
Greece:  an  agreement,  again
and again
By Céline Antonin, Raul Sampognaro, Xavier Timbeau, Sébastien
Villemot

… La même nuit que la nuit d’avant                  […The same
night as the night before
Les mêmes endroits deux fois trop grands          The same
places, twice too big
T’avances comme dans des couloirs                      You
walk through the corridors
Tu t’arranges pour éviter les miroirs                      You
try to avoid the mirrors
Mais ça continue encore et encore …                     But it
just goes on and on…]

Francis Cabrel, Encore et encore, 1985.

Just  hours  before  an  exceptional  EU  summit  on  Greece,  an
agreement could be signed that would lead to a deal on the
second  bail-out  package  for  Greece,  releasing  the  final
tranche  of  7.2  billion  euros.  Greece  could  then  meet  its
deadlines in late June with the IMF (1.6 billion euros) as
well as those in July and August with the ECB (6.6 billion
euros) and again with the IMF (0.45 billion euros). At the end
of August, Greece’s debt to the IMF could rise by almost 1.5
billion euros, as the IMF is contributing 3.5 billion euros to
the 7.2 billion euro tranche.

Greece has to repay a total of 8.6 billion euros by September,
and nearly 12 billion by the end of the year, which means
funding needs that exceed the 7.2 billion euros covered by the
negotiations with the Brussels Group (i.e. the ex-Troika). To
deal with this, the Hellenic Financial Stability Fund (HFSF)
could be used, to the tune of about 10 billion euros, but it
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will no longer be available for recapitalizing the banks.

If  an  agreement  is  reached,  it  will  almost  certainly  be
difficult to stick to it. First, Greece will have to face the
current bank run (despite the apparent calm in front of the
bank branches, more than 6 billion euros were withdrawn last
week according to the Financial Times). Moreover, even if an
agreement can put off for a time the scenario of a Greek exit
from the euro zone, the prospect of exceptional taxes or a tax
reform could deter the return of funds to the country’s banks.
Furthermore, the agreement is likely to include a primary
surplus of 1% of GDP by the end of 2015. But the information
on the execution of the state budget up to May 2015 (published
18 June 2015) showed that revenue continues to be below the
initial forecast (- 1 billion euros), reflecting the country’s
very poor economic situation since the start of 2015. It is
true that the lower tax revenues were more than offset by
lower spending (down almost 2 billion). But this is cash basis
accounting. The monthly bulletin for April 2015, published on
8 June 2015, shows that the central government payment arrears
have increased by 1.1 billion euros since the beginning of
2015. It seems impossible that, even with an excellent tourist
season, the Greek government could make up this lag in six
months and generate a primary surplus of 1.8 billion euros
calculated on an accrual basis.

A new round of fiscal tightening would penalize activity that
is already at half-mast, and it could be even more inefficient
in that this would create strong incentives to underreport
taxes  in  a  context  where  access  to  liquidity  will  be
particularly difficult. The Greek government could try to play
with tax collection, but introducing a new austerity plan
would  be  suicidal  politically  and  economically.  Discussion
needs to get started on a third aid package, including in
particular negotiations on the reduction of Greece’s debt and
with the counterparties to this relief.

Any agreement reached in the coming days risks being very
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fragile. Reviving some growth in Greece would require that
financing for the economy is functioning once again, and that
some confidence was restored. It would also require addressing
Greece’s problems in depth and finding an agreement that was
sustainable over several years, with short-term steps that
need to be adapted to the country’s current situation. In our
study, “Greece on the tightrope [in French, or the English-
language  post  describing  the  study  at
http://www.ofce.sciences-po.fr/blog/greece-tightrope/],”  we
analysed the macroeconomic conditions for the sustainability
of the Greek debt. More than ever before, Greece is on the
tightrope. And the euro zone with it.
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