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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.
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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
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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)
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Private debtas a perentage 0f GDPisnothigh in Greece
compared topres...
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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 3. Greece: Macroeconomic Developments
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Figure 4. Greece: Fiscal Developments
(Bitllans of euros)
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Figure 5. Greece: External Developments
‘The exte mal imba3ances have receded .. ... amid a sharpimpox co ntracton andlicwer
interesidue o deb:relief.
a2 18 18
Current Account Balance Differanco xlative to 2007
28 | {Percuntof 208 GDF) 12 (Pescunta s pointso f 2008 GO
12 W Inwame
14 -6 N \mporis
@ Expofts
9 0 . e Curent Account
-14 §
-28 12 0
a2 SesviceImparts @S Good Impotis  _qg
WS Sesvice exprts B Good exports
5 | === CumentAccount (ths) 04 16
2007 2009 2011 2013 2015 2097 2009 2011 2013 2015
Thereent currentaccountimpreve mentwsasied bya agsnsa deop intransportationexportvalues
fuither impoct decline alongsde strongtourism ... due 70 fallng prices
& 20 40
Changes since 2013:Q2 (f'ercen:zage points ot v Changes sinte March 2013
6 | ¢DP. 4 quunes tolingaver02) f] ] 19 A(P("rcent. 12 «vanths rolfing average! a0
& o {
2 0 0
0 =9 "B m = ‘
2 . I I I I -' . r! 10 20
0l Service imports = (5o ods impo I
-1 | Other service exporls  EEEE Trvel exports
20 ==Go0ds &£onsvolume 40
|- l’a“mm exprx.ts g"b‘: expoits Goods mporT velume
! —CUTENT ACCOUNT o— I.a_ljce_ ot —Batic Dy Indes ihs) -
13 $n 201503 2016Q2 Jan13  Decld  Novi4  OdtdS  Sep1s
Since:he crisis, unitlaborcoss have declined o
) 5 SR .. rAISingexporivolumes, butnotenaughto offset
despites f3llinproductivity... falling prisesandincreaseGreece's market share,
125 150 o ——— 021
ULC-Based Real Effective Exchange Rate Exports
indag, 2067 =100} (Index 2007 =100)
020
100 125
: \ 012
'L..\
\ 0.18
75 + ==——CRC |\ 100
— ORT '..,\f,.‘_qw el
— IRI. . = 1 S e Share of worid experts {percens, rhs) ~ 0.17
—]TA — Exp Ot prices
e Expoit volumes
50 23 " : ' 0.16
Jan-07 Oct-09 Juk12 Apr-15 Nav-16 lan-07 Agr-10 Juk13 Sep-16
Sources:Bank of Greece: £lstat Haver Analytics; and IMFstatf calculatio ns-

40 INTERNATIONAL MONETARY FUND




STRICTLY CONFIDENTIAL

GREECE
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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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.
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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,
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'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.

60 INTERNATIONAL MONETARY FUND



STRICTLY CONFIDENTIAL

GREECE
Greece: Extarnal Debt, 2004-15 NIIP and External Oebt, 2015
Bt iuns of evus Precertaf SO?
L EEGorety Qoreinmany & Contral burk P 100 ® NP ® Sxteraal okt iths) 100

ax

R
25¢ 0 -—

L J
. m - 500
e 40 . &
el
150 -100 =
- L
L]
(]

& J2positaking coporstions 51 M8 [iepottabing toroNatom, lSL'D
SCO  wm/:zhee sham teem Onker, crg tsm 50
—vees {peraont of COY, Sl =

1Cco

30

200 o= g
- 10¢ -150 ., H
* 200
1M 0 . A g g
I - e 140
0 0 -250 a
2008 2305 2566 7307 2006 2009 76102011 2012 A3 U4 AN g Yt E QL2 ¥ 203
= u v a w a 2 < 8 ¢ 2 >

SGNCe AR 201 Havbr Anayties
SOU RS Bator Snalyrizs

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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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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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.
68 INTERNATIONAL MONETARY FUND




STRICTLY CONFIDENTIAL
GREECE

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,

72 INTERNATIGNAL MONETARY FUND





