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«Ladies and gentlemen,
I would like to thank the Harvard Business School Club of Greece and his President Mr. Stelios Zavvos for inviting me at this very distinguished Padoa-Schioppa Annual Conference. 

I will concentrate on two issues:

· What are the policy questions and what is at stake today?
· What are the government goals and how success can be ensured? 

1. What are the questions and what is at stake?

Last November, under dramatic conditions, the present government was assigned the responsibilities to complete the European Summit decision of October, i.e. the PSI, the new mid-term program and the 130 billion euro loan agreement, to vote a credible budget for 2012, and also to push forward the fiscal and structural measures agreed under the 2010 Memorandum. 
However, all these issues are only partial aspects of a more fundamental question: how to avoid a default, which would lead the Greek society back to very painful social and political realities, would destroy many national dreams, would hurt national self-confidence as well as social and political stability and finally, would open the door for many socially irresponsible, disastrous and anti-European forces and ideas. Briefly, what was and still is at stake, is the whole reality of our society and not just some economic questions. 
I would add that this government has also another task: to give our society a credible alternative and the conviction, that adjustment and appropriate changes as well as the abandonment of fatal obsessions can secure a positive perspective. Today the Greek society is frustrated; it has lost confidence on policy and cannot really understand whether successive restrictive policies could guarantee success.  This has to change.
Most of the policy approaches both in Greece and in the Eurozone, during the crisis were just to gain time. In both cases we saw that policy was too slow, too late.  Inevitably, it proved to be a wrong strategy. Moreover, each time the problems became more difficult, the markets were ahead of policy and the cost to deal with the new situation kept mounting higher and higher.

In fact, our political and governance system is based on beliefs and approaches, which systematically fail to generate appropriate decisions and block the road to a post crisis landscape. To put it more clearly, my view is that behind the economic crisis we are faced with a governance system in crisis and that to deal with the economic crisis we need desperately to overcome the failure of policy. 

This government could gain a significant bet if it could complete its tasks successfully and, consequently, become a paradigm of success. Such a result would prove that even under extremely adverse conditions and within a few months, a non-typical government could restore social self-confidence and some optimism and offer a better starting point to the next government. 
2. The government goals and how success can be ensured? 
The situation we are faced with is not just an economic dysfunction. To exit the crisis we need to remove some fundamental hindrances, such as: a) the attitude that we could solve our problems by using the same kind of thinking we used when we created them, b) the embedded conservatism of our political system and of influential parts of our society against structural change and transformation, as well as the disastrous conviction, that national wealth can be based on an exponentially  increasing dependency on deficits and debt, c) the lack of confidence of our European partners with regard to our willingness to act, the lack of confidence of our society in regard to the pertinence of the national and European anti-crisis policies, the lack of confidence of investors on our perspectives, and, finally, d) the difficulty to develop policies which can tackle the most crucial determinants of the crisis. 
a) Consolidation plus growth

In view of this reality, the government has to succeed on two basic policy areas: it has to achieve an effective consolidation and accelerate the road to positive growth rates. 
In brief, we have to be decisive in restoring our macro-economic imbalances.  Last year our public expenses and receipts as well as the deficit remained unchanged in comparison to 2010. Despite substantial additional social cost, something went wrong. Fiscal deficits and debt have to be substantially reduced and a rebalancing is needed, if we really mean to set as targets investment, growth, and reducing unemployment, poverty and inequality. Never a heavily indebted country has been able to recover and grow through additional debts and deficits. A successful completion of the debt restructuring will impact a 40% decline of our debt/GDP ratio. The new mid-term program, the new loan agreement and the recapitalization of banks will give our banking system and our economy higher liquidity and more confidence. By mid March, stabilization and growth will be significantly facilitated. In view also of the broader uncertainties in the Eurozone our determination to reach these agreements on time will be decisive. Delays in this process may have disproportionate risks.  I am convinced that the negotiations will be completed, that the political forces will be committed to the changes which have to complement the PSI and that our efforts will have the support of Europe and the IMF.
b) The need for reforms

For more than three decades we subtracted wealth from our future in the aim to enjoy a wealthier life at that time. Reforms and changes have been pushed aside. This future is now present. Today, we are face to face with our choices of the past and we discover that we have to pay a huge bill. Besides our own choices, debts and the world financial system have been the central mechanism of this process. Obviously, we were not alone in this course. The debt/GDP ratio increased between the mid 1970’s and 2011 by 130 p.p. for Greece and by 60 p.p. for the US and the European countries. The crisis brought this strategy to its limits. 
Now, we realize that we lack appropriate drivers of growth and we need to change. Hence, we have to decide how we want to proceed within these new realities. I said that consolidation is the most crucial challenge of the government, because it is the precondition to exit the crisis. However, in the medium or in the long-term, the success of consolidation policies will be codetermined by our capacity to generate growth and to follow consistent and targeted policies and reforms. 
For this reason, the government is committed to accomplish a range of significant changes or reforms. The areas in question concern the improvement of the business environment, the improved functioning of the judicial system, the introduction of competition in protected services and the liberalization of professions, the reform of the public administration and a new tax system. For the three first issues a draft law has been discussed in the cabinet. Besides these issues, the reforms of the labor market and the pension system are also under discussion, in the aim to find a consensus. 
c) The question of competitiveness

I stressed the question of growth, because growth is the most popular issue in our public rhetoric. Everybody speaks about growth with the highest certainty. What however is not popular at all is that to generate growth we have to rely on Schumpeter and not on Keynes. I mean that in order to enhance our weak competitiveness we have to concentrate mainly on how to enhance production and less on how to boost demand. 

To strengthen competitiveness we need a strong willingness of both the State and the business sector to modernize production structures, to enhance productivity, to broaden our economy with new types of products and services, to introduce organizational, institutional and qualitative changes, to make internal functional improvements, to save energy or other inputs. Export figures indicate that during the crisis, a range of firms succeeded to increase their export orientation.  This is a promising message.  Nevertheless, Greece (following Iceland) still holds the second worst external deficit in the whole OECD area. 
Many people believe that Greece needs to embark into expansionary policies in the aim to generate growth. This is a dangerous and illusionary fiction. Before expansion can be restored, we need to achieve a new macroeconomic balance and to be determined to give solutions to our weaknesses. Foremost, we need to abandon many stereotypes, fallacies and our refusal to understand how to generate stable and sustainable welfare in the present world.

The need for competitiveness and growth raises again the question of structural reforms. It is striking that reforms, which will improve competitiveness and hence lower the pressure on wages, (I could mention the liberalization of transport services) are opposed from the same groups that refuse any discussion on labor market issues. There is no consideration that lower cost of non-wage factors is actually in favor of wages, employment and growth. 

In this respect we should bear in mind the impact of the exchange rate fluctuations on competitiveness. A country like Greece can try to enhance its competitiveness through cost cutting policies. However, a fluctuation of the euro at the order of +/- 15%-20% within some months, might eliminate any positive impact of e.g. a restrictive wage policy. This is a complex problem, which is not easy to solve, but it is necessary to take into consideration when we discuss competitiveness and labor cost issues. 

I cannot enter into the details of all necessary reforms for enhancing competitiveness and growth. I would like however to underline, that there is one structural reform, which will determine the success of all other ones: our capability to change our minds, to adopt a flexible approach against challenges and to act pragmatically.
Ladies and gentlemen,

I would like to conclude this speech by acknowledging that I am looking to our perspectives with mixed feelings. On the one hand, I am confident that the government will conclude successfully the tasks it has been assigned last November. On the other hand, I firmly believe that the day after this government resigns we need desperately to deepen reforms and structural changes and to tackle some of the most significant deficiencies, which brought us here and continue to impede development and growth. I could mention as examples, the creation of an efficient and just tax system, an efficient public administration, an efficient education system, appropriate and functioning institutions and a performing democracy. On all these issues however, I am much less confident. Of course I see significant social forces which are ready to fight for a better future of their - our - country. However, I also see numerous voices who sell nightmare visions as credible perspectives. I see strong political and social forces, which for decades resisted any reform to continue to pray the same bankrupt concepts which brought our social cohesion and our economy into their knees. 
I will conclude with two final remarks. 
· The crisis in Greece was the outcome of the combination of long-term endogenous processes, national behaviors and choices and of medium-term harmful decisions and choices during the more recent period. Our crisis is an own-made crisis and we have the responsibility to understand what went wrong and to change what went wrong. 

· The crisis was aggravated by short-sighted policies and reactions at the Euro-level, which failed to recognize that the Greek crisis was the beginning of a wider one and that it was extremely necessary to react quickly, sufficiently and preventively, in the aim to constrain contagion into the Eurozone. 
I am making these remarks because I would like to stress two issues: firstly, that it is time to understand that if we refuse to be pragmatic we will again be losers, but, secondly, that the success of our efforts depends not only on us, but also on Eurozone strategies. After three years of trial and error, and of a quite unstable environment, the European leadership needs to grab the opportunity to bring the euro project and the European project into a more confident course. This would benefit Europe, its member countries and the world system itself.» 
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