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How Clean is “Clean”?  
Greece is Aiming for a “Clean Exit”  
From Its Third Bailout 

HETEROGENOUS ALLIANCE—GREECE AND ITS OFFICIAL CREDITORS  

As the third bailout of Greece comes to an end on August 20, 2018, there is a great deal 

of political will to ensure that Greece achieves a “clean exit” from its adjustment program. 

Despite years of protracted bickering and deep-rooted mistrust, all parties to the bailout 

are united in this endeavor, although for starkly different reasons: 

• The Tsipras government is intent on capitalizing on the end of the program and, if 

the political winds are deemed favorable, may call for early elections in the fall. 

• The European creditors are more than ready to shift their undivided attention to 

post-Brexit Europe and somewhat fool-heartedly hope to finally lay to rest the 

controversy surrounding cross-border bailouts.  

• Last but not least, the International Monetary Fund (IMF) is looking to extricate 

itself from one of its largest and most controversial financial engagements that 

intermittently teetered on the brink of default.1  

As so many times before, time pressure is building. This time, however, the looming 

expiration of the program carries particular weight and the August 20th deadline is indeed 

a hard stop. Unless the next review is completed on time, securing further funds would 

require the politically difficult approval of European creditors’ Parliaments.2 The policy  
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1 In June 2015 Greece became the first developed country that failed to repay the IMF on time. 
2 A staff-level agreement was reached on May 19, 2018. Indications, however, suggest that many of the 88 prior actions have yet 
to be taken. 
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conditionality spans several politically difficult measures, including: 

• changes to the “Katseli law” deemed necessary to limit widespread strategic defaults; 

• changes to assessed property valuations and underlying unpopular real estate taxes that currently are deemed to favor 

lower-end properties at the expense of higher-end properties; 

• recalibrating pensions and thereby once more effectively lowering benefits in line with the 2016 pension law; and 

• progress with much delayed privatization projects. 

At stake is a lot more than just one of the many program tranches. This third and final bailout by the European Stability 

Mechanism (ESM) was endowed with an overall financing envelope of €86 billion. Amidst a political crisis and protracted delays, 

several disbursements did not take place; as a result, the unutilized funds are a fortuitous €40 billion. The European creditors 

are willing to employ these funds to endow Greece with a cash buffer, while also helping to fund much needed debt relief.  

THE CASH BUFFER—FOR BONDHOLDERS WITH LOVE 

The cash buffer intends to ensure that Greece is endowed with sufficient funds to service its debts in the foreseeable future. As 

far as private bondholders are concerned, the Greek debt profile remains rather favorable. Leaving-T-bills aside, there are no 

repayments due to private bondholders this year and only about €3 billion in 2019. This favorable profile, however, is just 

another indication of how dependent Greece has become on its official lenders. For instance, overall amortization due in 2019 is 

projected at €12.7 billion, of which nearly €7 billion is due to the ECB and another €2 billion is due to the IMF.  

FIGURE 1.1: GREECE GENERAL GOVERNMENT  

DEFICIT  (AS OF DECEMBER 2017, AS % OF GDP) 

FIGURE 1.2: GENERAL GOVERNMENT DEPOSITS WITH 

THE BANK OF GREECE (AS OF APRIL 2018 IN EURO MILLION) 

  

Source: Statistical Office of the European Communities and Haver Analytics. Source: Bank of Greece, Haver Analytics. 
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Be that as it may, the Greek government is holding cash deposits with the Bank of Greece of a record €15 billion, indicative of 

the drastic fiscal tightening that led to a small budget surplus in 2016-2017, continued official financing, bond placements and, 

last but not least, arrears financing. Any “topping up” of this cash cushion by its European creditors would result in a substantial 

buffer, assuming a continuation of the restrictive fiscal stance. The expectation is for a final disbursement of some €11 billion, 

thus leaving €29 billion in ESM funds. All indications are that the European creditors are considering using these funds to 

refinance the ECB’s bond holdings (€13 billion), the IMF (€10 billion), and possibly refinance some of the bilateral debts that 

funded the initial bailout in 2011.  

OFFICIAL SECTOR DEBT RELIEF—MUCH NEEDED BUT STILL CONTENTIOUS 

Besides these likely steps to further improve the financing terms, progress on more sweeping debt relief appears bogged down 

at the highest political level over disagreements about the modalities for debt relief. Some of the creditors—especially Germany 

and others—feel uneasy about the potential for sudden policy reversals that could undermine the viability of the Greek finances. 

Those creditors prefer phasing in debt relief and make it conditional on the continued implementation of sound polices.        

Regardless of Greece’s debt overhang—government debt now totals €344 billion, almost twice as high as its GDP—the 

immediate future looks bright for bondholders. Key risks, besides rapid and far reaching policy reversals, are early elections and 

the potential for political instability.  Even if Prime Minister Tsipras refrains from calling early elections to capitalize on the “clean 

exit” narrative, the Presidential elections in January 2020 are likely to trigger early elections, as they did last time in 2015. 

Parliament is unlikely to muster a three-fifth majority that is required to elect a President; failure to do so would trigger early 

Parliamentary elections. Above and beyond these near-term challenges, the most oppressing of all is the need for a 

comprehensive and sustainable policy platform to boost growth. On current indications, we refrain from optimism.  
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