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CNIMEY/171/[65: L0} AAEPLELION by the Greek
SYSLENI: PeStPEHOHINENCE aNE FISKS fiOF the
fLIELfe)
— -_--ndemic problems of Greek state.
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=WVanaging uber Europeanization?
- he /imits: to the EU as an agentin
= managlng adaptation and reform

— Indecision & conflict within €-zone: unresolved
ISSues ofr /nstitutional design

— $ position in intl economy revived.
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Go_'\“ rnance: =

[ISEEREEADRPEPacimitriow), Ther Limits off Europeanizationt Reform Capacity’ & Pollcy Conflict 1n
Grﬁ,cs, 008]

SESirong formal position of government, but
/,,f« JgmpIementational strength.

=Problemi of internal govt coordination, efficiency.

—|eral democratic structures alongside
_:; S Cllentelism), rent-seeking, corruption.

= — E.g. Siemens bribes. ‘Party-state’.

8" Disjointed corporatism skews interest
representation & sustains high confiict.

— Weak constituency for liberal markets.
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SeLeidlfmodeliparadoxes

SEIHIEMENALY DELWEENI Strond employment protection
zif) cJ_;..- Veakewelfare system:
SNCEIISI0/15: & Jabour immobility.
ecu a5 competitiveness; skews interests:
1 /a’er/outS/der social exclusion: high structural (youth)
employment

Contrad/ctlons black economy gives flexibility alongside
fgid employment laws (often difficult to enforce).

e Belief in state provision, but /nadeguacies of services
provided (e.g. highest private expenditures on health &

education).
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IOVWNEIormrcapacity =

SMSErelsmann "SGI7 Greece lowest in EU-
5.
J J ersociete bloguee. multiple veto-points;

: ilttral norms structuring interests
= ?(statlsm clientelism, corruption).

=~ Utility of external commitment devices:

® Contrasts: €-entry versus Lisbon structural
reforms.
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VOlETable into, the, CrHsiSH

SEGIWACOIMPELtIVENESS] curient’ account deficit.
o J\/Hs;_";' OpportunIty to reduce government debt
100 061" GDP since 1993.
S Relastic’ expenditures (public sector wage bill)
SSREpVernment deficit tripled. Credibility of data:

-r— 20004 audit. NSSG ‘a joke’- PM. EUROSTAT queried. 2009 deficit
~ might be revised up by 5 to 7 %pts. [JPM]

~ & Credit rating agency downgrades & high bond spreads

with: Germany (350bp+) increased cost of borrowing,
risk of default.

® Prospect off maturing debt in May 2010.
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Greek govt. debt is much higher than the rest —almo st 150% of GDP by 2013.

Note: Forecasts for real GDP Growth after 2011 are available for Greece only.

Sources: 1. European Commission (2010), European Economic Forecast : Spring 2010. European
Economy 2/2010.

2. Eurobank EFG: (2010), Focus-Greece: New 3-Year Economic Stabilization
Programme. Key Measures and Assessment. Athens, 3 May.




The true Greek fiscal position

was worse than reported

Greece: notified vs. actual budget balances, % of GDF, 2000 - 2008
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] | . Notifted budget batance [in spring of 1+1) . Actual balance |
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source: Bruegel Folicy Brief, March 2010,




SZONE Management prebiem

SV ETER IS EddErship7AIVIErfkelf[SFeonstralfed
w]n;» Dififerent Chancellor. Rich “Lib Inter-
Go\ Samentalist” seam.

INR=W: public (Bild); Constit. Court on €-stability.

SREOCLIS of literature on ECB Independence

-- jféccountablllty concerns: e.g. Jabko, 2003;
“Verdun, 1998; Scharpf 1999: Cerny 1999] but
ECB crossed the ‘rubicon’ to buy €-zone
government bonds, risking ‘monetization” of

government debts. Says temporary move.




Bational cleavages re=emerge™

e EEie S OBV erdun; 1996, Dysonrér K = 1999]

) Ger;r_ ‘Ordorliberalism’; tough rules, but domestic
SEVERMENE respoensibility.

= a deep=seated mistrust that began with the Greeks and ranged

sreugh Italy, Spain, and Belgium to include France’ p372
G Erench Draft Treaty on EMU, 5.1.91: ‘gouvernement

—
—

== cconomique” & inclusive membership in €.
— Sl Commission: Draft Treaty, 10.12.90: economic policy
guidelines; no sanctions in case of excessive deficits.

-~ ® So, EMU /mbalance: no ‘bail-out” (Art.125) & excessive
deficit procedure, but no expulsion & lack of policy
coordination & instruments to deal with ‘moral hazards'.




European Economic Sustainability Index (EESI) for Eurp-area n 2010

SCore Rank Group Rank
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Scource: Fabian Zuleeg (20100, Buropean Bzonomic Sustainabilty Index. Buropean Policy Centre, June.
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SIEECE. themnarketsyms

J J\Jev\ PE O credlt ratlng dgencies; ollgopoly
or Moody’s; S&P; Fitch — before 1990s, no
Iysts out5|de US

J_ BVernance without government” (Sinclair,
= | 994), POWEr over sovereign states.

ff % Poor forecasting, pro-cyclical. US & EU to
regulate them more. Bruegel paper, 2009.

® Fitch’s downgrade (8.12.09) & S&P’s ‘junk’
status (27.4.10) deepened Greece’s crisis.




EIEEGE V., the markets 2 .

EnehceMinister to)Parliament, 5.5.10:

WV EES g WONWEEKS) & 9 DIIIOf=EUIo
WOIIE GOIIES AUE and. the) state cofiers
WENILIIEVE LIS IMOoNey...ASs we speak today
NIE coUnty can't borrow. It from foreign

= mm?arkets and the only way to avoid
= Pankruptcy and a halt on payments is to
get thris money from our European
partners and the IMF.”

Dual signal: domestic & to €-partners.




SIEELE UnderEUtutelager

recedented EU monltormg &
ro@ conditionality

& colncili Greece should go further to cut deficit & reduce
S@ivergences — risk of ‘jeopardising” EMU. 16/2/10

e Eur Council agrees principle of rescue deal; 26/3/10
- -1..@— £110bn rescue activated [two-thirds govts/one-third IMF].2/5/10

—F'-“I.

= ® France & Germany — forced to
~ recognise dilemma: bailout Greece or
bailout your banks.

— Contributions: Italy 18.4%; France 21.0%; Germany 27.9% of €80bn aid from €
govts. [BNP Paribas, 7.5.10, 4]




Slide 15

f5 Greek economy represents just 2.7% of €-zone GDP, 2.0% of EU GDP. But fear of contagion to rest of 'PIGS'.
featherk, 29/05/2010



VSIS [CSCUE,

> | Lozl eS|gned to enable Greece to refinance itself ‘oft-
mrm e’ for 3 years.

> By DIZwith a primary’ surplus, Greece will be
DL owmg just to fund Its interest payments (of
Sla1lbn)r Can Greece service the debt?

= 3:-E' I interest pazlments & No primary deficit..make a

=~ default rational” (Buiter)

= & SRP debt projections: 144% GDP by 2015; but risk of
165-189% by 2016.

¢ [Default is a policy choice: ‘won't pay'.
— [History of 3 defaults: 1830s;1893; 1930s.]

® Restructuring? Haircuts of 20-25%7?




peretiean: task

StealPHIMaR/ balance adjustment:is extreme; 14.5% of
GF f{ OVEL NEXL S Years.

- ,_osest case: Denmark 1982-86 (14.2%). But Krone was 11%
BunRder-valued (BIS). Greece’s real effective exchange rate is 20%
- S above its long-run average (JPMorg, 7.6.10).
= .--_--_-'_ Greece pushed to announce more & more budget cuts.
== 4-—8 6% 0i- GDP [ cf. Italy’s 1.6% GDP in May budget].

_._——

= [More stress on taxes than cuts. ]

~ 8 Peeper recession, slower adjustment. Social cost. Civil
unrest? Strikes: higher level.




eeper budget cuts (%GDP)
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Source: Ministry of Finance, www.mnec.qgr.
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REeIING Greck model®:
There is considerable scope for raising additional
15 . revenue from PIT in Greece

30 4 Total Tax Revenue (excl §5C) as
o GDP, 2000-2008 average

NL ES IE FR EA DE

MPIT ™ Othertaxes

AT IT

DAVIVFER VIMVIVY \J v A v \J A V WALVA" A
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]

NBG (2010). Greece: Monthly

recessionary effects? Source:
Macroeconomic Outlook. Athens, May.



' GDP Growth: recession will
be longest in Greece
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2014

Note:

—&— Greece —m— Ireland Portugal Spain —k— ltaly —e— Euro-area

Forecasts for real GDP Growth after 2011 are available for Greece only.

Sources: 1. European Commission (2010), European Economic Forecast : Spring 2010. European

Economy 2/2010.

2. Eurobank EFG: (2010), Focus-Greece: New 3-Year Economic Stabilization
Programme. Key Measures and Assessment. Athens, 3 May.
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Unemployment
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Source: European Commission (2010), European Economic Forecast : Spring 2010, European
Economy 2/2010.




EEZ0e Feliorm?

PERGEING: ECONOMIC governance considered in
gutlmn. No consensus on treaty reform.

REVIEEAI602%6 rule: focus will be if trend is
deoWRWards & sustainable. New Commission

J

_____b.;as 0posa| due.

= How to G

efine ‘debt”: just “public” or public+ private?
~[f-Iatter, Spain is problem; Italy is virtuous.

e W|I| ECB help again & buy bonds if states
weaken their fiscal stance?

— How can purchases be ‘sterilized” to limit gain

e PES proposal: a new ‘European debt agency?
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SOIIEIlSIoNSEIESSONSEAAL?

Sstae equilivritimi of Maastricht:
~ <6blem of preventing ‘moral hazard”.
IRISkeof continued policy discord.

ESRY ber EUrepeanization: unparalleled.

- -
 —

iﬁf_—"‘-‘ = effectiveness of EU monitoring of Greece, past &

- future?

— Risk of domestic backlash despite highly pro-EU
cultural setting?

® Prospect of state failure or paradigmatic reform?
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Source: European Commission (2010), European Economic Forecast : Spring 2010. European
Economy 2/2010.




ElU Eevenue Hecelved & Spend by M. state 1n 2008
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MNote: Total revenue spend by member staes for EU-27: 111,169.1 Emillion)

Total revenue receired by member staes for EU-27: 104.962.0 (Emillion)

Source: Buropean Commission (2002, U Sualped: 2002 Gramzial Feport, Brussels: Boropean Commission.
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Fiscal Transfers in the US I
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Source: JP Morgan Chasze Bank CZ008). Soomomsic Feseami Nbde. Global Oata Madch, May 28




