Economist conference in Athens, Greece, 9/12/2010:

“Keeping the euro alive and Greece’s economic recew”

Speech of the President of the Hellenic Statistic&luthority, Andreas Georgiou
with subject

“Statistics as a pillar of a stronger Euro zone”

Ladies and Gentlemen,

It is clear that the Eurozone is at a crossroaé. resent difficulties point to the need
to supplement and buttress the currency union vatiengthened economic
governance. Policy makers are currently debatingpgsing, and crafting this. The
point that | want to propose to you is that any afidattempts towards enhanced
economic governance need to have the area oftEtss one of the pillars. In effect,
the goal of meeting the requirements of a strorifi@ozone cannot be achieved
without a sound base in statistics. The statistiesd to be appropriately defined,
reliable, timely, and fully comparable across a#miber countries in the Eurozone
and the broader Union. Anything less than that wdad like building castles in the

sand.

There are several approaches that are currenthg lmiscussed regarding enhanced

economic governance for the Eurozone. One of tisetng Report of the Task Force



to the European Council on Strengthening Econonoiee@ance in the EU. To make
my point regarding the importance of statisticaill use this report as my point of

reference.

The Task Force report outlines recommendationseireral areas with a view to

achieving more effective economic governance irBbdeand the euro area

The first one discussed is the need for greatealfidiscipline:

The report recognizes that that the budgetary dlawee framework currently in
place, defined in the Stability and Growth Pactaes broadly valid. However, it
points out that it needs to be applied in a bettel more consistent way, noting the
importance of greater focus on debt and fiscalasnability, to reinforce compliance

and to ensure that national fiscal frameworks ctflee EU's fiscal rules.

Here, it needs to be kept firmly in mind that appdythe budgetary surveillance
framework implies that government finance statsspecoduced by the member states
are reliable and fully comparable. In addition, angreased emphasis on debt and
fiscal sustainability would need to be based ongragnother things, reliable and
comparable data on general government debt ambritponents, data on implicit or
contingent liabilities, as well as data about tke¢aded flow accounts of the general

government—expenditures and revenues.

Absence of this statistical “conditionality” wouldad to the budgetary surveillance

framework not working properly. Real fiscal vulneitdies in member states would



not be identified in time but only when it is toatd. By that time, the markets
themselves would have identified the vulnerabgit@end reacted to them, maybe
violently and excessively, cutting off the acce$scountries to market funding—
irrespective of whether these are the countriesh wihe newly identified
vulnerabilities or others that are vulnerable tategion. At that point there would
also be a loss of credibility of the budgetary siltance framework and of the
statistics on which it relies. | would argue tkath loss of credibility is something

that one recovers more slowly from than for exanfigleal imbalances.

Second, the Task Force report proposes that a nawroeconomic surveillance
mechanism be adopted alongside the budget-focutsdlity and Growth Pact. It
calls for an annual assessment of the risk of nemonmomic imbalances and

vulnerabilities, using an alert mechanism based mited number of indicators.

The proper statistical definition of these indicatand equally importantly the timely
and fully comparable production of these statistics necessary elements of such an
enhanced macroeconomic surveillance of membersstéitee appropriate indicators
might include statistics that help in identifyingrpistent losses in competitiveness,
emerging financial asset quality problems, asseepubbles, as well as other major
vulnerabilities in the financial sector and the noeconomy. Important work would
need to be done to standardize the definitioneedhm statistics, such as those used

in measuring real estate prices.



It should be noted that under these first two recemdations the Task Force report
also includes a wide range of sanctions and messwk both financial and

reputational/political nature, that would be apgplgrogressively. It is clear that for
any such sanctions to be accepted by member satdair, there cannot be any
doubts about the definition, reliability, and thargarability of the statistics that are
being used to assess the need for sanctionshiglidy likely that the legitimacy of

such enforcement frameworks would be challengatefe were doubts about their

statistical basis.

The third recommendation of the Task Force Repalis dor deeper and broader
policy coordination via the ‘European Semester’ by each spring, the process
will allow a simultaneous assessment of both budgemeasures and structural
reforms fostering growth and employment. It goethaut saying that any evaluation
of budgetary measures and structural reforms wdade to be carried out and
presented in the context of a proper assessmeaheahacroeconomic and financial
policy environment. That can only be done on thsidaf appropriately defined,

reliable, timely, and fully comparable statistics.

The fourth recommendation of the report concerns #trengthening of the
framework for crisis management. The framework wointer alia be based on a
strengthening of incentives for member states tosymi sound fiscal and overall
macroeconomic policies and for financial markettipgrants to lend responsibly.
Again for these incentives to function properlyeythrequire that the appropriate

statistics be available to member states, to thénBtitutions, and to the markets.



| should note that the report itself explicitly ogmizes that stronger surveillance and
enforcement mechanisms must rest on transpardiableecand timely statistics. It
also points to the importance of reinforcing theliapowers of Eurostat, of being
able to impose sanctions for repeated statisticablpms, and of strengthening
further the professional independence of the Ewotatistical System, including

by making binding the “European statistics codprattice.”

In the debate regarding the nature of the enhaecedomic governance that will
strengthen the Eurozone, there are many voiceshwpomnt to actions that are not
included in the European Council Task Force repédr example, for some
economists and analysts, economic governance woekdl to evolve beyond the
coordinated but decentralized fiscal policies o€ thresent form of the EMU
architecture and reach the stage of a common feefilgral policy. This would require

that a number of items which are currently partdwodgets of individual member
states —such as defense expenditure, unemployn@mpensation mechanisms,
etc—would be part of a federal budget. In additiaocording to the same line of
thinking, such an enhanced fiscal union might iseothe possibility of transfers to
member states that may be excessively affected dyynraetric shocks, while
requiring that member states maintain a high degfeéiscal discipline in their

local/national budgets.

It is not my intention to discuss the pros and cohsuch different proposals that

come under the heading of enhanced economic gawen&lowever, it is my belief



that Eurozone statistics should be ready to bellar gor any of these various
proposals. The reason for this is that in ordewetep the Eurozone robust, the form of
its economic governance may need to evolve evere rand faster than the current
plans envisage. It is evident that any of the enbdreconomic governance scenaria
require statistics that are reliable, timely, andlyf comparable across member
countries of the Eurozone, and potentially also satistics that would permit the
functioning of a Eurozone federal budget along lthes indicated above. While it
may be decided at the political level that it wiver be necessary or appropriate to
move to a fiscal union, it should definitely not bee case that the absence of
appropriate statistics at EU level has contributethe abortion of such an evolution

in economic governance.

Up to now | have taken the perspective of the Eamezpolicy makers to discuss the
need for appropriate statistics. But one can ake the perspective of the markets to
see immediately the need for appropriate, reliablaely, and fully comparable

statistics across the Eurozone. At times, sucthagptesent, when markets focus on
the magnitude of fiscal imbalances and of the fiadgustments that are being carried
out, the need for fully harmonized statistics i threa of government finance is
especially pressing. And one cannot afford any towbout the reliability and

comparability of such statistics to compound thekeis’ apprehension. In addition,

the production of high quality and coherent statssait the EU level constitutes an
additional clear signal to the markets that theoEuand the European Union more

broadly—are here to stay, and that integration—aotdisintegration—is the future.



It is important to recognize, that in times of &b¢rouble there may be pressures to
modify the numbers to reduce the perceived neefidoal adjustment. But the fiscal
reality is inescapable; it cannot be wished away aitl assert itself sooner or later.
However, as this reality is described by statistitay can become the object of
pressure and manipulation to postpone the inegtablitical and social reckoning.
Such an approach, which sees statistics as amnmsitit to change the perception of
the magnitude of fiscal imbalances, is not onlyguided on account of its incapacity
to recognize that underestimating the fiscal defloes not actually reduce the deficit
and its very real effects on the economy; it isoaéxtremely damaging as it
undermines the credibility of statistics on thei®ad which economic agents—the
markets—make their decisions, such as to lend awest in a given country. The
uncertainty that this de-legitimization of statsticreates in the minds of economic
agents—both resident and nonresident in the counfryextremely damaging to the
country as it makes any recession deeper and @oyas/ more elusive and more

distant than otherwise would be the case.

These are important reasons for buttressing amshgitiening the institutions and
processes that are responsible for the producfioaliable and comparable statistics.
This implies that one should welcome any initiativehich strengthens the
independence of national statistical authoritiesnfiall forms and sources of political
pressure, and reinforces their obligation to adbetbe Code of Practice of European
Statistics and other international codes and fraonksv for producing and

disseminating sound statistics. These are guamanfee the reliability and

comparability of the statistics the country prodsjaghich in turn are essential for the



economic strength and stability for both the copitelf and the Eurozone. For these
same reasons, one should also welcome and suppomitative that enhances the
role of Eurostat in auditing and certifying theiabllity and comparability of
statistics provided by the national authoritiesctga role, however, should definitely
not provide an excuse for the countries not to euppmprove and assume full

responsibility for its own official statistics.

It is a fact that the lack of comparable and réiaBurozone and EU statistics can
create conditions for instability. The Greek case not having reliable and

comparable deficit/debt figures contributed to bldd-up of untenable imbalances in
this country and then to the withdrawal of marketess and to contagion. Any
continuing lack of reliability and comparability dhe statistics can only mean
continuing lack of confidence in the efforts fosmonger Eurozone—that is why in
our work in the new Hellenic Statistical Authoritye work together with Eurostat

and follow to the letter the regulations and comrmetamdards of the EU.

Thank you for your attention.



