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THE STATE AND PROSPECTS OF THE GREEK
ECONOMY AND ECONOMIC POLICY CHALLENGES

I THE DEEP ECONOMIC CRISIS AND THE
PROBLEM OF PUBLIC DEBT FINANCING

The Greek economy is in the midst of a deep
crisis, characterised mainly by a large fiscal
deficit, huge debt and a continued erosion of
its competitive position. These problems were
already present prior to the global crisis of
2008 and it was inevitable, in the absence of
bold and decisive action, that they would
sooner or later lead to an impasse. As no such
action was taken, the situation deteriorated,
culminating in fiscal derailment in 2008 and
2009, and in the subsequent widening of the
yield spread of Greek government bonds over
German ones. Meanwhile, the global crisis
amplified the cumulated negative effects of
these chronic weaknesses and accelerated the
downturn of the economy.

The Bank of Greece had repeatedly issued
timely and clear warnings about the gravity of
the situation in its reports of October 2008 and
of February, April and October 2009. These
reports stressed that the large macroeconomic
imbalances and the structural weaknesses
would only become more severe and more dif-
ficult to address as the global economic situ-
ation worsened. Warning was also given that
the cost of borrowing was likely to rise and
that a widening of the yield spread would
increase the future burden on taxpayers.
Moreover, the Bank stressed the urgent need
to send a clear message to the markets that
Greece was determined to implement a multi-
year plan of fiscal consolidation and structural
reforms.

Unfortunately, the developments that followed
confirmed these dire warnings. Since April
2009, Greece has been subject to the Excessive
Deficit Procedure (EDP), as the deficits of both
2007 and 2008 exceeded the reference value set
by the Maastricht Treaty. In 2009, confirming
the Bank of Greece’s timely warning, the gen-
eral government deficit widened to a double-
digit percentage of GDP (12.9% according to
the EDP notification of 21.10.2009, and 13.6%
according to revised data released by Eurostat

on 22.4.2010), while the public debt climbed to
115.1% of GDP.

These negative developments triggered suc-
cessive downgradings in Greece’s credit ratings
and a large widening in the yield spread
between Greek and German government
bonds through mid-April of this year, resulting
in increased borrowing and debt servicing costs
for the Greek government. This situation, as
long as it persists, worsens Greece’s fiscal posi-
tion, makes fiscal consolidation even more dif-
ficult to achieve and seriously hurts the real
economy and the banking system. The Greek
economy seems to have been caught in a dan-
gerous vicious circle, with only one way out: the
drastic reduction of the fiscal deficit and debt
so that the current adverse trend can be imme-
diately reversed.

Moving in this direction, the Greek govern-
ment prepared and published its Updated Sta-
bility and Growth Programme 2010-2013 on 14
January 2010, setting quite ambitious fiscal
consolidation targets and outlining the struc-
tural reform policies to be pursued. On 9 Feb-
ruary and 3 March, important fiscal measures
were announced, including an increase in indi-
rect tax rates and measures to reduce staff
costs and restrict recruitment in the public sec-
tor.! The law on tax reform was submitted to
Parliament on 24 March and passed on 20
April, while the broad lines of the draft law on
social security reform were made public on 31
March. In addition, the independence of the
national statistical services was consolidated
with the establishment of the Hellenic Statis-
tical Authority (EL.STAT.).2

These economic policy initiatives were wel-
comed by the institutions of the European
Union:

® On 11 February the Heads of State or Gov-
ernment of the European Union stated that
they fully support the efforts of the Greek gov-

1 These measures were incorporated into Laws 3815, 3828 and 3833

of 2010.
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ernment and its commitment to do whatever is
necessary, adding that the Member States
would take determined and coordinated action,
if needed, to safeguard financial stability in the
euro area as a whole.

® On 16 February, the ECOFIN Council
adopted an opinion on the latest update by
Greece of its Stability and Growth Programme
and called on Greece to ensure a budgetary
adjustment of at least 4% of GDP in 2010 and
to bring its deficit back under 3% of GDP by
2012. The Council issued a recommendation
that Greece bring its economic policies into
line with the EU’s broad economic policy
guidelines by adopting a bold and compre-
hensive structural reform package designed to
address the macroeconomic imbalances and
structural weaknesses of the Greek economy.

® On 3 March, the Governing Council of the
European Central Bank welcomed the “con-
vincing additional and permanent fiscal con-
solidation measures”, announced by the
Greek government earlier that day, and
viewed as positive both the envisaged very
swift implementation of these measures and
the Greek government’s recognition of the
need to rapidly adopt and implement struc-
tural reforms in line with the ECOFIN Coun-
cil Decision of 16 February.

® On 9 March, the European Commission con-
cluded, after thorough assessment, that the
additional fiscal measures announced by the
Greek government on 3 March appeared suf-
ficient to safeguard the budgetary targets for
2010. This was endorsed by the ECOFIN
Council on 16 March.

® On 25 March, the Heads of State and Gov-
ernment of the euro area reaffirmed their
statement of 11 February and further stated
that the euro area Member States were ready
to contribute to coordinated bilateral loans,
as part of a financing mechanism involving
substantial International Monetary Fund
(IMF) financing and a majority of European
financing.
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However, the markets maintained a wait-and-
see approach, at best, and remained sceptical
about both the measures taken by the Greek
government and the stance and decisions of the
EU institutions. This was reflected by the con-
tinued widening of the bond yield spread and
by Fitch’s further downgrading of Greece’s
debt rating by two notches on 9 April. This
reaction of the markets can be attributed to:

® The serious confidence and credibility deficit
that the Greek economy still faces, as well as
the markets’ impatience for immediate and
measurable results from the policy actions
announced or beginning to be implemented.

® The vagueness of the modalities of the finan-
cial support mechanism agreed upon, in prin-
ciple, on 25 March.

® Mounting concern among current and
prospective holders of Greek government
securities about the Greek economy’s com-
petitiveness and medium-term growth
prospects, which will largely determine fiscal
sustainability in the future and the public sec-
tor’s ongoing ability to deliver essential serv-
ices. In other words, the markets are concerned
about the debt dynamics, which depends not
only on current budgetary results or on the
interest rate on government debt, but also on
nominal GDP growth.’

Furthermore, it has been argued® that the
increase in spreads from autumn 2009 till
recently could also reflect a speculative strat-
egy among some market participants that
Greece would default. This strategy took
advantage of the Greek government’s delay in
adopting additional fiscal measures as well as
of the relatively protracted indecision of the
euro area countries about the conditions of
activation and operation of a financial support

3 See, for instance, the article by Arnaud Mares, Senior Vice-
President at Moody’s Sovereign Risk Group, published in the
Athens daily Kathimerini (6.12.2009), as well as the rationale of
Fitch Ratings behind the latest downgrading of Greek public debt
(9.4.2010).

4 See Lorenzo Bini Smaghi (Member of the ECB’s Executive Board),
“Has the financial sector grown too big?”, speech at Kyoto,
15.4.2010.



mechanism for Greece. Indeed, as this strategy
delivered capital gains over time, it attracted
an increasing number of investors, with an abil-
ity to influence the final outcome, thus further
adding to market pressure. The investors who
took positions based on a default hypothesis
had a strong incentive to do all they could to
ensure that this would actually happen — and,
conversely, stood to lose a lot if it did not.
Thus, the hypothesis eventually became a self-
fulfilling prophecy. According to the same
analysis, in markets characterised by conflicts
of interest, colluding behaviour and lack of
transparency, actions by individual agents can
lead to outcomes which do not reflect market
efficiency and an optimal allocation of
resources. These considerations point to a
need for a more efficient decision-making
process within the euro area, aimed in partic-
ular at preventing similar situations from
occurring in the future and eventually at solv-
ing them more efficiently.

In view of the above, it is particularly encour-
aging that, on 11 April, the Eurogroup speci-
fied the terms of the financial support to
Greece. In this context, the euro area Member
States were ready to contribute for their part
up to €30 billion in 2010 in a joint support pro-
gramme co-financed by the IMF.

As soon as the Eurogroup’s decision was made
public, the bond yield spreads declined, but
then rose again.

On 15 April, the Greek Ministry of Finance
sent a letter to the European Commission, the
European Central Bank and the IMF request-
ing discussions with all three institutions “on
a multi-year programme of economic policies
building on the ECOFIN conclusions of Feb-
ruary that could be supported with financial
assistance from the euro area Member States
and the IMF, if the Greek authorities were to
decide to request such assistance”.

Regarding the advisability of Greece’s
recourse to the financial support mechanism,
the following points should be made:

® Under the current circumstances, i.e. for as
long as the markets are sceptical about
Greece’s ability to achieve its budgetary targets
and, at the same time, preserve its medium-
term growth prospects (thereby ensuring
smooth debt servicing over the medium term),
exclusive reliance on the markets for financing
the public debt could exacerbate the problem
which the markets are concerned about. This
could trigger a vicious circle, where high bor-
rowing costs lead to a need for fiscal tighten-
ing, which, in turn, would undermine growth
prospects and give rise to higher borrowing
requirements and higher borrowing costs, and
SO on.

® Obviously, responsibility for correcting the
omissions, delays and failures of the past that
have led to the present situation lies entirely
with Greece. In this sense, as already men-
tioned, the only way out of the crisis is to dras-
tically reduce the deficit and debt, through an
appropriate policy response. The time factor
must however also be taken into account.
Some policy measures, in particular most of
those aimed at enhancing growth and com-
petitiveness, cannot possibly yield immediate
results. On the other hand, even those that can
bear fruit immediately —such as specific
expenditure cuts or raising indirect taxes—
run the risk of being compromised, at least in
part, if the markets remain sceptical and
overly high interest rates on government debt
persist. In such an event, a significant part of
the expenditure saving achieved through dis-
cretionary fiscal policies would be offset by
higher interest payments. If, for instance, the
Greek government’s borrowing programme
for the current year were to be covered by
market-based financing at an interest rate 2
percentage points higher than the correspon-
ding rate of 2009, this would imply an addi-
tional burden of roughly 0.5% of GDP for
2010 alone, i.e. nearly half the amount to be
saved through the cuts in government staff
costs adopted on 3 March. Furthermore, the
burden would weigh on the budgetary position
in the years to come. Even if the new bor-
rowing rate over the next five years is only one
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percentage point higher than that of 2009, the
additional interest burden over the same
period would exceed €8 billion, which is
roughly equal to the additional tax revenue
expected for 2010.

e |t is, therefore, of critical importance to
address the concerns of foreign investors,
domestic enterprises and workers about the
effective implementation of the fiscal consol-
idation plan, as well as about the economy’s
medium-term growth prospects (which will
determine both smooth debt servicing and the
level of well-being). Against this backdrop, an
eventual recourse to the support mechanism
would not only provide financing, but would
also enhance fiscal discipline and foster the
conduct of appropriate structural policies,
drawing on the expertise of EU institutions and
the IMF in order to ensure the rapid planning
and the effective implementation of needed fis-
cal reform. This would lower the risk of “non-
implementation” of economic policy, help
build a more positive climate and boost confi-
dence.

As is evident from the above, the support
mechanism could serve as an additional policy
instrument, provided that it is used not as a
partial substitute for the national economic
policy needed to correct the macroeconomic
imbalances and to address the structural weak-
nesses, but as a tool for bolstering this policy,
by giving it time to bear its fruit, while foster-
ing its more effective implementation.

High fiscal deficits and debts can, of course,
also be found in other countries. Unlike
Greece, however, these countries are able to
finance their deficits mainly from domestic sav-
ing. Greece’s gross national saving, public and
private combined, was just above 7% of GDP
in 2008 and 5% in 2009, i.e. not even sufficient
to finance investment to replenish fixed capi-
tal. This shortfall in national saving is prima-
rily due to Greece’s large fiscal deficits, but
also to the strong growth of private consump-
tion over the past few years, which was under-
pinned by fiscal relaxation. During the five-
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year period 2004-2008, private consumption at
constant prices rose at an average annual rate
of 3.8%, compared with 1.5% in the euro area.
Moreover, between 1996 and 2008, private
consumption accounted on average for 72% of
GDP in Greece, against 57% in the euro area.

Given the low level of saving, the public debt
cannot be financed from domestic sources; as
a result, the current account deficit has been
widening for several years now and external
debt has been growing. Thus, the problem of
the fiscal deficit is intertwined with the prob-
lem of the external deficit and debt, and the
twin deficits emerge as the main source
fuelling the dangerous vicious circle mentioned
previously.

The main visible aspects of this situation were
growing fiscal imbalances, rising public debt
and competitiveness losses clearly reflected in
the current account deficit. But the crisis is not
limited to just this: it is also taking its toll on
the entire economy, hampering the function-
ing of the banking system, undermining confi-
dence, creating unprecedented uncertainties,
and challenging social and economic attitudes
and behaviour patterns that have prevailed in
the country for decades. The ramifications of
the economic crisis are spreading across all of
society, which is now called upon not only to
recognise the problem, but also to radically
change attitudes and practices.

Key macroeconomic indicators and related
forecasts reveal the multiple facets of the cri-
sis that the Greek economy is going through.

After a decade of positive performance, GDP
contracted by 2% in 2009, mainly because of a
sharp fall in investment, but also due to
declines in private consumption and exports.
Needless to say, this contraction would have
been more pronounced without buoyant pub-
lic consumption. A negative rate of GDP
change is projected for 2010 as well, although
its level will ultimately depend on the effec-
tiveness and the pace of implementation of the
economic policy measures recently announced.



In its Report Monetary Policy 2009-2010
released in March, the Bank of Greece esti-
mated that GDP would decline this year by
around 2%. This projection is surrounded by
high uncertainty, and there are strong
chances that the contraction may be even
sharper, if certain risk factors should materi-
alise. It is also important to note that the reces-
sion is hitting the Greek economy later than
the rest of the world, where the recovery is
already under way, albeit at a faltering pace.
The euro area, in particular, has begun to post
positive growth since the third quarter of 2009.
However, recovery worldwide remains fragile,
having been largely driven by expansionary fis-
cal policies, which will gradually have to be
reversed, given that they have led to the accu-
mulation of large fiscal deficits and debts in
most advanced economies. The recovery of the
global economy has additionally been fostered
by accommodating monetary policies, prima-
rily measures for the provision of ample liq-
uidity, which are also being gradually and cau-
tiously phased out.

The recession in the Greek economy has
spread to all sectors of activity, negatively
impacted on employment and led to higher
unemployment. In 2009, total employment
declined by 1.1%, the number of employees
fell by 1.6% and the unemployment rate rose
to 9.5%.

The adverse developments in economic activ-
ity and, most importantly, in Greece’s fiscal
aggregates, together with the blows to market
confidence, ultimately took their toll on the
banking system. Unlike what was the case with
many other countries, where the crisis origi-
nated in the financial sector before spilling
over to the real economy, the Greek banking
system, which is fundamentally sound, only
began to face liquidity constraints when the
severe fiscal imbalances led to successive
downgradings of the country’s credit ratings,
thereby restricting bank access to funding
sources and raising their borrowing costs.
Meanwhile, the slowdown in deposit growth,
due inter alia to the recession, affected the

domestic supply of credit. It is worth noting
that, in spite of these problems, the annual rate
of credit expansion to the private sector
remained positive throughout 2009, contrary to
the situation in the euro area as a whole, where
there have also been periods of negative credit
growth rates. As the Bank of Greece has
repeatedly stressed, the Greek banking system
showed remarkable resilience during the global
crisis. The ability of the banking sector to
maintain this resilience in the future will be
conditional upon dealing with the exogenous
factors that hamper its functioning, and restor-
ing market confidence in the future of the
economy.

In response to the serious challenges posed by
the multi-faceted crisis, economic policy has
been oriented towards decisions that signal a
strong resolve to reverse the negative trends of
previous years. As mentioned above, the
Budget for 2010 and the Stability and Growth
Programme were supplemented in February
and March with measures that enhance the
feasibility of the fiscal targets.

Clearly, reversing a trend that has accumu-
lated many problems and led to a dangerous
impasse will not be an easy task, nor will it be
achieved soon. It will require an equally pro-
longed effort to break the vicious circle that is
pushing the economy into a state of decline,
and threatening to undermine the standard of
living. If implemented effectively, the recently
announced economic policy measures, which
mark the start of a large-scale effort, will acti-
vate a durable virtuous circle capable of bring-
ing the Greek economy back onto a path of
sustainable growth and economic and social
progress. In this way, economic policy will live
up to the expectations of Greek society and,
at the same time, dissipate market concerns
about the medium-term prospects of the
Greek economy.

However, in order for this to happen, the eco-
nomic policy measures announced must be
implemented promptly and rigorously, accord-
ing to strict time schedules for concrete meas-
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ures and interventions, without any faltering,
procrastinating and wavering, and using all
available tools, including the financial support
mechanism, if and when needed. Furthermore,
it would be of crucial importance if fiscal con-
solidation on the expenditure side progressed
further than currently planned and achieved a
deficit reduction this year of more than 4% of
GDP, by drastically curtailing the squandering
of public funds and by merging or eliminating
public sector entities that are not really pro-
ductive. Cutting expenses is, in any case, the
suitable option for the next two years too, as
any further increase in the already heavy tax
burden could have very adverse repercussions
on economic activity, given the strong tax com-
petition in Europe. The recommended accel-
eration of fiscal adjustment and consolidation
would also favourably surprise the markets and
contribute decisively to restoring confidence,
which in turn would have a dampening impact
on the cost of government borrowing, with
favourable chain effects on banks’ borrowing
capacity and costs and, further down the line,
on borrowing costs for businesses and house-
holds. In this respect, valuable lessons can be
learned from the cases of other euro area
countries such as Ireland, which was the first
country to adopt drastic fiscal adjustment
measures and has succeeded in reducing gov-
ernment borrowing costs and stabilising them
at levels clearly lower than prior to the adop-
tion of the measures; or Spain, which is also
planning to reduce its fiscal deficit by more
than 8% of GDP by 2013. It is therefore evi-
dent, under the present circumstances, that fis-
cal consolidation is a sine qua non for
relaunching growth.

The very next step for economic policy, with-
out any room for delay, is to support the recov-
ery process through structural reforms aimed
at substantially bolstering competiveness,
steadily improving production and employ-
ment conditions and modernising the growth
model with special emphasis on two interlinked
components, investment and export orienta-
tion, so as to ensure the dynamism and open-
ness of the economy.
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It must be understood that, as the effort to cor-
rect the macroeconomic imbalances of the
Greek economy over the next few years will
entail a smaller contribution of private as well
as public consumption to growth, it is necessary
to drastically increase the growth contribution
of investment and exports. To this end, we
must accustom ourselves to the idea that, just
as we strive to meet specific quantitative tar-
gets in terms of fiscal deficit reduction, we can
and must also start doing so for the enhance-
ment of competitiveness, using relevant
benchmarks.

The crisis that the Greek economy is facing
today is all-encompassing and multi-faceted. It
therefore calls for a bold response of the same
kind: sustainable, ongoing and convincing fis-
cal consolidation, especially on the expenditure
side, coupled with groundbreaking structural
reforms aimed at improving the operation of
markets and enhancing competitiveness. Most
importantly, Greece must break with the pat-
terns of behaviour, attitudes and policies that
have brought us to the present situation.

2 THE ROOTS OF THE CRISIS AND THE
INTERNATIONAL CONTEXT IN WHICH IT IS
UNFOLDING

The crisis in the Greek economy stems mainly
from chronic problems, but also reflects the
impact of the global crisis, which has entered
a second, difficult phase, despite a recovery of
economic activity worldwide. Apart from its
other woes, the Greek economy faces an
unprecedented confidence and credibility
deficit.

Since October 2008, the Bank of Greece has
made a number of important points in its
reports, most notably the following:

® The only safe way to shield the economy
from exogenous shocks and maintain strong
non-inflationary long-term growth is to effec-
tively tackle its imbalances and structural
weaknesses, in order to set into motion a far-



reaching, more outward-looking, stronger and
sustainable growth dynamics. Such a dynamics
would be based primarily on enhancing the
productive base through investment and a
qualitative upgrading of human capital,
strengthening market competition and imple-
menting a wide range of structural reforms,
particularly in the broader public sector (Octo-
ber 2008).

® The supply of government (and corporate)
securities on the global market will increase
significantly, as a result of the fiscal stimulus
and bank liquidity support packages imple-
mented in other countries; this will exert
upward pressure on bond yields and possibly
on yield spreads across individual countries
and, as a result, raise the Greek government’s
borrowing costs. The widening yield spread
translates into a cost for the entire economy,
given that banks and non-financial corpora-
tions obtain funding from the international
markets at less favourable terms than the gov-
ernment, and in addition will entail a higher
future burden on taxpayers. If the confidence
of markets and economic agents is restored
through an immediate and drastic reduction of
the fiscal deficit, a prima facie restrictive fis-
cal policy could have an expansionary effect by
securing lower borrowing rates. Conversely, a
prima facie expansionary policy would turn out
to be restrictive, as it would entail fiscal costs
several times higher over both the short and
the medium term (February 2009).

® Never, in any part of the world, has a coun-
try achieved sustainable growth based on
chronic fiscal deficits. On the contrary, numer-
ous are the examples of countries whose
growth process has been undermined by high
deficit and debt levels (April 2009).

® Countries like Greece with twin deficits and
debts face the serious risk of a much more dif-
ficult and slower exit from the crisis and of a
protracted period of low growth. The necessary
multi-annual fiscal consolidation plan must
therefore be made public as soon as possible,
so that the markets will know beforehand what

the Greek authorities intend to do (and how
they intend to do it). It is essential that the
markets be conveyed the message that
Greece remains committed to the medium-
term target of a sound fiscal position, as this
will enhance the country’s credibility in inter-
national markets and generate positive expec-
tations (October 2009).

The multi-faceted and all-encompassing crisis
that the Greek economy is confronted with
today is, due to its seriousness, also affecting
the state, the institutions and finally society at
large. The main features of this crisis can be
summarised as follows:

First, the accumulated negative repercussions
of chronic structural weaknesses and distor-
tions as well as of macroeconomic imbalances
have now emerged in full force, as the factors
that had previously concealed them, i.e. factors
that fostered strong economic growth over the
1996-2007 period (albeit unsustainably, as has
now become apparent), have now been
exhausted. The explosive fiscal imbalances
were compounded by a major credibility prob-
lem, which spread from Greece’s statistics to
its economic policy and to its overall reputa-
tion.

Second, the effects of the global crisis on
Greece’s real and financial sectors are mani-
festing themselves with some lag. Due to
domestic distortions, Greece may not be able
to reap the full benefits of the recovery that has
begun to gain traction in the rest of the world.

Third, the crisis in the European and the global
economy has entered a second phase, charac-
terised by a recovery that is proceeding at a fal-
tering pace and is uneven across countries.’ In
this phase, the dominant question is how to

5 In the United States, the business cycle dating committee of the
National Bureau of Economic Research (NBER) recently
announced that on the basis of current data it would be premature
to determine a possible date of the trough in economic activity
marking the end of the recession that began in December 2007 in
the United States (see NBER press release, 8 April 2010). In the
euro area, the quarterly rate of change in GDP, albeit positive in
the third quarter of 2009, was zero in the fourth quarter (Eurostat,
News release, 7 April 2010).
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address the surge in fiscal deficits and debts in
all the advanced economies attributable to the
fiscal stimulus and credit support packages. In
other words, how to design the appropriate exit
strategies so as to strike the difficult balance
between the need to counter the risks to fiscal
sustainability in time and the need to avert a
return to recession as a result of a premature
withdrawal of the fiscal stimulus measures. At
the same time, in the context of fast-rising pub-
lic debt in advanced economies, a new phe-
nomenon has emerged that further compli-
cates the situation: a shift in pressure towards
government paper markets. This development
has also been favoured by the hesitant steps so
far in building a new architecture for the inter-
national financial system, especially with a view
to expanding the scope of regulatory supervi-
sion to include other categories of financial
institutions and instruments, such as hedge
funds and credit default swaps (CDS).

All of the above factors have contributed to
the confidence and credibility deficit currently
faced by the Greek economy, amid negative
assessments of its recent performance and neg-
ative forecasts about its medium-term
prospects, taking into account its chronic
structural weaknesses and macroeconomic
imbalances. This confidence deficit is prima-
rily reflected in the higher cost and greater dif-
ficulty that Greece faces in financing its pub-
lic debt, which received a lot of publicity from
domestic as well as foreign media. Character-
istically, the yield spread between the ten-year
Greek bond and the corresponding German
one, after declining during the April-Septem-
ber 2009 period, widened considerably in the
last three months of 2009, mainly as a result of
the rising yields of the Greek bond. This trend
continued during the first three months of
2010, although there were signs of a reversal
in March. By end-March 2010, the yield of the
ten-year Greek government bond had climbed
to 6.48%, from 5.69% in December 2009 and
4.59% in August 2009, before soaring to 7.54%
in the first ten days of April 2010. Underlying
this negative development were: (a) the uncer-
tainty surrounding the operational details of
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the financial support mechanism announced in
the statement by the Heads of State and Gov-
ernment of the euro area countries on 25
March; and (b) the high volatility in the mar-
ket for Greek government bonds, which dis-
courages potential investors, as shown by the
low participation in the seven-year Greek gov-
ernment bond issue of end-March 2010 amid
concerns about the country’s ability to correct
its fiscal imbalances. After the technical
modalities of the financial support mechanism
were clarified by the Eurogroup on 11 April,
it is reasonable to expect a gradual improve-
ment in market conditions (although the yield
spread continued to widen in the third week of
April). Generally speaking, fiscal imbalances,
changes in a country’s credit rating, the liq-
uidity situation in the secondary market and,
of course, the long-term growth outlook
(which has a decisive impact on the external
debt dynamics) are considered important
determinants of government bond yield
spreads.

3 THE MANIFESTATIONS OF THE TWIN CRISES
AND THE CRUCIAL ROLE OF SAVING AND
COMPETITIVENESS

The close interconnection between the public
deficit and debt problem and the external
deficit and debt problem highlights the urgent
need to increase national saving from its cur-
rently very low level, to improve the Greek
economy’s competitiveness and to upgrade
productive capacity so that it can better meet
domestic and external demand.

The current twin crises are reflected in the twin
deficits and twin debts.

Fiscal deficit and public debt

Greece’s large fiscal deficit and huge public
debt are only to a small extent attributable to
the economic recession. Rather, they are the
cumulative result of chronic macroeconomic
imbalances, which were not addressed when
there was still room to do so and worsened in



the absence of a proper, bold policy response.
The global crisis simply aggravated Greece’s
fiscal performance and prospects, which had
already begun to deteriorate in the second half
of 2007 for reasons unassociated with the eco-
nomic downturn. Indeed, the fiscal deficit has
been above 3% of GDP almost every year for
the past decade.

Greece has been subject to the excessive deficit
procedure (EDP) since April 2009, as its
deficits for both 2007 and 2008 had exceeded
the reference value set by the Treaty. The gen-
eral government deficit turned out at 3.6% of
GDP in 2007, 7.7% in 2008 and 12.9% in 2009,
according to the EDP notification to Eurostat
on 21 October 2009. However, according to
revised data notified on 1 April 2010 and
released by Eurostat on 22 April 2010, the
deficit came to 5.1% in 2007, 7.7% in 2008 and
13.6% in 2009. These adverse budgetary devel-
opments, as already mentioned, triggered the
downgrading of Greece’s credit rating and a
sharp widening in the yield spread of Greek
government bonds vis-a-vis German ones in
late 2009 through to mid-April 2010.

As the economic crisis unfolded in 2009, high
general government deficit ratios were posted
by several other countries, such as the United
States (12.5%), the United Kingdom (11.5%),
Ireland (14.3%), Spain (14.3%) and Portugal
(9.4%). However, the case of Greece is dif-
ferent, as it is associated with a dangerous mix
of problems stemming from the economy’s
structural weaknesses. The high public debt
(which at 115.1% of GDP in 2009 was the high-
est in the euro area along with that of Italy and
is expected to keep rising at least through 2014,
according to certain projections) and the antic-
ipated additional budgetary burden over the
medium to long term as a result of population
ageing (pension expenditure is projected to
grow from 11.7% of GDP in 2008 to 24.0% in
2050, as stated in the Updated Stability and
Growth Programme (USGP) 2009-2013)
underscore the magnitude of the long fiscal
effort that will be required. Specifically,
according to Bank of Greece staff projections,

the debt dynamics is unfavourable, as it is esti-
mated that the fiscal adjustment envisaged in
the USGP will only lead to a stabilisation of the
debt-to-GDP ratio in 2014, and —what is
more — at very high levels (over 130%), on the
basis of conservative assumptions regarding
nominal GDP growth over the next few years
and the nominal interest rate on public debt.*
Should fiscal adjustment exceed the USGP tar-
gets, the debt ratio could stabilise at around
130% by 2012, whereas if the primary fiscal
balance turns out lower than envisaged in the
USGP, the evolution of public debt over time
will be unsustainable. Meanwhile, it is esti-
mated that reducing the debt ratio to below
100% of GDP will require a systematic fiscal
effort over a number of years, at a time when
it is essential to restart the growth process and
ensure that strong economic performance is
restored within a reasonable time frame. An
additional effort will also be required to effec-
tively and promptly address a number of sig-
nificant future risks, such as the budgetary
implications of population ageing. Social secu-
rity reform must therefore signal resolve, which
would be assessed as positive not only by the
markets but also by future pensioners, who
seek reassurance that their prospects of receiv-
ing a decent pension are not in jeopardy as cur-
rent trends might suggest. Thus, a social secu-
rity reform capable of successfully meeting
future challenges, the strict implementation of
the fiscal consolidation plan included in the
USGP, and the promotion of structural
reforms and growth-enhancing initiatives con-
stitute the only option.

This fiscal effort, however, must be carried out
and yield results in an environment of con-
siderable risks to the sustainability of public
finances worldwide. These risks stem from: (a)
the sharp increases in the fiscal deficits and
public debt of advanced economies; (b)
adverse demographic prospects due to popu-
lation ageing; and (c) the assessment that a

6 More pessimistic projections have been made by foreign analysts,
while in Greece there have also been more optimistic projections:
see Alpha Bank, Economic Research Division, Weekly Economic

Report, 8 April 2010, pp. 2-4 (in Greek).
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return of potential growth and employment to
pre-crisis levels should not be expected soon.
Additional risks stem from the vulnerability of
public finances to market-driven shocks,
where market uncertainty about the timing
and pace of exit from fiscal stimulus measures
leads to a widening in the yield spreads of gov-
ernment bonds. At the same time, as investors
increasingly shy away from government secu-
rities, the advanced economies are expected
to face higher interest rates on their public
debt, while their growth figures will fall below
pre-crisis levels. The wider the growth-inter-
est rate gap, the larger the fiscal adjustment
needed to halt the upward trend of the pub-
lic debt-to-GDP ratio. Therefore, structural
reforms are required in advanced countries in
order to boost potential growth. As shown
above, these remarks apply a fortiori to
Greece.

Against this background, the manner in which
each country finances its deficit and debt is of
crucial importance. Japan, for instance, had a
gross debt of 217.6% of GDP in 2009, but was
able to finance it through domestic sources,
given its high level of national saving (23% of
GDP) and a current account surplus of 2.8%
of GDP in 2009. In the United States, the pub-
lic debt (83.2% of GDP in 2009, forecast for
2010: 92.6%), as well as the current account
deficit (4.9% of GDP in 2008, 2.9% of GDP in
2009) are financed with US dollars, an inter-
national reserve currency, whereas national
saving is relatively low (10.8% of GDP in 2009,
compared with 18.7% in the euro area). In
Italy, where the public debt was 115.8% of
GDP in 2009 (almost as high as Greece’s),
national saving is relatively high (15.5% of
GDP) and reliance on external financing is low
(the current account deficit was only 3.4% of
GDP in 2009). In Greece, however, national
saving is very low, resulting in heavy reliance
on capital inflows in order to finance the debt,
as implied by the high current account deficit.
Portugal is in a similar position to Greece (with
national saving at only 8.1% of GDP in 2009,
a current account deficit of 10.1% of GDP and
—as mentioned previously — a relatively high
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fiscal deficit), but its public debt is not far
above the euro area average, even though it is
on an upward trend (2009: 76.6% of GDP,
forecast for 2010: 85%).

Current account deficit and external debt

Greece’s current account deficit, after widen-
ing continuously over the past few years,
reached 14.6% of GDP in 2008. It declined
temporarily to 11.2% in 2009, exclusively owing
to the recession, but is expected to rise again
this year (this forecast is supported by available
data for the first two months of 2010, adjusted
for the effects of extraordinary and temporary
factors). Meanwhile, the total gross external
debt (public and private) is also very large, hav-
ing increased from 151.6% of GDP at end-2008
to 170% of GDP at end-2009. The gross exter-
nal debt of general government accounted for
53.2% of the total external debt at end-2009
and was equivalent to 90.4% of annual GDP.
Moreover, Greece’s negative net international
investment position, i.e. the difference
between residents’ financial assets and liabil-
ities vis-a-vis non-residents, which best cap-
tures the country’s external position, stood at
83.1% of GDP at end-2009. In the past, it was
often thought that the current account deficit
could be financed relatively easily in the con-
text of euro area participation, but it was some-
times underestimated that persistently high
deficits imply growing external debt, the
financing of which can be hampered, no longer
because of a lack of reserve assets, but because
of increased credit risk. In other words, the
current account deficit must not be ignored or
underestimated, for two reasons: First,
because, as was the case during the past few
months, it can lead to an excessive increase in
risk premia on the country’s borrowing. And
second, because, in the long run, it leads to a
decline in the standard of living, as the econ-
omy runs the risk of becoming trapped in a
quagmire of low production potential,
increased interest rates on government bor-
rowing and a substantial transfer abroad of
resources and income for external debt serv-
icing purposes.



By definition, a current account deficit reflects
a shortfall in national saving relative to domes-
tic investment spending, which is equivalent to
the shortfall in aggregate domestic output rel-
ative to aggregate demand and expenditure.
This insufficiency in output is due to large
cumulative losses in international competi-
tiveness.

The shortfall of national saving relative to
domestic investment over the past decade is
attributable to the concurrent fast growth of
consumption and investment, spurred by the
sharp drop in interest rates as a result of
Greece’s participation in EMU, robust credit
expansion, the over-optimism of households
and firms and, of course, large fiscal deficits.
The insufficiency of gross national saving and
its continuous decline as a percentage of GDP
over the past twenty years are clearly reflected
in national accounts data:” gross national sav-
ing dropped from 18.5% in the five-year period
1992-1996 to 14.0% (1997-2001), 10.5% (2002-
2006), 7.6% (2007), 7.1% (2008) and further to
5.0% in 2009. These percentages are the low-
est in the euro area.

Gross saving of the private sector dropped
from 24.6% of GDP (1992-1996) to 14.5%
(1997-2001), 12.5% (2002-2006), 10.0% (2007)
and 9.8% (2008), but is estimated to have
increased in 2009 (to roughly 15%).8

Finally, the evolution of general government
gross saving reflected changes in the fiscal pol-
icy stance. From negative (-6.1% of GDP) in
the period 1992-1996, general government sav-
ing came close to zero (-0.5%) over the fol-
lowing five-year period (1997-2001), before
becoming increasingly negative (2002-2006:
-2.0%, 2007: -2.5%, 2008: -2.7%, 2009: around
-10%).

According to national accounts data, gross
national saving, at only 7.1% of GDP in 2008
and 5.0% in 2009, was not sufficient to finance
total investment, which came to 20.9% and
18.1% of GDP, respectively. The gap (as in
previous years) was covered through the cur-

rent account deficit (13.8% of GDP in 2008
and 13.1% in 2009 on a national accounts basis,
14.6% of GDP in 2008 and 11.2% in 2009,
based on Bank of Greece balance of payments
statistics). The problem is, in fact, far more
serious, considering that net national saving,
net of depreciation (which amounted to 12.2%
of GDP in 2008 and 13.1% in 2009), was neg-
ative in the period 2000-2009 (-5.1% of GDP
in 2008 and -8.1% in 2009), with the exception
of the years 2001 and 2004, when it was posi-
tive, but did not exceed 0.2% of GDP. What
this means is that saving was not even sufficient
to replace depreciated fixed capital. It should
be pointed out that net saving in the euro area
was positive both in 2008 (5.8% of GDP) and
in the twelve months through September 2009
(3.4% of GDP). As far as private sector saving
in Greece is concerned, it is worth noting that,
whereas both gross and net corporate saving
have been positive, household gross saving was
practically nil between 2001 and 2008 (+0.1%
of GDP on an average annual basis) and net
saving was strongly negative (-6.4% of GDP on
an average annual basis).

The above data show how the large deficits of
the public sector and the low levels of private
sector saving have fuelled the external imbal-
ances. This is supported by relevant research
showing that the deterioration in the external
balance reflects both increased investment and
lower saving, which is associated with a rise in
household borrowing.” The years from 1996
through 1999 were marked by an effort to
achieve fiscal consolidation in order to secure
euro area entry, as well as by a concurrent drop
in private sector saving owing to the
favourable conditions created by financial lib-

7 See European Commission, Autumn 2009 Economic Forecasts,
Tables 43 to 45, USGP 2009-2013 and NSSG data (March 2010)
for the period 2008-2009.

8 The nominal disposable income of the private sector increased at
a low rate in 2009 (reflecting a rise in pre-tax income as well as
increased tax and contribution evasion), while private consumption
declined in nominal terms. As a result, gross private saving rose.

9 See Moschovis and Capo Servera (2009), “External imbalance of
the Greek economy: the role of fiscal and structural policies”,
European Commission, DG Economic and Fiscal Affairs, Country
Focus, Vol. 6 (6), and European Commission (2009). Quarterly
Report on the Euro Area, Vol. 8 (1). See also: Brissimis et al.
(2009), “Current account determinants and sustainability in periods
of structural change”, Bank of Greece (soon to be published).
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eralisation, while the years 2000 through 2004
were marked by strong investment activity,
mainly infrastructure-related, in preparation
for the Olympic Games, as well as by a new
widening of public deficits. The limited fiscal
consolidation effort made in 2005 and 2006 was
not continued in the next three years, while at
the same time private saving began to drop sig-
nificantly, mainly because the rise in residen-
tial investment was financed through loans.
These developments have made it imperative
to achieve drastic fiscal consolidation and, as
pointed out in previous Bank of Greece
reports, to develop an alternative growth
model, not based exclusively on private con-
sumption (with a high import content and
excessive reliance on strong credit expansion)
or on private residential investment.!”

The losses in competitiveness, to which the
large current account deficit is directly attrib-
utable, are mainly related to the structural
weaknesses of the economy, such as product
and labour market rigidities, fiscal policy relax-
ation at a time when rapid growth would have
called for and allowed bold fiscal consolida-
tion, and —finally— a bloated, ever-expanding,
inefficient public sector, with insufficiently
transparent accounting practices. Labour and
product market rigidities have contributed to
keeping wage and price growth rates steadily
higher than in the euro area as a whole.

In the nine years from 2001 through 2009,
average annual inflation in Greece exceeded
the euro area rate by 1.1-1.2 percentage
points, while the cumulative increase in aver-
age nominal earnings came to 63% in Greece,
compared with 25.6% in the euro area. Mean-
while, the real effective exchange rate (EER)
of the euro, weighted vis-a-vis Greece’s 28
major trading partners, recorded a cumulative
increase of 18.6% in terms of the CPI-based
index or 26.6% in terms of the ULCT-based
index as estimated by the Bank of Greece
(according to ECB and European Commis-
sion estimates, the increase in the ULCT-
based EER comes to 20.7% and 15.5%
respectively). In respect to Greece’s euro area
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partners, this index is obviously not affected
by changes in the nominal exchange rate of
the euro and is estimated to have recorded a
cumulative increase of 9.2% based on relative
prices, or 17.6% based on relative unit labour
costs.

The ensuing large losses in price competitive-
ness have worsened the problems caused by the
structural weaknesses in production and are
one of the primary factors underlying both the
persistently low “structural” competitiveness
and the limited ability of domestic output to
adequately and flexibly meet the composition
of and changes in external and domestic
demand. These conclusions are confirmed by
Bank of Greece studies, soon to be published,
on the current account deficit. These studies
suggest that the current account deficit is
unsustainable, as it is not due to temporary fac-
tors, and that productivity in the economy is
negatively affected by a number of problems at
the institutional level (such as corruption, the
poor quality of the legal framework, in partic-
ular the plethora of laws), product and labour
market rigidities, the shortcomings of the edu-
cational system and the inadequacy of infra-
structures. The shortfall in production capac-
ity is evident both in manufacturing and in sec-
tors where Greece has traditionally had a com-
parative advantage, such as tourism.

A recent study by the European Commission
on competitiveness and current account bal-
ances in the euro area countries, some of which
are in deficit and others in surplus, points out
that Greece is “in a league of its own”, com-
bining large and persistent imbalances and pro-
tracted losses of competitiveness.!! This has
been repeatedly underscored in reports by the
Bank of Greece.

10 See Brissimis et al. (2009), op. cit., Moschovis and Capo Servera
(2009), op. cit., European Commission (2009), op. cit. Also, Daniel
Gros, “Greek burdens ensure some Pigs won’t fly”, Financial
Times, 28.1. 2010, which stresses the need to address both the fiscal
problem and low private saving if Greece wants to succeed in
exiting from the crisis.

11 See European Commission, Quarterly Report on the Euro Area,
Volume 9, No. 1 (2010), special issue: “The impact of the global
crisis on competitiveness and current account divergences in the
euro area”, 1.4.2010.



It is important to note that on 15 March the
Ministers of Economy and Finance of the euro
area (Eurogroup) recognised that competi-
tiveness divergences and current account
imbalances are a matter of common concern
for all euro area countries. The required pol-
icy response should be comprehensive, tai-
lored to the specific needs of each Member
State, and cover measures in four key areas:
budgetary and wage policies, the labour mar-
ket, product and services markets and the
financial sector. Measures targeted at boost-
ing labour productivity and potential growth,
improving resource allocation by the financial
sector and ensuring sustainable public
finances would benefit all the Member States
by helping to correct imbalances and to under-
pin the recovery. Action, however, is also
needed in Member States that have accumu-
lated large current account surpluses. In these
countries, policies should aim to identify and
implement structural reforms that help
strengthen domestic demand. The Ministers
committed:

® to address the issue of competitiveness
divergences and macroeconomic imbalances
swiftly and effectively;

® to put in place an ambitious and compre-
hensive policy response covering appropriate
measures in all four areas mentioned previ-
ously;

® to make sure that the agreed policy response
is coordinated in the euro area, designed to
address the specific vulnerabilities and needs
of each country and facilitate the smooth func-
tioning of EMU; and

® to review progress on a regular basis.

4 THE PROSPECTS FOR THE MAIN
MACROECONOMIC AGGREGATES IN 2010

In March, GDP was forecast to fall by around
2% over 2010 as a whole. This forecast is sur-
rounded by high uncertainty, while there is a

strong possibility of an even sharper drop. Cru-
cial among the conditions required for gener-
ating favourable chain effects that will offset
the immediate contractionary impact of certain
fiscal measures is the prompt promotion and
implementation of structural policy measures.
Employment will continue to decline in 2010,
probably at a quicker pace, while the unem-
ployment rate will rise further. Inflation will
pick up, but may hover just above 3% if part of
the indirect tax increases is not passed on to
prices. Reduced employee earnings will lead to
lower unit labour costs or slower unit labour
cost growth in the economy as a whole, but in
the business sector this deceleration will be
limited. The overall prevailing conditions
(mainly on the demand side) foreshadow that
business profit margins will be squeezed, the
number of loss-making firms will rise and more
enterprises, particularly SMEs, may be forced
to shut down.

As regards economic activity, the present
Report estimates that GDP will contract at a
rate of around 2% in 2010, taking into con-
sideration:

(a) the downward revision of 2009 GDP growth
to -2.0% and, in particular, the fact that year-
on-year growth was -2.5% in the last quarter;

(b) the continued (in late 2009 and early 2010)
unfavourable evolution of certain key short-
term activity and confidence indicators; and

(c) the adoption of further austerity measures
announced on 2-9 February and 3 March (on
top of those taken into account in the prepara-
tion of the Updated Stability and Growth Pro-
gramme — USGP), which will lead to reduced
incomes, lower public investment spending and
higher inflation (and thus a larger decrease in
real incomes).

However, this forecast of a fall of around 2%
is clouded by higher than usual uncertainty and
an increased likelihood of an even sharper con-
traction. In any event, the final impact of all
the fiscal policy measures announced (those in
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the USGP plus the additional ones) will
depend on:

® their efficient and prompt implementation;

e the relative balance struck between the con-
tractionary and expansionary effects of each
individual measure and of the package as a
whole; for instance, the increased VAT rates
feed into inflation, while the restrictive income
policy measures drive down incomes and
demand, but also help reduce both the fiscal
deficit and unit labour costs — a development
that can lead to contained inflation and higher
competitiveness (thus also encouraging invest-
ment); and

® ecnriching the economic policy mix with
other, non-fiscal structural policy measures,
primarily ones generating a low or zero fiscal
cost and quick results, e.g. slashing red tape,
removing product and labour market rigidities,
and swiftly utilising the EU funds available
under the National Strategic Reference
Framework (NSRF) — Community Support
Framework IV, in order to improve the busi-
ness environment and the investment climate
as soon as possible, and thus foster conditions
for recovering lost competitiveness in inter-
national markets.

Equally crucial will be the speed of imple-
mentation of the fiscal measures and the extent
to which these measures, plus any structural
measures designed to complement them, will
boost the confidence of international markets
and domestic economic agents in the Greek
economy’s fiscal and growth prospects. Elim-
inating market scepticism will help lower the
cost of borrowing for the Greek government,
thus generating favourable chain effects on
Greek banks’ access to funding and funding
costs and, ultimately, on borrowing costs for
businesses and households. In turn, these
favourable effects could offset —at least in
part— the immediate contractionary impact of
certain fiscal measures. It should be stressed
that the positive effect generated through the
confidence channel and lower borrowing costs
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effectively depends on the resolved imple-
mentation of the announced policy and its
enrichment with the aforementioned structural
measures, as well as on the full use of all the
available tools, including the financial support
mechanism (the operating conditions of which
were clarified by the Eurogroup on 11 April),
if and when deemed advisable.

As regards the labour market, based on indi-
cations currently available for the relevant
aggregates and the projected developments in
activity, employment is expected to continue to
decline in 2010, possibly at a higher rate than
in 2009. In more detail, total employment
could fall at a rate of around 1.5% (compared
with -1.1% in 2009) and the number of employ-
ees could decrease by almost 2% (compared
with -1.6% in 2009), while the unemployment
rate may exceed 10.5% (from 9.5% in 2009).

Turning to inflation, the net balance between
upside and downside risks to price stability sug-
gests that average annual HICP inflation
should come close to or just over 3% in 2010,
up from 1.3% in 2009. Core inflation is also
expected to rise and hover at or just above
2.5%, from 2.2% in 2009.

® Downside risks to the inflation outlook
include the continued contraction in domestic
demand this year, an expected decline or decel-
eration in unit labour costs in total economy,
and squeezed business profit margins due to
subdued demand for goods and services.

® Upside risks include the projected course of
oil and other commodity prices in international
markets, coupled with the depreciation of the
euro vis-a-vis other major currencies, and the
increases in indirect taxation (VAT and special
consumption taxes) decided in February and
on 3 March. In more detail, it is estimated that
a full pass-through to prices of these higher
indirect taxes would add almost 2.5 percentage
points to HICP inflation, pushing it up to
roughly 4%. Nevertheless, there are signs that
—mainly due to adverse demand conditions —
a considerable part of this increase in indirect



taxes will be absorbed by businesses and not
passed onto consumers. Hence, inflation could
be contained at approximately 3%.

Furthermore, taking into account: (i) the
announcements of 9 February and 3 March
regarding the salaries of civil servants and
employees of the broader public sector (which
lead to substantially reduced earnings); and (ii)
the working assumptions that collective bar-
gaining in the private sector will result in zero
increases or increases in the order of 1%
(which, together with a carryover effect of 1.7-
1.9% from the raises granted in 2009, would
represent an average annual increase of
around 1.7-1.9% or 2.7-2.9%), average gross
earnings in the whole economy should fall by
1.4% or 0.8% in nominal terms, for the first
time in 35 years, compared with a rise of 4.6%
in 2009. Moreover, in real terms, average gross
earnings should decrease by 4.3% or 3.7%.
Compensation per employee (which includes
both employer contributions and public sector
employee pensions) is expected to fall by 0.5%
or to remain practically stagnant (up by 0.1%),
after rising by 4.9% in 2009. Assuming that
GDP and dependent employment will decline
by 2% and 1.9% respectively, labour produc-
tivity should be 0.1% lower. In such an event,
labour cost growth in total economy would
decrease by 0.4% or increase by 0.2% (2009:
+5.3%). In the business sector, however,
labour costs should rise by 1.6% or 2.5% (2009:
3.4%), i.e. the deceleration will be limited,
mainly due to the carryover effect from the
previous year. This means that 2010 would see
a continued erosion of competitiveness in
terms of relative unit labour costs. Unit labour
cost growth in the business sector could be
even higher if GDP contracts by more than
2%, or lower if wage employment falls by more
than 1.9% and/or firms resort even more than
in 2009 to cutting average working hours (and
corresponding wage costs).

Finally, business profit margins are expected to
be squeezed by subdued demand and higher
costs of imported raw materials. Most likely,
these developments will not be fully offset by

the projected further deceleration in labour
cost growth, which in the business sector will
be limited, as mentioned above. At the same
time, the number of loss-making firms is
expected to rise, while more enterprises, in
particular SMEs, may be forced to shut down,
further worsening the unemployment outlook.

5 PRECONDITIONS FOR EXITING THE CRISIS
AND ACHIEVING SUSTAINABLE GROWTH

Slashing the budget deficit is the only option
for the Greek economy to survive. Fiscal con-
solidation is today a precondition for any step
forward and for sustainable economic growth.
In this sense, it is, under the present circum-
stances, the number one growth-generating
measure. However, the final impact of the fis-
cal measures on the deficit outcome and the
course of economic activity will depend on the
pace and effectiveness of their implementa-
tion, as well as on the planned structural pol-
icy measures, which must be adopted and
implemented as soon as possible.

The dramatic deterioration in Greece’s public
finances and the large widening in the spreads
between Greek and German government
bonds, if not reversed, will continue to lead to
higher borrowing and debt servicing costs for
the Greek government, and thus to put a fur-
ther burden on fiscal balances, deflecting
resources from other actions (public invest-
ment, education, health, etc.). They will also
entail higher funding costs and limited access
to funding for Greek banks and, ultimately,
higher borrowing costs for businesses and
households, with obvious dire consequences
for growth prospects. Reducing the govern-
ment deficit and debt is therefore a sine qua
non for the survival of the Greek economy.
The recent decision of the Eurogroup (11
April), which clarified the technical modalities
of the financial support mechanism, can help
ease market concerns, even though into the
third week of April the spreads were still
widening. However, dispelling concerns about
the economy’s medium-term growth prospects
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calls for a mapping out in detail and a prompt
implementation of the structural reforms (out-
lined in the USGP), in addition to the reforms
already underway.'? Moreover, as mentioned
earlier, possible recourse to the support mech-
anism would not only provide financing
resources, but would also strengthen fiscal dis-
cipline and foster the conduct of appropriate
structural policies, thus helping to consolidate
a more positive climate and bolster confi-
dence.

A fundamental premise of the warranted fiscal
policy®® is that the drastic and sustainable
reduction of the government deficit and debt
must be achieved not only by broadening the
tax base and combatting tax and contribution
evasion, but also by clamping down on squan-
dering and by rationalising primary expendi-
ture, in particular personnel outlays, operating
expenses and social security and protection
costs (through targeted cutbacks to reduce the
misuse of healthcare resources and a stricter
definition of arduous and hazardous occupa-
tions in order to restrict early retirement). In
this context, the top priority of any exit strat-
egy must be to restore the sustainability of pub-
lic finances by generating substantial primary
surpluses over a long period of time. Fiscal
adjustment efforts must include a wide range
of actions: (i) drastic reduction of the public
debt; (ii) ensuring a sound institutional frame-
work for the designing and implementation of
budgetary policy; (iii) overhauling the pension
system; (iv) tightening control over healthcare
spending; (v) slowing down the growth of other
primary expenditure; (vi) broadening the tax
base; (vii) improving government asset/liabil-
ity management; and (viii) ensuring that a well-
functioning and well-targeted social safety net
is in place. Of particular importance, in this
respect, is the fight against corruption. As esti-
mated by Daniel Kaufmann in a study to be
published by the Brookings Institution, gov-
ernment revenue equal to at least 8% of GDP
is lost every year to corruption, and even a
moderately better control of corruption would
enable Greece to reduce its budget deficit by
4% of GDP.*
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As already mentioned, Greece would stand to
gain a lot if fiscal consolidation on the expen-
diture side progressed even further than
planned so far, and if the deficit could be
reduced this year by more than 4% of GDP, by
drastically curbing resource squandering and
by merging or even eliminating public sector
entities that are not really productive. It should
be recalled that the outlays of the “other gov-
ernment” sector (i.e. excluding central gov-
ernment) climbed to almost 50% of GDP in
2009, from 20% in the 1960s, and were thus
largely accountable for Greece’s recent fiscal
derailment.> The suggested acceleration of fis-
cal consolidation through cuts in expenditure
is, at any rate, the option of choice for the next
two years, given that any further increase in
the already high tax burden on honest tax-
payers could have extremely adverse reper-
cussions on economic activity in the current
environment of strong tax competition
throughout Europe.

It is obvious that improving the quality of pub-
lic finances is equally essential. An effective
and efficient use of scarce public resources and
a better-structured and efficient tax system will
strengthen long-term potential growth, by
ensuring that fiscal adjustment will indeed con-
tribute to the long-term sustainability of pub-
lic finances. According to relevant studies,
expenditure in sectors such as education,
R&D, public infrastructure, health or envi-
ronmental protection foster economic growth.

12 Such as tax reform, restructuring regional/local government, social
security reform, and simplification, decentralisation and enhanced
efficiency of the National Strategic Reference Framework (NSRF)
procedures.

13 The basic orientations for achieving deficit reduction were outlined
in the USGP for 2009-2013, announced on 15 January, and
complemented by additional policy measures announced on 2-9
February and 3 March. Detailed policy suggestions have also been
made in previous Bank of Greece reports. Meanwhile, on 3
February the European Commission issued an opinion regarding
Greece’s stability programme, a recommendation on the
correction of the excessive deficit under Article 126 (9) of the
Treaty, as well as a recommendation on structural reforms under
Article 121 (4) of the Treaty, while on 16 February the ECOFIN
Council issued its own opinion on Greece’s USGP, a binding
decision giving notice to Greece to correct its deficit by 2012, and
a recommendation to Greece on measures to be taken in order to
bring its economic policies into line with the EU’s broad economic
policy guidelines.

14 See Marcus Walker, “Tragic flaw: Graft feeds Greek crisis”, Wall
Street Journal, 15 April 2010.

15 See Bank of Greece, Monetary Policy 2009-2010.



However, this link is not automatic and
depends on the extent to which the desired
results are achieved (in terms e.g. of improved
skills or increased privately-funded research),
as well as on the overall regulatory framework.
According to estimates, the effectiveness and
efficiency of Greek public expenditure in some
of these sectors is below the EU-27 average. It
is therefore imperative to put an end to the
squandering of public funds and to restructure
public spending in favour of more efficient
alternatives that foster economic growth,
through the development and upgrading of
human capital, the use of new technologies and
the enhancement of infrastructures.

Today, fiscal consolidation is a sine qua non
for fostering growth and for the economy to
move forward. Beyond that point, it is obvious
that in order to recoup competitiveness,
improve production conditions and eventually
accelerate potential growth over the medium
term, profound and far-reaching structural
changes are today of the utmost urgency that
would:

First, reduce unit production costs and, within
a reasonable time span, reverse the erosion of
cost and price competitiveness; and

Second, contribute to modernising the pro-
duction model, i.e. to shifting resources to the
sector of internationally tradable goods and
services, achieving higher productivity, and
developing a new structure of domestic pro-
duction — capable of meeting the domestic and
foreign demand of 2015, rather than that of
1970 or even of 1990.

Such changes must also be conducive to
restoring the sustainability of the current
account deficit. This calls for a policy mix that
will re-establish macroeconomic and micro-
economic equilibrium and improve the
economy’s competitiveness and productivity
on a sustainable basis. Given that during the
long period of rapid growth in Greece con-
sumption patterns essentially exceeded the
economy’s productive capacity, from now on

—in order to prevent a permanent drop in
consumption levels— what the country pre-
cisely needs is to increase its productive
capacity, i.e. the level and growth rate of its
potential output, which has declined markedly
in the last two years.

Naturally, due to the cumulative effect of past
procrastinations or mistakes and the delays
since the outbreak of the global crisis, at this
point there is no “silver bullet” for the Greek
economy, and the policy decisions made in the
last few months were inevitable. As mentioned
earlier, the final impact of the announced fis-
cal package will depend on its effective and
prompt implementation and the net balance
between the contractionary and expansionary
effects of each measure and of the package as
awhole. Meanwhile, the outcome of fiscal pol-
icy will also depend on the prompt promotion
and implementation of structural and growth
policy measures, preferably of low or zero
budgetary cost and with quick results.

The crucial structural measures —high-
lighted, for one, in ECOFIN’s recommenda-
tion (16 February) to Greece to bring its eco-
nomic policies into line with the EU’s broad
economic policy guidelines, as well as in a
recent OECD report!¢— include:

® slashing red tape;

® removing product and labour market rigidi-
ties;

® promptly absorbing the EU funds available
under the National Strategic Reference
Framework (NSRF) — Community Support
Framework 1V;

16 OECD, Greece at a glance — Policies for a sustainable recovery,
15 March 2010. In its summary of recommendations, the OECD
points out the need to: simplify and modernise the tax system;
improve the budget preparation process; tighten control over
public spending; urgently reform the pension system; raise labour
market flexibility and tackle poverty; enhance the effectiveness of
competition policy; strengthen the efficiency of the education
system; foster innovation and knowledge-based activities and
promote a green fiscal reform; and resolutely pursue efforts to
restore confidence in the management and impartiality of the
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® promoting clean or green growth and chang-
ing the current production and energy con-
sumption patterns (on this matter, see
another recent OECD report on Greece’s envi-
ronmental performance!’); and

® upgrading the education system and encour-
aging innovation and research.

Progress in these directions can help reduce
unemployment (particularly among the young)
and increase the rates of employment, fixed
capital formation and total factor productivity,
so as to substantially strengthen potential
growth, which has declined markedly on
account of the crisis.

In addition, against the background of a pick-
up in inflation due to the increase in indirect
taxation and the rising prices of oil and other
commodities, strengthening market competi-
tion is particularly important if wage and profit
formation is to be compatible with the objec-
tive of increasing competitiveness.

Finally, of utmost importance is the pace at
which the recent fiscal measures will be put into
practice and produce results, and at which the
aforementioned structural interventions will be
decided and implemented based on a concrete
timetable. The progress made in these two
directions will determine, among other things,
how soon the international markets and the
domestic economic agents will regain confi-
dence in the Greek economy’s fiscal and growth
prospects. As mentioned earlier, restored con-
fidence will lead to lower costs of government
borrowing, which will have favourable chain
effects on Greek banks’ funding costs and
access to funding and, further down the line, on
borrowing costs for businesses and households.
In turn, these favourable effects will — at least
partly— offset the immediate contractionary
impact of certain fiscal measures. Naturally, in
order to actually boost confidence and reduce
borrowing costs so as to ultimately have a pos-
itive effect on growth prospects, the fiscal
measures must be coupled with and supported
by structural policies as soon as possible. This
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policy mix must convince both foreign
investors and domestic firms and employees
that not only will the necessary fiscal tidying-
up take place, but also that the Greek economy
will not suffer a “slow death” (as certain foreign
commentators have suggested) and that its
growth engine will soon be back in motion, run-
ning this time with new technology and on new
fuel.

If the fiscal adjustment measures are imple-
mented piecemeal, amid a climate of uncer-
tainty, there is a risk that they may have only
contractionary results. This is exactly why they
must be implemented promptly and effectively,
in a manner as frontloaded as possible, along-
side a rapid promotion of the legislative action
envisaged in the USGP regarding the tax sys-
tem, the pension reform, the budget prepara-
tion process and control over public spending,
as well as concretising and implementing the
other structural reforms under the USGP. This
is the only way to turn the unfavourable cli-
mate around as soon as possible, dissipate
uncertainty and expedite and bolster recovery.

Empirical studies point to the unambiguous
long-term positive effect that fiscal adjustment
can have on economic growth, as it drives down
the debt and long-term interest rates and frees
resources for more productive uses or allows
for tax cuts. As regards the composition of fis-
cal adjustment, international experience has
shown that an adjustment based mainly on cut-
ting non-immediately productive spending (e.g.
transfer payments, staff costs, etc.) is more
likely to succeed and has a positive effect on
economic growth. Moreover, the contribution
of fiscal consolidation to long-term economic
growth is greater when the initial size of the
public sector is large and the economy is bur-
dened by a high and unsustainable debt-to-
GDP ratio. Recent studies have shown that
when the debt ratio exceeds 90%, any increase
in the debt has negative effects on long-term
growth (due to higher long-term interest

17 OECD, Greece — Environmental Performance Review, 15 March
2010.



rates). In such cases, fiscal adjustment
through a cut in non-productive spending can
have a positive effect on economic growth.

All the above lead to the conclusion that,
although there is a risk of a sharper drop in
GDP (e.g. in the event of an ineffective or
delayed implementation of the measures),
there is also a strong possibility that the future
may turn out better than what currently seems
likely. This will only happen if the measures are
rigorously implemented, without any deviation,
and are promptly complemented by structural
measures focused as much on product and
labour markets as on a drastic curtailing of
fund squandering in the public sector and the
elimination or merger of public entities that
are not really productive (as already planned
by the government). This will indeed create the
necessary conditions for a virtuous circle of
growth-generating synergies, thereby enabling
the Greek economy to pull itself sooner out of
its quagmire.

6 CHALLENGES FACING THE BANKING SYSTEM

In 2010, Greek banks will need to maintain
comfortable capital buffers above the super-
visory minimums; to ensure adequate provi-
sioning for credit risk in particular; and to
manage their alternative funding sources with
prudence and flexibility. Restoring the confi-
dence of the markets and the international
community in Greece’s fiscal prospects will be
key to safeguarding the stability of the bank-
ing sector and of the financial system as a
whole. As post-crisis conditions will be very dif-
ferent, banks should redesign their strategic
objectives and their overall business models.

The main developments in the banking sector
during 2009 were an improvement in Greek
commercial banks’ capital adequacy, despite a
considerable fall in their profitability; a further
deterioration in the quality of their loan port-
folios; and, finally, the virtual drying-up of
funding sources, which resulted in increasingly
high reliance on the Eurosystem.

As the global financial crisis affected the Greek
economy with some lag, there was a marked
deceleration in credit expansion to the private
sector (households and businesses) in the
course of 2009, which had a direct impact on
banks’ interest and fee income. In addition, the
worsening of the financial condition of house-
holds and firms called for higher provisioning
for credit risk.

These developments inevitably weighed on key
profitability ratios such as the net interest rate
margin, the return on assets (ROA) and the
return on equity (ROE). (Individual banks
were able to avoid larger drops in profitability
or even losses thanks to profits from financial
operations and valuation gains on securities,
which, however, are typically volatile income
sources.) The efficiency ratio (operating costs
to operating income) showed a small improve-
ment.

Banks’ regulatory own funds improved con-
siderably in both quality and quantity terms in
2009, as reflected in the Capital Adequacy
Ratio and the Tier I Ratio. Underlying this
positive development were recapitalisation
through the issuance of preference shares
under Law 3723/2008; further recapitalisation
by certain banks through capital increases in
cash; the issuance of hybrid securities and
internal financing from undistributed profits.
Moreover, the leverage ratio of Greek banking
groups declined considerably at the end of
2009, remaining well below the ones of large
banking groups in the euro area.

Turning to banking risks, the deterioration in
the macroeconomic environment inevitably
affected the quality of Greek banks’ loan port-
folios, which worsened considerably in 2009.
The ratio of non-performing loans to total
loans (NPL ratio) rose to 7.7% at end-2009, up
2.7 percentage points from December 2008
(5.0%).!8 Marked increases in NPL ratios were

18 Excluding data on foreign bank subsidiaries in Greece, non-
performing loans came to 6.9% of total loans at end-2009, up from

4.4% in 2008.
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seen across all categories of loans, but espe-
cially consumer loans. Another adverse devel-
opment was a decrease in the coverage ratio.
Meanwhile, the ratio of net NPLs (i.e. NPLs
less accumulated provisions for credit risk) to
total regulatory capital rose. All of these devel-
opments call for a substantial increase in the
stock of provisions for credit risk, considering
in particular the impact on banks’ loan port-
folios of the negative GDP growth projected
for Greece once again in 2010.

During the last months of 2009 and especially
in the first quarter of 2010, Greek banks saw
their liquidity risk increase considerably, on
account of tight funding conditions and a
small-scale outflow of deposits. These fund-
ing constraints reflected the Greek economy’s
serious chronic macroeconomic imbalances,
which became more evident during the crisis
and triggered successive downgradings of
Greece’s credit rating, thereby restricting
bank access to, and the cost of, market-based
funding. Against this background, Greek
banks relied heavily on the Eurosystem for
liquidity in 2009 and continued to do so in the
first months of 2010; this should be seriously
taken into account in view of the ECB’s plans
to phase out its enhanced credit support
measures. Such concerns were simply eased
by the ECB President’s recent announcement
that the ECB had decided to maintain the
minimum credit threshold for marketable and
non-marketable assets in the Eurosystem col-
lateral framework at investment-grade level
beyond the end of 2010. Another cause for
concern regarding banks’ liquidity conditions
is the slowdown in deposit growth observed in
2009 and the recent deposit outflow trend,
due to heightened uncertainty about the fis-
cal situation and to the attractive yields of
Greek government bonds. However, it
should be stressed that the deposit base
remains the primary source of funding for
Greek banks. At end-December 2009, both
the loan-to-deposit ratio (banks: 106.6%,
banking groups: 113.7%) and the supervisory
liquidity ratios remained at very satisfactory
levels.
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A favourable impact on liquidity conditions
came from the recourse to the measures pro-
vided for in Law 3723/2008. By end-2009,
banks had managed to recapitalise €3.8 billion
through the issuance of preference shares, to
draw an amount of €4.6 billion in liquidity
using Greek government securities as collat-
eral and to obtain €1 billion in loans using
State guarantees. A similarly favourable
impact is expected from the extension of the
measures provided for under Law 3723/2008
until the end of June 2010. By early April 2010,
banks had applied for €2.4 billion in liquidity
using Greek government securities as collat-
eral and for €8.9 billion using State guarantees.
It is expected that by end-June 2010 the entire
amount of €28 billion originally envisaged in
Law 3723/2008 will have been used.

To sum up, for the year 2010, Greek banks will
seriously have to take into account the
unprecedented economic conditions that
have unfolded in Greece and the forthcoming
changes to the international regulatory frame-
work. Against this background, they should
maintain substantial capital buffers above the
supervisory minimums; form adequate provi-
sions, in particular for credit risk; and manage
their alternative funding sources with prudence
and flexibility.

However, these measures are, by themselves,
not enough for the banks to address the cur-
rent difficult conjuncture. Consolidating
market confidence, as well as the confidence
of the international community in Greece’s fis-
cal prospects, will be key and catalytic to safe-
guarding banking sector and financial stability.
Characteristically, whereas in many other
countries the crisis first broke out in the finan-
cial system and from there spread to the real
economy, in Greece things worked the other
way round. Consequently, if the Greek bank-
ing system is to continue to retain the remark-
able resilience it displayed even at the height
of the crisis, it is essential that the fiscal and
macroeconomic uncertainties that are cur-
rently affecting it in a negative way be elimi-
nated. Even then, however, the new conditions



that will emerge will be very different from the
ones under which banks have operated in the
past. Over the medium term, mergers in the
banking sector will probably be inevitable. Fur-
thermore, sound financial fundamentals,
effective and transparent risk management
and operating standards that can support
robust business models will be key to bolster-
ing bank resilience to shocks and ensuring ade-
quate access to liquidity, thus laying the foun-
dations for sustainable growth and financial
stability.

7 ISSUES HIGHLIGHTED BY THE CRISIS

Being multi-faceted and all-encompassing, the
current crisis calls for a radical reorientation
of economic policy. The exit from the crisis will
require painstaking and sustained efforts over
a number of years, which is why we must all
assume our responsibilities.

The developments of the past few months have
brought some particularly crucial issues to the
fore.

® Given that the current crisis is multi-faceted
and pervades all aspects of the Greek econ-
omy, but also the state, the country’s institu-
tions and society at large, its ramifications,
present everywhere, only amplify the negative
impact on the economy. Recourse to piece-
meal, one-dimensional or short-term remedies
is therefore not an option. In response to the
twin causes that led us to the crisis in the first
place, what is needed is a radical reorientation
of economic policy towards twin medium-term
goals: sustainable fiscal consolidation and a
policy of structural reforms that will steadily
enhance competitiveness.

® The changes needed are of the utmost
urgency. The major problems that we have
been so reluctant to address now stand before
us. The cost of inaction on our part would not
only increase multifold, but would also spill
over to the entire Greek economy and soci-
ety.

® Even more crucial are the historical respon-
sibilities that we must all assume in the face of
this huge challenge. The road out of the crisis
will be long and arduous, over ground that can-
not possibly be covered in just one year. This
is why greater and longer-lasting efforts will be
needed from us all. The path that we will
embark upon in the years ahead will largely be
determined by the goal we set ourselves and
our commitment to achieving it: do we want a
country that is trapped in a low-level equilib-
rium or do we want to make Greece modern
and dynamic? What is certain is that we can no
longer rely on recipes of the past, with pre-
fabricated answers to problems that either
present themselves today in a different light or
are totally new. Nor can we keep on perpetu-
ating our dogmatic misinterpretations of real-
ity and our vested interests at the expense of
society at large, our short-termist pursuit of
maximum possible gain, our selective and at
will compliance with laws and regulations, our
shifting of responsibility onto others, our
refusal to make the slightest effort towards
consensus-building. The public’s apparently
widespread awareness of the economy’s serious
problems should make it easier to build the
consensus necessary to effectively address the
crisis.

The crisis is challenging us to actually bring
about the necessary reforms at a rapid pace,
instead of just engaging in endless discussions.
The cost that we will have to bear if we put off
the reforms is enormous. We must realise that
today’s crisis is unlike anything we have expe-
rienced before, at least in our post-war history,
and that it cannot be tackled with the logic of
the past. On the one hand, there is the huge
cost of inaction. Yet, on the other, there is the
well-founded hope and the possibility of setting
a durable virtuous circle into motion that will
lead us out of our decline towards progress and
growth. This virtuous circle will not be long in
manifesting itself, provided that we do not
deviate from the policies decided upon and
that we reinforce them without delay with the
necessary structural reforms. The sooner we
realise what is at stake, the easier it will be to
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find and follow the lead that will guide us to a
definitive exit from the crisis and set us on a
sound and safe course toward durable eco-
nomic progress. We have one very difficult
problem to solve: to achieve drastic fiscal
adjustment and consolidation and, at the same
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time, safeguard the economy’s medium-term
growth prospects, amid adverse conditions for
government borrowing worldwide. However, if
we use all the policy instruments at our dis-
posal with prudence and level-headedness, we
can succeed.
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Table | Gross expenditure of the economy and gross domestic product

(constant market prices of 2000)
Value in

million Annual percentage changes
euro

2000 2003 2004 2005 2006 2007 2008 2009

1. Private consumption 98,627 3.3 3.6 4.6 53 33 2.3 -1.8
2. Public consumption 24,271 -0.9 35 il -0.1 8.4 0.6 9.6
3. Gross fixed capital formation 29,450 11.8 1.4 -4.5 9.8 4.6 -7.4 -13.9
3.]a Byinvestor: general government
3.1b other sectors
3.2a By type: construction 17,944 14.4 -2.9 -6.2 14.3 -5.3 -19.1 -11.3
3.2b equipment 10,415 9.1 7.1 -2.6 4.7 20.9 6.3 -19.0
3.2c other investment 1,091 2.1 8.1 -1.5 29 -14.4 -14.6 33.8
4. Domestic final demand! 152,348 4.3 3.1 2.1 5.4 4.3 0.0 -2.4
S. (Cl;;a:fgz}gl)i;wemories and statistical discrepancy 2328 12 05 03 01 038 19 18
6. Exports of goods and services 33,882 2.9 17.4 2.4 53 5.8 4.0 -18.1
6.1 Exports of goods 14,253 4.3 9.6 6.1 11.7 1.5 3.7 -11.6
6.2 Exports of services 19,629 2.0 22.8 0.1 1.0 9.0 4.1 -22.6
7. Final demand 188,558 5.2 4.8 15 5.7 52 1.5 -5.2
8. Imports of goods and services 52,277 3.0 52 -0.3 9.1 7.1 0.2 -14.1
8.1 Imports of goods 40,730 24 45 -1.4 9.6 6.6 -3.1 -14.4
8.2 Imports of services 11,547 5.1 8.4 3,9 6.8 9.0 13.6 -13.0
GDP at market prices 136,281 5.9 4.6 22 4.5 4.5 2.0 -2.0
Contribution to GDP change (percentage points)
1. Private consumption 2.4 2.6 33 3.9 2.4 1.7 -1.3
2. Public consumption -0.2 0.6 0.2 0.0 1.3 0.1 1.5
3. Gross fixed capital formation 2.7 0.3 -1.1 22 1.1 -1.7 -2.9

3.1a By investor: general government

3.1b other sectors
3.2a By type: construction 1.9 -0.4 -0.8 1.7 -0.7 -2.3 -1.1
3.2b equipment 0.8 0.7 -0.3 0.4 19 0.7 2.1
3.2¢ other investment 0.0 0.1 0.0 0.0 -0.1 -0.1 0.2
4. Domestic final demand ! 5.0 35 23 6.0 4.8 0.0 -2.6
5. Change in inventories and statistical discrepancy 1.5 -0.7 -0.8 0.4 0.8 1.1 -0.1
6. Exports of goods and services 0.6 3.6 0.6 1.2 1.3 0.9 -4.3
6.1 Exports of goods 0.4 0.9 0.6 1.1 0.2 0.4 -1.2
6.2 Exports of services 0.2 2.6 0.0 0.1 1.2 0.6 -3.1
7. Final demand 7.1 6.4 2.1 7.6 7.0 2.1 -7.1
8. Imports of goods and services -1.1 -1.8 0.1 3.1 -2.5 -0.1 5.0
8.1 Imports of goods -0.7 -1.2 0.4 -2.6 -1.9 0.9 39
8.2 Imports of services -0.4 -0.6 -0.3 -0.5 -0.7 -1.0 1.1
9. External balance of goods and services -0.4 1.8 0.7 -1.8 -1.2 0.9 0.7
GDP at market prices 5.9 4.6 2.2 4.5 4.5 2.0 -2.0

Source: NSSG, National Accounts, provisional estimates for 2004-2009. March 2010.
1 Excluding inventories and statistical discrepancy.
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Table 2 Indicators of consumer demand (2009-2010)

(annual percentage changes)

2010
2008 2009 (available period)
Volume of retail sales (excl. fuel and lubricants) -1.4 -9.3 5.4 (Jan.)
Food-beverages-tobacco! -0.1 -6.1 5.2 (Jan.)
Clothing-footwear -5.5 1.4 3.0 (Jan.)
Furniture-electrical appliances-household equipment -4.3 -15.3 3.4 (Jan.)
Books-stationery-other -1.3 -24.0 12,8 (Jan.)
Revenue from VAT (constant prices) 0.8 -10.2 -7,3 (Jan.-Feb.)
Retail trade business expectations index -15.3 -21.4 7.5 (Jan.-March)
New passenger car registrations -7.0 -17.4  17.2 (Jan.-March)
Tax revenue from mobile telephony? 53 13.2 71.7 (Jan.-Feb.)
Outstanding balance of consumer credit® 16.0 (Dec.) 2.0 (Dec.) 1.1 (Feb.)

Sources: NSSG (retail sales, cars), Ministry of Finance (VAT revenue, tax revenue from mobile telephony), IOBE (expectations), Bank of Greece
(consumer credit).

1 Comprising big food stores and specialised food-beverages-tobacco stores.

2 Monthly service fee per subscription until July 2009. As of August 2009, new progressive rates apply to mobile telephony contracts and dif-
ferent fees to prepaid mobile telephony.

3 Comprising bank loans and securitised loans and taking into account loan write-offs, foreign exchange valuation differences and a transfer
of loans by one bank to a domestic subsidiary finance company in 2009.

Table 3 Indicators of investment demand (2008-2010)

(annual percentage changes')

2010
2008 2009 (available period)

Capital goods output -7.4 -21.7 -11.7 (Jan.-Feb.)
Capacity utilisation rate in the capital goods industry (71.5) (73.4) (67.5) (Jan.-March)
Loans to non-financial corporations? 18.7 (Dec.) 5.1 (Dec.) 4.9 (Feb.)
Disbursements under the Public Investment Programme 9.3 -2.8  -48.2 (Jan.-March)
Volume of private construction activity (on the basis of permits issued) -17.1 -27.6

Cement production 231 -21.4 -4.8 (Jan.-Feb.)
Construction business expectations index 3.0 -31.4  -20.9 (Jan.-March)
Outstanding balance of total bank credit to housing? 11.5 (Dec.) 3.7 (Dec.) 3.6 (Feb.)

Sources: NSSG (capital goods output, volume of private construction activity, cement production), IOBE (capacity utilisation rate, business
expectations index), Bank of Greece (loans to non-financial corporations, disbursements under the Public Investment Programme, housing loans).
1 Except for the capacity utilisation rate in the capital goods industry, which is measured in percentages.

2 Comprising loans and securitised loans and taking into account loan write-offs, foreign exchange valuation differences, as well as loans and
corporate bonds transferred in 2009 by domestic MFIs to their subsidiaries operating abroad and to one domestic subsidiary.

3 Comprising loans and securitised loans and taking into account loan write-offs, foreign exchange valuation differences and a transfer of loans
to a domestic subsidiary finance company.
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Table 4 Industrial production

(2005=100)
Average annual percentage

changes Level

Weights 2009

2005 2007 2008 2009 (2005=100)

INDUSTRY 100.0 2.3 -4.0 -9.4 89.7
1. Mining and quarrying 6.1 100.0 -0.3 -4.5 -11.8 81.5
Mining of coal and lignite 56.6 0.7 0.4 -2.3 92.9
Extraction of crude oil and natural gas 1.9 -18.2 -17.1 31.2 82.7
Mining of metal ores 9.1 -2.1 2.2 -23.3 63.9
Other mining and quarrying 324 -0.6 -13.1 -27.8 66.5
2. Manufacturing 69.8 100.0 22 -4.7 -11.2 88.2
Food 18.2 2.8 0.5 -2.6 100.8
Beverages 6.0 8.4 -0.5 -4.8 104.3
Tobacco 1.9 4.1 233 2.7 90.4
Textiles 3.1 2.1 -21.7 -27.7 52.9
Clothes 3.4 7.9 -16.9 -23.6 62.9
Leather-footwear 0.6 2.9 -4.5 -14.9 79.2
Wood and cork 2 -11.5 -9.5 -24.9 571
Paper and paper products 2.3 2.4 -4.5 -3.6 96.8
Printing and reproduction of recorded media 1.9 -3.5 -4.9 -11.6 87.9
Oil and coal products 11.3 3.0 -4.3 -0.1 104.8
Chemicals 53 4.1 -4.8 -13.1 84.9
Basic pharmaceuticals 2.5 10.8 2.9 16.6 147.7
Rubber and plastic products 4.2 43 -2.8 -14.0 91.4
Non-metallic mineral products 10.3 -6.2 -6.6 -24.0 69.4
Basic metals 8.0 2.0 -6.4 -17.9 82.7
Metal products 5.1 -3.2 -9.8 -18.2 79.1
Computers, electronics and optical products 1.2 -18.1 -2.7 -61.6 27.7
Electrical equipment 3.0 1.2 -1.6 -20.1 82.4
Machinery and equipment n.e.c. 2.1 -0.4 -0.5 -35.9 72.1
Motor vehicles, trailers and semi-trailers 0.8 18.3 -15.4 -15.9 70.6
Other transport equipment 1.6 14.8 -2.4 -12.2 91.1
Furniture 1.5 3.5 2.1 -27.2 77.6
Other manufacturing 0.5 -2.3 -16.4 -14.3 70.5
Repair and installation of machinery and equipment 4.1 5.1 9.2 -9.5 80.2
3. Electricity 20.8 100.0 35 -2.8 -4.2 94.7
4. Water supply 3.3 100.0 1.2 2.5 -3.1 103.0
INDUSTRY 100.0 2.3 -4.0 -9.4 89.7

Main industrial groupings

Energy 36.8 29 -2,4 -2,9 97.5
Intermediate goods 28,0 0.8 -6,7 -18,3 78.7
Capital goods 8.6 -1.6 -7,4 -23,0 71.0
Consumer durables 2.3 0.3 -5,7 -20,7 77.6
Consumer non-durables 243 4.8 -2,0 -42 98.3

Source: NSSG.
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Table 5 Activity indicators in the services sector (2008-2010)

(annual percentage changes)

2010
2008 2009 (available period)
Services turnover indicators

Car retail sales -1.9 -15.6
Wholesale trade 9.4 -9.3
Telecommunications -1.0 -8.7
Land transport 5.1 -31.5
Sea transport 10.2 -22.8
Air transport 6.5 -12.6
Storage and supporting transport activities 3.1 -33.3
Travel agencies and related activities 35 -15.8
Tourism (hotels and restaurants) 32 -9.1
Legal, accounting and management consulting services 10.9 -12.4
Architectural and engineering services 9.0 -18.6
Advertising and market research 2.6 -18.3
Passengers

Passenger-kilometres of Olympic Airlines -8.6  -17.4 (Jan.-Sept.)

Passenger-kilometres of Aegean Airlines' 14.4 9.9

Piraeus port passenger traffic 0.7 -3.8

Business expectations index in the services sector -8.3 -28.3  -0.6 (Jan-March)

Sources: NSSG (services turnover), Olympic Airlines, Aegean Airlines, Piracus Port Authority and IOBE (expectations).
1 Including charter flights.
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Table 9 Population, labour force and employment

Annual percentage changes

Q22008 Second quarter*

(thousands
of persons) 2005 2006 2007 2008 2009
Population aged 15 and over! 9,262 0.5 0.5 0.6 0.2 0.3
Population aged 15-64! 7,220 0.1 0.3 0.8 0.3 -0.1
Labour force! 4,974 0.5 0.6 0.8 0.4 0.7
Employment! 4,532 1.2 1.6 1.5 1.4 -1.1
— Primary sector! 530 -0.1 -1.7 -2.6 -0.6 2.1
— Secondary sector! 957 1.0 -0.2 3.1 1.1 -6.4
— Tertiary sector! 3,045 1.5 2.9 1.7 1.9 0.1
Labour force participation rate? 66.8 67.0 67.0 67.2 67.7
Employment rate? 60.3 61.0 61.5 62.2 61.6
Unemployment as a percentage of the labour force 9.6 8.8 8.1 7.2 8.9

Source: NSSG, Labour Force Surveys.

1 Second quarter-on-second quarter.

2 Labour force participation rate of population aged 15-64.

3 Employed persons aged 15-64 as a percentage of population aged 15-64.

4 Average annual changes and average year levels are reported in the main text.
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Table 12 Earnings and labour costs (2003-2010)

(annual percentage changes)

2003 2004 2005 2006 2007 2008 2009 (forecz:l)slt‘))

Greece
Average gross earnings (nominal):

—whole economy 5.6 7.2 4.4 5.7 5.2 6.2 4.6 -140r-08

- central government! 5.9 9.7 2.3 3.1 3.8 7.1 52 -6.9

— public utilities 10.9 9.9 7.6 7.0 7.1 8.2 7.7 -1.9

—banks 3.1% 8.0 1.5% 10.8 8.9 0.0 37 19o0r29

— non-bank private sector 5.8 5.8 5.6 6.8 6.1 6.5 28 1.70r27
Minimum earnings 51 4.8 4.9 6.2 5.4 6.2 57 1,70r2.7
Average gross earnings (real) 20 42 0.9 24 22 1.9 33 43o0r-3.7
Total compensation of employees 8.3% 8.9 5.8 7.8 8.2 8.5 32 240r-18
Compensation per employee 55 7.6 3.9 59 5.6 6.8 49 -050r0.1
GDP* 59 4.6 22 4.5 4.5 2.0 -2.0 -2.0
Unit labour costs:

—whole economy 2.3 4.1 35 32 3.5 6.4 53 -040r02

— business sector’ 2.6 2.8 39 3.8 43 5.6 34 160r25

Sources: NSSG (GDP 2003-2009) and Bank of Greece estimates (for the 2010 GDP and the other annual aggregates in 2003-2009).
1 Average compensation per employee.

2 The relatively low growth rate of bank employees’ average earnings mainly reflects changes in staff structure.

3 Taking into account the increase (of 0.1% of gross earnings) in employees’ and employers’ contributions to the Workers’ Fund.
4 For 2003-2009: NSSG. For 2010: Bank of Greece estimates.

5 The business sector comprises private and public enterprises and banks.

Table 13 Average earnings and unit labour costs in total economy: Greece and the euro area
(2001-2010)

(annual percentage changes)

Average earnings Unit labour costs
Year Greece Euro area Greece Euro area
2001 4.7 2.8 39 2.4
2002 6.6 2.7 5.5 2.5
2003 5.6 2.9 23 2.2
2004 72 2.6 4.1 1.0
2005 4.4 22 3.5 1.3
2006 5.7 2.6 32 1.1
2007 52 2.6 35 1.6
2008 6.2 32 6.4 3.4
2009 4.6 1.5 53 3.4
2010 (forecast) -1.40r-0.8 1.6 -0.40r0.2 -0.5

Sources: For Greece: Bank of Greece estimates. For the euro area: European Commission, Economic Forecasts, Autumn 2009, Statistical Annex
of European Economy, Autumn 2009 and ECB, Monthly Bulletin, April 2010.
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Table 14 General and central government deficits

General government deficit!
(national accounts data — convergence criterion)
— Central government

— Social security organisations, local authorities,
legal persons in public law

Central government deficit?
(administrative data)
Central government deficit?

(cash data)

Sources: Bank of Greece, Ministry of Economy and NSSG.
* Provisional data.

2004
-15

-9.6

2.1

2005
-5.2

2006
-2.9

1 Ministry of Economy data, as notified to the European Commission (Excessive Deficit Procedure).

2 State General Accounting Office data, as shown in the state budget.

2007
-3.7

2008
<17

2009*
-12.9

-13.7

0.8

-13.0

-13.0

3 Bank of Greece data, referring to the borrowing requirement of the central government on a cash basis. The borrowing requirements of pub-
lic entities are now calculated by the NSSG on the basis of a quarterly survey among these entities regarding their net financial results (rev-
enue-expenditure) and financial situation (borrowing, investment in securities, deposits, etc.), a method considered more reliable than the bank

statistics used previously.

Table 15 Net borrowing requirement of central government on a cash basis'

(million euro)

1. State budget
Percentage of GDP
— Ordinary budget®
— Public investment budget
2. ELEGEP - OPEKEPE?
3. Central government (1+2)
Percentage of GDP

Source: Bank of Greece.
* Provisional data.

2006
11,500
54
7,020¢
4,480
-1,033
10,467

5.0

2007
12,432
54
8,512°
3,920
1,160
13,592

6.0

1 As shown by the respective accounts with the Bank of Greece and other credit institutions.

2 Including movements in public debt management accounts.

2008
17,361
73
12,5856
4,776
254
17,107

72

2009*
32,622
13.7
25,318
7,304
-1,778
30,844

13.0

3 Payment and Control Agency for Guidance and Guarantee Community Aid. It replaced DIDAGEP (Agricultural Markets Management Service)

as from 3 September 2001.

4 Including unexpected income of €149.7 million from the settlement of revenue collected by the National Telecommunications and Post Com-
mission, €299.3 million from the decrease in the capital of the Postal Savings Bank, €34 million from the decrease in the capital of the Agri-
cultural Bank of Greece, €290 million from additional dividends of the Deposits and Loans fund, €323 million from the sale of Agricultural
Bank of Greece shares, €597.4 million from the sale of Postal Savings Bank shares, €364.4 million from the sale of Emporiki Bank shares. Also,
including expenditure of €422.9 million for a grant to the Farmer’s Insurance Fund (OGA).
5 Including privatisation proceeds of €1,107.5 million from the sale of OTE shares and €502.8 million from the sale of Postal Savings Bank

shares. Also, including expenditure of €264.9 million paid as emergency relief to five victims and a grant of €465.7 million to OGA.

6 Including proceeds of €430.8 million from the sale of OTE shares, as well as expenditure for a grant of €570.8 million to OGA, but exclud-

ing the payment of Greek government debt to the Social Insurance Fund (IKA) by the issuance of bonds (€1,172 million).

7 During the strike of the Bank of Greece personnel in March 2008, public debt service payments of €1,537 million were effected through
commercial banks, of which €359 million were interest payments. If the latter amount is also taken into account, the net borrowing requirement
of the State budget rises from 7.3% to 7.4% of GDP and the net borrowing requirement of the central government from 7.2% to 7.3% of GDP.
8 Not taking into account expenditure of €3,769 million for the acquisition of preference shares of Greek banks pursuant to Law 3723/2008
and of €1,500 million for the issuance of bonds to cover the capital increase of the Guarantee Fund for Small and Very Small Enterprises
(TEMPME), but including revenue of €673.6 million from the sale of OTE shares, of €72.3 from the privatisation of Olympic Airlines, as well
as the issuance of a bond amounting to €531 million, the proceeds of which were given as a grant to OGA to cover obligations of the Greek

government.
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Table 16 Financing of the borrowing requirement of central government

(million euro)
2006 2007 2008 2009*
Amount % oftotal Amount % oftotal Amount % oftotal Amount % of total

S;gglsﬂ Treasury bills and government 11,342 1084 15310 1126 17,283 1010 39,953° 129.5
Change in the balances of central
government accounts with the -1,145 -10.9 418 3.1 -3,850 -22.5 -6,390° -8.8
banking system?*

External borrowing? 270 2.6 -2,136 -15.7 3,674 21.5 -2,719 -20.7
Total 10,467 100.0 13,592 100.0 17,107 100.0 30,844 100.0

Source: Bank of Greece.

* Provisional data.

1 Comprising Treasury bills and government bonds issued in Greece, as well as bonds convertible into shares.

2 Comprising changes in the central government accounts held with the Bank of Greece and credit institutions, as well as changes in the OPEKEPE
account.

3 Comprising securities issuance abroad and borrowing (in any currency). The figure does not include non-residents’ holdings of bonds issued
in Greece. It also includes the change in government accounts with banks abroad.

4 Excluding bonds issued by the Greek government for debt repayment to the Social Insurance Institute — IKA. See also footnote 7 in Table 15.

5 Including the issuance of bonds to the amount of €3,769 for the acquisition of preference shares of Greek banks for the purpose of enhancing their
liquidity, as well as the issuance of bonds for covering the capital increase of TEMPME.

Table 17 Consolidated debt of general government'

(million euro)

2003 2004 2005 2006 2007 2008 2009*
Short-term 3,409 2,839 1,346 1,108 1,668 5,583
— securities 3,084 2,568 1,156 943 1,625 5,496
—loans 325 271 190 165 43 87
Medium- and long-term 163,860 179,342 192,757 202,298 214,020 230,870
— securities 140,922 156,969 170,863 180,968 194,658 212,552
—loans 22,938 22,373 21,894 21,330 19,362 18,318
Coin and deposits 756 1,006 1,318 1,017 713 743

Total 168,025 183,187 195,421 204,423 216,401 237,196 272,300

% of GDP 97.4 98.6 100.0 97.1 95.6 99.2 114.7

— domestic debt 164,643 180,684 192,674 202,367 214,485 235564 271,070

(of which: debt to the Bank of Greece)? (9,018) (8,488) (7,988) (7,991) (7,521) (7,051) (6,581)

— non-euro denominated debt 3,382 2,503 2,747 2,056 1,916 1,632 1,230

Sources: State General Accounting Office and Bank of Greece.

* Provisional data.

1 According to the definition in the Maastricht Treaty.

2 The reversal of the downward trend in the euro-denominated debt to the Bank of Greece in 2006 was due to the redenomination in euro of
debt denominated in foreign currency, previously included in external debt. This is also reflected in the significant decrease in non-euro denom-
inated debt.
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Table 18 Decomposition of changes in the general government debt-to-GDP ratio'

(percentages of GDP)

2001 2002 2003 2004 2005 2006 2007 2008 2009*

General government debt-to-GDP 1037 107 974 986 1000 971 956 992 1147
Changes in the general government

debt-to-GDP ratio 0.3 2.1 -4.2 1.1 1.4 -2.9 -1.6 3.6 15.5

— Primary balance -2.0 -0.8 0.7 2.7 0.5 -1.5 -0.8 3.1 7.7

~ Change in GDP and change in 1.0 13 45 24 0.4 29 26 0.6 55

interest rates
— Deficit-debt adjustment? 32 0.1 -0.4 0.9 1.3 1.5 1.8 1.2 2.3

Sources: Ministry of Economy and Finance, General Directorate of Economic Policy, “Macroeconomic Aggregates” (various issues).
*Provisional data.
1 Changes in the debt ratio have been decomposed using the following formula:
[LL_ IH _PB_, [Lg . SE,
Yo Y.l Y Yo I+g) Y,

t

where D, = general government debt
PB, = primary balance (deficit or surplus)
Y, = GDP in current prices
g, = nominal GDP growth rate
I, = average nominal rates on government debt
SF, = deficit-debt adjustment
2 The deficit-debt adjustment includes expenditure or liabilities assumed by the general government which do not affect the deficit but increase
debt, as well as proceeds (e.g. from privatisation) which do not affect the deficit, but reduce debt.
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Table 20 Balance of payments

(million euro)

I CURRENT ACCOUNT BALANCE (1.A+LB+I1.C+1D)
LA Trade balance (1LA.1-1.A2)
Oil trade balance
Non-oil trade balance
Ships balance
Trade balance excl. fuels and ships
LA.1 Exports of goods
Fuels
Ships (receipts)
Other goods
I.A.2 Imports of goods
Fuels
Ships (payments)
Other goods
LB  Services balance (I.B.1—LB.2)
I.B.1 Receipts
Travel
Transport
Other services
1.B.2 Payments
Travel
Transport
Other services
LC Income balance (I1.C.1-L.C.2)
1.C.1 Receipts
Wages, salaries
Interest, dividends, profits
1.C.2 Payments
Wages, salaries
Interest, dividends, profits
LD Current transfers balance (I1.D.1-1.D.2)
L.D.1 Receipts
General government (mainly receipts from the EU)
Other sectors (emigrants’ remittances, etc.)
I.D.2 Payments
General government (mainly payments to the EU)
Other sectors
II CAPITAL TRANSFERS BALANCE (II.1-11.2)
II.1 Receipts
General government (mainly receipts from the EU)
Other sectors
II.2 Payments
General government (mainly payments to the EU)
Other sectors
OI CURRENT ACCOUNT AND CAPITAL TRANSFERS BALANCE (I+1I)
IV FINANCIAL ACCOUNT BALANCE (IV.A+IV.B+IV.C+IV.D)
IV.A Direct investment!
By residents abroad
By non-residents in Greece
IV.B Portfolio investment!
Assets
Liabilities
IV.C Other investment!
Assets
Liabilities
(General government loans)
IV.D Change in reserve assets?
V ERRORS AND OMISSIONS
RESERVE ASSETS

Source: Bank of Greece.

* Provisional data.

1 (+) net inflow, (=) net outflow.
2 (+) decrease, (-) increase.
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2007

-32,602.2
41,4992
9.219.6
32,279.6
45,5203
-26,759.3
17,445.5
3,037.3
22754
12,132.8
58,944.8
12,256.9
7,795.7
38,892.2
16,591.7
31,337.3
11,319.2
16,939.3
3,078.9
14,745.6
2,485.7
7,7713
4,488.6
9,285.8
45585
366.9
4,191.7
13,844.3
332.6
13,5117
1,591.1
6,608.1
43612
2,246.9
5,017.0
3,825.4
1,191.6
4,332.3
4,673.9
4,401.4
272.4
3416
271
314.5
28,269.9
27,5702
22,2902
3,832.9
1,542.7
17,441.7
-16,351.1
33,792.8
12,740.6
-16,266.1
29,006.8
23417
-322.0
699.7
2,491.0

January - December

2008

-34,797.6
-44,048.8
-12,154.6
31,8943
-4,705.0
27,1893
19.812.9
4,254.5
1,582.0
13,976.5
63,861.7
16,409.0
6,286.9
41,165.8
17,135.6
34,066.2
11,635.9
19,188.3
3,242.0
16,930.6
2,679.1
9,316.0
4,935.5
-10,643.0
5,573.2
344.7
52085
16,216.2
410.1
15,806.1
2,758.6
6.882.7
4,678.8
2,203.9
4,124.1
2,717.6
1,406.4
4,090.8
4,637.8
42419
395.9
547.0
192.0
354.9
-30,706.8
29,914.2
1,420.7
1,650.4
3,071.1
16,428.0
-268.9
16,696.9
12,094.6
27,8233
39,917.8
5727
29.0
792.6
2,521.0

2009*

-26,630.9
-30,760.3
-7,596.5
23,163.8
-3,356.9
-19,806.9
15,318.0
3,063.2
7717
11,483.1
46,078.3
10,659.8
4,128.6
31,289.9
12,6402
26,983.3
10,400.3
13,552.2
3,030.9
14,3432
2,424.6
7,073.4
4,845.1
-9,803.5
4,124.9
294.6
3,830.3
13,928.4
4119
13,516.4
1,292.6
5380.7
3,527.9
1,852.8
4,088.1
2,679.6
1,408.5
2,017.4
2,328.1
2,133.2
194.9
310.7
144
296.3
24,613.5
25212.6
1,091.7
-1,323.3
2,415.0
27,863.8
-3,773.0
31,636.8
-3,636.9
23,8757
20,238.8
2,335.0
-106.0
599.1
3,857.0



Table 21 Greece: revised nominal and real effective exchange rate (EER) indices'

(annual percentage changes in year averages)

Real EER
On the basis of
On the basis of relative relative unit labour costs
Nominal EER consumer prices in total economy
2000 -6.0 -7.3 -5.6
2001 1.9 1.1 0.5
2002 23 2.6 4.0
2003 5.0 5.4 3.9
2004 1.7 1.9 42
2005 -1.0 -0.2 0.4
2006 0.1 0.7 1.6
2007 13 1.6 2.3
2008 2.5 2.6 4.9
2009 1.2 15 2.3
Cumulative percentage change between 2001 and 2009 15.7 18.6 26.6

Sources: Exchange rates: ECB, euro reference exchange rates. CPI: ECB. Harmonised Index of Consumer Prices where available. Unit labour
costs in total economy: Bank of Greece estimates for Greece, ECB for the other countries.

1 The indices are compiled by the Bank of Greece and were revised on 1 January 2010. They comprise Greece’s 28 main trading partners. The
weights used have been recalculated on the basis of imports and exports of manufacturing products (SITC 5-8) during 2004-2006 and account
for competition in third markets.

Table 22 Geographical breakdown of foreign direct investment in Greece

(million euro)

2007 2008 2009*

EU-27 1,441 2,908 2,091
Euro area 1,679 3,043 2,199
Other OECD countries! 73 131 165
Balkan countries? 1 1 0
Middle East, Mediterranean and former USSR? 3 -5 2
Other countries 25 37 157
Total direct investment by non-residents 1,543 3,071 2,415

Source: Bank of Greece.

* Provisional data.

1 Australia, Canada, Iceland, Japan, S. Korea, Mexico, New Zealand, Norway, Switzerland, Turkey and United States.
2 Albania and former Yugoslavia (Bosnia-Herzegovina, Croatia, FYROM, Serbia and Montenegro).

3 Greece’s main trading partners in the Middle East, the Mediterranean and former USSR countries.
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Table 23 Geographical breakdown of Greek direct investment abroad

(million euro)

2007 2008 2009*

EU-27 1,441 2,908 2,091
Euro area 1,679 3,043 2,199
Other OECD countries’ 73 131 165
Balkan countries? 1 1 0
Middle East, Mediterranean and former USSR? 3 -5 2
Other countries 25 37 157
Total direct investment by residents 1,543 3,071 2,415

Source: Bank of Greece.

* Provisional data.

1 Australia, Canada, Iceland, Japan, S. Korea, Mexico, New Zealand, Norway, Switzerland, Turkey and United States.
2 Albania and former Yugoslavia (Bosnia-Herzegovina, Croatia, FYROM, Serbia and Montenegro).

3 Greece’s main trading partners in the Middle East, the Mediterranean and former USSR countries.

Table 24 Greece’s international investm

(million euro)

2007 2008! 2009*

1. Direct investment -14,653 -637 -3,109
Abroad by residents 21,500 26,753 28,076

In Greece by non-residents 36,153 27,390 31,185
2.Portfolio investment -149,589 -120,763 -140,044
Assets 86,848 88,216 92,215
Liabilities 236,437 208,979 232,259
3.Financial derivatives 503 970 1,771
4.Other investment -53,220 -61,273 -59,781
Assets 78,717 106,695 129,056
Liabilities 131,937 167,968 188,837
5.Reserve assets 2,491 2,521 3,857
Net international investment position (iip)(1+2+3+4+5) -214,469 -179,182 -197,306
GDP 226,437 239,141 237,494
Net iip as % of GDP -94.7 -74.9 -83.1

Source: Bank of Greece.
* Provisional estimates.
1 Revised data.
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Table 25 Trade weights used for the computation of Greece’s effective exchange rates
2004-2006 (new) and 1999-2001 (old)

Relative shares Relative shares
Former Broader EER indices Former Indices vis-a-vis

Nr. Nr. (28 trading partners) 2004-2006 1999-2001 Nr. Nr. the euro area 2004-2006 1999-2001
1 1 Germany 16.7% 18.2% 1 1 Germany 27.8% 29.6%
2 2 Italy 15.1% 16.2% 2 2 ITtaly 24.3% 26.4%
3 3 France 7.0% 8.4% 3 3 France 11.8% 13.7%
4 4 United Kingdom 5.8% 7.1% 4 4 Netherlands 8.6% 8.4%
5 11 China 5.5% 3.1% 5 5 Spain 8.0% 6.6%
6 6 Netherlands 5.2% 52% 6 6 Belgium 7.4% 6.0%
7 8 South Korea 5.0% 4.0% 7 8 Austria 2.8% 22%
8 5 United States 4.9% 6.1% 8 10 Cyprus 2.5% 1.3%
9 9 Spain 4.9% 4.0% 9 7 Finland 2.0% 2.5%
10 10 Belgium 4.5% 3.7% 10 9 Ireland 1.8% 1.7%
11 7 Japan 3.8% 5.1% 11 15 Luxembourg 1.1% 0.1%
12 14 Turkey 32% 1.8% 12 11 Portugal 0.8% 0.8%
13 13 Switzerland 1.9% 21% 13 12 Slovakia 0.6% 0.3%
14 12 Sweden 1.7% 2.3% 14 13 Slovenia 0.4% 0.2%
15 15 Bulgaria 1.7% 1.8% 15 14 Malta 0.1% 0.2%
16 17 Russia 1.7% 1.4% Total: 100.0%

17 18 Austria 1.6% 1.4%

18 22 Cyprus 1.3% 0.8%

19 16 Finland 1.2% 1.5%

20 19 Romania 1.2% 1.3%

21 20 Ireland 1.1% 1.1%

22 21 Denmark 0.9% 1.0%

23 - India 0.8% -

24 24 Czech Republic 0.8% 0.6%

25 23 Poland 0.7% 0.7%

26 28 Luxembourg 0.7% 0.1%

27 25 Hungary 0.7% 0.5%

28 26 Portugal 0.4% 0.5%

Total: 100.0%

Source: Calculations based on ECB data, December 2009.
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Table 27 Bank interest rates on new deposits by households in the euro area and Greece

(percentages per annum)

Overnight!
Weighted average interest rate in the euro area
Maximum interest rate
Minimum interest rate
Interest rate in Greece
Interest rate differential between Greece and the euro area
With an agreed maturity of up to one year?
Weighted average interest rate in the euro area
Maximum interest rate
Minimum interest rate
Interest rate in Greece
Interest rate differential between Greece and the euro area

Sources: ECB and euro area NCBs.
1 End-of-month rate.
2 Monthly average.

December
2008

1.16
221

0.17

0.08

6.03
2.59
5.36

1.61

January
2010

0.43
1.19
0.06
0.43

0.00

4.15
0.48
2.18

0.43

Change
Dec. 2008/
Jan. 2010
(percentage
points)

-0.73
-1.02
-0.11
-0.81
-0.08

-2.01
-1.88
-2.11
-3.18

-1.17

February
2010

0.42
1.19
0.06
0.44

0.02

175
4.00
0.44
235

0.60

Change
Dec. 2008/
Feb. 2010
(percentage
points)

-0.74
-1.02
-0.11
-0.80

-0.06

-2.00
-2.03
-2.15
-3.01

-1.01

Summary of
the Annual Report
2009



Table 28 Bank interest rates on new deposits by households in euro area countries'

Overnight? With an agreed maturity of up to 1 year®

December 2008 February 2010 December 2008 February 2010
Austria 2.03 0.63 3.55 1.09
Belgium 0.79 0.33 2.88 0.65
Cyprus 1.58 1.19 6.03 4.00
Finland 0.87 0.38 3.26 1.35
France 0.18 0.08 3.27 1.45
Germany 1.85 0.71 3.21 1.21
Greece 124 0.44 5.36 2.35
Ireland 1.04 0.63 317 1.57
Ttaly 1.23 0.24 3.01 0.95
Luxembourg 221 0.77 2:559) 0.44
Malta 0.57 0.28 3.05 1.56
Netherlands 0.72 0.42 4.30 2.15
Portugal 0.17 0.06 3.68 1.32
Slovakia 0.57 0.38 2.93 1.68
Slovenia 0.43 0.22 4.45 1.75
Spain 0.69 0.31 4.17 1.99

Sources: ECB and euro area NCBs.

1 Despite the efforts to harmonise statistical methodologies across the euro area, considerable heterogeneity remains in the classification of
banking products, which is partly due to differences in national conventions and practices as well as in regulatory and fiscal arrangements.

2 End-of-month rate.

3 Monthly average.

4 The interest rate applies to all time deposits irrespective of maturity.

5 The interest rate applies to all time deposits irrespective of maturity. The latest available data refer to January 2010.
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Table 31 Bank interest rates on new loans in the euro area and Greece

(percentages per annum)

Change Change
Dec. 2008/ Dec. 2008/
Jan. 2010 Feb. 2010
December January  (percentage February (percentage
2008 2010 points) 2010 points)
A. Loans with a floating rate or an initial rate fixation of up to one year
A.1. Loans up to €1 million to non-financial corporations
Weighted average interest rate in the euro area 5.38 3.25 -2.13 3.26 -2.12
Maximum interest rate 7.26 5.77 -1.49 5.93 -1.33
Minimum interest rate 4.54 222 -2.31 2.04 -2.50
Interest rate in Greece 6.18 4.52 -1.66 4.72 -1.46
Interest rate differential between Greece and the euro area 0.80 1.27 0.47 1.46 0.66
A.2. Loans of more than € 1 million to non-financial corporations
Weighted average interest rate in the euro area 4.29 2.01 -2.28 1.93 -2.36
Maximum interest rate 5.93 4.98 -0.95 5.10 -0.83
Minimum interest rate 3.97 1.55 -2.42 1.44 -2.53
Interest rate in Greece 5.07 3.23 -1.84 3.23 -1.70
Interest rate differential between Greece and the euro area 0.78 1.22 0.44 1.20 0.66
A.3. Housing loans
Weighted average interest rate in the euro area 5.09 2.71 -2.38 2.67 -2.42
Maximum interest rate 6.59 5.09 -1.50 5.01 -1.58
Minimum interest rate 3.81 1.90 -1.91 1.87 -1.94
Interest rate in Greece 4.92 3.05 -1.87 3.08 -1.84
Interest rate differential between Greece and the euro area -0.17 0.34 0.51 0.41 0.58
AA4. Consumer loans
Weighted average interest rate in the euro area 8.16 6.83 -1.33 6.72 -1.44
Maximum interest rate 13.02 11.05 -1.97 10.63 -2.39
Minimum interest rate 4.76 3.04 -1.72 3.03 -1.73
Interest rate in Greece 8.76 8.69 -0.07 8.65 -0.11
Interest rate differential between Greece and the euro area 0.60 1.86 1.26 1.93 1.33
B. Loans with an initial rate fixation of over one and up to 5 years!
B.1. Housing loans
Weighted average interest rate in the euro area 5.06 3.94 -1.12 3.83 -1.23
Maximum interest rate 7.30 6.67 -0.63 6.39 -0.91
Minimum interest rate 3.96 0.00 -3.96 2.64 -1.32
Interest rate in Greece 5.53 4.60 -0.93 4.67 -0.86
Interest rate differential between Greece and the euro area 0.47 0.66 0.19 0.84 0.37
B.1. Consumer loans
Weighted average interest rate in the euro area 7.03 6.42 -0.61 6.25 -0.78
Maximum interest rate 12.62 14.53 1.91 14.34 1.72
Minimum interest rate 5.47 4.50 -0.97 3.66 -1.81
Interest rate in Greece 9.49 8.53 -0.96 9.00 -0.49
Interest rate differential between Greece and the euro area 2.46 2.11 -0.35 2.75 0.29

Sources: ECB and euro area national central banks.
1 Monthly average rates.
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Table 33 Interest rate spread in Greece and the euro area

(percentage points)

Average Average interest
interest rate on  rate on new deposits Interest rate

new loans in Greece' in Greece! Interest rate spread in Greece Interest rate
(percentages per (percentages per spread in with euro area spread in
annum) annum) Greece weighting the euro area

December 1998 16.21 8.12 8.09

December 1999 14.02 6.98 7.04

December 2000 9.68 4.00 5.68

December 2001 7.26 1.96 5.30

December 2002 6.29 1.67 4.62
December 2003 5.92 1.20 4.72 4.45 2.77
December 2004 5.94 1.22 4.72 4.18 2.53
December 2005 5.79 1.27 4.52 3.59 2.56
December 2006 6.38 1.87 4.51 3.63 2.89
December 2007 6.67 2.53 4.14 3.48 3.09
December 2008 6.72 3.27 345 3.27 2.63
December 2009 5.09 132 3.77 3.39 2.29
February 2010 5.06 1.44 3.69 3.37 2.26

Sources: Bank of Greece and ECB.

1 The average interest rate depends on the level of interest rates of individual categories of deposits/loans as well as on the weight of each type
of deposit/loan in the corresponding total. Therefore, changes in the average interest rate reflect changes in the actual interest rates and/or
changes in the weights of the instrument categories concerned. In order to smooth out the impact of abrupt changes in weights, the calculation
of the average interest rate is based on the average of the weights over the past twelve months.

Table 34 Greek government paper issues

2008 2009

Type Million euro Percentage of total Million euro Percentage of total

Treasury bills 1,874 4.3 16,877 21.5

Bonds! 41,515 95.7 100.0 61,483 78.5 100.0
3-year 9,890 23.8 14,612 23.8
4-year - - 5,808 9.4
S-year 5,822 14.0 17,889 29.1
8-year™ 5,600 13.5 - -
10-year 8,439 20.3 16,235 26.4
15-year 3,457 8.3 6,939 11.3
23-year 3,966 9.6 - -
30-year 3,741 9.0 - -
50-year* 600 1.4 o -

Total 43,389 100.00 - 78,360 100.00 -

Source: Ministry of Finance.
1 Reopened issues have been classified on the basis of their initial (rather than residual) maturity.
* Issued through private placement.
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Table 35 Stock market aggregates

Share price Average

indices’ daily

(1980=100) value of

transac-

tions

Compo- (million

Year site Banks euro)
2003 2,263.6  4,246.9 141.1
2004 2,786.2  6,129.0 140.8
2005 3,663.9  7,904.2 209.3
2006 43941  6,194.5 3433
2007 5,178.8  7,296.4 480.0
2008 1,786.5  1,899.4 316.4
2009 2,196.2  2,661.7 204.7

Market

capitalisation'
(million euro)

Shares
84,547
92,140
123,033
157,928
195,502
68,176

83,447

Loans? Total
135,219 219,766
157,905 250,045
178,925 301,958
191,549 349,477
194,659 390,161
201,859 270,035
196,444 279,891

Market
capitalisation
(percentage of GDP)
Listed
compa-
Shares Loans Total nies
49 78 128 317
50 85 135 397
63 92 155 2,906
75 91 166 3,396
86 86 172 9,988
29 84 113 623
35 83 118 4,253

Sources: Athens Exchange, Bank of Greece and (for GDP) Ministry of Economy and Finance.

1 At year-end.

New
compa-
nies

61

79

61

86

146

9

2

2 Comprising Treasury bills and bonds issued by the Greek government, bonds issued by banks and non-financial corporations.
3 Through capital increase and issuance of new shares.

Table 36 Value and breakdown of stock market transactions

(million euro)

Shares
Large capitalisation
Medium and small capitalisation

Low dispersion, low marketability and
special financial features

Under surveillance

Sale of existing shares
Exchange-traded mutual funds
Loans!

Total

Source: Athens Exchange.

Funds raised through
the Athens Exchange®
(million euro)

Total
378
476

2,967

3,482

10,134
632

4,255

2007 2008 2009
Value Value Value

of trans-  Percentage of trans-  Percentage of trans-  Percentage
actions  breakdown actions  breakdown actions  breakdown
121,266.6 100.0 78,145.8 100.0 50,847.8 100.0
111,143.9 91.6 75,587.8 96.7 48,797.8 95.9
9,081.3 7.5 1,814.9 2.3 1,548.8 3.0
839.4 0.7 588.1 0.8 332.1 0.7
171.9 0.1 93.8 0.1 97.9 0.2
30.1 0.0 0.0 0.0 0.0 0.0
- - 61.2 0.1 71.2 0.1
13.4 0.0 28.6 0.0 19.0 0.0
121,280.0 100.0 78,174.4 100.0 50,866.8 100.0

1 Comprising Treasury bills and bonds issued by the Greek government, bonds issued by banks and non-financial corporations.
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Table 37 Total number and value of mutual funds’ assets'

Value of mutual funds’ assets

Year Number In million euro % of GDP
1990 7 419.7 1.1
1991 18 493.0 1.0
1992 39 645.6 12
1993 67 2,544.4 4.1
1994 94 3,944.2 5.6
1995 115 7,201.8 9.1
1996 148 11,366.1 13.0
1997 162 21,496.7 222
1998 181 26,626.6 253
1999 212 35,204.7 31.4
2000 269 30,978.7 22.7
2001 272 26,826.1 18.3
2002 263 25,429.2 16.2
2003 265 30,384.0 17.6
2004 262 31,6285 17.0
2005 258 27,089.9 13.9
2006 269 22,971 10.9
2007 260 20,701 9.1
2008 269 8,385 35
2009 236 8,070 3.4

Source: Bank of Greece
1 End of period.
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Table 38 Financial results of Greek commercial banks and banking groups

(amounts in million euro)

Banks Banking groups
Change Change
2008 2009 (%) 2008 2009 (%)
Operating income 9,828 10,691 8.8 15,286 15,758 32
Net interest income 8,169 7,998 -2.1 11,393 11,589 1.7
— Interest income 24,289 19,239 -20.8 28,907 24,182 -16.3
— Interest expenses 16,120 11,242 -30.3 17,514 12,593 -28.1
Net non-interest income 1,659 2,693 62.3 3,893 4,189 7.6
— Net fee income 1,456 1,318 -9.5 2,600 2,168 -16.6
— Income from financial operations -284 989 - 478 1,423 197.4
— Other income 487 386 -20.7 814 597 -26.7
Operating costs 5,895 6,140 42 8,569 8,661 1.1
Staff costs 3,433 3,597 4.8 4,769 4,890 2.5
Administrative costs 1,996 2,037 2.0 2,954 2,875 2.7
Depreciation 358 390 8.8 641 704 9.8
Other costs 108 117 8.0 205 193 -5.9
Net income (operating income less costs) 3,932 4,551 15.7 6,717 7,117 5.9
Provisions for credit risk (impairment charges) 2,886 4,485 55.4 3,383 5,777 70.8
Pre-tax profits 1,047 66 -93.7 3,340 1,349 -59.6
Taxes 384 420 9.2 787 673 -14.5
After tax profits 662 -354 - 2,554 677 -73.5

Source: Bank of Greece and financial statements of Greek commercial banks and banking groups.
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Table 39 Key vulnerability and shock-absorption capacity and resilience indicators of Greek
commercial banks and banking groups

(percentages)
Banks Banking groups
December 2008  December 2009  December 2008  December 2009
Asset quality!
Non-performing loans (NPLs) - total 5.0 7.7
— Housing loans 53 7.4
— Consumer loans 8.2 13.4
— Business loans 4.3 6.7
Accumulated provisions over NPLs 48.9 41.5
Ratio of net NPLs to regulatory own funds 26.1 38.2
Liquidity
Loan-to-deposit ratio 108.4 106.6 114.0 113.7
Liquid asset ratio 19.0 24.2
Asset/liability maturity mismatch ratio -7.1 -4.2
Capital adequacy
Capital adequacy ratio 10.7 13.2 9.4 11.8
Tier I ratio 8.7 12.0 79 10.7
2008 2009 2008 2009
Profitability?
Net interest margin 2.2 1.9 2.9 2.6
Cost-to-income ratio 60.0 57.4 56.1 54.9
Return on assets - ROA (after tax) 0.2 -0.1 0.7 0.2
Return on equity - ROE (after tax) 32 -1.5 9.9 2.4

Source: Bank of Greece and financial statements of commercial banks and banking groups.
1 NPL data on international activities are not comparable and therefore the NPL ratio on a consolidated basis is not reported.
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Table 40 Greenhouse' gas emissions and Kyoto Protocol targets

Austria
Belgium
Denmark
Finland
France
Germany
Greece
Ireland

Italy
Luxembourg
Netherlands
Portugal
Spain
Sweden
United Kingdom
EU-15

1990

Kyoto

Protocol
(base year)?

2007

in million tons of CO, equivalent

79.2
143.2
69.1
70.9
562.6
1,215.2
105.6
55.4
516.3
13.1
212.0
593
288.1
71.9
771.1
4,232.9

79.0
145.7
69.3
71.0
563.9
1,232.4
107.0
55.6
516.9
132
213.0
60.1
289.8
72.2
776.3
4,265.5

88.0
131.3
66.6
78.3
5311
956.1
131.9
69.2
552.8
12.9
207.5
81.8
442.3
65.4
636.7
4,052.0

Change
2006-2007

-3.9
-3.9
-6.2
-2.0
-2.0
-2.4

2.9
-0.7
-1.8
-2.9
-0.5
-3.4

2.1
2.2
-1.7
-1.6

Change
1990-2007

Change of
base year
2007

percentage changes

11.3
-8.3
-3.5
10.6
-5.6
-21.3
24.9

7.1
1.6
2.1
38.1
53.5
9.1
174
43

11.3
-9.9
-3.9
10.3
-5.8
-22.4
232
24.5
6.9
-1.9
-2.6
36.1
52.6
-9.3
-18.0
-5.0

Kyoto
targets
2008-2012

-13.0
-1.5
-21.0
0.0
0.0
-21.0
25.0
13.0
-6.5
-28.0
-6.0
27.0
15.0
4.0
-12.5
-8.0

Source: European Environment Agency, “Annual European Community greenhouse gas inventory 1990-2007 and inventory report 2009”, EEA

Technical Report No 4/2009.

1 Total emissions excluding the “land use, land-use change and forestry” sector.

2 For gases CO,, CH, and N,0, all member countries chose 1990 as base year. For gases HFC, PFC and SF, 12 member countries chose 1995
as base year, while Austria, France and Italy chose 1990.
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Chart |

Economic activity indicators

Chart 2 Consumer demand indicators

A. The coincident indicator of economic activity
compiled by the Bank of Greece
(January 2004 - January 2010)

coincident indicator!
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B. The coincident indicator of economic activity
compiled by the Bank of Greece and the
European Commission’s economic sentiment
indicator for Greece
(January 2004 - March 2010)

—— coincident indicator (left-hand scale)’
—— economic sentiment indicator (right-hand scale)’
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Sources: Bank of Greece (coincident indicator, as well as GDP

for2010), NSSG (GDP2004-2009) and European Commission
(economic sentimentindicator).

1 Annualised monthly percentage changes.
2 Annual rate of change.
3 Monthly data.

A. Retail trade volume and business expectations'
(January 2005 - March 2010)

—— retail sales volume - total (2005=100)
------- business expectations in retail trade
(1996-2006=100)
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Sources: NSSG (retail trade and cars) and IOBE (expectations).
The business expectations index is based on firms' estimates of
sales and stocks as well as on their forecasts on business activity
over the next three months.

1Year-on-year percentage changes.
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Chart 3 Output and business expectations in
manufacturing

(January 2005 - March 2010)
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Sources: NSSG (output) and IOBE (expectations). The index of
business expectations is based on business firms' estimates of total
demand and stocks, and on output forecasts for the next 3-4 months.
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Chart 4 House price-to-rent ratio
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Source: Bank of Greece, based on data collected by credit
institutions.

Chart 5 Employment
(1999-2009)

(percentage changes over corresponding quarter of previous
year)
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Source: NSSG, Labour Force Surveys. New revised data for 1998-
2003, published in January 2005. No changes are shown for 2004,
as data are not fully comparable due to a change in the survey
sample.
* Other employed persons = self- employed with staff (employers)
+ self-employed without staff + assistants in family businesses.



Chart 6 Total unemployment rate

(1999-2009)

(percentage of labour force)
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Source: NSSG, Labour Force Surveys.

Chart 7 Employment expectations'

(September 2006 - March 2010)
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Source: IOBE, Business Surveys.

1 Firms were asked to assess the prospect of an increase in the
number of their employees over the coming period.

2 Excluding banks and retail trade.

Chart 8 Harmonised index of consumer prices
in Greece, the euro area and the European

Union
(January 2008 - March 2010)

(year-on-year percentage changes)
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Chart 9 Core inflation in Greece and the euro
area on the basis of the HICP excluding energy

and unprocessed food
(January 2008 - March 2010)
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Chart 10 Annualinflation differentials
between Greece and the euro area

(2003 - March 2010)

Chart 12 Bank interest rates on new deposits
by households in Greece and the euro area
(January 2003 - February 2010)

(selected price indicators, differentials in percentage points)
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Source: Calculations based on Eurostat and ECB data.

Chart Il Government debt scenarios

(percentages of GDP)
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Source: Bank of Greece staff projections.

Scenario 1: based on the assumptions of the Stability and
Growth Programme (2010-2013) and assuming a further
improvementin2014and2015.

Scenario2: assuming a primary balance improvement of 1% of
GDP.

Scenario3: assuming a primary balance worsening of 1% of
GDP.
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-------- with an agreed maturity of up to one year in Greece'

—— with an agreed maturity of up to one year in the euro
area’

—— overnight in Greece®?
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1 Monthly average rate.

2 Represented by the interest rate on savings deposits, which
make up the bulk of overnight deposits.

3 End-of-month rate.



Chart 13 Credit' to non-financial corporations
and households by domestic MFls

(January 2008 - February 2010)

(monthly net flow®)

B cnterprices, monthly net flow, million euro (left-hand scale)
households, monthly net flow, million euro (left-hand scale)

------- total private sector, annual percentage change (right-hand scale)
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Source: Bank of Greece.

1 Comprising the outstanding amounts of MFI loans to non-
financial corporations and households, securitised loans and
securitised corporate bonds. The rates of change are adjusted for
exchange rate variations and write-offs carried out by banks
during the reference period.

2 The net flow of credit includes the change in the outstanding
stock of credit (loans, corporate bonds, securitised loans and
securitised corporate bonds). It also includes the valuation
differences on loans denominated in foreign currency, as well as
write-offs effected by banks during the reference period.

Chart 14 Bank interest rates on new loans in
Greece

(January 2003 - February 2010)

(percentages per annum)
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Source: Bank of Greece.
1 Monthly average rate.
2 End-of-month rate.
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Chart 15 Bank interest rates on new loans:
differential between Greece and the euro area

(January 2003 - February 2010)

(percentage points)
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fixation of up to one year
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Chart 18 Average daily value of transactions in
the Electronic Secondary Securities Market

Sources: Bank of Greece and ECB.
(HDAT)
(January 2008 - March 2010)
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ANNUAL ACCOUNTS
OF THE BANK OF GREECE
FOR THE YEAR 2009
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BALANCE SHEET AS AT 31 DECEMBER 2009

EIGHTY SECOND YEAR

(in euro)

ASSETS 31.12.2009 31.12.2008
1. Gold and gold receivables 3,633,315,395 2,924,754,323
2. Claims on non-euro area residents denominated in foreign currency 1,108,075,094 301,602,543

2.1 Receivables from the International Monetary Fund (IMF) 947,530,824 138,800,294
2.2 Balances with banks and security investments, external loans and
other external assets 160,544,270 162,802,249
3. Claims on euro area residents denominated in foreign currency 281,553,987 2,473,540,378
3.1 General government 270,390,666 265,422,923
3.2 Other claims 11,163,321 2,208,117,455
4. Claims on non-euro area residents denominated in euro 177,285 830,949,273
4.1 Balances with banks, security investments and loans 177,285 830,949,273
4.2 Claims arising from the credit facility under ERM II 0 0
5. Lending to euro area credit institutions related to monetary
policy operations denominated in euro 49,655,100,000 38,354,900,000
5.1 Main refinancing operations 2,355,000,000 22,765,300,000
5.2 Longer-term refinancing operations 47,300,100,000 15,584,000,000
5.3 Marginal lending facility 0 5,600,000
6. Other claims on euro area credit institutions denominated in euro 72,760,162 76,778,839
7. Securities of euro area residents denominated in euro 20,668,018,576 14,529,148,987
7.1 Securities held for monetary policy purposes 674,147,384 0
7.2 Other securities of euro area residents denominated in euro 19,993,871,192 14,529,148,987
8. General government long term debt denominated in euro 7,294,205,864 7,777,980,635
9. Intra-Eurosystem claims 1,597,874,267 1,483,347,572
9.1 Participating interest in the ECB 435,391,713 390,454,407
9.2 Claims equivalent to the transfer of foreign reserves to the ECB 1,131,910,591 1,046,595,328
9.3 Claims related to the allocation of euro banknotes within the
Eurosystem (net) 0 0
9.4 Net claims related to transactions with the ESCB (TARGET2) 0 0
9.5 Other claims within the Eurosystem (net) 30,571,963 46,297,837
10. Items in course of settlement 2,369,833 623,195
11. Other assets 2,280,203,801 2,166,856,607
11.1 Coins 58,087,539 44,783,716
11.2 Tangible and intangible fixed assets 763,695,749 804,157,896
11.3 Other financial assets 29,260,593 29,013,836
11.4 Accruals and prepaid expenses 830,239,223 727,246,535
11.5 Sundry 598,920,697 561,654,624

TOTAL ASSETS 86,593,654,264 70,920,482,352

OFF-BALANCE-SHEET ITEMS 31.12.2009 31.12.2008
1, Greek government securities relating to the management of the "Common

capital of legal persons in public law and social security funds" according to
Law 2469/97 20,167,881,047 19,345,001,939
2, Greek government securities and other securities relating to the management
and custody of funds of public entities, social security funds and private agents 9,624,298,900 7,726,244,396
3, Assets eligible as collateral for Eurosystem monetary policy operations and
intra-day credit 77,190,735,706 51,763,228,376
4. Other off-balance-sheet items 282,506,757 3,232,802,709
TOTAL OFF-BALANCE-SHEET ITEMS 107,265,422,410 82,067,277,420

Notes:

1 Under Article 54A of the Bank's Statute, the financial statements of the Bank of Greece are drawn up in accordance with the accounting princi-
ples and rules established by the European Central Bank (ECB) and applying to all the members of the European System of Central Banks (ESCB).
2 The Bank’s key for subscription to the ECB’s capital fully paid up by the 16 national central banks of the Eurosystem is 2.81539%.

3 Claims/liabilities denominated in euro or foreign currency are broken down into claims on/liabilities to euro area residents and non-euro area
residents.
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(in euro)

LIABILITIES 31.12.2009 31.12.2008
1. Banknotes in circulation 20,886,044,900 18,291,344,500
2. Liabilities to euro area credit institutions related to monetary policy
operations denominated in euro 8,008,073,640 7,793,859,079
2.1 Current accounts (covering the minimum reserve system) 4,616,073,640 4,930,859,079
2.2 Deposit facility 3,392,000,000 2,863,000,000
3. Other liabilities to euro area credit institutions denominated in euro 0 0
4. Liabilities to other euro area residents denominated in euro 1,381,108,771 1,597,505,489
4.1 General government 1,333,377,502 1,520,711,578
4.2 Other liabilities 47,731,269 76,793,911
5. Liabilities to non-euro area residents denominated in euro 719,806,349 803,627,501
6. Liabilities to euro area residents denominated in foreign currency 73,079,424 103,335,707
7. Liabilities to non-euro area residents denominated in foreign currency 84,505,484 78,796,254
7.1 Deposits and other liabilities 84,505,484 78,796,254
7.2 Liabilities arising from the credit facility under ERM II 0 0
8, Counterpart of special drawing rights allocated by the IMF 851,675,401 114,395,563
9. Intra-Eurosystem liabilities 49,122,200,115 37,833,037,850
9.1 Liabilities related to promissory notes backing the issuance of

ECB debt certificates 0 0

9.2 Liabilities related to the allocation of euro banknotes within the
Eurosystem (net) 86,137,460 2,484,729,740
9.3 Net liabilities related to transactions with the ESCB (TARGET2) 49,036,062,655 35,348,308,110
9.4  Other liabilities within the Eurosystem (net) 0 0
10. Items in course of settlement 26,358,624 25,895,521
11. Other liabilities 764,807,737 728,834,622
11.1 Off-balance-sheet instruments revaluation differences 191,109 0
11.2 Accruals and income collected in advance 68,547,768 114,274,663
11.3 Sundry 696,068,860 614,559,959

12. Provisions 1,953,462,075 1,506,799,733

13. Revaluation accounts 1,917,223,958 1,249,112,781

14. Capital and reserves 805,307,786 793,937,752

14.1 Capital 111,243,362 111,243,362
14.2 Ordinary reserve 111,243,362 111,243,362
14.3 Extraordinary reserve 72,500,000 55,000,000
14.4 Special reserve from the revaluation of land and buildings 509,257,925 516,175,995
14.5 Other special reserves 1,063,137 275,033
TOTAL LIABILITIES 86,593,654,264 70,920,482,352

4 Account balances related to monetary policy operations are shown under distinct items.

5 Gold has been valued at the price provided by the ECB as at 31 December 2009 (€766.347 per fine oz., compared with €621.542 as at 31 Decem-
ber 2008).

6 Claims/liabilities denominated in foreign currency have been converted into euro using the euro foreign exchange reference rates of the ECB as at
31 December 2009.

7 Marketable debt securities are valued at the mid-market prices of 31 December 2009, with the exception of debt securities held to maturity which
are valued at amortised cost.

8 Fixed assets are valued at cost, with the exception of land and buildings which are valued at market prices determined by independent appraisers,
less depreciation.

9 From 2005 onwards, depreciation of buildings is calculated at a rate of 2.5%, over their expected life (40 years).

10 From 2009 onwards, banknote production costs are treated as expenses of the financial year in which banknotes are produced.

11 In 2009 €45 million were released from the provision against counterparty risks related to the monetary policy operations of the Eurosystem, which
was initially created in 2008 and amounted to €149,5 million. The amount of €45 million was disclosed as income from the release of provisions.
12 From the net profit of financial year 2009, an amount of €17.5 million was transferred to the extraordinary reserve.

13 Certain items of the balance sheet and the profit and loss account for the year 2008 have been reclassified to ensure comparability with the respec-

tive items of the year 2009.
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PROFIT AND LOSS ACCOUNT FOR THE YEAR 2009

(in euro)
2009 2008
1. Net interest income 766,668,842 706,174,175
1.1 Interest income 1,432,540,058 1,656,126,765
1.2 Interest expense -665,871,216 -949,952,590
2. Net result of financial operations, write-downs and risk provisions 58,209,232 36,999,655
2.1 Realised gains arising from financial operations 58,209,232 36,999,655
2.2 Write-downs on financial assets and positions -5,170,554 -11,923,222
2.3 Transfer from provisions for foreign exchange rate and price risks 5,170,554 11,923,222
3. Net income from fees and commissions 174,816,632 144,003,938
3.1 Fees and commissions income 176,416,753 145,510,199
3.2 Fees and commissions expense -1,600,121 -1,506,261
4. Income from equity shares and participating interests 66,983,496 38,150,051
5. Net result of pooling of monetary income 53,376,709 -134,653,569
6. Other income 19,410,623 15,511,550
Total net income 1,139,465,534 806,185,800
7. Staff costs and pensions -333,133,279 -339,005,755
8. Administrative and other expenses -46,135,461 -45,474,314
9. Depreciation of tangible and intangible fixed assets -59,807,274 -27,811,854
10. Provisions -472,228,907 -168,809,636
Total expenses -911,304,921 -581,101,559
PROFIT FOR THE YEAR 228,160,613 225,084,241

Note: For financial year 2009, item 5 “Net result of pooling of monetary income” includes an amount of €44,966,265 regarding the partial release of
the provision against counterparty risks related to the monetary policy operations of the Eurosystem, amounting to €149,522,606 and first established
in 2008.

DISTRIBUTION OF NET PROFIT

(Article 71 of the Statute)

(in euro)
2009 2008
Dividend €0.67 per share on 19,864,886 shares 13,309,473 13,309,473
Ordinary reserve - 22,248,672
Extraordinary reserve 17,500,000 -
Additional dividend €1.73 per share on 19,864,886 shares* 34,366,253 34,366,253
Tax payment on dividends (Law 3296/2004, Article 6) 15,891,909 15,891,909
To the Government 147,092,978 139,267,934
228,160,613 225,084,241

*  The total dividend for financial year 2009 amounts to €2.40 per share. Dividends are subject to withholding tax of 10%, in accordance with Arti-

cle 18 of Law 3697/2008.

Athens, 23 March 2010

THE GOVERNOR THE DIRECTOR OF THE ACCOUNTS DEPARTMENT

GEORGE A. PROVOPOULOS CHRISTOS K. PAPAKONSTANTINOU
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INDEPENDENT AUDITOR'S REPORT

To the Shareholders of the BANK OF GREECE S.A.

Report on the Financial Statements

We have audited the accompanying financial statements of the BANK OF GREECE S.A. (‘the
Bank’), which comprise the Balance Sheet as at December 31, 2009, the Income Statement and the state-
ment of profit distribution for the year then ended.

Management’s Responsibility for the Financial Statements: Management is responsible for the
preparation and fair presentation of these financial statements in accordance with the accounting prin-
ciples prescribed by the European Central Bank (ECB) as adopted by the Bank in article 54A of its
Statute, and note 12 in the General Council Report as concerns the method used to provide for gen-
eral risks and the Accounting Standards prescribed by Greek legislation, as well as for such internal con-
trols as management determines are necessary to enable the preparation of financial statements that
are free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility: Our responsibility is to express an opinion on these financial statements
based on our audit. We conducted our audit in accordance with International Standards of Auditing. Those
standards require that we comply with ethical requirements and plan and perform the audit to obtain rea-
sonable assurance whether the financial statements are free from material misstatement. An audit involves
performing procedures to obtain audit evidence about the amounts and disclosures in the financial state-
ments. The procedures selected depend on the auditor’s judgment, including the assessment of the risks
of material misstatement of the financial statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal control relevant to the entity’s preparation and fair presenta-
tion of the financial statements in order to design audit procedures that are appropriate in the circumstances,
but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal control. An audit
also includes evaluating the appropriateness of accounting policies used and the reasonableness of account-
ing estimates made by management, as well as evaluating the overall presentation of the financial statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.

The balance sheet item “Provisions” includes provision for pensions, other liabilities to employee funds
amounting to €1,275 million (December 31, 2008: €1,081 million) for which we did not obtain audit evi-
dence and, consequently, we are unable to satisfy ourselves as to the reasonableness of such provision.

Opinion: In our opinion, except for the effects of the matter described in the paragraph above,
the financial statements present fairly, in all material respects, the financial position of the BANK OF
GREECE S.A. as of December 31, 2009, and of its financial performance for the year then ended in
accordance with the accounting principles prescribed by the European Central Bank as adopted by the
Bank in article 54A of its Statute and note 12 in the General Council Report as concerns the method
used to provide for general risks and the Accounting Standards prescribed by Greek legislation.

Report on Other Legal Requirements: We confirm that the information given in the General
Council Report is consistent with the accompanying financial statements.

Athens, 23 March 2010

The Certified Auditors - Accountants

Christos Glavanis Christodoulos Seferis Ernst & Young (Hellas) S.A.
(Registration no 10 371) (Registration no 23 431) Certified Auditors Accountants
11th klm National Road Athens Lamia (Registration no 107)
144 51 Metamorphosi Attiki Ell ERNST & YOUNG
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