfs ST
’ — J ;
: A .
j . . ; E b I
G -0 =S
£
2§ SN m&eunmee mbawdvg: ¢
enprenion: Bhcshude BCowement B0 nomy Caarnod ® Eisung:
x H)
A Ai-g Mig=14 Sodirs Jirastiued Saent bovusuman
Stten s teat W 1esn Andeno Scuttan Salel, a0 Po Mradglis
2, The contraction in imports was the main driver behind the closing of the current

account deficit, with goods exports and tourism contributing to a lesser degree. Greece's trade
deficit was 0.2 percent of GDP in 2015—the lowest since it joined the Eurozone. The reduction in
disposable income resulted in a sharp dectine in
imports, especially of capital goods (basic metals, .
machinery, and equipment). Since the crisis, most of : [ |
the improvement in goods exports is associated with
higher volume of oil exports—partially in response to a
decline in domestic demand for fuels. Meanwhile, the
services balance has benefitted from very strong - . - —

tourism receipts, but the improvement was offset by a

sharp decline in transportation receipts reflecting O
lower freight prices. S i
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Greece: Good Exports, 2008-15 Greece: Good Exports, 2010-15
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Sources: Ewostal, Haver Anaiyvtics: and IMF stat caculations.

3. While goods volumes have increased ‘ :

Exgrac VolunesEindax 95 2 Share ot Trading Partnars’ Domaxsd
robustly, export values have lagged peers. In terms Indew, 2008 t55uaba. 21t ~
of exports volume, Greece outpaced its peers. even
after taking into account that its trading partners’ & y
demand has increased slightly faster. Nonetheless, the {ﬁ/’\ T

value of exports of goods and services declined in . %l sl o
nominal terms since the crisis, while it has been @
growing strongly in peer countries. However, for Y
goods exports, this reflects lower prices {particularly SR TRRRR RS S
1 1< { 2X8 X9 203 201 a2 XL A N
oil) rather th.an volumes. In all, th|§ implies that Greece S B e U I b Lt Lo,
has been losing market share relative to peers. (e R R S oS
4. The exchange rate has also declined. Greece's unit labor costs declined by some 5

percent since 2010, less than in Spain and Portugal. This improvement was achieved through a
compression of wages (by close to 30 percent), rather than through higher productivity. The ULC-
based REER has depreciated by some 18 percent since 2010. With prices falling less than wages, the
CPI-based REER has declined by slightly less than 10 percent. However, there were large increases in
consumption taxes in Greece during the program—including a 4 percentage point increase in the
statutory VAT rate—which are not included in the above-mentioned figure. Adjusting for tax
changes, the CPI based REER shows a decline close to 1S percent.

Unit Lobor Costa. 2008-13 Geeace: Real Eftective Bxchan|je Rates
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5, Methodological approaches underlying the Fund’s EBA methodology suggest that
Greece’s REER remains modestly over-valued:

The current account appreach provides estimates of the current account adjusted for cyclical
{terms of trade and output gap) developments as well as the current account norm. In the case of
Greece, the cyclically adjusted current account amounts to -2.7 percent of GDP, given the large
estimated output gap, while the current account consistent with fundamentals and desirable
polices is estimated to be a small deficit (1.2 percent of GDP). Closing this gap would require a
real exchange rate adjustment of about 6 percent. However, the mode! fit is relatively poor in the
case of Greece (with an unexplained regression residual of -3.8 percent of GDP), highlighting the
significant uncertainty surrounding the estimates.

The real exchange rate index approach compatres the average 2015 REER index to an
estimated norm. Thie approach suggests a REER overvaluation of some 6 percent, subject to a
regression residual of broadly the same magnitude.

The real exchange rate tevel approach compares the price leve! of a representative basked of
goods among trading partners, thus allowing the regression to exploit not only within country
variation in the REER but also crass-country information. The regression suggests overvaluation
of some 11 percent and a residual of about the same magnitude.

The extemal sustainability approach compares the projected medium-term ¢urrent account to
a norm that would stabilize the net foreign assets ratio to GDP at an appropriate benchkmark (set

at some -63 percent of GDP in the case of Greece). Greece’s net international investment position
has broadly stabilized at

around 135 percent of 2016 Current Account and REER Gaps

GDP in 2015, with £3A Metradclogies 71
liabilities of 274 percent Curen:  REER index REER level txternal
of GDP mostly reflecting account  approach  approach  Sustainability
public external debt The  pencevt of Goo
external sustainability Actual Curren: Account 0
3 c 27

approach suggests that a Cyclically Adjusted Cusrent Account 2

Current Account Narm -1.2
current account €lose 0 cyreprnt Arcount Gap s
balance would gradually ,, ;occn
improve the Exchange Rate Gap i+ (s ovenaluation) 8.0 5.9 0.6 -1.7
international investment ;1 pascd on preliminary October 2016 ERA results.
position to sustainable
levels.
6. Staff’s assessment is that a competitiveness gap remains, requiring some 5-10

percent in further real exchange rate adjustment. The results of three of the four
methodological approaches covered in the Fund's EBA analysis consistently point to some
modest remaining over-valuation; albeit they might overstate it given the increases in
consumption taxes, and to the extent that the output gap is smaller than envisaged. While the
results are subject to significant uncertainty, staff's judgment is broadly in line with the finding
that some modest overvatuation of about 5-10 percent remains.
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Annex III. Debt Sustainability Analysis

This appendix considers the sustainability of Greece's public and external debt. The analysis suggests
that Greece’s public debt is highly unsustainable. Even with full implementation of policies agreed
under the ESM program, public debt and financing needs wiil become explosive in the long run, as
Greece will be unable to replace highly subsidized officiol sector financing with market financing at
rates consistent with sustainability. In a scenario in which sufficient debt relief is provided to achieve
sustainability, public debt remains highly sensitive to shocks. External debt is high and expected to
decline only gradually over the medium term; macroeconomic shocks and policy slippages could result
in adverse dynamics.

L PUBLIC SECTOR DSA

1. The public sector DSA, which is based on the Gross Financing Needs (GFN) framework,
updates the May 2016 published DSA. As noted in the published DSA, the GFN framework better
captures Greece's true debt burden compared to a stock- of-debt framework, given that the bulk of
Greece's debt comprises official loans provided on highly concessional terms. The time horizon
covered by the analysis extends to 2060, coinciding with the maturity of Greece's official loans. Under
the GFN framework, achieving debt sustainability requires maintaining low GFN for an extended
period to allow debt to decline before Greece can return to markets on a larger scale. Thus, ary debt
restructuring solution would need to achieve two key objectives. First, it should maintain gross
financing needs well within the 15-20 percent of GDP thresholds defined in the MAC DSA for
emerging-advanced economies throughout the projection period. Second, it should ensure that debt
is on a sustained downward path. In other words, solutions that provide only temporary flow relief
but do not deliver a declining debt path over the projection horizon would not be consistent with
sustainability.

2. Greek debt is highly unsustainable in staff's baseline scenario (Figure 1). Staff's baseline
assumptions refiect staff's current macroeconomic scenario (Box 1). Under these assumptions, debt is
projected to reach 170 percentof GDP by 2020, and 164 percent by 2022, but will rise thereafter,
reaching around 275 percent of GDP by 2060, as the cost of debt, which rises over time as market
financing replaces highly subsidized official sector financing, more than offsets the debtreducing
effects of growth and the primary balance surplus.? Gross financing needs cross the 15 percent-of-
GDP threshold aiready by 2024 and the 20 percent threshold by 2031, reaching around 33 percent by
2040 and around 62 percent of GDP by 2060.

! The debt-stabilizing primary balance can be approximated by (r — g) times the debt/GDP ratio, where r and g
are the nominal interest rate and GDP growth rates, respectively. For example, for {r — g) around 2 and debt of
around 100 percent of GDP. a primary balance of 2 percent would be needed to stabilize the debt (and a higher
one to bring debt down). For higher debt-ta-GDP ratios, the primary surpluses need to be higher to stabitize
debt and even higher to bring debt down to safer levels.
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Figure 1. Debt Sustainability, Baseline Scenario. 2014~2060
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3. The European institutions’ significantly more optimistic assumptions lead to notably

more benign debt dynamics. Under the baseline assumptions in their June 2016 published DSA,
debt is projected to decline to under 120 percent of GDP by 2030 and slightly over 100 percent by
2040, with gross financing needs remaining under 10 percent of GDP until 2023 and under 20
percent until 2040, rising to 24 percent by 2060 (8ox 2). This projection is based on significantly more
optimistic assumptions than staff's, in particular with respect to growth and the primary balance, the
tatter of which is expected to be maintained at 3.5 percent of GDP for a decade, declining gradually
to 3.2 percent by 2030, and to 1.5 only by 2040.

4, The Eurogroup committed to additional debt relief for Greece, although some
measures are not specific enough to enable a full assessment of their impact on debt
sustainability. At the May 2016 Eurogroup, European partners agreed on the GFN framework and a
broad package of debt relief measures to be provided by the end of the ESM program, subject to
continued implementation. For the short-term (before the end of the ESM program), the package
includes: (i} smoothening the EFSF repayment profile under the current maximum weighted average
maturity; (i) using a more diversified EFSF/ESM funding strategy to reduce interest rate risk; (iii)
waiving the step-up interest rate margin on the debt buy-back tranche of the 2nd Greek program for
2017. Following the successful implementation of the program, further measures could be
implemented over the medium and long run, including: (i) abolishing the step-up margin for 2018
onwards; (i restoring the transfer of ANFA and SMP profits; (iii) partially repaying existing official
loans to Greece by using unused ESM resources; and (iv) implementing a targeted EFSF re-profiling.

5. A substantial restructuring of the terms of European loans to Greece is required to
restore debt sustainability under staff’s baseline scenario. A possible restructuring modality that
could satisfy the objectives noted above could be based on a combination of the following
measures, which go well beyond the scope of measures currently proposed by the Eurogroup (Figure
2):

s @Grace extensions until 2040; This would require an extension of grace periods on existing debt
ranging from 6 years on ESM loans ta 17 and 20 years for EFSF and GLF loans, respectively. While
possible extensions of grace periods have been mentioned by the Eurogroup, the scepe has not
been well defined, and the measures do not encompass GLF and ESM toans.
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« Maturity extensions until 2070: This would require maturity extensions of 30 years for GLF
foans, up to 14 years for EFSF loans, and 10 years for ESM loans. As with the above mentioned
measures, while possible maturity extensions have been mentioned by the Eurogroup, the scope
has not been well defined, and the measures do not encompass GLF and ESM loans.

¢ Interest deferrals until 2040: This would require a further deferral of interest payments on all
GLF, EFSF and ESM loans until 2040, amortized in equal instalments until 2070 (including interest
on interest). The scope of these measures has also not been weli defined by the Eurogroup.

» Interest margin and SMP/ANFA profits: Abolishing the step-up interest margin on the EFSF
buyback tranche from 2017 onwards and returning SMP/ANFA profits during the years following
the ESM program have been proposed by the Eurogroup and could be used to further lower GFN
and debt.

* Locking in the interest rate on all EFSF and ESM loans: To ensure that debt can remainon a
downward path, interest rates on all EFSF and ESM loans (amounting to around €200 billion,
113 percent of 2016 GDP) would need to be fixed at low levels for 30 years, not exceeding 1¥:
percent. While the Eurogroup has agreed to lock in the interest rate on some European loans, the
scope of the measures contemplated is likely much less than what is required to ensure
sustainability under staff’s baseline scenario.

Achieving SGP compliance (in particular with respect to the MTQO) through the projection horizon
would require additional debt relief aiming at lowering Greece’s interest burden. One option to
achieve this would be to defer EFSF interest payments to 2060 rather than 2040.

Figure 2. Debt Restructuring Scenario. 2014-2060
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6. Debt dynamics remain highly sensitive to shocks under the restructuring scenario. Two
shock scenarios are considered to assess the robustness of staff's proposed restructuring scenario
(Figure 3):

» Upside scenario: Stronger-than-expected policies, resuiting in somewhat higher nominal growth
(3.2 percent) and no additional bank recapitalization needs, combined with debt restructuring as
proposed by staff, would lead to lower GFNs, and a faster reduction in debt, which generates a
virtuous cycle of lower market interest rates and lower debt levels over the long run. This scenario
illustrates the importance of advancing structural and financial sector reforms that can enhance
productivity growth and ensure that the banking sector can support the economy over the iong
term.

+ Downside scenario: If policies were weaker than expected, resulting in a lower primary balance
{stabilizing at 1 percent of GDP), debt sustainability would no longer be ensured even under staff's
restructuring proposal. In this case, both the debt and GFN dynamics would become unstable and
would rise over time, as the measures would no longer be sufficient to ensure that Greece ¢an access
markets at rates consistent with sustainability. To ensure sustainability under this scenario according
to staff's criteria, the interest on both EFSF and ESM loans would need to be reduced to 0.25 for 30
years. Considering that staff’s assumption of a primary surplus of 1.5 percent for many decades is
optimistic by most metrics, this scenarioillustrates the magnitude of the downside risks that remain
in staff's DSA.

Figure 3. Rohustness Scenarios. 2014-2060
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Box 1. Key Assumptions in the DSA
The following elements underpin staff’s baseline DSA projections:

Macroeconomic assumptions: Staff has revised up its primary balance projections for 2016/17
compared to the May published DSA but continues to assume a primary surplus of 1.5 percent of
GDP starting in 2018 and throughout the long-term. While 2016 GDP projections have been
revised up to reflect recent developments, medium- and long-term growth has been revised
down on account of a slower pace of structural reform implementation than previously envisaged.
Consequently, starting in 2022, staff now expects nominal growth of some 2.8 percent, on account
of both lower real growth and lower inflation, reflecting lower productivity growth than in the rest
of the euro-zone.

Bank recapitalization needs: Staff has maintained its assumption from May that a buffer of
around €10 billion (5¥2 percent of 2016 GDP) should be set aside to cover potential additional
bank support needs given the remaining risks to asset quality and still bleak prospect for banks’
profitability. This is because despite successive recapitalizations (which added around €43 billion,
or close to 25 percent of GDP to public debt since 2010), banks’ balance sheets remain vulnerable
with high leve! of NPLs, and half of bank capital comprised of deferred tax assets that represent
contingent liabilities of the state.

Privatization proceeds: Despite Greece's commitment to set up a €50 billion (28 percent of 2016
GDp) privatization fund as part of its ESM-supported program, staff has not revised privatization
projections, which amount to €3 billion (1¥2 percent of GDP) by 2018, rising to €5 billion (22
percent of 2018 GDP) thereafter. These projections are seen as realistic, given Greece's poor
record in meeting privatization targets under i% previous programs. Moreover, as noted above,
despite the large capital injections since 2010, the state has not been able to recover its
investment in the banks; on the contrary, following the most recent recapitalization, the state’s
share in the banking sector has been reduced to around 20 percent (from around 60 percent). As
a result, staff does not expect any material proceeds from bank privatization.

Additional financing needs: As in the May 2016 DSA, staff projects that arrears will be cleared
and deposit buffers rebuilt to reach medium-term coverage of eight-months of forward-looking
financing needs (€8 billion, 4¥2 percent of 2016 GDP). In addition, repo operations are assumed
to reach €10 billion (5¥: percent of GDP) at end-2016 and €6.5 billion (3%-3Y: percent of GDP)
going forward.

Official interest rates: Greece is benefitting from very low nominal official interest rates
(weighted average of around 1 percent), supported by the exceptional relaxation in monetary
conditions in the euro zone. Staff has revised rates down somewhat since May to reflect recent
developments. But since the rates are variable, they are expected to revert to their historical
averages over the long run as financing conditions normalize. The long-run risk-free rate
continues to be assumed at 3.8 percent and is based on the end-point medium-term forecast for
euro area growth (1.5 percent} and achievement of the ECB'’s price stability objective (1.9
percent), and a modest wedge over the sum of the two, consistent with what has been observed
historically.
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Box 1. Key Assumptions in the DSA (concluded

Market interest rates: Greece is assumed to access markets by end-program at an initial rate of
6 percent, reflecting a prolonged absence from markets, a weak track record on delivering fiscal
surpluses, and a substantial debt overhang. The rate is in line with the rates obtained by the
country in 2014 when it was able to temporarily issue on the markets. It is cansistent with a risk-
free rate of 1-1¥: percent in 2018 and a risk premium of 450-500 basis points {broadly consistent
with an increase in the premium of four basis points for each 1 percent of GDP in debt above the
Maastricht limit). Regression analysis suggests that staff's assumption is at the low {optimistic)
end of estimates, which range between 6 and 13 percent. As to its evclution over time, the rate is
expected to fali/rise by four basis points for every one percentage point decline/increase in debt-
to-GDP ratio, in line with the literature (Laubach, 2009, Ardagna, Casseli, Lane, 2004, Engen and
Hubbard, 2004), fluctuating between a cap of 6 percent {to avoid non-linearities and reflect the
likelihood of loss of market access at high levels of debt/interest rate) and a floor of 42 percent
(consistent with a small long-run risk free premium of 75 basis point}.
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Box 2. Comparison with European DSA Assumptions

The Eurcpean institutions have a significantly more optimistic baseline scenario in their june 2016
published DSA compared to staff. This is primarily due to more sanguine assumptions on the path of
primary balance, nominal growth and, to a lesser extent, privatization and bank recapitalization
needs. As a result, debt relief needs are significantly more limited under the European institutions’
scenaric. The corollary is that debt restructuring proposals of European institutions fall shart of what
is required to ensure debt sustainability under staff’s baseline.

The European institutions’ June 2016 DSA implies a declining debt path throughout the
projection horizon, with gross financing needs below 20 percent of GDP until 2040. Debt is
projected to fall to under 120 percent of GDP by 2030, and to stabilize marginatly above 100
percent of GDP during 2040-60. Gross financing needs remain well below 15 percent of GDP until
2030, rising to 20 percent by 2040, and marginally exceeding this threshold in 2050-60. The
difference with staff's projections for debt and GFN ratios by 2060 amounts to more than 170 and
40 percent of GOP respectively.

» Primary balance: The primary surplus target of 3%: percent of GDP is assumed to be reached
by 2018 and maintained for a decade. It gradually declines to 3.2 percent of GDP by 2030, and
converges to the IMF assumption of 12 percent of GDP only by 2040. This assumption is the
key factor driving the differences between the European and staff's baseline DSAs Introducing
this assumption in staff's baseline (and allowing staff's endogenous market interest rate to
respond to the new dynamics in line with staff’s assumed elasticity) would result in lowes debt
and GFN ratios by around 140 and 30 percent of GDP by 2060.

¢ Growth: Nominal GDP growth rates are projected to reach some 3.3 percent by 2030 and stay
at this level going forward. As such, they are some 0.5 percentage points higher than staff’s.
Adding this assumption to staff's baseline on top of the primaty balance assumption leads to a
declining debt path throughout the projection horizon {stabilizing below 200 percent of GDP),
and to a GFN level at around 21 percent of GDP by 2060. Optimistic growth and primary
balance assumptions together thus stand in lieu of debt relief.

o Privatization and bank recapitalization needs: Privatization revenues are assumed by
European institutions to amount to close to €15 billion (8%2 percent of 2016 GDP) euro over the
projection horizon, of which close to €3 billion (1% percentof 2016 GDP) are from the sale of
state’s stake in banks. Importantly, the European institutions do not project any additional costs
from future needs for bank recapitalization under their baseline. Introducing these assumptions
in staff's DSA on top of the previous two assumptions leads to a further reduction in the 2060
debt and GFN ratios compared to the scenario above by some 12 and 3 percent of GDP
respectively.

« Interest rates: The European institutions assume that the market interest rate immediately after
the program is around 5 percent, implying a lower risk premium than staff's by some 100 basis
points. The rate fluctuates within a narrow band around 5 percent until 2060, despite debt
declining by around 60 percent of GDP. European partners also assume lower long-run official
rates of around 3-3.3 percent from 2030 onwards {their short-run official projections in June
were, however, somewhat higher than staff's today and are expected to be revised down to
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‘Box 2. Comparison with European DSA Assumptions (concluded)

reflect recent developments). The cumulative effect of introducing in staff's baseline the ESM's
June market and official interest rate assumptions worsens the debt and GFN ratios by some
11 and 3 percent of GDP, respectively, in part reflecting staff's more sanguine assumption on
the elasticity of market rates.

Greece: Debt—Cumulative Impact of ESM Greece: GFN—Cumulative Impact of ESM Assumptions,
Assumptions, 2015-2060 Feiwcmi1 01 GIF: B 2015 -2060 jfuisento’ SEP
53 3 19 B - 0
1 - ! — — — — p— n 3 ! . — T p— ’
5% . I 30 -1 0
-0 WMy hddaice Zh 2 B mxy belones 0
® GIF Bane
=30 ;10 - -3¢
0P joTiz2 izt 93 DAVK WP raxvit B 72 uatizge O Al Do ruled ravds
200 = N1t raley 200 Q0 ' Markel (e 6
B Ofcalrazas RO @rat
~a50) 51 £ & H
20Y5 20 P 30 2035 204 s 050 s 2040 NS R0 2025 2030 203T 200 20M3 2030 2005 2060

Senred: MEE s @ natas Scurce: I F salé astmates

'Staff's analysis was conducted in two stages: first, staff estimated the impact of each individuat ESM assumption
white keeping all eise the same (i.e. introducing one assumption at a time). This was first stage was used ta order the
assumptions from most to least important. namely: primaiy balance, growth, market rates, privatization and bank
recap needs, official rates, Based on this ordering, in a second stage, staff re-introduced the ESM assumptions
sequentially in staff's baseline and computed their cumulative effect. This better captures the interaction effect
between the various assumptions,

Il. EXTERNAL SECTOR DSA

7. External debt increased prior to the crisis but has since stabilized in nominal terms.
Greece's stock of external debt all but doubled from 97 percent of GDP in 2004 to 185 percent of
GDP in 2010, as the country used external savings to finance rapidly growing domestic demand at
the cost of large current account deficits. Although the public sector accounted for the bulk of
external debt throughout the period, banks simitarly expanded their borrowing from abroad. Since
the onset of the program in 2010, debt has remained broadly constant in nominal terms although it
remained on an increasing path in GDP terms as activity contracted. In 2015, the composition of
liabilities has shifted somewhat away from banks and towards the centrat bank amid deposit
outflows and emergency liquidity assistance to Greek banks. As of 2015, about 60 percent of total
debt is accounted for by the general government and 26 percent by the monetary authorities.
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8. At some 250 percent of GDP, external debt remains relatively large, while the
international investment position is the second weakest in Europe. Greece's external debt is
higher than in most European economies, with the exception of Belgium, Cyprus, Ireland and the
Netherlands. At -135 percent of GDF, Greece’s net international investment position is the second
weakest in Eurcpe after Ireland. The weak international investment position will continue to
represent a drag on the recovery as the availability of external savings remains limited and domestic
savings have to be mobilized to make room for investment.

9. External debt is projected to decline gradually to about 211 percent of GDP in 2022.
This improvement would come mostly on account of the projected secovery in growth and inflation
and would be supported by a positive non-interest current account (the overall current account is
projected to remain near balance over the medium term). Higher FDI inflows, currently low
compared to peers, would be an important source of non-debt-creating financing.

10. Macroeconomic shocks and policy slippages could result in adverse dynamics.

« Interest rate shock. The effects of higher Greek sovereign spreads are dampened by the almost
exclusive reliance of Greece on official financing. Changes in the risk free rate would nevertheless
impact Greece through the cost of official financing. A 100 bps interest rate shock would worsen
the income account and result in a 2021 debt ratio 11 percentage points above the baseline.

«  Growth shock, A decline in average growth by 2.3 percentage points would continue to see debt
decline, but the ratio would end 2021 some 27 percent higher.

o Larger current account deficits. Slow competitiveness improvements resuiting from delayed
structural reforms or a terms-of-trade shock could affect exports negatively and worsen the
baseline current account projections. The debt ratio would remain ona downward path, but
would be 15 percentage points higher than in the baseline by 2021.

» Debt dynamics would also be worse under a combined shock involving higher interest rates,

lower growth and a smaller current account, with the debt ratio reaching 241 percent of GDP in
2021, 27 percent of GDP higher than in the baseline.
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Greece Public DSA Risk Assessment (Restructuring Scenario with Deferrals and Fixed Rates)
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Greece Public DSA - Realism of Assumptions (Restructuring Scenario with Defeerals and Fixed Rates)
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Greece Public DSA - Compasition of Public Debt and Alternative Scenarios (Restructurlng Scenasic with Defusrals and Fixed Rates)
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Greccs Public DSA - Stress Tests (Restructuring Scenasio with Defersals and Fixed Ratesy
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Greece: External Debt Sustainability: Bound Tests 1/ 2/
(External debt in percent of GDP)
Baseline and historical scenarios Interest rate shock (in percent)
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Sources:international Monetary Fund, Country desk sata, and staff estimates.
1/ Shaded areas represent actual data. Individual shocks are permanent one-haif standard deviation shocks.
Figures in the boxes represent average projections for the respective varables in the baseline and scenario being
Eresented Ten-year histarical average for the variable is also shown.
/ For histarical scenarics. the historical averages are calculated aver the ten year period, and the information is
used to project debt dynamics five years ahead. )
g/ lPermanent 1/ standard deviation shocks applied to real interest rate, growth rate, and current account
| alance.
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Annex IV. The Greek Capital Controls Framework as Applied
to Current International Transactions

The framework imposing limitations on cash withdrawats and external transfers is composed
of Law 4350/2015 as well as Legislative Acts No. 65 and 84, as amended, a number of
ministerial decrees, and decisions by the Bank Transactions Approval Committee (BTAC). These
comprehensive measures were introduced on July 18, 2015 and the authorities have subsequently
relaxed them periodically, most recently in August 2016. The framework establishes a three-tier
approval system consisting of the BTAC, subcommittees at bank level, and bank branches. The banks
(unlike the BTAC) do not have discretionary powers but merely verify whether transactions in which
the banks participate are consistent with the legal framework and routinely approve all requests
subject to the limits set by the BTAC. The BTAC does not automatically approve all bona fide transfer
recuests but occasionally uses its discretion not to approve requests taking into account the
absolute limits and priorities set such as the "public good.” Specifically:

» Current payments related to normal business activities are subject to weekly limits on the
aggregate amount of banks’ transfers {currently EUR 112 milfion for the systemic banks and EUR
480 million for the entire banking system) on behalf of their customers. Payments up to EUR
10,000 may be approved by banks’ branches. Payments between EUR 10,000 and 350,000 per
day per customer are subject to approval by the banks’ subcommittees. Payments above EUR
350,000 and interbank transactions irrespective of the amount must be approved by the BTAC.
Import payments above EUR 30,000 may not exceed 140 percent of the importer’s highest
monthly amount of import payments in the 2 previous years.

» Transfers abroad of moderate amounts for the amortization of loans and of income from
investments including dividends and interest payments of non-financial entities to non-residents
is subject to discretionary BTAC approval,

« Tuition and the cost of medical treatment are freely transferrable to the service provider.
Individuals may transfer EUR 5,000 (EUR 8,000 if the payment is directly to the landlord or
campus dorm) per quarter for students' living expenses abroad. For expenses related to medical
treatment abroad, individuals may withdraw EUR 2,000 a month. Travelers can take EUR 2,000 in
cash with them abroad per trip. Individuals and corporates may remit EUR 1,000 per month
without documentary proof up to a monthly limit of EUR80 97million alfocated by the BTAC for
each bank and payment institution. While credit and debit cards can be used for payments
abroad up to a weekly limit of EUR 50 million for all banks {on top of limits on cash withdrawals},
there is also a weekly limit for each bank and certain merchandise and services may not be
purchased through the internet.

» Thereis a limit on withdrawal of cash from bank accounts in Greece (EUR 840 every two weeks
per depositor per bank). Cash deposits are exempt from the withdrawal limit. Transfers from
abroad may be re-exported in their totality or can by withdrawn up to a limit of 30% per month.

The capital controls framework has an impact on the cost of current international transactions.
Due to the approval and the related documentation requirement depositors must use more
expensive payment methods instead of inexpensive electronic bank transfers resulting in a significant
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increase in the direct cost of the international transfers, These fees are commercially determined by

the banks and not set by the authorities. Producing and processing the documents also increases the
expenses related suchtransaction both for the banks and their clients.
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Appendix 1. Draft Press Release

Press Release No. | 7/x Intermational Monetary Fund
FOR IMMEDIATE RELEASE 700 19™ Street, NW
[February, xx. 2017) Washington, D. C. 20431 (JSA

IMF Exccutive Board Concludes 2016 Article 1V Consultation, and Discusses Ex Post
Evaluation of Greece’s 2012 Extcnded Fund Facility

On February xx, 2017, the Exccutive Board of the International Monetary Fund (IMJ°) concluded
the Article [V consultation' with Greece. The Executive board also discussed the Ex Post
Evaluation of Exceptional Access under the 2012 Extended Armangement under the Extended
Fund Facility with Greece 2.

Background

Grecce has made significant progress in unwinding its macroeconomic imbalances since the
onset of the crisis. However, extensive [iscal consolidation and intcrnal devaluation have come at
a high cost to society, reflceted in declining incomes and exceptionally high uncmployment. The
large adjustment costs, and the considcrable political instability that ensued, contributed to
delays in reform implcmentation since the last Article |V Consultation, and culminated in a
confidence crisis in mid-2015.

The economic situation has stabilized since then, as the authorities commenced a new policy
adjustment program supported by the European Stability Mechanism. The new program aims to
strengthen public financces, restore the banking sector’s health, and boost potential growth. In this

! Under Article IV of the IMF's Articles of Agreement, the IMF holds bilateral discussions with members, usually
every year. A stafl (cam visits the country, collcets seonomic and financial information. and discusses with officials
the country’s economic developments and policies. On return to headquarters. the staff prepares a report, which
forms the basis for discussion by the Executive Board.

2 The requirement for cx post evaluations (EPEs) was agreed by the IMF Executive Board in Septermber 2002 for
members using exceptional access in capital account crisis, and extended to any usc of exceptional access in
February 2003. The aim of an EPF. is to dctermine whether justifications presented at the outset of the individual
program were consistent with [ME policies and to revicw performance under the peogram. ‘T'o do this. EPEs scek to
provide a critical and frank consideration of two key questions: (i) were the macroeconomic strategy, program
design, and linancing appropriate to address the challenges the member faced in line with IMF policy, including
exceptional access policy? and (i) did outcomes under the program meet the program objectives?

Washington, D.C. 20431 « Telephone 202-623-7100 « Fax 202-623-6772 « www.imf.org
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context, the authorities have legislated a number of important [iscal, financial scctor, and
structural rcforms.

Helped by the ongoing rcferms and official financing from its European partners, Greece
returned to modest growth in 2016. Growth is projected to accelerate in the next few years,
conditional on a full and timely implementation of the authorities” adjustment program,
including a rapid climination of the capital controls introduced in mid-2015. On the basis of
Greece’s current policy adjustment program, tong-run growth is expected to reach just under [
percent, and the primary fiscal surplus is projected 1o come in at around 1% percent of GDP.
Downside risks to thc macroeconomic and fiscal outlook remain significant, related te
incemplete or delayed policy implementation. Public debt has reached 179 percent at end-2013,
and is unsustainable.

Executive Board Assessment?

< >

! At the conclusion ef the discussion, the Managing Director, as Chairman of the Board, summariecs the views of
Executive Dircetors, and this summary is transmitied (o the country's authoriiies, An explanation of any qualilicrs
used in summings up can be {ound here: htp:/'www.imilorg/externalinp/sec/misc/gualifiers.htm,
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