Latest Greek bailout — a recipe designed to fail
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| have been looking at the latest Greek bailout deal between the Greek government and the European
Commission/IMF), which was concluded last week (June 16, 2017) and released a further 8.5 billion euros in new
loans to the Greek government which means it can make bond payments due in July. Despite all the statements
from the European Commission and the IMF to the contrary, the terms of the deal with the Greek government
confirms that these institutions have abandoned any pretence to being interested in serious economic policy. For
the European Commission, the desired irrevocable status of the euro, as a political statement, is all it seems
interested in when it comes to Greece. They just don’t want to admit that Greece cannot reasonably function in
this monetary union. Just like the previous bailout agreements, this deal will fail. It actually only stalls the reality
for yet another day and the only goal it serves is to keep Greece using a currency it cannot afford to use — afford
in both monetary and real terms.

A recipe designed to fail

The bailout payments are part of the so-called “third economic adjustment programme for Greece” which “started
on 19 August 2015 and is scheduled to run until 20 August 2018” (see Greece: the third economic adjustment
programme).

The overall payments forthcoming in this third plan were 86 billion euros.

The European Commission claim that:

The overall aim of the programme is to secure a return to sustainable economic growth in Greece.

The latest decision (June 15, 2017) by the Eurogroup was accompanied by the following information:

¢ Eurogroup statement on Greece.
e Remarks by Jeroen Dijsselbloem.

¢ Press Release.

The Eurogroup have been holding steadfast to their claim that to declare a debt jubilee for Greece would be
tantamount to ratifying what it considers to be profligate public spending by the Greek government.

Of course, there is no way that Greece can repay its outstanding debt in euros. The creditors including the IMF,
the ECB and the EMS (the private banks have been dealt out of the picture in previous bailouts) will take a loss
one way or another.

The infighting among the creditors has been a feature leading up to this latest agreement (fragile as it is).

The Eurogroup’s motivation has nothing to do with helping Greece out of the Depression it has been in for the last
9 years, a Depression created and maintained by the Eurogroup itself.

Its motivation is to shore up Greece just as long as it remains in the Eurozone, so that an exit doesn’t occur.
Why are they so scared of an exit?

Quite simply because Greece would quickly get out of its malaise if it restored its currency sovereignty and
started creating jobs and generating domestic income growth.

This would demonstrate to all and sundry the benefits of currency sovereignty and the costs of austerity,
1/6


http://bilbo.economicoutlook.net/blog/?p=36276
http://www.consilium.europa.eu/en/policies/financial-assistance-eurozone-members/greece-programme/
https://en.wikipedia.org/wiki/Eurogroup
http://www.consilium.europa.eu/en/press/press-releases/2017/06/15-eurogroup-statement-greece/
http://www.consilium.europa.eu/en/press/press-releases/2017/06/15-eurogroup-jd-remarks/
http://www.consilium.europa.eu/en/meetings/eurogroup/2017/06/15/

especially when the austerity is imposed in a foreign currency (the euro).

I imagine Italy would have a hard time explaining why it was remaining in the Eurozone under increasingly
difficult economic conditions and declining living standards, when Greece started booming once it exited.

The Eurogroup thus need to keep Greece on a string — under its control.

Note that the IMF are also playing games. The IMF boss claimed that she would only propose an Approval in
Principle to the IMF executive board, which is a maneouvre that, under IMF rules introduced in the 1980s, allows
it to extend funds even if the exact commitments haven’t been reached.

The sticking point relates to the terms of any debt relief for Greece from its “European creditors”.

Further, the conditionality imposed by the IMF requires the ultimate debt profile to be “sustainable” and is also
“subject to Greece’s continued implementation of the IMF-supported program.”

Significantly, the IMF admit that the “AlP procedure” operates “without guidelines”, given that the original
“guidelines are no longer applicable” because “they were designed to address the specific context of the 1980’s
debt crisis”.

In other words, anything much goes — business as usual for the IMF.

But at least the IMF realise that the absolute debt that Greece is liable for will never be repaid. What they haven’t
understood, however, is that this crisis will continue — current debt levels or not — while the harsh austerity
programs are being enforced.

The Greek problem is not its debt levels. Its repayments are actually very low given the interest rates operating.

The Greek problem is a spending problem. Non-government spending is weak and government spending needs
to be much higher. Far from running primary surpluses, which will never support growth, the Greek government
needs to run significant deficits for an extended period.

It has to exit to do that.
And that is why | have always supported exit.

If you examine the terms of the latest agreement (outlined in the Eurogroup statement on Greece) some things
will strike you immediately.

Quite apart from the multi-faceted attack on the public sector and its democratic accountability, the Greek
government has signed up to maintaining:

... a primary surplus of 3.5% of GDP until 2022 and thereafter a fiscal trajectory that is consistent
with its commitments under the European fiscal framework, which would be achieved according to
the analysis of the European Commission with a primary surplus of equal to or above but close to
2% of GDP in the period from 2023 to 2060.

Can you believe any government that claims it wants to put the welfare of its people first signing up to that.

A primary surplus is when “current revenue is higher than its current spending (except for interest on debt)”. The
European Commission claim that:

Running primary surpluses over the medium term makes it possible to reduce public debt and
restore fiscal sustainability, which is essential for returning the economy to sustainable growth.
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The first part of the statement is true — a primary surplus (if sustained) allows public debt to be retired on maturity.
But the second claim about being “essential for returning the economy to sustainable growth” is not correct.
Why?

Greece runs a current account deficit (driven by the trade account with a primary income surplus). So the
external sector is draining growth.

To think that any nation could support a primary surplus which undermines growth for 43 more years in this
context is nonsensical. Historical data will show that no nation has been able to achieve that.

The on-going fiscal drag implied by such a net spending withdrawal will prevent the economy from achieving any
significant growth, and the external sector will not come along to rescue the situation.

It means that with stagnant growth depressing income growth for workers and fixed income recipients will be
exacerbated by the fiscal drag.

It is a scenario designed to fail.

The Greek reality

The first graph shows the evolution of real GDP, private consumption and gross fixed capital formation
(investment) from the peak in the March-quarter 2008 to the March-quarter 2017 — 9 years of travail for the Greek
nation.

Real GDP has slumped by 27 per cent, Private consumption by 24 per cent and investment by a staggering 74
per cent.

The other notable feature is that the Troika engineered the Depression in 2009 and 2010 through to 2012, then
have put Greece in a holding pattern — despite all the talk of growth-friendly austerity.

There has been very little gain since 2013. In fact, the real GDP index was at 72.9 points at its worst in the
December-quarter 2013 and is only at 73.2 points in the March-quarter 2017.

No progress!
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The other thing to note is that despite all the on-going ‘internal devaluation’ cutting wages, pensions and labour
costs in general, allegedly to increase the international competitiveness of the nation, the export index which in
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the March-quarter equalled 100 (by construction) is sitting at 97 points in the March-quarter 2017.
No progress!
Does internal devaluation boost external competitiveness?

The BIS ‘real effective exchange rate indices’ (REER), which are internationally accepted measures of
international competitiveness that adjust nominal exchange rates with other data on domestic inflation and
production costs can help us determine the answer.

If the real effective exchange rate rises (falls) for a nation, then it signals a loss (gain) in its international
competitiveness.

The following graph shows movements in real effective exchange rates for two distinct periods.

The first, the period of growth from January 1996 to December 2007, then the period from January 2008 May
2017 (the latest data). The graph allows a comparison of selected Eurozone nations.

Given Germany’s trade dominance both within and beyond the Eurozone, we would be looking for Greece’s
REER to have fallen more than Germany’s to change the former nation’s relative international position within the
Eurozone.

The data shows that following the introduction of the euro, international competitiveness for all the nations shown
declined except in the cases of France, Germany and Finland. Further Germany made relative gains on the rest.

Following the crisis, the general tendency has been for real effective exchange rates to decline. However, the real
effective exchange rate for Greece was only 9.3 per cent lower in May 2017 than in January 2008 despite the
massive austerity program it has endured.

By comparison, the real effective exchange rate for Germany fell by 11 per cent over the same period. Of these
Eurozone nations, only Ireland improved its position relative to Germany over this period.

So we conclude that the massive internal devaluations that Greece, Italy, Portugal, Spain and Finland endured in
this period did not restore competitiveness relative to Germany.

Conclusion: what was it all for?

No answer required. It was part of the destruction of resistance in Greece in preparation for ‘colonisation’.
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Consider the labour market.

The following graph, which shows the employment-to-working age population ratio (over 15 years). In the
September-quarter 2008 (the peak employment quarter before the crisis), the ratio was 49.2 per cent. In the
March-quarter 2017, the ratio is 39.8 per cent.

Had the ratio remained at 49.2 per cent, total employment would be 860 thousand larger than it currently is.

That is one measure of the scale of damage that has been inflicted on the labour market.
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From another perspective, the next graph shows the actual unemployment rate since the March-quarter 2001 to
the March-quarter 2017 (blue line).

The green line is the simulated unemployment based on the peak participation rate before the crisis (September-
quarter 2008).

The participation rate has not dropped that much — 1.1 points — but the adjusted unemployment rate in the March-
quarter 2017 would be 24.9 per cent compared to an already high 23.3 per cent.

While the European Commission talks about progress under the bailout plans, the reality is that the
unemployment rate has been stuck at its current level or thereabouts for 2 years now, after it dropped marginally
from 2012.
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The available statistical indicators all point to the same conclusion — after engineering a Depression, the
managers of Greece (the colonial masters) have put it into a holding pattern of stagnation.

They cannot claim that prosperity is just around the corner with current policy structures in place.

The other point to note by way of comparison with the various graphs is that it is impossible to run the structural
rigidity line when trying to explain the evolution of the Greek economy.

The correspondence between the collapse in output and employment — linked via the derived demand for the
latter as a consequence of the former — and the correspondence between the demand-side of the labour market
(employment) and the unemployment rate quells any suggestion that the collapse was driven by supply-side
shifts in preferences by workers or rigidities emerging from employment protection, minimum wages or any of the
other suspects that are wheeled out by the likes of the IMF, OECD and the European Commission when trying to
deflect blame.

This is a massive demand-side induced Depression that Greece has been dealing with — deliberately inflicted and
persisted with by the Troika.

Conclusion

It is clear that the European Commission’s dealings with Greece have nothing to do with economic reasoning,
despite the articulation of those dealings being expressed in terms of economic aggregates.

All the Commission seems interested in is keeping Greece within the Eurozone. It knows that if Greece was to
exit then the dominoes would start to tumble because Greece would immediately begin to grow as a result of its
new found currency sovereignty.

Obviously, the Commission wants to prevent that reality so as to keep other Member States (such as Italy) in line.
It is a scenario designed to fail.
That is enough for today!

(c) Copyright 2017 William Mitchell. All Rights Reserved.
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