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B R IE F IN G  

Greece's third macro-economic adjustment programme: 

latest developments 

Note for the attention of the Financial Assistance Working Group 

This note provides a brief summary of the latest developments as regards the implementation of the third 

macro-economic adjustment programme for Greece. A fully-fledged update of the EGOV note on Greece’s 

third financial assistance programme will be provided in September 2016. 

1. Finalisation of the first review under the third adjustment programme 

On 24 May 2016, the Eurogroup welcomed a full staff-level agreement between Greece and the 

institutions, paving the way for the finalisation of the first review of Greece's macroeconomic 

adjustment programme. The Eurogroup also agreed on a set of short-, medium- and long-term 

measures related to the outstanding debt to ensure the sustainability of Greece's public debt (some to 

be implemented between the conclusion of the first review and the end of the programme, others upon 

successful conclusion of the programme). Finally, the Eurogroup welcomed the intention of the IMF 

management to recommend to the IMF Executive Board to approve a financial arrangement before 

the end of 2016 that will support the implementation of the agreed reforms. 

 

On 9 June 2016, the Commission (COM) published the Compliance report, including an update of 

the Debt Sustainability Analysis (DSA). The report provided an overall positive assessment of 

Greece’s programme implementation, stating: “On the basis of this analysis of compliance with the 

MoU, the ESM programme is broadly on track paving the way for the next disbursement to Greece 

of an amount necessary to cover the outstanding debt service until the expected completion of the 

next review, and an amount to help clear the sizeable stock of arrears in line with an agreed clearance 

plan”. 

 

The above-mentioned procedural steps led to a signature of a Supplemental Memorandum of 

Understanding1 (SMoU) on 16 June 2016. Consequently, the ESM Board of Directors authorised on 

17 June 2016 the second tranche of the ESM financial assistance to Greece, totalling 

EUR 10.3 billion.  This tranche is to be paid in several disbursements: 

 The first disbursement of EUR 7.5 billion, was approved on 17 June 2016 and disbursed on 

21 June 2016. Out of the total amount, EUR 5.7 billion are to cover debt service needs until the 

end of August 2016 and EUR 1.8 billion to clear part of domestic arrears. This brought the 

cumulative amount of funds disbursed to Greece under the third financial assistance programme 

to EUR 28.9 billion (out of a total programme volume of up to  EUR 86 billion);  

 Subsequent disbursements, totalling EUR 2.8 billion, are to be made after summer subject to the 

completion of milestones. In particular, EUR 1.7 billion for further clearance of arrears will be 

subject to a positive assessment by the European institutions on the clearance of net arrears. The 

remaining EUR 1.1 billion earmarked for additional servicing needs will be released after the 

Greek authorities complete a set of milestones (see below).  

 

1 In line with the standard practice, this SMoU updates the policy conditionality set out in the MoU of August 2015 to reflect the 

programme implementation progress. 
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On 22 June 2016, the ECB reinstated the waiver of minimum credit rating requirements for 

marketable instruments issued or guaranteed by the Hellenic Republic, subject to special haircuts. 

This means that these instruments may be used as collateral in Eurosystem monetary policy 

operations (i.e. allowing Greek financial institutions to access cheaper central bank money compared 

to the emergency funds under the ELA). The waiver has been applicable from the main refinancing 

operation settled on 29 June 2016. Subsequently, the ceiling for Emergency Liquidity Assistance 

(ELA) provided by the Bank of Greece to domestic financial institutions was further reduced to EUR 

58.5 billion following the ECB Governing Council non objection on 6 July 2016. This reduction in 

the ELA ceiling, reflects “an improvement of the liquidity situation of Greek banks, amid a reduction 

of uncertainty and the stabilization of private sector deposits flows”.  

 

On 10 July 2016, the Greek newspaper Katherimini reported that Greece’s Finance Minister Euclid 

Tsakalotos was heading to the Eurogroup meeting of 11 July 2018 to “push for relaxed primary 

surpluses after 2018”, although Greece was not officially on the Eurogroup’s agenda. The Greek 

authorities were reportedly bidding for a reduction in the primary surplus target of 3.5 percent of GDP 

from 2018, to 2.5 percent between 2019 and 2021 and 2 percent from 2022 onwards.  

 

On 11 July 2016, Yannis Stournaras, the Bank of Greece Governor, unveiled a proposal to further 

relax capital controls imposed in June 2015. In particular, the capital controls would no longer apply 

to (1) cash that is transferred from bank deposit boxes or people’s homes to their bank accounts and 

(2) repayment of bank loans. The proposal also aims at accelerating the process of approving bank 

transfers abroad (so as to have businesses served within a day of their application for a bank transfer), 

increasing the maximum amount from EUR 250 000 to EUR 350 000 per customer per day. 

2. Preparations of the second review 

According to information provided by the media, the second review under the third adjustment 

programme is to take place in autumn/September (see the following press report from the 

Ekatherimini and the Greek Reporter). A successful completion of this review would unblock the 

sub-tranche of EUR 2.8 billion mentioned previously. To do so, the Greek authorities must implement 

by mid-September a set of milestones related to pension reforms, bank governance, the energy sector, 

privatisation and revenue agency, as outlined in the latest Compliance Report (June 2016, Chapter 5).   

 
Box: List of Milestones for mid-September 2016  

1) Pension reforms 

 By early September, finalise the harmonisation of social security contributions by: (i) eliminating the 

lower minimum contribution base for owners of tourist accommodation; (ii) repealing all exemptions 

allowing for lower health contributions; (iii) revising downwards the discount for lump sum payment 

of notional insurance periods. 

2) Bank governance 

 By end-June 2016 (key deliverable), the HFSF with the help of an independent international consultant 

will finalise the review of the boards of the banks in which the RFAs apply. This review will be in line 

with prudent international practices by applying criteria that go beyond supervisory fit and proper 

requirements. 

3) Energy 

 By June 2016, to continue the implementation of the gas market reform, (i) RAE (the energy regulator) 

will adopt gas distribution and transmission tariffs, (ii) legislation will be amended, further facilitating 

the unbundling process and (iii) the authorities will complete the review of the gas release program, 

improving conditions of access for alternative suppliers and substantially increasing the quantities 

available (key deliverable). 
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 In the context of the implementation of the EU target model for the electricity market, pass the 

required legislation on the transposition of the high-level market design in June 2016 (key 

deliverable) 

 Amend the current legislation on ETMEAR and/or the structure of the RES account while 

respecting existing contracts in line with European Union rules, to ensure that the debt in the RES 

account is eliminated over a 12-months forward looking horizon (not later than June 2017); the 

account will be kept annually in balance onwards. 

 The General Assembly of PPC, of which the Hellenic Republic holds the majority of shares, will 

authorize the sale of at least 20 percent of ADMIE to a strategic investor in July 2016, with the 

respective tender procedure to start in July 2016 (key deliverable). 

 By June 2016, the Hellenic Republic will propose and vote in a General Assembly of PPC that its 

management is fully empowered to negotiate with full flexibility cost- and consumer profile-based 

tariffs. PPC will conclude the negotiations on HV tariffs with all its customers by signing the 

respective contracts, and the adopted tariffs shall be cost-based and take into account consumption 

characteristics. 

4) Privatisation 

 The Government will by June 2016 with the Institutions (a) agree nominations of the Supervisory 

Board which will be responsible for selecting the Board of Directors. 

 The Authorities will transfer to the new Fund a second group of SOEs to be mutually agreed with 

the institutions (list included in the TMU) 

 The Authorities will ratify in Parliament the Share Purchase Agreement for Hellinikon as soon as 

possible after signature of the aforementioned MoU and no later than June 2016 

 The Authorities take appropriate steps, and adopt legislation if needed by September 2016, on 

strengthening HCAA in line with the recommendations of the EC and of other stakeholders and 

experts involved in the May 2016 workshop and subsequent technical assistance provided. 

 HRADF will launch Expressions of interest for the long-term (35 years) concession of Egnatia 

Motorway S.A. and three Vertical Axes 

 The authorities will conclude the Government Pending Actions identified by HRADF and which 

are due by August 2016. OTE shares to be transferred to TAIPED by end July following new 

shareholder agreement that is in lie with EU law. Completion of the GPA related to the railway 

infrastructure network maintainance. 

5) Revenue Agency 

 The authorities shall by July 2016 (key deliverable) […] adopt, in agreement with the Institutions 

and in conformity with the agency legislation, measures (i.e. MDs, budget appropriations) to 

provide for: a one-off injection of resources to address problems facing the agency with the initial 

stock in terms of both personnel and equipment and to ensure a sufficient level of resources to start 

to operate effectively; an immediate increase in budget for discretionary operational activities; the 

adequate appropriation to allow for the recruitments of sufficient staff in the agency in 2016 and 

2017 to reduce the vacant positions to a normal level, consistent with the Attrition Rule. 

 The authorities shall by July 2016 (key deliverable): appoint the Board of Governors, which from 

the moment of appointment will assist the process of establishment of the agency and the work of 

the implementation committee. It will also assume responsibility for assisting the revenue 

administration in the transition period according to the principles of the new agency. 
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3. Summary of the debt sustainability assessment 

Both the IMF and the European Institutions have recently updated their Debt Sustainability Analysis 

(DSA) for Greece. The analyses differ substantially, not only for the assumptions at the basis of the 

projections, but also in terms of the methodological framework.  

The European Institutions published the new DSA on 16 June 2016, as part of the “compliance 

report”. The main assumptions of the European Institutions’ model are as follows: 

 GDP growth is expected to be -0.3% in 2016, 2.7% in 2017 and 3.1% in 2018. The assumed 

growth amounts to 1.5% after 2021 and to 1.25 after 2030;  

 the expected primary surplus is 0.5% in 2016, 1.75% in 2017 and 3.5% from 2018 until 2030, 

and it is supposed to decline to 1.5% by 2040;  

 As regards privatisations, the COM expects EUR18 billion over the programme period.  

 

The IMF published its Debt Sustainability Analysis, on 23 May 2016. The main assumptions of the 

IMF’s model are the following:  

 the long-term GDP growth is expected to be 1.25%;  

 the primary surplus over the long-run is 1.5%.  

 low privatization expectations;  

 elevated market interest rates;  

 Banks recapitalization needs. 

 

Both the analyses provide the evolution of the two main indicators used to assess the debt 

sustainability, namely the Debt-to-GDP ratio and the Gross Financing Needs-to-GDP ratio (GFN), 

and extend the projections up to 20160. 

It should be noted that there are no official numerical thresholds for debt sustainability: 

 as to the debt-to-GDP ratio, thresholds depend on macroeconomic fundamentals and debt 

management capacities (e.g. Argentina defaulted when its debt was around 60% of GDP, 

while Japan continues to sustain its debt of more than 200% of GDP). The IMF benchmark is 

set at 85%. 

 Regarding the GFN-to-GDP indicator, the IMF guidelines indicate that the ratio should 

remain below 15%-20% to ensure debt sustainability. 

The two figures below show that the differences between the latest EU and the IMF base-line 

projections increase over time for both indicators, with the IMF analysis being substantially more 

pessimistic in each case.  Nevertheless, both analyses point to serious concerns regarding the 

sustainability of Greece’s public debt over the projection horizon. 
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The IMF concluded that “a substantial reprofiling of the terms of European loans to Greece would 

be required to bring GFN down by around 20 percent of GDP by 2040 and an additional 20 percent 

by 2060, so for the GFN to be sustainable and maintain debt on a downward path”. It proposed 

therefore a mix of debt restructuring modalities for the European loans (GLF, EFSF and ESM), 

composed of: 

 Maturity extension: for all EU loans (GLF, EFSF and ESM) until 2080; 

 Payment deferrals: principals and interests payment on all EU loans should be deferred until 

at least 2040; 

 Fixed interest rate: EFSF and ESM at maximum 1.5%, for GLF, no spread over Euribor. 

 

The IMF developed the “restructuring scenario” on the basis of these measures, which would lead to 

a sustainable debt, in terms of both the debt-to-GDP and GNF-to-GDP ratios. However, such 

measures should be taken immediately and with no conditionality attached after the end of the 

programme, in July 2018.  

 

The IMF complemented its DSA with two alternative scenarios, aimed at assessing the robustness of 

the “restructuring scenario”: an upside one (with GDP growth of 1.5% instead of the baseline 

assumption 1.25%), and a negative one (with GDP growth at 1%). The optimistic scenario would 

lead to lowered GFN and faster reduction in debt; the pessimistic scenario would present a situation 

where negative both the debt and the gross financing needs would become unstable and rising over 

time. 
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The EU Institutions developed the DSA for three alternative scenarios, two pessimistic (with growth 

lowered by 0.25 pp and decrease primary balance from 2023 and from 2018) and one more optimistic 

(with higher growth and higher privatisation revenues). Only the optimistic scenario would not 

require further debt restructuring.  

 

The IMF will revise its DSA once the debt related measures are detailed by the EU Institutions.  

 

Related documents:  

 Supplemental MoU: June 2016 detailing the economic reform measures and commitments 

associated with the financial assistance package going ahead  

o Annex 1 – Asset Development Plan  

o Annex 2 – Government Pending Actions  

o Technical Memorandum of Understanding (TMU) supporting the Memorandum of 

Understanding. It sets out the definitions of the indicators subject to quantitative 

targets, including performance criteria and indicative targets. It also describes the 

methods to be used in assessing programme performance and the information needed 

to ensure adequate monitoring of the targets 

 Compliance report – First review of the ESM programme. 
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