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Belgium. He was a member of the Belgian parliament from 1991 to 2003. He is
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Heleni Louri-Dendrinou is Deputy Governor of the Bank of Greece and professor at
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Format & Schedule:

Friday, October 14, 2011 — LT5. Event strictly by invitation

15.30 Registration and coffee

16.00- 17.00 The elephant in the room: Managing the Greek haircut

17.00 — 17.45 “Financial sector, privatizations and corporate governance”
17.45 - 18.00 Coffee break

18.00 — 19.45 Restructuring: From words to action (nation building, applied)
19.45 — 20.15 Drinks Reception

20.15 - 21.45 Working dinner: Maximizing our impact and plans ahead

Saturday, October 15, 2011 (Restricted attendance —academics)

9.15~12.45 Working group for White Paper: Finalizing recommendations,
organizing the write-up
12.45- 13.45 Working Lunch

Sessions description

Session 1. The elephant in the room: Managing the Greek Haircut

It has become abundantly evident to the near-totality of those who study the situation
that the Greek debt is simply unsustainable. Rather than opening up the debate on
what to do, this session will assume that a major restructuring with a substantial
haircut will be needed in the near future. While adverse implications on the banking
sector, in Greece and in the EU, are undeniable, it might be worth noting that the
current policy is essentially a transfer from European (mostly) taxpayers through the
EU and the IMF to those holding Greek debt, including hedge funds having bought
Greek debt at substantial discounts. This session will briefly debate the proposition of
whether a haircut is called for immediately; and then will move further to consider the
implications of this haircut, and focus on how we can engineer it so as to minimize
any adverse side-effects. The questions we would want to consider in this session
include the following:

e What are the main costs of a haircut for the EU and the ECB, and what are
they for Greece?

e How should a debt restructuring process be organized efficiently, to best
serve both European and Greek interests? What side-effects do we need to
most guard against? And, to deal with them, what steps need to be taken and
when?

e Should Greece stay within the Euro after a restructuring?

Jeromin Zettelmeyer will provide a brief summary of the topics to frame our
discussion; Prof. Richard Portes will proactively manage the conversation where all
will partake.

Session 2. “Financial sector, privatizations and corporate governance”
Another important issue which will need to be considered as we look at the

restructuring issues is the Greek banking system, which will inevitably require
support from public funds. Given the experience of governments running banks, and



the troubled record of Greek governments running corporate vehicles, we propose
considering creative ways in which we can provide capital to banks without making
them liable to pressures from the Greek political system. This must be considered
against mounting distrust of ordinary Greeks against any non-Greek intervention,
itself the result of skewed discussion in the media. So we will have to identify the best
solutions to help banks through the difficulties brought about both by potential
writedowns of public debt and by the increase in NPLs associated with a growing
recession.

A related topic concerns privatizations. Issues of titles and ownership have been
documented as bottlenecks of the privatization process; and there is substantial
concern with the extent and amount of privatization proposed. Privatizations are not
only a potential source of revenue, but also an opportunity to restructure and
rationalize a good part of the Greek economy, enhancing productivity. The corporate
governance issues this raises are substantial. Finally, finding ways to lengthen the
process of privatization (either to prepare companies and organize ownership claims,
or to avoid depressed valuations in a troubled period) will be considered — including
recent proposals discussed in the press. The discussion will be managed by Sir
Andrew Likierman, after a brief framing by Prof.Dimitri Vayanos.

Questions to be considered include:

¢ How should banks be recapitalized? Is it possible to raise private funds? Are
public funds and EFSF the only way?

e How to ensure good corporate governance of those banks that are
recapitalized using public funds? Who should be running these banks in the
interim period until they can be sold off to the private sector? Will there be
entry by foreign banks? Is such entry essential? Why hasn't it happened
successfully in the past?

e What should be the main directions of reform for Greece's financial system?

e \What should be the scope of Greece’s privatization programme? What asset
size and over what horizon? Is it mainly firms? Land? Infrastructure?

e Will there be significant participation by foreigners? Is this desirable?
essential? Will participation by foreigners be over a limited horizon?

e What are the necessary governance changes in the firms to be privatized? Is
there a concern that the corresponding industries might be monopolized? Can
monopolization be averted by divestments or by regulation?

e |sthere a way to create a mechanism that provides additional time for the
privatization authority so as not to have to dispose that many assets that
quickly, or are suggestions along the lines of Roland Berger doomed?

Session 3. Restructuring: From words to action (nation building, applied)

It is not by accident that we have allocated the longest time slot to what we think is
the most important session- which is on implementation. Anyone with a connection to
Greece will confess that the situation on the ground is even more problematic than
the situation on paper. Reforms are being implemented very slowly or not at all. One
important example has been the remarkable inability to fix any of the problems of tax
evasion for the last two years (continuing a sad record of previous governments),
which in a time of sharp contraction is accentuating Greeks’ sense of injustice. This is
at least partly due to the inability of the apparatus of the tax collection system to
operate effectively. The same can be said of numerous other parts of the Greek
government. The response so far has been to focus on reductions in all variable
costs (mainly, salaries) in fixed proportions and emphasizing tax collections from
whatever sources appear to be easier to track, in order to meet the numbers. And
while this has sent the country into a dangerous recession (and has further



strengthened anomie), it has not addressed the underlying structural issues. Both
Greece's creditors (and the troika in particular) and the Greek government must shift
their attention away from macroeconomic figures to indicators of structural
transformation, which could also satisfy an elementary feeling of justice and of
accountability of the state. To help resolve this dangerous conundrum we propose
focusing the last part of our discussion on specific structural solutions and their
implementation. We will collectively work on how exactly the necessary changes can
be catalyzed. In particular, we will consider the following questions:

e Why are changes happening so slowly? And, more to the point, what are the
bottlenecks blocking structural change, and what measures could tackle
them? Is the main bottleneck the lack of administrative competence? Is it that
reforms are blocked by powerful interest groups? How can such problems be
dealt with?

e How can we increase transparency and accountability and force changes to
happen not at the discretion of politicians and policy makers but at a quicker
pace, with the results of the transformation process being visible to all Greeks
and international stakeholders?

e The stance taken so far, ie not to challenge Greece's authority to manage its
own affairs (and as such stay clear of operational involvement) has not paid
off. Which way can we strengthen the actual change (contrasted with what is
announced), while managing popular or political anger due to perceived loss
of sovereignty?.

e Should we consider “nuclear” options such as selective outsourcing or the
creation of new entities dealing with the bottlenecks in terms of public sector
receipts?

e Should there be an organization, over and above the advisory group of the
EU What specific, politically feasible mandate might it have?

e How can we build institutional capacity for change, and what lessons can we
draw from efforts of transforming either countries (or political systems) or
turning around organizations?

Prof Costas Meghir will provide a 4 minute framing on structural changes; Prof M.G.
Jacobides will manage the conversation, drawing on the participants experience of
structural change — and of the key bottlenecks in Greece

Working dinner: Maximizing our impact and plans ahead

After a needed break for drinks, we will move in the realm of implementation. We will
consider what is the best way to advance the ideas (and hopefully areas of relative
convergence) from this meeting. We will ask participants to suggest ways in which
we can make the resulting White Paper more effective; and see how it can affect
decision-makers (in terms of the troika and the EU, the ECB and key players such as
Germany); how it can be leveraged in Greece, both for policy-makers and politicians,
but also to inform (perhaps in a simplified way) the public debate. We will also briefly
considering how we can use the intellectual and political capital of Greeks abroad
(like many in this room), or the friends of Greece so as to turn goodwill and concern
about one's country into something concrete.
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