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Abstract

This study provides a systematic evaluation of financial assistance for Greece, Ireland,
Portugal and Cyprus. All four programmes, and in particular the Greek one, are very large
financially compared to previous international programmes because macroeconomic
imbalances and the loss of price competitiveness that accumulated prior to the programmes
were exceptional. Yet programmes were based on far too optimistic assumptions about
adjustment and recovery in Greece and Portugal. In all four countries, unemployment
increased much more significantly than expected. Although fiscal targets were broadly
respected, debt-to-GDP ratios ballooned in excess of expectations due to sharp GDP
contraction. The GDP deterioration was due to four factors: larger-than-expected fiscal
multipliers, a poorer external environment, including an open discussion about euro area
break-up, an underestimation of the initial challenge and the weakness of administrative
systems and of political ownership. The focus of surveillance of conditionality evolved from
fiscal consolidation to growth-enhancing structural measures. The Greek programme is the
least successful one. Ireland successfully ended the programme in December 2013, but
problems remain in the banking system. Exit from the Portuguese programme in May 2014
appears feasible but it should be accompanied by a precautionary credit line. It is too early to
make pronouncements on the Cypriot programme, which only started in May 2013, but it can
safely be said that there have been major collective failures of both national and EU
institutions in the run-up of the programme.
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Executive Summary

The key findings of the report can be summarised as follows:

A horizontal analysis of the programmes reveals that in all cases, and in particular the Greek one, the
financial envelope of the programme has been very large compared to, for example, major
programmes in the Latin American crisis or the Asian crisis. The size of the programmes reflects the
magnitude of the imbalances that had built up in the pre-crisis period.

There are different ways to assess programmes. The first is to judge whether programmes are
successful in creating the conditions for regaining market access. From this viewpoint, the Irish
programme is successful since the country was able to make a full exit from the programme at the
scheduled time, in December 2013, and issue debt at favourable rates. The Portuguese programme is
generally judged at the moment (in January 2014) by financial markets to be on track for success
when it expires in May. However, there are some lingering doubts because of the structural weakness
of an economy that even during the boom years for peripheral countries generated only anaemic
growth. The Greek programme cannot be judged as successful at this stage. Not only was the first
programme discontinued and replaced by a second programme after a haircut on privately-held
government debt, but there is widespread doubt that the country will be able to regain market access
without some form of write-down of its publicly-held debt. As far as Cyprus is concerned, it is
obviously too early to judge if and how it will be able to regain market access at the end of the
programme, in May 2016.

A second way to assess programmes is to examine to what extent their conditions have been met.
Economic adjustment programmes in the euro area involve three types of conditionality: fiscal
measures aimed at reducing public debts and deficits; financial measures to restore the health of the
financial sector; and structural reforms to enhance competitiveness. All four countries have by-and-
large adopted the fiscal consolidation measures prescribed by the Troika. However, debt-to-GDP
levels increased more than originally foreseen. This was mostly due to the larger-than-expected fall in
economic output. A combination of factors is responsible for this substantial error in judgement: (a)
the larger-than-expected fiscal multipliers, (b) the unexpected deterioration in the external
environment, including an open discussion about euro area break-up undermining investor
confidence, (c) an over-optimistic assessment of the initial conditions, (d) an underestimation of the
weakness of some administrative systems and a lack of political ownership. To disentangle the effect
of these different factors empirically is difficult. The four programme countries have also
implemented the measures that aimed to restore the health of their financial sectors, but the process is
not over yet, including in Ireland. The situation in terms of growth-enhancing structural reforms is
more complex. Here the four countries divide into two groups. Ireland, and Cyprus to some extent,
already enjoyed fairly healthy structural conditions before the crisis. Hence structural reforms are less
important in these countries than the need to change their growth models by reducing the importance
of the financial sector. Both Greece and Portugal, meanwhile, had already suffered from weak
structural conditions for a long time. They implemented reforms but it is difficult to assess whether
these reforms are sufficient. Certainly, time is needed to make reforms effective.

A third criterion by which to judge programmes is to compare expectations and outcomes for a
number of macroeconomic indicators, for which expectations are the projections contained in the
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programme and outcomes are the actual levels since the start of the programme. In Greece, Ireland
and Portugal (we leave Cyprus aside since it is too early to look at outcomes), the fall in domestic
demand was bigger than anticipated and, as a result, unemployment increased by much more than
anticipated. Imports also fell by more than expected in Greece and Portugal, though they actually
increased in Ireland. At the same time, the current account deficit improved more than originally
forecast. By contrast, export performance was better than anticipated. Altogether, therefore, the trade
balance and the current account improved better and faster than expected.

e The report also presents an innovative approach to quantitatively gauge some specific aspects of
conditionality. The European Commission documents for the four financial assistance programmes
cumulatively exceed 4000 pages in length, and therefore the terms of conditionality are difficult to
summarise. We assess the change of the conditionality focus by observing the relative frequency of
different terms and their evolution over time. This exercise confirms Pisani-Ferry, Sapir and Wolff
(2013) previous finding that conditionality had become more detailed in Greece over time, while in
the other programmes the level of detail stayed broadly constant. Fiscal conditionality was
emphasised in Greece at the beginning of the programme, but then attention was increasingly devoted
to reforms and addressing employment issues. Privatisation’s rise to prominence as a central issue of
Greek conditionality is identified, in line with previous findings (Pisani-Ferry, Sapir and Wolff;
2013). Fiscal discussions were very prominent at the beginning of the Irish programme, but became
less so in the following years. In Portugal, structural reforms were at the core of conditionality at the
beginning of the programme but eventually became less important, while fiscal conditionality
increased its prominence. Finally, issues of poverty, fairness, and inequality rarely feature in any of
the programme documents.

To conclude, with the improvement of the economic climate in the euro area and Ireland's successful
programme exit, both market and political sentiment has become more optimistic about the possibility
that the other programme countries, and certainly Portugal and Cyprus, will be able to exit assistance
when their turn comes. The current mood, which tends to focus on exit as a measure of success, is
understandable, but should be partly resisted. It is understandable because politicians in programme
countries, in euro-area partners and in European institutions, are naturally rejoicing about the good news
which comes after much bad news and before the European and also some national elections. But it
should be resisted because many problems remain, even if countries succeed in exiting their programmes.
In particular, unemployment rates and (private and public) debt levels are still very high. Growth
prospects are still unsatisfactory and far too weak to address the unemployment challenge. Greece is in
the worst situation with unemployment at more than 25 percent and public debt at 175 percent of GDP,
but the other three countries, with unemployment at about 15 percent and public debt at about 120 percent
of GDP, are also not faring well.

High (private and public) debt levels and generally weak growth determinants in programme countries, a
fragile global economy, disinflationary tendencies in the EU and the remaining banking problems,
suggest that caution should be exercised when considering future exits. Certainly weak structural
conditions in Portugal are concerning and indicate that the country should not opt for a clean exit from its
programme in May. At the very least it should request a precautionary credit line as a way of insuring
against future risks. In the case of Greece, it is hard to see how the country could exit from its programme
at the end of this year without some form of further debt relief and an accompanying framework to
improve the structural drivers of growth. Finally, the situation of Cyprus may be closer to that of Ireland,
owing to its good structural conditions, though exiting from capital controls will be a challenge that will
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require the structural weaknesses in the banking system to be addressed and ECB acceptance of major
liquidity support.

1 Introduction

Almost four years ago, in May 2010, Greece became the first euro-area country to receive financial
assistance from the European Union and the International Monetary Fund. The financial assistance was
combined with a commitment to implement an economic adjustment programme that was designed in
discussions between the national authorities and the so-called Troika, consisting of the European
Commission, the European Central Bank and the International Monetary Fund. On 21 November 2010,
Ireland became the second euro-area country to request financial assistance, followed by Portugal in April
2011. Roughly two years later, in March 2013, Cyprus also applied for financial assistance.

In May 2013, Pisani-Ferry, Sapir and Wolff (2013) published a comprehensive assessment of the
programmes in Greece, Ireland and Portugal. The study also compared the three programmes with other
IMF programmes, including those in other regions of the world. The study concluded with a detailed
discussion of the institutional set-up of financial assistance and called for the Troika to be abolished in the
medium run. Pisani-Ferry, Sapir and Wolff (2013) recommended that the tasks of the European
Commission be transferred to a European Monetary Fund, which could emerge as a successor institution
to the European Stability Mechanism (ESM), under European Union law. The advantage would be that
funding and conditionality instruments would be combined in one institution, while the Commission
would be liberated from its ambiguous role as both guardian of the Treaty and agent of the Eurogroup in
the Troika. Pisani-Ferry, Sapir and Wolff (2013) also emphasised that the role of the European Central
Bank should be reduced to that of a silent partner, because the potential conflicts of interest are
substantial. Finally, it was argued that the IMF’s know-how was still needed in Europe, but that the
Washington-based institution should be less involved in the future.

In December 2013, the European Parliament invited Bruegel to produce a policy note for the Economic
Dialogue with the Chair of the Eurogroup on the euro-area programme countries. In particular, we were
asked to prepare an updated assessment of financial assistance and conditionality in Greece, Ireland,
Portugal and Cyprus. Institutional questions are not to be further analysed in this report.

This report draws on Pisani-Ferry, Sapir and Wolff (2013) and updates its findings with newly available
data. Since the preparation of the 2013 assessment, there have been two major developments. First,
Ireland exited the financial assistance programme in December 2013: it was the first euro-area country to
successfully complete a macroeconomic adjustment programme and return to the financial markets for
funding. This report therefore discusses at length the exit of Ireland from financial assistance and the risk
outlook. Second, Cyprus agreed to a financial assistance programme in May 2013, but its entry into the
programme occurred in a very special and controversial way, triggering major controversies. We
scrutinise in detail the initial decision to impose losses on insured bank depositors in Cyprus, and the later
decision to introduce capital controls. Finally, discussions about a potential exit of Portugal from the
financial assistance programme have intensified in recent months, and this report discusses the risks
involved in this operation.

An analysis of the programmes faces numerous methodological challenges, as articulated in detail by
Pisani-Ferry, Sapir and Wolff (2013). The most significant is the absence of a clear counterfactual.
Financial assistance in the euro area is unprecedented — it is the first substantial incidence of assistance
within a monetary union. The Economic and Monetary Union (EMU) determined not only the conditions
at the start of the programme, as the severe imbalances were largely endogenous to the way the common
currency was constructed, but also the performance of the programmes in the course of the last four years.
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The rest of this policy note will be organised as follows: section 2 will give a brief overview of the
macroeconomic and financial context in which euro area programmes were conducted, section 3 will
analyse key aspects of conditionality across countries, while section 4 will offer an in-depth country-
specific analysis of the adjustment programmes. Section 5 will then offer some concluding remarks.

2 A comparative look at the four programmes

An evaluation of the four euro area financial assistance programmes should be based on a number of
methodological issues that are discussed in detail in Pisani-Ferry, Sapir, Wolff (2013). These include
forecast errors, changing programme assumptions, policy decisions taken in the programme countries
without intervention of the Troika and different degrees of programme implementation. A further
important factor is the external growth environment, which arguably is largely outside the control of the
Troika.

Figure 1 shows how the IMF growth forecasts for the euro area changed between 2010 and 2014. While
at the beginning of the Greek programme forecasts of euro area GDP were broadly appropriate, during the
period 2012-14, euro area growth was far below initial expectations. To the extent that financial
assistance programmes were counting on the recovery in the euro area to support growth in the
programme countries, those bets were disappointed — a responsibility outside the programme countries
and the Troika. Adjustment in a contractionary environment proved to be a daunting task.

Figure 1: Changes of the IMF forecast for euro-area GDP between 2010 and 2014
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Note: For each line, numbers for years after the release date correspond to GDP forecasts.
Source: IMF, World Economic Outlook Database.

What makes all four programmes special is the fact that they were undertaken within a monetary union.
This had a number of important implications. First, the exchange rate was permanently fixed and no
competitive devaluation was possible, in contrast to many programmes outside monetary union (see
Pisani-Ferry, Sapir, Wolff (2013), p.37) Although potential growth crucially relies on structural
competitiveness factors, an initial exchange rate devaluation could have “jump-started” the economy of
programme countries (see, for example, Svensson 2000), alleviating the short-term consequences of fiscal
retrenchment. Second, the monetary union had led to a large increase in cross-border financial integration
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and capital flows. The large lending flows via the banking system led to the build-up of larger cross
border financial exposures and also permitted the financing of extraordinarily large external debt levels.
Average external debt levels of close to 100% of GDP at the beginning of the programmes were more
than twice as high as external debt levels in typical IMF programme countries. The resulting financial
contagion made debt restructuring more difficult. Third, the common central bank, the ECB, provided
large amounts of financing to the banking system and thereby prevented that the balance of payment
crisis turned into a full-blown funding crisis and a meltdown of the financial system, which eventually
would have meant the introduction of a new currency.

As explained by Merler (2013), in the attempt to cope with the crisis’ “unconventional times”, the ECB
implemented numerous policy measures to enhance the banking system’s access to liquidity. Among
others, the interest rate was lowered to historical minima, liquidity started to be allocated with a full-
allotment procedure (in which demand determines supply), collateral requirements were eased in several
waves, the reserve requirement ratio was eased to 1%, swap lines were put in place, and eventually two
extraordinarily long-term refinancing operations with maturity of 3 years were conducted, in late 2011
and early 2012.

Figure 2 summarises the balance of payment funding since the beginning of 2002 and shows how a
sudden stop of capital inflows and an eventual reversal of capital inflows (private inflows in the graph)
was replaced by the different sources of government funding, namely ECB liquidity (Target Liab) and
official financial assistance (Programme Disb).

Figure 2: Private capital flows, programme financing and Eurosystem financing
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Source: National Central Banks, IMF, ESM.
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This liquidity waterfall has been essential in preventing a complete collapse of the euro area financial
system, at a time when the interbank market had frozen up and financial fragmentation was becoming the

new normal of the Economic and Monetary Union. As a result, the share of the periphery banks in the
normal ECB liquidity operations increased substantially (see Figure 3).

Figure 3: Share of programme countries in ECB main and longer-term refinancing operations
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Source: National Central Banks, ECB.

The Eurosystem also provided so-called emergency liquidity assistance (ELAY), used in several countries
to provide funds to banks that exceptionally and temporarily could not access normal Eurosystem

operations. As can be seen in Figure 4, these amounts were substantial, especially when compared to the
size of the individual economies concerned.

! According to the ECB, ELA consists in the provision by a Eurosystem national central bank of central bank money and/or
any other assistance that may lead to an increase in central bank money to a solvent financial institution, or group of solvent

financial institutions, that is facing temporary liquidity problems, without such operation being part of the single monetary
policy.
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Figure 4: Emergency liquidity assistance provided by the Greek and Irish central banks
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Official financial assistance was therefore focussed on the financing of governments, including bank
recapitalisations. The computation of the funding need is presented in Annex 1. The different countries
received different amounts from different sources. Figure 5 shows the sources of financial assistance

programmes in percent of GDP as well as in billion euros. The Greek programme is by far the largest,
measured both in absolute terms as well as in percent of GDP.
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Figure 5: Sources of financial assistance
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Special Drawing Rights (SDRs).

Source: IMF, DG ECFIN, ESM, AMECO database.

In the first three euro area countries’ programmes, roughly a third of the funding came from the IMF
while 2/3 was provided by European partners. In the case of Cyprus, these percentages changed and only
10% of the funding came from the IMF. The following table provides a more precise overview of the
programmes
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Table 1: Overview of the Financial Assistance Programmes in Greece, Ireland, Portugal and
Cyprus

Geece Ireland Portugal G/prus
1% programme 2" programme
Date May 2010 until June 2013 March 2012 until end 2014 December 2010 untilend2013 ~ May 2011 until mid-2014 May 2013 until April 2016
Sze €110bn €164.5bn €85 bn €78 bn €10 bn
Neture IMF: SBA IMF: part of BFF €28 bn arrangement  IMF, BEF- IMF B IMF B
EA Geek Loan Fadility EABS- EABS- EABS- EA :ESM
BJ BFSM BJ BFSM
Bilateral
Ireland
Gontributors  IMF (€30) IMF (€19.8 bn) IMF (€22.5 bn) IMF (€26 bn) IMF (€1 bn)
gﬁdb%atera' omEA  Erer (€144.7 bn) EFSF (€225 bn) EFSF (€26 br) ESM(€9 br)
EFSVI(€22.5 bn) EFSVI(€26 bn)
UK(€3.8 bn)
Sweden (€0.6 bn)
Denmerk (€0.4 bn)
Ireland: Treasury and National
Pension Reserve Fund (€17.5 bn)

Note 1: Euro-area member states and the IMF approved an additional €130 billion for the term 2012-14; this was added to the
undisbursed amounts (€34.5 billion) of the first programme (Greek Loan Facility). Hence, the total of the second programme
amounts to €164.5 billion.

Note 2: The IMF approved a four-year arrangement under the EFF for Greece in March 2012. €19.8 billion of this arrangement
contributed to the second Troika programme for Greece. The other €8.2 billion will be disbursed in the two years after the end
of the Troika programme (i.e. 2015 and 2016).

Note 3: The IMF contributions in euros can change, as the amount is specified in Special Drawing Rights (SDRs). For the
IMF, the figures show the amounts at programme approval.

SBA: Stand-By Arrangement; EFF: Extended Fund Facility; EFSF: European Financial Stability Facility; ESM: European
Stability Mechanism; EFSM: European Financial Stability Mechanism.

Sources: IMF, DG ECFIN, ESM, AMECO database.

All in all, programme success can be assessed along the lines of three different criteria: the first criterion
is whether it succeeded in creating the conditions for the country to regain market access. The second
criterion looks at loan conditionality, and whether the latter was optimally timed or framed in a way that
allowed and promoted compliance. Finally, the third criterion looks at “expectations and outcomes”, or
whether the underlying assumptions of the programme proved solid.

Under criterion 1, Ireland comes out as a history of success, given it managed to exit the programme at
the end of 2013, and issue public debt on financial markets at favourable rates. Portugal, although still
under financial assistance, is believed to be on the right track to exit its programme in 2014 and would
thus also qualify as a successful programme when looked through the lenses of criterion 1. While Greece
does not look any close to return to financial markets (and therefore to success), it is too early to analyse
any prospect of exit for Cyprus.

These findings are reflected in export and price competitiveness indicators. In particular Ireland, but also
to some extent Portugal, managed to substantially boost exports, thereby partially compensating for the
collapse in domestic demand. Greece is the country in which exports did not pick up and actually
performed also much worse than initially hoped. As a result, the correction in the Greek current account
can almost exclusively be attributed to the drop in imports (Schdll, 2013).

In terms of regaining price competitiveness, Figure 6 shows that relative price adjustment is well

underway in all countries. It started in Ireland and was followed by Portugal and Greece, with the
adjustment in the latter starting relatively late: only markedly in 2012.
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Figure 6: Real effective exchange rates, based on unit labour costs (left panel), and GDP deflators
(right panel), performance relative to the rest of the former EU15: double export weights
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In order to assess whether original programme assumptions were solid, Table 2 compares the forecasts for
2013 at the beginning of the programme with the actual outcomes for 2013, based on the most recently
available data. Programme projections were way off in Greece, but far less so in Portugal and in Ireland.
In Cyprus, data are reported but obviously only cover around half a year of the programme.

Table 2: Economic indicators for 2013: projections vs. outcomes

Qeece Ireland Portugal G/prus

Surce Rogramme AVEXD Rogramme  AVEXO Pogramme AVED Rogramme  AVEXO

May-10  Jan14  Febll Jan-14 Jun-11 Jan-14 May-13 Jan-14
Prgjection* 2009-2013 2010-2013 2010-2013 20122013

cumulated cumulated cumulated

Real @DP(%change) 35 20.6 54 15 2.8 6.1 8.7 8.8
Domestic demand (%¢€hangeinvolume) -11.8 278 34 7.7 -105 -13.1 -13.9 -13.7
HQP(%change) 34 8.3 26 23 6.9 7.1 1.0 1.0
Prgjection 2013 2013 2013 2013
General government deficit (Yef CDP) 4.9 -13.6 7.5 7.2 3.0 5.9 5.9 8.3
Qurrent external balance (Yof GOP) 5.6 2.3 26 41 3.9 0.9 2.0 2.0
Lhermployment (% 14.8 27.0 11.6 13.3 12.4 17.4 155 16.7
General government debt 149.7 176.2 1205 124.4 108.6 127.8 109.1 116.0

Note 1: The headline general government deficit figure for Greece includes the bank recapitalisation costs of 10.6% of GDP
and other factors. In terms of progress with fiscal consolidation, one-off costs should be excluded and the deficit, according to
the European Commission Autumn 2013 Forecast is expected to be around 4% of GDP.

Note 2: * The reference period is determined by the year before the programme started.

Source: European Commission programme documents, AMECO.

A striking element of all the programmes is that the increase in unemployment was systematically
underestimated, as detailed in Figure 7 below. Even in Cyprus, unemployment is already 1.2 percentage
points higher than projected only 6 months ago. In Greece, unemployment was projected to increase to
approximately 15%, but was 27% at the end of 2013.
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Figure 7: Unemployment rate projections and realisations
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Source: IMF WEO October 2013, programme documents.

Government debt overshoot in all countries, except Ireland, and, as it will be shown later on, the larger
than expected drop in GDP is an important factor explaining the unfavourable debt dynamics. The much
larger-than-expected decline in domestic demand, in particular in Greece, has been driving the decline in
GDP.

In the country-specific analysis of the programmes (section 4) we will assess whether loan conditionality
was optimally timed, or framed in a way that allowed and promoted compliance. However, some general
characteristics and trends in conditionality in the euro area programmes can also be gauged; an analysis to
which we now turn.

3 The changing focus of surveillance of financial assistance conditionality

It is difficult to undertake a systematic evaluation of the reform measures that the Troika called for in the
four programme countries. Figure 8 shows the number of pages of the initial adjustment programme
documents, which can be seen as a rough proxy for the extent and detail of conditionality, and the total
number of pages that the European Commission staff, in liaison with the ECB, has produced. This
includes the initial economic adjustment programme document and its subsequent reviews. These
documents are published by DG ECFIN as Occasional Papers.
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Figure 8: Number of pages in the adjustment programme documents of the European Commission
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Source: Bruegel computations based on European Commission programme documents.

In Greece, in more than 1800 pages, the Commission staff sets out the conditionality and the set-up of the
two programmes, and the evolving economic conditions. For Portugal, it is 1000 pages, while in Ireland it
is above 900. Finally, in Cyprus the programme document and subsequent reviews comprise more than
400 pages so far — with just two reviews completed.

This chapter uses quantitative text analysis to select and describe the key issues at the centre of the
conditionality. We have measured and compared the relative frequency of certain key words in the
programme documents. A similar approach has been used extensively in political science to quantitatively
locate political parties on an ideological spectrum (see, for example, Laver, Benoit and Garry, 2003). A
variation of this technique was recently applied in an ECB staff publication to determine the effect of
politicians’ statements on market sentiment (see Gade et al, 2013). Although far from bullet-proof, this
approach allows us to display quantitatively and confirm many of the findings of the round of interviews
of Troika members and policy-makers conducted by Pisani-Ferry et al (2013).

The first finding is on the changing intrusiveness of conditionality. The number of pages of the
documents describing the conditions agreed in exchange for financial support is considered as a rough
proxy of the level of detail of conditionality. After the Asian crisis, the IMF’s conditionality became more
parsimonious®. In Europe, the level of detail of conditionality remained relatively constant during the
programme period in all countries except Greece. For Greece, the number of pages already doubled
during the course of first programme. With the second programme, it increased more than threefold
compared to the first adjustment programme document. Conditionality thus became much more detailed
and specific in the course of the last three and a half years in Greece. This corroborates the finding of
Pisani-Ferry, Sapir and Wolff (2013), who reported, based on stakeholder interviews, that conditionality
in Greece became increasingly detailed as the Troika realised that implementation of conditionality was

2 The graphs in this section were taken from forthcoming work by Terzi and Wolff (2014).

% In September 2002, the Fund adopted new Guidelines on Conditionality. Parsimony in the application of conditionality is
recognised as one of the five key principles, necessary to support ownership and implementation by creating explicit room for
national policymakers to formulate and adapt policies (see IMF, 2004).
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not working, in part because of the lack of specific guidance to a weak and dysfunctional public
administration.

Figure 9: Normalised number of pages of EC programme documents
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Note: t corresponds to the first programme document, t+1 to the first review, and so on.
Source: EC programme documents, Bruegel calculations.

But where did the Troika put the emphasis in terms of conditionality? To gauge this question empirically,
we compute the relative frequency of a number of key words and its evolution over time (Table 3). The
term “fiscal” is the most frequently used for all the selected countries. This is not surprising because the
programmes’ resources are primarily used to fund the government and fiscal issues are therefore
discussed extensively in the programme documents. Interestingly, the term was most used for Cyprus,
followed by Portugal (mentioned once per page, on average), while in Greece and Ireland the frequency
was almost the same (0.8 times per page). For the terms “reforms” and “business™, the frontrunner is
Greece, with the Troika using these terms more frequently than for the other countries.
“(Un)employment” received most attention in Portugal and Ireland, while in Cyprus and Greece it
appears in the document about once every three pages, on average. “Poverty” is barely discussed in any of
the EC programme documents, except for the most recent documents on Greece, where the issue had
become so acute that it could not be avoided. Finally, “privatisation” was important in Greece, Portugal
and Cyprus, but did not receive much attention in Ireland.

*The term “business” was chosen to cover such expressions as »creating new business opportunities «, simplified set
of business tax accounting rules”, business environment, and, creating favourable investment conditions.
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Table 3: Selected terms frequency in EC programme documents

0.03
0.00
0.00

0.34
0.23
0.02

fiscal
fiscal consolidation reforms business (un)employment poverty privatisation
Geece 0.90 011 0.62 0.30 0.39
Portugal  1.08 0.12 0.36 0.20 0.63
Ireland 0.89 0.14 049 0.14 0.67
G/prus 129 0.16 0.34 0.22 0.35

0.00

0.21

Note: Term frequency is defined as word count over page count.
Source: EC programme documents, Bruegel calculations.

In an effort to detect major themes and track them through time, we have clustered several terms together
around grand topics: fiscal, growth, employment, and poverty and inequality (P&I). This methodology
thus controls for the possibility that different programme teams use different expressions for the same
concept (e.g. fiscal consolidation rather than fiscal adjustment, and so on). We have then grouped reviews

by year to read through individual quarterly volatility.
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Figure 10: Clusters of terms, changing frequency in EC programme documents
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This cross-country perspective provides a number of insights. First, fiscal issues became less important
for all countries over time, except for Portugal, where there was a slight increase in the second year. In
particular in Ireland, fiscal issues became much less prominent in the second and third year. Second,
“employment” tended to gain importance as did “growth”, with some exceptions. Third, “poverty”
became more relevant over time, especially in the third year of the programme. Fourth, banking issues
were clearly very prominent in Ireland and continue to receive significant attention over time in all
countries.
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A cross-country perspective, however, misses out on important country specificities, and on significant
changes over time triggered by the evolving economic and political situation in Europe and in the
programme countries.

Starting with Greece, Figure 11 shows that the programme initially focused mainly on consolidation, but
the importance of the term “fiscal consolidation” gradually declined during the programme. In contrast,
“privatisation” became increasingly important. This is in line with the numbers reported in Pisani-Ferry,
Sapir and Wolff (2013, p.61), who showed the increasing revenues that were expected from this source,
but which never materialised. In the second programme for Greece, issues such as business, employment,
unemployment, growth and youth also received increased attention.

Figure 11: Greece, term frequency in EC programme documents
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Note: Dotted lines represent documents belonging to the Second Adjustment Programme for Greece.
Source: EC programme documents, Bruegel calculations.
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Figure 12: Change in term frequency between the first and the second programme for Greece

Note: the comparison is between the First Adjustment Programme for Greece (European Economy, n61) and the Second
Adjustment Programme for Greece (European Economy, n94).

The vertical axis indicates how many times more (or less) the term is used per page count in the second programme in
comparison with the first.

Source: EC programme documents, Bruegel calculations.

For Portugal, Figure 13 shows that the emphasis on fiscal adjustment and structural reforms was most
striking: the programme began with greater attention on the latter, and then this pattern was reversed, with
fiscal adjustment at its peak in the 6" Review, by which time there was a greater preoccupation with the
achievement of the 2012 fiscal targets. Since then, consolidation has become less prominent and
“structural reforms” has become more prominent.
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