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ATHENS

Agents are often stymied
trying to find and collect
from Greek tax evaders

BY LIZ ALDERMAN

As Greece'’s troubles ripple through the
euro monetary union, a fresh crisis is
brewing: The government is likely to
run out of money as soon as July, shortly
after pivotal elections this month.

Despite its recent €130 billion, or
$161.7 billion, bailout deal, Athens is
already having a hard time paying
many of its bills. Officials, scrambling
for solutions, have considered dipping
into funds that are supposed to be aid-
ing its troubled banks. By midsummer
its coffers might be so empty that some
are even suggesting doling out i.o.u.’s.

To understand one reason the govern-
ment’s finances are so tight, ask Nikos
Maitos, a veteran in the Greek financial
crimes investigation unit.

When he and a team of inspectors re-
cently prowled the recession-hit island
of Naxos for tax evaders, the local radio
station broadcast his license plate num-
ber to warn residents. In many corners
of Greece, a longstanding aversion to
paying taxes has been aggravated by
the country’s wrenching recession and
the punishing effects of prolonged
spending cuts and tax increases.

‘‘One repercussion of the crisis is that
people are harder to find,” Mr. Maitos,
an imposing, burly man, said last week
in his sweltering office on the edge of
Athens. “And when you do find them,
they don’t have money.”

Approaching a June 17 election that
could determine whether Greece stays
in the euro currency system or whether
it starts an unraveling of Europe’s mon-
etary union, Greek leaders have sound-
ed a warning. The government will soon
face a €1.7 billion shortfall, as tax reven-
ue and other sources of potential in-
come dry up. All told, the government is
owed €45 billion in back taxes, only a
tiny fraction of which will ever be re-
covered, tax officials in Athens say.

The gap is widening as the so-called
troika of lenders — the International
Monetary Fund, the European Central
Bank and the European Union — with-

Athens scrambles
as coffers go bare

holds €1 billion in bailout money ear-
marked for government financing, to
see whether new leaders elected on
June 17 will honor Greece’s payback
commitments.

In the worst case, Greece would tem-
porarily stop paying bills for salaries,
pensions, fuel and imports of food and
pharmaceuticals.

But even if the troika does pay, the
situation underscores the harsh reality
also playing out in other troubled euro
zone economies. Prolonged austerity is
making it harder, not easier, for govern-
ments like Greece to return to financial
self-reliance, as businesses and indi-
viduals have less and less to give toward
taxes — and growing incentives to avoid
paying what they owe.

Mr. Maitos is one of thousands of offi-
cials whose work it is to flush out
whatever tax revenue they can to help
Greece stay afloat. But even the tax col-
lectors, who have had to take large pay
cuts, are struggling as budget reduc-
tions leave some unable to pay for the
gasoline needed to reach their targets.

“‘After two and a half years of auster-
ity, it’s really a difficult time to bring in
revenue,”’ said Harry Theoharis, a se-
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Nikos Maitos, a Greek tax collector, was re-
cently confronted by a man with a bullwhip.
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E.U. officials take steps toward

centralized banking regulation

FRANKFURT

BY JACK EWING
AND JAMES KANTER

Under growing international and finan-
cial market pressure to fix the region’s
bank problems, European officials on
Tuesday took a step toward surrender-
ing a cherished national prerogative by
proposing to shift banking regulation to
a central authority.

If endorsed by European leaders, the
plan by the European Commission
~nuld spread the cost of bank rescues

'd demonstrate that governments

e willing to cede power to the
v, centralized institutions that

many economists say are needed to sta-
bilize the currency union.

Pressure for bold action by the Ger-
man chancellor, Angela Merkel, and oth-
er euro zone leaders escalated Tuesday
after a conference call by finance minis-
ters and central bankers from the Group
of 7 nations, which include Germany, Ja-
pan and the United States.

While participants said little about
the conversation afterward, it is likely
that European leaders were urged to
move more forcefully to quell a banking
crisis in Spain and to keep Greece from
leaving the euro zone.

‘“There’s no question that markets re-
main skeptical that the measures taken
EURO, PAGE 16
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Goldman chief testifies; j

Window on
Wall Street

PETER LATTMAN

NEW YORK For someone who has not
practiced law in 30 years, Lloyd C.
Blankfein has been spending quite of
bit of time ip the courtroom.

Mr. Blankfein, the chief executive of
Goldman Sachs, testified Monday for
the second time in 15 months in an in-
sider trading case at U.S. District Court
in New York.

He took the witness stand in the trial
of Rajat K. Gupta, 63, a former Goldman
director who has been charged with
leaking corporate secrets about the
bank to Raj Rajaratnam, the former
hedge fund manager.

Last year, Mr. Blankfein testified
against Mr. Rajaratnam, who was con-
victed of insider trading. What Mr.
Blankfein told jurors Monday echoed
his testimony during Mr. Rajaratnam’s
trial, which largely related to outlining
certain Goldman board meetings and
the secrecy surrounding the informa-
tion discussed.

Though many spectators in the
packed courtroom were eager to hear
Mr. Blankfein, his testimony was large-
ly tedious. A prosecutor used him to in-
troduce numerous bone-dry exhibits to
the jury, including the minutes and
agendas of Goldman board meetings.

But the ever-entertaining Judge Jed
S. Rakoff, who has grown increasingly
frustrated at the slow pace of the trial,
tried to liven up the proceedings.

After Mr. Blankfein was sworn in, a
prosecutor took him through a series of
biographical questions. Mr. Blankfein,
the son of a postal worker, said he had
been raised in the New York City bor-
ough of Brooklyn and had attended
high school there before graduating
from Harvard University. The prosecu-
tor then turned to his career at Gold-
man, skipping over his stint as a law-
yer.

Judge Rakoff seized upon the omis-
sion and interrupted the questioning.
“I’m sure you want to hide the fact that
the witness is a lawyer,’ the judge said
to the prosecutor. He turned to Mr.
Blankfein.

*‘Did you go to law school?”’ the
judge asked the witness.

Mr. Blankfein said that he had, and
that he had worked as a corporate tax
lawyer for four and a half years. (He
graduated from Harvard Law School in
1978 and practiced at Donovan, Leisure,
Newton & Irvine in New York.)

‘‘But then you got religion and moved
on,” said Judge Rakoff, eliciting
laughter in the courtroom.

‘It was a mutual decision,”’ said Mr.
Blankfein, breaking into a smile.

Mr. Blankfein, 57, joined a unit of
Goldman Sachs, J. Aron, in 1981 and

Lawyers’ sparring on legal
issues in the insider trading
trial provoked the judge.

rose through the bank’s fixed-income,
currency and commodities unit. In
2006, he became Goldman'’s chief exec-
utive after Henry M. Paulson Jr. be-
came U.S. Treasury secretary.

Some Goldman executives and law-
yers accompanied Mr. Blankfein to the
courtroom Monday, including Gregory
Palm, the bank’s general counsel, and
Steven R. Peikin, a lawyer at Sullivan &
Cromwell who works with Goldman. To
avoid the throng of photographers and
TV cameras waiting outside the court-
house, Mr. Blankfein and his entourage
received permission to drive their car
into a parking garage below the build-
ing and enter through the basement.

(Mr. Blankfein was not even the most
famous person in the U.S. courthouse
Monday. Paris Hilton walked through
the building’s front entrance in the af-
ternoon, smiling for the cameras. She is
the defendant in a lawsuit brought by a
lingerie company.)

Mr. Blankfein is the third Goldman
official to testify at Mr. Gupta’s trial. He .
follows William W. George, a Harvard
Business School professor and Gold-

Rajat Gupta, a former Goldman Sachs director, leaving court in New York. Lloyd Blankfein testified Monday at Mr. Gupta’s fraud trial.

man director, who told the jury about
the confidential nature of the bank’s
board meetings; and Stephen Pierce,
Goldman'’s head of equity capital mar-
kets, who discussed the secrecy sur-
rounding the bank’s attempt to raise
$10 billion in September 2008.

Byron D. Trott, a former senior
banker at Goldman who left to start his
own firm, also testified. He told the jury
about the top-secret nature of the $5 bil-
lion investment Goldman received from
Warren E. Buffett during the financial
crisis — news that Mr. Gupta is accused
of feeding to Mr. Rajaratnam before it
was announced publicly. Prosecutors
also say Mr. Gupta provided confiden-
tial information about Procter &
Gamble.

The trial. now in its third week. has
been bogged down by lengthy confer-

=~nces out of the jury’s earshot, during

hich the two sides spar over legal is-
1es. Those disputes often have contin-
2d during the jury’s midmorning and

‘dafternoon breaks.

During one of those arguments Mon-
day, Judge Rakoff seemed to reach his
boiling point. ““We have spent far too
much time in this trial arguing every
point to the nth degree,” Judge Rakoff
said, his voice rising in anger. ‘I don’t
want to hear anything more from either
side and I want the jury in here right

udge turns testy

MICHAEL APPLETON FOR THE NEW YORK TIMES

now.”’

Despite the judge’s best efforts, the
government did not finish its direct ex-
amination of Mr. Blankfein on Monday.
That presented a scheduling problem
for the court. The trial does not resume
until Wednesday; testimony will not
take place Tuesday because of a long-
planned speech that Judge Rakoff is
scheduled to give in Washington.

A prosecutor told the judge that Mr.
Blankfein’s daughter has her high
school graduation ceremony Wednes-
day and that Mr. Blankfein hoped to re-
sume his testimony Thursday.

At the day’s end, Judge Rakoff told
Mr. Blankfein that he would try to ac-
commodate his schedule but could not
guarantee it. Mr. "'ankfein explained

that it would bel  .to 2et to the court-
house after his daughter’s graduation

and a celebratory lunch in Yonkers,
north of New York City.

“Ilive in Yonkers, so I know,” Judge
Rakoff said.

“I’mgoingtoa taurantin
Yonkers, which y¢ _robably know,”
Mr. Blankfein said.

““Ifit’s the one I’m thinking of, I can’t
afford it,” Judge Rakoff said.

ONLINE: DEALBOOK
Read more about deals and the deal
makers. nytimes.com/dealbook

Running short of cash, Athens stymied in tax collection

-
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nior Greek Finance Ministry official
who helps oversee the country’s tax
payment system. ‘“You can’t keep flog-
ging a dead horse.”

Salaries and pensions in the private
and public sectors have been cut by up
to 50 percent, contributing to a €495 mil-
lion revenue shortfallin the four months
ended in April, according to the Greek
Finance Ministry. With less cash, con-
sumers have curbed spending, leading
thousands of tax-paying businesses to
fail.

Income that was expected from a
higher, 23 percent value-added tax re-
quired by the bailout agreement has in-
stead fallen short by around €800 mil-
lion in the first four months of 2012. That
is partly because cash-short businesses
that were once law-abiding have started
hiding the money to stay afloat, tax offi-
cials said.

Greece’s General Accounting Office
said recently that the state collected 25
percent less revenue in May compared
with a year earlier.

That has left a caretaker government
scrambling for a Plan B. One thought is
to take billions of euros from a special
fund reserved to recapitalize Greek
banks, which have suffered from a flight
of deposits amid political uncertainty
and fears that Greece may abandon the
euro for its own currency. Doing so,
though, would require the troika's ap-
proval. Other notions, like i.0.u’s and
scrip, so far are only that — ideas
merely being floated.

To some extent, government officials
say the tax-avoiding mentality is start-
ing to change amid an aggressive en-
forcement campaign aimed at 500 high-
wealth individuals and companies, in-
cluding former ministers and heads of
state agencies and enterprises. People
took notice when a former defense min-
ister was arrested in April on charges of
corruption and making false declara-
tions related to his income and taxes.

“They are awed when they see in-
spectors now because of recent cases
showing people will be prosecuted or
made to pay,” Mr. Maitos said.

Tax collectors got another potential
lift recently when the government star-
ted enforcing a 1995 law that allows
them to gain access to bank accounts of
suspected tax evaders.

But Nikos Lekkas, a top official at the
financial crimes agency where Mr. Mai-
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Lining up at a tax office in Athens, above. Nikos Lekkas, top, an official at the Greek fi-
nancial crimes unit, said that banks had obstructed requests from his office for data.

tos works, glowered as he recounted
how he believed Greek banks had ob-
structed nearly 5,000 requests his team
had made since 2010 for account data in
a bid to collect huge sums of back taxes.

*“The banks delay sending the infor-
mation for eight to 12 months,” he said.

“And when they do, they send huge
stacks of documents to make it confus-
ing. By the time we can follow up, much
of the money has already fled.”

In the past two years, the agency
managed to assess back taxes worth
€650 million on 210 of the cases, he said.

But only 65 percent of the amount could
actually be collected.

A particular challenge lies in what Mr.
Lekkas calls the ““big fish”” — the 18,300
offshore businesses belonging to
wealthy Greek individuals and compa-
nies.

“It's hard to know who is behind
these firms, but there’s a huge pool of
money ~ = could tap it,” he said. Still,
the autl...rJes are trying to trace them
through property records, and they re-
cently seized several large properties
linked to offshore companies whose
owners owe tens of millions of euros to
the state.

Within Greece’s borders, though, col-
lectors are left to go mostly after smal-
ler tax evaders, often with mixed re-
sults.

During a surveillance trip on the re-
sort island of Santorini, Mr. Maitos said
he and two colleagues observed a gas
station owner insisting on cash-only
transactions to avoid declaring taxes.
When confronted, the man lashed at
them with a leather bullwhip, while
cursing the state for taking his money.

Officials said things might improve
drastically once Greece’s entire tax sys-
tem is computerized, a move that is sup-
posed to be completed by the end of this
year. Already, taxpayers can file their
returns onlirf but first they must
wait in long lines at tax offices to get an
encrypted code that enables them to do
S0.

Agents in the field now wield com-
puters that enable supervisors to re-
motely view assessments, an innova-
tion designed to reduce the rampant
corruption of the past, when tax bills
would be lowered for a bribe.

Once the system is more automated,
tax officials say they are confident
Greece could quickly roll toward the
dream of achieving a primary surplus.

Charalambos Nikolakopoulos, the
head of the Greek tax collectors’ union,
said there was no need for troika over-
seers or other outsiders to help straight-
en things out.

‘‘Yes, we need change,” Mr. Nikolako-
poulos said. “But things will only im-
prove in Greece when we get a stable
government that will impose its political
will.”’

Niki Kitsantonis contributed reporting
from Athens and Paul Geitner contrib-
uted from Brussels.

E.U. bank union plan
takes a step forward

EURO, FROM PAGE 1

thus far are sufficient to secure the re-
covery in Europe and remove the risk
that the crisis will deepen,”’ Jay Carney,
the White House press secretary, said
Monday.

The European Commission’s propos-
al for banks is designed to avoid future
situations like the one now afflicting
Spain, in which the ills of one institution,
Bankia, threaten to destroy what little
credibility the government has left with
financial markets.

But the plans will not do much to help
the banks in Spain and Portugal that re-
quire immediate assistance. The pro-
posals would require formal approval
from E.U. governments and the Euro-
pean Parliament, and one of the most
important measures would not be ex-
pected to go into force until 2018.

In that sense, the move is yet another
example of the Union’s inability to keep
up with the fast-moving pressures cre-
ated by the crisis that began in Greece
and now is threatening Spain.

Doubts about Spain deepened Tues-
day after the treasury minister, Cristo-
bal Montoro, suggested that the govern-
ment’s borrowing costs were rising to
levels that might eventually cut the
country off from debt markets.

Still, endorsing the plan for a more in-
tegrated banking system would demon-
strate that European leaders were will-
ing to endow centralized institutions
with powers that in the past were closely
guarded by national governments.

The proposals ‘form one of the
cornerstones of a future banking union
for Europe,’ Michel Barnier, the Euro-
pean commissioner responsible for the
internal market, said during an inter-
view Tuesday, a day ahead of the formal
announcement.

The detailed proposal for steps to-
ward a so-called banking union comes a
day after Germany indicated it might
provide greater support for its most in-
debted euro zone partners in exchange
for more centralized control over gov-
ernment spending in Europe.

“The world wants to know how we ex-
pect the political union to complement
the currency union,” Ms. Merkel, the
German chancellor, said late Monday.

Ms. Merkel has made similar state-
ments in the past, but they take on added
weight in the current crisis. While the
German economy has been remarkably
impervious to the problems so far, the
country conducts most of its trade with
other European countries and cannot
remain aloof forever, economists say.

“They’ll start to give way,”’ said Rich-
ard Barwell, an economist at Royal
Bank of Scotland. “They realize they
can’t let the Spanish go and the whole
euro zone crumble into pieces.”

But while European leaders have
demonstrated plenty of good intentions
in recent days, they still face electorates
skeptical about a more powerful Euro-
pean government, as well as the built-in
inertia that comes from having to find
consensus among 17 euro zone nations.

“I wouldn’t be expecting in the next
weeks or months total capitulation’’ by
Germany, Mr. Barwell said.

Mr. Barnier said his proposals on
banking were expected to be acceptable
to Germany and to most other member
states, as he had reviewed the contents
with ministers and diplomats over re-
cent weeks and months.

The main point of his proposals, Mr.
Barnier said, was to shield taxpayers
from the kinds of bills they had confron-
ted after a string of bank collapses in re-
cent years in Britain, Belgium and Ire-
land.

‘‘Prevention is far less expensive
than cure in the case of banks,” Mr.
Barnier said. ‘“‘But even if there are fail-
ures in future, taxpayers shouldn’t have
to foot the bill,”” he said.

Mr. Barnier’s proposals would re-
quire countries that have not yet done
so to set up so-called resolution funds,
with the money possibly shared by
countries. The law would also require

national authorities to intervene in trou-
bled banks by firing management or for-
cing sales. :

The plans also require some private
investors in failing banks to bear the
costs previously been borne by govern-
ments and ultimately taxpayers.

That measure would take effect Jan. 1,
2018, to ease concerns in the financial
community that the measures would
adversely affect lenders’ ability to raise
new capital during a period in which
many banks were already facing diffi-
cult business conditions.

“We are taking away the implicit
state guarantees for banks, so that is
adding to the need for a transitional
period,” Mr. Barnier said. ‘‘It’s impor-
tant to wait until 2018 as we wanted to
avoid mixing this up with the current
problems,” he said.

Most of the other rules are supposed
to go into force in 2015.

Meanwhile, the small island nation of
Cyprus demonstrated this week the
need for a more coherent system to deal
with banking crises.

Michalis Sarris, the chairman of
Cyprus Popular Bank, the country’s
second-largest bank, said the country
may have no choice but to seek Euro-
pean funds for bank rescues. “If one
looks objectively at the situation, it’s
hard to see how it can be avoided,”’ Mr.
Sarris said.

Cyprus Popular and the country’s oth-
er large banks have been devastated by
their exposure to the Greek economy.

Pressure on Europe is also coming
from the administration of President
Barack Obama, which is concerned
about the effects of the euro zone crisis
on the U.S. economy. American officials
have pressed European ministers to act
quickly and forcefully to prevent finan-
cial contagion from Spain and Greece.

Japan, too, has its concerns about
Europe. Its finance minister, Jun Azumi,
said in Tokyo on Tuesday that he had

The proposals for more
financial integration “form one
of the cornerstones of a future
banking union for Europe.”

agreed with his G-7 counterparts to co-
operate in addressing the European
crisis. He said he also he voiced concern
about the crisis’s influence on the vola-
tility of yen, which is threatening to
wreak havoc on Japan's export-led
economy.

“The Europeans gave us powerful as-
surances that they will move swiftly’’ to
address the crisis, Mr. Azumi said.

European leaders are also under
pressure from the European Central
Bank, which will hold its monthly mone-
tary policy meeting Wednesday amid
speculation that it could cut interest
rates or take other steps to calm market
fears. But Mario Draghi, the E.C.B.
president, may hold off on any moves
until he sees concrete evidence that
European leaders are will to take more
political risks to fight the crisis.

Jorg Asmussen, a member of the ex-
ecutive board of the E.C.B., on Tuesday
delivered what amounted to a rebuke of
procrastination by European leaders.

Speaking at a conference in Latvia,
Mr. Asmussen noted that the Baltic
country, which ties its currency closely
to the euro, responded to a crisis in 2008
by pushing through a severe austerity
program quickly and coupling it with
economic overhauls. Now the economy
is growing again and unemployment is
falling.

‘“When adjustment is inevitable, it is
better to take the medicine right away
than to let the fever rise for months,’
Mr. Asmussen said.

James Kanter reported from Brussels.
David Jolly contributed reporting from
Paris, Nicholas Kulish from Berlin, Annie
Lowery from Washington and Hiroko
Tabuchi from Tokyo.

Attorney gets record term
in prison for inside trading

NEWARK, NEW JERSEY

BLOOMBERG NEWS

Matthew Kluger, an attorney, has been
sentenced to 12 years in prison for insider
trading, the longest term ever imposed
for that crime and one that exceeded the
11 years given last year to Raj Rajarat-
nam, a co-founder of the Galleon Group
of hedge funds.

Garrett Bauer, a trader who joined
Mr. Kluger in an operation that prosecu-
tors said generated $37 million in illegal
profit, was sentenced Monday to a nine-
year term. Mr. Kluger, 51, stole corpo-
rate merger tips from four law firms
over 17 years and passed them to a
middleman, Kenneth Robinson, who
gave them to Mr. Bauer, 44. Mr. Robin-
son was scheduled to be sentenced
Tuesday.

All three men pleaded guilty last year
in U.S. District Court in Newark, New
Jersey, where Judge Katharine S. Hay-
den, said Monday that she wanted to
send a strong message about the ‘“radi-
ating effect of the loss of confidence in
the market” caused by insider trading.
She said Mr. Kluger stole tips from

“white-shoe firms” in a ‘brazen”
scheme that was conducted in a *‘thug-
gish”’ manner.

“This particular scheme is tremend-
ously clear;’ she said. ‘People stay out of
the stock market, in part, because they
think it’s skewed toward the insiders.
This case has given insight to the lack of
credibility for the small investor.”

Lawyers for Mr. Kluger and Mr.
Bauer, a day trader, said they would ap-
peal the sentences. Mr. Robinson, 46,
who cooperated with the authorities
and secretly recorded the other men for
the F.B.1, is expected to get a shorter
sentence. Prosecutors praised the
terms imposed on Mr. Kluger and Mr.
Bauer.

“The length of the sentence reflects
Kluger’s enormous and lengthy betray-
al of trust”’ said Paul J. Fishman, the
U.S. attorney for the district of New Jer-
sey. “This 17-year insider-trading
scheme may well have been the longest
of its kind.”

In pleading guilty in December, Mr.
Kluger admitted to stealing data on
about 30 transactions when he worked
at law firms. The companies included
Sun Microsystems, 3Com and Acxiom.



