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Introduction  
This report aims at presenting the current state of affairs in the ongoing negotiations in the 

context of the 2
nd

 programme review in order for the reader to gain a better understanding of the 

situation and the potential developments in the period ahead. In the following sections we 

analyze the key issues of the review as well as the different views of the parties involved, namely 

Greece, the European institutions and the IMF, based on official documents, official statements 

and press reports.  

 

2
nd

 programme review: state of play and key parameters 

Negotiations for the completion of the 2
nd

 programme review have been moving slowly in the 

past couple of weeks. The January 12
th

 Euroworking Group (EWG) did not determine the timing of 

the return of the ECB/EC/IMF/ESM mission heads to Athens, on the grounds that more progress 

has to be made on several contentious issues, including  labour market reform, the medium term 

fiscal strategy and energy market reform. Although a positive outcome at the January 26
th

 

Eurogroup cannot be entirely ruled out, the 2
nd

 programme review is more likely to be concluded 

at the next scheduled Eurogroup on February 20. To a large extent, this would require an 

agreement between the institutions and the Greek side on the primary surplus targets beyond 

2018 as well as on the stance of the IMF. 

 

As regards the latter issue, it has lately become clear that a possible departure of the Fund from 

the programme would require the construction of a new programme between Greece and its 

European partners and its approval thereof by a number of national parliaments including that of 

Germany. Citing indicatively a few official statements on the issue, Managing Director of ESM 

Klaus Regling, argued that the departure of the IMF from Greece’s bailout programme would 

constitute a fundamental change which would have to be approved by the Bundestag, while 

German FinMin Wolfgang Schaeuble stated that if the IMF refuses to join, it will be a sign that 

Greece isn’t sticking to its commitments and “the programme will be ended because the 

precondition of the programme, the basis, is destroyed.” He added that German lawmakers 

would say that if the Greek authorities “are not able, with all the flexibility granted by European 

institutions, to stick to what they have approved, the precondition for a programme is no longer 

there.”  

 

Meanwhile, talks between the IMF Managing Director and the German FinMin Wolfgang 

Schaeuble at the World Economic Forum in Davos may mark a step forward towards the 

resolution of this issue as, according to a spokesperson of the German FinMin, Mrs. Lagarde 

reassured Mr. Schaeuble that the IMF is aiming to continue its participation in the programme.  

 

The Greek government on its part explicitly denounces a scenario of prolonged uncertainty, 

acknowledging the importance of supporting the economy’s return to a sustainable growth path. 

Furthermore, it has placed the inclusion of Greek eligible securities in the ECB QE programme 

among its top priorities, recognizing that such a development is a necessary precondition for 

stabilizing investor sentiment and opening the way for the return to wholesale funding markets. 

The latter, by implication, would arguably avert the need for further official-sector financing after 

the expiration of the current bailout. As a result, and based on a number of official statements in 

the past few days, the Greek government appears to be willing to make steps towards bridging 
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the remaining differences with official lenders and closing the review by end of February. To this effect, according to a number of 

press reports, the Greek government is planning to submit a proposal entailing: 1) the legislation of a “reinforced” contingent fiscal 

mechanism that would take effect when the current programme expires in mid-2018, 2) the explicit commitment that the 

contingent fiscal mechanism will also include the cutting of such expenditure categories as pensions and wages as well as the 

decrease of the tax-free threshold,  3) the inclusion of higher taxation (e.g. VAT rates) in the perimeter of measures that could be 

activated by the contingent fiscal mechanism, and 4) an easier procedure for the mechanism’s activation.  

 

Based on a number of press reports, it is understood that, although the Greek side appears willing to proceed, under certain 

conditions, with the legislation of a “reinforced” contingent mechanism, it opposes legislating in advance specific measures. 

Additionally, it is seeking to tie the said measures to a firm commitment by the institutions that the medium term debt relief 

package will be specified upfront and implemented automatically upon completion of the 2
nd

 bailout programme in mid-2018, a 

commitment that the German government is reportedly reluctant to make, arguing that it is too premature.  

 

With regard to the short-term debt relief measures, ESM Managing Director Klaus Regling stated recently that they have been 

unfrozen and some of them will be put in effect in January, while others will need more time – probably until the end of the year – to 

be fully implemented. On the same wavelength, ESM Management Board Member Kalin Anev Janse said that the short-term debt 

relief measures for Greece are expected to be implemented by end of January, while the ESM has increased by 14% its target for 

long-term financing in 2017, to meet additional liquidity needs for the relief of Greek debt.  

 

Pending prior actions for the completion of the 2
nd

 programme review 

In the following section we provide an updated analysis on the most contentious issues in the agenda of official negotiations in the 

context of the 2
nd

 programme review. 

 

Size of projected fiscal gap for 2018 and sources of funding for its coverage 

EU officials seem to question the attainability of the fiscal target for a primary surplus of 3.5%-of-GDP for FY-2018 and request the 

adoption of additional measures (i.e., besides those already agreed under the existing MoU). In more detail, EU institutions project a 

fiscal gap of €700mn in 2018, mainly stemming from the lack of adequate funding for the nationwide implementation of the 

Guaranteed Minimum Income (GMI) that is scheduled to kick off in the second semester of this year.
1
 The Greek side is said to hold a 

relatively more optimistic view, arguing that any fiscal shortfall is not likely to exceed €180mn. In an attempt to reach a compromise, 

the Greek government reportedly considers the submission of a package of measures, including, inter alia, (i) the imposition of tax 

on short-term residential leases (e.g. via Airbnb or other online platforms); and (ii) reduced defense spending. According to press 

reports, official creditors find the aforementioned measures inadequate, requesting the adoption of additional reforms including, 

among others, the elimination of certain tax exemptions and increases in certain VAT rates. Having said that, we believe that the 

two sides (i.e., the EU institutions and the Greek government) have already come pretty close to an agreement on the actions 

needed to fill the projected fiscal shortfall for 2018 and that this issue would not by itself present a major obstacle in reaching a staff 

level agreement in the period ahead.      

 

Medium Term Fiscal Strategy (MTFS) for 2018-2021 

Before the Greek government proceeds with the legislation of the updated Medium Term Fiscal Strategy (MTFS) that constitutes a 

prior action for the completion of the 2
nd

 review, some clarity by official creditors may be needed on how long beyond the expiration 

of the current bailout programme the medium-term fiscal target of 3.5%-of-GDP should be maintained. The December 5
th

 

Eurogroup statement read that “the primary surplus target of 3.5%-of-GDP (…) should be maintained for the medium-term”, 

without however clarifying what that would mean in terms of the number of years required to keep the aforementioned target.
2
  

Regardless of this uncertainty, it appears that the MTFS will be based on the assumption of a 3.5%-of-GDP fiscal target for the 

period 2018-2021. That is, conditional on no major divergences from the assumed baseline macro scenario and political ownership in 

implementing the programme conditionality. Adopting a more pessimistic stance, the IMF argues that under a no-policy-change 

scenario the general government accounts would yield an annual primary surplus of just 1.5%-of-GDP in 2018 and in outer years.
3
 As 

                                                           
1 According to the existing MoU, the cost of the aforementioned scheme is estimated at 0.5%-of-GDP annually and has to be covered through 
permanent savings in areas of non-discretionary spending identified either by the World Bank (i.e., elimination or/and reduction of certain welfare 
benefits & tax deductions) or by spending reviews. 
2 At the December 5th Eurogroup, the German side reportedly appeared the main proponent of maintaining the duration of the post-programme 
period of 3.5%-of-GDP surpluses to 10 years, as envisaged in the initial agreement. Others, including France and Italy, were understood to favor the 
3.5%-of-GDP fiscal target for a shorter period of time (3-5 years) amid concerns over Greece’s political and economic stability. 
3 In a recent note that was made public late last year, both IMF Chief Economist Maurice Obstfeld and European Department Chief Poul Thomsen 
argued that even if Greece could manage to meet the 3.5%-of-GD primary fiscal target in the short run, “experience has shown that they cannot be 



 

 

January 20, 2017 

 

3 

a result, the Greek side would need to specify, quantify and legislate upfront structural measures with an estimated net fiscal impact 

of 2.0%-of-GDP to cover the projected fiscal shortfall, along with an additional 0.5%-of-GDP (or c. €4.5bn cumulatively) to offset the 

ensuing fiscal drag.  

 

In line with the IMF’s Article IV Staff Report (September 2016) and the World Bank’s related proposals, such reforms should include: 

(a) a reduced tax-free threshold to €5,000 from €8,636 to €9,550 currently, depending on the taxpayers’ family status; and (ii) further 

reduction in existing retirees’ main pensions, through the abolishment of the so-called “permanent difference” (i.e., the alignment of 

the more favourable rates for existing pensions with those to be applied on pensions granted after 2019). The IMF claims that 

Greece’s current income tax system exempts more than half of the total number of tax payers from any tax obligation compared to 

an 8% average in the rest of the euro area. Furthermore, the current pension system is deemed as “extremely generous” costing  the 

budget nearly 11%-of-GDP annually versus 2¼-of-GDP on average in the rest of the euro area.  

   

Aiming to alleviate concerns regarding the coverage of any projected fiscal gaps following the expiration of the current programme 

and as a gesture of goodwill to facilitate a swift resumption of official discussions on the 2
nd

 review, Greek government spokesman 

Dimitris Tzanakopoulos said earlier this week that the government is willing to legislate a “reinforced” contingent fiscal mechanism 

– both in terms of duration and content – that will remain in effect for as long as the 3.5%-of-GDP fiscal target needs to be 

maintained after August 2018. The said mechanism will reportedly feature certain new elements to ensure the automatic 

elimination of any deviations from the agreed fiscal targets, including: (i) a reduced tax-free threshold to €5,000 or lower; (ii) a cut in 

existing pensions; (iii) a reduction in public expenditure through cuts in wages; and (iv) a rise in the reduced VAT, to 14% from 13%, 

currently. In return, the Greek side will reportedly request from official creditors to provide further clarity on: (i) how long beyond the 

expiration of the current bailout programme the medium-term fiscal target of 3.5%-of-GDP will be maintained; and (ii) the medium-

term debt relief framework agreed at the Eurogroup of May 25, 2016.
 
Whereas Germany is said to insist that further specification of 

these measures would be premature at this point, more upfront clarity on their nature would arguably facilitate a decision by the IMF 

as regards its participation in the Greek programme. The IMF’s updated Staff Concluding Statement of the 2016 article IV Mission on 

Greece and its updated dept sustainably analysis (DSA), reportedly expected to be published on February 6
th 

 may provide some 

clarity on the issue. Further specification of the medium-term debt relief framework would also allow the completion of the ECB’s 

Greek DSA, before a decision is made on the eligibility of Greek sovereign bonds in the context of its quantitative easing programme 

(PSPP).
4
  

 

Labour market reform 

The labour market reform constitutes a central issue in the ongoing negotiations for the 2
nd

 programme review. Although European 

partners have in various occasions appeared to be more flexible on the subject, the IMF favours further deregulation and strongly 

opposes any possible reversal of the reforms implemented in the context of the previous adjustment programmes. Discussions at 

this point revolve around the following topics:  

 Collective bargaining. The Greek government is pushing towards the reinstatement of the previous regime whereby the most 

favourable for the employee collective agreement, be that sectoral, occupational or other, should have precedence 

(favourability principle). 

 Minimum wage. The Greek government opts for a switch back to a national collective bargaining system for determining the 

minimum wage (with automatic erga omnes effect). The minimum wage currently stands at €683.76/month in 12 payments or 

€586 per month in 14 payments. According to the existing legislation (4172/2013) the level of the minimum wage is determined 

by a ministerial decree based on a number of criteria including the evolution of domestic economy, productivity, 

competitiveness, employment & unemployment rates, annual income and wages. 

 Modifications to the existing framework for collective dismissals. Official creditors push for an increase in the monthly limit of 

collective layoffs to 10% (from 5%, currently) for companies with more than 150 employees, the abolishment of the Labour, 

Social Insurance and Social Solidarity Ministers’ veto power on such dismissals and the establishment, instead, of the Highest 

Board of Employment, which will be entitled to perform a legality assessment of dismissals. The Greek government strongly 

opposes such proposals.   

                                                                                                                                                                                                    
sustained and are inconsistent with Greece’s ambitious long-term growth target”. For more information refer to: https://blog-
imfdirect.imf.org/2016/12/12/the-imf-is-not-asking-greece-for-more-austerity/ 
4 In an interview conducted by Mark Schrörs and Detlef Fechtner, ECB Member of the Executive Board Benoît Coeuré stated clearly  that, unless 
strong assumptions are made on Greece’s fiscal surpluses beyond 2018, besides short-term debt relief measures, medium-term debt relief measures  
are also needed to eliminate concerns abo e Greece’s debt sustainability.https://www.ecb.europa.eu/press/inter/date/2016/html/sp161231.en.html 

https://blog-imfdirect.imf.org/2016/12/12/the-imf-is-not-asking-greece-for-more-austerity/
https://blog-imfdirect.imf.org/2016/12/12/the-imf-is-not-asking-greece-for-more-austerity/
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 Regulatory framework for the operation of labour unions. Official creditors reportedly argue for certain changes in the regulatory 

framework for the operation of labour unions including, among others, the increase in the notice required for a trade union to 

declare a strike to 48 hours from 24 currently and the reassessment of certain trade unionists’ privileges,  

 Industrial action. Official creditors reportedly favour the reintroduction of the employers’ right to stage lockouts during workers 

strikes in the work place. 

 

Energy sector reforms 
According to the Memorandum of Understanding, the Greek energy markets need wide-ranging reforms to bring them in line with 

EU legislation and policies, promote competition and innovation, favour a wider adoption of renewables and gas and ultimately 

transfer the benefits of these changes to consumers. In this context, the Greek authorities have already carried out a number of 

actions but more remains to be done as was also highlighted at the January 12
th

 Euroworking Group. The outstanding issues of the 

energy market reform attached to the 2nd programme review are presented in this section. 

 

— ADMIE. In the context of the energy market reform foreseen in the 3rd Economic Adjustment Programme, the Independent 

Power Transmission Operator (ADMIE) is to be unbundled from the Public Power Corporation (PPC). To this end, a public tender 

was launched for the sale of a 24% share of ADMIE and the €320mn sale agreement with the preferred bidder, the Chinese State 

Grid Corporation, was signed in December 2016. However, a complication arose when four creditor banks that have issued a 

syndicated bond loan of €2.2bn to PPC argued that the unbundling of ADMIE from PPC alters a number of parameters pertaining 

to the loan and the economic status of the borrower thus raising concerns for its lenders. The syndicated bond loan outstanding 

amount stood at €1,476mn on December 31
st

 2016 while the maturity of the loan is April 2019. According to the Supplemental 

MoU (16 June 2016), if insufficient progress is made to complete the unbundling of ADMIE in 2016, in particular in relation to the 

identification of and purchase by the strategic investor, Greece shall proceed to the sale of all PPC's shares in ADMIE with a view 

to fully privatise it in 2017. To avoid such a development, the Greek government and PPC reportedly reached a preliminary 

agreement with the four creditor banks to support the outstanding ADMIE loan with additional collateral. In particular, banks 

commit to not terminating the loan agreement as long as additional collateral of €300mn is granted. According to a statement 

issued by the PPC, the collateral will primarily be covered by corporate guarantees from the holding company ENSYM, where a 

51% share of ADMIE will be transferred by PPC. Should such guarantees fall short of the requested €300mn, other means of 

collateral will be examined such as the assignment of PPC claims from corporate clients to the banks. With regard to a requested 

new syndicated loan of €200mn, the potential pledge of PPC assets for this purpose is being examined in order for the company 

to increase its liquidity while maintaining the ownership of its assets.  

— DESFA. Negotiations for the sale of 66% of DESFA to the Azeri company SOCAR for €188mn were terminated in December 

2016. Although several scenarios have surfaced lately as to the intentions of the Greek government on the issue, the Minister of 

Energy George Stathakis stated on Thursday 19 January at a press conference that a new tender procedure for the sale of the 

66% stake of DESFA will commence in the following days. At the same press conference, the European Commissioner for Energy 

Miguel Arias Cañete reportedly noted that the prospective bidders should also be independent operators of gas transmission 

systems. 

— NOME. In 2008 the European Commission issued a decision
5
 calling on Greece to propose and adopt remedies to ensure 

sufficient access to lignite by competitors of PPC so as to improve competition in the energy market. To this end, the NOME 

system of auctions was selected for the Greek electricity market with the objective of lowering by 20% the retail and wholesale 

market shares of PPC by 2017 and bringing them below 50% by 2020. The first auction under the NOME mechanism was 

launched in October 2016 in spite of serious objections on behalf of PPC, which resorted to the Council of State with claims 

against the NOME type auctions and the way that the starting prices were determined by the Regulatory Authority for Energy 

(RAE). Furthermore, PPC has expressed concerns that the requirement of allocating 46% of its lignite capacity to alternative 

providers until 2019 under NOME poses a serious threat to its viability. Meanwhile, according to data issued by the Operator of 

Electricity Market (LAGIE), by the end of 2016, not only had the PPC market share not dropped to the targeted 87.24% but 

instead it had risen to 89.83% questioning the efficiency of the selected model for promoting competition in the electricity 

market. Against this background, if the NOME mechanism is to be abandoned, the Memorandum of Understanding requires that 

the Greek authorities agree with the institutions structural measures to be immediately adopted leading to the same results in 

terms of market shares and timelines. In a press conference on Thursday 19 January, the Minister of Energy George Stathakis 

argued that it is too soon to evaluate the efficiency of the NOME model but the target for a decrease of the PPC’s market share 

to 50% by the end of 2019 remains in place as agreed.  

 

 

                                                           
5
 http://europa.eu/rapid/press-release_IP-08-386_en.htm?locale=en 
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NPLs resolution 

Non-performing loans (NPLs) represent one of the most significant challenges for the Greek banking system.   According to the 

most recent Bank of Greece (BoG) data, non-performing exposures (NPEs)
6
 stood at 45.2% as a stock of total exposures at the end 

of Q3 2016 (or €107.6bn in terms of outstanding amounts), compared to 45.1% in the prior quarter and 44.2% at the end of 2015. A 

number of initiatives have been undertaken in the past several months to address the problem including, among others: (i) the 

development of a secondary market for both non-performing and performing loans; (ii) the recently revised Code of Conduct for 

banks for the transparent and efficient treatment of cooperative borrowers facing difficulties in servicing their debt obligations; (iii) 

the launch of a comprehensive monitoring framework in relation to banks’ NPE resolution activities; and (iv) the adoption of certain 

targets and key performance indicators that aim at reducing total NPEs by 38% to €66.7bn by the end of 2019.
7
  

Another means to tackle NPLs is the establishment of an enhanced framework for out-of-court settlement. The aim is to introduce a 

fast and efficient procedure to restructure all liabilities such as overdue amounts to banks, creditors, tax authorities and social 

security funds for corporate entities that are assessed to be viable based on their operating results. The procedure will be available to 

all corporate entities assuming that their annual turnover exceeds €50k. The debt settlement will be uniform for all types of liabilities 

and will become binding for all involved parties, if creditors holding at least 60% of total liabilities agree on the proposed plan. 

The launch of the out-of-court debt settlement procedure is included in the prior actions for the 2
nd

 programme review and, based 

on the latest press reports, the Greek government and official creditors have reached a preliminary agreement on the establishment 

of the legislative framework. However, a number of issues remain open, including, inter alia: (i) the minimum level of total liabilities. 

The Greek side is apparently in favor of a threshold at €15k whereas official creditors of a higher one at €50k; (ii) the time frame 

within which liabilities have been accumulated. The Greek side is said to have proposed all types of liabilities that have been 

accumulated up to end-2016 instead of end-2015 official creditors have suggested; and (iii) the type of guarantees and collaterals. 

Besides the out-of-court restructuring procedure, a number of additional crucial legislative interventions for improving the 

institutional framework of NPLs resolution are still pending. These mainly include: (i) immunity to bank and tax officials who will be 

involved in the restructuring of corporate loans; and (ii) clarification of the accounting and tax treatment of losses incurred for banks 

from the sale of loans and write-offs.  

Periphery sovereign bond markets kick off the New Year on a consolidation mode 

EMU sovereign bond markets kicked off the New Year on a consolidation mode ahead of a string of looming ballots in the region; 

general elections in The Netherlands (on March 15), French presidential election (in April & May) and German presidential election 

(in autumn). Admittedly, fears over populism risk in Europe prevail, especially following the unexpected outcomes in the UK’s EU 

referendum and the US presidential election last year. In addition, banking-sector woes linger with euro area FinMins expected to 

discuss at the January 26
th

 Eurogroup whether Italy’s Monte dei Paschi bail-out plans comply with EU rules. However, expectations 

for an extended period of accommodative ECB monetary policy could provide some comfort. At the December 2016 meeting, the 

ECB decided to extend the asset purchase programme for 9 months to December 2017, while President Mario Draghi made clear 

that the Central Bank has no intention of tapering towards zero. In fact, the accompanying official statement read that the 

Governing Council is ready to increase the programme in terms of size and/or duration again, if necessary. While euro area growth 

remains on a moderate recovery mode and headline inflation is gradually improving mainly due to higher oil prices, overall risks to 

the euro area outlook seem tilted to the downside while underlying inflation remains weak. 

Greek sovereign bond yields moved higher over the last few sessions on market woes that official discussions in the context of the 

2
nd

 programme review will likely be more prolonged that earlier expected. After hitting a three-week low of 6.7% in the first trading 

week of the year, the 10-yr GGB yield rose hovering around 7.1% in European trade on  January 18
th

, but still below levels close to 

7.4% recorded near a month earlier. Partially assisted by a renewed up move of the 10-yr Bund yield to multi-week highs as market 

participants adjust their positioning to the post-US Presidential election reflation theme, the corresponding yield spread against the 

10-yr German counterpart stood close to 685bps at the time of writing, some 30bps wider from last week’s multi-session trough, but 

still 4.5bps narrower so far this year. It is worth mentioning that the Greek sovereign bond market had been the star performer in the 

EMU sovereign space last year with the 10-yr GGB/Bund yield spread narrowing by some 76bps cumulatively.  

 

                                                           
6 The European Banking Authority (EBA) dominion on mon-performing exposures (NPEs) includes loans past due more than 90 days or loans whose 
debtor is assessed as unlikely to pay its credit obligations in full without realization of collateral, regardless of the existence of any past due amount 
or of the number of days past due (EBA, Annex V. Part.145-162  
7 Collections and liquidations are planned to contribute by 16% to targeted NPEs reduction by end-2019, the sale of loans by 7% and write-offs and 
other by 14%. Banks can adjust their targets at the end of September each year while the achievement of NPE operational targets will be monitored 
closely on a quarterly basis. 
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The technical picture for the 10-yr GGB/German Bund yield suggests that strong support stands at 655bps recent low (Jan. 5) in the 

way to a multi-year through of 631bps (Dec. 1). On the flipside, the 700-710bps region seen capping any further upside ahead of the 

January 26
th

 Eurogroup, where discussions about the state of play of Greece’s 2
nd

 programme review are expected to dominate. .  

 

Table- EMU 10-yr yield spreads vs. their German counterpart 

 

Source: Bloomberg 
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Greece- Timeline of key dates and events in the period ahead 

 

Source: EU Commission, ECB, Bloomberg 
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