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ABSTRACT

This paper investigates the structural and cyclical determinants of the current account balances
for European economies, focusing especially on the factors underlying recent fluctuations in the
Greek current account balance. Specifically, we investigate the long-run and short-run deter-
minants of EU countries’ current account balances, using panel data analysis. The long-run driv-
ers are identified as structural, while the short-run as cyclical. Subsequently, these estimates are
used to calculate the contribution of the cyclical and structural components to the changes in
Greece’s current account balance over the recent period. Our results indicate that the changes
in the Greek current account balance recorded in recent years are associated with improvements
in its structural component, while the short-term negative change of the current account balance
in 2024 is attributed to cyclical factors. These findings suggest that efforts to encourage invest-
ment in critical areas, inter alia through the Recovery and Resilience Facility, to improve the
investment environment and pursue structural reforms, are in the right direction.
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AIAPOPQTIKEL KAl KYKAIKEL LYNILTQLEL TOY
ILOZYTIOY TPEXOYLQON LYNAAAATQN: H NEPINTQLH
THL EAAAAOL

Xiova Mnalgouaoia
Tpanela tng EANGdog, AietBuven Owkovopikig Avdluong kar Meketav

Avaotdoiog Pifog
Tpdmega tng EANddog, AieGOuvon Owcovopikii¢ Avdluong kat Mehetwv

NEPIAHWH

H mapovoa perétn diepevvd natd téoov oL peToforEg 0T LOOLUYLO TOEXOVOMY CUVOAAAYWDV TG
EMGdog ogpelhovtar o€ maQodinéc rurMuég emdQdoels 1)/xoL o€ pévipovs dta@domtinois mod-
YOVTES TTOV £TNEEATOVY TO £EWTEQLUS LGOTUYLO TNG OLROVOUINS. Z€ TEUWTO OTALO, EXTLULMVTIOL OLKO-
voueTord vrodelypato Tomov panel, pe ta omoia evromiCovToL oL ONUAVTLIRGTEQOL TEOOdLOQL-
OTLO( TORAYOVTES TTOV TN EEALOVY TO LOOTUYLO TEEYOVOMY CUVOAALY®V TwV xwewV ™S EE, 1600
0¢ HaxEOoYEOVLI0 00iCovTa, 0TTATE OL OYETLXOL TROOALOQLOTIXO! TOQAYOVTES OELOAOYOVVTUL MOC
drapBpwtrol, 600 xaL g fEayvyedvio opiCovta, 0TV omTola TEQITTMON OL OYETLROL TAQAYO-
vteg aglohoyouvtal wg ®urArol. Ze deUteQo 0TddL0, OL CUVIEAEOTES OV €X0VV TEORVPEL 0TS
TS WG AV EXTIUNOELS KON OLUOTTOLOVVTOL TTQOXELUEVOU VO VITOMOYLOTEL 1] CUUPOAT| TG RUKALUTS
%ol TS dLEBEWTINIG CVVIOTMOOAS 0TS NETAPOLES TOV LOOLUYIOU TOEXOVOWY CUVOAAAY®V TG
EMGdog xatd v mpdopatn meQiodo. ZUUpmva UE T EWTELQLRA EVEUATA, 1] CUUBOAY Tng dto-
BomTI1G OVVLOTWONS OTLS HETAROAES TOV LOOTVYIOV TEEYOVOWDYV CUVAAAAY DV TAQAUUEVEL BETIXNY
™ dietio 2023-24, avtavarAdvtog T onuovtiry PeEATimon TS avIaymVIoTIXOTNTOS, TOU ETTEV-
dutnoU epLPdhhovtog ral Twv BepeAMmddV nueyebdv g eAANVIXNG owrovouiag, CUUTEQLAOLUL-
Bavougvng g avEnong tov exevdioemv o€ rploLwovg Touels péom tov Mnyavionot Avdrap-
YNNG v AVOERTIRGTNTOG. ZUVETWS, EVOEIRVUTOL VO OUVEYLOTEL 1) ETT{TEVEYN dNUOCLOVOULXEIV TTRM-
TOYEV®V TAEOVAOUATOV RO VA VAOTTOLN 00UV TeQaUTEQ® dLapBomTinég netapEuiuioels yio mv
EVIOYLON TG AVTOYWVIOTIXGTNTOS RO TOV EEAYWYLROU TQOOAVATOMOUOU TMV EAANVIRADV ETTL-
XELRNOEWV, ®aBMG auTol elvol TAQAYOVTIES TOV, OTTMG dLOPAIVETAL 0TS TLG EXTIUNOELS, ENNQE-
atovv Betnd to LooLUyLo Teeyovowv ovvarlaydv g EMAddog.
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MH TEXNIKH IYNOWH

Ané 10 2020 %o €merta, N €EEMEN TOV LGOLTVYIOV TEEXOVOWV CUVAALAYDV TMV OLKOVOULBV TNE
Evponaixis "Evwong (EE) yapaxtmelommne and €vioveg dlanvudvoelg, améooLa ULog OeLpdg
eEmyevmv doTapay@v. Xe ovto To eVueTdpinTo mepifdirov, n EMMAda, netd t onuovting dide-
Bwon Tov eALelpUaTOg TOV LOOTVYIOV TOEXOVOMY ouVaALaYdY TS TV tepiodo 2013-19, noté-
voape ex VEOU OLevEUVOT| Tov ®atd To €11 2020-22, ¢ ATOTELETUO TWV TEQLOPLOUMDY OTNV OLXO-
vouwrt] dpaotnELdtTnTa TV mteEiodo T Tavdnuiag xat g avédov Tmv TLndv ¢ evépyelas. To
2023 natoypdgnre 06pbwon oe -6,8% tov AEIL, amnd -10,7% tov AEII to 2022. Qotdoo, to 2024
T0 EMheLppa Tov LooLuyiov TEEXOVOMY CUVOALAYV dteveuvinxe xatd 0,4 g Tocootiaiog wovda-
dag (moo. pov.) rau drapopewnre ot -7,2% tov AEIL H eE€MEN avti amodidetal momtiotmg
ot d1eUQUVON TOU EMMETUIOTOS OTO EUTOQLXO LOOLTHYLO ayaBdv, aBds oL eEaywyEc ayabdv pet-
OOMrav, eV oL AvIioToLYES ELOAYMYES QUENONRAY, avTavorAdOVTAS a@evos TV emfodduvon
™S OKOVOULKIC OQOOTNOLOTNTOS TV KUQLOV EUTOQLRMV ETAIQWY TNG YDOAS RAUL OPETEQOV TNV
QUENON TV ELOAY YDV REQOAALOKDY OYOODV XAl TOV XAUNAS BaBUd VTOXOTACTOONS TOV ELOO-
youevwv ayabdv and eyxwoimg ToQaySueva.

H napovoa pehétn diepevvd xatd méoov o ueTaforés Tov LooLuyIiov TREXOVODY CUVOAAAY WV
¢ EALGdoc opelhovtal o mapodinéc nunhnéc emldQAoeLs 1/xat o€ NOVILOUS 0LapBpmTIrovg
TOQAYOVTES TTOV £TNEEALOVV TO EEWTEQLXG LOOLUYLO TS OLXOVOUIOS. Z€ TEWTO OTAJL0, EXTLUWVTOL
OLXOVOUETOLRA VITode(yuota Tomov panel, pe to omoia evtomiCovtal oL oNuavILRGTEQOL TEOO-
OLOQLOTLXROL TARAYOVTES TTOV EMNEEALOVV TO LOOLUYLO TEEXOVTWY CUVOAAYWY TV XwewV ™S EE,
TG00 0€ UAXQOYQEOVLO 0QICOVTQ, OTTOTE OL OYETHOL TEOTOLOQLOTLXROL TOLEAYOVTES aELoAOYOUVTAL
g drapBpmtirol, 600 xoL og foayvyedvio opilovta, oty omoia TeQimTmon oL oyeTrOol TaQd-
yovteg aElohoyotvior g xurAirol. e deUteo 0TddL0, OL OUVTELEOTEC TOU £X0VV TEORVYEL 0T
™V eXTIUN 0T TOV PEAXUXOOVIWV (RURMKRHV) TOQOYSVTWV Yo Tig Xwees ™S EE epapudfovral
ota dedouéva yia TV eAANVIRY ownovouia, TEOXELUEVOU VA VTTOAOYLOTEL 1) CUUPOAY TNG RURAL-
%S OVVLOTAOAS OTLS UETUPOAES TOV LooLuyiov TeeoVodV cuvarlhaydv g EAAdog natd v
TEoopaty teetodo (2023-24). To vwoleltouevo HEQOS TMV UETAPOADYV, TOV TQOXUVTTEL UETA TNV
aaipeon TS OVUPOAMIS TNG RURAMRIS OUVLOTWOOS Atd T UETABOAY TOV LOOLVYIOV TREXOVOMY
ouvarlay@v, amodidetal oe dLapBowTIrOUE TOEAYOVTES. ZUVET®MS, 1) ueBodoloyio aut emitoémel
TNV TOOOTIXOITONON TS KURAXIS KAl TS OLaQBQMTIXNG OUVILOTWONS TS HETABOMIS Tov LooLvu-
viov T1eEX0VOMY OUVOAAAYWV YLaL THY EAANVLRY] OLrovouia.

To gpmelpnd amoteAEopata XaTadeLXVUIoUV 6Tt 1 StarBuavoy Tov Looluylov TREYOVOWY OUVaA-
Aayadv tg EALGdog natd ta €ty 2023-24 ogelhetal oe onuavikd fadud oe ®urhrovg TtaQdyo-
vieg. ELdnoTeQa, OL EXTLUOELS TMV OLXOVOUETQLRAOV VITOdELYUdTOV YLa Tig x0ees ¢ EE ava-
deVUOUY WS OTATLOTIXG ONUOVTIXOUS OLaEBQMTIXROVS TEOGALOQLOTIXROVS TAQGYOVTIES TOV LOO-
Cuylov t1pex0vo®Y ouvolMaydv, petaEl dAlwy, T €0 TV ®oBaQdV aTaLToE®Y €VAVTL TOV
eEwTteQOU, TO TYPOg TOU dNUOCLOVOULROU TAEOVAOUATOS/EMAEIUIOTOC, TO OYETHO ENiTEDO EL0O-
MUoTtog ®aL Tov QUOUG HETOPOAS TG LAKRQOYEOVLOS TAONS TNG TAQAYWYLRGTNTAS, TOV fabud
eEmOTEEPELAS TG EUTOOLNC OAOTNELGTNTOS ROl TNV TTOLGTHTA TOV QUOULOTIXOT TAawoiov. Emi-
TEOOOETMC, WG OTATLOTIXA ONUAVILROL BOAYUXQOVIOL TEOGOLOQLOTIXO! TAEAYOVTES OVAOEL-
wviovral, UeTaEU AAAWYV, 0L HURAMKRES CUVIOTOOES TOU VYPOUS TNS YOTUATOTLOTOTLRYG ETEXTAONS
%O TOV povadiaiov ®60tovg eQyaoiog.

ATtS TNV £QOOUOYT| TWV EXTILDUEVWY CUVTEAEOTOV Yia Tis XwWeeS ™S EE og dedouéva yia thv
eMnvini) owovopia dramiotdvetot 6t 1 ®otd 0,4 Too. pov. dteieuvon Tov EMAEIUUOTOS TOV LOO-
Cuyilov tpeyovowv ouvarlaydv oty EAMGda yia 1o €1og 2024 amodidetal tomtiotmg 08 ®urhi-
%©0U¢ mapdyovtes. Avtol ouvéRalav aQvntird, xotd 2,5 oo. Hov., oty neTaforj Tov Lootuvyiov
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TOEXOVOMDV OUVAALAY DV, avTovarkodvtag mBavadg Ty emPodduvon e eEmtepiriic titnong xat
™V A¥ENOT TV ELoaywyYdV. AviiBeta, 1 ouuPoii] TV dLoEBPMTIRDY TOEAYSVIMV 0T HeETABOM]
ToV LooCuylov TeeXoVodY cuvallaydv to 2024 tav Betirn rol extipdral og 2,1 moo. wov., dev
NTAV WOTO00 ETAQRIS YLO VO AVILOTABUIOEL TV 0QVNTLXY] ETTIOQCON TG HURARIS CUVIOTDOOGC.

Svvolxd, to LoolvyLo teeyovowv ouvallay®dv e EAMAdog to 2024 duapopewdnre ot -7,2%
tov AEII, éMeppa 1o omoio extipdtol 6tL ogelhetal rvpimg o dLapBomTirnd X0 QoxTNOLOTIRG
™G owrovouiag. Qotdoo, 1 cuufolt] g dLaEBP®TIXE CUVLOTMONS 0TS LETAPOAES TOV LoOLVYioU
TOEYOVOWV CUVAALAYDV Tapauével Betirn ta televtaio dU0 €11, AVToVarAMDOVTOS TN ONUOVTLRY
Beltimon g avToywvIoTIRGTNTAS, TOU ETEVOUTLROU TEQLRAALOVTOC ®al TV BeneMwOWV neye-
BV ™ eAMnving owrovopiags. AEtoonueimtn itav n avEnon twv exevdioemwv ta tehevtaia £,
oL Omoteg, we T ovvdgout Tov Myyavionot Avarauyng xor AvBextindtnrog, ratevfivinuay
€ ®QIOLUOUC TOUELS, OTTMS OL VTTOOOUES, 1] EVEQYELO RO TA YN @Lard dixtva, ovufdiloviag 1600
oV dueon aiENON TS owovouLxng dpaoTnELOTNTOS RaL T BeATimon Tov Looluyiov TREXOVOMY
ouvalloydv 600 rat ot BEATIOOTN TOV HECOTEODECUMVY TEOOTTLRDV AVATTUENC.

H perémn rataljyer oto ovumépaopna otL evAeirvuTaL va GUVEXLOTEL 1) emtitevEn dnpoctovout-
OV TQWTOYEVMV TAEOVACUATMOV RO VO VAOTONO0UV Tteattém dLapBomTirég petageubuioeig
YLOL TNV EVIOKVON TS OAVTAYOVLOTLRGTITOS KOl TOV EEAYWMYLROU TQOCAVATOMOUOU TOV EAAVIRDY
€MLY ELONOEMV, RAODS avTol Elvol TAQAYOVTES TOV, OTTWS JLOPAIVETOL ATTO TS EXTLUNOELS, ETTN)-
pedfovv Betind T0 LooLvyLo TEEYOVOWY cuvarlaywv thg EALGdoc. Emumpoobétmg, 1 feltimon
NG TOQAYWYRATNTAS KoL TOV ENEVOVOEMY 08 ®EPAIOLAXE ayaOd ®aL M uelwon thg eEGpTNong
artd LG ELOAYWYES, LECW TNG OTAILOKNG VTTORATAOTAUONS TOV ELOAYOUEVMVY 0YOBMV UE EYYMOLMG
TOQOYOUEVA, avauévetal 6t Ba ouvéBalhav oty uelmon g evonodnoiog Tov Lwolvyiov Toe-
XOUOWV CUVOMMOYDV O€ BOOYUXQOVLIES (RURMAES) OLORVUAVOELS.
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I INTRODUCTION

Over the past several years, the evolution of the
current account balances (CAB) in the Euro-
pean Union (EU) economies has been marked
by strong fluctuations, stemming from a series
of exogenous shocks. Specifically, the adverse
effects of the COVID-19 pandemic and the sub-
sequent stringent restrictions imposed on eco-
nomic activity, the disruptions in supply chains
and the soaring energy prices, which fuelled
strong broad-based inflationary pressures,
adversely affected the external balances of EU
countries. As depicted in Chart 1, several Euro-
pean economies recorded a deterioration in
their current account balance during 2021-22,
which is mainly attributed to the sharp rise in
energy costs and import prices. However, from
2023 onwards, many economies are showing
signs of a gradual normalisation of their exter-
nal balances, primarily reflecting the gradual
easing of inflationary pressures and more specif-
ically the de-escalation of energy and import
prices and the restoration of supply chains.

Greece recorded a significant decline of its cur-
rent account deficit during 2008-19, under-
pinned by the sharp correction of the large
macroeconomic imbalances that had built up in
the run-up to the economic crisis of 2008 (see,
e.g., Backinezos et al. 2020), as well as the
return to a regime of fiscal discipline, with the
achievement of primary surpluses. According
to data from the Bank of Greece, the current
account deficit recorded a remarkable reduc-
tion, from -15.3% of GDP in 2008 to -2.1% of
GDP in 2019. However, it subsequently
widened again in the period 2020-22, due to the
negative consequences of the restrictions
imposed on economic activity during the pan-
demic and the elevated energy prices from the
end of 2021 onwards, reaching -10.7% of GDP

Chart | Current account balance of selected EU

countries
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Sources: World Bank and Bank of Greece.

in 2022. In 2023, another significant correction
of the CAB was recorded, bringing it down to
-6.8% of GDP. However, in 2024 the current
account deficit widened again slightly by 0.4
percentage points, i.e. to -7.2% of GDP.!

These recent developments are mainly attrib-
uted to the further widening of the deficit in the
trade balance of goods. As depicted in Charts
2 and 3, exports of goods remained lower than

* The views expressed in this article are of the authors and do not
necessarily reflect those of the Bank of Greece. The authors are
responsible for any errors or omissions.

1 See Bragoudakis (2024) for an analysis of the evolution of the CAB
in Greece during the pandemic and the recent energy crisis.
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Chart 2 Trade balance of Greece
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Source: Eurostat.

the corresponding imports, maintaining the
negative trade balance of goods, despite a pos-
itive trend in the current account balance in
recent years. This reflects, on the one hand, the
slowdown in the economic activity of the coun-
try’s main trading partners and, on the other
hand, the increase in imports of capital goods
to support domestic investment, as well as the
low degree of substitution of imported con-
sumption goods by domestically-produced
goods. On the contrary, exports of services
remained higher than imports of services,
mainly reflecting the strong tourism perform-
ance recorded in the recent years. However,
they were not sufficient to mitigate the negative
trade balance of goods.

The recent fluctuations in the Greek current
account balance bring to the forefront the
question of whether they are attributed to tran-
sitory cyclical effects or reflect permanent
structural factors that drive the external bal-
ance of the economy. Identifying whether
structural or cyclical factors have driven the
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recent changes in the current account balance
is essential in order to gauge its future tra-
jectory and evaluate the effectiveness of alter-
native policies that could potentially contri-
bute to the gradual narrowing of the current
account deficit.

Against this background, the objective of this
paper is, first, to investigate the structural and
cyclical determinants of the current account
balances for the European economies and, sub-
sequently, to identify the structural or cyclical
components of the recent changes in the Greek
current account balance. To do so, we adopt
the empirical methodology proposed by Che-
ung et al. (2010, 2013) and Chinn and Prasad
(2003), in which the changes in the current
account balance are decomposed into their
cyclical and structural components.

The contribution of our paper is twofold. First,
we investigate the long- and short-run deter-
minants of current account balances using
panel data analysis for the EU countries. The
long-run drivers of the CAB, including, inter
alia, institutional and competitiveness factors,
are identified as structural, while the short-run
determinants are viewed as cyclical. Our
approach allows the estimation of the param-
eters that reflect the magnitude and direction
of the impact of each individual determinant
on the current account for the EU economies
in our sample. Second, we focus on the case of
Greece. The coefficients obtained from the
estimation of the short-term (cyclical) factors
for EU countries are applied to the data for the
Greek economy, in order to calculate the con-
tribution of the cyclical component to the
changes in Greece’s current account over the
recent period. The residual obtained after sub-
tracting the contribution of the cyclical com-
ponent from the total change in the current
account is attributed to structural factors.
Therefore, the second stage of our empirical
methodology allows for the quantification of
the cyclical and structural components of the
change in the current account balance for the
Greek economy.



Chart 3 Components of the Greek current account
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Our findings can be summarised as follows:
First, the estimation results from the panel
regressions for EU countries highlight as sta-
tistically significant a number of structural
determinants of the current account balance,
inter alia, the position of net foreign assets, the
fiscal balance over GDP, relative income and
the rate of long-term economic growth, the
degree of trade openness and the quality of
the regulatory framework. In addition, the
cyclical components of private credit to GDP
and unit labour costs are identified as statis-
tically significant short-term determinants of
EU current accounts. In a second step, by
applying the cyclical coefficients estimated for
the EU countries to Greek data, we show that
the fluctuation of Greece’s current account
deficit over the years 2023-24 is due, to a sig-
nificant extent, to cyclical factors. On the
contrary, the contribution of the structural
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component to changes in the Greek current
account balance has remained positive over
the last two years of the sample, arguably
reflecting the significant improvements in
competitiveness, the investment environment
and the fundamentals of the Greek economy
achieved in recent years.

The rest of the paper is organised as follows:
Section 2 provides a brief literature review.
Section 3 discusses our data sample and pres-
ents our empirical strategy, while Section 4
introduces our main findings. Finally, Section
5 concludes.

2 LITERATURE REVIEW

The determinants of current account balances
have been extensively examined in interna-
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tional macroeconomics, particularly in the con-
text of research on global imbalances, external
sustainability and macroeconomic adjustment
within monetary unions. The literature distin-
guishes between cyclical determinants, associ-
ated with temporary fluctuations in economic
activity and financial conditions, and structural
determinants, which influence saving, invest-
ment and competitiveness, and, through these,
the CAB over the medium to long term. In this
vein, emphasis has been placed on the role of
structural reforms and improvements in the
investment environment in fostering sustain-
able current account adjustment.

Early empirical contributions include Debelle
and Faruqee (1996), who analyse current
account balances using cross-sectional and
panel-data techniques for industrial and devel-
oping economies. Their findings suggest that
demographic factors, fiscal balances, stages of
development and terms-of-trade movements
significantly affect external balances. This
paper was among the first to distinguish
between short- and long-run determinants of
the CAB. Chinn and Prasad (2003) later inves-
tigated medium-term determinants of current
account balances across industrial and devel-
oping countries, using panel regressions. They
show that government budget balances, net
foreign asset positions, demographic variables
and relative income levels are key determi-
nants of external positions. Their results
support the “twin deficits” hypothesis for
advanced economies and underline the impor-
tance of institutional and financial deve-
lopment in shaping saving-investment bal-
ances. Importantly, their benchmark reduced-
form framework was widely adopted in the
literature.

Building on their approach, Cheung et al.
(2010, 2013) explicitly distinguish between
cyclical and structural factors behind current
account balances. Using a panel of 94 countries
spanning the period from 1973 to 2008, they
demonstrate that output gaps, commodity price
fluctuations and temporary demand shocks
explain short-run movements in current
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accounts, whereas structural characteristics
exert more persistent effects. In particular,
labour market flexibility, product market reg-
ulation and institutional quality are found to
influence competitiveness, productivity and
resource allocation between tradable and non-
tradable sectors. Their findings notably suggest
that better financial regulation as well as struc-
tural reforms aimed at strengthening the busi-
ness climate can improve current account bal-
ances over the medium term, by bolstering
export performance and enhancing productive
efficiency.

Beyond the aforementioned seminal papers,
several studies in this strand of the literature
focus on the role of structural policies and
institutional reforms. Kennedy and Slek (2005)
examine how such structural reforms in labour
markets, product markets and financial mar-
kets affect current accounts and find that,
while many do have a significant impact on cur-
rent account developments, the size of their
contribution is quite limited. Ju and Wei
(2007) show that labour market rigidities influ-
ence the speed and persistence of current
account adjustment. Chinn and Ito (2007)
update and extend the research by Chinn and
Prasad (2003) by additionally incorporating the
effects of the legal environment and the level
of institutional development and exploring
their interplay with fiscal balances and finan-
cial development as regards their impact on the
current account. Kerdrain et al. (2010) exam-
ine how labour market reforms, financial lib-
eralisation and product market deregulation
affect saving and investment dynamics and find
that structural reforms influence current
accounts both directly and indirectly through
productivity growth and investment responses.
Gruber and Kamin (2007) additionally explore
the impact of financial crises on current
accounts.

The literature on Greek current account
imbalances also emphasises the interaction
between structural weaknesses, macroeco-
nomic policy distortions and cyclical develop-
ments, particularly in the period preceding the



sovereign debt crisis.> A broad consensus has
emerged that the substantial widening of the
Greek current account deficit after euro area
accession reflected not only strong domestic
demand and credit expansion, but also per-
sistent competitiveness losses and structural
weaknesses in the productive base of the econ-
omy. Brissimis et al. (2010) identify declining
external competitiveness, financial liberalisa-
tion and increased capital inflows following
participation in the Economic and Monetary
Union (EMU) as central determinants of the
deterioration in Greece’s external position.
Their analysis, based on co-integration tech-
niques, suggests that the Greek current
account deficit became increasingly unsus-
tainable due to weak export performance and
excessive reliance on non-tradable sectors.
Similarly, the Bank of Greece repeatedly
stressed in its publications that low export
diversification, rigid product and labour mar-
kets, limited technological intensity and
chronic investment inefficiencies constrained
the adjustment capacity of the Greek economy
(Athanasoglou et al. 2010; Bank of Greece
2020a). Arghyrou and Chortareas (2008) fur-
ther argued that EMU participation reduced
borrowing costs and relaxed external financing
constraints, thereby facilitating persistent
external deficits without corresponding pro-
ductivity gains. In addition, Gibson et al.
(2012) emphasised the role of fiscal imbal-
ances and institutional weaknesses in ampli-
fying external vulnerabilities during the pre-
crisis period. More recent studies underline
that the subsequent correction of the Greek
current account deficit after 2010 resulted
partly from cyclical compression in domestic
demand during the recession, but also from
structural reforms that improved labour cost
competitiveness and export performance
(Backinezos et al. 2020; Bank of Greece 2020b;
IMF 2019). The literature generally concludes
that durable external adjustment in Greece
depends on sustained productivity growth,
stronger tradable sectors, improvements in the
investment environment and higher-quality
institutions rather than solely on demand-side
contraction.

In sum, the literature suggests that current
account balances are shaped by the interaction
between cyclical conditions and structural char-
acteristics. While temporary fluctuations in
output and financial conditions explain short-
run developments, medium- and long-run out-
comes depend critically on productivity, com-
petitiveness, institutional quality and the
investment environment. Academic research
and institutional analyses converge on the con-
clusion that structural reforms enhancing pro-
ductivity, export capacity and business condi-
tions are essential for sustainable external
adjustment, particularly in euro area
economies where nominal exchange rate
adjustment is limited.

3 DATA AND EMPIRICAL METHODOLOGY
3.1 DATA DESCRIPTION

Our sample covers the EU27 member coun-
tries for the period 1970-2024. The panel
dataset is unbalanced; thus, there are differ-
ences in the length of the series for some vari-
ables by country, due to missing data (espe-
cially during the 1970s). Also, for the institu-
tional variables the dataset starts from the
1990s, so the sample is reduced accordingly.
The sources of our data include the World
Bank, the European Commission, the Energy
Institute Statistical Review of World Energy,
the BIS and the 2024 update of the external
wealth of nations database by Lane and Milesi-
Ferretti (2018).

As our dependent variable, we use the current
account balance over GDP drawn from the
World Bank. Moreover, we control for a series
of explanatory variables that are widely used in
the relevant empirical literature (see, e.g.,

2 Following the sovereign debt crisis, European institutions
increasingly linked persistent current account deficits to weak
competitiveness and insufficient structural adjustment. Notably, the
European Commission, within the framework of the
Macroeconomic Imbalance Procedure, emphasises the importance
of labour market flexibility, productivity growth and efficient
resource allocation in correcting external imbalances (European

Commission 2016).
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Chinn and Ito 2007; Chinn and Prasad 2003;
Gruber and Kamin 2007; Altayligil and Cetrez
2020). These include macroeconomic, demo-
graphic, financial and institutional factors. As
macroeconomic factors, we include, among
others, the per capita GDP growth rate (used
as a proxy for productivity growth), the stage
of economic development (the variable used to
proxy for the stage of economic development
is the relative (to the EU) income per capita),
the net foreign assets-to-GDP ratio, the gov-
ernment primary budget balance over GDP,
trade openness (defined as exports plus
imports over GDP), oil prices and oil con-
sumption. As demographic factors, we use the
youth and old age dependency ratios, and as
financial indicators, the credit-to-GDP ratio
and financial development indices. We also use
real effective exchange rates (REER) and unit
labour costs as measures of a country’s com-
petitiveness. Regarding the institutional deter-
minants, we use the World Governance Indi-
cators from the World Bank.

Following Cheung et al. (2010, 2013) and Gru-
ber and Kamin (2007), we express all the
explanatory variables as deviations from their
GDP-weighted EU mean (except for net for-
eign assets), since current account balances are
relative measures depending on the develop-
ments in other countries.’

3.2 EMPIRICAL STRATEGY

To assess the structural and cyclical factors that
determine current account balances in the EU,
we work in two stages. First, we estimate the
medium-term or structural factors that drive
current accounts. Second, we focus on their
short-term or cyclical determinants.

3.2.1 ESTIMATION OF STRUCTURAL DETERMINANTS

To examine the structural factors that shape
the movements of current account balances in
the EU, we estimate the medium-term trends
of our explanatory variables. To do so, we esti-
mate the following general specification, using
ordinary least squares (OLS):
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CAjp = a@+ P Xy,
+ Bolie + BaZip + i+ T+ e (1)

where CA,, is the medium-term trend value of
the CAB in country i at time ¢ and X, is the vec-
tor of the medium-term trend values of macro-
economic, demographic and financial variables.
This serves as our benchmark specification.
Moreover, we examine the role of institutional
and competitiveness factors, augmenting our
regression equation with these factors, where I,
is the vector of the medium-term trend values
of institutional variables and Z;, is the vector of
the medium-term trend values of competitive-
ness variables. We calculate the medium-term
trend values as the non-overlapping four-year
averages of all variables. As a result, we rule out
any cyclical fluctuations and reduce the possi-
bility of measurement errors.* Finally, equation
(1) includes country fixed effects, c;, time effects,
7,, and ¢;, which is a zero-mean error term. Vari-
ations in the set of variables included give rise
to different models examined.’

3.2.2 ESTIMATION OF CYCLICAL DETERMINANTS

Following the relevant literature (see, e.g., Che-
ung et al. 2010, 2013), the cyclical component
of each variable is constructed as the annual
deviation from its four-year overlapping (mov-
ing) average. This filtering method smooths out
temporary shifts, while maintaining the slower-

3 It is worth noting that Cheung et al. (2010, 2013) convert their
explanatory variables into deviations from their GDP-weighted
world mean; in contrast, we use the EU GDP-weighted mean as our
baseline, since we want to explain differences between EU member
states relative to the EU average. For robustness, we could examine
the same relationship using the GDP-weighted world mean, since
several EU countries direct the bulk of their exports towards non-
EU countries. We leave this approach for future work.

4 Tt is worth noting that Cheung et al. (2010, 2013) use the non-
overlapping five-year averages of all variables to approximate their
medium-term trend values; however, we use the four-year averages
to gain observations mainly due to the fact that we focus our analysis
only on the EU economies, in contrast to the corresponding
literature where larger samples of countries are used (e.g. developing
vs developed).

5 Moreover, as a robustness check, we perform instrumental variable
two-stage least squares estimations (IV-2SLS) to address any
reverse causality issues driven by the potential endogeneity between
fiscal balances and current account balances. Following the related
literature (Cheung et al. 2013), we use government effectiveness
as an instrument in the IV estimation. The resulting estimates
corroborate the robustness of our main OLS estimates. Results are
available upon request.



moving structural path of the data. The cyclical
components therefore capture only temporary
movements of the factors examined in the struc-
tural estimations, away from their correspon-
ding medium-term trajectories. For instance,
these transitory changes could capture short-
lived changes in income, competitiveness, credit
conditions or trade dynamics.

Next, we estimate a dynamic version of equa-
tion (1), in order to identify the short-term
determinants of the current account balances,
using as regressors the cyclical components of
each variable. The specification for the short-
term or cyclical estimations is:

6‘Id‘li,t =a+ Pmi,t—1
+ .gl)?i,t + Ezii,t + ESZi,t +C+ Tt gy (2)

where CA;, denotes the cyclical component of
the current account balance of country i at time
t, and so on for the other variables with a tilde.

Thus, except for the cyclical components of the
various variables, the short-term equation also
includes the lagged value of the cyclical com-
ponent of the current account balance. Esti-
mating equation (2) by least squares would pro-
vide biased estimates, due to the presence of the
lagged dependent variable as an additional
regressor, in addition to the endogeneity caused
by the reverse causality between fiscal and cur-
rent account balances. To this end, we adopt the
generalized method of moments (GMM) esti-
mators by Arellano and Bover (1995) which pro-
duce consistent estimates of the parameters in
the presence of unobserved heterogeneity and
simultaneity caused by correlation between the
regressors and the error term. The consistency
of the estimates depends on the validity of the
instrumental variables set, which are tested using
the Hansen test for the validity of orthogona-
lity conditions (over-identifying restrictions).

3.2.3 CALCULATION OF THE IMPLIED CYCLICAL
CONTRIBUTIONS

Finally, we calculate the fraction of the change
in Greece’s current account during the years

2023-24 that can be attributed to cyclical and
structural drivers. To decompose the change in
the current account balance (CAB) into its
cyclical and structural components, we follow
the approach by Cheung et al. (2010). Specif-
ically, the changes in the current account bal-
ance can be split into changes in its cyclical and
its structural components, i.e.:

ACA, = ACAYC + ACAS™ (3)

We multiply the constructed cyclical compo-
nents of our explanatory variables by the
corresponding estimated coefficients obtained
from our baseline panel GMM estimation for
the EU27 countries, i.e. a version of equation
(2), in which we exclude institutional and
demographics variables.® This provides a
measure of each variable’s short-run (cyclical)
contribution to the year-on-year change in the
Greek current account balance. Summing up
these contributions, we obtain the total esti-
mated cyclical component of the change in the
Greek current account balance for each year.
Specifically, the change in the total cyclical
component is determined using the coeffi-
cients derived from the estimation of the cycli-
cal CA and the changes in the cyclical com-
ponents of each of the explanatory variables,
as follows:

ACAGR, = pACAgR,—y
+ Pid&cry + Bollgre + PsAZr . (4)

The structural contribution is then obtained
residually, as the difference between the
observed change in the current account and the
estimated cyclical component, i.e.:

ACAZY . = ACAgg, — ACAg{;t (5)

This residual measure represents the underly-
ing and persistent forces influencing Greece’s
external balance, i.e. those not driven by short-

6 These variables move slowly and are not expected to exhibit
significant cyclical variation. However, we have also estimated the
cyclical specification including some of these variables and our
results remain qualitatively robust. Results are available upon

request.
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term fluctuations. These can be attributed to
slow-moving changes in the fundamental char-
acteristics of the Greek economy.

4 RESULTS

4.1 STRUCTURAL (MEDIUM-TERM) CURRENT ACCOUNT
BALANCE DETERMINANTS IN EU COUNTRIES

Table 1 reports the estimation results of our
baseline structural specification, i.e. the spec-
ification which does not incorporate institu-
tional and competitiveness factors. The first
five columns present the results obtained when
we allow for country fixed effects, while
columns 6-10 report the results with both coun-
try and time fixed effects.”

The estimates obtained from our baseline
specification, i.e. equation (1) without the
terms B, I,,+B5 Z;,, are broadly in line with the
existing empirical literature on the determi-
nants of current account balances. Our find-
ings corroborate a statistically significant
positive relationship between fiscal and cur-
rent account balances, supporting the “twin
deficits” hypothesis. In general, the magni-
tude of this coefficient is broadly similar to
the values suggested by the literature (see,
e.g., Gruber and Kamin 2007; Cheung et al.
2013; Altayligil and Cetrez 2020). The coef-
ficient is very close to 0.3 across all the
reported specifications, implying that a 1 per-
centage point increase in the government
deficit (surplus) is associated with a 0.3 per-
centage points increase in the current account
deficit (surplus).

Moreover, we find positive and statistically sig-
nificant coefficients for the net foreign assets
(NFA) to GDP ratio, implying that a country’s
net foreign asset position affects the current
account through the accumulation of past
CABs or through direct changes in the net pri-
mary income. Also, we observe a negative sta-
tistically significant relationship between the
current account balance and economic
growth across 5 of the 10 specifications exam-
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ined. This result can be attributed to the fact
that, on the one hand, higher economic growth
increases import demand to support invest-
ment and consumption and, on the other
hand, a higher medium-term trend per capita
GDP growth is translated into higher pro-
ductivity growth, which in turn could attract
foreign capital flows since they are expected
to provide higher rates of return. We also
detect a positive and statistically significant
relationship between trade openness and the
CAB, across all the specifications, which might
suggest that, over the long run, trade openness
is associated with more export-led growth, as
the absence of barriers to trade allows domes-
tic industries to tap into larger global markets.
In a similar vein, we get significant positive
coefficients (with only one exception) for the
stage of economic development, which is prox-
ied by the relative (to the EU) income per
capita and negative coefficients for the
squared relative income per capita. This result
is consistent with the stage-of-development
hypothesis advanced by Chinn and Prasad
(2003) and Cheung et al. (2010, 2013). Within
the EU, countries at a more advanced stage
of development tend to exhibit higher saving
relative to investment and stronger external
positions, while relatively less developed
economies often rely more heavily on external
financing to support capital accumulation and
economic growth. However, the negative coef-
ficient of the squared term confirms the
U-shaped relationship documented in the
related literature (e.g. Cheung et al. 2013), i.e.
the CAB improves with income up to a point,
then declines.

Finally, we find a negative coefficient for the oil
consumption value, reflecting the high energy
import dependency of the EU economies as
well as the fact that countries with higher oil
consumption are more vulnerable to oil price
shocks, worsening their terms of trade. Both
effects put downward pressure on CABs. Addi-
tionally, we get a positive coefficient for the

7 We have also examined the case with time effects only and our
results remain qualitatively the same. We do not report them due
to space limitations. These results are available upon request.



Table | Structural determinants of the CAB (OLS)

Dependent variable

(CAB/GDP) 1 (2) 3) ()
. 0.022** 0.015 0.015  0.022**
Net Foreign Assets/GDP 0.010)  (0010)  (0.011)  (0.010)

. 0.324**  0.360** 0.358***  (0.317**
Primary balance/GDP (0.121)  (0.131)  (0.111)  (0.120)
Relative income 0.090*** 0.036 0.119*** 0.090***

(0.029)  (0.039)  (0.029)  (0.028)
Relative income squared R i B e
1 (0.010)  (0.011)  (0.008)  (0.010)
. -0.187  -0.269* -0.140 -0.191
Growth (per capita GDP) 1170 (0143)  (0124)  (0.138)
Trade openness 0.075***  0.065** 0.071*** 0.075%**
P (0.024)  (0.026)  (0.023)  (0.024)
Oil consumption per -0.988*
capita (0.496)
. 0.303**
Youth dependency ratio (0.118)

. . -0.002
Private credit to GDP (0.014)
Financial development
index
Country effects YES YES YES YES
Time effects NO NO NO NO
Observations 261 254 261 260
R-squared 0.228 0.204 0.260 0.226
Number of countries 27 26 27 27

Note: The dependent variable is the current account balance over GDP. Robust standard errors in parentheses, *** p<0.01,

and * p<0.1.

youth dependency ratio® and negative coeffi-
cients for the private credit to GDP as well
as the financial development index. Deeper
financial markets reduce the need for precau-
tionary savings through easier access to credit
for households and firms, lowering current
account balances.

Table 2 presents the estimation results after
incorporating institutional and competitiveness
factors in our baseline specification (i.e. includ-
ing B I,,+f5 Z;: to the regression equation).
The coefficients of the main macroeconomic
control variables remain qualitatively similar to
those from the baseline estimations (see Table
1). Regarding the institutional variables exam-
ined, we report only the estimated coefficients
for regulatory quality and the voice and
accountability variables which are found to be
negative and statistically significant (increases

5) (6) 7 (t)] 9) (10)
0015 0.032%%* 0.027%* 0.026** 0021  0.021*
(0.012)  (0.011)  (0.010)  (0.011)  (0.015)  (0.011)
0.345%% 0306%** 0.341%%* 0343%%* 0218** (.309***
(0.139)  (0.092)  (0.108)  (0.096)  (0.101)  (0.106)
0.112%* 0029  -0.011 0056 -0.073**  0.036
(0.043)  (0.039)  (0.047)  (0.039)  (0.028)  (0.044)

20.050***  -0.014  -0.005  -0.016  0.007 -0.031%**
(0.013)  (0.012)  (0.014) (0.011)  (0.007)  (0.010)
20.301%*  -0.188*  -0229*  -0.141  -0.029 -0.245*
(0.124)  (0.109)  (0.130)  (0.123)  (0.198)  (0.120)
0.113%%*  0.065**  0.056* 0.061** 0.106*** 0.090%**
(0.022)  (0.030)  (0.031)  (0.028)  (0.031)  (0.028)
0.724
(0.449)
0.277**
(0.105)
-0.029%*
(0.012)
-0.050 -0.075%*
(0.048) (0.031)

YES YES YES YES YES YES

NO YES YES YES YES YES

219 261 254 261 260 219
0292 0480 0458 0505 0481  0.541

27 27 26 27 27 27

** p<0.05

in these indices are associated with improved
specific aspects of institutional quality).’ This
result is also evident in the studies by Gruber
and Kamin (2007) and Cheung et al. (2013).
Improved institutional quality reduces uncer-
tainty around future economic conditions,
leading to lower precautionary savings. Fur-
thermore, a more business-friendly institu-
tional environment increases the inflows of for-
eign capital, reducing the current account bal-
ance. Also, we get negative coefficients for

8 We obtain similar positive coefficients for the old age dependency
ratio (but statistically significant only for one regime). The positive
relationship may reflect the fact that, within the EU economies and
in a relative and medium-term context, a higher age dependency
ratio may boost national savings and improve the CAB for the euro
area, in line with the extended life-cycle hypothesis (see Bank of
Greece (2026), Annual Report 2025, Box IV.6).

We also examined the following variables from the World Bank
Governance Indicators: political stability, government
effectiveness, rule of law and control of corruption. However, we
do not report them, since we obtained statistically insignificant

coefficients.
m
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Table 2 Structural determinants of the CAB (OLS, including institutional

and competitiveness factors)

Dependent variable

(CAB/GDP) 1) ) 3 ()]
) 0.019%*  0.017* 0018  0.016
Net Foreign Assets/GDP 0009  (0.009)  (0.012)  (0.010)
) 0.501*** (.539%**  (0.322%*  (.446**
it lielaceGi 0 0162)  (0.157)  (0.124)  (0.168)
Relative incom 0.088**  0.075%*  0.118**  0.122%*
clative income (0.032)  (0.030)  (0.056)  (0.051)
Relative income squared Rl I B i i
U (0.009)  (0.008)  (0.014)  (0.012)
) -0.303%** 0.333%%*% 0202 -0.377***
Growth (per capita GDP) = hes) “(0.004)  (0.125)  (0.092)
SN 0.064**  0.061**  0.073**  0.066**
ade openness 0.027)  (0.028)  (0.027)  (0.027)
| *
Regulatory quality ((())%312)
- £
Voice and Accountability (%(();;(i)
REER_CPI ((')0(‘)%35)
REER_ULC (60(')%3‘;
Real Unit Labour Cost
Country effects YES YES YES YES
Time effects NO NO NO NO
Observations 206 206 224 206
R-squared 0292 0.285 0.211 0.281
Number of countries 27 27 24 27

Note: The dependent variable is the current account balance over GDP. Robust standard errors in parentheses, *** p<0.01,

and * p<0.1.

some competitiveness indicators, i.e. the real
effective exchange rate (REER) based on the
consumer price index (CPI) and the unit labour
cost (ULC) as well as for the real unit labour
cost; however, we get statistically significant
estimates only for the latter and their magni-
tude seems smaller compared to the remaining
structural determinants. This may indicate that
the competitiveness indices are in fact related
mainly to the short-run fluctuations of the
CAB, as discussed in the next subsection.

4.2 CYCLICAL (SHORT-TERM) CURRENT ACCOUNT
BALANCE DETERMINANTS IN EU COUNTRIES

To assess the short-run drivers of the current
account balances in the EU, we estimate equa-
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%) (6) (7 () ) (10)
0.024** 0021 0020 0027** 0019 0.033***
0.010)  (0.012)  (0.012)  (0.012) (0.012)  (0.011)
0.264%* 0.477%%% 0.507*** 0.304***  0.422%*  0.262**
(0122)  (0.152)  (0.149)  (0.108)  (0.163)  (0.099)
0.094*** 0072 0061 0052  0.095*  0.031
(0.032)  (0.045)  (0.044)  (0.058)  (0.049)  (0.039)
0.0374%* 0020 0017  -0.019 -0.027** -0.018*
(0.010)  (0.013)  (0.012) (0.014) (0.011)  (0.010)
-0.325%%  L0247FF  0.275%% 0166 -0.317*F*  -0.299%*
(0.108)  (0.098)  (0.101)  (0.125) (0.112)  (0.116)
0.078***  0.041 0038 0.066*  0.043 0.068**
(0.023)  (0.026) (0.027)  (0.033)  (0.027)  (0.029)

-0.025*
(0.015)
-0.034*
(0.017)
-0.005
(0.003)
-0.004
(0.003)
-0.010%* -0.007**
(0.004) (0.004)
YES YES YES YES YES YES
NO YES YES YES YES YES
261 206 206 224 206 261
0259 0484 0483 0439 0479 0495
27 27 27 24 27 27
** p<0.05

tion (2) using the cyclical components of our
explanatory variables, i.e. the variables after
removing their medium-term trend compo-
nent. It is worth noting that we do not include
in our short-run estimations the cyclical com-
ponents of variables relating to e.g. institu-
tional quality and demographics, since they are
not expected to exhibit cyclical variation.'
Therefore, we focus only on the cyclical com-
ponents of the macroeconomic variables exam-
ined in the baseline specification of the struc-
tural estimations (i.e. net foreign assets, gov-
ernment balance, relative income and its
squared term, trade openness and economic

10 We have also experimented with alternative specifications including
these variables and our results do not alter qualitatively.



growth). In addition, we augment our baseline
specification with competitiveness and finan-
cial factors (specifically, with credit to GDP
and real unit labour cost) that exhibit short-
term fluctuations and are expected to affect the
cyclical component of the CAB.

We estimate the cyclical specification using the
system generalized method of moments
(GMM) estimator (Arellano and Bover 1995),
including a lagged dependent variable to cap-
ture persistence.!! The potentially endogenous
variables — net foreign assets and the govern-
ment primary balance — are instrumented using
their own lagged values (lags 2-3), while the
remaining controls are treated as predeter-
mined or weakly exogenous and included as
standard instruments in the level equation.
Also, following Cheung et al. (2013), we esti-
mate an augmented version of our specification
that includes per capita oil consumption vol-
ume as well as a variable that captures oil price
shocks. This latter variable is defined as the
Brent crude oil price multiplied by a weight,
which is computed as the trend share of oil con-
sumption volume in GDP, relative to the EU
average and allows oil price shocks to affect
countries asymmetrically, depending on their
structural oil dependence. Hence, in this way,
both volume and price can affect the short-run
fluctuations of the current account. Table 3
presents the resulting estimates.

Our empirical estimations provide statistically
significant coefficients for the lagged value of
the current account balance, indicating a sig-
nificant degree of persistence. Moreover, we
get a negative statistically significant coefficient
for the oil price shock variable, implying intu-
itively that a short-run rise in oil prices wors-
ens the current account balances. Finally, and
most interestingly, we get negative and statis-
tically significant coefficients for the real unit
labour cost and the private credit to GDP ratio.
Regarding the former, a short-term increase in
the real unit labour cost is associated with a
deterioration in a country’s competitiveness,
hurting exports and leading to a decrease in the
current account balance. Also, temporary

Table 3 Cyclical determinants (IV-GMM

estimations)

Variables @ (2
-0.519%** -0.527%%*
(CAB/GDP),, (0.149) (0.144)
. 0.175 0.176
Primary balance/GDP (0.256) (0.205)
. -0.036 -0.032
Growth (per capita GDP) (0.056) (0.053)
Trade openness -0.089 -0.087
P (0.078) (0.085)
0.021 0.020
NFA/GDP (0.024) (0.027)
. -0.030%** -0.029%*
Real Unit Labour Cost (0.010) (0.011)
. -0.037* -0.039**
Credit to GDP 0.018) (0.018)
Oil consumption per capita -0.016
ption per cap (0.019)
-0.005*

H 1
Oil shock (0.002)
Constant -0.001 0.001
(0.000) (0.001)
Hansen’s test p-value 0.329 0.362
Observations 664 664
Number of countries 17 17

Note: Standard errors in parentheses, *** p<0.01, ** p<0.05 and
*p<0.1.

1 Oil shock is defined as the oil price multiplied by a weight, which
is defined as the trend share of oil consumption volume in GDP, rel-
ative to the EU average. This variable allows oil price shocks to affect
countries asymmetrically depending on their structural oil dependence.

increases in the supply of credit are associated
with lower saving and higher consumption and
investment, i.e. higher aggregate demand. As
a result, the rise in imports of capital and con-
sumption goods leads to a deterioration in cur-
rent account balances over the short run. We
find a negative coefficient of trade openness in
the cyclical estimation, in contrast to the cor-
responding structural estimate. This could per-
haps be attributed to its definition as the sum
of exports and imports over GDP. In this case,
it could likely reflect the procyclicality of
imports. During economic expansions, open
economies experience stronger increases in

11 We also performed several OLS estimations using the same set of
control variables and our results are similar to those obtained in
GMM estimations. However, we only report GMM estimation
results, since we also control for endogeneity issues. Results are

available upon request.
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their demand for imports — particularly for
intermediate and capital goods — which tem-
porarily deteriorates their current account bal-
ance. In contrast, the positive effect found in
the structural estimation arguably reflects the
long-run benefits of trade openness through
improved competitiveness and export capacity.
The coefficients of the rest of the explanatory
variables are of the same sign as in the struc-
tural estimations; however, they are not sta-
tistically significant. This could suggest that
their effects are more relevant at medium-term
horizons rather than in driving short-run fluc-
tuations. Thus, they should be interpreted with
caution.

4.3 CONTRIBUTION OF CYCLICAL FACTORS TO
CHANGES IN THE GREEK CURRENT ACCOUNT
BALANCE

In this section, we apply the estimated cyclical
coefficients to the actual change in the Greek
current account balance observed in the data,
so as to compute the cyclical component of the

recent fluctuations. Specifically, we multiply
the estimated coefficients obtained from our
baseline panel GMM estimation (column (1) in
Table 3) by the constructed cyclical compo-
nents of our explanatory variables. These cal-
culated values provide an estimate of each vari-
able’s short-run (cyclical) contribution to the
year-on-year change in the current account bal-
ance. Summing up these contributions, we
obtain the total estimated cyclical component
for each year. The structural contribution is
then obtained residually, as the difference
between the change in the current account bal-
ance and its estimated cyclical component. This
residual is interpreted as capturing the under-
lying and persistent forces influencing Greece’s
external balance, i.e. those not driven by short-
term demand fluctuations.

Chart 4 presents the structural and cyclical
contributions to the change of the current
account balance for Greece during 2023-24.
Despite the fact that the level of the current
account deficit is mainly due to structural

Chart 4 Change in the current account balance of Greece, structural and cyclical components

(percentage points over GDP)
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Cyclical component
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Source: Bank of Greece calculations.
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characteristics of the Greek economy (see
Bank of Greece (2026), Annual Report 2025,
Box IV .4), the recent changes in the CAB indi-
cate a gradual improvement in its structural
component, with the short-term negative fluc-
tuation of the CAB in 2024 being attributable
to cyclical factors.

Our analysis reveals that the 0.4 percentage
points widening of the current account deficit
in Greece for 2024 (from -6.8% to -7.2%) was
primarily driven by cyclical factors. Specifically,
the cyclical component made a negative con-
tribution of 2.5 percentage points to the change
in the current account balance, reflecting
weaker external demand and higher demand
for imports. On the contrary, the contribution
of structural factors to the change in the cur-
rent account balance in 2024 was positive, esti-
mated at 2.1 percentage points, but not suffi-
cient to offset the negative impact of the cycli-
cal component. It is worth noting that the con-
tribution of the structural component to the
change in the CAB over the last two years
remains positive, arguably reflecting the sig-
nificant structural reforms and improvement in
competitiveness of the Greek economy, as well
as the gradual establishment of an investment-
friendly environment. Moreover, the significant
increase in investment recorded in recent years,
supported by the funds from the Recovery and
Resilience Facility, has been directed to criti-
cal sectors such as infrastructure, energy and
digital networks. Although the rise in invest-
ment may initially increase imports of capital
goods and weigh on the current account bal-
ance, it is expected to strengthen the produc-
tive base of the economy, improve competi-
tiveness and support a more sustainable exter-
nal position over the medium term.

5 CONCLUSION

This paper examines the structural and cyclical
determinants of the current account balances
for the European economies in general and
Greece in particular and explores to what
extent the recent fluctuations in the Greek cur-

rent account balance can be attributed to cycli-
cal or structural components. Applying a two-
stage empirical approach, we first decompose
the possible determinants of the CAB into their
structural and cyclical components, where the
structural component is defined as the non-
overlapping four-year average, while the cycli-
cal component is defined as the annual devia-
tion from the corresponding overlapping four-
year average. Next, we identify the statistically
significant structural and cyclical determinants
of the current account balances for the Euro-
pean economies. Our empirical findings sug-
gest that medium-term trends of the govern-
ment budget balance, the net foreign assets
position, the degree of trade openness, the
stage of economic development and the regu-
latory quality are significant structural deter-
minants of the CABs. By contrast, the short-
term fluctuations in the CAB are primary
related to the cyclical component of credit sup-
ply and labour costs.

Furthermore, we apply the estimated cyclical
coefficients to the actual change in the Greek
current account balance observed in the data
during 2023-24, so as to derive its total cyclical
component. Then, the structural contribution
is derived residually, as the difference
between the change in the current account bal-
ance and the estimated cyclical component.
Our analysis indicates that the recent changes
in the Greek CAB are associated with an
improvement of its structural component, with
the short-term negative change of the CAB in
2024 being attributed to cyclical factors. Addi-
tionally, we observe a positive contribution of
the structural component to the change in the
CAB over the last two years (2023-24), imply-
ing that the fundamental characteristics and
competitiveness of the Greek economy have
gradually improved, affecting economic growth
and current account balances.

Our findings have significant policy implica-
tions. First, maintaining fiscal prudency so
as to continue achieving fiscal primary sur-
pluses could be beneficial for the continued
improvement of the structural component of
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the current account balance. Second, accel-
erating structural reforms to boost produc-
tivity and strengthen the competitiveness and
export orientation of Greek businesses can
also underpin the narrowing of the persistent
current account deficit in Greece. Third,
improving productivity and investment in cap-
ital goods and reducing dependence on
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imports, through the gradual substitution of
imported goods with domestically produced
goods, should contribute to reducing the sen-
sitivity of the current account balance to short-
term (cyclical) fluctuations. Finally, prevent-
ing increases in labour costs could contribute
to partially offsetting short-term pressures on
external balances.
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