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Executive Summary

This report responds to the ECOFIN Council conclusion of 10 November 2009 which invited the
Commission to prepare a report on the 'renewed problems in the Greek fiscal statistics.' The Council
also invited the Commission 'to propose the appropriate measures to be taken in this situation'. The
Commission will respond to this latter invitation in the context of the recommendation for a Council
decision under Article 126(9) TFEU and an action plan to tackle the Greek statistical problems, in-

cluding governance.

On 2 and 21 October 2009, the Greek authorities transmitted two different sets of complete Excessive
Deficit Procedure (EDP) notification tables to Eurostat, covering the government deficit and debt data
for 2005-2008, and a forecast for 2009. In the 21 October notification, the Greek government deficit
for 2008 was revised from 5.0% of GDP (the ratio reported by Greece, and published and validated by
Eurostat in April 2009) to 7.7% of GDP. At the same time, the Greek authorities also revised the
planned deficit ratio for 2009 from 3.7% of GDP (the figure reported in spring) to 12.5% of GDP,
reflecting a number of factors (the impact of the economic crisis, budgetary slippages in an electoral
year and accounting decisions). According to the appropriate regulations and practices, this report

deals with estimates of past data only.'

Revisions of this magnitude in the estimated past government deficit ratios have been extremely rare
in other EU Member States, but have taken place for Greece on several occasions. These most recent
revisions are an illustration of the lack of quality of the Greek fiscal statistics (and of macroeconomic
statistics in general) and show that the progress in the compilation of fiscal statistics in Greece, and the
intense scrutiny of the Greek fiscal data by Eurostat since 2004 (including 10 EDP visits and 5 reser-
vations on the notified data), have not sufficed to bring the quality of Greek fiscal data to the level

reached by other EU Member States.

Where the EDP notification of 21 October 2009 is concermned, the data have not been validated by
Eurostat and a substantial number of un-answered questions and pending issues still remain in some
key areas, such as social security funds, hospital arrears, and transactions between government and
public enterprises. These questions will need to be resolved, and it cannot be excluded that this will
lead to further revisions of Greek government deficit and debt data particularly for 2008, but possibly

also for previous years.

! According to the appropriate regulations and practices, the planned deficit and debt data reported by Member
States are not scrutinised by Eurostat or any other Commission service, and the Commission publishes its own
macroeconomic forecasts. Hence, although there is an intrinsic link between the quality of statistics (i.e. data for
a past year) and the reliability of planned data (i.e. estimates or forecasts for an ongoing or future period), this
report does not elaborate on the technical procedures or institutional issues related to the preparation and dis-
semination of planned data.
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As the report shows, the revision in the Greek government deficit statistics are due to two different but
in some instances linked sets of problems: problems related to statistical weaknesses and problems
related to failures of the relevant Greek institutions in a broad sense. The first set of problems concerns
methodological weaknesses and unsatisfactory technical procedures in the Greek statistical institute
(NSSG) and in the several other services that provide data and information to the NSSG, in particular
the General Accounting Office (GAO) and the Ministry of Finance (MOF). The second set of prob-
lems results from inappropriate governance, with poor cooperation and lack of clear responsibilities
between several Greek institutions and services responsible for the EDP notifications, diffuse personal
responsibilities, ambiguous empowerment of officials, absence of written instruction and documenta-

tion, which leave the quality of fiscal statistics subject to political pressures and electoral cycles.

In particular, the report has found evidence of:

e Severe irregularities in the EDP notifications of April and October 2009, including submission of
incorrect data, and non-respect of accounting rules and of the timing of the notification;

e Poor cooperation between the national services involved in the compilation of EDP figures, as
well as lack of independence of the NSSG and the GAO from the Ministry of Finance,

¢ An institutional setting and a public accounting system inappropriate for a correct reporting of
EDP statistics, especially non-transparent or improperly documented bookkeeping, which has lead
to several, and in some cases significant, revisions of data by the Greek authorities over an ex-
tended period of time;

e Lack of accountability in the individual provision of figures used in EDP notifications, (e.g. ab-
sence of written documentation or certification in some cases, exchange of data by phone);

e Unclear responsibility and/or lack of responsibility of the national services providing source data
or compiling statistical data, combined with ambiguous empowerment of officials responsible for
the data.

These findings indicate that, on top of the serious problems observed in the functioning of other areas

involved in the management of Greek public revenues and expenditures, that are not the object of this

report, the current set-up does not guarantee the independence, integrity and accountability of the na-
tional statistical authorities. In particular the professional independence of the NSSG from the Minis-
try of Finance is not assured, which has allowed the reporting of EDP data to be influenced by factors
other than the regulatory and legally binding principles for the production of high quality European

statistics.

Monitoring instruments available to Eurostat with respect to increasing the transparency of the EDP-
related statistics, controlling the quality of data under the quality assurance system and the governance

structure, have shown to be subject to shortcomings and limitations of particular relevance in the case



of Greece. The problems faced in Greece go well beyond what can be tackled using only the statistical
monitoring tools available to the Commission, which according to the Council Regulation 479/2009
does not have audit powers. In spite of the concerted and consistent efforts carried out by Eurostat
services since 2004 to ensure respect of the applicable rules and methods, the situation can only be

corrected by decisive action of the Greek government.

The Greek authorities need to tackle resolutely not only the outstanding methodological issues, but
also and crucially they need to put in place transparent and reliable working practices between the
national services concerned, and to revise the institutional setting in order to guarantee the profes-
sional independence and full accountability of the NSSG and of the other services involved in the do-
main of EDP data. Unless the institutional weaknesses identified in this report are addressed and
proper checks and balances introduced, the reliability of Greek deficit and debt data will remain in

question.

The Commission is fully committed to continue cooperating with the Greek authorities with a view to
supporting their efforts to improve the collection and processing of government statistics in order to

address the existing shortcomings and restore confidence in Greek statistics.



1 Introduction

On 22 October 2009, Eurostat published its biannual press release on government deficit and debt data
for the Member States, euro area (EA16) and EU27, covering 2005-2008 data. In it, it expressed a
reservation (in line with Council Regulation 479/2009 on the application of the Protocol on the exces-
sive deficit procedure) on the quality of the Greek data "due to significant uncertainties over the fig-
ures notified by the Greek statistical authorities".

The reservation concerned mainly 2008 data, due to the considerable revision (compared to average
revisions in EU Member States) of the deficit figure made between the April 2009 and October 2009
EDP notifications. In fact, the Greek authorities reported twice in October: on 2 October and 21 Octo-
ber, with data in the second notification including a significant revision. Because of this late reporting,
the notification could not be analysed in detail. In addition, Eurostat had significant doubts about the
quality of the figures provided.

The October reporting by the Greek authorities is exceptional in terms of procedure, but it is neither
without precedents nor an isolated episode:

e Following evidence of widespread misreporting of deficit and debt data by the Greek authorities
during the previous years, in November 2004 a Report on the revision of Greek government defi-
cit and debt figures was released by Eurostat, which showed that figures had been misreported in
the years preceding 2004 involving no less than 11 separate issues.

e On five occasions between 2005 and 2009 Eurostat expressed reservations on the Greek data in
the biannual press release on deficit and debt data.

e Over the last eight years, whenever the Greek EDP data have been published without reservations,
this was very often the result of Eurostat interventions before or during the notification period in
order to correct mistakes or inappropriate recording.

In its conclusions of 10 November 2009, the Economic and Financial Affairs (ECOFIN) Council ex-
pressed regret’ for the renewed problems with the figures reported by the Greek Government and
called on it to restore confidence in Greek statistical information and the related institutional setting.
Furthermore, the ECOFIN Council also invited the Commission to produce a report and propose the
appropriate measures to be taken in this situation.

As the quality problems of Greek statistical information are not only linked to public finance data -
National Accounts (GDP) figures have also been significantly revised in the past - and as the events of
October 2009 cannot be deemed as exceptional, the report will not deal only with statistical methodo-
logical issues. Rather, an analysis of the governance and institutional framework of the Greek system
for the production of statistical information is also necessary.

The report is organized as follows: section 2 provides information on the institutional framework of
Greek statistics. Section 3 provides a chronology of the main events concerning Greek EDP statistics
from 2004 to 2009. Section 4 summarizes the methodological issues which led to revisions of data
between 2005 and 2009 and in particular between April 2009 and October 2009. Finally, section 5
provides the conclusions of this report.

? The Council REGRETS the renewed problems in the Greek fiscal statistics. The Council CALLS ON the
Greek government to urgently take measures to restore the confidence of the European Union in Greek statistical
information and the related institutional setting. The Council INVITES the Commission to produce a report
before the end of 2009. Moreover, the Council INVITES the Commission to propose the appropriate measures to
be taken in this situation. In this context, the Council WELCOMES the commitment by the Government to ad-
dress this issue swiftly and seriously and CONSIDERS the measures announced recently, such as those aiming
to make the National Statistical Service fully independent, to be steps in the right direction.
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2 Institutional framework

2.1 European Statistical System and quality assurance

Official Statistics in Europe are organised in the "European Statistical System (ESS)", a partnership
between the statistical authority of the European Union, which is the Commission (Eurostat), and the
national statistical institutes (NSIs) and other national authorities responsible in each Member State for
the development, production and dissemination of European statistics. Member States collect data and
compile statistics for national and EU purposes. The ESS functions as a network in which Eurostat’s
role is to lead the way in the harmonization of statistics in close cooperation with the national statisti-
cal authorities.

Quality assurance in the ESS has emerged from developments over many years in the field of statis-
tics. There is a balance to be found between the objectives of supervision and control by Eurostat and
the constraints arising from the principle of subsidiarity and the autonomy of Member States in the
way they organise and produce Official Statistics. Although the responsibility for monitoring statisti-
cal data is vested in the Commission (and in the case of the Excessive Deficit Procedure the Commis-
sion "provides" the data), the Commission does not directly compile statistics or control their produc-
tion in the Member States. In this respect, it depends largely on the data compiled and reported by the
Member States, as well as the administrative ability, good will and loyal co-operation of the respective
national authorities. Appropriate institutional frameworks ("governance"), respect of principles, com-
pliance with production methods, and plausibility checks for transmitted data are the available tools
for quality assurance in European statistics.

e Member States are bound to cooperate in good faith and in conformity with the statistical princi-
ples set out in Regulation 223/2009°. These principles require that statistics are produced in an in-
dependent manner, free from any pressures from political or interest groups, and also in a system-
atic, reliable and unbiased manner using professional and ethical standards. Scientific criteria must
be used for the selection of sources, methods and procedures. As a result, it is a primary obligation
on the Member States to provide statistical data in accordance with such principles and minimum
standards for the independence, integrity and accountability of national statistical authorities and
to take all necessary measures to ensure that their institutional and organizational set-up respects
the rule of law.

e Member States must organise the governance in the National Statistical System and specify the
corresponding roles of the institutions involved in a precise manner, determining which authority
is in charge of coordination, which institutions belong to the group of producers and which institu-
tions are outside the remit of Official Statistics.

e Methodological prescriptions and definitions (e.g. in the European System of National Accounts)
have to be applied by the Statistical Authorities.

e FEurostat is in charge of supervising compliance with European law (application of methods and
delivery of statistical data) and of assuring the plausibility of statistical information.

This quality assurance system and its features is however based on assumptions which have shown to
be subject to shortcomings and limitations, of particular relevance in the case of Greece:

e The partners in the ESS are supposed to cooperate in good faith. Deliberate misreporting or fraud
is not foreseen in the regulation.

e The governance structure has to be implemented in accordance with the administrative environ-
ment of a Member State; there is no single model for the purpose of ensuring "good" governance.

! Prior to that Regulation (EC) 322/97 stressed the principles of impartiality, reliability, relevance, cost-
effectiveness, statistical confidentiality and transparency
7



e Compliance with the methodological procedures of European Statistics is only binding for institu-
tions which are considered as Statistical Producers (defined in Regulation 223/09); insufficient ac-
counting and bookkeeping practices outside the statistical area are not easily detectable by statisti-
cal control.

e The correctness of data delivered from different national sources and respondents is also outside
Eurostat's power of control. Hence, powers granted to Eurostat by Regulation 223/2009 with re-
spect to the governance structure and to control the quality of data outside the narrow limits of
"statistical producers" are almost nil.

2.2 European Statistics Code of Practice

After the Greek misreporting of the EDP data in 2004, the ECOFIN requested the establishment of
minimum standards for independence, integrity and accountability of national statistical authorities;
however in 2005 the focus was shifted to the independence of Eurostat. A compromise was reached in
November 2005, when the ECOFIN concluded that an external body should be established to focus its
monitoring of compliance with these standards by Eurostat and the ESS as a whole.

The Commission adopted a global strategy for strengthening the European Union governance of fiscal
statistics along three lines of action: building up the legislative framework; improving the operational
capacities of the relevant Commission services, and establishing the "European Statistics Code of
Practice"®. The Code has a self-regulatory character.

In 2007 the Commission adopted a proposal for regulation regarding the establishment of an external
body to monitor compliance with the Code by national statistical authorities and Eurostat. The Euro-
pean Statistical Governance Advisory Board (ESGAB) was established by a European Parliament and
Council Decision in 2008 to provide an independent overview of the ESS as regards the implementa-
tion of the Code. ESGAB started to work in March 2009 and published its first report in November
2009, which includes some general recommendations regarding the institutional set up in reaction to
the first information about the new Greek case: "An appropriate institutional framework is crucial in
order to safeguard the professional independence of statistical authorities. Suspicions of interventions
affecting the data produced need to be further investigated. Moreover, the procedures for the appoint-
ment and dismissal of Heads of National Statistical Institutes (NSIs) should be transparent and kept
separate from political mandates.” The report also stresses that "a stronger commitment from top man-
agement in the statistical offices and a stronger adherence to common quality standards at the level of
the ESS will be of essence".

2.3 Institutional and legal aspects of EDP reporting

Article 126 of the Treaty on the Functioning of the European Union (TFEU) specifies that Member
States shall avoid excessive government deficits. Under Protocol (No 12) on the excessive deficit pro-
cedure, the Member States regularly report to the Commission their actual and planned deficit and
debt levels; the data are "provided" by the Commission. Pursuant to Article 6(2) of Regulation (EC)
No 223/2009, the Commission (Eurostat) shall ensure the production of European statistics according
to established rules and statistical principles. In this respect, it shall have the responsibility for decid-
ing on processes, statistical methods, standards and procedures. Under Regulation (EC) No 479/2009,
the Commission is also entrusted a task to ensure compliance with the required budgetary discipline
by monitoring the development of the budgetary situation and of the stock of government debt in the
Member States. Coherence and comparability of data in the fiscal statistics framework rely on the
correct implementation by the Member States of the legal acts relevant in the context of the EDP, such

* Communication from the Commission to the European Parliament and to the Council on the independence,
integrity and accountability of the national and Community statistical authorities (COM 2005 217 of
25.5.2005)).
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as Council Regulation (EC) No 2223/96° (ESA 95) and Council Regulation (EC) No 479/2009° estab-
lishing the statistical reference system for standards, definitions and accountancy provisions.

Article 8(1) of Regulation (EC) No 479/2009 sets forth that the Commission (Eurostat) shall regularly
assess the quality both of actual data reported by Member States and of the underlying government
sector accounts compiled according to ESA 95 (hereinafter referred to as government accounts). Qual-
ity of actual data means compliance with accounting rules, completeness, reliability, timeliness, and
consistency of the statistical data. Further, according to Article 8(2) of Regulation (EC) No 479/2009,
Member States shall provide the Commission (Eurostat), as promptly as possible, with the relevant
statistical information requested for the needs of the data quality assessment, without prejudice to the
provisions relating to statistical confidentiality.

Following the 'Greek case' in 2004, and a request by the Council to "strengthen the monitoring of the
quality of the reported fiscal data", the Commission proposed amendments to the existing Council
Regulation for the quality of EDP data (Regulation 3605/93).” Council Regulation 2103/2005% granted
Eurostat strengthened control powers, though more limited than initially requested by the Commis-
sion. These powers work within strict constraints, notably:

e Methodological visits are exceptional ("should only be undertaken in cases where the Commission
(Eurostat) identifies substantial risks or potential problems with the quality of the data, especially
where it relates to the methods, concepts and classifications applied to the data, which Member
States are obliged to report"). In contrast, the Commission proposal foresaw such visits in a sys-
tematic way to all Member States.

e Even more importantly, also in contrast with the Commission proposal, there is no general refer-
ence to the obligation of Member States to provide Eurostat with access to "the information" re-
quested for the purposes of the data quality assessment.

e Crucially, Eurostat is restricted to statistical matters in its work; the institutional setting is out of
their scope of action "The methodological visits should not go beyond the purely statistical do-
main", and that the interlocutors of Eurostat should be "the services responsible for the excessive
deficit procedure reporting"”. This provides Member States with potential arguments for restricting
the access to information.

Member States are nevertheless responsible for taking "all necessary measures to facilitate the meth-
odological visits" and "making documents available to justify the reported actual deficit and debt data
and the underlying government accounts." This includes "national authorities which have a functional
responsibility for the control of the public accounts" (i.e. national audit offices). Thus, within the con-
straints identified above (and allowing for some potential contradiction between different parts of the
Regulation), Eurostat in principle has the legal means to secure access to the necessary documents and
at least to the auditors of public accounts. The question remains, however, whether it has the necessary
means to enforce the respect of these competences.

5 Council Regulation (EC) No 2223/96 of 25 June 1996 on the European system of national and regional ac-
counts in the Community (OJ L 310, 30.11.1996, p. 1).

® Council Regulation (EC) No 479/2009 of 25 May 2009 on the application of the Protocol on the excessive
deficit procedure annexed to the Treaty establishing the European Community (Codified version) (OJ L 145,
10.6.2009, p. 1).

’ The proposed amendments in COM(2005)71 sought to increase the transparency of the EDP-related statistics,
and to strengthen the powers of Eurostat with respect to data quality. In particular, the Commission sought to
establish "in-depth monitoring visits". Coupled with a general requirement for Member States to promptly pro-
vide the Commission (Eurostat) with access to the information required for the purposes of the data quality as-

sessment, this would have given Eurostat 'audit-like' powers.
See http://www.cc.cec/sg_vista/cgi-bin/repository/getdoc/COMM_PDF_COM 2005 0071_F_EN_ACTE.pdf

¥ See http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=0J:1.:2005:337:0001:0006: EN:PDF
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In the specific case of Greece, Eurostat has made a quasi-permanent and extensive use of the existing
powers to monitor Greek EDP data, devoting far more resources and more missions to the country
than to any other EU Member State. It is the only Member State that has received methodological
visits. Following these visits, extensive action plans have been put in place based on an analysis of all
information made available by the Greek authorities. However even this activity was unable to fully
detect the degree of interference in the Greek EDP data.

All in all, although Council Regulation 2103/2005 fell short of what was proposed by the Commis-
sion, enlarged powers would only have contributed to reducing the risk that a country could report
incorrect data, not to eliminating it.

2.4 Governance and institutional framework for EDP reporting in Greece

The institutions in Greece responsible in the reporting for each table in the EDP notification, are those
reported by the Greek authorities in the April 2009 EDP notification: the National Statistical Service
of Greece (NSSG), the Ministry of Finance (MOF, through the General Accounting Office, GAO), the
Single Payment Authority (which is also part of the Ministry of Finance) and the Bank of Greece
(BOG). Specifically, the NSSG is responsible, together with the MOF, for the deficit reporting, while
the MOF is fully responsible for the debt figures.

The Ministry of Finance is responsible for the compilation of the tables for central government, while
the National Statistical Service of Greece is responsible for the data concerning local government and
the social security sector. The SPA is responsible for providing data on EU grants. The Bank of
Greece is responsible for the compilation of a full set of financial accounts and financial balance
sheets for the whole economy®. This means that it is also responsible for the correctness of the EDP
data, notably for the compilation of financial transactions and balance sheets for the general govern-
ment sector. This division of responsibilities is not uncommon in the EU.

The overall governance structure and institutional framework has nevertheless remained unclear.'” The
government has nominated only the NSSG and the BOG as Statistical Authorities working under the
umbrella of the European Statistical Law'', but not the MOF (i.e. General Accounting Office) or the
SPA (Single payment Authority), which are however major actors in the compilation of EDP data. The
revision of the statistical law was repeatedly postponed. Moreover, contrary to the commitment of the
Greek statistical authorities to Eurostat in September 2008 (see section 3.3), a statistical council has
not been set up yet.

During the EDP methodological mission of November 2009, as a direct consequence of the reserva-
tion introduced on Greek EDP data, the shortcomings of the institutional setting were again addressed.
All participants at the meeting, including the Greek authorities (NSSG and the GAO), concluded that
the present institutional setting could not guarantee that EDP notification figures would be fully free
from political interference. Moreover, a worrying lack of accountability and unclear responsibilities of
the entities involved in compiling EDP statistics was identified, a problem of potential politi-
cal/external interference with the EDP figures to be transmitted to the Commission.

® The Bank also has a reporting responsibility to the ECB under the ECB Guideline of 31 July 2009 on govern-
ment finance statistics (GFS) with the data to be used for economic and monetary analysis. The GFS required by
the ECB cover the following information for general government: (i) revenue and expenditure including defi-
cit/surplus by subsectors (central, local, social security), selected data on EU flows and some aggregates, (ii)
deficit-debt adjustments statistics and (iii) debt statistics. The data must comply with the principles and defini-
tions of ESA9S. Explanations of the reasons of the revisions of a significant magnitude should be provided to the
ECB by the responsible institution (which is the BOG in Greece). See ECB/2009/200; 2009/627/EC.

' In October 2007, a peer review on the statistics in general was carried out in Greece as part of the first wave of
peer reviews in all NSIs / Eurostat. The review recommended the National Statistical Service of Greece (NSSG)
to substantially strengthen the institutional set up; improvement action was agreed with the NSSG top manage-
ment.

'!"http://epp.eurostat.ec.europa.eu/portal/pls/portal//PORTAL.wwpob_page.show? docname=1758246.PDF
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To address this issue:

e The responsibilities of the different entities involved need to be clarified. Co-operation between
agencies needs to be formalised, possibly through a memorandum of understanding, and it must be
clarified which agency is responsible for which data in EDP notifications.

e Responsibilities need to be personalised. Senior officials should be responsible for the data pro-
duced under their responsibility.

¢ In this context, figures should only be reported if the agency providing the raw data for compiling
the cell in EDP assures the reliability of that figure though a process of certification and signature.

e The provisions included in the Code of Practice must be respected.

Furthermore, making the NSSG independent, through the revision of the current law on statistics, will
be a necessary, but not a sufficient condition to ensure the principles above.

In addition to these aspects and with reference to the findings of the Peer Review in 2007 co-operation
and professional knowledge transfer between Greek statistics and the partners in the European Statisti-
cal System should be intensified.
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3 Chronology of main events
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