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The Bank’s Profit and Loss Account for 2010
shows total net revenue of €1,044.5 million and
total operating expenses (including deprecia-
tion and provisions) of €854.1 million. Net
profit thus reached €190.4 million, against€228.2 million in 2009.

In accordance with Article 71 of the Bank’s
Statute, the General Council has decided to
propose to the Meeting of Shareholders to allo-
cate the profits of 2010 as follows (also taking
into account the provisions of the new tax law
3943/2011): to distribute €13.3 million or 12%
of the Bank’s capital as first dividend and €25.9
million as additional dividend, thus bringing the
total dividend to €39.2 million. Income tax on
distributed dividends comes to €12.4 million.
From the balance of net profits ―after the allo-
cation of €12 million to an increase in the
extraordinary reserve― an amount of €126.8
million shall be transferred to the State.

In greater detail, the Bank’s revenue and
expenses in financial year 2010 can be broken
down as follows:

Revenue

The Bank’s total net revenue from monetary
policy operations, interest and fee income and
other revenue from domestic and foreign activ-
ities declined by 8.3% to €1,044.5 million, from€1,139.5 million in 2009.

Specifically:

Net income from interest and financial oper-
ations came to €831.0 million, declining by
0.3% from €833.3 million in 2009, as the Euro-
pean Central Bank (ECB) key interest rate
came to 1% in 2010, compared with an average
of 1.279% in 2009.

Net income from fees and commissions
dropped by 19% to €141.5 million, from€174.8 million in 2009. It mainly relates to fees
and commissions received for transactions con-
ducted by the Bank on behalf of the Greek
State, as well as commissions for the manage-

ment of the Common Fund of Legal Persons
in Public Law and Social Security Funds and
other operations conducted by the Bank. The
drop is due to a decline in fees received by the
Bank for the management of Greek govern-
ment securities, as a result of the decreased
volume of new issues in 2010.

Income from equity shares and participating
interests fell by €54.7 million to €12.3 million,
compared with €67 million in 2009. It relates
to dividends received from various participat-
ing interests of the Bank and income from the
ECB. This decline was due to a decrease in
profits distributed by the ECB. Out of its prof-
its in 2010 (€1,334 million), the ECB used€1,163 million to increase provision against
portfolio risks. Out of the remaining €171 mil-
lion that was allocated to the Eurosystem’s
national central banks, the Bank of Greece
received €4.8 million, corresponding to the
Bank’s key for subscription to the ECB’s cap-
ital (2.81539%), compared with €63.4 million
in 2009.

Income from the release of provisions came to€47 million, from €45 million in 2009. An
additional amount of €47 million was released
from the €149.5 million provision that was
established in 2008 against counterparty risk
from Eurosystem’s monetary policy operations,
in line with a decision of the Governing Coun-
cil of the ECB following the reassessment of
collateral used by Eurosystem counterparties
in monetary policy operations, with a view to
mitigating such risks.

Finally, other income declined by €6.8 million
to €12.6 million, compared with €19.4 million
in 2009. The bulk of this amount concerns
income from activities carried out by the Ban-
knote Printing Works (IETA) on behalf of the
Greek State and various other revenues.

Expenses

Total expenses in 2010 declined by €57.2 mil-
lion (i.e. 6.3%) to €854.1 million, compared
with €911.3 million in 2009.
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Specifically:

• The Bank’s general operating expenses
excluding provisions (staff costs and pensions,
depreciation, other costs) decreased by €57.9
million (i.e.13.2%) to €381.2 million, from€439.1 million in 2009. As part of a general
effort to rationalise the Bank’s operating
expenses, staff costs and pensions were
reduced by 5.8% in the past two years, while
the cost of overtime employment was cut down
by 22% while, in the first months of 2011, the
decrease came close to 40%, compared with
the corresponding period of 2009. The number
of cash transports to the regional branches and
outlets fell by 35% in the past year. Moreover,
since late 2009 the members of the Adminis-
tration and the Monetary Policy Council have
waived 20% of their earnings.

• Increased provisioning for future risks and
liabilities of the Bank continued in 2010
(€472.9 million were allocated) reaching a
cumulative €2,385.4 million.

The practice of establishing high provisions
and reserves is associated with the principle of
prudence, also applied by the ECB and the
other central banks of the Eurosystem. It aims
at consolidating the financial position of the
Bank of Greece, thereby enabling it to fulfill
in the best possible manner its assigned duties
and respond to the risks assumed.

Organisational restructuring

The Bank’s staff decreased by 83 people in the
course of 2010 to 2,251 at year-end, despite the
fact that the Bank was entrusted with new
responsibilities that call for additional human
resources. The Bank’s staff has decreased by a
total of 512 members over the past three years.
Furthermore, the Bank went ahead with the
reorganisation of its branch network, adapting
it to the new conditions within the Eurosystem.

Specifically, the Corfu and Rethymno
branches were successfully downsized into
outlets as from 15 January 2010 and 1 March

2010, respectively, while the Pyrgos branch
will be downsized into an outlet by 30 June
2011. The Bank’s branch network has been
curtailed by 1/3 since 2007. Moreover, the
operation of 27 of the Bank’s Cash Reserves
in branches of the National Bank of Greece
has been discontinued since February 2011
and a procedure was established for serving
the Greek State through a special account with
the corresponding branches of the National
Bank of Greece.

At the same time, organisational restructuring
continued in order to better meet present-day
needs. In this context, the Bank of Greece took
note, inter alia, of the requirements concern-
ing the application of optimal operating prac-
tices, especially as regards corporate gover-
nance and its internal audit system, and set up
an Audit Committee and two special units,
namely the Compliance Unit and the Risk
Management Unit.

Furthermore, in order to more efficiently sup-
port the transfer of the duties of the Private
Insurance Supervisory Committee to the Bank
of Greece, a new Department (Department of
Private Insurance Supervision) and a new Sec-
tion within the Legal Department (Private
Insurance Legal Issues Section) were set up as
from 1 December 2010.

In order to ensure appropriate support to the
Bank’s new tasks relating to its personnel social
security funds, as from 1 January 2011 by virtue
of Law 3863/2010, the units responsible for the
operation of the two main and auxiliary pen-
sion funds were abolished and two new Sec-
tions were established within the Administra-
tion Department: the Pension Award Section
and the Pension Payment Section.

Finally, in order to streamline the regulatory
framework for the operation of the Bank’s
services, revised draft Operating Regulations
were submitted for all units. The new Operat-
ing Regulations are expected to facilitate the
smooth operation, as well as the more effective
supervision and control of units.
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At the same time, the conditions for an integrated
electronic communication system were created to
improve and upgrade the services provided to the
Greek State, and systems and procedures were
properly adjusted to support the relevant oper-
ations more effectively, as part of the operations
of the Special Central Account of Structural
Funds and the Cohesion Fund (NSRF), as well
as of the Single Payment Authority.

Buildings and technical projects

As regards the Bank’s premises, in 2010 the
Technical Services Department carried out
maintenance and remodelling work in the
Bank’s premises in Attica and other regions of
the country, as part of a programme to improve
working conditions, enhance the physical secu-
rity of facilities and operations and switch over
to more eco-friendly solutions.

At the same time, in the course of 2010, extended
remodelling of premises was required at the
Head Office, the IETA building and the build-
ing on Amerikis Street, in order to accommodate
newly established units, specifically the Depart-
ment of Private Insurance Supervision, the Com-
pliance Unit and the Risk Management Unit.
Moreover, in the context of organisational
restructuring of the Bank’s units and the down-
sizing of branches into outlets, proper arrange-
ments were made in the premises leased to house
the Bank’s outlets in Florina and Rethymno.

According to the Bank’s Statute and the deci-
sions of the General Council, the building that
used to house the Agrinio branch was sold in
2010 to the municipality of Agrinio. This prop-
erty sale is in conformity with the Bank’s stan-
dard policy of safeguarding the integrity of its
assets, while screening prospective buyers to
ensure that their profile and the use intended
for the property best serve the public interest.

Other activities

In 2010, the Bank of Greece pursued its man-
date with efficiency and commitment in all
areas of responsibility, within the scope of its

participation in the Eurosystem and in accor-
dance with its Statute. Indeed, during the year,
the Bank was entrusted with new duties as
regards the supervision of private insurance
companies (as from 1 December 2010) and the
management of the financial assets of social
security funds. In addition, the Bank’s staff suc-
cessfully participated in committees and work-
ing groups of the Eurosystem and international
organisations, as well as in consultations with
representatives from the European Central
Bank, the International Monetary Fund and
the European Commission in the context of
the Economic Adjustment Programme. Above
all, the Bank of Greece has decisively con-
tributed to safeguarding the stability of the
financial system, by exercising strict prudential
supervision, overseeing the conduct of EU-
wide stress tests for banks in Greece and pro-
viding liquidity to the Greek credit system in
the context of the Eurosystem, as well as by its
participation in institutions and bodies
responsible for financial stability both at the
domestic (e.g. the newly established Systemic
Stability Board) and the European levels (e.g.
the European Systemic Risk Board).

Moreover, continuing a long-standing tradi-
tion, the Bank of Greece took further initia-
tives in the field of economic research on issues
mainly concerning the Greek economy, as well
as South-East European economies. In 2010,
13 working papers and two new issues of the
Economic Bulletin of the Bank of Greece were
published. Joint research projects were also
carried out, bringing together experts from the
Bank of Greece and the academic community,
as well as postgraduate students from Greek
universities, while the Bank hosted 29 lectures
by Greek and foreign researchers.

A conference on the Greek labour market was
held in March 2010. The papers presented in
the conference (“The Greek labour market:
features, developments and prospects”) were
published on the Bank’s website.

In September 2010, the Bank published a col-
lective volume entitled “Greece’s current
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account: causes of imbalances and policy rec-
ommendations” (in Greek) comprising 16
papers, which were the outcome of an exten-
sive two-year research. This publication is also
available on the Bank’s website.

In 2010, the Climate Change Impacts Study
Committee continued its work, which is near-
ing its completion. In the first half of 2011, the
Committee will present its Report, comprising
the results of the research conducted on the
initiative of the Bank of Greece with the par-
ticipation of a large pool of scientists.

Given its interest in South-East European and
Mediterranean economies, the Bank of
Greece organised the first conference on the
economies of these countries in May 2010,
while in March 2010 it had also hosted the
meeting of the “Vienna Initiative” about the
mitigation of the effects of the global financial
crisis on Emerging Europe. In February 2011,
the Bank of Greece and the University of
Oxford (SEESOX – South-East European
Studies at Oxford) jointly organised a con-
ference on achieving sustainable growth in
South-East Europe; the fruitful cooperation
between the Bank of Greece and SEESOX
resulted in the publication of a collection of
papers entitled “From Crisis to Recovery –
Sustainable Growth in South-East Europe” in
the same month.

Moreover, in October 2010, the Bank of
Greece and ELIAMEP (the Hellenic Foun-
dation for European and Foreign Policy) co-
organised two workshops on the medium-term
prospects of the Greek economy’s financing
from the EU budget (the first workshop con-

cerned the prospects of the Common Agricul-
tural Policy, while the second related to the
Policy of Economic and Social Cohesion).

Finally, the Museum of the Bank of Greece,
which has started operating on a pilot basis
since early 2010, attracts a steady stream of vis-
itors interested in the numismatic and eco-
nomic history of modern Greece. The number
of visitors, including many pupils and students,
has reached 2,500, while according to group
visit requests the Museum’s schedule is fully
booked up to May 2011.

End of term of office of General Council members

In October 2010, Mr. Panayotis-Aristidis Tho-
mopoulos submitted his resignation to the
Monetary Policy Council and, consequently, to
the Bank of Greece’s General Council, as he
was appointed Chairman of the Board of
Directors of the Hellenic Financial Stability
Fund. Mr. Thomopoulos was Deputy Gover-
nor of the Bank of Greece from October 1994
to February 2009 and a member of the Mone-
tary Policy Council from February 2009 until
his resignation.

Today’s Annual General Meeting marks the
end of tenure of General Council Members
Ulysses Kyriacopoulos, Georgios Mylonas
and Michael Chandris, elected by the
Annual General Meeting of 22 April 2008, in
accordance with Article 21 of the Bank’s
Statute. The General Meeting will therefore
be called upon to elect three new General
Council members for a three-year term. The
outgoing General Council members are eli-
gible for re-election.
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1 INTRODUCTION

One year after Greece had recourse to the sup-
port mechanism is a good time to take stock of
the course of the Greek economy and assess
the achievements and delays in implementing
the Economic Adjustment Programme; the
current outlook – against the backdrop of
changes in the international environment, in
particular the EU and the euro area; and,
finally, the policies required in the immediate
future.

1.1 MAIN ECONOMIC DEVELOPMENTS OVER THE
LAST TWELVE MONTHS

• TThhee  MMeemmoorraanndduumm  ooff  EEccoonnoommiicc  aanndd  FFiinnaanncciiaall
PPoolliicciieess  aavveerrtteedd  GGrreeeeccee’’ss  ddeeffaauulltt.. The first and
foremost development in the year under review
has been the ongoing implementation of the
support agreement. The European Commis-
sion and the IMF, in three successive reviews,
acknowledged the progress made, rendering
possible the smooth inflow of funding. This
averted the disastrous developments that
seemed inevitable back in April 2010, and the
economy was given a window of opportunity to
carry out the major changes required.

• TThhee  rreeaall  eeccoonnoommyy  ppeerrffoorrmmeedd  wwoorrssee  tthhaann
eexxppeecctteedd.. The ddrroopp  iinn  ddoommeessttiicc  ddeemmaanndd, which
was to be expected due to the necessary fiscal
adjustment, was the key factor behind the
recession. GDP contracted by 4.5% in 2010,
exclusively weighed down by domestic demand,
in particular declines of 4.5% in private con-
sumption, 6.5% in public consumption and
16.5% in gross fixed capital formation. 

• TThhee  rreecceessssiioonn  wwoouulldd,,  hhoowweevveerr,,  hhaavvee  bbeeeenn
mmiillddeerr  iiff  ffaasstteerr  pprrooggrreessss  hhaadd  bbeeeenn  mmaaddee  wwiitthh  tthhee
mmeeaassuurreess  aanndd  ppoolliicciieess  tthhaatt,,  iinn  tthhee  ffaaccee  ooff  ffiissccaall
ccoonnssttrraaiinnttss,,  ccaann  ffoosstteerr  rreeccoovveerryy  aanndd  ccrreeaattee  tthhee
ccoonnddiittiioonnss  ffoorr  aa  ttrraannssiittiioonn  ttoo  aa  nneeww,,  eexxppoorrtt--  aanndd
iinnvveessttmmeenntt--lleedd  ggrroowwtthh  mmooddeell.. Such measures
and policies include increasing the efficiency
of public spending, maximising the use of Com-
munity funding available under the National
Strategic Reference Framework (NSRF) and

promoting reforms to improve the business
environment. 

• DDeevveellooppmmeennttss  iinn  tthhee  eexxtteerrnnaall  sseeccttoorr  ooff  tthhee
eeccoonnoommyy  ssoommeewwhhaatt  ssoofftteenneedd  tthhee  rreecceessssiioonn,,
ddeessppiittee  tthhee  lliimmiitteedd  oouuttwwaarrdd--oorriieenntteeddnneessss  ooff  tthhee
GGrreeeekk  eeccoonnoommyy.. Indeed, changes in the real
external balance made a positive contribution
to GDP growth in 2010 (just as in 2009, com-
pared with a negative contribution in the 2006-
2008 period). As imports fell and exports rose,
the positive contribution of the external sector
partly offset the negative impact of domestic
demand.

The decline in imports came as a result of
lower consumption and investment. However,
to the extent that the observed drop in con-
sumer goods imports is attributable to adjust-
ments in consumption behaviour, it could
become a more durable feature in future trade
deficit developments.

• CCoommppeettiittiivveenneessss  hhaass  iimmpprroovveedd,,  bbuutt  tthheerree  aarree
ssttiillll  ssuubbssttaannttiiaall  aaccccuummuullaatteedd  lloosssseess  ttoo  bbee  rreeccoovv--
eerreedd.. The rise in exports was primarily driven
by the recovery of world trade and, to a lesser
extent, by improved competitiveness. However,
two points should be made in this respect:
First, the improvement in competitiveness in
terms of relative unit labour costs (taking into
account the evolution of the effective
exchange rate of the euro) came to roughly 6%
in the total economy and to 5% in the business
sector in 2010, which must be weighed against
cumulative losses of 28% over the 2001-2009
period, implying that there is still a long way
to go. Second, exports of goods and services
account for only 21% of GDP (compared with
40.5% in the euro area as a whole). This low
share, in the short term, constrains the ability
of exports to visibly mitigate the recession and
foster recovery, even if they rise due to
improved cost competitiveness; in the medium
term, however, it implies that there is consid-
erable room for an increase in exports, pro-
vided that structural competitiveness also
improves. A positive contribution to GDP
growth could also come from import substitu-
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tion in those categories of products where this
would be feasible, taking into account the com-
parative advantages that Greece could gain
once the structural changes and reforms have
been made. 

• TThhee  rreecceessssiioonn  hhaass  lleedd  ttoo  jjoobb  lloosssseess  aaccrroossss  aallll
sseeccttoorrss  ooff  tthhee  eeccoonnoommyy  aanndd  ttoo  aa  rriissee  iinn  uunneemm--
ppllooyymmeenntt.. In the last quarter of 2010, employ-
ment fell by 4% year-on-year, which translates
into 180,000 jobs lost, while the rate of unem-
ployment reached 14.2% of the workforce. The
average annual decrease in employment 
(-2.7%) was smaller than the decline in GDP,
causing pprroodduuccttiivviittyy  ttoo  ffaallll by 1.8%.

1.2 THE ECONOMIC CRISIS REFLECTS THE COLLAPSE
OF A GROWTH MODEL NO LONGER SUSTAINABLE

The characteristics of the current recession
―in particular the decisive role played by the
drop in consumer demand (alongside the
decrease in gross fixed capital formation)―
underscore the main weaknesses of the Greek
economy that have left their negative mark on
the distorted growth model that prevailed for
decades. This growth model relied on domes-
tic consumption, both public and private, and
was fuelled by public and household borrow-
ing. The business sector did not manage to suf-
ficiently tap into the opportunities opened up
by Greece’s participation in the euro area,
while the boost in households’ expectations
generated by this participation and the swelling
of the public sector encouraged consumerism.
This led to negative net national saving from
2002 to the present and to a continuous trans-
fer of resources from the business sector to the
oversized, low-productivity public sector. This
model favoured present consumption at the
expense of the future and was underpinned by
the illusion that growth could be driven by the
public sector ad infinitum. The rise in con-
sumption, characterised by a high propensity
to consume imported goods, encouraged and
supported a “shallow” domestic entrepre-
neurship, focused on the distribution sector
and the end consumer. However, as the factors
that previously underpinned consumption have

now been eliminated, this type of business
activity has inevitably suffered a serious blow.
Meanwhile, as already mentioned the neces-
sary conditions to foster a new type of entre-
preneurship, geared towards a new growth
model, have not yet been created. 

In this sense, the current economic crisis is the
crisis of a growth model that could no longer
be sustained. The cost that society is sum-
moned to pay today is ―to a considerable
extent― due to the delay in moving on to the
new model. 

1.3 THE REORIENTATION OF ECONOMIC POLICY WAS
A NECESSITY, NOT AN OPTION 

Since May 2010, economic policy has been
reoriented in two main directions: rapid fiscal
consolidation and structural reforms in the
public sector and markets. The Bank of Greece
has repeatedly stressed that this shift was long
overdue and that implementing the announced
plans was the only way for the economy to get
back on a track of sustainable growth.

• TThhee  eeffffoorrtt  ttoo  ddrriivvee  ddoowwnn  tthhee  ffiissccaall  ddeeffiicciitt
ddeelliivveerreedd  ttaannggiibbllee  rreessuullttss.. This policy produced
tangible results mainly on the fiscal front, as
the general government deficit was reduced by
approximately five percentage points of GDP
in 2010 compared to 2009. It should, of course,
be noted that deficit reduction during this first
phase of adjustment was mainly achieved
through cuts across the board in wages and
pensions, a freeze in public sector hiring, the
slashing of operating costs and grants,
increases in indirect taxes, the imposition of
extraordinary levies on businesses and indi-
viduals, and revenue from back tax settlements.

• PPrrooggrreessss  wwiitthh  rreeffoorrmmss  hhaass  bbeeeenn  mmaaddee,,  bbuutt  hhaass
bbeeeenn  ssllooww.. On the other hand, despite the
important reforms to the public sector
announced, there has yet to be any substantial
improvement in the deficit-generating sectors
―public administration, government-con-
trolled organisations and local authorities― or
in the tax collection mechanism. In the area of
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structural changes, significant legislation has
been passed in such crucial sectors as social
security, healthcare, closed-shop professions
and the labour market and in certain cases con-
siderable progress has been made (see also
Chapter V.3, Box VI.1, Chapter IX.5). In some
other cases, however, the reforms do not go
deep enough and their implementation is often
delayed, either because of administrative inef-
ficiency or because of reluctance to push
ahead, in the face of opposition.

1.4 SOCIETY AND THE REFORM EFFORT

• TThhee  ccaauusseess  ooff  tthhee  ccrriissiiss  aanndd  tthhee  eeffffoorrtt  rreeqquuiirreedd
hhaavvee  nnoott  bbeeeenn  aaddeeqquuaatteellyy  eexxppllaaiinneedd  ttoo  tthhee  ppuubb--
lliicc.. The policy launched in May 2010 called into
question certainties long considered unchal-
lengeable and came up against entrenched atti-
tudes. Nevertheless, there are still a number of
questions that call for convincing answers:
How did we get to where we stand today? Why
did the growth model of the last 30 years col-
lapse and what is the meaning of a “new
growth model”? What is the real situation
today? What rights, obligations, opportunities,
possibilities, responsibilities and constraints
does our participation in the EU and the euro
area give rise to? What are the alternatives and
what would they cost? What risks lie ahead and
how can we address them? What will the final
outcome of this effort be and, more impor-
tantly, how is it connected to the changes being
promoted? 

• AA  ppaarrtt  ooff  tthhee  ppuubblliicc  rreemmaaiinnss  ppeerrpplleexxeedd  aanndd
rreesseerrvveedd  iinn  tthhee  ffaaccee  ooff  tthhee  uunnffoollddiinngg  cchhaannggeess,,
wwhhiillee  tthheerree  aarree  eevveenn  ccaallllss  ffrroomm  cceerrttaaiinn  cciirrcclleess
wwiitthh  vveesstteedd  iinntteerreessttss  ffoorr  aa  rreettuurrnn  ttoo  pprraaccttiicceess  ooff
tthhee  ppaasstt.. Owing to a significant lack of infor-
mation, the public, though aware of the criti-
cal turning point we have reached, has yet to
fully grasp the causes of the crisis, or the scope,
duration and absolute necessity of the effort
required. Some of the reactions observed can
therefore be attributed to the uncertainty
caused by inadequate information, while there
are also reactions that aim to obstruct change
and revert to the practices of the past. Mean-

while, much of the public debate tends to over-
state the direct impact of the reforms, without
mentioning why these changes are so impera-
tive and, above all, what the positive outcome
will be. Moreover, in several cases the backing
of reforms has proved timid. 

1.5 THE CHANGES IN THE EU HERALD A NEW
ENVIRONMENT

Over the past twelve months, important
changes have taken place in the rest of the
world, particularly in the EU and the euro area.

• The EECCBB  mmoonneettaarryy  ppoolliiccyy  ssttaannccee  rreemmaaiinneedd
aaccccoommmmooddaattiivvee. At the same time, the
Eurosystem continued to use non-standard
monetary policy measures, which improved the
liquidity position of banks and supported the
flow of credit to the economy. In 2010, the
ECB Governing Council reactivated some of
the non-standard monetary policy measures
that it had planned to phase out and launched
another one, the Securities Markets Pro-
gramme. As far as Greece is concerned, the
Governing Council took the important deci-
sion that debt securities issued or guaranteed
by the Greek government shall constitute eli-
gible collateral for the purposes of Eurosystem
monetary policy operations, irrespective of
their external credit rating. 

• WWoorrkk  ccoonnttiinnuueedd  ttoowwaarrddss  aa  rreeiinnffoorrcceedd  ffrraammee--
wwoorrkk  ooff  eeccoonnoommiicc  ggoovveerrnnaannccee  aanndd  ppoolliicciieess  ttoo
pprreevveenntt  aa  rreeccuurrrreennccee  ooff  tthhee  ccrriissiiss  ––  ppoossiittiivvee
iimmpplliiccaattiioonnss  ffoorr  tthhee  ccoonndduucctt  ooff  eeccoonnoommiicc  ppooll--
iiccyy  iinn  GGrreeeeccee.. The European Stability Mech-
anism and the “Euro Plus Pact” that were
recently agreed upon will shape a new eco-
nomic environment imposing stricter fiscal
discipline and introducing new rules in other
areas of economic policy. The “Euro Plus
Pact” marks the beginning of a path leading
to stronger economic policy convergence
among Member States. TThhee  nneeww  ffrraammeewwoorrkk
wwiillll  rreeqquuiirree  aallll  MMeemmbbeerr  SSttaatteess  ttoo  mmaakkee  lloonngg--
tteerrmm  ccoommmmiittmmeennttss,,  eessppeecciiaallllyy  iinn  tteerrmmss  ooff  ffiissccaall
ddiisscciipplliinnee  aanndd  iinn  ffooccuussiinngg  tthheeiirr  eeccoonnoommiicc  ppoollii--
cciieess  oonn  iimmpprroovviinngg  ccoommppeettiittiivveenneessss,,  ––  wwhhiicchh  aarree
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aaccttuuaallllyy tthhee  ttwwoo  mmaajjoorr  cchhaalllleennggeess  ttoo  wwhhiicchh
GGrreeeeccee  mmuusstt  rriissee  aannyywwaayy..

1.6 ECONOMIC POLICY CHALLENGES REMAIN 
SERIOUS, DUE TO FACTORS THAT DAMPEN 
THE ECONOMIC OUTLOOK

The year 2010 marked a shift in economic pol-
icy, in response to the need to address the
impasses caused by a long period of bad
choices. Τhis shift had broadly positive results,
as it averted the worst and gave Greece some
extra time to implement necessary far-reach-
ing adjustment.

However, the challenges facing economic pol-
icy remain serious, given a number of key fac-
tors dampening the economic outlook.

• TThhee  ddoommeessttiicc  rreessoouurrcceess  tthhaatt  ccoouulldd  ffiinnaannccee
ggrroowwtthh  aarree  eexxttrreemmeellyy  lliimmiitteedd, both because net
national saving is negative and because banks
are facing serious challenges. Tapping into
international savings, in the form of foreign
direct investment (FDI), or bank funding from
the international money and capital markets is
difficult, given the negative climate abroad
concerning Greece and the prevailing high
uncertainties.

• TThhee  ddeebbtt  ddyynnaammiiccss  iiss  uunnffaavvoouurraabbllee.. Despite
the progress with fiscal adjustment, the debt
dynamics are extremely adverse and keep mar-
ket cautiousness high. The fact that fiscal
adjustment is more difficult in times of reces-
sion adds to this.

• TThheerree  hhaavvee  bbeeeenn  ddeellaayyss  iinn  iimmpplleemmeennttiinngg
rreeffoorrmmss  ttoo  ccrreeaattee  aa  bbuussiinneessss--ffrriieennddllyy  eennvviirroonn--
mmeenntt,,  aann  ““eennttrreepprreenneeuurriiaall  eeccoossyysstteemm””  tthhaatt  wwoouulldd
eennccoouurraaggee  ddoommeessttiicc  iinnvveessttmmeenntt  iinniittiiaattiivveess  aanndd
aattttrraacctt  FFDDII..1 The undertaking of major private
investment projects ―which would dramati-
cally change the economic climate― presup-
poses, among other things, fast-track ssiittee  ppllaann--
nniinngg and lliicceennssiinngg procedures, a stable ttaaxxaattiioonn
and market regulation regime, as well as a rad-
ical upgrade of the lleeggaall  ssyysstteemm to ensure faster
delivery of justice. Admittedly, certain positive

steps have been made, but they are not enough
to boost the economy’s ssttrruuccttuurraall  ccoommppeettiittiivvee--
nneessss. As repeatedly stressed, tthhee  ssoooonneerr  aanndd
mmoorree  eeffffiicciieennttllyy  ssttrruuccttuurraall  rreeffoorrmmss  aarree  iimmppllee--
mmeenntteedd,,  tthhee  ssoooonneerr  ggrroowwtthh  iiss  lliikkeellyy  ttoo  rreessuummee.

2. THE MAIN CHARACTERISTICS OF 
DEVELOPMENTS IN 2010 – THE CURRENT
PICTURE OF THE ECONOMY

2.1 THE ECONOMY AT A CRITICAL JUNCTURE

In 2010, the general government deficit fell by
a substantial 5 percentage points of GDP, but
real GDP contracted by 4.5%, total employ-
ment dropped by 2.7% and salaried employ-
ment by 3%, while the average unemployment
rate reached 12.5%. Meanwhile, the current
account deficit receded only slightly to 10.4%
of GDP (from 11% in 2009), inflation rose to
4.7%, the average nominal earnings of employ-
ees in total economy decreased by 5.0%
(according to Bank of Greece estimates) and
the annual rate of credit expansion to the pri-
vate sector was nil in December (slightly neg-
ative for households, slightly positive for busi-
nesses).

At the same time, there were two worrying
developments:

• First, according to rough estimates, the
potential growth rate, which averaged close to
3.5% from 2000 to 2008 before dropping to
below 1.5% in 2009, is currently at 0.5% or
lower.

• Second, gross national saving came to
merely 2.1% of GDP in 2009 and 2.8% in 2010.
Net national saving (excluding depreciation)
was negative in 2009 (-12.1% of GDP) and in
2010 (-13.9% of GDP), and has been so since
2002 (it was positive in 2001, but at a mere
0.2% of GDP).
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2.2 POSITIVE ASPECTS OF DEVELOPMENTS

TThhee  mmaaiinn  ppoossiittiivvee  ddeevveellooppmmeenntt  iinn  22001100, apart
from the large decrease in the fiscal deficit, was
the recovery in goods exports, which became
visible from the second half of the year
onwards and is confirmed by all indicators,
even though exports have yet to recoup the
sharp declines of 2009 and return to their 2008
level. The recovery of goods exports is no coin-
cidence and can, of course, be attributed to the
recovery of the world economy and, therefore,
of demand by Greece’s trading partners, as well
as to the increasing shift of Greek firms to for-
eign markets, as a means of compensating for
the drop in domestic demand. However, this
recovery in exports also reflects an incipient
reversal of past competitiveness losses.
According to Bank of Greece estimates, over
the 2001-2009 period Greece’s international
competitiveness vis-à-vis 28 trading partners
fell by a cumulative 19% in terms of relative
consumer prices (CPI) and by some 28% in
terms of relative unit labour costs (ULC) in
total economy. In 2010, however, CPI-based
competitiveness improved slightly (by 0.5%,
despite high inflation and exclusively owing to
the lower effective exchange rate of the euro),
whereas ULC-based competitiveness is esti-
mated to have improved markedly, by some 6%
in total economy and 5% in the business sec-
tor, largely reflecting the considerable drop in
wages and unit labour costs in both the public
and the private sector, as well as the evolution
of the effective exchange rate of the euro.

There are two more developments that could,
under certain circumstances, be seen as posi-
tive.

• CCoorree  iinnffllaattiioonn  ((ii..ee..  eexxcclluuddiinngg  eenneerrggyy  aanndd
uunnpprroocceesssseedd  ffoooodd))  wwaass  33..00%%  iinn  DDeecceemmbbeerr,,  bbuutt
wwiitthhoouutt  tthhee  iimmppaacctt  ffrroomm  iinnddiirreecctt  ttaaxx  iinnccrreeaasseess
wwoouulldd  hhaavvee  bbeeeenn  jjuusstt  00..33%%.. This reflects a rever-
sal of demand- and labour cost-driven infla-
tionary pressures and supports the forecast
that CPI-inflation will gradually recede as the
impact from higher indirect taxes wanes. In any
case a risk of deflation seems unlikely, with

inflationary pressures expected to build up, at
first on account of external factors, such as
increases in the prices of oil, food and other
commodities (due to both structural and cycli-
cal reasons); upward price trends in countries
from which Greece imports manufactured
products; and, later on, a gradual recovery of
domestic activity.

• The sshhaarrpp  ddrroopp  iinn  ggooooddss  iimmppoorrttss continued
in 2010, bringing the cumulative decline over
the two years 2009 and 2010 to 25.4% at con-
stant prices, according to national accounts
data. This development is a direct reflection of
the cumulative declines of private consumption
by 6.6% and of gross fixed capital formation by
25.9% over the same period, meaning that it
came as a result of the recession. This however
can be seen in a positive light, to the extent that
lower consumer goods imports also reflect an
adjustment in the consumption pattern of
Greek households, capable of leading to a
more permanent reduction in the trade deficit.
In other words, it would appear that the crisis
has made us realise that, for no less than 13
years (1996-2008), we consumed more than we
could afford, having become over-confident
about the future (in part due to the liberalisa-
tion of credit), while rejecting the structural
changes that would have helped those opti-
mistic expectations to materialise. 

3 THE MACROECONOMIC PROSPECTS FOR 2011 

3.1 A RAPIDLY CHANGING ENVIRONMENT THAT
CALLS FOR NEW CHOICES IN KEY AREAS

The macroeconomic prospects for 2011 are
unfolding in an international environment
characterised by the growing importance of the
economy of China, as well as those of India,
Russia, Brazil and neighbouring Turkey. At the
same time, ggeeooppoolliittiiccaall  uunncceerrttaaiinnttyy has esca-
lated sharply in recent months, with regime
overthrows and unrest across North Africa and
the Middle East. These developments are not
unrelated to the increases in the prices of food
and other commodities. 
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Meanwhile, it has become increasingly evident
in recent years how vulnerable the global econ-
omy and the modern way of living can be to
eexxttrreemmee  wweeaatthheerr  ccoonnddiittiioonnss,,  nnaattuurraall  ddiissaasstteerrss
aanndd  eeppiiddeemmiiccss. Last month’s disaster in Japan
showed how dependence on nuclear energy
coupled with insufficient safety measures can
amplify ―just how much remains to be seen―
the initial impact of the earthquake and the
tsunami. These considerations, as well as the
need to start addressing climate change before
it is too late, imply tthhaatt  nneeww  ppoolliiccyy  cchhooiicceess,,  oonn
aa  gglloobbaall  ssccaallee,,  wwiillll  bbee  rreeqquuiirreedd  iinn  ssuucchh  aarreeaass  aass
ccoonnssttrruuccttiioonn,,  ttoowwnn  ppllaannnniinngg  aanndd  zzoonniinngg,,  ttrraannss--
ppoorrttaattiioonn,,  aass  wweellll  aass  eenneerrggyy  pprroodduuccttiioonn  aanndd  ccoonn--
ssuummppttiioonn. 

At the EEuurrooppeeaann  lleevveell, as already mentioned,
Greece is taking part in the intensive efforts to
enhance the economic governance framework
and ensure financial stability in the European
Union and the euro area. 

3.2 PROJECTIONS FOR KEY AGGREGATES OF THE
GREEK ECONOMY: CONTINUED RECESSION,
FURTHER RISE IN THE RATE OF UNEMPLOY-
MENT, SIGNIFICANT DECLINE IN INFLATION,
NEGATIVE ANNUAL RATE OF CREDIT EXPAN-
SION TO THE PRIVATE SECTOR 

The present report provides projections
regarding Greece’s main macroeconomic
aggregates. 

• With regard to eeccoonnoommiicc  aaccttiivviittyy, the pro-
jection of a 3% decline in GDP for 2011
included in the report Monetary Policy 2010-
2011 (February 2011) still holds, while a
slightly bigger drop cannot be ruled out. 

• The uunneemmppllooyymmeenntt  rraattee should continue to
rise and may exceed 15%. In fact, if the year-
on-year rates of change in the labour force and
employment recorded in the fourth quarter of
2010 persist throughout 2011, the average rate
of unemployment could rise as high as 16.5%
in 2011. This could be averted through the
effective implementation of the active employ-
ment policies already announced and of the

legislation enacted in May, July and December
2010 enabling a more flexible use of labour
inputs. As rising unemployment reflects not
only the recession, but also the ongoing
restructuring of production and employment in
the context of the crisis, the available policy
options and arrangements (see Chapter VI and
Box VI.1) must be geared towards increasing
labour mobility across sectors and jobs, reduc-
ing the duration of unemployment and sup-
porting the income of the unemployed while in
search of a job or in retraining. 

• According to recently revised projections,
the average annual rate of HICP iinnffllaattiioonn
should decline substantially, despite the con-
tinued increase in oil prices, but could
approach 3¼%. Average core inflation is
expected to fall much lower, to less than 1.5%.
Excluding the impact from increases in indirect
taxes, core inflation should drop even lower, to
below 1% on average, following negative rates
in January and February 2011. Underlying
these developments are the gradual unwinding
of the impact from indirect tax increases and
the continued fall in both demand and unit
labour costs, especially in the business sector.
A dampening effect on inflation should also
arise from increased competition in the goods
and services markets as the implementation of
structural reforms progresses. AAvveerraaggee  nnoommiinnaall
eeaarrnniinnggss  ooff  eemmppllooyyeeeess in total economy are
expected to fall by 2.7%. 

• The aannnnuuaall  rraattee  ooff  ccrreeddiitt  eexxppaannssiioonn  ttoo  tthhee
ddoommeessttiicc  pprriivvaattee  sseeccttoorr, already slightly nega-
tive in January and February this year (at 
-0.2% and -0.3%, respectively), is expected to
remain negative throughout 2011, due to both
loan supply and loan demand related factors.
On the demand side, access to credit, as well
as willingness to incur debt, continue to be con-
strained by the weakened financial condition
of households and enterprises. On the supply
side, Greek banks are gradually regaining lim-
ited access to the international money and cap-
ital markets, after being virtually excluded
from them, while the considerable drop in
deposits recorded in 2010 (partly as a result of
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heightened uncertainty, but to a large extent
also because of the need of depositors ―enter-
prises and households― to meet current lia-
bilities) continued into early 2011. At the same
time, banks have seen the quality of their loan
portfolios to households and enterprises dete-
riorate due to the recession. These pressures
are counterbalanced, first, by the liquidity sup-
port package introduced by Law 3723 in
autumn 2008, later complemented and
recently extended in duration and expanded in
size and, second, the provision of substantial
amounts of liquidity by the Eurosystem, while
encouraging was the fact that banks’ capital
adequacy remained relatively high. An
upward, yet limited effect on credit to busi-
nesses can be expected from the further
improvement in the absorption of EU funds
through co-financed programmes under the
National Strategic Reference Framework,
while other positive contributions should arise
from the implementation of the new Devel-
opment Law and the establishment and acti-
vation of the Hellenic Fund for Entrepre-
neurship and Development (ETEAN). 

3.3 THE MAIN POSITIVE ASPECTS OF THE
PROSPECTS FOR 2011 

Apart from the targeted and projected ffuurrtthheerr
rreedduuccttiioonn  ooff  tthhee  ffiissccaall ddeeffiicciitt and the antici-
pated ddeecclliinnee  iinn  iinnffllaattiioonn, the main positive
development in 2011 is expected to come from
exports. 

• Indeed, the recovery of goods exports will
continue, driven both by the rise in foreign
demand and by the continued improvement of
competitiveness as a result of a further drop in
unit labour costs. The declining trends of
labour costs in the business sector from 2009
onwards initially reflected the response of busi-
nesses to the economic downturn (through
reductions in average working hours, tempo-
rary lay-offs and wage cuts). Today, the low-
ering of labour costs is also facilitated by
changes in the legal framework aimed at
increasing labour market flexibility as a means
of saving jobs, including the hiring of youth at

below the minimum wage, the de facto reduc-
tion in dismissal indemnities, lower pay for
overtime work and the introduction of enter-
prise-specific collective agreements. Export
prospects may also be boosted by other factors
affecting the international competitiveness of
Greek products, such as: 

− ((aa)) Foreign direct investment, which can be
considered likely subject to the aforemen-
tioned conditions. Foreign direct investment is
typically associated with know-how transfers
and thereby higher productivity. 

− ((bb)) A more efficient organisation of pro-
duction and labour, provided that the afore-
mentioned changes to the legal framework
governing the labour market are put to use and
the reforms to the product markets are duly
promoted. 

− ((cc)) The implementation of the specific meas-
ures included in the National Export Strategy
launched by the Ministry of Regional Devel-
opment and Competitiveness in December. 

With tourism receipts also expected to recover
and consumer goods imports expected to con-
tinue to decline, the current account deficit
should further decrease in 2011, perhaps to
below 9% of GDP, despite higher oil prices
and interest payments. 

• The forecasts for ttoouurriissmm  rreecceeiippttss are pos-
itive, especially given both the reduction in
the VAT rate charged on accommodation and
the recent turmoil in countries of North
Africa, which used to be competitor tourist
destinations. 

• Finally, demand for imported consumer
goods will continue to be weighed down by the
correction of household consumption pat-
terns, although this cannot translate into
steadily high rates of decline, given that a sig-
nificant reduction in demand has already
taken place. By contrast, demand for
imported capital goods should be affected
upwards once investment starts to recover
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(probably towards year-end), and also due to
special factors – e.g. the launching of major
wind farm investment projects which have a
high import content (see Chapter XI.3). More-
over, it should be noted that ―with the cur-
rent production capacity profile― sustained
strong exports in the future would also entail
higher imports of raw materials and interme-
diate goods used as inputs in the production
of some (not all) exportable Greek products.
This further compounds the need to speed up
reforms in the product and labour markets and
to intensify the effort to attract foreign direct
investment, so as to not only boost exports, but
also ―as just mentioned― to substitute for
imports in as many product categories as real-
istically feasible, taking into account the com-
parative advantages that Greece could gain
once the structural changes and reforms have
been made.

4 FISCAL POLICY AND FISCAL REFORMS 

4.1 SHARP DEFICIT REDUCTION IN 2010 

According to data on an administrative basis,
the deficit of the State budget fell to 8.4% of
GDP in 2010, from 13.1% of GDP in 2009 and
compared with a target of 8.1% of GDP in the
Economic Adjustment Programme. Despite
the sharp reduction in the deficit, down by
37.0% relative to 2009, the deficit target was
not met, due to a revenue shortfall that was
only partly offset by a higher than targeted cut-
back in expenditure. 

Furthermore, according to cash data from the
Bank of Greece, the borrowing requirement
(cash deficit) of the State budget2 fell by
28.3% in 2010 to 10.2% of GDP, compared
with 13.9% of GDP in 2009. This decline
came mainly from the reduction in the ordi-
nary budget cash deficit and, to a lesser
extent, from the lower deficit of the public
investment budget. 

The final data on the general government
deficit for 2010 (on a national accounts basis),

for Greece as well as for the other EU coun-
tries, will be released by Εurostat on 26 April.
It should be reminded that the recent EU/IMF
reviews expected Greece’s general government
deficit for 2010 to be close to 9½% of GDP.
The deficit may, however, turn out higher, due
to the revision of individual components to be
finalised between Eurostat and ELSTAT by
the release date. 

4.2 MAIN GUIDELINES IN THE 2011 BUDGET FOR
FURTHER REDUCING THE DEFICIT 

The 2011 budget marks a continuation of the
significant effort, since the spring of 2010, to
achieve fiscal consolidation and rein in the
debt-to-GDP ratio and anticipates a reduction
in the general government deficit to 7.4% of
GDP (i.e. 2.2 percentage points lower than the
2010 deficit estimated in the Introductory
Report on the 2011 Budget). 

In 2011, contrary to 2010, the reduction in the
general government deficit is expected to come
mostly (by about three fourths) from entities
outside central government. The deficit of the
state budget will improve by only 0.5% of
GDP. This low figure, despite the important
measures taken on both the revenue and the
expenditure sides, partly reflects how difficult
it is to achieve fiscal consolidation when an
economy is in recession. However, the primary
deficit of the state budget is expected to
decline significantly more (by 1.8% of GDP)
than the overall deficit. 

The reduction in the state budget deficit is
expected to stem mainly from a significant
increase in revenues of the ordinary budget (by
8.5%), while the revenues of the public invest-
ment budget are also expected to increase sub-
stantially (by 27.7%). On the other hand, ordi-
nary budget expenditure in 2011 is expected to
increase by 5.8%, mainly on account of inter-
est payments, while primary expenditure under
the ordinary budget is expected to rise by only
1.9% and investment expenditure by 0.6%. 
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According to the Introductory Report on the
2011 Budget, the government has aimed to
ensure that budgetary targets will be met by
adopting additional measures (apart from the
ones envisaged in the Economic Adjustment
Programme) corresponding to a total 2.7% of
GDP (1% of GDP from higher revenue and
1.7% from lower expenditure), which mostly
involve expenditure cuts in public enterprises
and organisations (DEKO), public hospitals,
social security organisations and local govern-
ment authorities – i.e. entities with substantial
spending overruns in the past. Moreover, the
latest (third) review of the Economic Adjust-
ment Programme, taking into account the evo-
lution of fiscal aggregates and the yield of cer-
tain measures, concluded that further measures
of structural fiscal consolidation amounting to
3/4% of GDP will be required to ensure that
the general government deficit falls to 7.4% in
2011. In any case, achieving the 2011 budget
targets will require action on three fronts: 

• better revenue performance by combating
tax evasion and enhancing the efficiency of the
tax collection mechanism; 

• implementation of structural fiscal reforms
to reduce the expenditure of general govern-
ment entities; and 

• stronger and more effective fiscal institu-
tions. 

4.3 KEY STRUCTURAL FISCAL REFORMS: 
SIGNIFICANT CHANGES HAVE BEEN ENACTED,
BUT THE REAL CHALLENGE LIES IN THEIR
IMPLEMENTATION 

Important structural reforms were enacted in
2010 and are expected to further underpin fis-
cal adjustment. Several of these reforms
focused on crucial sectors of the economy, such
as the pension system, healthcare, public enter-
prises and local government. At the same time,
the fiscal policy framework was radically reor-
ganised, fiscal institutions were enhanced to
ensure greater transparency and tighter
expenditure control, while emphasis was also

placed on the operation of tax administration
and on combating tax evasion (see Chapter
ΙΧ.5). In greater detail: 

• The Kallikratis Programme, among other
objectives, aims to save resources by reducing
the number of local government authorities
and associated entities and through economies
of scale. To this end, the government has taken
measures to limit borrowing by local authori-
ties and has imposed a no-deficit rule on them
until at least 2014. 

• The social security reform (Law 3863/2010
and Law 3865/2010 applying to workers in the
private and the public sector, respectively)
aims to ensure the long-term sustainability of
the pension system and is considered highly
ambitious in the light of international experi-
ence. The next step will consist in evaluating
the viability of the larger auxiliary pension
funds, so that relevant legislation can be
adopted by September 2011. 

• The social security reform of July 2010
brought about changes in the field of health-
care as well, although these had to be supple-
mented by additional measures, designed to
reduce expenditure, increase cost effectiveness
and improve the service level, such as the intro-
duction of electronic prescribing and cutting
back on pharmaceutical expenditure, ratio-
nalising the procurement system and estab-
lishing the National Healthcare Organisation.
Carrying through these reforms represents a
major challenge. 

• Important institutional changes have also
been made to public enterprises, which are
now subject to stricter financial supervision
coordinated by the Ministry of Finance. With
a view to ensuring the economic viability of
public utilities, new legislation was passed to
restructure transport entities, namely the Hel-
lenic Railways (OSE-TRAINOSE) and Athens
Urban Transport Organisation (OASA)
groups of companies. A common aim of the
reforms is to consolidate the finances of these
groups through wage and operating cost cuts
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and tariff increases; the assumption of their
accumulated debts by the State; the setting of
ceilings on government subsidies; the transfer
of surplus personnel in line with the “one
recruitment for every five retirements or dis-
missals” rule that applies to the entire public
sector; the requirement to submit business
plans; and permanent accountability of man-
agements.

• Additional cost saving can be expected from
the implementation of legislation providing for
the closing or merger of services, organisations
and entities of the public sector. However,
implementation of this measure has stalled.

• The new fiscal management and responsi-
bility framework, the aims of which are, among
others, to increase expenditure control, has
introduced stringent transparency and disclo-
sure requirements, enlarged the scope of finan-
cial supervision by the Ministry of Finance to
include, apart from central government, all the
entities of general government, as it requires
the submission to Parliament of consolidated
annual budgets. Law 3871/2010 establishing
this new fiscal management and responsibility
framework also provides for a rolling three-
year Medium-Term Fiscal Strategy Plan. How-
ever, progress in strengthening fiscal institu-
tions has been slow, because of continued
delays in such matters as budgeting practices
and procedures, expenditure control and the
regular reporting of fiscal data by general gov-
ernment entities. As a result, nearly a year after
the launching of the Economic Adjustment
Programme, there is still no full or clear picture
of Greece’s fiscal position on a monthly basis. 

• Apart from the fiscal measures directly
aimed at increasing tax revenue, numerous
structural measures have been adopted to
streamline tax administration, reform the tax
system by broadening the tax base, curb tax
evasion and enhance tax compliance, thereby
making the tax system more equitable. The lat-
est tax law contains a number of provisions that
will help improve tax administration and fight
tax evasion. It should be noted that, according

to the 2011 budget, the fight against tax evasion
should yield €1.6 billion in revenue this year,
which underscores the importance of imple-
menting the relevant provisions swiftly and rig-
orously. Any deviation from the 2011 budget
target will need to be compensated for by addi-
tional measures.

4.4 THE SIGNIFICANCE OF RECENT EU DECISIONS
AND OF THE MEDIUM-TERM FISCAL STRATEGY
FRAMEWORK CURRENTLY IN PREPARATION

• The recent informal Eurogroup meeting of
heads of state or government of the euro area
on 11 March 2011 took the ffaavvoouurraabbllee  ――ffoorr
GGrreeeeccee――  ddeecciissiioonnss (endorsed by the European
Council on 24-25 March) to lower the interest
rate and lengthen the maturity of loans
extended to Greece under the Support Mech-
anism and enable the European Financial Sta-
bility Facility (EFSF) and the future European
Stability Mechanism (ESM) to purchase gov-
ernment securities in the primary market in
exceptional circumstances and in the context of
a programme with strict conditionality. By
virtue of the same decisions, Greece is called
upon to rigorously continue structural reforms,
fully and speedily complete the €50 billion pri-
vatisation and real estate development pro-
gramme that the government has drawn up and
to introduce a strict and stable fiscal framework
with the strongest possible legal basis (to be
decided by the Greek government). Against
this background, tthhee  iimmpplleemmeennttaattiioonn  ooff  aann  aammbbii--
ttiioouuss  mmeeddiiuumm--tteerrmm  ffiissccaall  ssttrraatteeggyy  ffrraammeewwoorrkk
cclleeaarrllyy  oouuttlliinniinngg  tthhee  ffiissccaall  ccoonnssoolliiddaattiioonn  ppaatthh  aanndd
eennccoommppaassssiinngg  ――aass  aa  ccrruucciiaall  ccoommppoonneenntt――  tthhee
pprriivvaattiissaattiioonn  aanndd  rreeaall  eessttaattee  ddeevveellooppmmeenntt  pprroo--
ggrraammmmee  ccoouulldd  ssuubbssttaannttiiaallllyy  rreedduuccee  tthhee  ppuubblliicc
ddeebbtt,,  hheellpp  rreessttoorree  ccoonnffiiddeennccee  aanndd  ooppttiimmiissmm  iinn  tthhee
pprroossppeeccttss  ooff  tthhee  GGrreeeekk  eeccoonnoommyy  aanndd,,  tthhuuss,,  ffaacciill--
iittaattee  GGrreeeeccee’’ss  rreettuurrnn  ttoo  tthhee  bboonndd  mmaarrkkeettss. 

• The government is expected to release tthhee
MMeeddiiuumm--TTeerrmm  FFiissccaall  SSttrraatteeggyy  FFrraammeewwoorrkk by
mid-April,3 as also provided for by Law
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3871/2010, specifying the fiscal measures of a
permanent nature and a binding time schedule
for the period 2012-15, in order to reduce the
general government deficit to below 3% by
2014 and to 1% of GDP by 2015. 

5 THE CHALLENGES FOR BANKS AND THE
NECESSITY OF THE LIQUIDITY SUPPORT
PROGRAMME 

5.1 THE GROWTH CONTRIBUTION OF THE FINAN-
CIAL SECTOR PUT TO THE TEST 

Generalised economic crises, irrespective of
their causes and origins, put the ability of
banks to contribute to the growth process to a
severe test, by impeding their access to key
sources of funding (e.g. deposits, markets) and
impairing the quality of their assets (e.g. loans
and securities holdings). 

Banks as intermediaries play a pivotal role in
the set-up and growth of an economy by ensur-
ing the safe and efficient channelling of avail-
able savings towards investments and other
uses. The unhindered fulfilment of this role is
of paramount importance, especially in
economies with a bank-based financial system,
where business activity and households are
financed primarily by banks, rather than
directly by the markets. The Greek economy
is a case in point, with the domestic banking
system providing most of the private sector
debt financing. 

5.2 DUE TO THE CRISIS, BANKS’ LIQUIDITY NEEDS
ARE SIGNIFICANTLY HIGHER 

Throughout 2010 and the first months of 2011,
the liquidity of Greek banks came under strong
pressure, due to the fiscal crisis and the eco-
nomic downturn. 

• The successive downgrades of Greece’s sov-
ereign credit rating inevitably affected the rat-
ings of domestic banks too, virtually cutting
them off from iinntteerrnnaattiioonnaall  mmoonneeyy  aanndd  ccaappiittaall
mmaarrkkeettss. This occurred at a time when Greek

banks were faced with: (i) the need, within
2010, to repay maturing debt amounting to
about €8 billion; and (ii) a significant con-
traction of their deposit base; relative to the
beginning of 2010, this contraction had slightly
exceeded €40 billion by the end of February
2011. 

• During that same time, banks were also
required to provide the Eurosystem with addi-
tional assets totalling some €26 billion, to
replenish their collateral (consisting mostly of
government securities, but also of bank bonds,
covered bonds, etc.).4 This need arose
because, after the downgrades, a significant
part of that collateral became ineligible. Mean-
while, the assets that remained eligible lost
part of their collateral value, given the down-
ward mark-to-market valuations and higher
haircuts. 

5.3 THE GOVERNMENT GUARANTEE SCHEME STILL
NECESSARY FOR THE TIME BEING 

The conditions described above called for a
prolongation and expansion of the liquidity
support measures introduced by Law
3723/2008; similar measures had been adopted
by all EU countries in 2008, following the
intensification of the global financial crisis. 

It should be recalled that uunnddeerr  tthhiiss  sscchheemmee  tthhee
ggoovveerrnnmmeenntt,,  ffoorr  aa  ffeeee,,  gguuaarraanntteeeess  bbaannkk--iissssuueedd
ddeebbtt  sseeccuurriittiieess;; iitt  ddooeess  nnoott  pprroovviiddee  bbaannkkss  wwiitthh
ccaasshh. These guarantees enable the banks to
obtain liquidity from the Eurosystem against
eligible collateral. It should also be noted that,
given the valuation haircuts involved, the liq-
uidity that can be obtained against such gov-
ernment-guaranteed securities is considerably
less than their nominal value. 

Annual
Report
2010 27

44 According to the statutory provisions governing the Eurosystem,
liquidity from the national central banks to credit institutions can
only be provided against adequate collateral, in the form of eligi-
ble assets, i.e. securities and other assets that satisfy the Eurosys-
tem’s eligibility criteria. The liquidity provided by the Eurosystem
is lower than the market value of the underlying collateral, to an
extent that depends on the haircut applicable to the respective type
of asset. A haircut is the percentage which the Eurosystem subtracts
from the market value of an asset, when calculating how much to
lend to a credit institution against such collateral. 



Overall, between January 2010 and the end of
February 2011, banks used guarantees for a
nominal value of €50 billion, which, following
market valuation and haircuts, secured them
some €35 billion in Eurosystem liquidity. The
recent expansion of the guarantee scheme
became necessary, for the following reasons: 

• Greek banks remain virtually shut out of
wholesale funding markets; 

• the funds obtained so far using the guaran-
tee scheme are not sufficient to meet the liq-
uidity needs in the face of shrinking deposit
bases, collateral devaluations and maturing
interbank liabilities;

• the ECB’s non-standard measures to
enhance liquidity in the euro area will be grad-
ually phased out; and 

• it is necessary to prevent recession from
becoming deeper as a result of insufficient
financing of the economy or of a sudden
deleveraging by banks. 

In view of these reasons, Article 19 of the draft
law submitted to Parliament on 31 March 2011
(“Reform of the operational framework of the
Deposits and Loans Fund”) increases by €30
billion the amount of support available under
the government guarantee scheme introduced
by Article 2 of Law 3723/2008. One difference
between Article 19 and the provisions of Law
3723/2008 is that the support shall be condi-
tional upon the preparation and implementa-
tion by each applicant credit institution of a
detailed medium-term liquidity plan, to be
approved by the Bank of Greece and the ECB,
in cooperation with the European Commission
and the IMF.

The option that credit institutions had of rais-
ing liquidity from the Eurosystem by making
use of government guarantees prevented credit
growth rates from turning negative in 2010.
Although nominal GDP fell by 2.1% in 2010,
the outstanding amount of bank credit to the
private sector in December 2010 remained

unchanged year-on-year. Given the overall
financial environment, without the extraordi-
nary provision of liquidity by the Eurosystem
the banks would have been forced to expedite
the collection of their claims, cut back on loan
rescheduling and reject applications for new
loans even from creditworthy customers. TThhee
eexxttrraaoorrddiinnaarryy  mmoonneettaarryy  ppoolliiccyy  mmeeaassuurreess  ooff  tthhee
EECCBB  aanndd  tthhee  ggoovveerrnnmmeenntt’’ss  lliiqquuiiddiittyy  ssuuppppoorrtt
mmeeaassuurreess  aavveerrtteedd  aa  ccrreeddiitt  ccrruunncchh..

However, the extraordinary liquidity support
measures taken by the ECB and the govern-
ment are temporary in nature. They aim to give
banks time to adjust their assets and cost struc-
ture, according to the circumstances. This
adjustment must be orderly, so as not to fur-
ther aggravate the current economic downturn
or dampen recovery, once it begins. In other
words, bbaannkkss  mmuusstt,,  aass  ssoooonn  aass  ppoossssiibbllee,,  bbee  iinn  aa
ppoossiittiioonn  ttoo  iinntteerrmmeeddiiaattee  bbeettwweeeenn  ssaavveerrss  aanndd
iinnvveessttoorrss  aanndd  rreellyy  oonn  tthheeiirr  oowwnn  rreessoouurrcceess,,  wwiitthh--
oouutt  tthhee  nneeeedd  ffoorr  eexxttrraaoorrddiinnaarryy  ssuuppppoorrtt  ffrroomm  tthhee
EECCBB  oorr  tthhee  ggoovveerrnnmmeenntt. 

5.4 CREDIT RISK, PROFITABILITY, CAPITAL 
ADEQUACY: TRENDS AND PROSPECTS 

Pressure on the domestic banking system in
2010 was also exerted by the rise in credit risk
on bank lending. The significant deterioration
of the financial condition of businesses and
households, owing to the adverse macroeco-
nomic environment, was accompanied by a
considerable increase in the non-performing
loans ratio (NPL ratio) (December 2010:
10.4%, December 2009: 7.7%). The upward
trend of non-performing loans is expected to
continue in 2011. 

The adverse macroeconomic conditions also
affected the profitability of banks, which reg-
istered losses both on a solo and on a consol-
idated basis in 2010, due to lower operating
income and higher impairment charges. The
impact on profitability was only partially off-
set by a decline in operating expenses in 2010,
which became more pronounced in the second
half of the year. 
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By contrast, a positive contribution to financial
stability in 2010 came from the increase in the
capital adequacy of banks and banking groups.
Compared with end-2009, regulatory own
funds rose, while risk-weighted assets declined
slightly. At end-December 2010, the Capital
Adequacy Ratio (CAR) and the Tier I ratio for
banks as a whole stood at 13.8% and 12.2%,
respectively, and for banking groups as a whole
at 12.2% and 10.9%, respectively. 

Despite their satisfactory capital adequacy
ratios, banks need to be very cautious, at the
current juncture, in formulating their medium-
term strategies for their capital bases and the
uses of funds. In this respect, which is crucial
for financial stability, banks must, with realism,
caution and a forward-looking perspective,
weigh not only the challenges posed by the fis-
cal and macroeconomic conditions but also the
upcoming major changes in banking regulation
and supervision. The relevant work undertaken
by European and international institutions and
bodies is well under way. 

5.5 THE FACTORS THAT WILL ENABLE BANKS TO
DEAL WITH THE CHALLENGES OF 2011 

The most important factors driving the per-
formance of the domestic banking system in
2010 continue to be in play this year, while the
medium-term outlook for profitability, the
quality of loan and securities portfolios and
bank liquidity are surrounded by high uncer-
tainty. Even though this situation, in the case
of Greece, was not the outcome of weaknesses,
inadequacies or mistakes on behalf of the
banking sector, as was the case in many other
countries, there is still need for an active
demonstration of increased vigilance and
resolve. Banks, in particular, are called upon
to flexibly adjust their business strategies,
restructure their activities and review their
objectives, cut operating costs and shift to mar-
ket-based funding sources that would help
them to wean themselves off liquidity support
from the Eurosystem and the government. 

Today’s reality is a given; as for the future, the
signals are clear as to the basic parameters of
the economic environment and the regulatory
framework. BBaannkkss  wwiillll  tthheerreeffoorree  hhaavvee  ttoo  aaddjjuusstt
tthheeiirr  bbuussiinneessss  mmooddeellss  aaccccoorrddiinnggllyy,,  aanndd  mmuusstteerr  aallll
tthheeiirr  ffoorrcceess..  RReeoorrggaanniissaattiioonn  aanndd  aalllliiaanncceess  aarree
mmoorree  ssuucccceessssffuull  wwhheenn  tthheeyy  aarree  ccaarrrriieedd  oouutt  wwiitthh
ffoorreessiigghhtt  aanndd  aarree  tthhee  oouuttccoommee  ooff  iinnffoorrmmeedd  ddeeccii--
ssiioonnss  aanndd  ffrriieennddllyy  nneeggoottiiaattiioonn..

The reorganisation of the banking sector will
considerably enhance its contribution to the
growth process, once the economy begins to
recover. It will also support domestic financial
stability, on condition of course that the pri-
mary factor for stability is in place, i.e. that the
confidence of economic agents, markets and
the international community is restored and
consolidated. No reorganisation of the finan-
cial system can substitute for the need to pur-
sue fiscal adjustment and speed up structural
reforms in the public sector and the economy
at large. 

6 PRIORITIES OF ECONOMIC POLICY 

Last year’s developments and the outlook for
the near future strictly set the objectives and
map out the course for the next few years. 

6.1 A DYNAMIC RE-LAUNCH OF OUR EFFORTS IS
NEEDED TO GIVE NEW IMPETUS TO REFORM
POLICIES 

Today, the Greek economy is at a watershed.
Progress with adjustment has been made, but
is still too slow considering the debt dynam-
ics. What is now needed is a strong re-launch
of our efforts, to make up for the delays and
give fresh impetus to reform policies. The key
prerequisites for this to happen are the fol-
lowing: 

• The government must actively demonstrate
its firm commitment to moving forward, with-
out ambivalence or hesitation, on the difficult
path that it has mapped out. 
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• The public must be regularly informed about
where the economy stands, which policy goals
are being pursued, what difficulties and risks
are present, how much ground still needs to be
covered, what the ultimate goal is and what the
consequences of failure would be. 

• The benefits of the reforms, which are not
only necessary, but also morally right, must be
clearly highlighted as they abolish privileges and
aim for equal and better opportunities for all. 

• A minimum of consensus must be reached
among the political and social forces so as to
ensure continued adjustment, the duration of
which will extend well beyond any one gov-
ernment’s term. 

6.2 FISCAL CONSOLIDATION AND THE RECOUPING
OF LOST COMPETITIVENESS: TWO PREREQUI-
SITES FOR GROWTH 

There is absolutely no doubt today that growth
remains the main challenge. 

• As shown by international experience, large
public deficits and high public debt cannot pos-
sibly foster sustainable growth. Therefore tthhee
ffiirrsstt  sstteepp  ttoowwaarrddss  eeccoonnoommiicc  ggrroowwtthh  iiss  ttoo  ssttaabbiilliissee
tthhee  eeccoonnoommyy. 

• GGrroowwtthh  mmeeaannss  llaauunncchhiinngg  nneeww  pprroodduuccttiivvee  bbuussii--
nneesssseess  tthhaatt  aarree  ccoommppeettiittiivvee  aanndd  eexxppoorrtt--oorriieenntteedd..
TThhiiss  hhiinnggeess  uuppoonn  aa  rraaddiiccaall  cchhaannggee  iinn  tthhee  bbuussiinneessss
cclliimmaattee,,  bbyy  ccrreeaattiinngg  aa  bbuussiinneessss--  aanndd  iinnvveessttmmeenntt--
ffrriieennddllyy  eennvviirroonnmmeenntt.. Therefore, a much faster
pace is needed for the structural reforms in the
markets and especially the public sector; these
reforms should focus, apart from recouping the
losses in international cost competitiveness, on
improving structural competitiveness. 

6.3 KEY PRIORITIES 

FFiirrsstt,,  ssppeeeeddiinngg  uupp  rreeffoorrmmss  iinn  tthhee  ppuubblliicc  sseeccttoorr  

The stabilisation process has entered its second
and more difficult phase. Following the wage
cuts across-the-board and the tax increases, it

must now focus with determination on struc-
tural reforms in the public sector, so as to per-
manently reduce wasteful spending stemming
from operational inefficiency. 

There is actually ample room for such
changes. Two crucial opportunities present
today must however be seized: first, the
Medium-Term Fiscal Adjustment Framework
2012-2015 and, second, the Privatisation and
Public Property Development Programme.
These could act as a catalyst for re-launching
the reform effort. 

• The MMeeddiiuumm--TTeerrmm  FFiissccaall  SSttrraatteeggyy  FFrraammee--
wwoorrkk,, soon to be made public, provides the
chance to design a fiscal policy with clear
objectives, well-specified actions and concrete
timetables, rather than piecemeal interventions
and stop-gap measures. If the objectives of this
Framework are to be achieved, the factors gen-
erating the deficit must be eliminated – most
importantly, spending must be cut. 

• The PPrriivvaattiissaattiioonn  aanndd  PPuubblliicc  PPrrooppeerrttyy  DDeevveell--
ooppmmeenntt  PPrrooggrraammmmee, if boldly and rapidly
implemented, could contribute to substantial
debt reduction in the years immediately ahead. 

SSeeccoonndd,,  mmiittiiggaattiinngg  tthhee  iimmppaacctt  ooff  tthhee  rreecceessssiioonn  

The ―absolutely necessary― restrictive fiscal
policy currently conducted is exacerbating the
recession, which in turn makes improving the
debt-to-GDP ratio even more difficult. Eco-
nomic policy, without making any concessions
in terms of fiscal adjustment, must aim simul-
taneously to mitigate the effects of the reces-
sion and to bring GDP growth back to positive
territory as soon as possible. 

• FFoorr  tthhee  ttiimmee  bbeeiinngg,,  aannyy  ffuurrtthheerr  iinnccrreeaassee  iinn  tthhee
ttaaxx  bbuurrddeenn  ooff  tthhoossee  bbuussiinneesssseess,,  wwoorrkkeerrss  aanndd  ppeenn--
ssiioonneerrss  wwhhoo  ppaayy  tthheeiirr  ttaaxxeess  rreegguullaarrllyy  mmuusstt  bbee
aavvooiiddeedd;;  iinnsstteeaadd,,  ttaannggiibbllee  pprrooggrreessss  mmuusstt  bbee  mmaaddee
iinn  tthhee  ffiigghhtt  aaggaaiinnsstt  ttaaxx  aanndd  ssoocciiaall--sseeccuurriittyy  ccoonn--
ttrriibbuuttiioonn  eevvaassiioonn..  TThhiiss  iiss  aallssoo  ccrruucciiaall  ffoorr  bbooll--
sstteerriinngg  aa  sseennssee  ooff  eeqquuiittyy  aanndd  iinnccrreeaassiinngg  ccoonnsseenn--
ssuuss  oonn  tthhee  aaddjjuussttmmeenntt  pprrooggrraammmmee..  
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• Moreover, since there is no room for an
increase in public expenditure, all possibilities
must be exhausted to: 

− cut spending by eliminating the squandering
of public funds and merging or eliminating
public sector entities that are unproductive; 

− re-allocate total expenditure towards
growth-enhancing and socially beneficial
uses; and 

− increase the efficiency of public spending. 

TThheessee  aaccttiioonnss  wwiillll  mmaakkee  iitt  ppoossssiibbllee  ttoo  ssuuppppoorrtt  tthhee
mmoorree  vvuullnneerraabbllee  ggrroouuppss  ooff  ssoocciieettyy,,  iimmpprroovvee  tthhee
eeffffeeccttiivveenneessss  ooff  ssoocciiaall  eexxppeennddiittuurree,,  ffaacciilliittaattee
llaabboouurr  mmoobbiilliittyy  aaccrroossss  sseeccttoorrss  aanndd  jjoobbss  aanndd
iinnccrreeaassee  tthhee  sshhaarree  ooff  ppuubblliicc  ffuunnddss  aallllooccaatteedd  ttoo
iinnvveessttmmeenntt..  

• The EU funds at the country’s disposal
under the National Strategic Reference
Framework (NSRF) need to be absorbed at a
quicker pace, by using the instruments intro-
duced by the new development law and by fully
activating the Hellenic Fund for Entrepre-
neurship and Development (ETEAN). 

• Finally, the implementation of structural
reforms that entail zero or low budgetary costs
but which can yield quick results must begin
immediately; such reforms include those that
reduce red-tape, tackle corruption and remove
product and labour market rigidities. This
should encourage domestic firms to take up
new investment, and could attract foreign
direct investment, with the favourable side-
effect of technology transfer. 

TThhiirrdd,,  aattttrraaccttiinngg  ffoorreeiiggnn  iinnvveessttmmeenntt  

Given that domestic resources for the financ-
ing of growth are currently very limited, FDI
inflows must be attracted, so as to drastically
increase imported resources. True, the condi-
tions are unfavourable, with the prevailing neg-
ative climate and large uncertainties. However,
some positive side effects can be expected from

the Privatisation Programme and the creation
of attractive opportunities for capital inflows,
and of course from all the urgently-needed
measures to upgrade the business environ-
ment. 

FFoouurrtthh,,  aa  nneeww  ggrroowwtthh  mmooddeell  

The constant invocation of growth as a remedy
to the crisis would remain mere rhetoric,
unless it is well understood that the new
growth model that Greece needs means shift-
ing from the present to the future, from con-
sumption to saving, investment and exports,
from statism and the perpetuation of privi-
leges to competition and business initiative. In
other words, it means new patterns of con-
sumption, entrepreneurship and public admin-
istration. In particular, tthhee  nneeww  mmooddeell  mmeeaannss
iinnccrreeaassiinngg  tthhee  sshhaarree  ooff  iinnvveessttmmeenntt  aanndd  eexxppoorrttss
iinn  GGDDPP;;  rreedduucciinngg  tthhee  sshhaarree  ooff  pprriivvaattee  aanndd  ppuubb--
lliicc  ccoonnssuummppttiioonn;;  ggiivviinngg  aa  ssuubbssttaannttiiaall  bboooosstt  ttoo
ssaavviinngg  ((ssoo  tthhaatt  nneett  nnaattiioonnaall  ssaavviinngg  bbeeccoommeess  ppooss--
iittiivvee));;  sshhiiffttiinngg  eennttrreepprreenneeuurriiaall  iinniittiiaattiivvee  ttoo  tthhee
ccoommppeettiittiivvee  sseeccttoorr  ooff  pprroodduuccttiioonn  aanndd  oorriieennttiinngg
iitt  ttoowwaarrddss  tthhee  iinntteerrnnaattiioonnaall  mmaarrkkeettss;;  eennssuurriinngg
tthhaatt  ppuubblliicc  aaddmmiinniissttrraattiioonn  ffuunnccttiioonnss  iinn  aa  wwaayy
tthhaatt  ddooeess  nnoott  ddiissccoouurraaggee  iinnvveessttmmeenntt  aanndd  ddooeess
nnoott  ttoolleerraattee  ttaaxx  eevvaassiioonn. 

FFiifftthh,,  aann  AAccttiioonn  PPllaann  ffoorr  GGrroowwtthh::  mmaaiinn  lliinneess  ooff
rreeffoorrmm  aanndd  ssoouurrcceess  ooff  ggrroowwtthh  

Changing the current growth model will obvi-
ously be a long process. As proposed by the
Bank of Greece last October, the first step in
this direction should be a ccoohheerreenntt  AAccttiioonn  PPllaann
ffoorr  GGrroowwtthh, capable of leading away from the
distorted old model to a new one, and charac-
terised by an outward-looking growth dynam-
ics based primarily on enhancing the produc-
tive base through investment and structural
reforms. The new model should also encom-
pass environmental protection and the
strengthening of social cohesion. This means
that structural reforms will have to be designed
on the basis of a multi-faceted, “holistic”
approach. Policies that facilitate fiscal con-
solidation also help to reduce the current
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account deficit. The same can also be said for
policies that aim to rein in consumer borrow-
ing and encourage private sector saving, as they
contribute to reducing the shortfall in private
saving against private investment.

• TThhee  mmaaiinn  lliinneess  ooff  rreeffoorrmm ―several of which
are already in progress― should include: 

− CCoonnssoolliiddaattiinngg  tthhee  ppuubblliicc  sseeccttoorr  aanndd  iimmpprroovv--
iinngg  iittss  eeffffiicciieennccyy, by streamlining public admin-
istration through cutting red tape and increas-
ing transparency.

− EEnnhhaanncciinngg  llaabboouurr  mmaarrkkeett  fflleexxiibbiilliittyy  aanndd
mmoobbiilliittyy, including by policies for vocational
and on-the-job training and life-long learning,
in order to increase the employment rate and
ensure a continuous upgrading of human cap-
ital and higher productivity. 

− SSttrreennggtthheenniinngg  ccoommppeettiittiioonn in the markets for
goods and services. 

− IImmpprroovviinngg  tthhee  aabbssoorrppttiioonn  ooff  CCoommmmuunniittyy
ffuunnddss  tthhrroouugghh  tthhee  NNaattiioonnaall  SSttrraatteeggiicc  RReeffeerreennccee
FFrraammeewwoorrkk,,  pprroommoottiinngg  aanndd  ffaacciilliittaattiinngg  iinnvveesstt--
mmeenntt  aanndd  aann  eennhhaanncciinngg  tthhee  eexxppoorrtt  oorriieennttaattiioonn  ooff
tthhee  eeccoonnoommyy..  

− IInnccrreeaassiinngg  tthhee  eeffffiicciieennccyy  ooff  eedduuccaattiioonn  aatt  aallll
lleevveellss  aanndd  eennccoouurraaggiinngg  iinnnnoovvaattiioonn  aanndd  rreesseeaarrcchh..

− CChhaannggiinngg  tthhee  ccuurrrreenntt  eenneerrggyy  pprroodduuccttiioonn  aanndd
ccoonnssuummppttiioonn  ppaatttteerrnnss.. The Greek economy is
particularly energy-consuming and has a high
oil dependency, despite the use of renewable
energy sources (hydroelectric, solar and wind
energy) and lignite. Moreover, current esti-
mates suggest that Greece, as a Mediter-
ranean country, will be more affected by cli-
mate change. In order to implement the Euro-
pean policy on energy and climate change,
Greece would, inter alia, have to upgrade its
production processes by introducing less
energy-consuming technology, as well as
energy-efficient land use planning, and
improve life in the cities. Τhe latter can be
achieved by streamlining public transporta-

tion, so as to reduce the use of more energy-
consuming means of transportation, and by
promoting new energy technologies and alter-
native energy sources for the insulation and
heating of homes and other buildings. Signif-
icant steps are already being taken in this
direction, which is crucial for Greece, not only
because of climate change and life quality con-
siderations but also because it can lead to
large-scale investments, stronger competition
in the energy sector and the creation of new
businesses and jobs, while contributing to
reducing the country’s energy dependency and
thereby the current account deficit. 

• Apart from the llaarrggee--ssccaallee  iinnvveessttmmeennttss  ttoo
cchhaannggee  tthhee  ccuurrrreenntt  eenneerrggyy  pprroodduuccttiioonn  aanndd  ccoonn--
ssuummppttiioonn  ppaatttteerrnnss,,  ootthheerr  mmaaiinn  ssoouurrcceess of growth
could be: 

− The uuppggrraaddiinngg  ooff  ttoouurriissmm, by attracting
higher-income visitors, encouraging well-off
pensioners and active professionals from other
countries to take up permanent or seasonal
residence in Greece, promoting convention
tourism, facilitating cruises and attracting for-
eign visitors to Greece’s mainland and moun-
tain areas. The limited public resources will
have to be allocated more efficiently and,
among other changes, will need to be chan-
nelled towards protecting and highlighting tra-
ditional villages, promoting mountain tourism,
upgrading services at museums and other sites,
conserving areas of outstanding natural
beauty, and reinforcing our infrastructure in
transportation, communication and health
services, if we want Greece’s tourism to evolve
in the directions set above. Special care will be
needed to transform Athens, Greece’s main
gateway, while land planning for tourism will
obviously need to be completed. Options worth
considering are the co-financing of infra-
structure projects through public-private
partnerships, the collective financing by busi-
nesses of activities needed to prolong the
tourist season and to boost tourist arrivals,
improving the vocational training provided by
Schools of Tourism Professions and the pos-
sible introduction of tourism studies in Uni-
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versities (not only at post-graduate level), so as
to make Greece a centre for tourism education
for the wider region. 

− TThhee  ffuurrtthheerr  ggrroowwtthh  ooff  oovveerrsseeaass  ttrraannssppoorrtt, a
sector where the Greek-owned merchant fleet
has a strong presence and the receipts of which
could prove crucial to reducing the current
account deficit.

− In manufacturing, the pphhaarrmmaacceeuuttiiccaallss  aanndd
ppeettrroolleeuumm  pprroodduuccttss  sseeccttoorrss, which have shown
noteworthy export dynamism, and the growth
opportunities of certain mmeettaall and mmiinneerraall sec-
tors.5 Dynamic export-oriented businesses can
be found in all sectors. 

− The eexxppllooiittaattiioonn  ooff  GGrreeeeccee’’ss  aaggrriiccuullttuurraall  pprroo--
dduuccee,,  ddrraawwiinngg  oonn  tthhee  pprroocceessssiinngg  ooff  ccrrooppss  aanndd
lliivveessttoocckk  pprroodduuccttss, deserves special attention.
Apart from the potential for cotton (due to ris-
ing prices on the world markets), the bever-
ages, juices and dairy products sectors have
been quite successful. 

− TTuurrnniinngg  GGrreeeeccee  iinnttoo  aa  mmaajjoorr  ttrraannssiitt  hhuubb by
exploiting the potential of the country’s ports,

as well as into a pprroovviiddeerr  ooff  hhiigghh  qquuaalliittyy  hheeaalltthh--
ccaarree  aanndd  eedduuccaattiioonn to consumers from the
wider Balkan and Eastern Mediterranean
region. Greece has highly qualified human
resources for the development of these sectors,
which in turn could avert and even reverse the
brain drain.

* * *

As a ggeenneerraall  ccoonnddiittiioonn  ffoorr  tthhee  ssuucccceessss of the
efforts undertaken, the policies already con-
ducted, as well as those proposed here, rather
than being a simple sum of individual meas-
ures, must be balanced, internally coherent,
well-synchronised or well-sequenced, as well as
swiftly implemented. A partial or piecemeal
implementation of the policies already legis-
lated, announced or proposed could indeed
entail the risk of a vicious circle of adjustment
and recession. By contrast, a synchronised and
balanced implementation can ensure that a vir-
tuous circle for the economy is set in motion. 
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55 As pointed out in a recent report by the European Commission
(The Economic Adjustment Programme for Greece – Third
Review, Occasional Papers 77, February 2011).  
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1 INTERNATIONAL AND EURO AREA
DEVELOPMENTS AND PROSPECTS,
AND POLICY RESPONSES1

1.1 THE GLOBAL ECONOMY: DEVELOPMENTS AND
PROSPECTS

Following the downturn caused by the finan-
cial crisis in 2009, the recovery of the global
economy in 2010 turned out stronger than
expected, as the favourable effects of expan-
sionary fiscal and monetary policies (see
Chart III.1) and the marked rebound of world
trade more than offset the impact of uncer-
tainty that was generated by high unemploy-
ment rates and international market concerns
about sovereign debt crisis in Europe. Global
economic growth is expected to continue in
2011 at a slightly slower pace than in 2010.
However, there are significant downside risks,
associated with the possibility of further rises
in oil and food commodity prices and the
impact of high and growing government debt
in several advanced economies, compounded
more recently by the economic implications
―as yet of unknown extent― of the Japanese
natural and nuclear disaster and the serious
political turmoil in North Africa and the Mid-
dle East.

After its first contraction since 1946, world
GDP declined by 0.5% in 2009 and grew by
5.0% in 2010 (see Table III.1). In advanced
economies, which were more severely hit by
the crisis, the recovery was more pronounced
(+3.0%, against -3.4% in 2009) and broadly
synchronised. However, unemployment rose
further to 8.3%, from 8% in 2009. In the
United States, where recovery was driven by
domestic demand and inventory rebuilding,
GDP grew by 2.9% in 2010 (according to the
latest estimates), after contracting by 2.6% in
2009. The Japanese economy experienced a
recovery led by external demand, with GDP
increasing by 3.9% in 2010 (2009: -6.3%), while
the euro area posted a growth of 1.7% (2009:
-4.1%, see below). In emerging and developing
economies, GDP growth strengthened to 7.3%,
from 2.7% in 2009. In China where, unlike

what is the case in most advanced economies,
monetary policy is being tightened in the face
of high inflation, while fiscal policy continues
to be expansionary, GDP growth accelerated
to 10.3%, from 9.2% in 2009.

Despite the significant recovery of GDP, fis-
cal positions in advanced economies improved
only modestly in 2010 (the general govern-
ment deficit dropped by 1 percentage point to
7.7% of GDP), while the structural deficit as
a percentage of potential output continued to
rise (to 5.7%, from 5.4% in 2009). The results
of the fiscal retrenchment programmes
implemented by an increasing number of
advanced economies will become visible in
2011. However, government debt-to-GDP
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11 The analysis is based on macroeconomic developments until early
April 2011and has taken into consideration forecasts by the IMF
(World Economic Outlook, April 2011), the European Commis-
sion (Autumn forecasts, November 2010, and Interim forecast,
February 2011) and the OECD (Economic Outlook, November
2010), as well as the ECB staff macroeconomic projections of
March 2011.
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ratios are projected to rise in 2011 across
major advanced economies with the exception
of Germany.

Inflation in advanced economies picked up to
1.6% in 2010, from 0.1% in 2009, mainly as a
result of higher commodity prices, but
remained generally low in the context of a slack
in the economy despite the recovery, while in
2011 it is expected to rise to 1.9%. In emerg-
ing and developing economies, robust eco-
nomic activity and higher food commodity
prices led to a pick-up in inflation, which came
to 6.2% and is estimated to accelerate further
in 2011 to 6.9%. 

World trade, which had been badly hit in 2009
and was the main channel of contagion of the
recession across regions, rebounded markedly
in 2010. The volume of world trade in goods
and services returned to its pre-crisis levels in
2010, growing by 12.4% after contracting by
10.8% in 2009, and is expected to increase by
7.4% in 2011. Commodity prices (in US dollar
terms), after a sharp fall in the second half of
2008, resumed an upward path in 2009-2010
(see Section 1.3 below). International oil prices
(the average of three types of crude oil, in US
dollars) rose at an average annual rate of
27.9% in 2010, and are projected by the IMF
to rise more strongly (by 35.6%) in 2011. The
prices of non-oil commodities increased by
26.3% in 2010 and are expected to rise signif-
icantly also in 2011 (by 25.1%).

In 2011, the global economy is projected to
continue growing, albeit at a slower pace. In
advanced economies, the risk of a double-dip
recession or stagflation seems to have been
warded off and the financial condition of busi-
ness firms is improving. The most important
risks to the economic outlook for 2011 are
related to the possibility of a renewed hike in
commodity prices, rising sovereign debts, as
well as weak labour and housing markets in a
number of advanced economies. World GDP
growth is expected to moderate to 4.4% and to
stand at 2.4% in advanced economies and 6.5%
in emerging economies. 

1.2 DEVELOPMENTS IN THE EURO AREA

The economic recovery recorded for the euro
area as a whole in 2010 masked diverging
growth performances across individual coun-
tries. Specifically, Germany experienced a
strong growth of 3.5%, as its economy bene-
fited the most from the rebound of global
trade, while the economies at the centre of the
debt crisis (Greece, Ireland and Spain) posted
nil or negative growth rates and most of the
other euro area economies recorded moder-
ate growth. Portugal maintained a positive
GDP growth rate, as the effect of fiscal adjust-
ment will be felt during the current year and
in 2012.

For 2011, the IMF projects a slightly weaker
growth of euro area GDP (1.6%), affected by
an overall tighter fiscal policy and the com-
pletion of the rebuilding of inventories, which
had been a key driver of growth in 2010. By
contrast, fixed capital formation is expected to
increase, as the economic outlook and corpo-
rate profitability are improving. GDP growth
differentials across the euro area will persist in
2011, although they are expected to narrow.
The German economy is projected to return to
more “normal” rates (2.5%), Greece will con-
tinue to be in recession, albeit at a smaller
scale than in 2010 (declining by around 3.0%),
followed by Portugal (-1.3%), while Ireland
and Spain are expected to register positive, but
moderate, growth rates. The rate of unem-
ployment is expected to remain virtually
unchanged, at around 10% of the labour force,
with wide variations across countries. The
strongest performers are expected to be Aus-
tria (4.3%) and the Netherlands (4.4%) and,
among the larger economies, Germany
(6.6%), while Spain will continue to record the
highest rate of unemployment (19.4%). 

Inflation in the euro area rose to 1.6% in 2010,
from 0.3% in 2009, and according to the ECB
staff projections will be between 2.2% and
2.7% in 2011, mainly as a result of higher fuel
and food prices. The general government
deficit is anticipated to decline from 6.3% in
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2010 to 4.6% of GDP in 2011 (corresponding
to a decrease of about one percentage point in
the structural deficit), as most euro area coun-
tries return to fiscal adjustment policies in par-
allel with economic recovery. However, public
debt is projected to rise further to 88.4% of
GDP in 2011, from 86.2% of GDP in 2010. 

1.3 TRENDS, DETERMINANTS AND CONSEQUENCES
OF HIGHER INTERNATIONAL OIL AND FOOD
PRICES

In recent years, international commodity
prices have shown sharp swings and high
volatility. After surging in 2007 and plum-
meting in the second half of 2008, commodity
prices resumed their upward trend in 2009 and
2010. This trend continued at a strong pace
into early 2011. The commodity price index
compiled by the IMF rose by 32% between
June 2010 and February 2011, recovering more
than half of its 2008 losses. The increase was
broadly based across the energy and the food
components (see Chart III.2). The price of the
Brent blend exceeded USD 100 per barrel in
the first three months of 2011, compared with
USD 80 per barrel in the second half of 2010
(period averages). Similarly, the IMF food
price index has risen by 41% since mid-2010
and grain prices reached again the high levels
of the first half of 2008.2

The increase in international oil and food
prices stemmed from structural, cyclical and
special factors. Structural factors refer to
changes over time in key supply and demand
aggregates in energy and food markets, while
cyclical factors are associated with develop-
ments in global economic activity. Further-
more, special factors such as geopolitical devel-
opments, weather conditions, financial activity,
monetary policy and the evolution of the US
dollar exchange rate have influenced current
prices and the prices of commodity futures. 

Key drivers of rising oil prices in recent months
were the strong and increasing demand by
energy-consuming developing economies,
mainly in Asia, and the swift recovery of oil

demand by advanced economies amid condi-
tions of rising world GDP growth. In addition,
political and social unrest in oil-exporting
countries of the Middle East and North Africa
in February 2011 caused disruptions to supply
and, most importantly, rekindled concerns
about the ability to meet future demand. The
weakening of the US dollar and the transac-
tions on commodity derivative markets3 con-
tributed further to a hike in oil prices. Inter-
national oil prices are anticipated to fall
slightly over the short term, but remain high
over the medium term, due to increasing global
demand, geopolitical risks and high marginal
oil production costs.4

Although the main factors behind the surge in
food prices are more difficult to identify, sup-
ply disruptions on account of adverse weather
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22  See IMF, World Economic Outlook, April 2011, Appendix 1.2
“Commodity market developments and prospects”.

33  For further details, see the communication by the European Com-
mission entitled “Tackling the challenges in commodity markets
and on raw materials”, COM(2011) 25 final, February. 

44  See footnote 2.



conditions seem to have played a central part.
Drought and wildfires in Russia, Ukraine and
Kazakhstan, as well as a hot summer in the
United States, took their toll on wheat and
maize production, respectively. This, coupled
with stronger global demand and low stocks,
has lead to sharp increases in prices.
Although disruptions associated with such phe-
nomena tend to normalise rapidly, increasing
or further developing farmland represents a
major challenge in the long run, if agricultural
production is to meet growing demand for food
and biofuel. Food prices are expected to
remain high during the current year,5 affected
by uncertainty about weather conditions, the
impact from high prices of energy raw materi-
als and the risk of new constraints on world
trade due to lower production. 

The so far remarkable increase in oil and food
prices, as well as their anticipated persistence
at relatively high levels, have serious eco-
nomic and social implications worldwide, in
particular for developing economies, includ-
ing, most importantly, (i) a pick-up in CPI and
cost-push inflation due to first- and second-
round effects on price setting; (ii) a worsen-
ing of the terms of trade and the trade bal-

ance for countries which are net importers of
food and energy; and, generally, (iii) a slow-
down or halt of global economic activity.6

Besides, as evidenced by the recent social
commotion in several developing economies,
constantly rising oil and food prices have
redistributive effects at the expense of poorer
population strata, implying that food security
and social welfare should be top priorities. On
the other hand, such hikes boost the income
of oil and food exporting countries, which, in
part, is recycled in international goods and
services markets. Moreover, given the high
R&D cost in the energy and innovative crops
sector, high oil and food prices may ensure a
profit margin of such initiatives by opening
new vistas for economic growth and social
well-being. The present conjuncture encour-
ages a revisiting of the modern consumption
and industrial pattern in the face of popula-
tion growth, natural resources shortage and
climate change. 
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55  See footnote 2.
66 For the empirical estimates of the impact from rising energy prices

on inflation and economic activity, see OECD (2011), “The effects
of oil price hikes on economic activity and inflation”, OECD Eco-
nomic Department Policy Notes, No 4; and ECB (2010), “Energy
markets and the euro area macroeconomy”, ECB Occasional Paper
Series, No 113, June 2010. 

DECISIONS TAKEN BY THE HEADS OF STATE OR GOVERNMENT OF THE EURO AREA ON 11 MARCH
2011 AND BY THE EUROPEAN COUNCIL ON 24-25 MARCH 2011

Αt their informal meeting of 11 March 2011, the Heads of State or Government of the euro area
assessed progress made on the comprehensive response to the crisis, inviting the Finance Min-
isters to complete their work on the European Stability Mechanism (ESM) and the European
Financial Stability Facility (EFSF) in time for the European Council of 24-25 March 2011, and
adopted a Pact for the Euro which establishes a stronger economic policy coordination for com-
petitiveness and convergence.

The European Council of 24-25 March 2011 welcomed the decisions taken by the euro area Heads
of State or Government on 11 March 2011 and endorsed the features of the future ESM, noting
that the preparation of the ESM treaty and the amendments to the EFSF agreement will be stepped
up so as to allow signature of both agreements at the same time before the end of June 2011. The
European Council also adopted a comprehensive package of measures to address the crisis, includ-
ing a Euro Plus Pact. 

Box III.1
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1 Meeting of Heads of State or Government of 11 March 2011: The EFSF and the ESM – maturity
extension and interest rate reduction for loans to Greece

In its conclusions, the European Council stressed that financial support through the ESM and the
EFSF should strictly adhere to and fully implement the European Council conclusions of Decem-
ber 2010 and the Eurogroup statement of 28 November 2010. Moreover, it specified the financ-
ing capacity and the instruments of these facilities, as well as the financial conditions for the grant-
ing of EFSF loans. These can be summarised as follows: 

FFiinnaanncciinngg  ccaappaacciittyy  ooff  tthhee  EESSMM

The ESM will have an overall effective lending capacity of €500 billion. The ESM effective lend-
ing capacity will be ensured by establishing the appropriate mix between paid-in capital, callable
capital and guarantees. Until the entry into force of the ESM, the agreed lending capacity of €440
billion of the EFSF will be made fully effective. 

IInnssttrruummeennttss  ooff  tthhee  EESSMM

The ESM will provide financial assistance when requested by a euro area member and when such
intervention is deemed indispensable to safeguard the stability of the euro area as a whole. Any deci-
sion to that effect will be taken by unanimity on the basis of a debt sustainability analysis of the Mem-
ber State concerned conducted by the Commission and the IMF, in liaison with the ECB. Finan-
cial assistance will be subject to strict conditionality under a macroeconomic adjustment programme. 

Financial assistance from the ESM and EFSF will take the form of loans. However, to maximise
the cost efficiency of their support, the ESM and the EFSF may also, as an exception, intervene
in the debt primary market in the context of a programme with strict conditionality.

FFiinnaanncciiaall  ccoonnddiittiioonnss  ffoorr  EEFFSSFF  aassssiissttaannccee  ––  PPrroovviissiioonnss  rreeggaarrddiinngg  GGrreeeeccee

Pricing of the EFSF should be lowered to better take into account debt sustainability of the recip-
ient countries, while remaining above the funding costs of the facility, with an adequate mark-
up for risk, and in line with the IMF pricing principles. The same principles will apply to the ESM. 

Against this background and in view of the commitments undertaken by Greece in the context
of its adjustment programme, the interest rate on its loans will be lowered by 100 basis points.
Moreover, the maturity for all the programme loans to Greece will be increased to 7.5 years, in
line with the IMF. 

2 The Euro Plus Pact

The Euro Plus Pact, as agreed by the euro area Heads of State or Government on 11 March 2011
and joined by Bulgaria, Denmark, Latvia, Lithuania, Poland and Romania, will further strengthen
the economic pillar of EMU and achieve a new quality of economic policy coordination, with the
objective of improving competitiveness and thereby leading to a higher degree of convergence.

This renewed effort for stronger economic policy coordination for competitiveness and conver-
gence rests on four guiding rules: 
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aa.. It will be consistent with and build on existing EU economic governance institutions. 

bb.. It will be focused on priority policy areas that are essential for fostering competitiveness and
convergence. 

cc.. Each year, concrete national commitments will be undertaken by each Head of State or Gov-
ernment; the implementation of such commitments will be monitored politically. 

dd.. Participating Member States are fully committed to the completion of the Single Market which
is key to enhancing the competitiveness in the EU and the euro area. 

Participating Member States undertake to take all necessary measures to pursue the following
objectives: 

••  FFoosstteerr  ccoommppeettiittiivveenneessss.. Progress will be assessed on the basis of wage and productivity devel-
opments and competitiveness adjustment needs. 

••  FFoosstteerr  eemmppllooyymmeenntt..  A well functioning labour market is key for the competitiveness of the euro
area. Progress will be assessed on the basis of the following indicators: long-term and youth unem-
ployment rates, and labour participation rates.

•• EEnnhhaannccee  tthhee  ssuussttaaiinnaabbiilliittyy  ooff  ppuubblliicc  ffiinnaanncceess..  The highest attention will be paid to ssuussttaaiinnaabbiilliittyy
of pensions, health care and social benefits.

••  RReeiinnffoorrccee  ffiinnaanncciiaall  ssttaabbiilliittyy.. A strong financial sector is key for the overall stability of the euro
area. A comprehensive reform of the EU framework for financial sector supervision and regu-
lation has been launched.

In addition to the issues mentioned above, attention will be paid to ttaaxx  ppoolliiccyy  ccoooorrddiinnaattiioonn.

Progress towards the common objectives above will be politically monitored by the Heads of State
or Government on the basis of a series of indicators covering competitiveness, employment, fis-
cal sustainability and financial stability. Countries facing major challenges in any of these areas
will have to commit to addressing these challenges in a given timeframe.

3 European Council of 24-25 March 2011 – Term Sheet on the ESM

Recalling the importance of ensuring financial stability in the euro area, the European Council
adopted the decision amending the Treaty on the Functioning of the European Union with regard
to the setting up of a future European Stability Mechanism (ESM). 

The European Council called for the rapid launch of national approval procedures with a view
to its entry into force on 1 January 2013. It welcomed the decisions taken by the euro area Heads
of State or Government on 11 March 2011 and endorsed the features of the ESM (attached to
its conclusions as Annex II).

The main features of the ESM are the following:
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•• The ESM will be activated by mutual agreement, if indispensable to safeguarding the finan-
cial stability of the euro area as a whole.

•• The ESM will assume the role of the European Financial Stability Facility (EFSF) and the Euro-
pean Financial Stabilisation Mechanism (EFSM) in providing external financial assistance to euro
area Member States after June 2013.

•• Access to ESM financial assistance will be provided on the basis of strict policy conditionality
under a macro-economic adjustment programme and a rigorous analysis of public-debt sustain-
ability, which will be conducted by the Commission together with the IMF and in liaison with the
ECB. The beneficiary Member State will be required to put in place an appropriate form of pri-
vate-sector involvement, according to the specific circumstances and in a manner fully consistent
with IMF practices. 

•• The ESM will have an effective lending capacity of €500 billion. The adequacy of the lending
capacity will be reviewed on a regular basis and at least every five years. The ESM will seek to
supplement its lending capacity through the participation of the IMF in financial assistance oper-
ations, while non-euro area Member States may also participate on an ad hoc basis.

IInnssttiittuuttiioonnaall  ffoorrmm:: The ESM will be established by a treaty among the euro area Member States
as an intergovernmental organisation under public international law and will be located in Lux-
embourg. The statute of the ESM will be set out in an annex to the treaty.

GGoovveerrnnaannccee:: The ESM will have a Board of Governors consisting of the Ministers of Finance of
the euro area Member States. The Board of Governors will be the highest decision-making body
of the ESM and will take the following major decisions by mutual agreement: the granting of finan-
cial assistance, the terms and conditions of financial assistance, the lending capacity of the ESM,
changes to the menu of instruments. 

CCaappiittaall  ssttrruuccttuurree:: The ESM will aim to obtain and maintain the highest credit rating from the
major credit rating agencies. The ESM will have a total subscribed capital of €700 billion. Of
this amount, €80 billion will be in the form of paid-in capital provided by the euro area Mem-
ber States being phased in from July 2013 in five equal annual instalments. In addition, the
ESM will also dispose of a combination of committed callable capital and of guarantees from
euro area Member States to a total amount of €620 billion. The contribution key of each Mem-
ber State in the total subscribed capital of the ESM will be based on the paid-in capital key
of the ECB.

IInnssttrruummeennttss:: Financial assistance from the ESM will be provided through loans. However, the ESM
may intervene, as an exception, in debt primary markets on the basis of a macro-economic adjust-
ment programme with strict conditionality and if agreed by the Board of Governors by mutual
agreement.

PPrriicciinngg:: The ESM will be able to lend at a fixed or variable rate. The pricing of the ESM will be
in line with IMF pricing principles and, while remaining above the funding costs of ESM, will
include an adequate mark-up for risks. The following pricing structure will apply to ESM loans:
(i) ESM funding cost, (ii) a charge of 200 basis points applied on the entire loans and (iii) a sur-
charge of 100 basis points for loan amounts outstanding after 3 years.



2 THE ECONOMIES OF SOUTH-EAST EUROPEAN
COUNTRIES7

According to data for the last quarter of 2010,
the recovery of South-East European
economies continues and gathers momentum.
More specifically, Romania and Croatia were
the only countries to end the year with nega-
tive growth rates (-2.0% and -1.9%, respec-
tively).8 Turkey recorded the highest economic
growth rate (about 8.2%), followed by Albania
(3.5%). Serbia, FYROM, Montenegro, Bosnia
and Herzegovina and Bulgaria posted quite
lower rates (1.5%, 1.2%, 1.1%, 0.5% and 0.3%,
respectively – see Table III.2.A).

In most countries, the recovery dynamics was
primarily based on a rebound of exports, which
mainly reflected a rise in world trade volumes
after the second half of 2009, and an increase
in inventories. By contrast, domestic demand
remained weak in almost all countries, due to
the fiscal adjustment efforts and the excep-

tionally low rates of credit expansion. The only
exception is Turkey, where domestic demand
displayed a spectacular recovery.

In 2011, it is expected that recovery will continue
unabated and GDP growth differentials will nar-
row, on the back of a concerted strengthening of
domestic demand in all countries. On the other
hand, however, these forecasts are surrounded
by considerable uncertainty, which is mainly
associated with mounting inflationary pressures,
the sovereign debt crisis in peripheral euro area
countries and the risk of continued political tur-
moil in the Middle East and North Africa.

The considerable deceleration of inflation
observed during the crisis, which in some cases
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MMooddaalliittiieess  ffoorr  iinnvvoollvviinngg  tthhee  pprriivvaattee  sseeccttoorr:: An adequate and proportionate form of private-sec-
tor involvement will be expected, the nature and extent of which will be determined on a case-
by-case basis and will depend on the outcome of a debt sustainability analysis: (a) if, on the basis
of a sustainability analysis, it is concluded that a macro-economic adjustment programme can real-
istically restore the public debt to a sustainable path, the beneficiary Member State will take ini-
tiatives aimed at encouraging the main private investors to maintain their exposures; (b) if, on
the basis of a sustainability analysis, it is concluded that a macro-economic programme cannot
realistically restore the public debt to a sustainable path, the beneficiary Member State will be
required to engage in active negotiations in good faith with its creditors to secure their direct
involvement in restoring debt sustainability. The granting of the financial assistance will be con-
tingent on the Member State having a credible plan and demonstrating sufficient commitment
to ensure adequate and proportionate private sector involvement. Τhe Member State will con-
sult creditors on the design of any rescheduling or restructuring of public debt with a view to reach-
ing negotiated solutions. Measures reducing the net present value of the debt will be considered
only when other options are unlikely to deliver the expected results.

CCoolllleeccttiivvee  AAccttiioonn  CCllaauusseess:: Collective Action Clauses (CACs) will be included in all new euro area
government securities, with maturity above one year, from July 2013. The objective of such CACs
will be to facilitate agreement between the sovereign and its private-sector creditors in the con-
text of private sector involvement. 

PPrreeffeerrrreedd  CCrreeddiittoorr  SSttaattuuss  ooff  tthhee  EESSMM:: The ESM will enjoy preferred creditor status in a similar
fashion to the IMF, while accepting preferred creditor status of IMF over ESM.

77  The analysis on the Southeastern European economies refers to the
following countries: Albania, Bosnia and Herzegovina, Bulgaria,
Croatia, Former Yugoslav Republic of Macedonia (FYROM),
Montenegro, Romania, Serbia and Turkey.

88  It should be noted that Croatia posted positive growth rates in the
third and the fourth quarter of 2010, and the same applies to Roma-
nia, on a quarterly basis, in the fourth quarter of 2010.



was even accompanied by an emergence of
deflationary conditions, is apparently coming
to an end. Inflationary pressures have, albeit
only in part, reappeared in 2010 (see Table
III.2.A). This is mainly due to increases in
commodity prices, hikes in indirect taxes and
administered prices, as well as the weakening
trend of certain currencies (especially that of
Serbia). In 2011, inflationary pressures are very

likely to intensify, mainly as a result of an antic-
ipated acceleration in economic growth rates.
Lastly, as long as unrest in the Middle East and
North Africa persists, this may turn out to be
a serious source of risk to the inflation outlook. 

Fiscal adjustment constitutes a top macroeco-
nomic policy priority for the countries of the
region. As recession subsides and economic
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Albania 5.9 7.7 3.3 3.5 3.4 2.9 3.4 2.2 3.6 3.3

Bosnia-
Herzegovina

6.1 5.7 -3.1 0.5 2.2 1.5 7.4 -0.4 2.1 2.5

Bulgaria 6.4 6.2 -4.9 0.3 2.5 7.6 12.0 2.5 3.0 4.0

Croatia 5.5 2.4 -5.8 -2.0 1.6 2.9 6.1 2.4 1.0 2.4

FYROM 6.1 5.0 -0.9 1.2 3.5 2.3 8.3 -0.8 1.5 2.5

Montenegro 10.7 6.9 -5.7 1.1 2.0 4.2 8.5 3.4 0.5 1.2

Romania 6.3 7.3 -7.1 -1.9 1.5 4.8 7.8 5.6 6.1 5.4

Serbia 6.9 5.5 -3.1 1.5 3.0 6.9 12.4 8.1 6.2 9.1

Turkey 4.7 0.7 -4.7 8.2 4.5 8.8 10.4 6.3 8.6 4.8

Α. GDP and inflation
(annual percentage changes)

Country

GDP Inflation

2007 2008 2009 
2010 

(estimates)
2011

(forecasts) 2007 2008 2009
2010 

(estimates)
2011

(forecasts)

Table ΙII.2 Key macroeconomic indicators in South-East European countries1

Sources: IMF, World Economic Outlook, national central banks and Ministry of Finance of Albania.
1 Estimates for 2010 and forecasts for 2011 are expected to be revised.

Albania -10.4 -15.2 -14.0 -9.5 -10.2 -3.5 -5.9 -7.0 -3.1 -3.5

Bosnia-
Herzegovina

-10.7 -14.5 -6.9 -6.1 -5.8 1.2 -2.2 -4.4 -4.1 -4.0

Bulgaria -30.2 -23.3 -9.9 0.3 0.0 0.1 2.9 -0.8 -4.0 -3.0

Croatia -7.6 -9.2 -5.4 -2.9 -3.9 -2.5 -1.4 -4.1 -5.7 -6.1

FYROM -6.5 -13.7 -6.9 -3.6 -4.7 0.6 -1.0 -2.7 -2.5 -2.5

Montenegro -39.5 -50.6 -30.3 -25.6 -24.5 6.4 -0.4 -4.4 -2.9 -7.0

Romania -13.4 -11.6 -4.2 -4.6 -4.9 -3.1 -4.8 -7.3 -6.5 -4.4

Serbia -16.0 -18.5 -6.9 -7.8 -7.7 -1.9 -2.6 -4.3 -4.4 -4.1

Turkey -5.9 -5.7 -2.3 -6.3 -7.2 -1.0 -1.8 -5.5 -3.4 -3.0

Β. Current account balance and fiscal balance
(% of GDP)

Country

Current account balance Fiscal balance

2007 2008 2009 
2010 

(estimates)
2011

(forecasts) 2007 2008 2009
2010 

(estimates)
2011

(forecasts)



conditions improve, nearly all of the govern-
ments have embarked on a concerted effort of
fiscal consolidation with a view to ensuring the
sustainability of their public finances, which is
a sine qua non for achieving sustainable eco-
nomic growth. Most of them managed to drive
down their fiscal deficits, while the fiscal
adjustment effort is expected to continue into
2011 (see Table III.2.B).

The current account deficit for most of the
countries remained at high levels in 2010 and,
in a number of them, widened sizeably (in
Turkey, Romania and Serbia – see Table
III.2.B). The only exception is Bulgaria, which
saw an, albeit marginal, surplus in its external
sector. Capital inflows for direct investment
hovered at low levels, while increased inflows
to Turkey mainly concern portfolio investment.
In 2011, the external sector will most probably
deteriorate further, due to an anticipated grad-
ual recovery in demand for imports, as well as
uncertainty surrounding the sovereign debt cri-
sis in the euro area and developments in the
Middle East and North Africa.

It is expected that monetary policy for 2011 will
hinge upon the level of inflation and the dif-
ferent pace of economic recovery in the
economies of the region. Monetary policy
relaxation, which was introduced and main-
tained throughout 2010, was effective, as cor-
roborated by the positive growth rates cur-
rently recorded across the region during the

fourth quarter of 2010, but apparently tends to
be terminated. Serbia has already raised its key
interest rate, thus signalling a change in its
monetary policy stance, although the other
countries are following a wait-and-see
approach. The only exception is Turkey, which
has tightened its policy by using “non-stan-
dard” tools, such as cutting interest rates and
increasing banks’ reserve requirements. Over-
all, it is expected that monetary authorities will
keep interest rates low for the time being, tak-
ing into account the level of inflation, in an
effort to foster growth, and any decisions
pointing to a policy tightening may be deferred
to the second half of 2011. 

The region’s financial sector shows evident
signs of improvement and credit growth rates
have become stronger. In 2011, credit growth
is expected to accelerate, without nevertheless
reaching its pre-crisis levels, and banks’ prof-
itability will greatly depend on the evolution of
non-performing loans, which are the lagged
result of the crisis. In addition, the new eco-
nomic growth model which is now being forged
favours domestic capital flows (over inflows of
foreign capital) to ensure the liquidity
needed by the banking system, resulting how-
ever in higher interest rates and subdued bank
profitability. In general, it should be noted that
the strong capital base of the South-East Euro-
pean financial sector, which relies on domes-
tic saving, guarantees stability and growth in
the region’s economies. 
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Inflationary pressures in the euro area
remained subdued during 2010, allowing mon-
etary policy to maintain its accommodative
stance, thus supporting economic recovery.
However, from early 2011, the assessment of the
Governing Council of the ECB was that higher
commodity prices, against the backdrop of ris-
ing global economic activity and ample liquid-
ity, as well as the recent geopolitical tensions,
generates upside risks to price stability, could
trigger a broadly-based increase in prices of
goods and services in the euro area, a prospect
that should, by all means, be averted. In 2010
and over the first quarter of 2011, the Eurosys-
tem key interest rates remained unchanged at
historically low levels, but they were raised by
25 basis points in April 2011 (the first change
in almost two years), in order to counter the
upside risks to price stability mentioned above
(see Table IV.1). At the same time, the Eurosys-
tem continued to resort to non-standard mon-
etary policy measures (see Table IV.2).2

It should be recalled that the phasing-out of
some of these measures was scheduled in
December 2009 and the implementation of the
exit strategy started month later. Meanwhile,
from the last months of 2009, financial markets
were increasingly affected by concerns about
the fiscal situation in certain euro area mem-
ber countries (most notably Greece), resulting
in the emergence of growing tensions that
peaked in early May 2010. In response to these
tensions, the Governing Council of the ECB
reintroduced in the same month some of the
non-standard monetary policy measures that
had been withdrawn and introduced an addi-
tional one, the securities markets pro-
gramme.3,4 During that same period, the Gov-
erning Council made a decision of particular
importance for Greece, according to which the
Eurosystem would consider debt instruments
issued or guaranteed by the Greek govern-
ment, irrespective of their credit rating, as eli-
gible collateral for refinancing operations.5

The monetary policy conducted by the Gov-
erning Council of the ECB is geared towards
achieving the Eurosystem’s primary objective,

i.e. to maintain price stability6 in the euro area
over the medium term. In 2010 and the first
two months of 2011, the Governing Council
repeatedly stressed that the Eurosystem key
interest rates were deemed appropriate to
achieve the primary objective of the single
monetary policy and described the monetary
policy stance as accommodative. Indeed, in
2010 and in early 2011, inflation expectations
remained at levels consistent with the aim of
keeping inflation rates below, but close to, 2%
over the medium term, meaning that economic
agents expected that the primary objective of
the single monetary policy would be achieved.
However, in March 2011 the Governing Coun-
cil noted an ongoing rise in inflation, stressing
that it was indispensable to ensure that it
would not lead to broadly-based price
increases over the medium term. Therefore,
“strong vigilance” was warranted and the Gov-
erning Council remained prepared to act in a
firm and timely manner to ensure that upside
risks to price stability over the medium term
would not materialise. Thus, as already men-
tioned, the monetary policy stance was
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I V TH E S I NG L E MONET ARY PO L I C Y AND
THE EURO S Y S T EM ’ S R E S PON S E S 1

11 The present chapter draws from the introductory statements of the
President of the ECB at the press conferences following the first
Governing Council meeting of each month, in which monetary pol-
icy is discussed, in 2010 and the first four months of 2011, as well
as announcements and other texts published by the ECB. 

22 They are described as “non-standard” because they involve sig-
nificant modifications in the operational framework ―i.e. the
instruments and procedures used by the Eursosystem― for the
implementation of monetary policy. These measures render financ-
ing conditions more favourable and support the flow of funds to
the economy through the financial system ―that is, for the euro
area, mainly banks― more than it could be possibly achieved
through standard measures alone, i.e. key interest rate cuts with
no change in the operational framework. 

33 See the ECB Decision of 14 May 2010 establishing a securities mar-
kets programme (ECB/2010/5). Under this programme, the
Eurosystem purchases securities (denominated in euro) in order
to contribute to the elimination of malfunctions in financial mar-
kets which, in turn, hamper the monetary policy transmission mech-
anism and, thereby, the effective conduct of monetary policy ori-
ented towards price stability in the medium term. The purchase of
debt instruments by the Eurosystem contributes, first of all, to an
increase in the banking system’s overall liquidity, which is subse-
quently being absorbed by means of other non-regular open mar-
ket operations that are renewed on a weekly basis, so as to avoid
the creation of excess liquidity in the interbank market. 

44 At the same time, the Ecofin Council and Member States estab-
lished the European Financial Stability Mechanism and the Euro-
pean Financial Stability Facility that will operate on a temporary
basis with the aim of safeguarding financial stability (see also Box
ΙΙΙ.1 in the previous chapter). 

55 A similar decision about Irish government bonds was announced
on 31 March 2011. 

66 According to the definition that is part of the monetary policy strat-
egy of the Eurosystem, price stability is achieved when inflation
rates are maintained below, but close to, 2%. 



adjusted in April 2011. The increase in key
interest rates will contribute to keeping infla-
tion expectations at levels consistent with price
stability over the medium term, which a pre-
requisite for monetary policy to support eco-
nomic growth in the euro area. Still, the stance
of monetary policy continues to be accom-
modative even after the recent adjustment of
key interest rates ―since money and capital
market interest rates remain low across the
entire maturity spectrum― thereby supporting
economic growth and job creation. Moreover,

the Governing Council stressed that it would
continue to monitor closely all developments
with respect to upside risks to price stability. 

In formulating the single monetary policy, the
Governing Council uses the results of both
economic and monetary analyses. 

In 2010, the economic analysis confirmed that
economic recovery was ongoing in the euro
area. During 2010, quarterly GDP growth in
the euro area ranged between 1% (in the sec-
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Table IV.1 Changes in key ECB interest rates

(percentages per annum)

With effect from:1 Deposit facility Main refinancing operations

Marginal lending
facility

Fixed rate tenders
(fixed rate)    

Variable rate tenders
(minimum bid rate)

2000 6 October 3.75 - 4.75 5.75

2001 11 May 3.50 - 4.50 5.50

31 August 3.25 - 4.25 5.25

18 September 2.75 - 3.75 4.75

9 November 2.25 - 3.25 4.25

2002 6 December 1.75 - 2.75 3.75

2003 7 March 1.50 - 2.50 3.50

6 June 1.00 - 2.00 3.00

2005 6 December 1.25 - 2.25 3.25

2006 8 March 1.50 - 2.50 3.50

15 June 1.75 - 2.75 3.75

9 August 2.00 - 3.00 4.00

11 October 2.25 - 3.25 4.25

13 December 2.50 - 3.50 4.50

2007 14 March 2.75 - 3.75 4.75

13 June 3.00 - 4.00 5.00

2008 9 July 3.25 - 4.25 5.25

8 October 2.75 - - 4.75

9 October 3.25 - - 4.25

15 October 3.25 3.75 - 4.25

12 November 2.75 3.25 - 3.75

10 December 2.00 2.50 - 3.00

2009 21 January 1.00 2.00 - 3.00

11 March 0.50 1.50 - 2.50

8 April 0.25 1.25 - 2.25

13 May 0.25 1.00 - 1.75

2011 13 April 0.50 1.25 - 2.00

Source: ECB.
1 From 10 March 2004 onwards, with the exception of the interest rate changes of 8 and 9 October 2008, changes in all three key ECB interest
rates are effective from the first main refinancing operation following the Governing Council decision, not the date of the Governing Council
meeting at which this decision is made.
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Table IV.2 The Eurosystem’s open market operations in 2010 and the first quarter of 2011

1.Main and longer-term refinancing operations:

1.1 Main refinancing operations (MROs): 
provision of liquidity with a maturity of 
one week

Frequency: Once a week. Procedure: At least until 12 July 2011, fixed rate tender
with full allotment.

1.2 Longer-term refinancing operations (LTROs):

1.2.1 Provision of liquidity with a maturity
of one maintenance period

Frequency: Once at the beginning of each maintenance period. These special-term
refinancing operations will continue to be carried out at least until the end of the
second quarter of 2011. Procedure: Fixed rate tender (at a rate equal to the MRO
rate) with full allotment.

1.2.2 Provision of liquidity with a maturity
of three months

Frequency: Once a month. Procedure: Fixed rate tender (at a rate equal to the MRO
rate) with full allotment, from January to September 2010, with the exception of the
operation allotted on 28 April, which was conducted as a variable-rate tender. In
the period October 2010-March 2011, such operations continued to provide liquidity
with full allotment, but the interest rate was/will be set ex post equal to the aver-
age value of the fixed rate in the MROs conducted over the life of the respective
three-month operations.1 This procedure will also be used in the operations to be
conducted in the course of the three months from April to June 2011.

1.2.3 Provision of liquidity with a maturity
of six months 

Frequency: One operation was conducted on 31 March and one on 12 May 2010.
Procedure: Fixed rate tender with full allotment, the interest rate being fixed ex post
at the average value of the fixed rate in the MROs over the life of the respective
LTRO. As the rate on the MROs remained unchanged at 1% over the life of the
six-month operations, its average, too, was 1%.

2.Outright purchases of securities:

2.1 Covered Bond Purchase Programme The Programme lasted from July 2009 to June 2010. The Eurosystem purchased
bonds of a total nominal value of €60 billion.

2.2 Securities Markets Programme The Governing Council decided on 9 May 2010 to launch the Programme. By end-
March 2011, the Eurosystem had purchased securities of a total value of €77.6 billion. 

3.Fine-tuning operations:

3.1 Liquidity absorption on the last day of each
maintenance period

Procedure : Collection of overnight deposits from credit institutions through vari-
able-rate tenders with a maximum bid rate of 1% until March 2011. 

3.2 Liquidity absorption on a weekly basis to
sterilise the effect, on the overall liquidity of
the banking system, of purchases made under
the Securities Markets Programme 

Frequency: Every week, starting on 18 May 2010. Procedure: Collection of weekly
deposits from credit institutions, through variable-rate tenders with a maximum bid
rate of 1% until March 2011.

3.3 Provision of liquidity for 6 or 13 days to mit-
igate the effect of maturing 12-month and 6-
month LTROs on the overall liquidity of the
banking system 

Operations with a maturity of six days were conducted on 1 July, 30 September and
11 November 2010. An operation with a maturity of 13 days was conducted on 23
December 2010 to ensure that the additional liquidity would remain available to
credit institutions in the period around the year-end. Procedure: Fixed rate tender
(at a rate equal to the MRO rate) with full allotment.

4.US dollar liquidity-providing operations:

These operations were discontinued after 27 January 2010 but were resumed on 11
May 2010 and have continued in 2011. They provide liquidity in US dollars with a
maturity of 7 days against collateral eligible for the Eurosystem’s credit operations
in euro. One 84-day US dollar liquidity-providing operation was conducted on 18
May 2010 and one 14-day operation on 22 December 2010. Procedure: Fixed rate
tender with full allotment.

5.Swiss franc liquidity-providing swap operations:

These operations were discontinued after 25 January 2010. They took the form of weekly EUR/CHF foreign exchange swaps,
whereby the Eurosystem provided liquidity with a maturity of 7 days in Swiss francs in exchange for euro.

1 As the rate on the MROs remained unchanged at 1% over the life of the three-month operations maturing until March 2011, its average, too,
was 1%. 



ond quarter) and 0.3% (in the third and fourth
quarters), resulting in an average annual GDP
growth of 1.7%. On the basis of data and infor-
mation gathered in early 2011, the Governing
Council is of the view that economic recovery
is continuing, despite the prevailing relatively
high uncertainty. 

In the context of economic analysis, the Gov-
erning Council also noted a gradual rise in
inflation in the course of 2010, to 2.2% by
December compared with 0.9% one year ear-
lier. Over the first months of 2011, inflation
continued to pick up, reaching 2.6% in March,
according to Eurostat’s flash estimate. 

Since the beginning of 2011, the Governing
Council of the ECB has underlined that the ris-
ing prices of oil and other commodities are trig-
gering inflationary pressures in the short run,
which have started to affect pricing at the early
stages of the supply chain. In March and April
2011, the Governing Council stressed that it
was of paramount importance to prevent any

second-round effects7 on consumer prices from
higher energy and food commodity prices. The
emergence of second-round effects would con-
tribute to broad-based increases in the prices
of final products over the medium term. 

According to the latest ECB staff macroeco-
nomic projections, released in March 2011,
average annual inflation is projected to be
between 2% and 2.6% in 2011 and between 1%
and 2.4% in 2012, assuming continued mod-
eration in wage- and price-setting behaviour.
However, there is an increased probability that
the average annual inflation rate may exceed
these projections. 

In 2010, the monetary analysis conducted by
the Governing Council together with the eco-
nomic analysis, as required under the mone-
tary policy strategy adopted by the Eurosys-
tem, confirmed the outcome of the economic
analysis, according to which inflationary pres-
sures in the euro area over the medium term
would remain contained. The Governing
Council’s assessment about inflationary pres-
sures over the medium term on the basis of the
monetary analysis remained unchanged in Jan-
uary 2011. In February-March 2011, the Gov-
erning Council pointed out that, according to
its monetary analysis, inflationary pressures
should remain contained, though over a
medium to long-term horizon. 

The abovementioned assessments of the Gov-
erning Council during 2010 and in early 2011
reflected the fact that inflationary pressures
over the medium to long term are influenced
by the underlying pace of monetary expansion,8

which remained moderate in the euro area in
2010 and in early 2011, as broad money9 and

Annual
Report
201050

77 Second-round effects occur when consumer prices are burdened
either because of the widening of profit margins or because of
wage increases, in an effort to counterbalance the adverse impact
of the rise in commodity prices on the purchasing power of firms
and wage earners respectively. See ECB, Monthly Bulletin, July
2004, p.p.28-30.

88 Underlying monetary expansion is measured by the ECB using var-
ious alternative techniques (see ECB, Monthly Bulletin, May 2008,
Box 1, p. 15), although the measures thus derived are not published.
This concept is seen as more closely correlated to inflation (tak-
ing into account the entailed lags) than headline M3 growth.



loan10 growth was still low. However, in March
2011, the Governing Council noted noted that
there was only a partial unwinding of the large
amounts of monetary liquidity accumulated in
the economy prior to the period of financial
tensions and that this liquidity could facilitate
the accommodation of price pressures cur-
rently emerging in commodity markets, as
mentioned earlier. In April 2011, the Govern-
ing Council of the ECB reiterated this assess-
ment as regards the risks entailed by accumu-
lated liquidity, further pointing out that the
underlying pace of monetary expansion was
gradually picking up. 

The downward trend followed by the three-
month Euribor11 since the beginning of the
fourth quarter of 2008 was reversed at the
beginning of the second quarter of 2010. In
April-October 2010, this rate showed an almost
uninterrupted increase, while from the begin-
ning of November 2010 until mid-January 2011
it declined slightly. Afterwards, it resumed its
upward course (see Chart IV.1). 

Changes in the three-month Euribor (and
other interbank rates) can be associated with
the evolution of liquidity in the interbank mar-
ket. In the first half of 2010 there was an
increase in the liquidity that banks obtain from
the Eurosystem. However, there has been an
almost uninterrupted decrease in the banking
system’s liquidity since July 2010, as, among
other longer-term refinancing operations,
three 12-month operations matured (at the
beginning of July, the end of September and
the end of December respectively) and banks
―although they had the possibility― did not
receive sufficient new funds (i.e. equal to the
repayments to the Eurosystem) through open
market operations conducted in the second
half of 2010 and the beginning of 2011. 

The evolution of interbank loan rates was also
influenced by changes in the counterparty risk
premium in the interbank market.12 It is possi-
ble to conclude that in certain periods of 201013

this premium grew because of concerns about
the public finances in some Member States. 

In 2010 and early 2011, the reallocation of liq-
uid assets in the euro area interbank market
continued to be hampered. Especially in coun-
tries where fiscal sustainability was perceived
by markets as doubtful, credit institutions with
liquidity deficits seemed to be facing difficul-
ties in attracting interbank deposits from credit
institutions with liquidity surpluses in other
Member States, when no collateral was offered
or when domestic government bonds were
offered as collateral. As a result, they were
obliged to resort mostly to main refinancing
operations and longer-term refinancing oper-
ations, or even to the Eurosystem’s marginal
lending facility to raise the necessary funds. In
March and April 2011, the Governing Council
of the ECB stressed that banks with limited
access to interbank market financing urgently
needed to increase their efficiency and
strengthen their capital base. 

The ECB’s position on the reform of the economic
governance framework and on the European Sta-
bility Mechanism (ESM) 

Recent legislative proposals and the ongoing
planning of economic governance in the Euro-
pean Union and the European Stability Mech-
anism are considered constructive by the
ECB.14 However, especially as regards the
budgetary surveillance framework and the
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99 Rate of change in M3: December 2010: 1.7%, December 2009: 
-0.3%. In January 2011, it stood at 1.5%, but in February it accel-
erated to 2.0%.

1100 Rate of growth of bank loans to the private sector: December 2010:
1.9%, December 2009: -0.2%. In January 2011, it reached 2.4%,
while in February it further increased to 2.6%.

1111 The three-month interest rate is representative of interbank loan
rates (with longer than overnight maturities) in the euro area.

1122 It refers to the risk of a borrower defaulting on an interbank loan.
The risk associated with investments in the interbank market can
be measured by the spread between Euribor and the “fixed rate”
on overnight index swaps (of comparable maturity), or the rate on
collateralised interbank loans of comparable maturity (EUREPO).
See Bank of Greece, Annual Report 2008, p.49, footnote 6. 

1133 For example, from end-October until end-December 2010. 
1144 Opinion of the ECB of 16 February 2011 on economic governance

in the European Union (CON/2011/13) and opinion of the ECB of
17 March 2011 on a draft European Council Decision amending
article 136 of the Treaty on the Functioning of the European Union
with regard to a stability mechanism for Member States whose cur-
rency is the euro (CON/2011/24). See also “The reform of economic
governance in the euro area – essential elements” in the March
2011 issue of the Monthly Bulletin of the ECB (available on the
website of the Bank of Greece). These views were also summarised
in the introductory statement made by the President of the ECB
after the Governing Council meeting of 7 April 2011.



macroeconomic surveillance framework, the
ECB has repeatedly expressed the view that
these proposals fall short of the quantum leap
necessary to ensure the conduct of suitable
budgetary and other economic policies in the
Member States, which will not jeopardise the
Monetary Union, but will instead contribute to
long-run stability and economic prosperity. 

The ECB’s main objections focus on the fact
that the new budgetary surveillance framework
and the macroeconomic surveillance frame-
work both allow substantial scope for discre-
tion on the part of the European Commission
and the Council of (Economics and Finance)
Ministers: (i) as to whether recommendations
will be issued to Member States that do not
comply with their obligations, (ii) as to whether
sanctions will be imposed on these Member
States and (iii) as to the form and the size of
such sanctions. 

According to the ECB, there is room for a non-
consistent implementation of rules, which
diminishes credibility in the new frameworks
before their actual implementation, given that,
among other things, the recent past has
demonstrated that the exercise of discretion
from EU institutions in the operation of the
Stability and Growth Pact did not manage to
ensure the sustainability of public finances in
all Member States. The ECB considers it nec-
essary to limit the discretion of various deci-
sion-making bodies that are involved in the
processes provided for in the new frameworks
and to introduce more automation to them.15

Particularly as regards the proposed macro-
economic surveillance framework, another
main objection of the ECB is that it does not
provide a clear distinction between the eco-
nomic policies that will be deemed appropri-
ate for the euro area Member States and those
that will be recommended for the other Mem-
ber States of the European Union. On the con-
trary, the ECB expressed the view that differ-
ent economic indicators should be monitored
and different thresholds should be set in rela-
tion to each indicator for the Member States

of the euro area – e.g. thresholds should be
tighter in the case of competitiveness indica-
tors. In addition, the proposals of the Euro-
pean Commission do not ensure a clear focus
of macroeconomic surveillance on the macro-
economic imbalances that threaten the func-
tioning of the Monetary Union, namely sig-
nificant losses in competitiveness, persistent
current account deficits etc.16 (By contrast, the
proposed macroeconomic surveillance frame-
work aims at preventing both excessive losses
and excessive gains in the international com-
petitiveness.) 

Other remarks made by the ECB in relation to
the proposed new framework of budgetary sur-
veillance include the necessity to incorporate
its objectives (e.g. the fiscal deficit-to-GDP
ratio) into Member States’ domestic law, as
well as to establish independent national bod-
ies of budgetary surveillance ―e.g. fiscal coun-
cils― in euro area member countries. At the
European level, the ECB proposes the estab-
lishment of an independent advisory body
whose task will be to monitor ―and publish an
annual report― the compliance of the Euro-
pean Commission and of the Council of Min-
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1155 Regarding budgetary surveillance, the ECB has proposed that the
European Commission and the Council of Ministers should have
no possibility to reduce or waive financial sanctions on the grounds
of “exceptional economic circumstances”, or following a request
by the Member State concerned. A similar observation has been
put forward by the ECB as regards the macroeconomic surveillance
framework. Moreover, the Commission or the Council of Minis-
ters should not be allowed to extend the deadline for the correc-
tion of an excessive fiscal deficit, or accept significant deviations
from the adjustment path towards the medium-term budgetary
objective during “a severe economic downturn of a general nature”.
In the same vein, the ECB considers that it is necessary to limit the
scope for taking into consideration any “relevant factors” (whether
on the basis of the deficit criterion or on the basis of the debt cri-
terion) when establishing the existence of an excessive fiscal deficit.
As regards the macroeconomic surveillance framework, according
to the ECB, it is advisable to specify that, in many cases, the Com-
mission’s proposals and recommendations should be automatically
adopted by the Council of Ministers, if they have not been rejected
by a qualified majority vote.

1166 Turning to the modalities of the proposed macroeconomic sur-
veillance framework, the ECB has expressed the view that sanctions
should be imposed immediately after the first instance of non-com-
pliance or non-cooperation by a Member State and should be
applied gradually thereafter, in order to provide Member States
with the right incentives to comply with policy recommendations.
The ECB also considers that the proposed framework should
include provisions on reporting to the European Council in case
of non-compliance by a Member State and that the European Com-
mission should be given the possibility to conduct missions of
experts in liaison with the ECB. This would exert more political
pressure on Member States to comply with their obligations.



isters with their obligations under Articles 121
(economic policies coordination) and 126
(excessive fiscal deficit procedure) of the
Treaty and under the new procedures set out
in the proposed frameworks of budgetary and
macroeconomic surveillance.17 Finally, the
ECB has proposed some modifications in tech-
nical aspects of the budgetary surveillance
framework.18

As regards the European Stability Mechanism,
the ECB has emphasised that, in order to avoid
moral hazard, there is a need to ensure that the
Mechanism does not constitute an attractive
option, but rather a last resort for Member
States that turn to it requesting assistance. To
this end, fiscal discipline should be imposed on
euro area member countries that use the Mech-
anism and any financial assistance must be
made subject to strict conditionality and
granted on non-concessional terms. In the
ECB’s opinion, it should be expressly provided
that, in case a Member State is proven insol-
vent, its debt to individuals may not be fully

repaid. This provision will contribute to yields
in sovereign debt markets adequately reflecting
the differentiation of credit risk among Mem-
ber States according to their fiscal position. 
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1177 The ECB has expressed the broader view that the economic analy-
sis which will be used for the purposes of the budgetary surveillance
framework must be independent and subject to accountability.
Therefore, the European Commission services that are involved in
budgetary or macroeconomic surveillance must enjoy the same
degree of independence as the services responsible for the pro-
tection of competition. The European Commission’s intention to
clearly distinguish the analysis and assessment carried out under
the authority of the Commissioner for Economic and Monetary
Affairs from decision-making by the full College of Commission-
ers regarding the proposals to be submitted to the Council of Min-
isters goes in the right direction; however, the ECB believes that
further safeguards should be introduced.

1188 The ECB maintains that it is necessary to require from Member
States faced with a public debt-to-GDP ratio exceeding 60% to
make a faster progress towards their medium-term objective with
larger annual decreases than the minimum required annual
decrease of the cyclically adjusted deficit (excluding any extraor-
dinary public revenue/expenditure) by 0.5% of GDP. In addition,
the ECB considers that the benchmark proposed by the European
Commission for assessing the pace of public debt reduction does
not exert sufficient pressure on Member States with high public
debt and robust nominal GDP growth. Finally, the ECB has under-
lined that the European Statistics Code of Practice should be
enshrined in a regulation, to ensure the timeliness of statistical
data. Any weaknesses found in statistical data collection and report-
ing should be addressed immediately. Also, the ECB believes that
it is necessary to bring forward the deadlines for the reporting of
annual and quarterly fiscal data to the European Commission, so
that it is allowed more time to assess these data thoroughly.
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1 ECONOMIC ACTIVITY DEVELOPMENTS AND
PROSPECTS

1.1 DEVELOPMENTS IN ACTIVITY IN 2010

According to ELSTAT provisional estimates
(18 March 2011), GDP fell by 4.5% in 2010,
after a 2% decrease in 2009 (see Table V.1 and
Chart V.1). The change in gross value added (at
constant factor prices, i.e. less indirect taxes
plus subsidies) was -5.2%. The difference
between the outturn and the projections of
most organisations for 2010 (implying a con-
traction of close to 4%) is explained by larger
than expected decreases in private consumption
and investment and a smaller than expected
(but still significant) decline in imports.

The economic situation deteriorated in 2010,
as the measures to reduce the fiscal deficit
began to affect all sectors, and credit expan-
sion declined considerably (see Chapter ΙΧ).
Nevertheless, due to a lack of seasonally
adjusted quarterly national accounts data, the
accurate pattern of GDP in the course of the
year (i.e. its quarter-on-quarter changes) is
hard to estimate.1

It should however be noted that the annual
rate of decline in GDP reached -6.6% in the
fourth quarter of 2010, from -0.7% in the first,
-5.0% in the second, and -5.1% in the third
quarter of the year.

On the eexxppeennddiittuurree side, the key drivers of the
drop in GDP were pprriivvaattee  ccoonnssuummppttiioonn (down
by 4.5% at constant prices, with a negative con-
tribution of 3.3 percentage points) and ffiixxeedd
ccaappiittaall  ffoorrmmaattiioonn (down by 16.5%, with a neg-
ative contribution of 3.1 percentage points). A
6.5% decrease in ppuubblliicc  ccoonnssuummppttiioonn con-
tributed 1.3 percentage points to the contrac-
tion of GDP. These decreases were partly off-
set by the positive contribution (2.3 percentage
points) of the change in the rreeaall  eexxtteerrnnaall  bbaall--
aannccee (i.e. net exports of goods and services),
mainly due to considerably lower imports of
goods (-8.4%) and higher exports of goods
(+4.8%) and services (+3.2%). 
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V E CONOM I C  A C T I V I T Y  I N  G R E E C E

11 As announced by ELSTAT, seasonally adjusted national accounts
data will be compiled and published in cooperation with Eurostat
(Press release, 18 March 2011). 
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Value in
million

euro Annual percentage changes

2000 2004 2005 2006 2007 2008 2009 2010

Table V.1 Gross expenditure of the economy and gross domestic product

Source: ELSTAT, National Accounts, revised data for 2004-2009 and provisional estimates for 2010, March 2011.
1 Excluding inventories and statistical discrepancy.

(at constant market prices of 2000)

1. Private consumption 98,627 3.8 4.5 5.2 2.8 3.2 -2.2 -4.5

2. Public consumption 24,271 3.5 1.1 8.8 8.2 1.5 10.3 -6.5

3. Gross fixed capital formation 29,450 0.4 -6.3 10.6 5.5 -7.5 -11.2 -16.5

3.1 Construction 17,944 -3.0 -7.8 16.4 -4.1 -18.9 -12.3 -12.5

3.2 Equipment 10,415 4.5 -4.8 3.0 22.3 6.6 -11.8 -23.5

3.3 Other investment 1,091 8.6 -1.9 7.1 -12.2 -11.7 13.6 22.0

4. Domestic final demand1 152,349 3.0 1.7 6.8 4.2 0.8 -1.8 -6.9

5. Change in inventories and statistical discrepancy
(% of GDP)

2,328 0.5 -0.3 -0.6 1.1 1.6 -0.9 0.0

6. Exports of goods and services 33,882 17.3 2.5 5.3 5.8 4.0 -20.1 3.8

6.1 Exports of goods 14,253 9.4 6.3 11.7 1.5 3.8 -18.0 4.8

6.2 Exports of services 19,629 22.8 0.1 1.0 9.0 4.1 -21.5 3.2

7. Final demand 188,558 4.7 1.3 6.3 5.8 1.7 -6.8 -4.6

8. Imports of goods and services 52,277 5.7 -1.5 9.7 9.9 4.0 -18.6 -4.9

8.1 Imports of goods 40,730 4.4 -1.2 10.7 10.2 2.1 -18.5 -8.4

8.2 Imports of services 11,548 11.7 -2.9 4.9 8.1 13.7 -18.9 11.1

GDP at market prices 136,281 4.4 2.3 5.2 4.3 1.0 -2.0 -4.5

Contribution to GDP change 
(percentage points)

1. Private consumption 2.8 3.2 3.8 2.0 2.3 -1.6 -3.3

2. Public consumption 0.6 0.2 1.4 1.4 0.3 1.8 -1.3

3. Gross fixed capital formation 0.1 -1.5 2.3 1.2 -1.7 -2.3 -3.1

3.1 Construction -0.4 -1.0 1.9 -0.5 -2.3 -1.2 -1.1

3.2 Equipment 0.4 -0.4 0.3 1.9 0.7 -1.2 -2.2

3.3 Other investment 0.1 0.0 0.1 -0.1 -0.1 0.1 0.2

4. Domestic final demand1 3.4 1.9 7.5 4.7 0.9 -2.0 -7.7

5. Inventories and statistical discrepancy -0.7 -0.7 -0.4 1.7 0.5 -2.5 0.9

6. Exports of goods and services 3.6 0.6 1.2 1.3 0.9 -4.9 0.8

6.1 Exports of goods 0.8 0.6 1.1 0.2 0.4 -1.9 0.4

6.2 Exports of services 2.6 0.0 0.1 1.2 0.6 -3.0 0.4

7. Final demand 6.3 1.7 8.4 7.8 2.3 -9.4 -6.0

8. Imports of goods and services 2.0 -0.5 3.3 3.5 1.5 -7.1 -1.5

8.1 Imports of goods 1.3 -0.3 2.9 3.0 0.6 -5.7 -2.2

8.2 Imports of services 0.7 -0.2 0.3 0.5 0.9 -1.4 0.7

9. External balance of goods and services (net exports) 1.6 1.1 -2.0 -2.1 -0.5 2.2 2.3

GDP at market prices 4.4 2.3 5.2 4.3 1.0 -2.0 -4.5



Lower private consumption is reflected in a
strong decline in the volume of retail sales
(excluding cars and fuels) and the number of
new passenger car registrations, which

dropped by 6.9% and 37.2%, respectively (see
Table V.2 and Chart V.2).

Underlying the decline in pprriivvaattee  ccoonnssuummppttiioonn
were mainly a fall in incomes, as a result of job
losses (see Chapter VI) and cuts in wages (see
Chapter VIΙ), as well as higher prices and
heightened concerns about employment
prospects.2 According to national accounts
estimates by ELSTAT, total compensation of
employees (including employers’ social secu-
rity contributions) decreased by 5.7% in 2010,
while compensation per employee dropped by
3.5% at current prices, with the sharpest
decline in the latter being recorded in “other”
services (public administration, health, edu-
cation, etc.). 

In 2010, total (public and private) ggrroossss  ffiixxeedd
ccaappiittaall  ffoorrmmaattiioonn dropped (at constant prices
of 2000) by 16.5%, as mentioned above. This
mainly reflected a considerable decline in
expenditure for transport equipment and
machinery, as well as reduced housing invest-
ment (see also Table V.3). These changes,
which follow the trends observed in the past
few years, have led to a shift in the composition
of investment. Thus, while in 2000-2008 one
third of investment expenditure was directed
to housing, in 2010 the corresponding share
was less than one fourth,3 and roughly one
third of investment expenditure was directed
to machinery. Factors cited by firms as respon-
sible for the decline in investment in 2010
include the negative effect of economic policy,
the higher taxation of profits, as well as short-
age of funds and higher costs.4 Shortage of
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22 Indeed, according to the consumer confidence indicator compiled
by the European Commission on the basis of ΙΟΒΕ’s household
survey, Greek consumers are the most pessimistic about employ-
ment prospects. Based on seasonally adjusted data for March 2011,
the percentage balance between consumers’ negative and positive
employment expectations was 84.5 in Greece, i.e. much higher than
in other countries (Portugal: 59.3, Romania: 56.6, United Kingdom:
53.3, Bulgaria: 47.7, Slovenia: 45.6, Italy: 44.5, Hungary: 40.0),
though it should be noted that the responses of Greek consumers
in this respect are typically more pessimistic than those of con-
sumers from other countries.

33 This is also confirmed (see Table V.3) by data on housing loans,
the outstanding amount of which was 0.4% lower in December 2010
than in December 2009.

44 See ΙΟΒΕ, Industrial Investment Survey Results Bulletin, 2nd sur-
vey 2010 – 15 December 2010.
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Table V.2 Indicators of consumer demand (2009-2011)

(annual percentage changes)

Volume of retail trade (excl. fuel and lubricants) -9.3 -6.9 -14.8 (Jan.)

Food-beverages-tobacco1 -6.1 -5.5 -11.1 ( »  )

Clothing-footwear 1.4 -11.4 -25.3 ( »  )

Furniture-electrical appliances-household equipment -15.3 -12.7 -20.6 ( »  )

Books-stationery-other -24.0 -4.3 -7.2 ( »  )

Revenue from VAT (at constant prices) -10.2 0.1 2.3 (Jan.- Feb.)

Retail trade business expectations index -21.4 -26.4 -6.1 (Jan.- March)

New private passenger car registrations -17.4 -37.2 -55.9 ( »            » )

Tax revenue from mobile telephony2 13.2 37.1 -22.9 (Jan.- Feb.)

Outstanding balance of consumer credit3 2.0 (Dec.) -4.2 (Dec.) -4.2 (Feb.)

2009 2010
2011

(available period)

Sources: ELSTAT (retail trade, 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. The rates of change are adjusted for loan write-offs. foreign exchange valuation differences and
a transfer of loans by one bank to a domestic subsidiary finance company in 2009.

Table V.3 Indicators of investment demand (2009-2011)

(annual percentage changes1)

2009 2010
2011

(available period)

Capital goods output -22.5 -25.1 -6.8 (Jan.)

Capacity utilisation rate in the capital goods industry (73.4) (66.1) (66.9) (Jan.-Mar.)

Bank credit to domestic enterprises2 5.1 (Dec.) 1.1 (Dec.) 0.9 (Feb.)

Disbursements under the Public Investment Programme -2.8 -11.3 -41.4 (Jan.-Mar.)

Production index in construction (at constant prices) -17.5 -31.6 …

Volume of private construction activity (on the basis of permits issued) -26.5 -23.7 …

Cement production -21.4 -14.3 -8.1 (Jan.)

Construction business expectations index -31.4 -27.4 -40.9 (Jan.-Mar.)

Outstanding balance of total bank credit to housing3 3.7  (Dec.) -0.4 (Dec.) -1.1 (Feb.)

Sources: ELSTAT (capital goods output, volume of private construction activity, cement production), IOBE (capacity utilisation rate, business
expectations index), Bank of Greece (bank credit to domestic enterprises and housing, disbursements under the Public Investment Programme).
1 Except for the capacity utilisation rate in the capital goods industry, which is measured in percentages.
2 Comprising loans and corporate bonds, securitised loans and securitised corporate bonds but excluding (as of June 2010) loans to sole pro-
prietors and unincorporated partnerships. The rates of change are adjusted for loan write-offs, foreign exchange valuation differences, as well
as loans and corporate bonds transferred by domestic MFIs to their subsidiaries operating abroad and to one domestic subsidiary finance com-
pany in 2009.
3 Comprising loans and securitised loans. The rates of change are adjusted for loan write-offs, foreign exchange valuation differences and a
transfer of loans by one bank to a domestic subsidiary finance company in 2009.



funds is also confirmed by a considerable
deceleration in the annual rate of credit expan-
sion to enterprises (to almost 1% by Decem-
ber 2010, see Table V.3 and Chapter Χ). The
Bank Lending Survey (which also covers enter-
prises and is discussed in Chapter Χ) shows
that in the second half of 2010 the tightening
of credit standards by banks contributed to this
weakening of credit expansion. The decline in
investment for the third consecutive year
affects both actual and potential output
growth. However, what is encouraging is that
investment in equipment, which due to its tech-
nology content, helps improve total factor pro-
ductivity, has not decreased as much as hous-
ing investment over the past few years. 

As a result of subdued consumption, iimmppoorrttss  ooff
ggooooddss  aanndd  sseerrvviicceess fell by 4.9% in 2010 com-
pared with 2009. This stemmed exclusively

from a decline of 8.4% in imports of goods,
while imports of services rose by 11.1%.5 In
2010, imports of goods corresponded to 30.9%
of private consumption (at current prices),
against 38.9% in 2000-2008.6 It should be
noted, however, that the decline in the ratio of
imports to private consumption was smaller in
2010 (down by 2 percentage points) than in
2009 (down by 7.9 percentage points). 

National accounts data show a rise in eexxppoorrttss
ooff  ggooooddss  ((44..88%%))  aanndd  sseerrvviicceess  ((33..22%%)) in 2010.
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55 The increase in the import of services mainly reflect higher pay-
ments for sea transport services, which represent inputs for the pro-
vision of such services and are linked to a subsequent increase in
relevant receipts. 

66 The ratio of imports of goods to private consumption is merely
indicative, given that several imported goods represent investment
(e.g. machinery, transport equipment) and not consumption. Nev-
ertheless, the ratio of imports of goods to the sum of private con-
sumption and business investment also showed a significant decline,
from 35% in 2000-2008 to 28.6% in 2010.

Table V.4 Activity indicators in the services sector (2009-2011)

(annual percentage changes)

2009 2010
2011

(available period)

Services turnover indicators

Motor trade -15.7 -36.4 …

Wholesale trade -8.9 -6.2 …

Telecommunications -8.9 -11.4 …

Land transport -31.5 -18.1 …

Sea transport -22.8 -8.4 …

Air transport -12.6 -3.3 …

Storage and supporting transport activities -33.3 -10.9 …

Travel agencies and related activities -9.9 -24.5 …

Tourism (accommodation and food service activities) -9.1 -8.2 …

Legal, accounting and management consulting services -12.4 -7.2 …

Architectural and engineering services -18.6 -21.9 …

Advertising and market research -18.4 -23.8 …

Passenger traffic

Athens International Airport -1.5 -5.0 -15.6 (Jan.-Feb.)

Aegean Airlines1 9.9 -5.1 …

Piraeus port (OLP) -3.8 -6.0 …

Business expectations index in the services sector -28.3 -9.3  -7.9 (Jan.-Mar.)

Sources: ELSTAT (services turnover), Athens International Airport, Aegean Airlines, Piraeus Port Authority (OLP) and IOBE (expectations).
1 Including charter flights.
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Table V.5 Industrial production 

(2005=100)

Source: ELSTAT.

Industry 100.0 -4.0 -9.4 -5.8 84.5 

1. Mining and quarrying 6.1 100.0 -4.5 -11.8 -6.5 76.2 

Mining of coal and lignite 56.6 0.4 -2.3 -13.1 80.7 

Extraction of crude petroleum and natural gas 1.9 -17.1 31.2 42.5 117.8 

Mining of metal ores 9.1 2.2 -23.3 16.2 74.3 

Other mining and quarrying 32.4 -13.1 -27.7 0.0 66.5 

2. Manufacturing 69.8 100.0 -4.7 -11.2 -5.0 83.8 

Food 18.2 0.5 -2.7 -3.6 97.1 

Beverages 6.0 -0.5 -4.8 -7.6 96.3 

Tobacco 1.9 -3.3 -2.7 -17.5 74.6 

Textiles 3.1 -21.7 -27.8 -20.4 42.0 

Wearing apparel 3.4 -16.9 -23.6 -22.9 48.5 

Leather and related products 0.6 -4.5 -14.9 -36.7 50.1 

Wood and cork 1.2 -9.5 -27.3 9.4 60.4 

Paper and paper products 2.3 -4.5 -3.0 -4.6 92.9 

Printing and reproduction of recorded media 1.9 -4.9 -11.3 -14.1 75.7 

Coke and refined petroleum products 11.3 -4.3 -0.1 5.7 110.8 

Chemicals and chemical products 5.3 -4.8 -14.6 1.9 85.0 

Basic pharmaceuticals 2.5 2.9 18.3 2.3 153.4 

Rubber and plastic products 4.2 -2.8 -13.7 -6.3 86.0 

Non-metallic mineral products 10.3 -6.6 -24.2 -14.3 59.4 

Basic metals 8.0 -6.4 -17.9 12.0 92.6 

Metal products 5.1 -9.8 -17.7 2.9 81.9 

Computers. electronics and optical products 1.2 -2.7 -42.2 -19.7 33.5 

Electrical equipment 3.0 -1.6 -20.1 4.4 86.1 

Machinery and equipment n.e.c. 2.1 -0.5 -27.0 -17.1 68.1 

Motor vehicles. trailers and semi-trailers 0.8 -15.4 -13.3 -7.4 67.4 

Other transport equipment 1.6 -2.4 -18.6 -56.5 36.7 

Furniture 1.5 -2.1 -27.2 -19.0 62.8 

Other manufacturing 0.5 -16.4 -12.5 -9.4 65.2 

Repair and installation of machinery and equipment 4.1 -9.2 -15.2 -26.7 55.1 

3. Electricity 20.8 100.0 -2.8 -4.2 -9.2 86.0 

4.Water supply 3.3 100.0 2.5 -3.1 0.7 103.7 

Industry 100.0 -4.0 -9.4 -5.8 84.5 

Main industrial groupings

Energy 36.8 -2.4 -2.9 -4.9 92.7 

Intermediate goods 28.0 -6.7 -18.4 -0.1 78.5 

Capital goods 8.6 -7.4 -22.5 -25.1 53.6 

Consumer durables 2.3 -5.7 -20.7 -13.4 67.2 

Consumer non-durables 24.3 -2.0 -4.1 -7.0 91.6 

Weights
2005

Average annual percentage 
changes Level

2010
(2005=100)2008 2009 2010



However, exports of goods and services as a
percentage of GDP (at current prices) still
remain very low (21.0% in 2010, compared
with 18.8% in 2009 and 23.4% in 2008) relative
to the euro area average (40.5% in 2010, 36.3%
in 2009 and 41.9% in 20087). 

Turning to developments in the ssuuppppllyy  ssiiddee, out-
put decreased in aallll  sseeccttoorrss  eexxcceepptt  tthhee  pprriimmaarryy,
and was mainly driven by the services sector, on
account of a marked decline in the value added,
given its weight in total economy. 

Specifically, the ggrroossss  vvaalluuee  aaddddeedd  ooff  tthhee  sseerrvviicceess
sseeccttoorr at constant prices fell by 5.1% in 2010,
compared with a 1.7% decrease in 2009 (fol-
lowing a continuous rise at an average annual
rate of 4.9% in 2001-2008). Considerable
declines were recorded in trade, hotels-restau-
rants, and transport and communications 
(-6.4%), the combined share of which in gross
value added at current prices was 33.3% in
2010. Besides, all branches of the services sec-
tor saw their turnover drop (see Table V.4). The
business expectations index in the services sec-
tor (excluding retail trade and banking) in 2010
remained at historically low levels (averaging 64
points, compared with 70 points in 2009). 

The sharpest decline as a percentage of value
added at constant prices was registered in the
sseeccoonnddaarryy  sseeccttoorr (manufacturing, energy, con-
struction), reaching 8.8% in 2010, after a
decrease of 4.6% in 2009, mainly due to a
sharper drop in industrial activity including
energy (-11.6%), as well as to the continued
fall in construction activity (-3.2%, compared
with -13.1% in 2009 and -13.8% in 2008, i.e. a
cumulative decrease of 27.6% in 2008-2010).

The downturn in iinndduussttrriiaall  oouuttppuutt resulted
mainly from a sharp decline in the production
of capital goods and consumer durables; at the
same time, consumer non-durables and
energy showed stronger declines than in 2009
(see Table V.5).8 It should be noted, however,
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77 See Statistical Annex of European Economy – Autumn 2010, Table 36. 
88 According to data from the Hellenic Transmission System Oper-

ator (HTSO/DESMHE), total net electricity generation from the
country’s interconnected system fell by 3.7% in 2010 (mainly due
to poorer output of oil-fired and lignite-fired power plants). A
weakening, though at a milder pace (-0.9%), was also observed in
total demand for electricity (net demand plus net imports) in the
country’s interconnected system, as a result of subdued demand by
households, commercial and small industrial enterprises (-1.4%).
Conversely, high voltage electricity consumption by eligible cus-
tomers (metallurgical and large industrial enterprises) rose by
5.9%. However, in January-February 2011, both electricity gener-
ation and total demand rose slightly (by 0.3% and 0.6%, relative
to the corresponding two-month period of 2010). 



that business expectations in industry improved
considerably against 2009, while orders (at cur-
rent prices) from the external market grew at
double-digit rates in 2010 (see Table V.6 and
Chart V.3). 

Finally, gross value added of the primary sec-
tor rose by 12.3% in 2010 (having increased by
9.3% in 2009 and 10.1% in 2008), on the basis
of the ELSTAT national accounts estimates.
However, according to the index of real agri-
cultural income per worker compiled by Euro-
stat, net value added at constant factor prices9

per full-time worker dropped by 3.5% in 2010
(having increased by 1.6% in 2009, after a
10.9% fall in 2008),10 possibly reflecting lower
subsidies on production. It should be noted
that the revision of the Common Agricultural
Policy after 2013 is expected to bring about
changes (such as cuts in direct aid and subsi-
dies), which would call for a more efficient util-
isation of the Greek agricultural sector’s com-
parative advantages and a drastic enhancement
of its export orientation.11

As the contraction of output outpaced the
associated drop in employment, labour pro-
ductivity (GDP per employee) remained in

negative territory (-1.8%) in 2010 for the sec-
ond consecutive year (2009: -0.9%). 

1.2 ACTIVITY PROSPECTS FOR 2011

Available short-term indicators for the first
months of 2011 suggest that recession will con-
tinue this year. The Bank of Greece projects
that GDP will decrease by approximately 3%,
although a somewhat larger decline cannot be
ruled out. Economic activity is expected to ben-
efit from the ongoing global recovery and the
implementation of policies geared towards the
targets of the Economic Adjustment Pro-
gramme. According to the first responses of
bbuussiinneessss  ffiirrmmss  ttoo  aa  ssuurrvveeyy  ccoonndduucctteedd  bbyy  tthhee  BBaannkk
ooff  GGrreeeeccee, the overall sentiment could be
reversed by adopting a time-bound action plan
for growth, pushing ahead with the privatisation
agenda, attracting foreign investment and sup-
porting market liquidity. Moreover, firms stress
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99 Calculated as gross value added net of depreciated capital and pro-
duction taxes plus subsidies.

1100 “Indicator A”, revised estimates published on the Eurostat web-
site on 28.3.2011.

1111 The initiatives of the Greek Ministry of Rural Development and
Food (inter alia for the so-called “basket of products”) relate to
a series of regionally planned measures aimed at promoting local
agricultural goods by also utilising manufacturing and export
industries. 

Table V.6 Other indicators of industrial activity (2009-2011)

(annual percentage changes1)

2009 2010
2011

(available period)

Sources: ELSTAT (industrial turnover and new orders), ΙΟΒΕ (expectations, industrial capacity utilisation rate), Markit Economics and Hellenic
Purchasing Institute (PΜΙ).
1 Except for the industrial capacity utilisation rate, which is measured in percentages, and the PMI index.
2 The index refers to the sales of industrial goods and services in value terms.
3 The index reflects developments in demand for industrial goods in value terms.
4 Seasonally adjusted index; values over 50 indicate expansion.

11.. IInndduussttrriiaall  ttuurrnnoovveerr  iinnddeexx22 -23.1 5.6 13.9 (Jan.)

Domestic market -22.1 -3.1 5.0 (   »  )

External market -25.6 28.7 39.3 (   »  )

22.. IInndduussttrriiaall  nneeww  oorrddeerrss  iinnddeexx33 -27.7 3.9 9.1 (   »  )

Domestic market -23.0 -12.6 -6.6 (   »  )

External market -34.4 29.6 32.7 (   »  )

33.. IInnddeexx  ooff  bbuussiinneessss  eexxppeeccttaattiioonnss  iinn  iinndduussttrryy -21.5 5.1 6.3 (Jan.-March)

44.. IInndduussttrriiaall  ccaappaacciittyy  uuttiilliissaattiioonn  rraattee 70.5 68.5 68.3 (   »         »   )

55.. PPuurrcchhaassiinngg  MMaannaaggeerrss’’  IInnddeexx ((PPMMII))44 45.3 43.8 45.4 (March)



the importance of institutional changes in the
labour market as key to a reversal of the climate.

As evidenced by recent short-term indicators
of economic activity (industrial output, new
passenger car registrations, bank credit), the
economic downturn has yet to come full circle.
However, the Purchasing Managers’ Index
(PMI) in manufacturing, although still imply-
ing a drop in production, stood in March 2011
at its highest level since January 2010 (see
Chart V.4). Furthermore, external demand is
giving positive signs: the recovery of exports of
goods is expected to continue, supported by the
economy’s improved competitiveness. The out-
look for tourism receipts is also positive, espe-
cially after the reduction in VAT on accom-
modation services and the recent turmoil in
North African countries (which, until recently,
constituted competitive tourist destinations –
see also Chapter VIII). Further encouraging
indications are provided by the economic sen-
timent indicator, which edged slightly up in the
first quarter of 2011 (standing on average at
78.0, compared with 74.5 in the last quarter of
2010 – see Chart V.1), as well as by the fact
that the very low consumer confidence indi-
cator seems to have bottomed out after its all-
time low in December 2010. 

For 2011, the major source of uncertainty is the
evolution of investment. The new growth-
boosting measures (development law, Entre-
preneurship Fund, new financing tools) have
not been effectively put to use yet, and their
success will also depend on banks’ ability to
provide liquidity. Reforms that are currently
implemented are essential to restoring busi-
ness and household confidence and strength-
ening investment (see Section 1.3 below).

Over the medium term, the economic outlook
will hinge upon an improvement of both indi-
vidual and total factor productivity. The size of
the effort required is indicated by the fact that
higher unemployment and reduced investment
have caused the annual potential growth rate
to decline from almost 3.5% in 2000-2008, to
0.5%, or even less, in 2010. 

Looking further ahead, a transition into a
new, sustainable growth model would imply a
further shrinking of consumption and its
share in GDP in favour of saving (see also
Chapter ΙΙ).12

1.3 POLICY OPTIONS OF ZERO OR LOW FISCAL COST,
WHICH CAN FAVOUR RECOVERY

Restoring confidence in the Greek economy
relies on creating conditions that foster sus-
tainable growth. Infrastructure that enhances
the economy’s productive capacity and the
establishment of an environment that encour-
ages healthy and innovative business activity
would help in this direction. Of particular
importance are reforms to remove bureau-
cratic obstacles to business activity,
strengthen competition in product markets
and enhance flexibility in the labour market.
Furthermore, in the current circumstances of
fiscal retrenchment and tight credit supply,
other financing tools have a more prominent
role to play. 
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1122 As private consumption declined in 2010 at the same rate as GDP,
its share in total output (at constant prices) remained unchanged.



Speeding up the implementation of NSRF,
implementing the new development law, thus
avoiding mistakes that were made with earlier
laws aimed at fostering investment, the oper-
ation of the General Commercial Registry,
opening-up closed professions and creating
healthy competition conditions are some of the
measures to this direction.

1.3.1 SPEEDING UP NSRF IMPLEMENTATION

The National Strategic Reference Framework
(NSRF) provides aa  vveerryy  uusseeffuull  ttooooll  ffoorr  aacchhiieevv--
iinngg  eeccoonnoommiicc  rreeccoovveerryy  aatt  llooww  ffiissccaall  ccoosstt.
Between 2007 and 2013, Greece stands to
receive EU funds of €24.3 billion (at current
prices of each year of the period) to finance the
implementation of the NSRF (including €3.9
billion for rural development). In the first
three years of NSRF implementation, dis-
bursements were low due to delays ―also
observed in other European countries― which
were partly associated with the new, stricter
management and control framework. 

As discussed in more detail in Chapter VIII.3,
the efficient utilisation of the NSRF is among
the priorities of the Economic Adjustment Pro-
gramme, and specific targets have been set for
the absorption of EU funds. At end-2010, the
rate of absorption exceeded 18% of available
EU funding for 2007-2013, while a rate of over
35% is targeted by end-2011. At the same time,
action has been taken to enhance the efficiency
of the regulatory and organisational framework
for the implementation of the NSRF.

According to the current orientations, funds
available under the Public Investment Pro-
gramme are channelled by priority to projects
co-financed by EU funds. It is obvious that
EU financing becomes increasingly important,
as fiscal tightening has put pressure on
national resources.13 In 2011, 73% of the Pub-
lic Investment Programme will be co-
financed by EU funds, thus saving national
resources, while part of the national share can
be financed through loans from the European
Investment Bank.14

The absorption and optimal use of EU
resources to promote growth are facilitated by:
Law 3840 (March 2010), which aims at decen-
tralising, streamlining and enhancing the effi-
ciency of NSRF procedures; the activation of
an earlier law on public private partnerships
(PPP); new investment legislation (Law
3908/2011); the utilisation of the JEREMIE
and JESSICA initiatives; the operation of the
National Hellenic Fund for Entrepreneurship
and Growth (ETEAN); devolution to the
regional level, and other regulatory and organ-
isational reforms. In addition, the absorption
of community funds will be facilitated by EU
legislation for the management of Structural
Funds, adopted in June 2010.15

The revision of the NSRF, which is currently
under way, places emphasis on the need to
change the country’s growth model geared
towards a greener economy, balanced regional
development, and well-functioning and effi-
cient public administration.16 As regards bal-
anced regional development, particular impor-
tance has been attached to formulating a new
regional strategy. This will entail the prepara-
tion of Regional Development Pacts, i.e. spe-
cific action plans based on the comparative
advantages and natural, human and financial
resources available in each region. The content
of the pacts will be based on proposals sub-
mitted by Regional Governors regarding:
investment plans promoting regional cohesion,
outward-looking business networks, institu-
tional measures to improve local entrepre-
neurship, education and training programmes.17
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1133 Compared to 2010, projects financed by national resources are
reduced by €500 million in 2011 (see Introductory Report on the
2011 Budget, p.68, and European Commission, The Economic
Adjustment Programme for Greece – Second review – Autumn
2010, European Economy, Occasional Papers, No. 72, December
2010, p. 42). 

1144 See Chapter VIII.3, footnote 23.
1155 Regulation (EU) No 539/2010 of the European Parliament and of

the Council of 16 June 2010 amending Council Regulation (EC)
No 1083/2006 laying down general provisions on the European
Regional Development Fund, the European Social Fund and the
Cohesion Fund as regards simplification of certain requirements
and as regards certain provisions relating to financial management.

1166 Statement by the Greek Minister of Regional Development and
Competitiveness following a meeting with the Commissioner for
Regional Policy, 16 February 2011.

1177 Press Release by the Greek Ministry of Regional Development and
Competitiveness, 25 January 2011.



Another factor that is expected to play a sig-
nificant role in speeding up absorption of NSRF
funds is the launch of the new operational pro-
gramme “National Contingency Reserve”.18

This programme, co-financed by the European
Social Fund with a total budget of €211.7 mil-
lion, aims at supporting employment and social
cohesion in areas affected by unforeseen local
or sectoral crises linked to economic and social
restructuring, including cases of restructuring
as a result of natural disasters or the opening-
up of global trade. The above actions create
favourable conditions for tackling persisting
regional development deficits.

As stressed in earlier reports, the NSRF rep-
resents the last occasion that amounts of this
size will be transferred to Greece from EU
structural funds. Greece should therefore use
these resources as efficiently as possible. The
European Commission will review all expen-
diture under the Community Budget in the
context of negotiations about the 2014-2020
financial perspectives in the context the
Europe 2020 strategy.19

1.3.2 IMPLEMENTING THE DEVELOPMENT LAW
AND USING NEW FINANCING TOOLS 

Law 3908/2011, passed on 20 January, provides
for more tax allowances and loan facilities than
direct financing of business investment. Sup-
port to fixed capital formation may not exceed
40% of total eligible expenditure, thereby lim-
iting the scope for overinvoicing. Businesses
eligible for support are required to submit
business plans and may receive support up to
a percentage of their total budget. Percentages
vary according to firm size, location, type of
activity and age of the entrepreneur, within a
ceiling of 50% of the total budget. 

The investment law provides for defined
annual budgets and clear time schedules
(applications are to be submitted twice a year).
Project evaluation and selection criteria will be
measurable and objective, depending on the
solvency and experience of the investor, via-

bility and profitability of the investment plan,
its contribution to regional development, and
the innovative character of the investment. 

The distorted business-support framework that
prevailed during the previous decades (tar-
geted to small, not export-oriented or innova-
tive businesses) indicates a need for a shift of
focus towards a better evaluation and moni-
toring of investment projects. As the activation
of Law 3908 was due in April, the deadline for
the submission of the first investment plans was
extended.

Law 3912/2011 established the Hellenic Fund
for Entrepreneurship and Growth (ETEAN),
which introduces various “smart” financial
products to fill a gap in the Greek market (e.g.
revolving loans, co-investment, hybrid finance
to SMEs, start-up financing through business
angels), and also provide information and con-
sultancy to businesses.

1.3.3 OPENING UP CLOSED PROFESSIONS

Although considerable legislative measures for
the opening-up of closed professions have been
taken, in many cases administrative decisions
for their actual implementation have not been
issued yet. Once completed, this liberalisation
can lead to lower prices, enhanced competi-
tiveness and stronger activity. Using inflow-
outflow tables, the IMF estimates that a 10%
reduction in the cost of professional services
can lower the general level of prices by 0.5%.20

1.3.4 FACILITATING ENTREPRENEURSHIP

The General Commercial Registry (GCR),
launched in early April, was a prerequisite for
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1188 Press Release by the Greek Ministry of Regional Development and
Competitiveness, 22 December 2010.

1199 See the European Commission’s announcement, “Europe 2020, a
strategy for a smart, sustainable and inclusive growth”, COM
(2010)2020 final, 3.3.2010, and the “Conclusions of the European
Council”, EUCO 13/10, Brussels, 17.6.2010.

2200 IMF, Greece: Third Review under the Stand-By Arrangement –
Staff Report, March 2011, p.18-19 .



the activation of one-stop shop procedures for
starting up a business (as specified in Law
3853/2010) and is expected to act as a catalyst
in facilitating business activity. 

1.3.5 ENSURING EFFECTIVE COMPETITION 

Ensuring conditions of effective competition
will lead to higher business productivity and
encourage innovation and export-orientation.
In this respect, a draft law on the protection
of competition was due to be passed in mid-
April. The objective of this new law is to
upgrade the institutional framework of the
Hellenic Competition Commission (HCC) and
enhance its independence (among other
things, by a longer term of office for all mem-
bers of the HCC’s Board, stricter rules to
avoid conflict of interest and accountability).
With a view to increasing the effectiveness of
the HCC, the law enhances its ability to set
strategic goals, prioritise important cases, and
undertake intervention in order to remove
regulatory obstacles. 

Furthermore, the updated Memorandum
includes the Greek government’s commitment
to take measures for the liberalisation of the
retail trade and tourism sectors; all relevant
proposals will be announced by end-April. As
regards retail trade, restrictions that distort
competition and lead to higher prices are
expected to be lifted, while any market regu-
lations causing market distortions will be abol-
ished or simplified.

For the reforms in the labour market, see Box
VI.1.

2 THE REAL ESTATE MARKET: DEVELOPMENTS
AND PROSPECTS

2.1 RESIDENTIAL PROPERTY PRICES

Since early 2009, residential property prices in
Greece have been showing negative rates of
change. Based on data collected by the Bank of

Greece from credit institutions,21 prices for all
apartments (in nominal terms) are estimated to
have fallen in 2010 at an average annual rate of
4.0% (by -1.8%, -4.7%, -4.1% and -5.7% year-
on-year in the first, second, third and fourth
quarter, respectively), compared with a
decrease of 3.7% in 2009. During the first
period of the current crisis and up to the first
quarter of 2010, the decline in prices was
stronger for old apartments (over 5 years) than
for new apartments (up to 5 years) (2009: old
-4.8%; new -2.0%). This seems to reflect the
relatively higher resilience initially displayed by
the prices of newly-builts available for sale by
construction firms. However, the prices of new
apartments may have remained resilient
through the first quarter of 2010, but have been
falling at a faster pace thereafter (-5.3%, -5.0%
and -8.1% in the second, third and fourth quar-
ter of 2010, respectively) than the prices of old
apartments (-4.3%, -3.4% and -4.0% in the sec-
ond, third and fourth quarter, respectively). 

A breakdown by geographical area shows that
the decrease in apartment prices in 2010 as a
whole was more pronounced in Thessaloniki
(average annual change: -6.9%) as well as in
the other semi-urban or rural areas of Greece
(-4.8%), where secondary residences or holi-
day homes are located, compared with Athens
(-2.8%) and other large cities (-4.5%, see
Table V.7).

The relative resilience of Greek house prices
may be associated with specific features of the
Greek housing market, such as the very high
rate of owner-occupancy (well above 80%), low
residential mobility and real estate resale fre-
quency, the high costs of transactions, the lim-
ited number of transactions relative to the
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2211 Detailed data on appraisals of residential property compiled since
early 2009 by the Real Estate Market Analysis Section of the Bank
of Greece pursuant to the Bank of Greece Governor’s Act
2610/31.10.2008 on “Reporting by credit institutions of data on res-
idential property which is financed or used as collateral for loans
granted by credit institutions”. Among other things, these data
include credit institutions’ appraisals on the current market value
of residential property, as well as information on qualitative char-
acteristics. The number of appraisals already reported to the Bank
of Greece (until end-March 2011) reached around 528.000 (68.6%
concerns apartments, 19% houses, 5.5% maisonettes, 5.1% build-
ing plots, 1.8% other types of property). 
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Table V.7 Summary table of key short-term indicators for the real estate market

Sources: BoG: Bank of Greece, ELSTAT: Hellenic Statistical Authority, DSA: Athens Bar Association, TEE: Technical Chamber of Greece,
IOBE: Foundation for Economic & Industrial Research, Ktimatologio SA (Hellenic Cadastre).
1 Data collected by Bank of Greece branches, mainly from real estate agencies.
2 In absolute terms.
3 The indices of residential property transactions are based on appraisal reports by banks’ engineers regarding the value and qualitative
characteristics of the residential properties underlying loan agreements. It cannot be excluded that part of such appraisals are not connected
with transactions in residential property, but concern a renegotiation of existing loans, registration of a mortgage to back non-housing loans,
debt transfers from one bank to another, etc.
4 Including all real estate categories of residential and commercial properties (dwellings, general stores, offices, building plots, rural plots of
land, etc.).

1. Indices of prices of dwellings (BoG) and rents (ELSTAT)

1.1 Indices of apartment prices (new series)

a. All apartments (Greece) - - 5.9 1.7 -3.7 -4.0 …

a1 By age

a. New (up to 5 years old) - - 7.2 2.3 -2.0 -4.4 …

b. Old (over 5 years) - - 5.2 1.3 -4.8 -3.8 …

a2 By geographical area: Total

a. Athens - - 6.2 0.9 -4.6 -2.8 …

b. Thessaloniki - - 7.0 1.5 -6.0 -6.9 …

c. Other cities - - 6.3 1.8 -2.7 -4.5 …

d. Other areas - - 4.6 3.3 -1.9 -4.8 …

a2.1 By geographical area: New (up to 5 years)

a. Athens - - 9.6 0.0 -3.5 -2.9 …

b. Thessaloniki - - 3.7 3.5 -5.3 -7.1 …

c. Other cities - - 7.8 2.4 -2.1 -4.4 …

d. Other areas - - 4.1 5.4 1.0 -5.7 …

a2.2 By geographical area: Old (over 5 years)

a. Athens - - 4.5 1.4 -5.2 -2.8 …

b. Thessaloniki - - 8.4 0.6 -6.3 -6.8 …

c. Other cities - - 5.3 1.4 -3.2 -4.6 …

d. Other areas - - 5.0 1.4 -4.4 -4.0 …

1.2 Indices of prices of dwellings (historical series)

a. Urban areas 10.9 12.4 5.1 1.7 -4.3 -3.9 …

a1. Athens 8.6 11.7 6.2 0.9 -4.6 -2.8 …

b1. Other urban areas1 13.4 13.0 3.8 2.6 -2.9 -6.0 …

1.3 Price index of rents 4.2 4.4 4.5 3.9 3.6 2.4 1.6 (2 months)

1.4 House price-to-rent ratio (2007=100)2 90.9 98.7 100.0 97.9 91.0 85.2 …

2. Indices of residential property transactions

2.1 Indices of residential property transactions with MFI intermediation (BoG)3

a. Number of transactions - - 36.8 -21.7 -35.7 -1.0 …

b. Volume of transactions (in square metres) - - 36.6 -23.5 -38.9 -0.8 …

c. Value of transactions - - 41.1 -20.0 -40.0 -6.9 …

2.2 Indices of contracts of real estate transactions signed in the presence of a lawyer: Athens (DSA)

a. Number of contracts - -22.3 1.4 -10.0 -18.0 -16.3 …

b. Value of contracts - -2.9 12.5 -2.3 -28.3 -20.8 …

2.3 Number of notarial acts of real estate transactions4 (ELSTAT)

a. Greece, total 29.6 -19.6 -3.0 -5.8 -13.9 … …

b. Athens 49.5 -22.0 -8.2 -9.2 -14.0 … …

2.4 Number of real estate transactions4 (Ktimatologio SA)

a. Greece, total - - - - -16.3 -9.8 …

b. Athens - - - - -15.2 -12.5 …

2.5 Number of properties sold4 (Ktimatologio SA)

a. Greece, total - - - - -14.0 -13.0 …

b. Athens - - - - -8.0 -19.2 …

Indicators

Average annual percentage changes

2005 2006 2007 2008 2009 2010 2011
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Table V.7 Summary table of key short-term indicators for the real estate market (continued)

Sources: BoG: Bank of Greece, ELSTAT: Hellenic Statistical Authority, DSA: Athens Bar Association, TEE: Technical Chamber of Greece,
IOBE: Foundation for Economic & Industrial Research, Ktimatologio SA (Hellenic Cadastre).
2 In absolute terms.
5 Weighted percentage balances of positive and negative answers.

3. Construction cost indices of (new) residential buildings (ELSTAT) 

3.1 Total cost 3.4 4.3 4.6 5.1 -0.3 1.8 …

3.2 Price index of work categories 2.6 2.9 2.8 4.2 -0.2 0.3 …

3.3 Labour cost 3.1 2.6 2.4 3.3 0.3 0.0 …

3.4 Material cost 3.6 5.6 6.3 6.4 -0.7 3.0 4.0 (2 months)

4.Private building activity (ELSTAT)

4.1 Greece, total

a. Number of building permits 22.0 -14.9 -7.2 -17.6 -16.1 -10.9 …

b. Floor space (in square metres) 43.0 -23.9 -7.8 -19.0 -24.4 -19.8 …

c. Volume (in cubic metres) 36.9 -19.2 -5.8 -17.3 -26.5 -23.7 …

4.2 Athens

a. Number of building permits 35.9 -15.3 -13.8 -28.7 -15.3 -13.8 …

b. Floor space (in square metres) 58.2 -24.6 -14.0 -26.1 -18.6 -33.6 …

c. Volume (in cubic metres) 51.9 -20.6 -13.3 -25.2 -19.4 -35.5 …

5.Construction activity

5.1 Cement production volume (ELSTAT) 2.4 3.1 -9.2 -3.1 -21.4 -14.3 -8.1 (Jan./Jan.)

5.2 Public investment programme disbursements (BoG) -21.0 8.9 7.6 9.3 -2.8 -11.3 -41.4 (3 months)

5.3 Production indices in construction (ELSTAT)

a. General index -38.8 3.7 14.3 7.8 -17.5 -31.6 …

b. Building construction -15.3 -9.9 6.7 -0.5 -24.1 -38.1 …

c. Civil engineering construction -49.9 18.3 20.5 13.8 -13.4 -28.0 …

5.4 Civil engineer fees (ΤCG)

a. Total fees - -5.3 23.5 6.2 -16.2 -2.1 4.7 (2 months)

b. Building permit issuance fees - -8.4 19.0 11.0 -14.5 1.6 31.0 (2 months)

c. Construction supervision fees - 1.5 32.5 -2.4 -19.6 -10.0 -47.6 (2 months)

6.Business expectations (IOBE)

6.1 Business confidence in the construction sector (private activity) -22.7 44.6 1.5 3.0 -31.4 -27.4 -40.9 (3 months)

a. Total private construction -11.7 12.8 1.9 -8.4 -43.2 9.3 -28.7 (3 months)

b. Residential -3.2 -9.0 27.6 -14.0 -28.4 -32.4 -47.2 (3 months)

c. Non-residential -12.5 2.9 13.4 0.9 -46.8 20.2 -25.2 (3 months)

d. Public works -30.2 68.4 0.8 9.5 -24.6 -41.0 -47.4 (3 months)

6.2 Months of assured production in construction2

a. Total construction 13.9 15.7 16.8 17.3 15.9 12.9 13.9 (March)

b. Residential 11.3 14.7 15.4 11.7 11.0 8.3 5.2 (March)

c. Non-residential 8.7 9.3 10.1 9.8 8.4 7.8 5.8 (March)

d. Public works 15.9 18.4 19.5 21.1 19.8 15.2 17.7 (March)

6.3 Activity relative to previous quarter5

a. Total construction -27.3 11.8 10.2 10.0 -16.1 -39.0 -69.1 (March)

b. Residential -2.0 24.0 -11.0 -22.0 -30.7 -58.1 -74.2 (March)

c. Non-residential -13.5 13.2 16.4 25.6 -28.8 -27.9 -64.1 (March)

d. Public works -35.9 9.0 11.3 8.1 -8.2 -41.0 -70.4 (March)

6.4 Planned future activity5

a. Total construction -57.8 -44.9 -33.2 -28.8 -42.8 -63.2 -82.9 (March)

b. Residential -40.6 -22.3 -22.1 -38.9 -52.3 -84.6 -94.7 (March)

c. Non-residential -41.9 -45.6 -30.3 -22.7 -56.3 -45.5 -62.7 (March)

d. Public works -65.9 -49.9 -36.5 -30.0 -36.5 -67.6 -88.9 (March)

6.5 Prospects of employment over the next 3-4 months5

a. Total construction -22.1 18.7 9.6 10.4 -32.1 -46.4 -67.0 (March)

b. Residential 4.3 31.0 1.5 -32.6 -60.9 -60.3 -73.4 (March)

c. Non-residential -1.7 6.6 12.8 6.9 -45.8 -36.7 -32.5 (March)

d. Public works -32.4 21.0 9.0 18.8 -21.2 -48.3 -78.6 (March)

Indicators

Average annual percentage changes

2005 2006 2007 2008 2009 2010 2011



available stock, etc.),22 as well as to increased
uncertainty and lack of investment alternatives
amid the current crisis.23 On the other hand,
the total construction cost of new buildings and
mainly material cost were rising faster than
inflation in 2004-2008 (average annual change
in total cost: 4.1%; in material cost: 5.1%).
Despite the recession, residential construction
costs still remained high in 2010 (total cost rose
by 1.8%; materials by 3.0%), thus hindering
any further decline in residential property
prices. 

Despite this stickiness, there does not seem to
be major overvaluation in the Greek real estate
market, also considering that the house price-
to-rent ratio has been declining over the past

three years (see Chart V.5).24 The house price-
to-rent ratio is expected to keep falling at a
moderate pace in the following quarters, as a
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Table V.7 Summary table of key short-term indicators for the real estate market (continued)

Sources: BoG: Bank of Greece, ELSTAT: Hellenic Statistical Authority, DSA: Athens Bar Association, TEE: Technical Chamber of Greece,
IOBE: Foundation for Economic & Industrial Research, Ktimatologio SA (Hellenic Cadastre).
2 In absolute terms.
6 At constant prices.
7 End-of-period balances. Comprising loans and securitised loans.
8 Including non-interest charges (handling fees, mortgage registration fees, etc.).

7. Investment in construction (ELSTAT) and capital inflows (BoG) 

7.1 Investment in construction6

a. Total construction -7.8 16.4 -4.1 -18.9 -12.3 -12.5 …

b. Residential construction -0.5 29.8 -8.6 -29.1 -21.7 -18.6 …

7.2 Investment in construction as a percentage of GDP2,6

a. Total construction 11.8 13.0 12.0 9.6 8.6 7.9 …

b. Residential construction 7.4 9.2 8.1 5.7 4.5 3.8 …

7.3 Net capital inflows from abroad for the purchase of real estate
property in Greece 48.0 55.4 66.5 -58.2 -24.4 -35.4 -64.2 ( Jan./Jan.)

8.Domestic MFI credit to households (BoG)7

8.1 Total (stock) 31.0 25.7 22.4 12.8 3.1 -1.3 -1.6 (Feb.)

8.2 Housing loans (stock) 33.0 26.3 21.9 11.5 3.7 -0.4 -1.1 (Feb.)

9.Housing loan rates (BoG)2

9.1 Interest rates on new housing loans8 4.3 4.7 4.9 5.3 4.1 3.8 4.5 (Feb.)

9.2 Interest rates on outstanding housing loans with an initial
maturity of over 5 years 4.8 4.9 5.1 5.1 4.3 3.7 3.7 (Feb.)

10. Financial stress indicators 

10.1 Non-performing loan ratio (BoG)2

a. Total loans 6.3 5.4 4.5 5.0 7.7 10.4 …

b. Housing loans 3.6 3.4 3.6 5.3 7.4 10.0 …

c. Corporate loans 7.1 6.0 4.6 4.3 6.7 8.7 …

d. Consumer loans 7.8 6.9 6.0 8.2 13.4 20.5 …

10.2 Credit to households as a percentage of GDP 2, 7

a. Total loans 35.4 40.6 45.9 49.5 50.9 51.3 …

b. Housing loans 23.3 27.0 30.5 32.8 34.3 34.9 …

Indicators

Average annual percentage changes

2005 2006 2007 2008 2009 2010 2011

2222 For a comparison of the characteristics of housing markets in
OECD countries, see “Housing markets and structural policies in
OECD countries”, OECD Economic Department, Working Paper
No 836, January 2011.

2233 The relative resilience of prices in the Greek housing market may
also be associated with the social attitudes of Greek households,
which see houses as means of intergenerational transfer (by
parental donation or inheritance) rather than investment instru-
ments. It also reflects the structure of the construction industry
―and mainly residential construction― which is dominated by a
large number of small, family businesses, with a limited entrepre-
neurial scope or experience. Given their high profitability in the
decade prior to the crisis, when the real estate market was buoy-
ant, these businesses did not have to resort to increased bank bor-
rowing, which also partly explains their current resilience.

2244 The house price-to-rent ratio is typically used in combination with
other indicators (e.g. interest rates, return on alternative types of
investment, cyclical position) to determine whether there might be
a bubble in current real estate prices. 



result of a further decline in house prices and
the persistence of a positive, albeit slightly
lower, rate of change in the price index of rents
(annual rate of change: 3.6% in 2009, 2.4% in
2010, and 1.6% in the first two months of 2011,
see Table V.7).

2.2 DEMAND FOR HOUSE PURCHASES

Demand for house purchases is characterised
by relative cautiousness in the current junc-
ture.25 It is estimated that the cautionary stance
of households is mainly associated with
increased uncertainty about employment and
future incomes, which has been exacerbated in
the last few months by soaring unemployment,
as well as by uncertainty regarding the overall
economic outlook and the remedy of fiscal and
structural problems. Furthermore, households’
expectations of lower house prices in the future
could have made them postpone a purchase
decision. 

Moreover, banks are more cautious and have
tightened credit standards for new housing
loans, on account of the crisis, which is esti-

mated to have also contributed to a weakening
of household demand for house purchase.26

Likewise, the slight increase in the interest rates
on new housing loans since March 2010 and
their emerging upward trends in the next few
months might have further discouraged house-
holds from purchasing a house. It should also
be noted that, during the crisis, households’
interest has shifted towards smaller, older and,
above all, less costly houses.27 Finally, the rel-
ative shortage in bank lending has led to an
increase in the share of transactions paid for in
cash, as well as in the share of cash in the total
financing of real estate purchases.

2.3 REAL ESTATE SUPPLY AND NUMBER OF TRANS-
ACTIONS 

In the past two years the Greek real estate
market has been marked by excess supply and
a considerable stock of unused (unsold) prop-
erty. On the supply side, the excess stock that
had accumulated by end-2008 is estimated to
have remained roughly unchanged in 2009-
2010, because of the relative cautiousness on
the demand side. The slowdown in private con-
struction activity over the past two years (see
Chart V.6) was broadly in line with a corre-
sponding drop in the number of real estate
transactions. Indeed, the number of new build-
ing permits fell by 16.1% in 2009 and 10.9% in
2010, while the total number of notarial acts
for real estate transactions dropped by 13.9%
in 2009, for which data are available.28 Α sim-
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2255 According to a survey by the Athens University of Economics and
Business, which was presented in “Property 2011: 4th International
Exhibition and Conference on Real Estate” organised by HEL-
EXPO (18-21 March 2011), 79.3% of the respondents stated that
they were unlikely to buy a house within the next two years, 13.9%
that they might or might not make a purchase, 4.1% that they were
most likely to buy, and only 2.2% reported that they would defi-
nitely purchase a house.

2266 Weakened demand is also evident in declining growth rates of hous-
ing loans, especially in the wake of the recent financial crisis. More
specifically, despite lower interest rates on housing loans since
November 2008, the annual rate of change in the outstanding bal-
ance of bank loans to households for house purchases was -0.4%
at end-2010 (February 2011: -1.1%), i.e. down from 3.7% at end-
2009 and 11.5% at end-2008. 

2277 This is evidenced by the quarterly survey on the country’s major real
estate agencies conducted by the Real Estate Market Analysis Sec-
tion of the Bank of Greece. See http://www.bankofgreece.gr/BoG-
Documents/TE_EREVNA_KTIMATOMESITON.pdf.

2288 Specifically, based on ELSTAT data collected from notaries nation-
wide, the number of notarial acts for real estate transactions fell
from 167,700 in 2007 to 158,000 in 2008 and 136,000 in 2009.



ilar decline was observed in the number of real
estate transactions, on the basis of contracts
recorded in the Hellenic National Cadastre by
“Ktimatologio S.A.” (down by 16.3% in 2009
and 9.8% in 2010) and real estate transaction
contracts signed in the presence of a lawyer
according to the Athens Bar Association 
(-18.0% and -16.3%, respectively) for the area
of Athens. 

It should also be noted that private building
activity in terms of floor space and volume, as
well as the value of real property transferred
in the past two years, decreased at considerably
higher rates than the number of new building
permits and of real estate transactions. This
development is in line with the previous obser-
vation regarding a shift towards smaller, more
affordable houses (see Table V.7).29

2.4 COMMERCIAL PROPERTY MARKET

The above developments in the residential
property market also concern ―more or less―
the commercial property market (offices,
stores, industrial buildings, storage spaces,

etc.). In more detail, subdued demand by
enterprises coupled with a shift towards less
expensive commercial property, a considerable
supply of mostly old property, lower prices and
lending shortage have been the main features
of the commercial property market in the past
few years. In addition, an increase in vacant
stores and offices, a sharp decline in rents with
the elimination of the component correspon-
ding to the intangible value of the property
(goodwill) and a renegotiation of leasing con-
tracts mainly in the secondary or regional mar-
kets are observed. Finally, cautiousness is also
evident in the development of new investment
plans, despite a considerable increase in the
total floor space occupied by large shopping
malls and department stores mainly in the
Attica region over the past two years.

2.5 EXPECTATIONS AND PROSPECTS 

There is no doubt that the negative medium-
term expectations for the real estate market
and the Greek economy in general strongly
affect the Greek real estate market’s ability to
recover. ΙΟΒΕ’s business confidence indicator
for construction dropped by 40.9% in the first
quarter of 2011, compared with -27.4% in 2010
and -31.4% in 2009. In March 2011, business
expectations in construction stood at particu-
larly negative levels, in terms of activity rela-
tive to the previous quarter, planned future
activity and prospects for employment over the
next 3-4 months (weighted percentage balances
of positive and negative answers: -69, -83 and
-67, respectively).

In the upcoming quarters, a further slight cor-
rection is expected in real property prices,
while it is estimated that emerging conditions
may keep any risks of price shocks at bay. It
should be noted, however, that the recovery of
the real estate market is now directly linked
with the improvement of household and busi-
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2299 Similar observations are also made based on the number, total
square metres and value of residential property transactions with
MFI intermediation in 2009-2010 (data collected from credit insti-
tutions). In this period, the average annual rate of decline in the
number of transactions was 18.4%, while that in square metres
reached 19.9% and 23.5% in terms of total value.



ness expectations, the easing of uncertainty
and the availability of bank credit, as well as
with the overall prospects of tackling Greece’s
economic problems. A clear message on the

ability to effectively address Greece’s fiscal and
structural problems is expected, among other
things, to contribute to a rapid unfreezing of
the Greek real estate market. 
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According to ELSTAT Labour Force Survey
(LFS) data, the average number of employed
persons fell by 120 thousand or 2.7% in 2010
compared with 2009. Increasingly sharp
ddeecclliinneess were seen iinn  tthhee  ccoouurrssee  ooff  tthhee  yyeeaarr (Q1:
60.2 thousand or -1.3%, Q2: 104.9 thousand or
-2.3%, Q3: 137.2 thousand or -3.0%, Q4: 177.8
thousand or -4.0% year-on-year), reflecting the
prolonged recession (see Chart VI.1). 

The number of employed persons in the last
quarter of 2010 was 5.6% lower than in the last
quarter of 2008, when economic activity began
to decline. 

The fall in employment (see Chart VI.1)
reflected a decrease in the number of employ-
ees (annual average change: -3.0%, annual rate
in the fourth quarter: -4.3%), as well as the exit
of non-employees (self-employed with or with-
out personnel, and contributing family workers)
from the labour force (annual average change:
-2.0%, annual rate in the fourth quarter: -3.3%). The year-on-year decline in the number of the

unemployed by almost 180 thousand in the
fourth quarter of 2010 mainly stemmed from
ccoonnssttrruuccttiioonn (65.5 thousand), mmaannuuffaaccttuurriinngg
(45.5 thousand), aaccccoommmmooddaattiioonn  aanndd  ccaatteerriinngg
sseerrvviicceess (19.1 thousand) and the primary sec-
tor (17.4 thousand). HHeeaalltthh  sseerrvviicceess were vir-
tually the only sector to show some increase in
the number of the employed. 

In March 2011, firms’ assessments about the
sshhoorrtt--tteerrmm  pprroossppeeccttss of the number of employ-
ees, as reflected in IOBE business surveys (see
Chart VI.4), suggested a further decline in
employment in construction, manufacturing,
and accommodation and catering.1 As regards
the trade sector, although Labour Force Survey
data do not point to a further drop in employ-
ment for the last quarter of 2010 (following an
annual decline of 3.4% between January and
September 2010), the ELSTAT’s sectoral sur-
vey on retail trade indicates a sharp decrease.2
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11 Accommodation and catering services are included in the services
aggregate shown in Chart VI.4.

22 Indeed, the ELSTAT’s sectoral survey on retail trade shows a
strong annual rate of decline (-9.9%) in the number of employed
persons of all categories in the fourth quarter of 2010.



Moreover, in March 2011 retail trade firms
expected a contraction in employment in the
months ahead. 

The nnuummbbeerr  ooff  uunneemmppllooyyeedd  ppeerrssoonnss increased
significantly in 2010, reflecting both the lower
number of employed persons and higher par-
ticipation in the labour force (see Table VI.1).3

The labour force increased, despite a rise in
the number of retirements including early pen-
sioners.4 Specifically, the number of new job
seekers came to around 170.8 thousand in the
fourth quarter of 2010, compared with 136
thousand and 137 thousand in the fourth quar-
ter of 2009 and 2008, respectively. 

At the end of the first quarter of 2010, the
nnuummbbeerr  ooff  tthhee  uunneemmppllooyyeedd stood at 586.8 thou-
sand, but by the end of the fourth quarter it
had reached 712.1 thousand. The unemploy-
ment rate came to 14.2% in the fourth quar-
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Table VI.1 Population, labour force and employment

Population aged 15+1 9,302 0.5 0.6 0.2 0.3 0.4

Population aged 15-641 7,231 0.3 0.8 0.3 -0.1 0.2

Labour force1 5,021 0.6 0.8 0.4 0.7 0.9

Employment1 4,427 1.6 1.5 1.4 -1.1 -2.3

– Primary sector1 552 -1.7 -2.6 -0.6 2.1 4.2

– Secondary sector1 886 -0.2 3.1 1.1 -6.4 -7.4

– Tertiary sector 2,989 2.9 1.7 1.9 0.1 -3.8

Labour force participation rate2 67.0 67.0 67.2 67.7 68.3

Employment rate3 61.0 61.5 62.2 61.6 60.1

Unemployment as a percentage of the labour force 8.8 8.1 7.2 8.9 11.8

Q2 2010 
(thousands
of persons)

Annual percentage changes

Q24

2006 2007 2008 2009 2010

Source: ELSTAT, Labour Force Survey.
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.

33 More specifically, the labour force participation rate of persons
aged 15-64 rose from 67.8% in 2009 to 68.2% in 2010. The increase
was stronger for women, from 56.4% to 57.5%.

44 The number of persons reporting in the fourth quarter of 2010 that
they had retired during the year, including cases of early retirement,
came to 54.2 thousand, up from 35.6 thousand in 2009.



ter of 2010, from 10.3% in the corresponding
quarter of 2009 (December 2010: 14.8%,
December 2009: 10.2%). The rise in the
unemployment rate accelerated during the
year – from 2.4 percentage points in the first
quarter of 2010 to 3.9 percentage points in the
fourth quarter. 

Job losses and the difficulty to find a job are
also evidenced by changes in tthhee  pprroobbaabbiilliittyy  ooff
rreemmaaiinniinngg  eemmppllooyyeedd  oorr  uunneemmppllooyyeedd  aanndd  tthhee
pprroobbaabbiilliittyy  ooff  ttrraannssiittiioonn  ffrroomm  uunneemmppllooyymmeenntt  ttoo
eemmppllooyymmeenntt. Between the fourth quarter of
2009 and the fourth quarter of 2010, the prob-
ability of remaining employed fell from 0.94 to
0.92, the probability of remaining unemployed
rose from 0.7 to 0.8 and the probability for an
unemployed person to find a job declined
from 0.2 to 0.1. 

The rise in the overall unemployment rate was
accompanied by cchhaannggeess  iinn  tthhee  ccoommppoossiittiioonn  ooff
uunneemmppllooyyeedd  ppooppuullaattiioonn by gender, age, skills,
work experience and nationality (see Table
VI.2). In particular, while in the 2000-2008
period 60% of the unemployed were female,
this share fell close to 50% in 2010. 

In addition to the unemployed according to the
ILO definition, there are also persons who
would like to work but are not looking for a
job, because they believe they will not find one
or for other reasons and those who work part-
time because they cannot find a full-time job.
Taking both groups into account, the uunnddeerr--
eemmppllooyymmeenntt  rraattee comes to 19.0% in the fourth
quarter of 2010, from 14.9% in the corre-
sponding period of 2009 (see Chart VI.3).5

Against this background, the number of ppeerr--
ssoonnss  aaggeedd  1188--5599  lliivviinngg  iinn  wwoorrkklleessss  hhoouusseehhoollddss
increased significantly from 8.5% in 2009 to
10.3% in 2010. Moreover, labour income losses
led to an increase (from 22.8% in the last quar-
ter of 2009 to 24.1% in the last quarter of 2010)
in the percentage of persons aged 18-59 report-
ing that their main source of subsistence dur-
ing 2010 was income from other household
members or non-household members. 

A source of concern is also the iinnccrreeaassee  iinn  tthhee
sshhaarree  ooff  tthhee  lloonngg--tteerrmm  uunneemmppllooyyeedd, i.e. those
who remain out of job for more than 12
months, in the total number of the unemployed
(2009: 42.8%, 2010: 47.2%). Concerns are
caused by the fact that the likelihood of find-
ing a job decreases with the duration of unem-
ployment, and there is a risk that temporary
unemployment may turn into structural
unemployment. It should be noted that,
according to OECD estimates regarding the
Greek labour market, a rise in the aggregate
unemployment rate by one percentage point
would lead to a 0.7 percentage point increase
in the “long-term unemployment rate” (i.e. the
number of the long-term unemployed as a per-
centage of the labour force) in three to four
years. In the fourth quarter of 2010, the rate of
long-term unemployment in Greece was 6.8%.6

Furthermore, the fact that the long-term
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55 In the fourth quarter of 2009, the gap between the two indicators
was similar (4.5 percentage points: unemployment rate 10.3%,
underemployment rate - broader definition: 14.9%).

66 See Guichard, S. and E. Rusticelli (2010), “Assessing the impact
of the financial crisis on structural unemployment in OECD coun-
tries”, OECD Economics Department Working Paper no. 767.
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unemployed are typically low-skilled highlights
the importance of government intervention
with active employment policies. 

According to Manpower Employment Organ-
isation (OAED) data on wwaaggee//ssaallaarriieedd  eemmppllooyy--
mmeenntt  fflloowwss  iinn  tthhee  pprriivvaattee  sseeccttoorr, in 2010 layoffs
(including the expiry of fixed-term contracts)
and voluntary retirements exceeded recruit-
ment by 96,200 persons, which implies a net
decline in salaried jobs (the corresponding
decline in 2009 was 86,200, i.e. smaller by
10,000). OAED data show that during 2010
recruitments fell by 44,500, while layoffs (57%
of which concerned the expiry of fixed-term
contracts) increased by 7,200. Voluntary quits
decreased by 41,700, which can be expected in
times of crisis; nevertheless, this figure should
be interpreted with caution, as quits are not
fully recorded. In January-February 2011,
39,600 jobs were lost according to OAED data,
i.e. more than double the figure one year ear-
lier (17,600). Overall, OAED data show con-
tinuous declines in jobs every month since
August 2010, exceeding the corresponding
declines twelve months earlier. 

Interestingly, ddaattaa  ccoolllleecctteedd  bbyy  tthhee  LLaabboouurr
IInnssppeeccttoorraattee7 reveal a shift towards more flex-
ible forms of employment. Indeed, in the Jan-
uary-December 2010 period, 66.9% of recruit-
ments concerned full-time employment, 26.2%
part-time employment and 6.9% job rotation
schemes, while in the February-December
2009 period8 the respective shares were 79.0%,
16.7% and 4.3%. Moreover, during 2010,
26,253 contracts were converted from full-time
into part-time or job rotation schemes
(against 16,977 conversions in February-
December 2009). In 2010, 71% of these con-
versions concerned part-time employment,
25% job rotation schemes by mutual agree-
ment between the employer and the employee,
and 4% by unilateral decision on the part of
the employer. 

In 22001111, the uunneemmppllooyymmeenntt  rraattee should con-
tinue to rise and may exceed 15%. In fact, if the
year-on-year annual rates of change in the

labour force and employment recorded in the
fourth quarter of 2010 persist throughout 2011
(+0.4% and -4.0%, respectively), the average
rate of unemployment could rise to as high as
16.5% in 2011 and 18% in the fourth quarter.
This could be averted through the effective
implementation of the active employment poli-
cies already announced and of the legislation
enacted in May, July and December 2010
enabling a more flexible use of labour inputs
(see also Box VI.1). As rising unemployment
reflects not only the recession, but also the
ongoing restructuring of production and
employment in the context of the crisis, the
available policy options and arrangements
must be geared towards increasing labour
mobility across sectors and jobs, reducing the
duration of unemployment and supporting the
income of the unemployed while in search of
a job or in retraining. 

Firms’ response to the crisis regarding employment
and recent reforms in labour legislation 

As early as April 2009, at the outbreak of the
crisis,9 it was pointed out that amid weakening
external and domestic demand, enterprises
would seek to increase their competitiveness
(by reducing operating costs, prices and profit
margins and by improving productivity), in
order to expand their shares in a shrinking
market and prevent a decline in output. Alter-
natively, if these efforts did not deliver the nec-
essary results, firms would have to cut output.
In either case, an adjustment in employment
could be expected.

These expectations came true. As regards the
downward adjustment of employment, many
Greek firms initially made use of the leeway
provided by the Greek labour market legisla-
tion, including cutbacks in overtime work,
working time arrangements, non-renewal of
fixed-term employment contracts on expiry,
job rotation schemes, shift from full-time to
part-time employment, temporary layoffs and,

Annual
Report
2010 77

77 Labour Inspectorate (SEPE), press release of 1 February 2011.
88 Data collection began in February 2009.
99 See Annual Report 2008, Box V.1, p. 74-77.



as a last resort, individual or mass layoffs. If
firms resort to layoffs, legislation provides for
unemployment benefits. In addition to unem-
ployment benefits (passive employment poli-
cies), active labour market policies are also in
place, aimed to facilitate the reintegration of
the unemployed into the labour market by sub-
sidies on salaries (or employers’ social security
contributions) for hiring unemployed workers,
support of unemployed persons starting a busi-
ness and training programmes. 

In 2010, significant changes were introduced in
the legal framework governing the labour mar-
ket (by Laws 3845 and 3846 in May, 3863 in

July and 3899 in December), including the hir-
ing of youth at sub-minimum wages, the de
facto reduction in layoff compensation, lower
premia for overtime work, longer probationary
employment periods, making it easier for firms
to use part-time employment or job rotation,
as well as introducing special firm-level col-
lective agreements and reforming the media-
tion and arbitration procedures in collective
disputes (see Chart VI.1). Furthermore,
OAED places an emphasis on targeted active
labour market policies (subsidisation of
employers’ social security contributions as an
incentive to hire or retain employees, training
programmes, etc.).
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RECENT REFORMS IN LABOUR LEGISLATION: OBJECTIVES AND IMPLEMENTATION

1 THE NEED FOR STRUCTURAL REFORMS IN THE LABOUR MARKET

The need for structural reforms in the Greek labour market is clearly demonstrated by the slug-
gishness of job creation in the private sector.1 Factors behind this sluggishness include high recruit-
ment and layoff costs, as well as the fact that wage developments do not properly reflect devel-
opments at firm level. This latter mismatch is partly associated with the fact that not all firms are
represented in collective bargaining at sector level, whereas sectoral collective agreements are
becoming less and less meaningful in an economy characterised by heterogeneity across individ-
ual activities and businesses.

Structural reforms in the labour market would lead to substantial productivity and competitive-
ness gains for the Greek economy, especially if they are accompanied by a comprehensive growth
strategy – which would e.g. include an action plan for growth, as well as by structural reforms in
product markets etc. (see also Chapter II.6). 

2 RECENT LEGISLATIVE CHANGES

Further to the changes legislated in spring and summer 2010,2 a second wave of labour market
reforms was passed by Parliament in December. These recent reforms (Law 3899/2010) com-
plemented previous legislation (Laws 3845, 3846 and 3863) and are aimed to ensure that wage
developments better reflect developments at firm level and create conditions fostering job cre-
ation. To this end, they focus on three areas:

(i) CCoolllleeccttiivvee  bbaarrggaaiinniinngg..  Law 3845 overturned the hierarchy of collective agreements as estab-
lished by Law 1876/1990. Specifically, it repealed the prohibition of Law 1876/1990, whereby agree-

Box VI.1

11 For a more extensive discussion of the structural problems of the Greek labour market, see Bank of Greece, Monetary Policy - Interim
Report, October 2010, Box ΙV.1, p.73-76.

22 Laws 3845, 3846 and 3863. Ibid, for a presentation and discussion of the relevant provisions.
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ments at occupational, sector and firm level could not envisage less favourable arrangements than
those stipulated in the National General Collective Labour Agreement. Nevertheless, some months
after the new law was passed, legal circles continued to argue that further clarifications were
required as to whether οr not this relationship had indeed been overturned.3

Later on, Law 3899 explicitly amended Law 1876/1990 and introduced a new type of collective
agreement, the “special firm-level collective agreement” (SFLCA), enabling employers and
employees to agree on wages and other working conditions that could be less favourable than
those stipulated in sectoral agreements, although not less favourable than those stipulated in
the National General Collective Labour Agreement. Law 3899 explicitly states that special firm-
level agreements take precedence over sectoral agreements. Furthermore, under the new law,
SFLCAs may be signed also by firms with less than 50 employees, with the employee side being
represented by the firm-level union where available, otherwise by the respective sectoral union
or federation. SFLCAs are notified in advance to the Social Inspection Council of the Labour
Inspectorate (SICLI) along with an explanation of motives, and SICLI issues a non-binding opin-
ion within 20 days.

Although employers have reportedly shown a keen interest, actual agreements of this type have
yet to be signed, with the exception of one in Northern Greece in January. This particular agree-
ment originally provided for a pay cut, but, after SICLI’s skeptical stance and adverse publicity
at national and ―most importantly― local level, it was amended to provide instead for a pay freeze.

In any case, it should be stressed that the lack of wage flexibility takes a toll on jobs, as suggested
by the surge in unemployment. Moreover, if wage adjustment cannot be done in an orderly man-
ner, e.g. through SFLCAs, this could potentially lead to the prevalence of informal or disorderly
flexibility, which would be the worst-case scenario for employees.

In this respect, it should be noted that Law 3899/2010 did not eliminate the administrative exten-
sion of sectoral agreements to firms that were not party to negotiations, although the Memorandum
of Understanding stipulated otherwise.4

(ii) MMeeddiiaattiioonn  aanndd  aarrbbiittrraattiioonn  pprroocceedduurreess.. Although Law 1876/1990 was innovative at the time
it was introduced, endeavouring to promote the idea of negotiations, it comes as no surprise that
two decades of practice have revealed its deficiencies and weaknesses. One of these weaknesses
relates to unions’ privileged access to arbitration. Specifically, Law 1876/1990 provided that uni-
lateral recourse to arbitration could take place (i) on the initiative of trade unions, if they accept
the proposals of the mediator that the employer had rejected and (ii) regarding in particular firm-
level collective agreements and public-utility agreements, on the initiative of the party that accepted
the proposal of the mediator that had been rejected by the other party. (As a result, in cases of
sectoral or occupational disputes, employers were unable to have recourse to arbitration if employ-
ees rejected the proposal put forward by the mediator). Furthermore, all in all, the system of arbi-

33 See e.g. K. Bakopoulos, “Reforms to labour legislation introduced by Law 3845/2010” and S. Goudrololos, “Collective agreements after
Law 3845”, Labour Legislation Bulletin  1561/2010 (in Greek). Both authors argue that Law 3845 has not altered the regime that was
established under the previous law, since it does not directly repeal the relevant provisions.

44 According to legal circles (see, for instance, Picoulas I. “Reflections about whether or not it is possible after the adoption of Article
13 of Law 3899/2010 to declare sector collective agreements generally mandatory”, Labour Legislation Bulletin 1575/2011), it remains
unclear whether the new law has established that sector-level collective agreements may not be extended to cover non-signatory parties.
However, during the discussion of the law in question in Parliament, the Minister of Labour and Social Insurance assured that the
ministerial right to extend sector collective agreements had not been affected.
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tration seems to have effectively favoured employees, since there have been several decisions in
favour of employees that were not adequately justified.5

While Law 3863 provided for a Presidential Decree to be issued until the end of 2010 to address
these weaknesses, the changes required were ultimately enacted in Law 3899/2010. As far as
changes to the system of arbitration access are concerned, there is now an explicit reference to
the principles of good judgement, objectivity and impartiality, all three of which should guide the
decisions of the Organisation for Mediation and Arbitration (OMED), whereas employers, too,
can submit sectoral and occupational disputes to arbitration. Moreover, arbitration is now lim-
ited to basic pay disputes, whereas the representative of the Ministry of Labour and Social Insur-
ance participates as an observer with no voting right in the meetings of the OMED Board.6 These
amendments represent a clear improvement on the previous arbitration system, but are far from
generally eliminating any mandatory elements that hamper negotiations from the institution.

(iii) IInnccrreeaassiinngg  llaabboouurr  mmaarrkkeett  fflleexxiibbiilliittyy.. The probationary period for the newly-employed has
been extended to one year (previously 2 months) by virtue of Law 3899. In the same vein, the max-
imum possible period of employment under temporary working agencies before a fixed-term con-
tract is converted into an open-ended contract/indefinite-term contract is extended from 18 months
to 36 months (in the case of continuous employment) and from 6 months to 9 months (for occa-
sional employment). Moreover, with a view to encouraging part-time employment, the 7.5% pre-
mium to the hourly remuneration of part-time workers working less than four hours a day (estab-
lished under Law 2874/2000), as well as the 10% premium for part-time workers working over-
time (established under Law 3846/2010), have been abolished.

55 See, in this respect, the positions expressed by the National Confederation of Hellenic Commerce (ESEE) on a draft Presidential Decree
on OMED sent in early October 2010 by the Minister of Labour and Social Insurance to social partners for consultation. Available at
http://www.esee.gr/page.asp?id=3233

66 The number of the OMED Board members has also been reduced to 9 (down from 11) and their term of office to 3 years (from 4 years).



1 OVERVIEW OF DEVELOPMENTS IN 2010 AND
PROSPECTS FOR 2011

In 22001100, despite declining demand and lower
unit labour costs, inflation picked up, mostly
reflecting the strong increases in indirect taxes
and the surge in oil prices. The annual rate of
increase in the Harmonised Index of Con-
sumer Prices (HICP) rose sharply from 2.3%
in January 2010 to 5.7% in September (see
Chart VΙΙ.1), the highest level seen since
August 1997, before declining slightly to 5.2%
by December. Core inflation (which excludes
energy and unprocessed food prices) also rose
to high levels, from 1.4% in January 2010 to
3.9% in August, falling thereafter to 3.0% by
December (see Chart VII.2). For 2010 as a
whole, the average annual rate of HICP infla-
tion reached 4.7%, from 1.3% in 2009, while
core inflation averaged 3.0%, up from 2.2% in
2009 (see Table VΙΙ.1). 

In the course of 22001111, the impact of higher indi-
rect taxes on the annual rate of increase in
prices is expected to gradually fade out, while
the continued decrease both in demand and in
unit labour costs, mainly in the business sector,
will have a strong disinflationary effect. A
dampening effect on inflation should also arise
from increased competition in the goods and
services markets as the implementation of
structural reforms progresses. Thus, according
to recently revised projections, the average
annual rate of HICP inflation should decline
significantly, despite the continued increase in
oil prices; yet, it is likely to exceed 2.5% and
could even approach 3¼%. Average core infla-
tion is expected to be much lower than head-
line inflation, at a level below 1.5%. 

It should be recalled that average annual infla-
tion in the euro area rose to 1.6% in 2010 from
0.3% in 2009, while in 2011 it is anticipated to
be between 2.0% and 2.6% according to ECB
staff macroeconomic projections (see Tables
VΙΙ.2, VΙΙ.3 and VΙΙ.4, as well as Chart VΙΙ.3).
Therefore, the iinnffllaattiioonn  ddiiffffeerreennttiiaall between
Greece and the euro area, after a temporary
widening in 2010, is expected to fall in 2011

below the 2001-2009 average. In terms of core
inflation, the euro area figure averaged 1.0%
in 2010, down from 1.3% in 2009. 
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Table VII.3 Harmonised index of consumer prices: Greece and the EU (2009-2011)

(annual percentage changes)

Source: Eurostat.

Austria 0.4 0.9 1.7 3.1

Belgium 0.0 0.8 2.3 3.5

Bulgaria 2.5 1.7 3.0 4.6

Cyprus 0.2 2.8 2.6 3.1

Czech Republic 0.6 0.4 1.2 1.9

Denmark 1.1 1.8 2.2 2.6

Estonia 0.2 -0.3 2.7 5.5

Finland 1.6 1.3 1.7 3.5

France 0.1 1.4 1.7 1.8

Germany 0.2 0.5 1.2 2.2

Greece 1.3 2.9 4.7 4.2

Hungary 4.0 5.6 4.7 4.2

Ireland -1.7 -2.4 -1.6 0.9

Italy 0.8 1.1 1.6 2.1

Latvia 3.3 -4.3 -1.2 3.8

Lithuania 4.2 -0.6 1.2 3.0

Luxembourg 0.0 2.3 2.8 3.9

Malta 1.8 0.7 2.0 2.7

Netherlands 1.0 0.3 0.9 2.0

Poland 4.0 3.4 2.7 3.3

Portugal -0.9 0.2 1.4 3.5

Romania 5.6 4.5 6.1 7.6

Slovakia 0.9 -0.2 0.7 3.5

Slovenia 0.9 1.6 2.1 2.0

Spain -0.2 0.4 2.0 3.4

Sweden 1.9 2.8 1.9 1.2

United Kingdom 2.2 3.0 3.3 4.4

European Union - 27 1.0 1.5 2.1 2.8

Euro area 0.3 0.8 1.6 2.4

Country
2009

(year average) February 2010
2010

(year average) February 2011

Table VII.4 Contributions to the inflation differential between Greece and the euro area
(2005-2010)

(percentage points)

Source: Calculations based on Eurostat and ECB data.

2005 2006 2007 2008 2009 2010

HICP inflation differential 1.3 1.1 0.9 1.0 1.1 3.1

Contributions:

Core inflation 1.40 1.15 1.00 0.77 0.91 1.60

of which

Services 0.51 0.43 0.50 0.56 0.64 0.71

Processed food 0.10 0.44 0.13 -0.14 0.14 0.52

Non-energy industrial goods 0.79 0.28 0.35 0.35 0.13 0.37

Unprocessed food -0.30 -0.12 -0.06 0.03 0.39 -0.12

Energy 0.20 0.11 -0.03 0.24 -0.25 1.66



2 KEY DETERMINANTS OF INFLATION 

The strong iinnccrreeaassee  iinn  iinnddiirreecctt  ttaaxxeess was the key
driver of the rise in inflation in 22001100, even
though it was not fully passed on to consumer
prices, as firms absorbed part of the increase
by reducing their profit margins in response to
subdued demand. The increases in VAT, how-
ever, are estimated to have been passed on to
consumer prices by a percentage that
increased from about 50% in March 2010 to
about 90% in December, and by an estimated
65% in average annual terms in 2010.1 This
average would have been even lower, in the
context of falling demand due to the economic
crisis, if competition in the domestic market
had worked more effectively. According to
revised estimates, the contribution of higher
indirect taxes to the annual rate of HICP infla-
tion peaked in August 2010 (4.6 percentage
points out of an overall inflation rate of 5.6%).
For 2010 as a whole, the average annual level
of this contribution reached 3.3 percentage
points (out of an overall inflation rate of
4.7%). Factoring in the contribution of admin-
istered prices, the total contribution of tax

increases came to 3.7 percentage points on
average in 2010 (or 78% of inflation). In terms
of core inflation, the average annual contri-
bution of indirect tax increases reached 2.0
percentage points (average core inflation:
3.0%), while when taking into account the
increases in administered prices, the total aver-
age contribution reached 2.35 percentage
points (or 79% of core inflation). For 22001111, the
contribution of higher indirect taxes to average
annual inflation is expected to drop dramati-
cally after February and, according to some
estimates, could average as low as 0.9 per-
centage points, while the contribution of
increases in administered prices should drop to
0.3 percentage points. 

It is worth noting that core inflation, at 3.0%
in December 2010, would in fact have come to
only 0.3% without the impact of indirect taxes
and it is estimated that it was negative in Jan-
uary and February 2011 (-0.2% and -0.8%,
respectively). This reflects a reversal of
demand- and labour cost-side pressures on
prices and supports the forecast of a modera-
tion in HICP inflation this year, as mentioned
above. The question however arises as to
whether there might be a risk of deflation. The
answer is a definite no, given the external price
pressures anticipated, initially, from the rising
prices of oil, food and other commodities
(owing to structural as well as cyclical factors
– see Chapter ΙΙΙ.1.3) as well as the upward
trend of prices in countries from which Greece
imports manufactured products and, later on,
due to a gradual recovery of domestic eco-
nomic activity. 

The iinnccrreeaassee  iinn  tthhee  pprriiccee  ooff  ccrruuddee  ooiill in the
global market, which, expressed as an annual
average, reached 36.1% in euro terms in 22001100,
compared with a decrease of 32.3% in 2009
(UK Brent – see also Charts VΙΙ.4 and VΙΙ.5),
is expected to continue in 22001111 at a faster pace.
According to the latest IMF projections, the
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11 In the case of fuels, the increase in special consumption tax and
VAT rates was almost entirely passed on to consumers, while VAT
increases were fully passed through to main utility rates. 



price of oil in US dollars (average for three
types of crude oil) should rise by 35.6% this
year, compared with 27.9% in 2010.2 Another,
though less important, factor behind the surge
in inflation in 2010 was the rreeccoovveerryy  iinn  tthhee
pprriicceess  ooff  nnoonn--eenneerrggyy  iinndduussttrriiaall  iimmppoorrttss (see
Chart VΙΙ.6),3 which are expected to remain on
a steep upward path in 22001111.4 In euro terms this
recovery also partly reflected developments in
the average annual effective eexxcchhaannggee  rraattee  ooff
tthhee  eeuurroo, as calculated in respect of the cur-
rencies of Greece’s trading partners, which had
depreciated by 2.8% in 2010. 

By contrast, a dampening effect on inflation in
22001100 came from ssuubbdduueedd  ddeemmaanndd, which was
also reflected in lower profit margins. Indeed,
profit margins declined, as implied by available
data on the 2010 annual results for 193 Athex-
listed non-financial firms5 pointing to falls of
16.0% in gross profits and of 66.4% in net pre-
tax profits, relative to 2009. Sales may have
grown at the same time by 6.3% in nominal
terms, but this stemmed solely from the higher

sales of two refineries (up by about 30%).
Excluding these two refineries, the remaining
191 firms in the sample reported a drop of
3.4% in sales and a much stronger fall in prof-
its (gross profits: -20.0%, net pre-tax profits: 
-81.1%), implying a narrowing of some 3.5 per-
centage points in the gross profit margin. 

A decelerating effect on inflation in 22001100 also
came from the estimated fall in uunniitt  llaabboouurr
ccoossttss by 3.0% in total economy (after an
increase of 5.4% in 2009) and by 1.8% in the
business sector (2009: +3.4%). At the total
economy level, this development reflected a
decline of 5.0% in nominal average gross earn-
ings, compared with an increase of 4.6% in
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22 See IMF, World Economic Outlook, April 2011.
33 The prices of non-energy industrial goods imports increased by

2.2% in December 2010, compared with 0.5% in December 2009.
In January 2011 the annual rate was 2.1%.

44 In US dollars, the IMF projects an increase of 25.1% this year, com-
pared with 26.3% in 2010.

55 Both the Public Power Corporation (DEH) and the Hellenic
Telecommunications Organisation (OTE) are not part of the sam-
ple. Also excluded, as an outlier, was a large chemicals/plastics com-
pany, given the huge net losses it posted in 2010.



2009 (see Table VII.5). Compensation per
employee6 fell by 4.5%, while productivity
(GDP per employee) fell by 1.5%. In 22001111,
unit labour costs are expected to continue to
decrease, though at the somewhat more mod-
erate pace of about 2% in total economy but
more strongly (by about 2¾%) in the business
sector. In total economy, nominal average
gross earnings are projected to fall by 2.7% in
2011, or 5-5¾% in real terms (see Table
VΙΙ.5). It is worth noting that, in the euro area,
unit labour costs for the total economy fell by
0.7% in 2010, while they are expected to rise
in 2011 by 0.6% (see Table VII.6), implying
that 2010 marked the start of a reversal of past
competitiveness losses. According to Bank of
Greece estimates, between 2001 and 2009
Greece’s international competitiveness vis-à-
vis 28 trading partners fell by a cumulative
19% on the basis of relative consumer prices
and by some 28% on the basis of the relative
unit labour costs. In 2010, however, the CPI-
based competitiveness index improved slightly
by 0.5%, (despite high inflation and exclusively
due to the depreciation of the effective

exchange rate of the euro), while the ULC-
based index (taking into account develop-
ments in the effective exchange rate of the
euro with regard to non-euro area trading
partners) is estimated to have improved
markedly, by some 6% for the total economy
and 5% for the business sector (see Table
VΙII.2, Chapter VIII). 

The above estimates of unit labour costs take
into account: (a) the provisions of Laws
3833/2010 and 3845/2010 on the freeze of min-
imum wages and the cut in allowances to civil
servants and employees of the broader public
sector; (b) similar provisions of Law 3847/2010
on civil servants’ pensions; (c) the three-year
National Collective Labour Agreement signed
on 15 July 2010 and Article 51 of Law
3871/2010;7 (d) the provisions of Article 74 of
Law 3863/2010;8 and (e) the provisions of Law
3899/2010.9 As estimated, in 22001100 these meas-
ures led to decreases of 9.5% in the average
gross earnings of civil servants, 7.3% in aver-
age central government pensions and 5.5% in
the average earnings of employees in public
utilities. In 2010, the decrease in gross (pre-
tax) earnings in real terms was about 13.5% for
civil servants and 9.3% for the whole economy,
suggesting that the purchasing power of earn-
ings in 2010 fell below the 2003 level for civil
servants and below the 2006 level for the econ-
omy as a whole. 
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66 Including employer social security contributions and government
expenditure on pensions.

77 The National General Collective Labour Agreement provided for
zero increases in minimum earnings during 2010, and for the next
two years inflation-linked increases as follows: as of 1 July 2011 in
line on the basis of average annual inflation in the euro area for
2010 (i.e. 1.6%) and as of 1 July 2012 on the basis of average annual
inflation in the euro area for 2011 (projected at about 2.3%). As
a result, the average annual rise in minimum earnings stood at 1.7%
in 2010 (solely due to the carryover effect from the 2009 increases),
while the average annual rise will be about 0.9% in 2011 and 2.0%
in 2012. Moreover, Article 51 of Law 3871/2010 states that until the
end of 2012 any wage increases following appeals to the Organi-
sation for Mediation and Arbitration cannot deviate from the per-
centage increases laid down in the National General Collective
Labour Agreement.

88 These provisions refer to cuts in layoff compensation, the hiring
of youth at sub-minimum wages and lower premia for overtime
work.

99 These concern wage cuts in public enterprises and organisations
and in the Agricultural Bank of Greece (ΑΤΕ) in 2011, as well as
new rules on mediation, arbitration and increased flexibility in col-
lective bargaining, inter alia through the introduction of special
firm-level collective agreements.
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Table VII.5 Earnings and labour costs (2004-2011)

(annual percentage changes)

Greece

Average gross earnings (nominal):

– whole economy 7.2 4.4 5.7 5.2 6.2 4.6 -5.0 -2.7

– central government1 9.7 2.3 3.1 3.8 7.1 5.2 -9.5 -3.0

– public utilities 9.9 7.6 7.0 7.1 8.2 7.7 -5.5 -6.2

– banks 8.0 1.52 10.8 8.9 0.0 3.7 -1.8 -3.3

– non-bank private sector 5.8 5.6 6.8 6.1 6.5 2.8 -2.9 -1.7

Minimum earnings 4.8 4.9 6.2 5.4 6.2 5.7 1.7 0.9

Average gross earnings (real) 4.2 0.9 2.4 2.2 1.9 3.3 -9.3 -5.0 to -5.8

Total compensation of employees 8.9 5.8 7.8 8.2 8.5 3.2 -7.3 -5.1

Compensation per employee 7.6 3.9 5.9 5.6 6.8 4.9 -4.5 -2.2

Unit labour costs3

– whole economy 4.3 3.4 3.2 3.8 7.4 5.4 -3.0 -2.0

– business sector4 3.0 3.8 3.8 4.5 6.7 3.4 -1.8 -2.7

2004 2005 2006 2007 2008 2009 
2010

(estim.)
2011

(forecasts)

Sources: ELSTAT (GDP 2004-2010), Bank of Greece estimates/forecasts (for the 2011 GDP and the other annual aggregates in 2004-2011).
1 Outlays for salaries per employee.
2 The relatively low growth rate of bank employees' average earnings mainly reflects changes in staff structure.
3 ULC calculations based on revised GDP data (March 2011).
4 The business sector includes private and public enterprises and banks.

Table VII.6 Average earnings and unit labour costs in total economy: Greece and the euro
area (2001-2011)

(annual percentage changes)

2001 4.7 2.8 3.9 2.4

2002 6.6 2.7 5.5 2.5

2003 5.6 2.9 2.3 2.2

2004 7.2 2.6 4.3 1.0

2005 4.4 2.2 3.4 1.3

2006 5.7 2.5 3.2 1.1

2007 5.2 2.6 3.8 1.5

2008 6.2 3.3 7.1 3.6

2009 4.6 1.8 5.6 4.0

2010 -5.0 1.5 -3.0 -0.7

2011 (forecast) -2.7 1.8 -2.0 0.6

Year

Average earnings Unit labour costs

Greece Euro area Greece Euro area

Sources: For Greece, Bank of Greece estimates. For the euro area: European Commission, Economic Forecasts, Autumn 2010; ECB, Monthly
Bulletin.



It should also be pointed out that the estimates
of the changes in the earnings of private sector
employees in 2010 take into account that,
although average annual contractual earnings
increased ―solely as a result of the carryover
effect from the 2009 increases― by 1.7% in the
non-bank private sector and by 1.9% in banks,
actual earnings dropped. In particular, accord-
ing to rough estimates, in the non-bank private
sector 40-50% of employees experienced wage
cuts in the order of 10%, while the newly intro-
duced option of hiring youth at sub-minimum
wages and the cuts in overtime pay (see also
Chapter VI) may have contributed to a fall in
labour costs per employee by 0.5% – ultimately
leading to a drop of 2.9% in average actual
earnings. Besides, as suggested by the financial
results of major domestic banks and of the
Bank of Greece for 2010, staff costs were
reduced by 4.6%, while average annual employ-
ment dropped by 2.9%, thereby causing com-
pensation per employee to decrease by 1.8%. 

3 INCOME INEQUALITY, POVERTY AND KEY
INDICATORS OF LIVING CONDITIONS IN
GREECE 

On the basis of the latest official data,10 19.7%
of the population of Greece or 840,000 house-
holds with their members (2,147,000 people in
total) live below the relative at-risk-poverty
threshold (based on 2008 incomes).11 Greece
has the highest at-risk-of-poverty rate in the
EU-15 (based on data from the EU-SILC 2009
survey, the average at-risk-of-poverty rate in the
EU-15 was 16.1%) and one of the highest in the
EU-27 (EU-27 average: 16.3%).12 Greece’s
ranking is also roughly the same in terms of the
relative at-risk-of-poverty gap, which measures
the difference between the median income of
those at-risk-of poverty and the at-risk-of
poverty threshold, as a percentage of the
income at-risk-of poverty threshold (Greece:
24.1%, the second widest gap in the EU-15
behind Spain; EU-15: 21.7%, ΕU-27: 22.4%). 

Greece has a similar ranking in terms of
inequality: its Gini coefficient, at 33.1, is the

highest among the EU-15 (30.3) with the
exception of Portugal (35.4), and higher than
in most countries of the ΕU-27 (30.4). In addi-
tion, as measured by the S80/S20 ratio, the
total income of the richest 20% of the popu-
lation was 5.8 times higher than that of the
poorest 20%. The respective ratio for the EU-
15 and the EU-27 was 4.9.13

These relative at-risk-of-poverty and inequal-
ity indicators, calculated using the same
methodology, have shown remarkable stability
over the past fifteen years or more, both in
Greece and in the EU as a whole,14 in spite of
the focus of EU policies on strengthening
social cohesion and the recognised need to
reduce, by 2010, the number of people at risk
of poverty and social exclusion. It is of partic-
ular significance in the case of Greece that the
increase in social expenditure (as a percentage
of GDP) over the last fifteen years has not
been accompanied by a drop in inequality and
poverty, as the redistributive effect of social
transfers proved lower than in the rest of the
EU due to Greece’s over-fragmented welfare
state. Indeed, the poverty reduction achieved
in Greece via total social expenditure came to
only 22.3 percentage points (with 19.3
achieved through pensions and only 3.0
achieved through social transfers), compared
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1100 Data from the Survey on Income and Living Conditions of House-
holds (EU-SILC) 2009, as announced by the Hellenic Statistical
Authority (ELSTAT, press release of 9 December 2010) and pub-
lished by Eurostat (Statistics Database). The EU-SILC is the main
reference source for comparative statistics on income distribution,
the risk of poverty and social inclusion in EU countries.

1111 According to the concept of relative poverty, a person is consid-
ered poor when his/her income is not sufficient to ensure a stan-
dard of living compatible with the habits and standards of the given
society he/she lives in. This approach implies that the poverty line
changes with the average standard of living of the population, while
under the concept of absolute poverty it remains stable over time
in terms of purchasing power. In the 2009 survey, the relative
poverty threshold was set at €6,897 for a single-member household
and at €14,484 for a four-member household with two adults and
two children. 

1122 According to the 2009 survey, among the 12 new EU Member
States (EU-12), at-risk-of-poverty rates higher than Greece’s were
recorded in Latvia (25.7%), Romania (22.4%), Bulgaria (21.8%)
and Lithuania (20.6%). The EU-12 average was 17.1%. 

1133 See Bank of Greece, Monetary Policy 2010-2011, Table IV.7 p. 53,
February 2011. 

1144 It should be recalled that during this period Greece saw a mass inflow
of economic migrants. Although the migrant population was found
to have poverty rates more than twice as high as those of Greek
households, and this across all of the different dimensions of poverty,
the poverty rates for the entire population remained stable. 



with an EU average of 26.0 percentage points
(with 17.2 attributable to pensions and 8.8 to
social transfers). It should however be noted
that the effectiveness of social expenditure in
Greece has improved considerably in the last
few years (from 16.6 in 2005 to 19.3 in 2009). 

Despite the stability of relative at-risk-of-
poverty rate in Greece, in absolute terms the
standard of living and the living conditions of
the population, especially the poor, have
improved over time.15 In the ten years leading
up to the current crisis, this improvement came
almost exclusively from Greece’s strong growth
performance and probably did not translate
into significantly lower inequality in income
distribution. An analysis of living condition
measures shows that material deprivation and
difficulties in meeting basic needs can be found
not only among the poor, but also among part
of the non-poor population.16 More specifi-
cally, 52.5% of the poor and an estimated
15.7% of the non-poor experienced three or
more of the total nine aspects of material dep-
rivation listed in the EU-SILC 2009.17 Material

deprivation was found to be highest among the
elderly (65 years plus), for whom the above
rates were 55.7% and 17.3% respectively, while
for children up to 17 years the respective rates,
though lower, were still quite high (49.2% and
16.7%, see Chart VII.7). 

Another finding of the survey was that 60.3%
of the poor and 21.4% of the non-poor
reported that they would not afford an unex-
pected but necessary expense of about €500,
while 77.7% and 40.0% respectively stated that
they could not afford one week of holiday away
from home. Housing costs represent a signif-
icant burden for households, with 30.3% of the
total population stating that they constitute a
heavy burden (44.4% of the poor and 26.6% of
the non-poor), while 63.1% considered them
to be somewhat of a burden (53.9% of the poor
and 65.5% of the non-poor). 

Despite the stability of poverty indicators at
the national level, there have been wide vari-
ations in relative poverty across certain groups
of the population over the past few years. The
relative-at-risk-of poverty rate in Greece has
shifted from the elderly to younger couples
with children and to young workers. In this
respect, the recent developments described
below are particularly important and should
become the focus of social policy in the years
to come: 

• Child poverty, i.e. the percentage of children
living below the relative poverty threshold, has
risen dramatically in the last five years. Specif-
ically, according to the latest available data for
2009, 23.4% of children aged up to 15 (EU-27:
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1155 The at-risk-of-poverty rate reported in the EU-SILC survey for
2009 (19.7%), recalculated using the poverty threshold for 2005
(adjusted for HICP inflation), would have been limited to 16.2%. 

1166 See Press release of 9 December 2010, ELSTAT, EU-SILC 2009,
Living conditions indicators. 

1177 The nine indicators of material deprivation used in the survey are:
the reporting of arrears in relation to routine living expenses (mort-
gage, rent, and credit card instalments, utility bills, etc.); the inabil-
ity to afford a one week’s annual holiday away from home; to afford
a meal with meat/chicken/fish or a vegetarian equivalent every sec-
ond day; to meet unexpected but necessary expenses of about €500;
to afford a telephone (incl. mobile phone); a colour TV; a wash-
ing machine; a personal car; and the inability to keep home ade-
quately warm. 



19.6%) live in poor households, compared with
19.3% in 2005.18 This seems to be partly attrib-
utable to the job-finding difficulties that young
people face, as well as to the new flexible types
of employment (part-time work, independent
contract jobs, piecework, etc.), which, though
facilitating access to employment, fail to pre-
vent poverty. 

• The past few years have seen a significant
decrease in the poverty rate among the elderly
(aged 65 plus) from 27.9% in 2005 to 21.4% in
2009 (ΕΕ-27: 17.8%). The drop in the relative
poverty gap among the elderly was even more
pronounced, falling from 23.7% (total popu-
lation: 23.9%) in 2005 to 14.7% in 2009, i.e. 7
percentage points lower than for the total pop-
ulation (21.7%). This improvement can be
attributed almost entirely to the poverty-mit-
igating effect of pensions, given the significant
increases in minimum pensions and the Social
Solidarity Pension Supplement (EKAS). It
seems that a large number of pensioners had
been just below the poverty line in previous
years and that many of them, as soon as the
minimum pensions were significantly
increased, found themselves above the relative
poverty threshold. 

• Over the period extending back to 1974,
poverty appears to have shifted from rural to
urban areas and from the low-skilled (e.g. who
have not completed primary schooling) to mid-
dle- and higher-skilled groups (e.g. with lower/
upper secondary schooling). While the share of
farmers in total poverty used to be very high, it
has fallen significantly in recent years, reflect-
ing the shrinking agricultural sector, population
ageing and the introduction of a contribution-
based pension system for farmers. As for the
skills-related shift in poverty, this probably
reflects rising educational attainment over time
(i.e. an improvement in the overall education
level of the population) rather than a lesser
probability for the low-skilled to find them-
selves below the poverty line.19

• Finally, it is estimated that the current eco-
nomic crisis has made low-wage workers con-

siderably more at-risk-of-poverty. The latest
data from the EU-SILC 2009 survey show
that the at-risk-of-poverty rate among indi-
viduals in work reached 13.8% in Greece,
much higher than anywhere else in the EU
(EU-15: 7.9%, EU-27: 8.4%) except Roma-
nia (17.9%). Low earnings, combined with
underemployment (particularly in certain
industries and family businesses), are factors
that can at least partly explain the higher
rates of poverty among certain categories of
workers in Greece (farmers, manual workers
in the construction industry, etc.). The low
rate of female employment is seen as an addi-
tional key factor behind the higher poverty
rates among working households.20 On the
other hand, the size of this phenomenon is
closely related to the level of social expendi-
ture (as a percentage of GDP), its allocation
and financing sources, while in the EU there
is a very strong correlation between poverty
rates for the total population and those for
the working population. The decrease in real
earnings in 2010, the minimum wage freeze
in effect till mid-2011, as well as the option
of hiring young employees at sub-minimum
wages (Law 3863/2010) are likely to lead to
even higher relative poverty levels among
those in work. However, it should be pointed
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1188 It should be noted that the relative deprivation of children living
in poverty does not refer to insufficient income alone (see Bank of
Greece, Economic Bulletin, No. 30, May 2008). There are a num-
ber of dimensions of child well-being, such as access to specific
goods, housing, health, exposure to risk and risk behaviours, social
participation and family environment, education, local environ-
ment, etc. The material deprivation of families and children in par-
ticular was the focus of a specific survey (ad hoc module), con-
ducted by ELSTAT in parallel with the EU-SILC 2009. This sur-
vey showed that in a large majority of Greek households (86,7%),
children aged under 16 were able to possess outdoor leisure equip-
ment (bicycle, roller skates, etc.) and indoor toys and games (94.4%
of households), participate in regular leisure activities (64.6%),
organise celebrations on special occasions such as birthday and
other parties (84.4%), invite occasionally other children over to
play and/or eat (83.4%), participate in school trips/events costing
money (87,4%), have a suitable place to study (87,9%), have an out-
door space in the neighbourhood where they can play safely
(60,1%), go on holiday at least one week per year (52.7%). 

1199 Nevertheless, the results of studies for Greece have shown that the
probability of poverty is dramatically reduced as the educational
level of the household’s head rises, while policies geared towards
reducing educational disparities are bound to help limit economic
inequalities and poverty in the long run. See Bank of Greece,
Annual Report 2008, Box VI.I. 

2200 Given that poverty is defined at the household level, it is obvious
that the presence of only one job holder within the household, espe-
cially when combined with part-time or temporary employment and
low earnings, cannot prevent poverty. 



out that the above measures, to the extent
that they help reduce unemployment and/ 
or increase employment (particularly among
the young and the unskilled) could in fact

lead to a reduction in the poverty risk for the
entire population and improve other social
indicators, including the poverty gap,
extreme poverty, etc. 
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I. OVERVIEW OF DEVELOPMENTS IN 2010 –
FACTORS AFFECTING THE OUTLOOK FOR
GOODS EXPORTS AND IMPORTS

During the last two years, the current account
deficit has been narrowing continuously,
mainly as a result of lower consumption and
investment demand. This decline was marked
in 2009 (to 11.0% of GDP, from 14.7% in
2008), but much less pronounced in 2010 (to
10.4% of GDP) (see Table VΙII.1).

Underlying the contraction in the deficit was,
in both 2009 and 2010, a considerable reduc-
tion in the import bill excluding oil and ships,
as well as (in 2010) a large increase in oil
export and transport receipts. The steep fall in
goods imports in 2009-2010 reflects directly a
strong decline in private consumption and
fixed capital formation during this period as
a result of the recession, as well as an esti-
mated adjustment or correction of Greek
households’ consumption pattern, which may
contribute to a more permanent drop in the
trade deficit in the future.

Goods exports fell considerably in 2009 due to
the global recession; by contrast, in 2010 total
goods exports (including oil) rose (at current
prices), while goods exports excluding oil and
ships shrank by a mere 1.3% (compared with
17.8% in 2009), according to Bank of Greece
data. At the same time, in 2010 the net oil
import bill grew considerably, while net cur-
rent transfers contracted in the period 2009-
2010.

Although the current account deficit fell only
slightly in 2010 as a percentage of GDP, it
should be pointed out that the rebound in
goods exports excluding oil and ships was a
positive development that has been visible
since the second half of the year and is con-
firmed by all indicators.1 However, exports,
having dropped steeply in 2009, continue to fall
short of the 2008 figure. Positive developments
in exports are mainly attributable to the recov-
ery in the world economy and, therefore, exter-
nal demand, as well as the fact that Greek

firms increased their business in foreign mar-
kets in order to offset the decline in domestic
demand for their products. It also partly
reflects the lagged effect of an incipient recov-
ery of past competitiveness losses, which will
become stronger in the future. According to
Bank of Greece estimates, in the 2001-2009
period Greece’s competitiveness vis-à-vis 28
trade partners had dropped by a cumulative
19% based on relative consumer prices and
some 28% based on relative unit labour costs
in the total economy. In 2010, however, com-
petitiveness based on relative consumer prices
improved slightly (by 0.5%, despite high infla-
tion and exclusively due to a drop in the effec-
tive exchange rate of the euro), and rose visi-
bly on the basis of relative unit labour costs
(account being taken of the change in the
effective exchange rate of the euro vis-à-vis
non-euro area trade partners) (see Table
VΙII.2), by around 6%, taking into account rel-
ative labour costs in the total economy, and by
about 5%, taking into account relative labour
costs in the business sector. This reflects, to a
considerable extent, a substantial drop in
wages and labour costs in the public and the
private sector (see also Chapter VΙI.2).

Regarding the outlook for 2011, goods exports
will continue to recover,2 as external demand
is forecast to increase and competitiveness will
continue to improve, reflecting a further
decrease in unit labour costs (see Chapter
VΙI.2). The outlook for exports may also ben-
efit from other factors that affect the interna-
tional competitiveness of Greek products,
namely: first, a possible increase in foreign
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V I I I E X T E RNA L BA L ANC E AND COMPE T I T I V EN E S S

11 The improvement in export performance is reflected in both the
Bank of Greece data and the ELSTAT data. This recovery is
accompanied by a considerable increase in foreign new orders,
mainly from non-euro area countries and Southeastern Europe,
which are traditional destinations of EU imports. The product cat-
egories recording the largest increases in export receipts are metal
products (partly as a result of a rise in the international prices of
metals and raw materials), chemicals and pharmaceuticals
(exported to foreign markets, which offer higher prices), as well as
foods and beverages. See European Commission, The Economic
Adjustment Programme for Greece, Third Review, Occasional
Paper no. 77, February 2011, which identifies the pharmaceutical
industry as the best performer in terms of market share and inter-
national demand.

22 In January 2011, goods export receipts excluding oil and ships rose
by 14.1% year-on-year, according to Bank of Greece data, while
non-oil export values increased by 24.6%, according to ELSTAT.
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Table VIII.1 Balance of payments

(million euro)

Source: Bank of Greece.
* Provisional data.
1 (+) net inflow, (–) net outflow.
2 (+) decrease, (–) increase.

I CURRENT ACCOUNT BALANCE (Ι.Α+Ι.Β+Ι.C+Ι.D) -34,797.6 -25,818.7 -24,060.5
Ι.A Trade balance (I.Α.1―I.Α.2) -44,048.8 -30,767.3 -28,279.6

Oil trade balance -12,154.6 -7,596.5 -8,627.2
Non-oil trade balance -31,894.3 -23,170.8 -19,652.4
Ships balance -4,705.0 -3,356.9 -3,621.3
Trade balance excl. oil and ships -27,189.3 -19,813.9 -16,031.1
I.A.1 Exports of goods 19,812.9 15,318.0 17,081.5

Oil 4,254.5 3,063.2 4,950.0
Ships (receipts) 1,582.0 771.7 798.6
Other goods 13,976.5 11,483.1 11,332.9

I.A.2 Imports of goods 63,861.7 46,085.3 45,361.0
Oil 16,409.0 10,659.8 13,577.1
Ships (payments) 6,286.9 4,128.6 4,419.9
Other goods 41,165.8 31,296.9 27,364.0

Ι.Β Services balance (I.Β.1―I.Β.2) 17,135.6 12,640.2 13,248.5
I.B.1 Receipts 34,066.2 26,983.3 28,477.8

Travel 11,635.9 10,400.3 9,611.3
Transport 19,188.3 13,552.2 15,418.4
Other services 3,242.0 3,030.9 3,448.1

I.B.2 Payments 16,930.6 14,343.2 15,229.4
Travel 2,679.1 2,424.6 2,156.0
Transport 9,316.0 7,073.4 8,155.4
Other services 4,935.5 4,845.1 4,917.9

Ι.C Income balance (I.C.1―I.C.2) -10,643.0 -8,984.3 -9,228.3
I.C.1 Receipts 5,573.2 4,282.9 3,791.5

Wages, salaries 344.7 294.6 199.7
Interest, dividends, profits 5,228.5 3,988.3 3,591.8

I.C.2 Payments 16,216.2 13,267.2 13,019.8
Wages, salaries 410.1 411.9 377.6
Interest, dividends, profits 15,806.1 12,855.2 12,642.2

Ι.D Current transfers balance (I.D.1–I.D.2) 2,758.6 1,292.6 198.9
I.D.1 Receipts 6,882.7 5,380.7 4,654.3

General government (mainly transfers from the EU) 4,678.8 3,527.9 3,188.5
Other sectors (emigrants' remittances, etc.) 2,203.9 1,852.8 1,465.8

I.D.2 Payments 4,124.1 4,088.1 4,455.4
General government (mainly payments to the EU) 2,717.6 2,679.6 2,860.4
Other sectors 1,406.4 1,408.5 1,595.0

ΙΙ CAPITAL TRANSFERS BALANCE (IΙ.1–IΙ.2) 4,090.8 2,017.4 2,071.5
ΙΙ.1 Receipts 4,637.8 2,328.1 2,356.2

General government (mainly receipts from the EU) 4,241.9 2,133.2 2,239.3
Other sectors 395.9 194.9 116.9

ΙΙ.2 Payments 547.0 310.7 284.7
General government (mainly payments to the EU) 192.0 14.4 15.8
Other sectors 354.9 296.3 268.9

ΙΙΙ CURRENT ACCOUNT AND CAPITAL TRANSFERS BALANCE (I+II) -30,706.8 -23,801.3 -21,989.0
ΙV FINANCIAL ACCOUNT BALANCE (IV.A+IV.B+IV.C+IV.D) 29,914.2 24,395.4 22,068.4

ΙV.Α Direct investment1 1,420.7 274.5 693.5
By residents abroad -1,650.4 -1,479.3 -958.4
By non-residents in Greece 3,071.1 1,753.8 1,651.9

ΙV.Β Portfolio investment1 16,428.0 27,863.8 -20,855.0
Assets -268.9 -3,773.0 13,278.7
Liabilities 16,696.9 31,636.8 -34,133.6

ΙV.C Other investment1 12,094.6 -3,636.9 42,132.9
Assets -27,823.3 -23,875.7 7,639.4
Liabilities 39,917.8 20,238.8 34,493.6
(General government borrowing) -572.7 -2,335.0 29,978.2

ΙV.D Change in reserve assets2 -29.0 -106.0 97.0
V ERRORS AND OMISSIONS 792.6 -594.1 -79.4
RESERVE ASSETS 2,521.0 3,857.0 4,777.0

January – December

2008 2009 2010*



direct investment (FDI), which involves tech-
nology transfers and leads to improvements in
productivity; second, a more efficient organi-
sation of production and labour, if recent
labour market reforms are tapped and product
market reforms are implemented in time; and
third, implementation of measures included in
the export promotion strategy announced by
the Ministry of Regional Development and
Competitiveness in December. If these mate-
rialise, further declines in the deficit will be
substantial and it will become sustainable.3

If tourist receipts (see Section 2 of this chap-
ter) recover in line with forecasts and con-
sumer goods imports continue to fall, it is esti-
mated that the current account deficit will fur-
ther shrink in 2011, perhaps below 9% of GDP,
despite higher oil prices and interest payments.

Certainly, demand for imported consumer
goods will continue to be adversely affected by

the estimated correction in households’ con-
sumption pattern, but this cannot be reflected
continuously in high rates of decrease in
imports, which have already fallen steeply.
Moreover, demand for imported capital goods
will be boosted once investment starts to
rebound (possibly towards the end of the year)
and, most importantly, when large investment
projects in wind energy start to be imple-
mented, entailing considerable equipment
imports (see also Chapter XΙ.3). It should also
be pointed out that ―by current output stan-
dards― sustained strong export growth in the
future will also result in a higher import bill for
raw materials and intermediate products, which
are used as inputs for some Greek export prod-
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Table VIII.2 Greece: nominal and real effective exchange rate (EER) indices1

(annual percentage changes in year averages)

2000 -6.3 -6.9 -5.0

2001 1.7 1.3 0.7

2002 2.3 2.6 4.1

2003 5.0 5.4 3.8

2004 1.7 1.9 4.1

2005 -1.0 -0.1 0.4

2006 0.0 0.8 1.7

2007 1.3 1.6 2.4

2008 2.4 2.5 5.4

2009 1.2 1.6 2.2

2010* -2.8 -0.5 -6.1

Cumulative percentage change between 
2001 and 2010

12.2 18.4 20.1

Nominal EER

Real EER

On the basis of relative 
consumer prices

On the basis of 
relative unit labour costs

in total economy

Sources: Exchange rates: ECB, euro reference exchange rates. CPI: ECB, HICP where available. Unit labour costs in total economy: Bank of
Greece estimates for Greece, ECB for the other countries. 
* Provisional data and estimates.
1 These indices are compiled by the Bank of Greece and include Greece’s 28 main trading partners. Weights have been revised on the basis
of imports and exports of manufacturing goods (SITC 5-8) in the years 1998-2000 for the period 1993-2000 and in the years 2004-2006 for
the period 2001-2010. Weights take account of third-market effects.

33 See also OECD (2011), “The Impact of Structural Reforms on Cur-
rent Account Imbalances”, Economics Department Policy Notes,
No. 3. Also, IMF (2011), Greece: Third Review Under the Stand-
By Arrangement – Staff Report, and European Commission, The
Economic Adjustment Programme for Greece, Third Review,
Occasional Paper no. 77.



ucts (not all). This probability is another rea-
son why labour and product market reform
should be sped up and efforts to attract FDI
should be stepped up,4 in order to achieve not
only higher exports, but also import substitu-
tion in those product categories where this is
realistic, in the light of Greece’s comparative
advantages, as they will emerge after the imple-
mentation of structural changes and reforms. 

2. CURRENT ACCOUNT 

In 2010, the current account deficit fell by €1.8
billion or 6.8% in comparison with 2009 to€24.1 billion. The decrease, on an annual basis,
was first recorded in July 2010. This develop-
ment for the whole of 2010 reflects mainly a
fall in the trade deficit and a rise in the surplus
of the services balance. By contrast, the surplus
of the current transfers balance narrowed con-
siderably, while the income account deficit rose
slightly. 

2.1 TRADE BALANCE

The €2.5 billion drop in the overall trade
deficit mainly stemmed from a decrease of€3.8 billion in the trade deficit excluding oil
and ships.5 By contrast, the net oil import bill
rose by €1.0 billion or 13.6%, while net pay-
ments for purchases of ships grew by €0.3 bil-
lion or 7.9%. 

2.2 SERVICES BALANCE: FACTORS AFFECTING ITS
OUTLOOK

The €0.6 billion increase in the surplus of the
services balance mainly reflects higher net
transport receipts and, secondarily, lower net
payments for “other” services. Gross transport
receipts (chiefly from merchant shipping)
showed an increase of 13.8% and ―despite a
15.3% rise in the corresponding payments―
net transport receipts grew by €0.8 billion, as
a result of both a 30% average annual increase
in freight rates (see also Chart VΙII.1) and a
rebound in world trade.6 It is not possible to
make safe estimates and forecasts for the cur-

rent and the next years following the natural
disasters in Australia and Japan, which are
expected to have a different impact across
types of ships (dry cargo, oil, liquefied gas and
container) over the short term.7 By contrast,
net travel receipts fell by €0.5 billion, as travel
spending by non-residents in Greece dropped
by €0.8 billion or 7.6%, while travel spending
by residents abroad declined by €0.27 billion
or 11.1%. Net payments for “other” services
decreased by €0.35 billion. Lower net travel
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44 See also OECD, op. cit.
55 According to Bank of Greece data, the import bill excluding oil and

ships, which exceeds export receipts by a factor of three, fell by
12.6% in 2010, while the corresponding export receipts only
dropped by 1.3%. The decline in imports affects all product cate-
gories with the exception of metal products (due to higher inter-
national prices). Moreover, according to available provisional
ELSTAT data for 2010, non-oil export values rose by 8.5%, while
the corresponding import bill shrank by 10.7%. The rise in exports
mainly stems from non-euro area markets, while the largest share
of imports comes from EU countries.

66 Specifically, the BDI (Baltic Dry Index) and the BDTI (Baltic Dirty
Tanker Index) rose by 5.7% and 54.2% per annum in 2010, respec-
tively. For world economic growth and the rate of increase in world
trade volumes (goods and services), see Chapter ΙII.

77 In the first quarter of 2011, freight rates fell by some 22% year-on-
year, most prominently for dry cargo vessels.



receipts in 2010 largely reflect a decrease in
average daily spending and, secondarily, in
tourists’ average duration of stay in Greece,
while arrivals showed a small increase (up by
0.6%).

Regarding the outlook of the services balance,
the following points should be made:

With respect to transport receipts, it is well-
known that merchant shipping is one of the
most dynamic sectors of the Greek economy
and enjoys high growth rates,8 chiefly con-
nected with world trade. The renewal of the
Greek-owned fleet, a procedure well under
way since 2006, has contributed to its qualita-
tive upgrading and a reduction in average age.9

Although world trade volumes are expected to
rise by some 7% in 2011,10 the large number of
new ships due to be delivered in the coming
years will dampen freight rate growth.11

Regarding travel receipts, it is worth examin-
ing Greece’s performance in the world cruise
market, which has been growing at over 10%
per year in the last decade in terms of passen-
gers (this rate is expected to be maintained in
2011). Although Greek destinations attract the
majority of European cruise passengers,12

Greek ports as homeports rank fourth. An
increase in the share of tourists starting their
cruise from Greece could boost revenue con-
siderably, as average spending per cruise pas-
senger is estimated at €271 at the embarkation
port and at €61 at the port-of-call.13 At the
same time, an improvement in the cruise sup-
port infrastructure (e.g. airports, harbour facil-
ities) would further help attract cruise com-
panies to Greek ports.

However, 2010 was a difficult year for Greek
tourism, with considerable losses of revenue.
The small rise in arrivals was more than offset,
as already mentioned, by a decline in the aver-
age duration of stay and, above all, average per
capita spending, which partly reflected a wors-
ening of the overall competitiveness of the
Greek tourist product, among other things
because a large number of arrivals were

diverted to alternative destinations due to the
frequent riots and rallies in the greater Athens
region, which were widely reported by world
mass media.14

The outlook for 2011 is quite benign, thanks to
the continued recovery in the world economy,
the cuts in VAT rates on tourist accommoda-
tion services with a view to boosting competi-
tiveness, and the developments in Northern
African countries, so far rival tourist destina-
tions.15 Over the medium term, certainly, the
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88 European Commission, The Economic Adjustment Programme for
Greece, Third Review, Occasional Paper no. 77, pp. 10-12. Accord-
ing to Lloyd’s Register-Fairplay data compiled by the Greek Ship-
ping Co-operation Committee of London, at the beginning of 2011
the Greek-owned fleet accounted for some 15% of the world fleet,
while the fleet under construction accounted for 13.5% of the cor-
responding world fleet (in dwt terms).

99 Average age is 7.9 years (down by around ten years in comparison
with 2000), i.e. equal to that of the world fleet.

1100 IMF, World Economic Outlook, April 2011.
1111 Specifically, following the disastrous tsunami, Japan will increase

the use of liquefied gas and thermal coal in power generation,
which will push up demand for vessels carrying such goods. The par-
tial destruction of iron ore reserves will boost imports, after dam-
ages in Japan’s steelworks are restored. However, the anticipated
drop in industrial output in Japan will decrease its export volumes
and, as a result, demand for container vessels. At the same time,
Germany’s decision to temporarily shut down its nuclear plants will
require using alternative energy sources (coal, natural gas etc.). On
the side of demand for marine transport services, although a con-
siderable number of new (mainly dry bulk cargo) vessels are
expected to be delivered in 2011, the recent reactivation of ship
breaking yards in Bangladesh (March 2011) will dampen the world
fleet growth rate.

1122 European Cruise Council (2010), Contribution of Cruise Tourism
to the Economies of Europe. The classification of countries and
their shares are as follows: (a) on the basis of ports-of-call: Greece
(20.9%), Italy (20.9%) and Spain (17.3%); and (b) on the basis of
home ports: Italy (35.3%), Spain (20.5%), United Kingdom
(15.2%) and Greece (10.4%).

1133 Under the regime previously in force, non-EU flag ships were
excluded from cruises using Greek home ports. Law 3872/2010 on
cruises by non-EU flag ships departing from Greek ports and the
Joint Ministerial Decision of 14 December 2010 laying down the
required documentation lifted the limitations on cruises by non-
EU flag ships starting from Greek ports. However, the first tan-
gible results of this institutional change will not become visible
before 2012, as most companies in the cruise industry had already
completed their schedules for 2011 by the time of publication of
the law and the relevant ministerial decision. Moreover, repre-
sentatives of the tourist and cruise industries have expressed reser-
vations about the degree of liberalisation and the bureaucratic bur-
dens imposed under the new institutional framework as e.g. the
companies concerned are required to sign a contract with the
Greek State.

1144 Characteristically, in the World Economic Forum classification on
the basis of the Indicator of Travel and Tourist Competitiveness
2011, Greece fell to the 29th from the 24th position.

1155 The VAT rate on tourist accommodation services was adjusted
from 11% to 6.5%. While the World Tourism Organisation (WTO)
forecasts a rise of 4%-5% in arrivals internationally (World
Tourism Barometer, vol. 9, no. 1, February 2011), there are clear
indications of a further increase in tourist traffic to Greece due to
the events in Northern Africa (early bookings from Germany,
France, Italy, the UK and Russia are up, while notices of arrival
of cruise ships in the port of Piraeus for 2011 have risen by 19%,
according to the Piraeus Port Authority).



tourist product should be upgraded by being
realigned16 towards attracting high-income
tourists; encouraging seasonal or permanent
stay of wealthy foreign pensioners and self-
employed; fostering conference tourism; and
attracting foreign visitors to continental
Greece and the Greek highlands. In this direc-
tion, it is essential to protect and promote tra-
ditional settlements; strengthen mountain
tourism; upgrade the services provided in
museums and most frequented sites; protect
sites of natural beauty; enhance modern trans-
port, communication and health infrastruc-
tures; and upgrade Athens, which is the main
point of entry into Greece. Proposals include
cofinancing infrastructure projects through
PPPs; pooling business financing of activities
required for prolonging the tourist season and
increasing arrivals; improving the education
provided by Schools of Tourism Professions;
and considering introducing undergraduate
courses in tourism studies (currently there are
only offered at postgraduate level), with a view
to making Greece a tourist education hub for
the broader region.

2.3 INCOME ACCOUNT BALANCE

Higher net interest, dividend and profit pay-
ments in 2010 contributed to a small €0.2 bil-
lion increase in the income account deficit,
which is expected to grow further in 2011, as
interest payments on Greek government loans
are bound to rise.17

2.4 CURRENT TRANSFERS BALANCE

Finally, the surplus of the current transfers bal-
ance fell by €1.1 billion in comparison with
2009 to €0.2 billion. This decline reflects the
fact that the “other” sectors (emigrants’ remit-
tances etc.) showed net transfer payments of€129 million, against net receipts of €444 mil-
lion in 2009, while general government net
transfer receipts (mainly from the EU)
dropped by €520 million (about 2/3 of this
decrease was attributable to lower receipts and
1/3 to higher payments).18

3. CAPITAL TRANSFERS BALANCE: THE
NATIONAL STRATEGIC REFERENCE 
FRAMEWORK (NSRF) AS A RECOVERY TOOL

In 2010, the surplus of the capital transfers bal-
ance remained unchanged over 2009 and came
to €2.1 billion.19 Increasing the absorption of
EU structural and cohesion funds and utilising
them more efficiently are now among the tools
of the Economic Adjustment Programme. The
government’s targets are reflected in the Mem-
orandum of Understanding, as updated on a
quarterly basis.20

In 2010, disbursements for projects and pro-
grammes under the NSRF rose considerably
to €2.3 billion, from €1.1 billion in 2009; as
a result, the absorption rate exceeded 18% of
overall Community financing for the 2007-
2013 period (actually overshooting, on the
basis of payment claims, the annual target set
in the Memorandum). By the end of 2011, it
is expected to exceed 35%.21 According to the
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1166 See e.g. the speech by the Bank of Greece Governor at the con-
ference of the Association of Greek Tourism Enterprises (SETE)
on “Tourism and the Greek Economy” on 18 October 2010, as well
as the recent study by SETE and Eurobank Greek Tourism 2020
– Proposal for a new development model, 12 January 2011.

1177 See Introductory Report to the 2011 Budget, Table 8.9, p.166.
1188 Current transfers from the EU mainly include direct aid and subsi-

dies under the Common Agricultural Policy (CAP), as well as receipts
from the European Social Fund, while current transfers to the EU
include Greece’s contributions (payments) to the Community Budget.
The decline in net EU transfers partly stems from the payment of €258
million contribution to the JESSICA Fund (Joint European Support
for Sustainable Investment in City Areas), while the fall in the net
receipts of the “other” sectors is mainly receipts-driven. According
to provisional balance of payments data of the Bank of Greece, net
EU current transfers came to €1,421 million in the first two months
of 2011, compared with a deficit of €685 million over the same period
in 2010. However, it is estimated that, due to the quick implementa-
tion of the relevant procedures, the bulk of direct aid and subsidies
under the CAP for the whole of 2011 has already been absorbed. 

1199 Capital transfers from the EU mainly include receipts from the
Structural Funds ―except for the European Social Fund― and the
Cohesion Fund under the Community Support Frameworks (CSF)
and the National Strategic Reference Framework (NSRF). It
should be pointed out that in 2009 funds of some €1.1 billion plus€1.1 billion had been received under CSF III and the NSRF,
respectively, while in 2010 the relevant funds concerned almost
exclusively receipts under the NSRF.

2200 According to the Memorandum of Understanding (3 May 2010 – Law
3845) and its updates of 6 August 2010, 22 November 2010 and 11
February 2011, the annual targets for absorption of EU structural and
cohesion funds (based on payment claims) are as follows: 2010: €2,750
million, 2011: €3,350 million, 2012: €3,730 million and 2013: €3,890
million. These amounts do not include Agricultural Development.

2211 On the basis of provisional balance of payments data of the Bank of
Greece, at end-February 2011 the NSRF absorption rate reached 21%
of total financing. The acceleration of the NSRF implementation is
also confirmed by the recent document of the European Commission
State of execution of interim payments, 1 February 2011.



European Commission’s third review, not
only the absorbability target has been
achieved, but there has also been progress in
the specific measures and the overall regula-
tory and organisational framework relating to
the NSRF implementation under the Memo-
randum.22

Under the current fiscal constraints, the NSRF
is a very useful tool for economic recovery at
little fiscal cost. According to the Memoran-
dum, Public Investment Budget (PIB) funds
are applied on a priority basis towards projects
cofinanced by EU structural and cohesion
funds23 (see also Chapter V.1.3.1).

It should also be noted that until 2013 direct
aid and subsidies under the CAP will remain
broadly unchanged at around €2.5 billion per
year.24 As a result, overall net fund transfers
from the EU in 2011 (current plus capital
transfers less payments to the Community
Budget) will be around €4 billion on a cash
basis, compared with €2.6 billion in 2010.

4. FINANCIAL ACCOUNT 

In 2010, the financial account showed a net
inflow of €22.1 billion, compared with €24.4
billion in 2009. Specifically, net inflows were

recorded under direct investment (€0.7 billion)
and “other” investment (€42.1 billion),
against a net outflow of €20.9 billion under
portfolio investment.
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2222 See, in more detail, Bank of Greece, Monetary Policy – Interim
Report, October 2010, p.85. In accordance with the implementa-
tion time schedule, on 3 January 2011 the new NSRF payment pro-
cedure, through a special central account kept with the Bank of
Greece, became fully operational. Applications for 12 major infra-
structure projects have already been submitted to the European
Commission. Moreover, a report was presented on the activities
of the task force assessing progress in ensuring the rapid imple-
mentation of projects. See European Commission, The Economic
Adjustment Programme for Greece – Third Review – Winter 2011,
Occasional Paper no.77; and IMF (2011), Greece: Third Review
Under the Stand-By Arrangement, March 2011. By the end of
2011, a fully-operational web-based open-access monitoring tool
of procedures for approval of project proposals and for imple-
mentation of public projects should be introduced and the man-
agerial capacity of all the managing authorities and intermediate
bodies of operational programmes under the NSRF must be cer-
tified according to the standards of the International Standardi-
sation Organisation.

2233 In 2011, 73% of the PIB will be cofinanced by EU structural and
cohesion funds, leading to national fund savings. Part of the
national participation may be financed with loans granted by the
European Investment Bank (EIB). A €2 billion loan agreement was
signed with the EIB on favourable terms in July 2010, and the
extension of new loans is being discussed. Moreover, as regards the
part of the PIB that is financed exclusively by national funds, the
selection of projects will be based on the criteria of complemen-
tarity, synergies and feasibility of implementing projects cofinanced
by the EU (see Introductory Report to the 2011 Budget).

2244 After 2013, new CAP implementation measures will apply, affect-
ing the amount, breakdown and allocation of the relevant funds.
For the future of the CAP until 2020, see Communication from the
Commission, The CAP towards 2020: Meeting the food, natural
resources and territorial challenges of the future, COM
(2010)672/5, and Conclusions of the Council of Ministers of Agri-
culture and Fisheries, 17 March 2011. The proposals for the rele-
vant legislative framework will be presented in mid-2011. The Com-
munity Budget total expenditure for 2014-2020 will be reviewed
under the “Europe 2020” strategy, which was adopted by the Euro-
pean Council of 17 June 2010.

2008 2009 2010* 

Table VIII.3 Geographical breakdown of inward foreign direct investment

(million euro)

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.

EU-27 2,908 1,561 1,565

Euro area 3,043 1,601 1,764

Other OECD countries1 131 87 82

Balkan countries2 1 0 3

Middle East, Mediterranean and former USSR3 -5 6 9

Other countries 37 100 -7

Total direct investment by non-residents 3,071 1,754 1,652



Net inflows of non-residents’ funds for direct
investment in Greece reached €1.7 billion in
2010 (see Table VIΙI.3), compared with a net
inflow of €1.8 billion in 2009,25 while a net out-
flow of €1.0 billion (2009: €1.5 billion) was
recorded under residents’ direct investment
abroad, in particular the Balkan countries and
Poland (see Table VIII.4). Under portfolio
investment, a net outflow of €20.9 billion was
observed (against a net inflow of €27.9 billion
in 2009), mainly reflecting a decrease of €33.0
billion in non-residents’ holdings of Greek
bonds and Treasury bills. This outflow was
partly offset by an inflow of €14.1 billion owing
to a decline in resident credit institutions’ and
institutional investors’ holdings of foreign
bonds and financial derivatives. Finally, under
“other” investment, a net inflow of €42.0 bil-
lion (against a net outflow of €3.6 billion in
2009) is mainly attributable to general gov-
ernment net borrowing of €30.0 billion under
the Support Mechanism for the Greek econ-
omy; a decrease of €7.7 billion in resident
credit institutions’ and institutional investors’
deposit and repo holdings abroad; and a €3.9
billion increase in non-residents’ deposit and
repo holdings in Greece. 

At end-December 2010, Greece’s reserve
assets stood at €4.8 billion.

5. INTERNATIONAL INVESTMENT POSITION AND
GROSS EXTERNAL DEBT

The negative net International Investment
Position of Greece represents the difference
between residents’ assets and liabilities vis-à-
vis non-residents, marked-to-market, including
both direct investment and reserve assets (see
Table VIII.5).

On the basis of latest data, at end-2010
Greece’s negative International Investment
Position (IIP) reached €225.9 billion, from€199.6 billion at end-2009, i.e. the country’s
net liabilities rose by €26.3 billion or 13.2%.
The IIP corresponded to 98.2% of GDP in
2010, compared with 84.9% of GDP in 2009.

Turning to the IIP breakdown by investment
category, the overall outcome for direct invest-
ment was positive, €3.2 billion, for the first
time in the last ten years (for which data are
available). This suggests that direct investment
assets (€28.3 billion) exceeded direct invest-
ment liabilities (€25.1 billion). This develop-

Annual
Report
2010100

2008 2009 2010* 

Table VIII.4 Geographical breakdown of outward foreign direct investment 

(million euro)

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.

EU-27 685 1,142 638

Euro area 1,028 1,118 493

Other OECD countries1 620 18 24

Balkan countries2 164 143 111

Middle East, Mediterranean and former USSR3 64 21 28

Other countries 116 155 157

Total direct investment by residents 1,650 1,479 958

2255 The most important inflow of non-residents’ funds for direct invest-
ment in Greece concerned a €939 million inflow for the partici-
pation of Crédit Agricole in the capital increase of Emporiki Bank
S.A. An inflow of €410 million was also recorded for the partici-
pation of Société Générale in the capital increase of Geniki Bank.



ment does not reflect a real decrease in non-
residents’ investment in Greece (disinvest-
ment), but is attributable to valuation losses on
such investment due to the steep fall in share
prices on the Athens Exchange. It should be
noted that, on the basis of balance of payments
data, net inflows for direct investment in
Greece came to €1.7 billion in 2010.

Under portfolio investment, the negative net
position improved from -€146.4 billion to
-€94.4 billion, mainly owing to a €70.8 billion
decline in liabilities. The latter reflects chiefly
a fall in the prices of Greek government bonds
and, secondarily, a decrease in non-residents’
holdings of Greek bonds, valued at par (rep-
resenting the bond issuer’s obligation on matu-
rity). To a certain extent, lower net liabilities
also reflect the decrease in share prices on the
Athens Exchange (with respect to non-resi-
dents’ investment in shares of Greek firms).

Finally, under other investment (mainly loans
and deposits), the €83.9 billion rise in the neg-
ative position is mainly attributable to an

increase in liabilities as a result of (a) €38.1 bil-
lion transactions on the TARGET account;
and (b) general government borrowing of€32.8 billion under the Support Programme, as
well as a €26 billion decline in credit institu-
tions’ external assets (in the form of deposits
abroad and loans to non-residents). The devel-
opments that led to a rise in the negative posi-
tion were only partly offset by the fact that the
“other” sectors (non-financial corporations
and households) showed net assets of €14.6
billion at end-2010, compared with net liabil-
ities of €2.4 billion at end-2009 – i.e. these net
assets of the “other” sectors rose by €17 billion
during 2010, reflecting an increase in their
deposits abroad (of some €9 billion) and a
decline in the outstanding balance of loans
received from non-residents (to the tune of €8
billion), due to the reclassification of this item
in the credit institutions sector.
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2266 It should be noted that the gross external debt figures only refer
to external liabilities by sector of the economy, gross of external
assets. Net external liabilities by sector of the economy, including
reserve assets, are presented in the International Investment Posi-
tion, which was discussed earlier.

1. Direct investment -637 -1,835 3,231

Abroad by residents 26,753 27,387 28,346

In Greece by non-residents 27,390 29,222 25,115

2. Portfolio investment -120,763 -146,350 -94,410

Assets 88,216 92,215 73,350

Liabilities 208,979 238,565 167,760

3. Financial derivatives 970 1,771 1,395

4. Other investment -61,273 -57,049 -140,932

Assets 106,695 129,561 112,576

Liabilities 167,968 186,610 253,508

5. Reserve assets 2,521 3,857 4,777

Net international investment position (IIP) (1+2+3+4+5) -179,182 -199,606 -225,939

GDP 236,917 235,017 230,173

Net IIP as % of GDP -75.6 -84.9 -98.2

Table VIII.5 Greece’s international investment position

(million euro)

2008 20091 2010*

Source: Bank of Greece.
* Provisional data.
1 Revised data.



On the basis of latest data compiled by the
Bank of Greece Statistics Department, tthhee
ggrroossss  eexxtteerrnnaall  ddeebbtt26 of Greece at market prices
rose to €410.3 billion at end-2010 (178.3% of
GDP), from €407.9 billion at end-2009
(173.5% of GDP – see Table VIΙI.6).

In more detail, the general government external
debt dropped by €29.4 billion during 2010 (end-
2010: €190.1 billion, end-2009: €219.5 billion).
This decline is accounted for by, mainly, a fall
in the prices of Greek bonds and, secondarily,
a decrease in foreign investors’ holdings of
Greek bonds. Specifically, while non-residents’
holdings of Greek bonds declined by €31 billion,
the corresponding decrease at market prices was€65 billion. This fall was offset, as already men-
tioned, by general government new borrowing
(€32.8 billion) under the Support Mechanism.

The liabilities corresponding to the Bank of
Greece are reflected in the balance of the
TARGET account, which rose from €49 bil-
lion at end-2009 to €87 billion at end-2010,
mainly reflecting the funding of Greek banks
by the ECB.

The outstanding balance of credit institutions’
external liabilities rose marginally, to €115 bil-
lion at end-2010, from €113 billion at end-
2009, as a result of divergent changes in the
distribution of short-term and long-term lia-
bilities.

The liabilities of the “other” sectors were by€8 billion lower in 2010 than in 2009, as a
result of a net decrease in public enterprises’
and non-financial corporations’ external
borrowing.
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Table VIII.6 Gross external debt position

(million euro)

2005 2006 2007 2008 20091 2010*

A. General government 145,230 154,660 177,106 191,985 219,546 190,168

B. Bank of Greece 7,217 8,183 10,797 35,348 49,036 87,088

C. Other Monetary Financial Institutions 52,499 68,624 97,424 111,194 112,861 115,219

D. Other sectors 17,412 18,637 19,501 21,252 24,216 15,991

E. Direct investment 541 2,803 3,712 2,808 2,200 1,843

Debt liabilities to affiliated enterprises 169 620 826 537 266 155

Debt liabilities to direct investors 372 2,183 2,886 2,271 1,934 1,688

Gross external debt 
(A+B+C+D+E)

222,899 252,906 308,539 362,587 407,859 410,309

% of GDP 114.4% 119.7% 135.9% 153.0% 173.5% 178.3%

Source: Bank of Greece.
* Provisional data.
1 Revised data.



1 OVERVIEW OF DEVELOPMENTS AND
PROSPECTS

In response to escalating tensions in the bond
market and a dramatic increase in borrowing
costs,1 despite the successive measures taken
up to March 2010, on 23 April 2010 the Greek
authorities officially requested the activation
of the EU/IMF financial support package. On
2 May 2010, in the context of the Memoran-
dum of Economic and Financial Policies
agreed with the European Commission, the
ECB and the IMF and under the Economic
Adjustment Programme (EAP) that was
adopted,2 it was decided that fiscal adjustment
would become more frontloaded. Thus, the
general government deficit target for 2010 was
set at 8.1% of GDP (instead of 8.7% accord-
ing to the Stability and Growth Programme of
January 2010), compared with a deficit of
13.6% of GDP for 2009, as revised on the basis
of then available data. At the same time, the
duration of the fiscal consolidation effort and
the deadline for reducing the deficit below 3%
was extended until 2014 rather than 2013, as
originally planned. Under the EAP, financial
assistance to Greece would reach €110 billion,
of which €80 billion would come from euro
area countries and €30 billion from the IMF.

The implementation of the EAP in 2010 made
significant progress. This was also acknowl-
edged in reports by the European Commission
and the IMF following the first three assess-
ments of EAP’s implementation. The fiscal
adjustment and consolidation programme
included a number of measures for 2010 aimed
at reducing expenditure and increasing rev-
enue – in particular, wage and pension cuts, a
freeze on public sector hiring, cuts in operat-
ing expenses and subsidies to entities within
the broader public sector, indirect tax
increases, tax system reform and imposition of
extraordinary levies on businesses and indi-
viduals, as well as settlement of tax cases.

At the same time, considerable effort has been
devoted to improving budgeting processes,
strengthening control over expenditure, ensur-

ing better information on the financial condi-
tion of all entities within the general govern-
ment and, more generally, enhancing the cred-
ibility and transparency of fiscal data. This has
been accompanied by ongoing efforts to
increase the efficiency of the tax-collection
mechanism and combat tax evasion.

The past year also saw important structural
reforms in the field of public finances. The
“Kallikratis” programme started being imple-
mented and is expected to help consolidate the
finances of local authorities and support the
overall fiscal adjustment effort through cost sav-
ings. The pension reform is considered to be
very successful and should contribute to long-
term fiscal sustainability. The health reform has
made considerable headway, with interventions
expected to improve the financial position of
public hospitals, ensure better control on expen-
diture, reduce pharmaceutical expenditure,
rationalise hospital procurement and improve
the quality of services provided. Significant
progress has also been made in restructuring
public enterprises, with the aim to reducing
wage and operating costs and increase revenue.
The restructuring plans for OSE, TRAINOSE
and OASA are steps to the right direction, but
will have to be implemented with resolve.

On the negative side, general government
deficit and debt figures for the years 2006-2009
were revised upwards and were validated by
Eurostat in November 2010. In particular, the
general government deficit for 2009 (on a
national accounts basis) was revised from
13.6% of GDP to 15.4% of GDP, thereby
affecting the achievement of a deficit of 8.1%
of GDP in 2010 as targeted by the EAP.3 More-
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Ι Χ F I S C A L D EV E LOPMENT S AND PRO S P E C T S *

** This chapter takes into account data and information that had been
published by 4 April 2011. 

11 On 8 April 2010, the spread of two-year bonds reached 652 basis
points and that of ten-year bonds 430 basis points (against the cor-
responding German bonds). 

22 The EAP was ratified by the Greek Parliament through the adop-
tion of Law 3845/2010 (“Measures for the implementation of the
mechanism for the support of the Greek economy by euro area
Member States and the International Monetary Fund”). 

33 The principal reason behind the last review of the general govern-
ment deficit in 2009 was the reclassification of public enterprises
into the general government sector (for more information, see Bank
of Greece, Monetary Policy 2010-2011, February 2011, p. 69-70). 



over, the stronger than expected economic
downturn in 2010 weighed heavily on the fis-
cal adjustment effort, which nevertheless did
bring about tangible results in 2010, with the
general government deficit ratio expected to
fall by about 5 percentage points of GDP rel-
ative to 2009. 

Eurostat will release final data on general gov-
ernment deficit in 2010 (on a national accounts
basis) for Greece and the other EU countries
on 26 April. According to recent assessments
by the European Commission and the IMF, the
general government deficit for 2010 (on a
national accounts basis according to the Euro-
pean system of accounts ESA 1995) will stand
at about 9½% of GDP or about €22 billion, i.e.
the same as the revised target set for 2010 in
the Introductory Report on the 2011 Budget
(€21.9 billion, see Table ΙΧ.1). In addition, the
reports stated that almost all quantitative tar-
gets had been met, under the quantitative per-
formance criteria on a cash basis, by the end of
2010. However, the deficit may reach a higher
level as a result of the revision of some data to
be finalised by Eurostat and ELSTAT by the
date of publication. 

It should be noted that, while applauding the
progress made up to now, the EU and IMF

reports also point out that the upcoming
period will be critical for the achievement of
targets set in the EAP. Moreover, both organ-
isations consider that further fiscal adjustment
measures of a structural nature amounting to
3/4% of GDP should be taken to ensure the
achievement of the target set in the 2011
Budget to reduce the general government
deficit to 7.4% of GDP in 2011. 

According to the decisions taken by the recent
informal meeting of Heads of State or Gov-
ernment of the euro area on 11 March 2011
and confirmed by the European Council on
24-25 March, which are favourable for
Greece, it is of decisive importance to adopt
an ambitious medium-term fiscal strategy
framework for 2012-2015, aiming at speeding
up fiscal adjustment, as repeatedly suggested
by the Bank of Greece. Key to achieving sus-
tainable fiscal adjustment is to reduce public
expenditure on a permanent basis, effectively
combat tax evasion and upgrade tax adminis-
tration. 

Overall, the implementation of an ambitious
medium-term fiscal strategy framework for
2012-2015 that will clearly describe the fiscal
consolidation and will include ―as a crucial
component― a public property utilisation and
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General government deficit11

(national accounts data – convergence criterion)
-5.7 -6.4 -9.4 -15.4 -9.5

– Central government -6.1 -6.4 -9.8 -15.1 -

– Social security organisations, local authorities, 
legal entities in public law

0.4 0.1 0.4 -0.3 -

State budget deficit22

(administrative data)
-3.9 -4.4 -5.9 -13.1 -8.4

State budget deficit33

(cash data)
-5.4 -5.5 -7.3 -13.9 -10.2

2006 2007 2008 2009 2010*

Table IX.1 General government and state budget deficits

(percentages of GDP)

Sources: Bank of Greece, Ministry of Finance and ELSTAT.
* Provisional data.
1 ELSTAT data, as notified to the European Commission (Excessive Deficit Procedure). Data on the general government deficit for 2010 are
estimates from the February 2011 update of the Economic Adjustment Programme for Greece. Figures may not add up due to rounding.
2 State General Accounting Office data, as shown in the state budget. 
3 Bank of Greece data referring to the state budget deficit on a cash basis excluding movements in the OPEKEPE account.



privatisation programme, could considerably
reduce public debt, contribute to economic
growth, help restoring confidence and opti-
mism for the future prospects of the Greek
economy and therefore facilitate the return of
Greece to the bond markets. 

2 FISCAL DEVELOPMENTS IN 2010 ON THE
BASIS OF FISCAL DATA 

The institutional framework for the long-
needed structural fiscal reforms was estab-
lished in 2010. However, these reforms will not
yield results to the required extent if their
implementation is not completed. 

As regards 2010, the impact of these reforms
cannot be easily quantified, as such changes
yield results over the long run. For this rea-
son, and in order to immediately reduce
deficit, restrictive policies were adopted in
2010; these policies aimed at increasing rev-
enue and containing expenditure and their
impact can be seen in individual items of the
government budget. 

In particular, the government budget deficit
fell to €19,448 million or 8.4% of GDP in
2010, from €30.872 million or 13.1% of GDP
in 2009, against a targeted decrease to 8.1%
of GDP in the EAP (see Table IX.10). Despite
the large reduction in the deficit (by 37.0%
compared to 2009), the deficit target set in the
EAP has not been achieved due to a shortfall
in revenue, which was only partly compen-
sated by the fact that the reduction in
expenses exceeded the target. In particular,
government budget revenue rose by 7.4%
(against a targeted increase of 15.5%), while
primary expenditure was reduced by 12.5%
(against a targeted decrease of 7.3%, as envis-
aged in the EAP). Finally, interest payments
rose by 7.3% (against a targeted 5.6% in the
EAP). The reduction in primary deficit, from
7.9% of GDP in 2009 to 2.7% of GDP in 2010,
is very important, as the primary deficit
directly influences the dynamics of the debt to
GDP ratio. 

2.1 ORDINARY BUDGET REVENUE 

Ordinary budget revenue (before tax refunds)
rose by 5.1% in 2010, compared with a revised
annual target of 5.7% under the Introductory
Report on the 2011 Budget, and came to€56,156 million (see Table IX.2). This suggests
a shortfall of €380 million compared with the
revised target. It should be noted that the ini-
tial target in the 2010 Budget was 9.1%; it was
later revised to 12.7% in the EAP, to be low-
ered to 5.7% as a result of the decline in eco-
nomic activity and delays in tax collection. The
increase in VAT revenue, especially after
August 2010, helped reduce the shortfall in
revenues (against the revised target). At the
same time, an important contribution also
came from the tax amnesty (receipts in the last
two months of the year amounted to about €1
billion) and from the full collection of road
duties for 2011 in 2010. 

Revenue from direct taxes fell considerably, by
5.6%. All categories of direct taxes yielded
lower revenue, with the exception of receipts
from tax arrears due to the tax amnesty and
from other direct taxes, which rose due to the
extraordinary levy on the profits of large under-
takings for the fiscal year 2008. In more detail: 

• Revenue from personal income tax fell by
13.3%, as a result of lower earnings of public
sector employees and pensioners and lower
employment. Tax withheld on personal
income registered a negative rate of growth for
the first time in recent years (-14.3%). 

• Revenue from corporate income tax fell by
16.9%, mostly as a result of lower corporate
profitability in 2009. 

• Revenue from tax on inheritance, gifts,
parental donation and real property also
decreased, due to the delay in dispatching the
(large) real estate property tax payment noti-
fications for 2010. 

• Revenue from tax arrears for the whole year
improved considerably, mostly in the last
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months of the year, due to the receipts (of
more than €1 billion) from the tax amnesty.4

This category also includes the collection of the
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44 Tax amnesty for unaudited fiscal years was introduced as a revenue
enhancing mechanism in 1978. Since then, it has been used by many
governments to boost tax revenue. This is the tenth time it is being
used and concerns pending tax cases of the previous ten-year period. 

I. Direct taxes 19,832 20,864 21,432 20,224 5.2 2.7 -5.6 

1. Income tax 16,092 16,670 16,590 14,287 3.6 -0.5 -13.9 

– Personal 10,160 10,816 10,841 9,398 6.5 0.2 -13.3 

– Corporate 4,659 4,191 3,790 3,149 -10.0 -9.6 -16.9 

– Special categories of income tax 1,272 1,583 1,880 1,670 24.4 18.8 -11.2 

(tax on shipping) 12 11 13 14 -13.0 21.2 7.7 

(tax on interest income from bonds, deposits, etc.) 492 635 504 567 29.0 -20.6 12.5 

2. Property taxes 434 486 526 487 11.8 8.3 -7.4 

3. Direct taxes collected on behalf of third parties 5 1 2 1 -79.2 92.5 -70.0 

4. Tax arrears 1,742 2,077 2,446 2,874 19.2 17.8 17.5 

5. Extraordinary and other direct taxes 1,559 1,631 1,868 2,575 4.6 14.5 37.8 

ΙΙ. Indirect taxes 28,572 30,221 28,291 31,042 5.8 -6.4 9.7 

1. Customs duties and special contributions on 
imports-exports

326 320 254 217 -1.9 -20.6 -14.6 

2. Consumption taxes on imports 3,233 3,246 2,229 2,046 0.4 -31.3 -8.2 

– VAT 2,236 2,403 1,756 1,796 7.5 -26.9 2.3 

– Cars 936 783 441 226 -16.3 -43.7 -48.8 

– Special consumption tax 61 59 32 24 -2.6 -46.1 -25.0 

3. Consumption taxes on domestic products 22,190 23,798 23,758 27,150 7.2 -0.2 14.3 

– Turnover tax 17 1 1 1 -96.6 72.1 0.0 

– VAT 15,145 15,840 14,826 15,578 4.6 -6.4 5.1 

– Fuel 2,867 3,689 4,374 5,698 28.7 18.6 30.3 

– Tobacco 2,582 2,516 2,566 2,913 -2.5 2.0 13.5 

– Road duties 820 997 1,046 1,591 21.6 4.9 52.1 

– Special levies and contributions on cars 76 73 63 52 -3.3 -14.0 -17.5 

– Other2 684 683 882 1,317 -0.1 29.1 49.3 

4. Transaction taxes 2,242 2,063 1,453 1,120 -8.0 -29.6 -22.9 

– Capital transfers 1,323 1,130 831 702 -14.6 -26.5 -15.5 

– Stamp duties 684 685 459 414 0.2 -33.0 -9.8 

– Licence fees for gambling 236 247 163 4 4.8 -34.1 -97.5 

5. Other indirect taxes 581 794 597 509 36.7 -24.8 -14.7 

ΙΙΙ. Total tax revenue 48,404 51,085 49,723 51,266 5.5 -2.7 3.1 

IV. Non-tax revenue 3,372 4,249 3,720 4,890 26.0 -12.4 31.5 

V. Total ordinary budget revenue 51,7773 55,334 53,443 56,156 6.9 -3.4 5,1 

2007 2008 2009 2010*

Percentage changes

2008/2007 2009/2008 2010*/2009

Table IΧ.2 Ordinary budget revenue1

(million euro)

Source: State General Accounting Office.
* Provisional data.
1 For comparability purposes, tax refunds have not been deducted from revenue.
2 Including the special consumption tax on domestic products.
3 Including “notional” revenue of €437 million arising from the settlement of positions vis-à-vis the Olympic Air.



single tax on real property (ΕΤΑΚ) for 2009,
which, contrary to what was initially expected,
was not completed in 2010. 

• Revenue from other direct taxes was 37.8%
higher, due to the extraordinary levy on the
profits of large enterprises (€910 million), the
one-off extraordinary tax on natural persons
whose annual income in 2009 exceeded€100,000 euro (€65 million) and the extraor-
dinary tax on natural persons with large real
estate property (€73 million). 

The considerable increase in revenue from
indirect taxes (9.7%) reflects to a large extent
the impact of tax measures taken in 2010. How-
ever, there was still a shortfall compared with
the revised targets in the Budget (increase by
11.2%). In more detail: 

• Revenue from VAT rose by 4.8%, as a
result of increased VAT rates and the intro-
duction of the receipt-based system of tax
allowances.5 It should be noted that after 
two successive increases in VAT rates and 
the extension of VAT scope, the targeted
increase in annual VAT revenue had been
revised to 6.6% (in the Introductory Report to
the 2011 Budget). 

• Revenue from indirect taxes was consider-
ably boosted by increases in excise duties on
tobacco, alcohol and fuel. The significant
increase in revenue from the taxation on
tobacco (13.5%) and alcohol (31.0%) reflects
the successive increases in the respective excise
duties in the months of January, March and
May 2010.6 Revenue from taxes on liquid fuels
rose by 30.3%, a development related to the
three increases in excise duties on fuels in
2010.7

• Furthermore, an important contribution
came from road duties for 2011, which were
paid in their entirety in 2010 (the deadline for
paying road duties was not extended, as has
been the case in previous years). Thus,
receipts from this item in December were par-
ticularly increased. 

Finally, non-tax revenue was considerably
boosted by receipts of €635 million (up by
31.5%), as a result of the programme to sup-
port the liquidity of banks. 

2.2 ORDINARY BUDGET EXPENDITURE 

Ordinary budget expenditure (which excludes
tax refunds) fell by 9.1% in 2010, compared
with a targeted decrease of 5.5% under the
EAP. This development is attributable to lower
primary expenditure in the ordinary budget,
which fell by 10.9% in 2010, against an initially
targeted reduction of 5.8%. It should be noted
that primary expenditure had risen by 16.5%
in 2009. Interest payments rose by 7.3% in
2010, compared with a forecast increase of
5.6% under the EAP (see Table IX.10). 

The large decrease in primary expenditure
results from successive measures8 taken in 2010
in the context of intensive efforts to reduce
deficit, as dictated by the EAP. On the basis of
available detailed data, this decrease derives
mostly from: 

• Personnel outlays, which fell by 9.3% in
2010, against an increase of 7.4% in 2009 (see
Table ΙΧ.3). This is attributable to measures
mostly related to a freeze in hiring, non-
renewal of fixed-term contracts, freeze in
wages and pensions, a 20% cut in the
allowances of civil servants, a 30% cut in the
Easter bonus for 2010 and the abolition of
the holiday allowance and the Christmas
bonus for civil servants and central govern-
ment pensioners, a reduction in the highest
pensions, cuts in overtime pay, reduction in
remuneration for participation in committees
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55 See Appendix.
66 For the increases in excise duties, see the Appendix.
77 See Appendix. 
88 Law 3833/2010: “Protection of the national economy – Urgent

measures to address the fiscal crisis”, Law 3845/2010: “Measures
for the implementation of the mechanism for the support of the
Greek economy by euro area Member States and the International
Monetary Fund”, Law 3847/2010: “Redetermination of Christmas
and Easter bonuses and holiday allowance for central government
pensioners and recipients of aid”, Law 3863/2010: “The new social
security system and relevant provisions. Regulation of labour rela-
tions”, Law 3865/2010: “Reform of the state pension system and
relevant provisions”. 
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Table IΧ.3 Outlays under the ordinary budget and the public investment budget 

(million euro)

Source: State General Accounting Office.
* Provisional data.
1 Including “other expenditure” for public debt servicing.
2 Including expenditure for the implementation of social welfare measures (e.g. Social Solidarity Pension Supplement for Pensioners – EKAS,
allowance to families with many children, etc.)
3 Excluding grants for the repayment of public hospitals’ arrears.

I. Outlays under the ordinary budget 55,137 60,980 71,817 65,247 69,003 10.6 17.8 -9.1 5.8

1. Personnel outlays 21,909 24,082 25,870 23,452 22,905 9.9 7.4 -9.3 -2.3

of which: pensions 5,052 5,904 6,487 6,250 6,258 16.9 9.9 -3.7 0.1

2.Interest payments1 9,796 11,207 12,325 13,223 15,920 14.4 10.0 7.3 20.4

3. Payments to the European Union 3,265 2,649 2,484 2,363 2,487 -18.9 -6.2 -4.9 5.2

of which: for retroactive contributions 1,108 - - - - - - - -

4. Transfer of revenue collected on behalf of
third parties

4,313 4,624 6,452 5,656 5,978 7.2 39.5 -12.3 5.7

5. Subsidies to farmers 734 758 665 516 735 3.3 -12.3 -22.4 42.4

6. Grants 11,488 14,890 19,015 16,933 17,554 29.6 27.7 -10.9 3.7

– to social security organisations2 8,744 12,128 15,266 13,656 14,415 38.7 25.9 -10.5 5.6

– to the Intergenerational Solidarity Fund - - 522 560 606

– extraordinary social solidarity aid - - 489 113 0

– other grants 2,481 2,762 2,738 2,604 2,533 11.3 -0.9 -4.9 -2.7

– to the fire-stricken 263 - - - - - - - -

7. Other 3,632 2,770 3,508 2,729 2,974 -23.7 26.6 -22.2 9.0

of which:

– Olympic Air 839 - 294 - - - - - -

– conduct of elections 134 - 293 120 20 - - - -

– reserve - - - - 580 - - - -

8. Grants for the repayment of public 
hospitals’ arrears

- - 1,498 375 450

II. Outlays under the public investment budget 8,803 9,624 9,588 8,447 8,500 9.3 -0.4 -11.9 0.6

1. Project execution 2,149 2,819 3,421 … … 31.2 21.4 … …

2. Grants 6,569 6,689 6,135 … … 1.8 -8.3 … …

3. Administrative costs 85 116 32 … … 36.5 -72.4 … …

III. Outlays under the state budget (I+II) 63,940 70,604 81,405 73,694 77,503 10.4 15.3 -9.5 5.2

Primary expenditure under the state budget 54,144 59,397 69,080 60,471 61,583 9.7 16.3 -12.5 1.8

Primary expenditure under the ordinary budget3 45,341 49,773 57,994 51,649 52,633 9.8 16.5 -10.9 1.9

Amortisation payments 23,543 26,246 29,135 19,549 28,130 11.5 11.0 -32.9 43.9

Procurement of defence equipment 2,380 2,597 2,175 1,017 1,600 9.1 -16.2 -53.2 57.3

NATO expenditure 51 23 40

Guarantees called in 
(entities outside the general government)

100 145 145

Annual data Percentage changes

2007 2008 2009

Execu-
tion

2010*
Budget

2011 2008/07 2009/08 2010*/09 2011/10*



and the establishment of a ceiling for public
sector wages. 

• Expenditure for subsidies (mostly to social
security funds), which were reduced by 10.9%,
against an increase of 27.7% in 2009. This
reduction resulted, inter alia, from the 10%
cuts in subsidies to the social security funds of
the Hellenic Telecommunications Organisa-
tion (OTE) and the Public Power Corporation
(DEH), as well as the cancellation of the
largest part (€400 million) of the second
instalment of the extraordinary social soli-
darity aid. 

• Consumption and other expenditure, which
was reduced by 22.2% in 2010, compared with
an increase of 26.6% in 2009. This reflected
cuts in commissions and travel expenses and
the reduction by €100 million of the initial
budget item for new projects by the Ministry of
Education. 

2.3 PUBLIC INVESTMENT BUDGET 

A number of decisions were taken in 2010 on
cutting back expenditure under the Public
Investment Budget; as a result, investment
expenditure was reduced by 11.9%, compared
with a targeted decrease of 4.0% under the
EAP, and came to €8,447 million or 3.7% of
GDP (see Table ΙΧ.10). Revenue of the Pub-
lic Investment Budget rose by 50.6% in 2010,
against a targeted increase of 59.7%. As a
result of the above, the investment budget
deficit came to €5,375 million or 2.3% of GDP,
compared with a deficit target of 2.6% of GDP
under the EAP. 

2.4 SOCIAL SECURITY AND WELFARE ORGANISA-
TIONS

Under Law 3871/2010 on financial manage-
ment and accountability, starting from 2010 the
budget submitted to the Parliament each year
will include an annual social budget for the
integrated social security system. The relevant
ex post data for 2009, estimates for 2010 and
forecasts for 2011 are presented in Table ΙX.4.9

As can be seen in Table ΙX.4, the consolidated
debt (excluding State budget subsidies) of
social security organisations (SSOs) for 2010 is
estimated at €9,180 million (4.0% of GDP), a
drop of 22.3% compared with 2009. This
favourable development is due to both higher
revenue (by 4.3%) and lower expenditure (by
a cumulative 3.5% for the operating and cap-
ital accounts). 

In particular, with regard to revenues, despite
the significant rise in unemployment and the
squeeze in earnings in 2010, the contributions
received by social security organisations appear
to be slightly higher (€22,618 million, against€22,070 million in 2009), which is possibly
related to the effort to combat contribution
evasion. At the same time, the collection of
arrears boosted other revenue of SSOs. 

Lower expenditure is attributable, on the one
hand, to decreased wage and pension outlays
of SSOs (by 8.4% and 2.5%, respectively)
under the strict incomes policy of 2010 and, on
the other hand, to savings from a more effi-
cient control of health expenditure, mostly
pharmaceutical expenditure,10 reflected in the
drop of other SSO expenses from €12,652 mil-
lion in 2009 to €11,960 million in 2010. 

As a result of the above, State subsidies,
which counterbalance the consolidated deficit
of SSOs, were significantly reduced in 2010
and came to €10,741 million (or 4.7% of
GDP), against €13,186 million (or 5.6% of
GDP) in 2009. 

2.5 PUBLIC ENTERPRISES 

According to the data in Table IX.5, the total
deficit (operating and capital accounts) of pub-
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99 It should be noted that up to 2009 the budget included data for only
six social security and welfare organisations, namely the Social
Insurance Institute (IKA), the Farmers’ Insurance Fund (OGA),
the Seamen’s Pension Fund (NAT-KAAN), the Manpower
Employment Organisation (OAED), the Workers’ Housing Organ-
isation (OEK) and the Workers’ Welfare Organisation (OEE). For
this reason, data on Social Security Organisations included in Table
IX.4 are not comparable with those included in previous Annual
Reports. 

1100 See Section 5 below.



lic enterprises11 came to €588 million in 2010,
i.e. much lower than in 2009 (€1,472 million).
The improvement in the financial results of
public enterprises is consistent with govern-
ment policies implemented in 2010 with a view
to increasing the profitability of public enter-
prises and containing their losses. These poli-
cies include, inter alia, introducing standard-
ised control procedures based on regular and
timely reporting, improving transparency by
publishing timely information on the Internet
regarding the financial position of large pub-
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1111 According to Law 3899/2010, public undertakings are defined
―with no exceptions from now on― as either societes anonymes
(SA) which are under the direct or indirect control of central gov-
ernment, or public entities in private law in which central govern-
ment holds a majority stake and which are managed and adminis-
tered by central government. Compared with the law previously in
force (Law 3429/2005), this definition extends the scope of the
supervision by the Special Secretariat for Public Enterprises and
Organisations of the Ministry of Finance. The Introductory Report
on the 2011 Budget, which includes the financial results of 52 Pub-
lic Enterprises and Organisations shown in Table IX.7, had been
drafted before the adoption of Law 3899/2010. Therefore, the scope
of supervision by the Special Secretariat for Public Enterprises and
Organisation is expected to be extended in 2011. Furthermore, it
should be noted that these 52 Public Enterprises and Organisations
include six enterprises (Thermal Bus Company – ETHEL, Athens-
Piraeus Electric Railway – HSAP, Trolley-bus Company of Athens
and Piraeus – HLPAP, Hellenic Railways Organisation – OSE,
TRAINOSE and Hellenic Defence Systems - EAS) which now
come under the general government sector (after the revision of
deficit data by ELSTAT and Eurostat in November 2010). 

A. Management account

1. Revenue 28,250 29,463 31,076 4.3 5.5

of which:

Social security contributions 22,070 22,618 23,817 2.5 5.3

Other revenue 6,180 6,845 7,259 10.8 6.0

2. Expenditure 39,976 38,542 38,763 -3.6 0.6

of which:

Salaries and wages 1,153 1,056 1,026 -8.4 -2.8

Pensions 26,168 25,520 27,169 -2.5 6.5

Other expenditure 12,652 11,960 10,553 -5.5 -11.8

3. Balance (1 - 2) -11,726 -9,079 -7,687 -22.6 -15.3

Β. Capital account

4. Revenue - - - - -

5. Expenditure 83 100 165 20.3 64.3

(Investment) 83 100 165 20.3 64.3

(Other expenditure) - - -

6. Balance (4 - 5) -83 -100 -165 20.3 64.3

Total result (3+6) -11,809 -9,180 -7,852 -22.3 -14.5

Percentage of GDP 5.0 4.0 3.4 -20.6 -13.8

Financing

7. Subsidies 13,186 10,741 9,998 -18.5 -6.9

(Ordinary budget) 13,185 10,741 9,998 -18.5 -6.9

(Public investment budget, EU, etc.) 1 0 0 -83.3 300.0

8. Net result (3+6+7) 1,377 1,562 2,146 13.4 37.5

(-) deficit, (+) surplus

9. Amortisation 11 12 11 2.7 -1.7

10.Gross result (8+9) 1,365 1,550 2,135 13.5 37.7

2009 2010*
Budget

2011

Percentage changes

2010/2009 2011/2010*

Table IΧ.4 Results of social security organisations1 and their financing

(million euro)

Source: Ministry of Finance, Introductory Report on the 2011 Budget.
* State General Accounting Office estimates.
1 Including 32 main and supplementary social security funds as listed in the Introductory Report on the 2011 Budget. Excluding social welfare
organisations (Manpower Employment Organisation – OAED, Workers’ Housing Organisation – OEK and Workers’ Fund – EE) and public
hospitals.
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lic enterprises, introducing strategic planning
for these enterprises, ensuring a more
rational management of their real estate prop-
erty, enhancing mechanisms to control man-
agement as regards compliance with laws and
regulations relevant to them, etc. 

The lower deficit of public enterprises came
exclusively from lower expenditure. By con-
trast, revenue fell compared with 2009. In the
operating account, expenditure was reduced by
16.0% (or €611 million) compared with 2009,
which reflected the strict control over the wage
bill and compliance with the guidelines of the
Special Secretariat for Public Enterprises and
Organisations of the Ministry of Finance on
cutting down operating costs. In this respect,
according to the data published by the Special
Secretariat for Public Enterprises and Organ-
isations, cost savings from wages in the nine-
month period from January to September 2010
compared with the corresponding period in
2009 amounted to €143 million. Expenses in
the capital account have been reduced by €160
million compared with 2009 (-21.2%); this was
mainly due to the drop in investment by €183
million. It should be noted that revenues of the
52 Public Enterprises and Organisations came
down to €1,557 million in 2010, compared with€1,853 million in 2009. 

Finally, in 2010 legislation was adopted on the
restructuring, financial consolidation and
development of OSE group and TRAINOSE
(Law 3891/2010), while the restructuring of
OASA group was also planned.12 These inter-
ventions are expected to considerably improve
the financial aggregates of public enterprises
as a whole, as these transport entities account
for the bulk of public enterprises’ total
deficit.13

2.6 PUBLIC DEBT 

The evolution of public debt over time, with
rates above 99% of GDP in the past fifteen
years, and structural rigidities represent the
most important sources of macroeconomic
imbalances that led the Greek economy to a

deep crisis (see Table IX.6). Although the fast-
paced economic growth from 2000 up until the
onset of the crisis was combined with low inter-
est rates up to 2005, primary surpluses up to
2002 and privatisation proceeds mostly from
1996 onwards, it has not been possible to halt
the upward trend of public debt. By contrast,
the significant shortfall in tax income and the
increase in expenditure in recent years up to
2009 have led to a strong rise in borrowing
requirements, thereby strengthening Greece’s
dependence on developments in capital mar-
kets, while at the same time highlighting the
structural weaknesses in both the tax-collection
and the expenditure control mechanisms. 

According to the Introductory Report on the
2011 Budget, the general government debt is
estimated at €330.4 billion in 2010. This figure
represents 143.5% of the revised GDP for
2010. 

As pointed out14 by the Bank of Greece, the
strong increase in the general government debt
reflects an upward revision15 of the general
government fiscal aggregates (deficit and debt
on a national accounts basis) for 2006-2009
(see Table ΙΧ.7). 

The most important factors behind the
increase in public debt from 99.2% of GDP in
2008 to 115.1% and then to 126.8% of GDP in
2009 include the reclassification of public
enterprises of the broader public sector into
the general government sector (7.7% of GDP),
the inclusion of swap agreements into public
debt (2.3% of GDP), the downward revision of
GDP for 2009 at current prices (1.3% of GDP),
other adjustments (0.4% of GDP) and the
recording of the external debt of local author-
ities (0.04% of GDP). In 2010, public debt was
burdened with the estimated deficit for 2010
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1122 The restructuring of the Athens Urban Transport Organisation
(OASA) was legislated in February 2011 with the adoption of Law
3920/2011, whose basic provisions are outlined in Section 5 below. 

1133 In 2009 the cumulative deficit of OSE, TRAINOSE and OASA cor-
responded to 79% of the total deficit of all 52 public enterprises
and organisations. 

1144 Bank of Greece, Monetary Policy Report 2010-2011, February
2011, p. 69. 

1155 According to Eurostat’s press release of 15.11.2010. 
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Table IX.6 Decomposition of changes in the general government debt-to-GDP ratio1

(percentages of GDP)

Source: Ministry of Finance, General Directorate of Economic Policy, “Hellas: Macroeconomic Aggregates”. 
* Provisional data from the Introductory Report on the 2011 Budget. 
1 Changes in the debt ratio have been decomposed using the following formula:

Dt – Dt-1 = PBt    + Dt-1 *
it – gt + SFt                                             Yt Yt-1  Yt              Yt-1 1 + g  Yt

where Dt = general government debt
PBt = primary balance (deficit or surplus)
Yt = GDP at current prices 
gt = nominal GDP growth rate
it = average nominal rates on government debt
SFt = 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. 

General government debt-to-GDP
ratio 

101.7 97.4 98.9 109.0 106.1 105.1 110.3 126.8 143.5

Changes in the general government
debt-to-GDP ratio

-2.1 -4.2 1.4 10.2 -2.9 -1.0 5.3 16.5 16.7

– Primary balance -0.7 0.7 2.6 0.7 1.4 1.9 4.5 10.1 3.8

– Change in GDP and change in
interest rates -1.2 -4.4 -1.8 -0.4 -4.2 -2.9 0.5 6.2 8.4

– Deficit-debt adjustment2 -0.1 -0.5 0.7 9.8 -0.2 0.0 0.2 0.2 4.5

2002 2003 2004 2005 2006 2007 2008 2009 2010*

Short-term 2,839 1,337 2,347 1,940 5,551 12,065 -

– securities 2,568 1,156 943 1,625 5,496 10,820 -

– loans 271 181 1,404 315 55 1,245 -

Medium- and long-term 179,342 209,846 220,869 235,948 255,117 284,490 -

– securities 156,969 168,336 178,600 192,712 210,643 241,901 -

– loans 22,373 41,510 42,269 43,236 44,474 42,589 -

Coin and deposits 1,006 1,235 988 693 728 1,477 -

Total 183,187 212,418 224,204 238,581 261,396 298,032 330,400

% of GDP 98.9 109.0 106.1 105.1 110.3 126.8 143.5

– euro-denominated debt 180,684 209,671 222,148 236,665 259,764 296,772 324,387

of which:

(to the Bank of Greece) (8,488) (7,988) (7,991) (7,521) (7,051) (6,581) (6,154)

(to the IMF/EU/ECB) (27,121)

– non-euro denominated debt 2,503 2,747 2,056 1,916 1,632 1,260 6,0132

(of which: to the IMF/EU/ECB) (4,704)

2004 2005 2006 2007 2008 2009 2010*

Table IX.7 Consolidated debt of general government1

(million euro)

Sources: State General Accounting Office and Bank of Greece.
* Provisional data.
1 According to the definition in the Maastricht Treaty.
2 Valuation using exchange rates as at 31.12.2010. 



(about 9½% of GDP, according to the Intro-
ductory Report on the Budget), the assump-
tion of the debt of hospitals (2.3% of GDP),16

the financing of the Hellenic Financial Stabil-
ity Fund (about 1.1% of GDP),17 the fall in
nominal GDP and the cash balance of 2010. It
should be reminded that the upward revision
of the debt for 2009 (which also affected the
level of debt for 2010) for the most part did not
derive from new liabilities of the central gov-
ernment, but from existing state-guaranteed
loans granted in the past to public enterprises.
As a result of the inclusion of significant pub-
lic enterprises in the general government sec-
tor, relevant state-guaranteed loans were auto-
matically taken into account in the public debt,
while the state-guaranteed loans were reduced
accordingly. 

3 FISCAL DEVELOPMENTS IN 2010 ON THE
BASIS OF CASH DATA 

According to available data, the cash deficit of
the State budget18 fell by 28.3% in 2010 to€23,396 million or 10.2% of GDP, against
13.9% of GDP in 2009 (see Table ΙΧ.8 and
Chart IX.1). The decline in the deficit would
have been larger (by about 0.2% of GDP) if
nominal GDP in 2010 had not been lower than
that in 2009. The decline in the deficit came
mainly from the reduction in the ordinary
budget cash deficit from €25,318 to €18,333
million and, to a lesser extent, from the drop
in the deficit of the public investment budget
to 2.2% of GDP in 2010 from 3.1% in 2009. 

The reduction in the State budget deficit in
2010 is attributable both to the increase in
revenue and the decrease in expenditure. In
particular, State budget revenue on a cash
basis rose by 9.7%, against an 11.2% decrease
in 2009. Ordinary budget revenue rose by
7.7%, while revenue in the public investment
budget rose by 57.8%. A considerable reduc-
tion in the primary expenditure of the ordi-
nary budget by 11.3% was achieved in 2010,
against a 16.9% increase in 2009. Moreover,
public investment budget expenditure was

also reduced by 11.3%, against a reduction of
2.8% in 2009. 

In the first three months of 2010, the central
government borrowing requirement was
financed through the issuance of syndicated
bonds (for an amount of €18 million), Treas-
ury bills and foreign short-term securities.
However, due to the fiscal crisis and the par-
ticularly high rates on government loans and
Greek debt refinancing in international mar-
kets, the Financial Support Mechanism was set
up. Thus, from May 2010 onwards, Greece’s
access to markets has been limited to Treasury
bill auctions (conducted on a monthly basis
rather than on a three-month basis and for
lower amounts since September 2010) and bor-
rowing takes place mostly through the Support
Mechanism on a quarterly basis. In 2010, €31.7
billion was received through this mechanism;
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1166 With regard to hospital liabilities, it should be noted that, in Octo-
ber 2009 although these had been recorded in the deficits of the
years 2005-2009, they had not been recorded in the debt for the
respective years, as the issuance of the relevant bonds started only
in December 2010. Up to end-2010, the bonds issued to pay hos-
pital liabilities totalled €849.2 million (0.4% of GDP). Therefore,
the debt for 2010 includes also this amount, while the remainder
will affect the debt for 2011.

1177 However, from the foreseen €2.5 billion, which corresponds to
1.1% of GDP, €1.5 billion was paid in 2010, i.e. 0.6% of GDP.

1188 Not including movements in the OPEKEPE account. 
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Table IX.8 State budget deficit on a cash basis1,2

(million euro)

State budget 12,432 17,361 32,622 23,396

% of GDP 5.5 7.3 13.9 10.2

―Ordinary budget3 8,5124 12,5855 25,3186 18,3337

―Public investment budget 3,920 4,776 7,304 5,063

2007 2008 2009 2010*

Source: Bank of Greece.
* Provisional data.
1 As shown by the respective accounts with the Bank of Greece and other credit institutions.
2 Excluding movements in the OPEKEPE (Payment and Control Agency for Guidance and Guarantee Community Aids) account.
3 Including movements in public debt management accounts.
4 Including privatisation proceeds of €1,107.5 million from the sale of Hellenic Telecommunications Organisation (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 the fire stricken
population and a grant of €465.7 million to the Agricultural Insurance Organisation (OGA).
5 Including proceeds of €430.8 million from the sale of OTE shares and expenditure of €570.8 million for a grant to OGA but excluding the
payment of Greek government debt to the Social Insurance Institute (IKA) by the issuance of bonds of €1,172 million. It should be noted that
during the strike of the Bank of Greece personnel in March 2008, public debt service payments of €1,537 million were effected through com-
mercial banks, of which €359 million in interest payments were not reflected in the cash data of the Bank of Greece. If this latter amount is
included in interest payments, then the state budget deficit rises from 7.3% of GDP to 7.5% of GDP.
6 Excluding expenditure of €3,769 million for the acquisition of preference shares of Greek banks under Law 3723/2008 and of €1,500 million
for the issuance of bonds to cover the capital increase of the Credit Guarantee Fund for Small and Very Small Enterprises (TEMPME SA),
but including proceeds of €673.6 million from the sale of OTE shares and €72.3 million from the privatisation of Olympic Airlines, as well as
the payment of Greek government debt to OGA by the issuance of bonds of €531 million.
7 Including expenditure of: (i) €297.9 million (bond issue reopening) for the payment of past government debt to the Social Insurance Insti-
tute (IKA); and (ii) €714.7 million (bond issuance) for the payment of past government debt to the Hellenic Petroleum SA (ELPE), Egnatia
Motorway SA and the Agricultural Bank of Greece, but excluding expenditure of: (i) €849.2 million (bond issue reopening) for the repayment
of public hospitals’ arrears pursuant to Article 27 of Law 3867/2010, which burdens the 2010 debt; and (ii) €424.3 million (bond issuance) for
the settlement of financial obligations of the Hellenic Agricultural Insurance Organisation (ELGA), a replacement of previous loan with the
same terms. Also excluding expenditure of €1,500 million for the paying-up of the capital of the Hellenic Financial Stability Fund.

Table IX.9 Financing of the state budget deficit

(million euro)

Source: Bank of Greece.
* Provisional data.
1 Comprising Treasury bills, short-term securities 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 other credit institutions. Excluding changes in the
OPEKEPE account.
3 Comprising borrowing abroad and securities issuance abroad (all currencies). Excluding non-residents’ holdings of bonds issued in Greece.
4 Excluding bonds issued by the Greek government for debt repayment to the Social Insurance Institute – IKA. See also footnote 5 in Table IX.8.
5 Including the issuance of bonds of €3,769 million for the acquisition of preference shares of Greek banks to help strengthen their liquidity position,
as well as the issuance of bonds of €1,500 million for covering the capital increase of the Credit Guarantee Fund for Small and Very Small Enterprises
(ΤΕMPME SA).
6 Excluding bonds issued by the Greek government for the repayment of debts of public hospitals and of the Hellenic Agricultural Insurance
Organisation (ELGA). See also footnote 7 in Table IX.8.

Greek Treasury bills and
government bonds1 15,310 123.1 17,2834 99.6 39,9535 122.5 1,1556 4.9

Change in the balances of central
government accounts with the
banking system2

-742 -6.0 -3,596 -20.7 -4,6125 -14.1 -8,148 -34.8

External borrowing3 -2,136 -17.2 3,674 21.2 -2,719 -8.3 -1,314 -5.6

Borrowing from the IMF/EU/ECB 31,703 135.5

– from the EU 21,000

– from the IMF 10,703

Total 12,432 100.0 17,361 100.0 32,622 100.0 23,396 100.0

2007 2008 2009 2010*

Amount % of total Amount % of total Amount % of total Amount % of total



in particular, €21 billion came from euro area
countries and €10.7 billion from the Interna-
tional Monetary Fund (see Table ΙΧ.9). 

4 THE BUDGET FOR 2011: KEY FISCAL 
ADJUSTMENT MEASURES AND INSTITUTIONAL
FISCAL REFORMS 

4.1 THE STATE BUDGET FOR 2011 

The 2011 budget marks a continuation of the
major effort launched in spring 2010 to achieve
fiscal adjustment and stabilise the debt-to-
GDP ratio. The 2011 budget is in line with the
updated Economic Adjustment Programme
and anticipates a decline in the general gov-
ernment debt by 2.2 percentage points, to 7.4%
of GDP (see Table ΙΧ.10). At the same time,
the Updated Memorandum (February 2011)
projects a reduction of the deficit to below
3.0% of GDP in 2014. 

Contrary to 2010, the reduction in the general
government deficit in 2011 is expected to
come by about 3/4 from entities outside the
central government. For this reason, the pro-
jected reduction in the deficit of the state
budget for 2011 is only 0.5% of GDP (from
8.4% of GDP in 2010 to 7.9% of GDP – see
Table ΙΧ.10). This low figure, despite the
important measures taken on both the rev-
enue and expenditure sides, partly reflects
how difficult it is to achieve fiscal adjustment
amid recession. 

It should be stressed, however, that the pri-
mary deficit of the state budget for 2011 is
expected to show a much higher improvement
than the overall deficit (primary deficit: reduc-
tion by 1.8 percentage points, overall deficit:
reduction by 0.5 percentage points of GDP).
Thus, the primary deficit target for 2011 has
been set at 0.9% of GDP, compared with 2.7%
in 2010 and 7.9% in 2009 (see Table ΙΧ.10).
Provided there are no deviations in the imple-
mentation of the 2011 budget, this steep drop
in the primary deficit within a period of two
years would lay the foundations for achieving

a primary surplus in 2012 and a stabilisation of
the debt-to-GDP ratio in 2012-2013. 

The reduction in the state budget deficit is
expected to come mainly from a significant
increase in revenues of the ordinary budget (by
8.5%), while revenues of the public investment
budget are also expected to increase substan-
tially (by 27.7%). On the other hand, ordinary
budget expenditure in 2011 is expected to
increase by 5.8% against 2010. As analysed
below, this increase is mainly due to interest
payments, while primary expenditure under the
ordinary budget is expected to record a smaller
increase (of only 1.9%). Furthermore, invest-
ment expenditure is expected to rise by only
0.6% compared with 2010. 

4.1.1 Ordinary budget 

The considerable increase in the ordinary
budget revenue (before tax refunds), which is
estimated at €59,320 million (or 26.0% of
GDP, compared with 22.7% in 2009 and
23.4% in 2008), is expected to stem from the
full (annual) yield of a multitude of tax and
structural measures that have already been
taken in 2010, as well as from new measures
(many of which have already been launched).
The most important of these measures are as
follows: 

• Annual return of all tax measures taken in
2010, in particular of the two increases in
VAT rates, the broadening of the VAT base
to include activities that were exempt from
VAT up to June 2010 (e.g. legal services of all
types, taxi fares, writers, artists, etc.), the
increases in excise taxes (on fuel, tobacco and
alcoholic beverages), the changes in the tax-
ation of inheritance, gifts and parental dona-
tions, etc. 

• Increase in the lower VAT rate from 11% to
13% as of 1 January 2011. 

• Collection of the proceeds of tax amnesty
measures and of tax arrears, which started in
October 2010. 
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• Collection of the Single Tax on Real Estate
Property (ΕΤΑΚ) from 2009 and of the tax on
(large) real estate property for 2010 and 2011. 

• Updating “objective real estate values”
within 2011. 

• Introduction of new criteria to determine
the taxpayers’ presumptive income and exten-
sion of the book specification of income for tax
purposes. 

• New extraordinary levy on businesses
(largely to be paid in May-June 2011). 

• Possible equalisation of excise tax on motor
fuel and heating fuel as of autumn 2011, thus
curbing fuel smuggling. 

• Drastic reduction of pending court cases
through institutional changes in the proceed-
ings before administrative courts in tax cases. 

• Sale of gaming licenses and collection of
royalties. 

• Renewal of telecommunications licenses,
fees for licenses to use radio frequencies, etc. 

It should be noted that a new tax bill is under
preparation that will provide for new measures
and will set a limit on existing tax exemptions
in income taxation. 

It should be noted that, in addition to new tax
measures, a radical reorganisation and improve-
ment of the tax collection mechanism is indis-
pensable. The need to improve tax collection has
become urgent, as the increased tax burden
makes tax evasion more “attractive”; thus, insin-
cere taxpayers intensify their efforts to evade tax.
Therefore, tax measures should be combined
with measures aimed at improving the tax col-
lection mechanism. In the absence of a modern,
sound and efficient tax-collection mechanism, no
tax measure could yield the anticipated revenues. 

Regrettably, the reduction in budget expendi-
ture achieved in 2010 is rather impossible to

continue in 2011. Thus, as mentioned above,
ordinary budget expenditure in the 2011
budget is projected to increase by 5.8% reach-
ing €69,003 million, compared with €65,247
million in 2010. Ordinary budget primary
expenditure is expected to rise to a lesser
extent, by 1.9% compared with 2010, reaching€52,633 million. 

The increase in ordinary budget expenditure by€3,756 million compared with 2010 is attrib-
utable mainly to the following (see Table
ΙΧ.3): 

• increase in interest payments by 20.4% (or€2,697 million), due to higher interest rates on
Greek borrowing (mostly on short-term loans), 

• increase in grants to welfare organisations
(Labour Force Employment Organisation-
OAED, Workers’ Housing Organisation-OEK,
etc.) and public hospitals by €759 million, 

• increase in the restitution of revenue to third
parties (mostly first and second-level local
authorities) by €322 million, and 

• increase in other expenditure by €245 mil-
lion. This development is entirely due to the
establishment of a €580 million reserve that
did not exist in previous years. 

By contrast, the wage bill in 2011 is expected
to decrease by a further 3.2% and stand at€16,647 million, compared with €17,202 mil-
lion in 2010. These savings are expected to
come from measures taken in 2010 that would
yield results on an annual basis in 2011 (e.g.
abolition of the Easter bonus and cuts in
allowances), as well as from the retirement of
a large number of civil servants (less
increased expenses from pay advancement and
limited new recruitment). 

Finally, despite the measures taken in 2010,
expenditure on civil servants’ pensions will
remain virtually unchanged (2011: €6,258 mil-
lion, 2010: €6,250 million), due to the large
number of civil servants who retired in 2010. 
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4.1.2 Public investment budget 

In 2011, payments under the public investment
budget are expected to remain virtually
unchanged at €8,500 million, compared with€8,447 million in 2010 (see Table ΙΧ.10). By
contrast, public investment budget revenue is
expected to rise by 27.7% reaching €3,922 mil-
lion. In particular, inflows from EU Structural
Funds are expected to rise by 32.9% against
2010 and reach €3,722 million. Compared with
2009 (€1,857 million), they are expected to
double. Thus, in 2011 the public investment
budget deficit would be limited to €4,578 mil-
lion, or 2.0% of GDP, compared with a deficit
of €7,548 million in 2009 (see Table ΙΧ.10). 

4.2 FINANCIAL TRANSACTION WITH THE EUROPEAN
UNION 

Following a sharp decline in 2009, net receipts
from the ΕU rose by 54.6% in 2010 reaching€3,113 million, up from €2,014 million in 2009
(see Table ΙΧ.11). This improvement mainly
stems from the increase in inflows by 21.7%, as
well as from the decline in payments to the EU
by 4.9% compared with 2009. Higher inflows
mostly came from the European Social Fund,
the European Regional Development Fund,
the European Rural Development Fund and
the Cohesion Fund. 

For 2011, a further increase of 39.1% is
expected in net receipts, which would thus
reach a targeted €4,331 million. This devel-
opment is expected to stem from a 24.5%
increase in inflows, while payments to the EU
will also rise slightly, by 5.2% (see Table
ΙΧ.11). 

4.3 BUDGETS OF SOCIAL SECURITY AND WELFARE
ORGANISATIONS AND PUBLIC ENTERPRISES 

Social Security Organisations 

According to data19 in the Introductory Report
on the 2011 Budget, the deficit of social secu-
rity organisations (without taking into account
grants under the ordinary budget) is expected

to decrease compared with the two previous
years and stand at €7,851.5 million or 3.4% of
GDP, compared with 4.0% in 2010 and 5.0%
in 2009 (see Table ΙΧ.4). This projection is
based both on the expected considerable rise
in revenue (5.5%) and on the slower growth of
expenditure (rise by only 0.6%). 

According to the Introductory Report, the
increase in revenue will be achieved through
higher receipts from social security contribu-
tions (5.3%), which account for 76.6% of total
revenue. The anticipated considerable rise in
contributions is based on the extensive efforts
to combat contribution evasion, reduce unin-
sured labour and collect contribution arrears.
However, recent data pointing to a decline in
economic activity and a fall in employment in
the last quarter of 2010 (which had not been
available when the budget was drafted) may
imply that it would be difficult to achieve the
targeted increase in social security contribu-
tions by 5.3% in 2011. 

With regard to expenditure of social security
organisations, diverging developments are
expected in the two main expenditure cate-
gories. Pension outlays, which account for
70.1% of total current expenditure, is expected
to rise considerably (6.5%), because of the
increased number of pensioners in 2010 and
2011. By contrast, health expenditure (mostly
on medicines), which accounts for about 25.0%
of total expenditure, is expected to fall by
11.8%. This decline is expected to result from
control over pharmaceutical expenditure
through (a) the electronic monitoring of funds’
prescriptions, (b) the decrease in the prices of
pharmaceuticals, (c) the establishment of a
mandatory list of reimbursable medicines for all
funds (d) the setting of a ceiling for the prices
of materials used in surgical operations. Finally,
savings are also anticipated in the staff costs of
social security organisations, which are
expected to fall by about 2.8% in 2011. 
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1199 As already mentioned in Section 2.4, it is the first time that the
Introductory Report includes data for almost all social security
organisations in Greece (see footnote 9). 
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The projected reduction in the deficit of social
security organisations, for the second year in
a row, implies lower grants from the ordinary
budget (-6.9%). Despite lower grants, the
financial result for 2011 (a large part of which
will be added to the funds’ reserves) is
expected to be a surplus of €2,146 million,
against a surplus of €1,562 million in 2010. 

Public enterprises 

As mentioned above, in 2011 the effort to
reduce the general government deficit has
shifted to entities not falling under the State
budget and in particular to public enterprises.
Already in 2010, through a series of meas-
ures,20 a reduction was achieved in the overall
deficit of the consolidated operating and cap-
ital account to €588 million (see Table ΙΧ.5).
An even stronger moderation of the deficit is
expected in 2011, when the consolidated deficit
of the operating and capital account should
turn into a surplus of €387 million.21

This improvement is expected to derive mainly
from the decline in operating expenditure by
23.4% to €2,460 million. This projection is
based on the planned reduction in the wage
and operating costs of public enterprises and,
in particular, on the restructuring of the OSE
and OASA groups22 (Laws 3891/2010 and
3920/2011). At the same time, the revenue of
public enterprises is expected to rise in 2011 by
10.4%, thus contributing to better financial
results. 

These projections are based on efforts and
measures that were launched in 2010 and were
intensified in 2011 in order to improve the
operation of public enterprises. These meas-
ures, in addition to reducing wage costs,
include: checking whether a type of expendi-
ture is necessary; achieving economies of scale;
ensuring strict control on budgets; putting to
better use the real property of public enter-
prises; assuming the loans of OSE/TRAINOSE
and a part of OASA’s liabilities; increasing
ticket prices and ensuring that tickets are actu-
ally paid; assessing results on a monthly basis;

strengthening internal auditing; improving the
procurement procedure; and merging admin-
istrative services, particularly for small enter-
prises. 

In order to boost consolidation in public enter-
prises, the grant under the ordinary budget for
2011 (in addition to assuming the liabilities of
OSE and OASA) will rise to €589 million,
compared with €210 million in 2010. Thus,
their gross borrowing requirement for 2011 is
expected to decrease considerably, to €282
million, from €1,100 million in 2010. 

5 KEY INSTITUTIONAL CHANGES AND 
STRUCTURAL REFORMS IN THE FISCAL 
SECTOR 

In 2010, significant structural reforms were
enacted and are expected to further underpin
fiscal adjustment. A multitude of legislative
measures focused on crucial sectors of the
economy, such as the social security system,
healthcare, public enterprises and local gov-
ernment. At the same time, the fiscal policy
framework was radically overhauled and fiscal
institutions were strengthened in order to
ensure greater transparency and tighter control
of expenditure. 

In June 2010, the Kallikratis Programme was
passed by Parliament.23 Kallikratis aims at sav-
ing resources by reducing the number of local
government authorities and associated enti-
ties24 and achieving economies of scale. For the
2011-2013 period, annual savings of €500 mil-
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2200 See Section 2.5. 
2211 This amount results from the surplus of €12,186 million indicated

in Table IX.5 less €11,799 million (settlement of OSE’s debt). 
2222 The Bank of Greece has repeatedly stressed in the past that con-

taining deficits particularly of public transports formed a necessary
condition for controlling deficits and borrowing of public enter-
prises. See, for example, Bank of Greece, Annual Report 2009, p.
98-99 and 109. 

2233 Law 3852/2010 “New architecture of local government and decen-
tralised administration – Kallikratis Programme”. 

2244 In particular, the number of first-level local government authori-
ties (municipalities) are reduced to 325 (from 1,034), second-level
local government authorities are structured into 13 regions by bring-
ing together the former 57 prefectural divisions that have now been
abolished, while legal entities in public law within municipalities and
regions are merged into 2,000 entities, down from 6,000. 



lion are expected. To this end, the government
has taken measures to limit borrowing by local
authorities and has imposed a no-deficit rule
on them until at least 2014. 

In July 2010, the social security reform was leg-
islated (Law 3863/2010 and Law 3865/2010
applying to workers in the private and the pub-
lic sector, respectively), with the aim to ensur-
ing the long-term sustainability of the pension
system,25 which can be quantified as limiting
pension expenditure growth to 2.5% of GDP
in the 2009-2060 period, against 12.5% of GDP
under the no-change scenario. According to
the latest assessments of the European Com-
mission and the IMF, the reform is considered
highly ambitious in the light of international
experience.26 The next step will consist in eval-
uating the viability of the larger supplementary
pension funds. New legislation focusing on
supplementary pension and welfare funds are
expected to be adopted by September 2011.27

The social security reform of July 2010 also
brought about changes in the field of health-
care,28 although these had to be supplemented
by additional legislative measures29 designed to
reduce expenditure, increase cost efficiency
and improve the provision of services.
Reforms mostly aim at reducing pharmaceu-
tical expenditure and rationalising hospital
procurement.30 According to the Introductory
Report on the 2011 Budget, cost savings in the
field of healthcare for 2011 are estimated at€2.1 billion.31 With regard to structural
reforms, provision has been made for the
establishment of the National Healthcare
Organisation (EOPYY) in August 2011, whose
authority will extend to the National Health
System hospitals, the healthcare arms of the
Social Security Institute (IKA), of the Agri-
cultural Insurance Organisation (OGA) and of
the Social Security Organisaton for the Self-
Employed (OAEE), the Healthcare Organi-
sation for the Insured of the Public Sector
(OPAD) and the Seamen’s Home (Law
3918/2011). Measures of administrative nature
have also been enacted concerning the opera-
tion of hospitals aimed at boosting hospital

revenue, such as the introduction of the all-day
operation of hospitals (Law 3868/2010). At the
same time, admission fees for regular outpa-
tient clinics in public hospitals and healthcare
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2255 The principal changes in the social security reform are as follows:
(a) introducing ―as from 1 January 2015― a contributory pension
that will be calculated on the basis of contributions paid through-
out working life and a basic pension that will not be contribution-
based but rather of a welfare nature; (b) adjusting key parameters
of the pension system in order to include future pension expendi-
ture, e.g. setting the minimum retirement age at 60 years provided
40 years of working life have been completed. For a more detailed
presentation of the social security reform, see Bank of Greece,
Monetary Policy – Interim Report 2010, October 2010, Box V.2,
p. 109-111. 

2266 In a recent preliminary study concerning three social security funds
(Social Security Institution - IKA, Social Security Organisation for
the Self-Employed – OAEE and Agricultural Insurance Organi-
sation - OGA), the projections of the National Actuarial Author-
ity (EAA) for the 2010-2060 period suggest that the 2010 social
security reform has made a considerable contribution to stabilis-
ing pension expenditure (as a percentage of GDP) at 2009 levels. 

2277 Further changes in the larger pension funds cannot be ruled out
if the financial target of the social security reform (putting a 2.5%
of GDP cap on pension expenditure in the 2009-2060 period) is
deemed unattainable. 

2288 In particular, the financial and accounting independence of the
healthcare arm of IKA-ETAM has been established, the primary
and secondary healthcare units of the National Health System and
the Social Security Organisations (FKA) have been pooled and now
operate within a single framework and, finally, provision has been
made for a partnership between social security organisations with
regard to health benefits through the Coordinating Board for
Health Services that is going to operate within the General Sec-
retariat for Social Security. 

2299 In particular, the relevant reforms are included in: (a) Law
3840/2010 “Decentralisation, simplification and improvement of
the efficiency of procedures pertaining to the National Strategic
Reference Framework (ESPA) 2007-2013 and other provisions” (24
March 2010), (b) Law 3868/2010 “Upgrading of the National
Health System and other provisions falling within the jurisdiction
of the Health and Social Solidarity Ministry” (27 July 2010), and
(c) Law 3918/2011 “Structural changes in the health system and
other provisions” (15 February 2011). 

3300 New legislation designed to reduce pharmaceutical expenditure and
reform the hospital procurement system can be summarized as fol-
lows: Pharmaceutical expenditure: Law 3840/2010 stipulates that
(a) the prices of brand-name medicines, upon expiry of the patent,
are reduced by at least 20%, (b) the prices of pharmaceutical prod-
ucts with a similar active substance and pharmacotechnical form
are set to a maximum of 90% of the sale price of the respective off-
patent brand-name medicine, (c) the price of each pharmaceuti-
cal product produced or packaged or imported in Greece is deter-
mined as the average of the three lowest prices of the medicine in
EU Member States. Furthermore, Law 3918/2011 provides for the
following: (a) introduction of a reimbursement from private phar-
macies and pharmaceutical companies in favour of the healthcare
arms of social security organisations, (b) reducing the gross profit
margin of pharmaceutical product wholesalers, (c) transferring to
the Ministry of Health the responsibility to price medicines. Pro-
curement procedures: Law 3918/2011 (a) aims at rationalising sup-
plies, by ensuring that each organisation drafts an annual list of
products and services to be procured for the next year, (b) gives the
possibility to awarding authorities to assign the responsibility to
carry out procurement to other entities (including private ones),
(c) provides for a realignment of medical equipment prices with
those of the Price Observatory. 

3311 The containment of pharmaceutical expenditure is expected to be
further enhanced by the universal implementation of the electronic
prescription system (which, for the time being, is implemented only
by the Social Security Organisation for the Self-Employed –
OAEE) the extension of the list of medicines and a wider use of
generic medicines. 



centres of the National Health System have
risen (from €3 to €5). Hospital computerisa-
tion and the introduction of the double-entry
accounting system in public hospitals, as well
as the universal application of the electronic
prescription system are ongoing. 

Progress is at present a major challenge, as
controlling and evaluating the performance of
the measures intended to reduce health expen-
diture can only be achieved if the central
administration has access to reliable, timely
and regularly available financial data for all
entities within the National Health System. For
example, according to a recent report by the
European Commission, electronic prescribing
has not been extended to all hospitals (it is
used in only 60 out of 134 hospitals), while the
creation of a similar uniform and integrated
system for all social security organisations
(except OAEE) has yet to be completed.32

Important institutional changes have also been
introduced to public enterprises, which are
now subject to a stricter financial supervision
framework coordinated by the Special Secre-
tariat for Public Enterprises and Organisations
within the Ministry of Finance (EGDEKO).33

This Special Secretariat closely monitors the
evolution of the wage bill and the compliance
with legislation on incomes policy in Public
Enterprises and Organisations,34 as well as the
progress made in the effort to reduce their
operating expenses. With a view to ensuring
the economic viability of Public Enterprises
and Organisations, new legislation was passed
to restructure transport entities, namely the
groups of the Hellenic Railways (OSE-
TRAINOSE) and the Athens Urban Transport
Organisation (OASA).35 A common aim of the
reforms is to consolidate the finances of these
groups through wage and operating cost cuts
and tariff increases,36 the assumption of accu-
mulated debts by the State, the setting of ceil-
ings on government subsidies, the transfer of
surplus personnel in line with the rule of not
more than one recruitment for five exits in the
entire public sector, drafting business plans
and permanent accountability of manage-

ments. Overall, cost savings resulting from
measures applicable to Public Enterprises and
Organisations are estimated at €500 million
for 2011 according to the revised Economic
Adjustment Programme (February 2011).
Additional cost saving can be expected from
the implementation of legislation providing for
the closing or merger of services, organisations
and entities of the public sector,37 where 18
public entities are closing and 13 are merging
into 5. Overall, with regard to the reforms in
the Public Enterprises and Organisations and
the planned closing or merger of other legal
entities under public law, a lot will depend on
the fast and efficient implementation of sur-
plus human resources management schemes
and a rearrangement of activities. 

The overall fiscal consolidation effort takes
place within a new fiscal management and
responsibility framework,38 which aims inter
alia to enhance expenditure control. It has
introduced stringent transparency and disclo-
sure requirements and has widened the scope
of financial supervision by the Ministry of
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3322 It should be noted that a special task force has been set up and has
undertaken to produce a comprehensive mapping of the health sys-
tem and to propose policies and quantitative criteria in individual
sectors. The task force is expected to deliver its report, which will
form the basis to draw up a concrete action plan, in May 2011. 

3333 For example, pursuant to Law 3871/2010 Public Enterprises and
Organisations are required to submit monthly cash data, while Law
3899/2010 introduces the requirement to submit quarterly finan-
cial statements audited by chartered auditors/accountants. 

3344 Laws 3833/2010, 3845/2010 and 3899/2010. Law 3899/2010 con-
cerns 2011 and provides for (a) cuts in earnings by 10% (for total
earnings above €1,800), (b) a ceiling of 10% on the total wage bill
for overtime pay, travel expenses, overwork pay, subsistence
allowance, and work during public holidays, (c) a ceiling of €4,000
(on a twelve-month basis) on gross monthly earnings, and (d) pro-
hibition of any rise in the earnings of civil servants for the year
2011. 

3355 Law 3891/2010 “Restructuring, consolidation and development of
the OSE group and TRAINOSE and other provisions applicable
in the railway sector” and Law 3920/2011 “Consolidation, restruc-
turing and development of urban transports in the Region of Attiki
and other provisions”. 

3366 With regard to OSE-TRAINOSE, the financial and operational
independence of TRAINOSE has been established, the National
Manager of Railway Infrastructure (EDISY) will merge with OSE
and the responsibilities of ERGOSE and GAIOSE will be rede-
fined. With regard to OASA, the reform envisages the merger of
the companies ensuring the provision and performance of trans-
port services into two entities, one for track-based transports
(STASY) and one for road transports (OSY), to be wholly-owned
by OASA. 

3377 Law 3895/2010 “Closing and merger of services, organisations and
entities of the public sector”. 

3388 Law 3871/2010 “Fiscal management and responsibility”. For more
information, see Bank of Greece, Monetary Policy – Interim
Report 2010, October 2010, Box V.1, pp. 108-109. 



Finance to include, apart from central gov-
ernment, all general government entities, as it
requires the submission to Parliament of con-
solidated annual budgets. The new fiscal man-
agement and responsibility framework also
introduced a rolling three-year Medium-Term
Fiscal Strategy Plan. 

However, as pointed out in the latest European
Commission and IMF reports in the context of
the third Economic Adjustment Programme
review, progress in strengthening fiscal insti-
tutions has been slow. For example, delays con-
tinue to exist in such matters as budgeting
practices and procedures, expenditure control
and the regular reporting of fiscal data by gen-
eral government entities. As a result, nearly a
year after the launching of the Economic
Adjustment Programme, there is still no full or
clear picture of Greece’s fiscal position on a
monthly basis, which is also reflected in the
accumulation of debts falling due. 

In order to meet extraordinary fiscal needs,
measures have been taken to immediately
increase tax revenues. These measures
included successive increases in VAT rates and
excise taxes on fuel, tobacco and alcoholic bev-
erages and an extraordinary levy on enter-
prises. At the same time, numerous measures
of a structural nature have been adopted to
reform the tax system by broadening the tax
base, curbing tax evasion and enhancing tax
compliance, thereby making the tax system
more equitable and, finally, strengthen tax
administration. In particular, the latest tax bill
contains a number of provisions that will help
improve tax administration and fight tax eva-
sion.39 It should be noted that according to the
2011 budget, the fight against tax evasion is
expected to yield €1.6 billion in revenue this
year, which underscores the importance of
implementing the relevant provisions swiftly
and rigorously. Otherwise, any deviation from
the 2011 budget will need to be compensated
for by additional measures that could unde-
sirably affect economic activity. However, the
larger than expected decline in domestic
demand in 2010 and the continued rise in

unemployment may affect the achievement of
the targeted increase in revenue in 2011. 

According to the updated Memorandum of
February 2011, the government was expected
to release an action plan for the reduction of
the deficit in the medium-term, by mid-April
2011, which would then be submitted for
approval by the Cabinet. The Medium-Term
Fiscal Strategy Framework will specify the fis-
cal measures of a permanent nature and a
binding time schedule amounting to €22 bil-
lion for the period 2012-15, in order to reduce
the general government deficit to €2.6 billion
or 1% of GDP in 2015. It should be stressed
again that the key to sustainable fiscal consol-
idation is reducing government expenditure on
a permanent basis, combating tax evasion and
upgrading the tax administration. Reducing
expenditure should be achieved by restructur-
ing loss-making public enterprises and organ-
isations and closing government entities, ratio-
nalising the pay-system and the human
resources management system, reforming pub-
lic administration and social expenditure (on
the basis of information from the assessment
currently carried out by the OECD), as well as
by cutting back on defence expenditure. 

6 THE DYNAMICS OF PUBLIC DEBT 

Public debt dynamics and issues related to the
stabilisation of public debt have been the focus
of public debate. In theoretical and empirical
literature, public debt as a percentage of GDP
represents a key economic variable, whose lim-
its, evolution over time and consequences are
of particular economic interest. The evolution
of public debt has an impact on the allocation
of available economic resources, as well as on
the distribution of income and wealth. Thus, it
is related to present, as well as past decisions
that often set limitations for the future. In
addition, the economic crisis has shown in
practice that the evolution of public debt over
time and the relevant fiscal stability issues are
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related to the short-term liquidity in the econ-
omy and the ability of governments to access
capital markets in order to finance their bor-
rowing requirements. A non-sustainable pub-
lic debt and, in general, a non-credible fiscal
policy give rise to solvency problems and are
related with a reluctance of investors to grant
credit to a country, which makes it difficult for
governments to access markets in order to
obtain financing. The above result in an urgent
need for fiscal adjustment, which is the main
subject of discussion in Greece. 

Chart IX.2 illustrates four projections/simu-
lations of Greek public debt as a percentage of
GDP for 2010-2020. The main assumptions
used in the projections regarding the macro-
economic environment, the main fiscal vari-
ables and the divestment of state assets are in
line with those used in the third report of the
European Commission and the IMF on the
assessment of the implementation of the Eco-
nomic Adjustment Programme (March 2011),
as well as with the basic guidelines in the
Medium-Term Fiscal Strategy Framework for
2012-2015 presented by the Ministry of
Finance in March 2011. Namely, these assump-
tions include a primary surplus above 5.5% of
GDP in 2014-2020 and a rate of nominal GDP
growth above 2% for the period beyond 2013.
In addition, the already decided reduction in
the interest rate (by 100 basis points) on the
entire loan from the euro area countries has
been taken into account.40

Under the above scenario, i.e. the baseline sce-
nario (Scenario 1), public debt as a percentage
of GDP (126.8% in 2009) will be rising up to
2012 and will start to decrease at a slow but
gradually accelerating rate thereafter, reaching
129.1% of GDP in 2020. Higher growth rates
(+1%) under Scenario 2 would help to achieve
a larger reduction in the public debt, which
would drop to 113.8% of GDP by 2020. The
reduction in public debt will be even higher if,
instead of the above improvement in growth,
the programme of divestment of state assets
and privatisations that is being drafted by the
government is fully complied with until 2020

(Scenario 3). In this case, public debt would
fall to 111.7% of GDP by 2020. Of course, if
privatisations and the divestment of state assets
are combined with increasing growth rates
(Scenario 4), after increasing up to 2012, pub-
lic debt would then fall sharply, to stand at a
level below 100% of GDP by 2020. 

Although these are sensitive to different
assumptions regarding nominal GDP growth
and interest rates on borrowing, it clearly fol-
lows that the implementation of fiscal adjust-
ment, structural changes, privatisations and
divestment of state assets, combined with an
increasing growth rate, is crucial to lowering
the public debt. Given that the achievement
of these targets is set at a long-term horizon,
fiscal management should proceed in a sys-
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4400 In the informal meeting of the euro area heads of state and gov-
ernment on 11 March 2011 it was decided that the interest rate
on the entire loan from the EU (€80 billion) would be reduced
by 100 basis points, the grace period would be extended from 3
to 4 years and the maturity of each loan instalment would be
extended from 2 to 7 years (this decision was confirmed by the
European Council of 24-25 March). This would lead to annual sav-
ings of about €800 million during the 7.5-year maturity of loans
amounting €80 billion. Overall, savings in interest payments are
estimated at €6 billion. 



tematic and methodical way. In this regard,
the contribution of the appropriate institu-
tional framework, as this has been established
through the legislative measures adopted in
2010 and those that are currently underway,
will be critical. The strict implementation of

the fiscal adjustment programme is of deci-
sive importance, as it can put in place the
necessary conditions to ensure the access of
Greece to capital markets and the financing
of its borrowing requirements under satis-
factory terms. 
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In 2010, a number of measures were adopted,
aimed to ensure a reduction in the fiscal deficit
and the achievement of the objectives set in the
Economic Adjustment Programme. Some of
these measures, such as the successive increases
in VAT rates and in excise taxes on fuel, tobacco
and alcoholic beverages and the extraordinary
levy on businesses, were intended to directly
boost tax revenue. Numerous other measures,
included in the two major tax packages passed
in 2010, introduced structural reforms to the 
tax system by widening the tax base, combating
tax evasion and enhancing tax compliance, in
order to ensure a more equitable tax system and
more efficient tax administration.

LLaaww  33884422//22001100,1 passed in March 2010,2

brought about major changes to personal and
corporate income taxation and property tax-
ation.

Regarding income taxation, the law established
a single tax scale for all incomes and drastically
reduced the cases where income is taxed sep-
arately rather than being added to the tax-
payer’s other income. Income tax became more
progressive (with emphasis on higher
incomes), a top tax rate of 45% was introduced
for incomes of over €100,000, and the tax-free
allowance ―applicable to all taxpayers3― was
set at €12,000.4 For the first time, entitlement
to this tax-free allowance became conditional
upon the submission of receipts for the pur-

chase of goods and services in an amount
depending on income and up to €12,000. Any
additional receipts for up to €3,000 in excess
of this amount are eligible for a tax relief.

The same law reintroduced the tax deduction
of 1.5% for natural and legal persons paying
the entire tax amount by the due date of the
first tax instalment.

Other provisions of this law reduced the mort-
gage interest tax deduction for housing loans
concluded after 1 January 2009 and abolished
a number of other tax deductions (such as for
expenditure on wedding and baptism recep-
tions, etc.), replacing them by the new receipt-
based system of tax allowances. The law also
introduced income imputation based on the
taxpayer’s cash expenditures.5 As from 1 Jan-
uary 2010, first-time homebuyers are no longer
exempt from the requirement to disclose the
origin of funds (later, however, Law 3899/2010
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APP END I X  TO  CHAP T ER  I X
T AX  PO L I C Y  MEA SUR E S

11 “Restoring tax equity, addressing tax evasion, and other provi-
sions”.

22 The measures adopted before March 2010, including the first
increase in VAT rates, are described in the Annual Report 2009. 

33 Increased by €1,500 for taxpayers with one child, €3,000 for two
children, €11,500 for three children and €2,000 for each child over
three children.

44 Under the previously applicable tax scale, the tax-exempt amount
was €12,000 for employees and pensioners and €10,500 for all other
taxpayers.

55 Relevant expenditure items include rental value of owner-occupied
or rented principal residence and/or secondary residence, private
passenger cars owned by natural and legal persons, tuition fees of
private schools, wages paid to domestic employees, ownership of
pleasure boats, airplanes, etc.

Personal income tax scale for all taxpayers

Income bracket Tax rate (%) Bracket tax Total income Total tax

12,000  0 0  12,000  0  

4,000  18 720  16,000  720  

6,000  24 1,440  22,000  2,160  

4,000  26 1,040  26,000  3,200  

6,000  32 1,920  32,000  5,120  

8,000  36 2,880  40,000  8,000  

20,000  38 7,600  60,000  15,600  

40,000  40 16,000  100,000  31,600  

Excess 45



partly suspended the implementation of this
provision – see below).

Under the same law, income from taxi and
kiosk business and the income of street market
vendors and providers of holiday accommo-
dation services (other than hotels) will be sub-
ject to accounts-based taxation; in addition, the
obligatory use of cash registers was extended
to more occupations and activities. Important
changes were also made in the VAT regime, by
broadening the VAT base to include formerly
exempt activities such as legal services of any
nature and medical services provided by pri-
vate healthcare institutions.

Changes were also made in the taxation of cor-
porate earnings. The tax rate on retained earn-
ings was lowered to 24% for income accrued in
2010. For distributed profits (for financial year
2010), separate taxation was abolished and
withholding tax at a rate of 21% was intro-
duced. Dividends will now be added to the tax-
payer’s other income and taxed according to
the general provisions. 

The tax law also brought about changes to the
taxation of property, transfers of second-hand
houses, gifts to legal entities in public law and
lottery winnings. The tax exemption for first-
time homebuyers, which applied to homes of
up to 200 square metres irrespective of value,
was abolished and replaced by an exemption
based on value, with the exempt amount
increasing with family size.6

With respect to taxation of real estate wealth,
the Single Tax on Real Estate (ETAK)7 was
abolished, and a progressive Large Real Estate
Tax was imposed on natural persons owning
any property of over €400,000 in value. Real
estate owned by legal persons is subject to an
ad valorem tax of 0.1% to 0.6%, depending on
the type and use of the property and the legal
person’s non-profit status or otherwise.

Other provisions of this law concerned: encour-
aging the repatriation of funds;8 establishing
self-assessment criteria for small businesses, as

an incentive for voluntary tax compliance; intro-
ducing a tax evasion point system and risk analy-
sis to determine, in a centralised manner, any
cases warranting a tax inspection and/or audit.

LLaaww  33884433 of April 20109 specified the condi-
tions and procedures for remedying town plan-
ning irregularities (the so-called “semi-outdoor
spaces”) at a cost equal to 10% of the objec-
tive value of the space concerned, thereby dis-
charging the taxpayer from the liability to pay
any additional taxes and social security con-
tributions in this respect. The deadline for
making use of this arrangement was set at 30
June 2011.10

LLaaww  33884455 of May 201011 introduced a new tax
package to boost revenue and reduce the fis-
cal deficit. To this end, VAT rates were
adjusted for a second time in 201012 from 21%
to 23%, from 10% to 11% and from 5% to
5.5%, effective from 1 July 2010; effective from
3 April 2010, the overall excise tax levied on
the cigarette price category most in demand
was raised from 65% to 67% and its unit-based
component was raised from 7.5% to 10%,
while the excise tax on alcohol was increased
by 30%;13 and the excise taxes on petrol and
diesel oil were increased by 7.9% and 9.8% per
litre, respectively.14
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66 The tax-exempt amount was set at €200,000 for a single and€250,000 for a married taxpayer respectively, to be increased
according to the number of children.

77 It should be recalled that the Single Tax on Real Estate had been
levied as from 1 January 2008 under Law 3634/2008.

88 The law envisages an exemption from the requirement to disclose
the origin of funds and a tax of 5% for any funds deposited with
banks abroad and transferred into time deposits in Greece within
six months; the same exemption and a tax of 8% will apply to any
funds declared as being held abroad but not repatriated.

99 “Digital ID for buildings, violations of building regulations and
changes of use, metropolitan planning, and other provisions”.

1100 It should be noted that the revenue to be collected had not been
included in the budgeted revenue under the State Budget.

1111 “Measures for the implementation of the support mechanism for
the Greek economy by the euro area Member States and the Inter-
national Monetary Fund”.

1122 The first adjustment of VAT rates in 2010 was introduced by Law
3833/2010 and took effect as from 15 March 2010. See Annual
Report 2009, April 2010.

1133 The first increase in taxes on tobacco and alcohol in 2010 was intro-
duced by Law 3815/2010 and took effect as from 18 January 2010.
The second increase was introduced by Law 3833/2010 and took
effect as from 4 March 2010. See Annual Report 2009, April 2010. 

1144 The first increase in taxes on fuel in 2010 was introduced by Law
3828/2010 and took effect as from 9 February 2010. The second
increase was introduced by Law 3833/2010 and took effect as from
4 March 2010. See Annual Report 2009, April 2010.



A provision of the said law adjusted the tax
brackets and rates of the luxury tax introduced
in March 2010, while expanding its scope to
less expensive goods such as cars,15 and raising
the top tax rate by 30%.

Finally, a new extraordinary levy was imposed
on businesses with profits of over €100,000, for
the next three years, at progressive rates rang-
ing from 4% to 10%.16

In early September, LLaaww  33888888//2200110017 launched
a new tax amnesty, targeting some 2 million
unaudited tax cases and cases of verified over-
due debts to the State and offering favourable
terms to taxpayers. It should be noted that the
last three decades have seen another nine tax
amnesties as an emergency revenue-raising
measure and in order to reduce backlogs in tax
processing. The same law introduced a new
system of road excise duties for 2011, which is
based on a vehicle’s engine capacity rather
than age and is more progressive. For new cars,
road taxes are scaled according to pollutant
emissions.

LLaaww  33889999//22001100 of December 201018 mainly
included a number of provisions on the imple-
mentation of the 2011 budget. In more detail,
effective from 1 January 2011, VAT rates were
adjusted for a third time (the “low” rate was
increased from 11% to 13% and the “very low”
rate from 5.5% to 6.5%). Effective from 1 Jan-
uary 2011, pharmaceutical products, hotels and
holiday accommodation services were trans-
ferred from the 11% rate to the adjusted “very
low” rate of 6.5%. The taxation of heating oil
was simplified by abolishing the high excise tax
payable by heating oil suppliers at customs
clearance. Regarding tax on cigarettes, as from
1 January 2011, the overall excise tax levied on
the price category most in demand was cut to
65%, but the unit-based component of tax was
raised from 10% to 15%. The excise tax on
electric power for domestic use19 was lowered,
business electricity bills (other than high volt-
age) were increased, and electricity for agri-
cultural use was exempt from tax. In order to
revive the real estate market, first-time home

buyers acquiring a property of an objective
value of up to €200,000 are exempt from the
requirement to disclose the origin of funds.
Another provision introduces incentives to
replace older cars, in the form of lower regis-
tration fees for newer, less polluting cars until
the end of 2011, while the luxury tax on cars in
the medium (ex-works) price category was
reduced (cf. the previous regime under Law
3845/2010).

Finally, a new tax law (33994433//2200111120) was passed
in March, with a number of measures mainly
aimed at combating tax evasion and widening
the tax base.

In more detail, measures to ensure faster res-
olution of tax disputes and stricter enforce-
ment include the announcement of a three-
year anti-tax evasion action plan , the appoint-
ment of a Financial Crime Prosecutor and the
application of in flagrante delicto procedures,
ex officio prosecution and strict penalties for
tax evasion.

The law also addresses the need to restructure
the tax audit and collection mechanisms by
overhauling the tax audit system and improv-
ing the staff and overall performance evalua-
tion system in tax administration. Specifically,
the law envisages the appointment of Tax
Enforcement Officers at the Ministry of
Finance; the establishment of an Internal
Affairs Directorate to investigate allegations of
corruption cases involving Ministry of Finance
staff; the establishment of a Department for
International Administrative Cooperation in
the field of direct taxation; and the reorgani-
sation of the General Directorate of Tax
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1155 The threshold for the luxury tax was set as an ex-works price of over€15,000, rather than €17,000 applying previously under Law
3833/2010.

1166 It should be noted that an extraordinary levy was first imposed on
large businesses under Law 3803/2009 (on 2008 pre-tax profits).

1177 “Voluntary closure of tax disputes, settlement of overdue debts,
provisions on effective punishment of tax evasion, and other pro-
visions”.

1188 “Urgent measures to implement the support programme for the
Greek economy”.

1199 Originally levied by Law 3833/2010.
2200 “Combating of tax evasion, staffing of tax audit services, and other

provisions within the field of responsibility of the Ministry of
Finance”.



Audits. Tax secrecy is lifted, and public dis-
closure of names is possible, for taxpayers with
overdue debts exceeding €150,000. Finally,
overdue debts to the State are distinguished
into collectable and non-collectable.

The same law introduced measures to
improve the business tax environment and pro-
vide incentives to encourage entrepreneurship.
In this context, the corporate income tax rate
was reduced from 24% to 20% and the with-
holding tax rate on distributed profits was
raised from 21% to 25%, effective from 1 April
2011; the tax rate on sales of shares on the
Athens Exchange was increased from 1.5‰ to
2‰; shares acquired from 1 January 2012
onwards are exempt from transaction tax and
are subject instead to a capital gains tax;21 the

effect of the provisions of Law 3842/2010 on
the repatriation of funds is extended until 30
September 2011; the percentage of a fine that
must be paid before an appeal can be filed was
raised from 25% to 50%, and a similar increase
applies to VAT cases; against the background
of the current economic downturn, the previ-
ously discontinued arrangements to facilitate
VAT collection came back into effect; the
optional use of an electronic receipt card is
introduced; and, finally, the law provides for
the establishment of a Body of Tax Arbitrators,
which will dealing exclusively with tax cases
involving amounts of over €150,000, thereby
ensuring faster resolution of tax disputes and
at a lower cost to the taxpayer.
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2211 Law 3842/2010 (Article 16).



1 MONETARY DEVELOPMENTS

The monetary aggregate M31 (excluding cur-
rency in circulation) decreased markedly in
2010 and its average annual rate of change
came to -7.5%. The decline of M3 accelerated
during the year, particularly in the first half, to
reach -11.8% in the fourth quarter, whereas it
decelerated in the first two months of 2011 (see
Table X.1). Conversely, in the euro area the
growth rate of M3 was positive in the second
half of 2010 and the first two months of 2011.
As a result, the differential between these two
rates widened considerably during the period
under review, apparently reflecting the differ-
ent cyclical position between Greece and the
other euro area countries.2

In Greece the decline in M3, which consists
almost entirely of deposits,3 is mainly associ-
ated with the serious worsening of the macro-
economic environment. The economic down-
turn and, subsequently, the decreasing
incomes of business firms and households
brought about a deterioration in their liquid-
ity positions and pushed them to use their
deposits in order to cover operating costs or
consumer expenditure. To a lesser extent, the
drop in deposits is also linked with an observed
decline in household indebtedness4 and a
change in the commercial behaviour of cor-
porations.5 In certain periods, especially in the
first half of 2010, the decline in M3 was aggra-
vated by heightened uncertainty among
savers, which led to shifts from instruments
within M3 (mostly time deposits) to assets out-
side M3.6

More specifically, deposits of the private sec-
tor with domestic credit institutions declined
by 12%7 in 2010. According to Bank of Greece
data, it is estimated that more than 1/3 of the
total decline in deposits was channelled to
credit institutions abroad, while a considerable
part of the decline concerned the substitution
of deposits with high-value banknotes.8 How-
ever, in the course of the year, uncertainty
became less important in explaining the evo-
lution of deposits, while economic activity

became more important. This conclusion is
also confirmed by the fact that the drop in
overnight deposits became more pronounced
in the second half of 2010 relative to the first
half.9

The adverse macroeconomic environment is
expected to continue to have a significant
effect on the monetary aggregate, as it has
been observed that the annual growth rate of
real deposits lags behind that of real GDP.10

Conversely, the drop in M3 in Greece does not
appear to be justified by developments in the
opportunity cost of holding money, since the
impact of the steep yield curve on the mone-
tary aggregate waned, as was also the case for
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X MONEY , C R ED I T AND CAP I T A L MARKE T S I N
GR E E C E

11 This aggregate, which constitutes the Greek contribution to the
euro area M3, comprises overnight deposits, deposits with an
agreed maturity of up to 2 years and deposits redeemable at notice
of up to 3 months, repurchase agreements, money market fund
units/shares and debt securities with a maturity of up to 2 years. It
should be reminded that the Greek M3 does not take into account
currency in circulation (M0) as, with the introduction of euro bank-
notes in January 2002, currency in circulation can be estimated only
for the euro area as a whole and not separately for each country. 

22 This conclusion stems both from M3 releases and from the more
directly comparable M3 excluding currency in circulation. 

33 In 2010, deposits included in M3 accounted for 99.5% of the mon-
etary aggregate, on average.

44 In the course of the year, households repaid only part of their out-
standing debt, which is also corroborated by the negative flow of
MFI financing (see Section 3 below). 

55 In 2010, non-financial corporations seem to have limited their
transactions in credit and increased the share of their transactions
in cash. However, this aggregate is not taken into account in the
calculation of M3 in Greece (see footnote 1). 

66 Among other things, deposits or financial investment abroad, gold
sovereigns or banknotes of high nominal value. 

77 This figure concerns proportional changes in outstanding total
deposits of the domestic private sector for which a sectoral break-
down is available, and not deposits with a maturity of up to two
years which are included in M3. However, it should be noted that
in December 2010 M3 deposits of the private sector accounted for
98.7% of total private sector deposits. 

88 It is estimated that the bulk of net outflows of high-value banknotes
(over €100) from the Bank of Greece was held for hoarding pur-
poses, given the income elasticity of demand for currency in cir-
culation and the negative growth rate of nominal GDP, as well as
the limited use of high-value banknotes in transactions.

99 It should be noted that the decline in total private deposits in the
first half of 2010 concerned mainly time deposits (by 2/3); in the
second half of the year, approximately 80% of the outflow stemmed
from overnight deposits (savings accounts, current accounts and
sight deposits). According to an ECB survey concerning the per-
manent and temporary factors influencing the evolution of M3, the
contribution of shocks from overnight deposits (and currency in cir-
culation) is highly correlated with the respective contribution of the
economic cycle. See Box 2 “Permanent and temporary factors in
broad money growth”, ECB, Monthly Bulletin, March 2011, p. 25. 

1100 In a sample of historical data concerning the period from the first
quarter of 2000 to the fourth quarter of 2010, it has been observed
that the correlation ratio between the annual growth rates of real
deposits of the domestic private sector and real GDP is maximised
when the annual growth rate of real deposits lags the GDP growth
rate by 6 quarters. 
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the euro area.11 Lastly, the decline in M3, as
long as it is attributed to the aforementioned
substitution of M3 components with other
assets, overestimates the underlying rate of
monetary contraction.

The evolution of M3 components showed simi-
lar trends in 2010 and the first two months of
2011. In addition, a shift (within M3) towards less
liquid assets cannot be ruled out, due to widen-
ing spreads between overnight and time deposit
interest rates. More specifically, overnight
deposits declined at an accelerating annual rate,
which was -8.0% in the fourth quarter of 2010
(February 2011: -11.5%, see Table X.1).12 Time
deposits also recorded a decline,13 but their rate
of change has decelerated since mid-2010 (Feb-
ruary 2011: -9.8%, fourth quarter of 2010: -
13.8%, see Table X.1). Among the other com-
ponents of M3, the already shrinking holdings of

repurchase agreements and money market fund
units/shares decreased further over the reviewed
period (see Table X.1 and Chart X.1).

2 BANK DEPOSIT RATES

In 2010 interest rates on new bank deposits in
Greece recorded a sizeable increase as regards
deposits with an agreed maturity of up to one
year and remained almost unchanged in
overnight deposits (see Table X.2A and Chart
X.2). The interest rate on time deposits rose
mainly during the first half of the year and
remained broadly stable (with some fluctua-
tions) in the second half, while it increased
between January and February 2011. As a
result, the average deposit rate stood at 2.18%
in February 2011, against 1.32% in December
2009. The evolution of bank deposit rates over
the reviewed period is only partly attributable
to a rise in interest rates in the interbank mar-
ket,14 and mainly reflects the limited liquidity
of Greek banks.15 This led credit institutions to
offer depositors higher interest rates in an
effort to attract savings. Money market rates
and the ECB key monetary policy interest rate
are expected to influence bank deposit rates in
the coming months, given their anticipated
increase.16
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1111 See ECB, Annual Report 2010.
1122 It should be noted that this category recorded a net outflow of €-12.3 billion in 2010 (2009: inflow of €12.6 billion). Thus, the con-

tribution of time deposits in total M3 increased marginally to 42.7%
in December 2010 (December 2009: 42.6%) – slightly higher than
in February 2011 (42.3%).

1133 By €16.4 billion in 2010 and a further €2.4 billion in the first two
months of 2011. However, their contribution to M3 (excluding cur-
rency in circulation) came to 55.7% in February 2011 (December
2009: 55.4%).

1144 It should be noted that from December 2009 to February 2011 the
rate on time deposits with an agreed maturity of up to one year
(which represent the most important deposit category) rose by 165
basis points, while the three-month Euribor rose by 38 basis points. 

1155 It should be recalled that Greek banks resorted to the ECB for liq-
uidity, as a result of shrinking bank deposits and difficulties in
accessing international money and capital markets. For further
details on Greek banks’ liquidity, see Section 8 below. 

1166 As a matter of fact, the speed and degree of the pass-through of
changes in money market rates to bank deposit rates are different
across deposit categories. According to a survey conducted by the
ECB, the pass-through of money market rate changes to retail bank
rates is stronger for time deposit rates and weaker for overnight
deposit rates. See the Article entitled “Recent developments in the
retail bank interest rate pass-through in the euro area” (Box 1,
Results of the pass-through to euro area retail bank interest rates
using an error correction modelling approach), ECB, Monthly Bul-
letin, August 2009. 



Real rates17 on deposits were determined in
2010 mainly by developments in inflation and
stood at negative levels throughout the year.
On average, the real rate on overnight
deposits by households fell to -4.27% in 2010,
from -0.59% in 2009, whereas the rate on
deposits with an agreed maturity of up to one
year declined to -1.44% (2009: 1.52%). In Feb-
ruary 2011, the real rate on overnight deposits
was -3.95% (December 2009: -2.21%), while
that of deposits with an agreed maturity of up
to one year stood at -0.64% (December 2009:
-0.54%). 

Deposit rates in the euro area as a whole
increased in most deposit categories, although
less markedly than in Greece. Thus, the spread
of Greek interest rates over euro area rates
widened in most categories, implying that
Greek banks are facing even higher funding
costs on the domestic market, compared with
euro area banks. As a matter of fact, for the
largest deposit category, i.e. time deposits with
an agreed maturity of up to one year by house-
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1177 The average real rate of a period is calculated as the average nom-
inal rate less average inflation rate over the same period. 

Table X.2A Bank interest rates on new deposits by households in the euro area and Greece

(percentages per annum)

December 2009 February 2011

Change 
Feb. 2011/ 
Dec. 2009

(percentage points)

Overnight1

Weighted average interest rate in the euro area 0.45 0.44 -0.01

Maximum interest rate 1.21 1.09 -0.12

Minimum interest rate 0.05 0.08 0.03

Interest rate in Greece 0.43 0.44 0.01

Interest rate differential between Greece and the euro area -0.02 0.00 0.02

With an agreed maturity of up to one year2

Weighted average interest rate in the euro area 1.67 2.36 0.69

Maximum interest rate 4.13 4.02 -0.11

Minimum interest rate 0.50 0.82 0.32

Interest rate in Greece 2.10 3.75 1.65

Interest rate differential between Greece and the euro area 0.43 1.39 0.96

Sources: ECB and euro area NCBs.
1 End-of-month rates.
2 Monthly averages.



holds, this spread stood at 139 basis points in
February 2011 (December 2010: 141 basis
points; December 2009: 43 basis points) and
the Greek rate on this deposit category is the
second highest in the euro area (see Tables
X.2A and X.2B).

3 FINANCING OF THE ECONOMY

The annual growth rate of the outstanding
amount of total financing to the economy by
domestic monetary financial institutions
(MFIs)18 decelerated in 2010 to 5.7% in
December 2010, from 6.6% one year earlier.19

This slowdown is a result of the opposing
trends that were recorded in the annual growth
rates of financing to the private sector (which
registered a continuous decline) and to general
government, which accelerated overall with

some fluctuations (see Chart X.3 and Table
X.3). Thus, on the one hand, the annual growth
rate of financing to the domestic private sec-
tor was zero for the first time in December
2010 (December 2009: 4.1%) and, on the other
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1188 The outstanding balance of bank financing to general government
and the domestic private sector is calculated as the sum of out-
standing loans to general government and the domestic private sec-
tor, banks’ holdings of government debt securities and corporate
bonds, plus the balance of securitised loans and corporate bonds.
The growth rates of credit are calculated as the difference between
the outstanding amounts of credit at the beginning and at the end
of the reference period, adding banks’ total write-offs/write-downs
during the reference period and adjusting for changes in Greek gov-
ernment bond prices (incorporated in the outstanding amount of
credit to general government) and for foreign exchange valuation
differences in respect of foreign currency-denominated loans, thus
obtaining the net flow of credit. In calculating credit expansion, net
transfers of loans by domestic credit institutions to affiliated banks
or branches abroad were not taken into account. Although these
transactions led to changes in the outstanding amount of credit,
they were not taken into account either in the net flow or the annual
rate of change, as they do not affect the flow of credit to the domes-
tic private sector.

1199 It should be noted that data on financing have been revised after
the publication of the report on Monetary Policy 2010-2011 in Feb-
ruary 2011. 

Table X.2B Bank interest rates on new deposits by households in euro area countries1

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 rates.
3 Monthly averages.
4 The interest rate applies to all time deposits irrespective of maturity. The latest available data refer to January 2011.

Overnight2 With an agreed maturity of up to 1 year3

December 2009 February 2011 December 2009 February 2011

Austria 0.64 0.62 1.21 1.29

Belgium 0.37 0.35 0.73 0.87

Cyprus 1.21 1.09 4.13 4.02

Estonia 0.23 0.12 1.14 1.17

Finland 0.39 0.43 1.32 1.83

France 0.11 0.09 1.43 2.00

Germany 0.75 0.74 0.87 1.24

Greece 0.43 0.44 2.10 3.75

Ireland 0.64 0.63 1.624 1.814

Italy 0.26 0.29 1.01 1.61

Luxembourg 0.85 0.71 0.50 0.82

Malta 0.30 0.28 1.97 1.94

Netherlands 0.44 0.44 2.51 2.47

Portugal 0.05 0.08 1.52 2.82

Slovakia 0.34 0.38 1.88 2.33

Slovenia 0.23 0.21 2.00 1.98

Spain 0.36 0.29 2.15 2.47



Annual
Report
2010136

20
07

20
08

20
09

20
10

20
11

Q
42

Q
42

Q
42

D
ec

em
be

r3
Q

12
Q

22
Q

32
Q

42
D

ec
em

be
r3

Ja
nu

ar
y3

Fe
br

ua
ry

3

Ta
b
le

 X
.3

Cr
ed

it
1

to
 t

he
 e

co
no

m
y 

b
y 

d
om

es
ti

c 
M

FI
s

(a
nn

ua
l p

er
ce

nt
ag

e 
ch

an
ge

s,
 n

on
-s

ea
so

na
lly

 a
dj

us
te

d 
da

ta
)

So
ur

ce
: B

an
k 

of
 G

re
ec

e.
1

In
cl

ud
in

g 
M

F
I 

lo
an

s 
an

d 
ho

ld
in

gs
 o

f c
or

po
ra

te
 b

on
ds

 a
nd

 g
ov

er
nm

en
t s

ec
ur

it
ie

s,
 a

s 
w

el
l a

s 
th

e 
ou

ts
ta

nd
in

g 
am

ou
nt

s 
of

 s
ec

ur
it

is
ed

lo
an

s 
an

d 
se

cu
ri

ti
se

d 
co

rp
or

at
e 

bo
nd

s.
T

he
 r

at
es

 o
f c

ha
ng

e 
ar

e 
ad

ju
st

ed
 fo

r
lo

an
 w

ri
te

-
of

fs
, r

ec
la

ss
if

ic
at

io
ns

an
d 

ex
ch

an
ge

 r
at

e 
va

ri
at

io
ns

in
 r

es
pe

ct
 o

f 
lo

an
s 

de
no

m
in

at
ed

 in
 f

or
ei

gn
 c

ur
re

nc
y.

 T
he

ra
te

 o
f 

ch
an

ge
 in

 c
re

di
t

to
 e

nt
er

pr
is

es
 is

 a
ls

o 
ad

ju
st

ed
 f

or
lo

an
s 

an
d 

co
rp

or
at

e 
bo

nd
s 

tr
an

sf
er

re
d 

in
 2

00
9 

by
M

F
Is

 to
 s

ub
si

di
ar

ie
s 

ab
ro

ad
 a

nd
 to

 a
 d

om
es

ti
c 

fi
na

nc
e 

co
m

pa
ny

. I
n 

F
eb

ru
ar

y 
an

d 
M

ar
ch

 2
01

0,
 o

ne
 b

an
k 

re
pu

rc
ha

se
d 

bo
nd

s 
am

ou
nt

in
g 

to
 €686 m

ill
io

n 
an

d,
 a

lt
ho

ug
h 

th
is

 tr
an

sa
ct

io
n 

le
d 

to
 a

n 
in

cr
ea

se
 in

 th
e 

ou
ts

ta
nd

in
g

st
oc

k 
of

 c
re

di
t, 

it
 d

oe
s 

no
t r

ep
re

se
nt

 a
 fl

ow
 o

f n
ew

 c
re

di
t t

o 
th

e 
pr

iv
at

e 
se

ct
or

 in
 F

eb
ru

ar
y 

an
d 

th
us

 w
as

 n
ot

 ta
ke

n 
in

to
 a

cc
ou

nt
 in

 th
e 

an
nu

al
 r

at
e 

of
 c

ha
ng

e 
fo

r 
th

at
 m

on
th

.
2

T
he

 q
ua

rt
er

ly
 a

ve
ra

ge
 is

 d
er

iv
ed

 fr
om

 m
on

th
ly

 a
ve

ra
ge

s 
(w

hi
ch

 a
re

 c
al

cu
la

te
d 

as
 th

e 
ar

it
hm

et
ic

 m
ea

ns
 o

f t
w

o 
su

cc
es

si
ve

 e
nd

-o
f-

m
on

th
 fi

gu
re

s)
 a

nd
 is

 n
ot

 th
e 

th
re

e-
m

on
th

 a
ve

ra
ge

 o
f e

nd
-o

f-
m

on
th

 a
nn

ua
l g

ro
w

th
 r

at
es

(s
ee

 th
e 

T
ec

hn
ic

al
 n

ot
es

 in
 th

e 
“E

ur
o 

ar
ea

 s
ta

ti
st

ic
s”

 s
ec

ti
on

 o
f t

he
 E

C
B

 M
on

th
ly

 B
ul

le
ti

n)
.

3
B

as
ed

 o
n 

en
d-

of
-m

on
th

 le
ve

ls
.

4
A

s 
of

 J
un

e 
20

10
, l

oa
ns

 to
 s

ol
e 

pr
op

ri
et

or
s 

an
d 

un
in

co
rp

or
at

ed
 p

ar
tn

er
sh

ip
s 

ar
e 

pr
es

en
te

d 
se

pa
ra

te
ly

 a
nd

 a
re

 n
o 

lo
ng

er
 in

cl
ud

ed
 u

nd
er

 “
cr

ed
it

 to
 e

nt
er

pr
is

es
”.

 T
hi

s 
ch

an
ge

, o
f a

 p
ur

el
y 

st
at

is
ti

ca
l n

at
ur

e,
 d

oe
s 

no
t a

ff
ec

t
th

e 
ra

te
s 

of
 c

re
di

t e
xp

an
si

on
.

1.
 T

ot
al

 M
F

I 
cr

ed
it

13
.3

16
.3

6.
5

6.
6

6.
5

5.
2

5.
9

6.
8

5.
7

4.
1

3.
0

2.
 C

re
di

t t
o 

ge
ne

ra
l g

ov
er

nm
en

t
-1

4.
6

7.
3

17
.2

19
.4

19
.8

14
.0

22
.5

32
.9

28
.6

20
.4

15
.4

3.
 C

re
di

t t
o 

th
e 

pr
iv

at
e 

se
ct

or
 

21
.7

18
.3

4.
4

4.
1

3.
8

3.
0

2.
0

0.
8

0.
0

-0
.2

-0
.3

3.
1

E
nt

er
pr

is
es

4
20

.1
21

.8
5.

5
5.

1
4.

7
3.

8
2.

9
1.

9
1.

1
1.

0
0.

9

3.
2

So
le

 p
ro

pr
ie

to
rs

 a
nd

 u
ni

nc
or

po
ra

te
d 

pa
rt

ne
rs

hi
ps

4
-

-
-

-
-

-
2.

4
1.

3
0.

3
0.

2
0.

0

3.
3

In
di

vi
du

al
s 

an
d 

pr
iv

at
e 

no
n-

pr
of

it
 in

st
it

ut
io

ns
 

23
.6

14
.8

3.
3

3.
1

2.
8

2.
2

0.
9

-0
.4

-1
.3

-1
.4

-1
.6

of
 w

hi
ch

:

3.
3.

1 
L

en
di

ng
 fo

r 
ho

us
e 

pu
rc

ha
se

23
.3

13
.4

3.
9

3.
7

3.
6

3.
1

1.
7

0.
4

-0
.4

-0
.7

-1
.1

3.
3.

2 
C

on
su

m
er

 c
re

di
t

22
.6

18
.4

2.
4

2.
0

1.
4

0.
3

-1
.2

-2
.9

-4
.2

-4
.1

-4
.2



hand, the annual growth rate of credit expan-
sion to general government came to 28.6%
(December 2009: 19.4%).20 Moreover, the
cumulative net flow of financing to the econ-
omy for 2010 came to €17,891 million and cor-
responds to a positive flow of financing to gen-
eral government (€17,929 million), as the flow
of financing to the private sector was overall
negative (€-38 million), although the flow of
financing to non-financial corporations was
positive (see further below).

The considerable decline in the annual rate of
change in the outstanding amount of ffiinnaanncciinngg

ttoo  tthhee  pprriivvaattee  sseeccttoorr in 2010, which turned neg-
ative for the first time in January 2011 (-0.2%)
and thereafter in February 2011 (-0.3%),
reflects a continuous weakening of credit
expansion to non-financial corporations and
individual household groups, i.e. sole propri-
etors and unincorporated partnerships, private
individuals and private non-profit institutions.21

The cumulatively negative net annual flow of
financing to the private sector in 2010 (€-38
million in 2010, against a positive flow of€10,337 million in 2009 – see Chart X.4)
stemmed from the negative flow of financing to
individuals and private non-profit institutions
(€-1,519 million in 2010, against a positive flow
of €3,598 million in 2009), and especially from
the considerably negative flow of consumer
loans (€-1,522 million in 2010, against a posi-
tive flow of €745 million in 2009), which coun-
terbalanced the respective positive flow of
financing to non-financial corporations (€1,483
million in 2010, against €6,739 million in 2009).
More specifically, ffiinnaanncciinngg  ttoo  ccoorrppoorraattiioonnss (see
Table X.4 and Chart X.4) was marked by
slower and negative growth rates of financing
to those sectors that registered a decline in out-
put or a worsening of prospects, e.g. industry,
trade, construction22 and tourism. As regards
financing to households, the growth rate of
ffiinnaanncciinngg  ttoo  tthhee  sseellff--eemmppllooyyeedd--ffaarrmmeerrss--
ppeerrssoonnaall  eenntteerrpprriisseess had decelerated since June
2010 to stand at a marginally positive level in
December 2010. The growth rate of ffiinnaanncciinngg
ttoo  iinnddiivviidduuaallss  aanndd  pprriivvaattee  nnoonn--pprrooffiitt  iinnssttiittuuttiioonnss
weakened significantly to enter negative terri-
tory in November 2010, reflecting a sharp
decline for housing loans, as well as an even
sharper decline for consumer loans.23
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2200 The high rate of credit expansion to general government is due to
an annual change of 33.3% (in December 2010) in the value of gov-
ernment bonds (€44.8 billion) held by MFIs excluding the Bank of
Greece in their portfolios. 

2211 Since June 2010 loans to the self-employed, farmers and personal
enterprises (“loans to sole proprietors and unincorporated part-
nerships”) constitute a separate category and are no longer
included in corporate loans. 

2222 In an IOBE survey (February 2011) concerning business expecta-
tions in construction, 1 out of 3 private construction firms have
reported that insufficient credit hampers their operation, whereas
for public construction this ratio was 3 out of 5 firms. 

2233 The highest negative rates of change were recorded in loans
through credit cards (which accounted for 24% of the total out-
standing amount of consumer loans in December 2010).
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On the back of credit developments and the
evolution of GDP, total indebtedness of the
non-financial private sector as a percentage of
GDP was slightly higher in September 2010
(119.5%), against December 2009 (118.2%),
according to financial accounts data. The
debt-to-GDP ratio of households24 rose to
59.3% (December 2009: 52.4%), while the
debt ratio of non-financial corporations
declined to 60.2% in September 2010
(December 2009: 65.8%), as since June 2010
credit to the self-employed has been included
in households and not in non-financial cor-
porations (see Chart X.5). 

The weaker growth of financing to the private
sector is still attributable to factors that have
restrained both demand for and supply of new
loans. Subdued supply is evidenced in the tight-
ening of banks’ credit standards and lending
conditions, as recorded by the Bank Lending
Surveys,25 as well as in higher interest rates
across all main loan categories26 (especially for
new loans to non-financial corporations). This
moderation is due, on the one hand, to a dete-
rioration in the quality of banks’ loan portfo-
lios (i.e. a rise in non-performing loans) and its
anticipated continuation in the context of the
economic downturn and, on the other hand, to
the constraints which affect banks’ external
funding, such as a sizeable decrease in deposits
(see Section 1 of this chapter) and, initially, the
closing of international money and capital mar-
kets for Greek banks (see Section 8 below),
which today enjoy only a limited access.27 Nat-
urally, as a counterpoise to the abovemen-
tioned strains, liquidity support measures were
introduced under Law 3723/2008, which were
later expanded or extended, and a considerable
amount of liquidity was provided by the
Eurosystem. On the demand side, deteriorat-
ing macroeconomic conditions, in particular
higher unemployment and lower disposable
income of households and corporate sales, led
to a worsening of the financial condition of
households and non-financial corporations,
thus limiting both their ability and willingness
to take on further debt.28 The uncertainty of
households and businesses is reflected in the
low level of the consumer/household confi-
dence indicator (as captured by IOBE), as well
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2244 Including individuals and private non-profit institutions, self-
employed, farmers and personal enterprises (“sole proprietors and
unincorporated partnerships”). 

2255 The Bank Lending Survey is conducted by the Bank of Greece on
a quarterly basis, as part of a Eurosystem-wide survey. Banks tight-
ened their credit standards and conditions on corporate loans in
the fourth quarter of 2010, as was also the case in the first three
quarters of the year. As regards households, banks tightened their
credit standards only slightly in the fourth quarter, as they had
already adopted considerably tighter criteria earlier that year. 

2266 See Section 4 of this chapter concerning the evolution of bank lend-
ing rates. 

2277 In the latest Bank Lending Survey (January 2011), strains on liq-
uidity are mentioned as one of the factors underlying the tighten-
ing of credit standards in the fourth quarter of 2010.

2288 A negative effect on demand for loans was also exerted by the
decrease in households’ total wealth.



as in the suspension of business investment
plans. These constraints were also recorded in
the Bank Lending Surveys.29 In addition,
expectations about a correction of prices in the
real estate market in 2011 contributed to the
subdued demand for housing loans.

The recent short-term trends of financing to
individual categories of the private sector are
expected to continue and, in the case of non-
financial corporations, to worsen. More specif-
ically, at end-2010 the flow of financing to non-
financial corporations deteriorated on a quar-
terly basis, whereas the flow of financing to
households remained negative.30 (This deteri-
oration would have been greater without the

upward effect of seasonality on December’s
flow.31) However, between January and Feb-
ruary 2011, the flow of financing to non-finan-
cial corporations exhibited a relative
“resilience” and turned positive, while the flow
of financing to households remained negative.
Financing to the domestic private sector is pro-
jected to register negative annual growth rates
and negative flows for all individual categories
in 2011. This outlook hinges upon the con-
traction of GDP in 2010 and its projected fur-
ther decline in 2011, while similar develop-
ments in financing had already been observed
one year earlier in other countries and in the
euro area as a whole, which is currently wit-
nessing an economic upturn.32 Besides, con-
straints which, as mentioned above, affect the
external funding of banks continue to exist this
year. These factors, coupled with the prospec-
tive phasing-out of the non-standard measures
adopted by the ECB, call for a deleveraging of
the banking system over the medium term,33 in
other words a gradual reduction of total assets,
possibly through a decrease in claims on the
private sector.34 In view of this necessity, it
should also be taken into account that the pri-
vate sector debt-to-GDP ratio is lower than in
the rest of the euro area, which may imply a
comparatively narrower downward adjustment
in private sector debt as soon as the economic
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2299 According to the Bank Lending Surveys, demand for credit by non-
financial corporations remained almost unchanged in the third and
fourth quarters of 2010, as the aforementioned adverse factors were
counterpoised by the upward effect of the need to restructure their
borrowing, while in the first two quarters of the year demand for
credit had declined. As regards households, demand for loans
decreased in the fourth quarter, as was also the case in the previ-
ous three quarters. 

3300 In the fourth quarter of 2010 the net flow of financing to non-finan-
cial corporations was €-445 million, accounting for 45% of the total
negative flow of financing to the private sector, against a positive
flow of €630 million in the third quarter of 2010.

3311 Financing is typically higher in December (or the fourth quarter
in general). 

3322 It is estimated that the growth rate of financing to the domestic pri-
vate sector in Greece lags behind the GDP growth rate by about
4 quarters.

3333 For a discussion on the key aggregates of the Greek banking sys-
tem, see Section 8 below.

3344 For instance, a further reduction in the outstanding amount of such
claims, against a background of recession, could also come from
loan write-offs, which however would not have an adverse effect
on the supply of new loans (and the flow or the growth rates of
financing). See the discussion on that matter in the latest IMF
report, Greece – Third Review under the Stand-By Arrangement
– Staff Report, March 2011, Box 2, “Greece: Banking System
Deleveraging”, p. 25. 



downturn ends.35 Thus a key desideratum is
that the progressive deleveraging of the bank-
ing system should not have a deeper impact on
financing flows than the present juncture
would justify, with a view to averting the cre-
ation of a financial environment which could
intensify or prolong recession. Once the econ-
omy starts to rebound and as a result, loan
demand returns to higher levels, it is crucial for
banks to be able to meet higher demand. The
improved economic outlook is likely to bring
about a recovery first in housing loans, due to
the ensuing improvement of prospects for the
real estate market (as well as to their better
collateralisation) and subsequently in con-
sumer loans.36,37 As regards non-financial cor-
porations, their ability to meet their needs
through internal funding during upturns partly
explains a renewed time lag that bank credit
may display against credit to individuals and
private non-profit institutions.

On the policy side, the government guarantee
scheme is expected to continue through 2011
in order for banks to continue raising funds
from the Eurosystem. Thus, since the
enhanced liquidity support measures (as pro-
vided for in Articles 1, 2 and 3 of Law
3723/2008) have recently been extended (by
virtue of Ministerial Decision 59181/B.2585,
Government Gazette B 2015/2010) until end-
June 2011 regarding the provision of additional
government guarantees totalling €25 billion, a
draft law reforming the operational framework
of the Deposits and Loans Fund, which was
submitted to the Greek Parliament on
31.3.2011, stipulates (in Article 19) that the
government guarantee pillar under Law
3723/2008, Article 2, is expanded by a further€30 billion and the ensuing support shall only
be supplied, provided that each credit institu-
tion draws and implements a plan for its
medium-term financing needs, following an
approval by the Bank of Greece and the ECB,
in conjunction with the European Commission
and the IMF. As regards non-financial corpo-
rations, the implementation of actions to
encourage investment and facilitate credit to
small and medium-sized enterprises (SMEs) is

expected to be further sped up. Since 2010 a
significantly better absorption of Community
funds has been recorded on the back of the co-
financed programmes included in the National
Strategic Reference Framework (NSRF), as
provided for by the Public Investment Pro-
gramme. Furthermore, the National Hellenic
Fund for Entrepreneurship and Development
(ETEAN) was recently founded (under Law
3912/2011) succeeding to the Greek Credit
Guarantee Fund for Small and Very Small
Enterprises (TEMPME) for SME financing.
The new Fund is expected to act as a mediator
for channelling funds (including projects under
NSRF) totalling €1 billion, which, if account
is also taken of bank credit, could reach €2.5
billion in 2011-2012 (see also Chapters V.1.3
and VII.3).38

4 BANK LENDING RATES, THE INTEREST RATE
MARGIN AND DIFFERENTIALS BETWEEN
GREECE AND THE EURO AREA 

In February 2011, interest rates in most new
bank loan categories in Greece stood at levels
higher than in December 2009 (see Table
X.5A and Chart X.6). The observed rise in
bank lending rates was due to important liq-
uidity strains facing Greek banks, as a result of
their inability to raise funds in international
markets, the worsening of their borrowing
standards from the internal market39 and the
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3355 The extent of decline in financing following a recession is associated
with those factors that actually induced the recession. The particu-
larly high growth rates of credit prior to a recession or the associa-
tion of recession with disruptions in the functioning of the financial
system inevitably reduce financing during return to growth, as dis-
cussed in the interesting paper by A. Abiad, G. Dell’Ariccia and B.
Li, “Creditless recoveries”, IMF Working Paper 11/58, March 2011. 

3366 This development in financing to households was observed in the
euro area as a whole; see ECB, Monthly Bulletin, March 2011, Box
4, “Explaining the recent decoupling between growth in MFI loans
for house purchase and consumer credit”, p. 54. As regards the
recovery of housing loan demand, this analysis notes that house-
holds’ urge to invest in dwellings plays an important part.

3377 As regards consumer credit, its decline so far may be in line with
a prospective smaller share of private consumption in GDP after
the recovery. If account is taken of the fact that the share of con-
sumer credit in total financing to the private sector is high by Euro-
pean standards (13.6% in Greece at end-2010, against 4.8% in the
euro area as a whole), it is natural that this share remains at a lower
level even after the rebound in financing. 

3388 See http://www.opengov.gr/ypoian/wp-content/uploads/downloads/
2010/11/faq_etean.pdf.

3399 See Section 2 of this chapter.
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Table X.5A Bank interest rates on new loans in the euro area and Greece

(percentages per annum)

Sources: ECB and euro area NCBs.
1 Monthly average rates.
2 As of June 2010, loans to sole proprietors and unincorporated partnerships are presented separately and are no longer included under “credit
to enterprises”. Changes in interest rates on loans to enterprises have been adjusted to reflect this reclassification.

December 2009 February 2011

Change 
Feb. 2011/
Dec. 2009

(percentage
points)

Α. Loans with a floating rate or an initial rate fixation of up to one year1

Α.1. Loans up to €1 million to non-financial corporations 

Weighted average interest rate in the euro area 3.28 3.59 0.31

Maximum interest rate 6.00 6.48 0.48

Minimum interest rate 2.42 2.61 0.19

Interest rate in Greece2 4.70 6.23 1.96

Interest rate differential between Greece and the euro area 1.42 2.64 1.22

Α.2. Loans of more than €1 million to non-financial corporations

Weighted average interest rate in the euro area 2.19 2.61 0.42

Maximum interest rate 5.47 5.76 0.29

Minimum interest rate 1.63 2.01 0.38

Interest rate in Greece 3.24 5.37 2.13

Interest rate differential between Greece and the euro area 1.05 2.76 1.71

Α.3. Housing loans

Weighted average interest rate in the euro area 2.71 2.96 0.25

Maximum interest rate 5.26 4.98 -0.28

Minimum interest rate 1.92 1.81 -0.11

Interest rate in Greece 3.08 3.91 0.83

Interest rate differential between Greece and the euro area 0.37 0.95 0.58

Α.4. Consumer loans 

Weighted average interest rate in the euro area 6.43 5.37 -1.06

Maximum interest rate 9.85 20.35 10.50

Minimum interest rate 3.04 3.30 0.26

Interest rate in Greece 8.18 10.44 2.26

Interest rate differential between Greece and the euro area 1.75 5.07 3.32

Β. Loans with an initial rate fixation of over one and up to 5 years1

Β.1. Housing loans

Weighted average interest rate in the euro area 3.96 3.83 -0.13

Maximum interest rate 5.57 4.89 -0.68

Minimum interest rate 2.94 2.30 -0.64

Interest rate in Greece 4.60 3.57 -1.03

Interest rate differential between Greece and the euro area 0.64 -0.26 -0.90

Β.2. Consumer loans

Weighted average interest rate in the euro area 6.26 6.13 -0.13

Maximum interest rate 22.83 21.98 -0.85

Minimum interest rate 4.44 3.60 -0.84

Interest rate in Greece 8.95 8.73 -0.22

Interest rate differential between Greece and the euro area 2.69 2.60 -0.09



tightening of terms and conditions for liquid-
ity supply by the Eurosystem (haircut on col-
lateral).40 Besides, the increase in lending rates
reflects a rise in incorporated risk premia, due
to the heightened credit risk faced by Greek
banks.41 As a result, a larger increase in inter-
est rates was observed on average in both con-
sumer and corporate loans, which are typically
less collateralised compared with housing
loans. The same loan categories witnessed the
most significant widening of interest rate dif-
ferentials between Greece and the euro area
(see Chart X.7).

In more detail, the average lending rate (on
both housing and consumer loans) to individ-
uals and private non-profit institutions in
Greece was 6.53% in February 2011, up by 83
basis points relative to end-2009. This devel-
opment was mainly driven by a sharp increase

(of 226 basis points) in the interest rate of the
most important consumer credit category, i.e.
loans with a floating rate or an initial rate fix-
ation of up to one year, which in 2010
accounted, on average, for about 1/6 of the
total flow of loans with an agreed maturity to
individuals and private non-profit institutions.
The most important category of housing loans
also made a sizeable contribution,42 with its
interest rate rising by 83 basis points in the

Annual
Report
2010 143

4400 See ECB’s decisions about haircuts on the valuation of collateral
with credit ratings BBB+ and BBB-, “Monetary policy measures
of the Eurosystem”, Bank of Greece, Monetary Policy 2010-2011,
February 2011. For further details on liquidity conditions of credit
institutions in Greece, see Section 8 below.

4411 For instance, it should be noted that in 2010 a rise in non-per-
forming loans was observed across all loan categories (see Section
8 below). 

4422 Namely housing loans with a floating rate or an initial rate fixation
of up to one year, which accounted for approximately 40% of the
total flow of new loans with a fixed maturity to individuals and pri-
vate non-profit institutions and nearly 3/4 of new housing loans dur-
ing the period between December 2009 and February 2011.
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period under review (see Table X.5A). Nev-
ertheless, it should be noted that the average
interest rate of housing loans was particularly
low in the previous years, while ―especially in
2007 and 2008, as well as in the period from
June 2009 to February 2010― it was lower than
the corresponding weighted average interest
rate in the euro area.

Turning to non-financial corporations, the
interest rate of all loan categories recorded a
remarkable rise and, as a result, they averaged
5.93% in February 2011, up by 194 basis points
relative to December 2009.43 A considerable
rise in borrowing costs was observed in almost
all new corporate loans during this period as,
with regard to the three key categories,44 which
accounted for about the total flow of new cor-
porate loans, interest rate increases exceeded
150 basis points.

Most new bank lending rates in the euro area
decreased or registered a smaller increase

compared with the corresponding Greek rates;
as a result, their differential widened further
in most categories in 2010 (see Tables X.5A
and X.5B and Chart X.7). The highest increase
was observed in loans with an agreed maturity
and a floating rate or with an initial rate fixa-
tion of up to one year, while the increase in the
interest rate differential was remarkable
almost across all categories of corporate loans.
In January 2011 this development was sus-
tained in the most important categories of
housing and consumer loans, but came to a halt
as regards credit lines and corporate loans of
up to €1 million, regardless of their interest
rate category. In February 2011, developments
exhibited mixed trends. 
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4433 It should be noted that as from June 2011 loans to the self-
employed, farmers and personal enterprises represent a separate
category (“sole proprietors and unincorporated partnerships”) and
are not included in credit to non-financial corporations. Changes
in the lending rate of this category are calculated after taking into
account the effect of the above-mentioned reclassification. 

4444 That is credit lines and loans with an agreed maturity and a float-
ing rate or with an initial rate fixation of up to one year. 

Table X.6 Interest rate margin in Greece and the euro area

(percentage points)

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.

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 1.2 4.72 4.45 2.77

December 2004 5.94 1.22 4.72 4.18 2.54

December 2005 5.79 1.27 4.52 3.59 2.56

December 2006 6.38 1.87 4.51 3.63 2.88

December 2007 6.67 2.53 4.14 3.48 3.09

December 2008 6.72 3.27 3.45 3.27 2.63

December 2009 5.09 1.32 3.77 3.40 2.29

December 2010 6.08 2.15 3.93 4.02 2.25

February 2011 6.43 2.18 4.25 4.39 2.38

Average
interest rate on 

new loans in Greece1

(percentages per
annum)

Average interest 
rate on new deposits

in Greece1

(percentages per
annum)

Interest rate
margin in

Greece

Interest rate 
margin in Greece 

with euro area
weighting

Interest rate 
margin in 

the euro area



The interest rate margin in Greece rose dur-
ing the third quarter of 2010 but this rise came
to a stop in the fourth quarter of 2010, whereas
a further increase was recorded in January-
February 2011 (February 2011: 4.25%, see
Table X.6 and Chart X.8). However, it should
be noted that the interest rate margin in
Greece remained throughout the year at a
lower level than the respective average
(4.33%) of the January 2003-February 2011
period. As the euro area interest rate margin
remained almost unchanged in the period
under review, its differential vis-à-vis the cor-
responding Greek one came to 187 basis
points in February 2011, up by 39 basis points
relative to end-2009. 

5 THE GOVERNMENT BOND MARKET  

A surge in yields in the secondary market and
a subsequent rise of the cost of borrowing to
prohibitive levels for new government bond
issues were the most notable features of the
Greek government bond market in 2010. These
developments were associated with heightened

uncertainty about Greece’s fiscal and economic
outlook, on the back of which credit rating
agencies successively downgraded Greek sov-
ereign debt.45 In the first half of 2011, there
were signs that investment uncertainty had
subsided, but they proved to be short-lived and,
as a result, yields remained elevated. 

In more detail, Greek government bond yields
across all maturities were substantially higher
in 2010 compared with end-2009 levels, and
their volatility was high. There was a tempo-
rary, slight drop in yields in May 2010, follow-
ing recourse to the support mechanism for the
Greek economy, and, once again, at the begin-
ning of the fourth quarter of 2010 (see Chart
X.9). In the former case, the drop in yields was
reversed by a further downgrade of Greek sov-
ereign debt in June; in the latter, the debt cri-
sis and fiscal imbalances in other euro area
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4455 Fitch downgraded Greek sovereign debt from BBB+ to BBB- on
9 April 2010 and from BBB- to BB+ on 14 January 2011, while
Standard and Poor’s cut Greece’s rating from BBB+ to BB+ on
27 April 2010 and from BB+ to BB- on 29 March 2011. Finally,
Moody’s proceeded with credit rating downgrades on 22 April 2010
(from A2 to A3), on 14 June 2010 (from A3 to Ba1) and on 7 March
2011 (from Ba1 to B1).



countries put renewed upward pressure on
Greek bond yields. 

By way of illustration, between end-2009 and
end-2010 the yield spread of the ten-year
Greek bond vis-à-vis its German counterpart

increased by 731 basis points (31 December
2009: 229 b.p., 31 December 2010: 960 b.p.).
This spread and its volatility remained high in
the first quarter of 2011 compared with the
last quarter of 2010, but their upward trend
moderated. 

Against this background, the Greek govern-
ment bond yield curve shifted considerably
upwards in the course of 2010. At the same
time, its slope turned negative, as the rise in
yields was stronger at the shorter end of the
maturity spectrum. The yield spread between
the ten-year and the three-year bond became
negative as from mid-April 2010 and on 31
December 2010 stood at -178 basis points (see
Chart X.10). From the beginning of 2011 to
end-March the slope of the yield curve became
more negative, despite a slight drop following
the euro area summit on 11 March 2011. 

Trading of Greek government bonds in the
Electronic Secondary Securities Market
(HDAT) decreased considerably, as the aver-
age daily value of transactions fell by 70%
against 2009, to €390.3 million (see Chart
X.11), which occured mainly after the first
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quarter of 2010. In the first three months of
2011, the average daily value of HDAT trans-
actions was €41.4 million, compared with€1,225.2 million in the corresponding period
of 2010.

As a result of the above-mentioned devel-
opments, the Greek government did not issue
any medium- and long-term bonds after the
first quarter of 2010. Consequently, from
April 2010 onwards, new issues exclusively
concerned Treasury bills with a maturity of
13, 26 and 52 weeks. Against this background,
the interest rate on new issues came close to
the high levels recorded during the intensi-
fication of the global financial crisis in 2008
(see Chart X.12). Adding to the cost of
Treasury bills the cost of borrowing through
bonds issued by the Greek government in the
first quarter of 2010, the average weighted
cost of government securities in 2010 (4.9%)
exceeded that of 2009 (4.1%). Finally, the
issuance of Treasury bills in 2010 led to a sig-
nificant shortening of the average maturity of
public debt.

6 STOCK MARKET DEVELOPMENTS  

In 2010 the fall in share prices on the Athens
Exchange (Athex) was strong (see Chart Χ.13),
compared with the relatively small decline in

share prices on average in the euro area. Sim-
ilarly, trading activity was also significantly
reduced and also fund raising on the stock
market registered a drop (see Table Χ.7).
Share prices recovered slightly amid high
volatility in the first quarter of 2011. 

In more detail, between end-2009 and end-
2010 the Athex composite share price index
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Table X.7 Fund-raising through the Athens Exchange

(million euro)

Business sector

Number of firms Funds raised1

January-December January-December

2009 2010* 2009 2010*

Listed companies 18 12 4,253.1 3,472.2

Newly listed companies 3 - 2.1 0.0

Total 21 12 4,255.2 3,472.2

Financial sector−Banks 6 4 3,823.6 3,192.5

Non-financial sector 15 8 431.6 279.7

Sources: Athens Exchange and Bank of Greece.
* Provisional data.
1 Capital increases through public offerings and private placements. Subscriptions to the capital increase are entered on the last day of the pub-
lic offering period.



dropped by 35.6%,46 a development which is
directly associated with investor uncertainty
concerning the development of Greece’s fis-
cal aggregates as well as its economic out-
look.47 As already mentioned, in the course of
2010 the Athex composite index fell more
than the Dow Jones Euro Stoxx, which
remained virtually unchanged (-0.01%). This
picture was reversed in the first three months
of 2011, when the Athex index rose by 8.6%,
compared with a 3.6% rise in the Dow Jones
Euro Stoxx. 

Turning to the remaining key aggregates in the
Athens Exchange, the average daily value of
transactions came to €140 million in 2010,
down by about 32% compared with 2009, and
to €130 million in the first three months of
2011. The total amount of funds raised through
the stock market fell to €3,472 million in 2010,
compared with €4,253 million in 2009 (see
Table X.7). Just as in 2009, almost the total of
funds raised in 2010 related to financial cor-
porations. 

In 2010, the rate of decline in the banking sub-
index (-52.4%) was stronger than the decline
in the Athex composite share price index and

double the corresponding rate of the euro area
banking sub-index (-26.8%). This negative
development was due to continuing pressures
on Greek banks’ liquidity and to the impact of
economic contraction on their profitability and
the quality of their loan portfolios.48 These fac-
tors explain why by end-March 2011 bank
share prices had returned to their December
2010 levels, unlike the upward trend of the
Athex composite index. 

7 THE MUTUAL FUNDS MARKET

Developments in the mutual funds market
remained negative in the course of 2010.
Between end-2009 and end-2010, total mutual
fund assets declined by 23.3% to €6.2 billion,
while the number of mutual funds dropped
slightly compared to 2009 (2010: 230, 2009:
236 – see Table Χ.8). In the first two months
of 2011, mutual fund assets increased slightly
by 3.2%. 

Annual
Report
2010 149

4466 In average annual terms the drop came to 22.2% compared with
2009.

4477 As a result of these developments, there was an outflow of non-res-
idents’ investment in 2010 which came to €1.1 billion.

4488 For more details on developments in the banking sector, see sec-
tion 8 of this chapter.

2000 269 30,978.7

2001 272 26,826.1

2002 263 25,429.2

2003 265 30,384.0

2004 262 31,628.5

2005 258 27,089.9

2006 269 22,971

2007 260 20,701

2008 269 8,385

2009 236 8,070

2010 230 6,189

Year Number
Value of mutual funds’ assets

In million euro

Table X.8 Total number and value of mutual funds’ assets1

Source: Bank of Greece.
1 End-of-period levels.



Among different types of mutual funds, only
funds of funds recorded an increase in assets
(5.3%). Out of the other mutual fund types,
money market fund assets recorded the most
marked decline (-33.3%) followed by other
mutual fund types, which also registered a con-
siderable decline (equity funds: -27.6%, mixed-
type funds: -26.6%, bond funds: -27.2%). 

Looking at the structure of the mutual fund
market by investment policy, at end-Decem-
ber 2010 bond funds remained the most
important category, accounting for 33.2% of
total assets, compared with 28.4% for equity
funds, 19.1% for money market funds, 9.8%
for mixed-type funds and 9.5% for funds of
funds. Finally, the investment behaviour of
mutual funds was marked by lower domestic
and foreign investment.  

8 OVERVIEW OF DEVELOPMENTS IN THE
BANKING SECTOR  

The adverse macroeconomic and fiscal condi-
tions in Greece were the main causes of the
problems faced by the domestic banking sec-
tor in 2010 and the first months of 2011. These
factors had a multi-faceted effect. First of all,
they had an adverse impact on the loan repay-
ment ability of households and enterprises,
resulting in a rise in the non-performing loans
ratio. Second, they fomented pessimism and
uncertainty among economic agents, thus con-
tributing to a shrinking of deposits. Third, they
led to credit rating downgrades for credit insti-
tutions and, subsequently, to the decrease in
the value of assets used as collateral for obtain-
ing liquidity from the Eurosystem. Against this
adverse background, the banking system
posted losses on both an individual and con-
solidated basis, in a period during which liq-
uidity was under multiple pressures. These
pressures were contained by the ECB’s non-
standard liquidity-providing measures, the pro-
longed and expanded liquidity support meas-
ures under Law 3723/200849 and, in an indirect
manner, the support mechanism for the Greek
economy from the euro area Member States

and the IMF. On the positive side, amidst mul-
tiple adverse conditions the banking system
managed to improve its capital base. 

In more detail, in 2010 and the first months of
2011, the liquidity of Greek banks came under
strong pressure, as the successive downgrades
of Greece’s sovereign debt since late 2009
inevitably affected the ratings of domestic
banks too, virtually cutting them off from
international money and capital markets. As a
result, banks had difficulties in tapping into
funding from the interbank market and refi-
nancing their liabilities, thereby restricting the
financing of the economy. Over the same
period, banks were faced with continuously
shrinking deposit bases, which slightly
exceeded €40 billion (from the beginning of
2010 to February 2011).50 Pressure on bank liq-
uidity was also exerted by the abovementioned
downgrades, which also affected the credit rat-
ings of banks and led to a devaluation of assets
they have been using as collateral for refi-
nancing from the Eurosystem. Banks were
therefore required to provide the Eurosystem
with additional assets (bank bonds, covered
bonds, etc.) totalling some €26 billion, to make
up for the shortfall of collateral value. 

Consequently, the effect of shrinking deposit
bases and adverse collateral valuations alone
implied a need for bank funding of about €66
billion in order to safeguard the stability of the
banking sector and the economy at large. Tak-
ing also into account banks’ liabilities of €8 bil-
lion maturing within 2010, their total funding
requirements between January 2010 and Feb-
ruary 2011 came to €74 billion. These severe
liquidity constraints were to some extent alle-
viated by the Eurosystem and by the Greek
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4499 In accordance with Ministerial Decision 59181/B-25 of 24 Decem-
ber 2010, the deadlines set for the participation of Greek banks in
Articles 1, 2 and 3 of Law 3723/2008, as amended, were extended
until 30 June 2011. Furthermore, Article 4 of Law 3845/2010
expanded the bank bond guarantee scheme by €15 billion (in addi-
tion to the €15 billion initially provided for by Law 3723/2008),
Article 7 of Law 3872/2010 by another €25 billion, and a further
expansion of guarantees by €30 billion is envisaged by Article 19
of the draft law on the reform of the operation for the Deposits and
Loans Fund tabled to Parliament on 31 March.

5500 Deposits by the private sector, general government and non-resi-
dents.



government’s liquidity-support measures which
were absolutely necessary to enable banks to
obtain sufficient liquidity from the Eurosystem. 

It should be noted, however, that this manner
of funding, which was necessary ―for the rea-
sons already mentioned― in order to safe-
guard the stability of the banking system, is
only a temporary solution to banks’ liquidity
strains. It should also be clarified that the bond
guarantee scheme being part of the liquidity
support plan implies that the government guar-
antees, for a fee, debt securities issued by
banks and does not involve any cash injections
to banks. Given the sovereign debt downgrades
involved, the liquidity that can be obtained
against such government-guaranteed securities
is much less than their nominal value. This is
why, until the end of March 2011, banks used

guarantees for a nominal value of €50 billion,
which secured them some €35 billion in
Eurosystem liquidity. 

Against this background, the expansion of the
guarantee scheme is deemed necessary in
order to ensure that banks can meet liquidity
requirements without a rapid deleveraging
which would risk deepening the recession due
to a lack of credit to the economy. At the same
time, however, it is necessary for banks to find
alternative sources of funding. Encouraging
signs in this direction are provided by the fact
that two banks obtained funding from inter-
national markets in September 2010 and Jan-
uary 2011. It should also be noted that, unlike
other countries that have experienced a sharp
contraction in bank credit to the private sec-
tor during recessions −in fact milder than the
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(amounts in million euro)

Table X.9 Financial results of Greek commercial banks and banking groups (2009-2010)

Source: Financial statements of Greek commercial banks and banking groups.

Operating income 10,627 9,486 -10.7 15,714 14,532 -7.5

Net interest income 8,000 8,580 7.2 11,617 12,272 5.6

– Interest income 19,235 17,884 -7.0 24,203 22,780 -5.9

– Interest expenses 11,235 9,304 -17.2 12,586 10,508 -16.5

Net non-interest income 2,627 906 -65.5 4,096 2,260 -44.8

– Net fee income 1,316 1,245 -5.4 2,140 2,003 -6.4

– Income from financial operations 926 -552 - 1,360 -180 -

– Other income 386 214 -44.6 596 438 -26.6

Operating costs 6,133 5,914 -3.6 8,631 8,451 -2.1

Staff costs 3,598 3,465 -3.7 4,890 4,787 -2.1

Administrative costs 2,111 2,047 -3.1 3,000 2,924 -2.5

Depreciation 384 367 -4.3 696 701 0.8

Other costs 40 36 -11.2 46 39 -13.8

Net income (operating income less costs) 4,494 3,571 -20.5 7,082 6,081 -14.1

Provisions for credit and other risks 4,492 5,764 28.3 5,786 6,875 18.8

Share of profit (loss) of associates 10 -20 -

Pre-tax profits 2 -2,193 - 1,306 -814 -

Taxes 406 217 -46.5 659 537 -18.4

After tax profits -404 -2,410 - 648 -1,351 -

Banks Banking groups

2009 2010
Change 

(%) 2009 2010
Change 

(%)



one currently faced by Greece− the annual
rate of credit expansion in Greece remained
positive, albeit marginally, in 2010 (and was
zero in December). Furthermore, both the
level and terms of credit would have been far
worse without the abovementioned measures
and guarantees. 

Pressure on the domestic banking system was
also exerted by the rise in credit risk on bank
lending. The significant deterioration of the
financial condition of businesses and house-
holds, owing to the adverse macroeconomic
environment, was accompanied by a consider-
able increase in the non-performing loans ratio
(NPL ratio) in Greece (December 2010:
10.4%, December 2009: 7.7% – see Table Χ.9);

this upward trend is expected to continue in
2011.51 On the positive side, the coverage ratio
improved (December 2010: 44.7%, December
2009: 41.5%), as a result of a significant
increase in the stock of provisions during 2010.
This ratio still remains low and needs to be fur-
ther improved, particularly in view of an
increase (i.e. deterioration) of 10 percentage
points in the ratio of net NPLs (measured as
accumulated provisions for credit risk over
NPLs) to total regulatory own funds, and the
possibility of a further deterioration in the eco-
nomic climate and the financial condition of
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5511 The ongoing slowdown of credit expansion has caused this ratio to
increase, as its denominator has been rising at a weaker pace
against previous years and against the numerator.

Banks Banking groups

2009 2010 2009 2010

Sources: 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.

Table X.10 Key vulnerability and shock-absorption capacity indicators of Greek commercial
banks and banking groups

(percentages)

Asset quality¹

Non-performing loans (NPLs) - total 7.7 10.4

– Housing loans 7.4 10.0

– Consumer loans 13.4 20.5

– Business loans 6.7 8.7

Accumulated provisions over NPLs 41.5 44.7

Ratio of net NPLs to regulatory own funds 38.2 47.8

Liquidity

Loan-to-deposit ratio 106.6 119.1 113.3 122.8

Liquid asset ratio 24.2 25.5 25.6

Asset/liability maturity mismatch ratio -4.2 -6.9 -3.9

Capital adequacy

Capital adequacy ratio (CAR) 13.2 13.8 11.7 12.2

Tier 1 ratio 12.0 12.2 10.7 10.9

Profitability

Net interest margin 1.87 1.97 2.65 2.68

Cost-to-income ratio 57.7 62.3 54.9 58.2

Return on assets - ROA (after tax) -0.09 -0.55 0.15 -0.30

Return on equity - ROE (after tax) -1.66 -8.64 2.26 -4.16



households and businesses. It is therefore
imperative that banks further increase their
stock of provisions for credit risk. 

The adverse macroeconomic conditions also
affected the profitability of banks, which reg-
istered losses both on a solo and a consolidated
basis in 2010 (see Table Χ.10). These losses
were due to lower operating income, which fell
by 10.7% and 7.5% relative to 2009 for banks
and banking groups, respectively, over 2009, as
well as higher impairment charges (up by
28.3% and 18.8% for banks and banking
groups, respectively).52 Looking at individual
income components, net interest income rose
(by 7.2% and 5.6% for banks and banking
groups, respectively) in contrast with a signif-
icant fall in net non-interest income (by 65.5%
and 44.8% for banks and banking groups,
respectively), mainly due to losses from finan-
cial operations in the first half of 2010. The
small decline in operating expenses53 did not
offset the decline in operating income; as a
result, net income fell considerably both at the
level of banks (-20.5%) and at the level of
banking groups (-14.1%). Increased provi-
sioning for credit risk contributed to the neg-
ative financial results posted by banks and
banking groups, as well as negative ROE and
ROA values (see Table Χ.10).

By contrast, a positive contribution (to finan-
cial stability) in 2010 came from the increase
in the capital adequacy of banks and banking
groups compared with end-2009 (see Table
Χ.9), as a result of a rise in their regulatory
own funds and a small decline in risk-weighted
assets. At end-December 2010, the Capital
Adequacy Ratio (CAR) and the Tier I ratio for
banks as a whole stood at 13.8% and 12,2%,
respectively, and for banking groups as a whole
at 12.2% and 10.9%, respectively.54 Despite

their satisfactory capital adequacy ratios, banks
need to be very cautious at the current juncture
in formulating their medium-term strategies
for their capital base and uses of funds, weigh-
ing not only the adverse macroeconomic con-
ditions in Greece but also the upcoming major
changes in international banking regulation. 

The factors driving the performance of the
domestic banking system in 2010 continue to
be in play this year and are expected to con-
tinue to have the same effect for some months
in 2011. Looking further ahead, the medium-
term outlook for profitability, the loan port-
folio and liquidity is surrounded by high
uncertainty. This is why banks are called upon
to demonstrate constant vigilance, flexibly
adjust their business strategies, cut operating
costs and shift to alternative funding sources
other than those temporarily available from
the Eurosystem. In this context, the internal
reorganisation of banks through the adjust-
ment of their business models as well as the
overall restructuring of the banking system by
a joining of forces are imperative and
inevitable. However, these cannot by them-
selves provide a solution to the difficult situ-
ation currently faced by banks. Developments
in the banking system and thereby the overall
financial system will crucially depend on the
ability to restore the confidence of markets
and the international community in the coun-
try’s financial and economic prospects. This
would require a stronger impetus for reforms
and structural changes.
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5522 The level of total losses was dampened by improved results from
foreign business.

5533 It should be noted that operating costs fell at a faster pace in the
second half of the year, mainly those from domestic activities.

5544 In the first months of 2011, one more bank completed its capital
increase through payment in cash, another bank announced a deal
to sell 70% of its business in Poland, while a third bank announced
its intention to proceed with a significant capital increase.
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1 CLIMATE CHANGE, ENERGY POLICY OPTIONS
AND THE CURRENT CONJUNCTURE

The Bank of Greece has repeatedly stressed
that changing the current energy production
and consumption pattern is an essential aspect
of reforms aimed to relaunch economic growth
in Greece. The Greek economy is very energy-
consuming, and its oil dependence remains
high, despite the use of renewable energy
sources (hydropower and wind power) and lig-
nite. Moreover, available estimates indicate
that Greece, as a Mediterranean country, will
be more strongly affected by the impact of cli-
mate change. Also, in order to comply with the
EU energy and climate change policies, Greece
is required to adjust its production processes,
by introducing less energy-consuming tech-
nologies, and improve life in the cities. The lat-
ter involves overhauling public transport to
phase out energy-consuming vehicles, as well
as promoting new technologies and alternative
energy sources for the insulation and heating
of homes and other buildings. Significant steps
are being taken in this direction, which is of
paramount importance for Greece, not only
because of climate change and life quality con-
siderations, but also given its potential to lead
to major investments, stronger competition in
the energy sector and the creation of new busi-
nesses and jobs, and can help reduce the coun-
try’s energy dependence and the associated
current account deficit.

The rreecceenntt  ddiissaasstteerr  iinn  JJaappaann, where the severe
earthquake and the tsunami were followed by a
large-scale nuclear accident, showed how tech-
nological progress can compound the fallout of
natural disasters. Nuclear dependence coupled
with safety measures that, in hindsight, are
judged insufficient, amplified ―just how much
remains to be seen― the initial impact of the
earthquake and the subsequent tsunami. These
considerations, as well as the need to start
addressing climate change before it is too late
imply that new policy choices will be required
on a global scale in such areas as construction,
town-planning and zoning, transportation, as
well as energy production and consumption.

At the EU level, it is worth noting that the
EEuurrooppeeaann  CCoouunncciill  ooff  2244--2255  MMaarrcchh stressed the
need to fully draw the lessons from the events
in Japan and to provide all necessary infor-
mation to the public. Recalling that the energy
mix is the competency of Member States, the
European Council called for work to be taken
forward as a matter of priority on the follow-
ing aspects: 

• the safety of all EU nuclear plants should be
reviewed, on the basis of a comprehensive and
transparent risk and safety assessment (“stress
tests”). The European Nuclear Safety Regu-
lators Group (ENSREG) and the European
Commission are invited to develop as soon as
possible the scope and modalities of these tests
in a coordinated framework in the light of les-
sons learned from the accident in Japan and
with the full involvement of Member States.
Assessments will be conducted by independent
national authorities and through peer reviews.
Their outcome and any necessary subsequent
measures that will be taken should be shared
with the European Commission and with the
ENSREG and should be made public; The
European Council will assess initial findings by
the end of 2011, on the basis of a report from
the Commission;

• the priority of ensuring the safety of nuclear
plants obviously cannot stop at EU borders.
The EU will request that similar stress tests be
conducted in the neighbouring countries and
worldwide, regarding both existing and
planned plants; 

• the highest standards for nuclear safety should
be implemented and continuously improved in
the EU and promoted internationally;

• the Commission will review the existing legal
and regulatory framework for the safety of
nuclear installations and will propose by the
end of 2011 any improvements considered nec-
essary. Member States should ensure the full
implementation of the Directive on the safety
of nuclear installations. The proposed Direc-
tive on the management of spent nuclear fuel
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and radioactive waste will have to be adopted
as soon as possible. The Commission is invited
to reflect on how to promote nuclear safety in
neighbouring countries;

• consequences for the world and for the EU
need to be closely monitored, paying particu-
lar attention to the volatility of energy and
commodity prices, in particular in the context
of the G20.

2 GREENHOUSE GAS EMISSIONS UPDATE –
GREECE’S PERFORMANCE AGAINST THE
KYOTO TARGET

According to the latest available data, in 2008
total greenhouse gas emissions in the EU-27,
excluding the sector “land uses, land use change
and forestry” and emissions from international
aviation and maritime transport, amounted to
4,940 million tonnes of carbon dioxide (CO2)
equivalents, i.e. 11% less than in 1990. In the
EU-15 (the older EU Member States), 2008 gas
emissions amounted to 3,970 million tonnes
(down by 6% from 1990 levels), accounting for
80% of total emissions in the EU-27 (compared
with a share of 76% in 1990). Among the older
Member States, Germany and the United King-
dom were jointly responsible for the largest
part of the total EU greenhouse gas emissions
in 2008 (32% of total EU-27 emissions and 40%
of total EU-15 emissions), making, however,
considerable progress relative to 1990, as their
emissions decreased by 22% and 19% respec-
tively. The smallest gas emission contributors
were Luxembourg (0.2%), Sweden, Denmark
and Finland (1%), which all had similar shares
in total EU-15 emissions.

AAss  rreeggaarrddss  GGrreeeeccee,,  aalltthhoouugghh  iittss  ccoonnttrriibbuuttiioonn  iinn
ttoottaall  EEUU  eemmiissssiioonnss  iiss  vveerryy  ssmmaallll,,  iittss  lleevveell  ooff
ggrreeeennhhoouussee  ggaass  eemmiissssiioonnss  iinn  22000088  iinnccrreeaasseedd  bbyy
2233%%  rreellaattiivvee  ttoo  11999900,,  hhiigghhlliigghhttiinngg  tthhee  nneeeedd  ttoo
pprroommoottee  ggrreeeenn  eeccoonnoommyy  aanndd  rreenneewwaabbllee  eenneerrggyy
ssoouurrcceess  (see Table XI.1).

The data of Table XI.1 also indicate that coun-
tries which, due to their size, are among the

largest contributors of total greenhouse gas
(GHG) emissions tend to perform better in
terms of GHG emissions per capita or per unit
of gross domestic product (GDP).1 Conversely,
Luxembourg and Ireland, although having very
small shares in total emissions, rank among the
higher scorers in terms of emissions per capita
(25 and 15 tonnes of CO2 equivalent/person,
respectively). Looking at the evolution of this
index over time, almost all of the older Mem-
ber States (with the exception of Greece, Por-
tugal and Spain) have shown an improvement.
Greenhouse gas emissions per unit of GDP, on
the other hand, dropped in all EU-15 Member
States in 2008, relative to 1990, with Sweden
being the best performer (0.02 kg of CO2

equivalent/ unit of GDP) and GGrreeeeccee  tthhee  wwoorrsstt
((00..6699  kkgg  ooff  CCOO22 eeqquuiivvaalleenntt//  uunniitt  ooff  GGDDPP))..  HHooww--
eevveerr,,  GGrreeeeccee,,  aalloonngg  wwiitthh  IIrreellaanndd  aanndd  tthhee  UUnniitteedd
KKiinnggddoomm,,  iiss  oonnee  ooff  tthhee  ccoouunnttrriieess  wwiitthh  tthhee  llaarrggeesstt
iimmpprroovveemmeenntt  iinn  tteerrmmss  ooff  tthhiiss  iinnddeexx.

Regarding the breakdown by each of the six
main gases in the EU-27 in 2008, carbon diox-
ide (CO2) had the far largest share (83%), fol-
lowed by methane (CH4) and nitrous oxide
(N20) with shares of 8% and 7%, respectively.
Looking at changes in individual gas emissions,
CO2 emissions fell by 7%, while CH4 and N2O
emissions fell by 31% and 30%, respectively,
between 1990 and 2008.

IInn  GGrreeeeccee,,  CCOO22 eemmiissssiioonnss  iinn  22000088  ssttoooodd  aatt  111100
mmiilllliioonn  ttoonnnneess,,  ccoorrrreessppoonnddiinngg  ttoo  22..77%%  ooff  CCOO22

eemmiissssiioonnss  iinn  EEUU--2277  aanndd  8877%%  ooff  ttoottaall  GGHHGG  eemmiiss--
ssiioonnss  iinn  GGrreeeeccee  aanndd  rreepprreesseennttiinngg  aann  iinnccrreeaassee  ooff
3322%%  ccoommppaarreedd  wwiitthh  11999900..

As far as the sources of GHG emissions are
concerned (see Table XI.2), energy was the
largest contributor with a share of 79% in the
EU-27 for 2008 (3,907 million tonnes of CO2

equivalent). The second largest source of GHG
emissions was agriculture, with a share of 10%
(472 million tonnes of CO2 equivalent), fol-
lowed by industrial processes and waste, with
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11 This may be due to differences in the energy efficiency of power
production and other plants, the energy savings of households and
enterprises, energy market deregulation, etc.
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shares of 8% and 3% (410 and 139 million
tonnes of CO2 equivalent, respectively).

IInn  GGrreeeeccee,,  ggaass  eemmiissssiioonnss  ffrroomm  tthhee  eenneerrggyy  sseeccttoorr
rreeaacchheedd  110044  mmiilllliioonn  ttoonnnneess  ooff  CCOO22 eeqquuiivvaalleenntt  iinn
22000088,,  uupp  bbyy  3344%%  ffrroomm  11999900,,  wwhhiillee  iinn  tthhee  EEUU--2277
tthhee  ccoorrrreessppoonnddiinngg  eemmiissssiioonnss  ddrrooppppeedd  bbyy  88%%  oovveerr
tthhee  ssaammee  ppeerriioodd..

Finally, with regard to the evolution of GHG
emissions aaggaaiinnsstt  tthhee  KKyyoottoo  PPrroottooccooll  ttaarrggeettss, it
is worth noting that most of the EU-15 Mem-
ber States are still short of the country-specific
targets under the Protocol (see Table XI.3).
Spain and Austria are the countries farthest
off-track, although they have made progress
compared with 2007. By contrast, Sweden, the
United Kingdom and France have already
overshot their Kyoto targets.

IItt  sshhoouulldd  bbee  rreeccaalllleedd  tthhaatt  tthhee  ttaarrggeett  sseett  uunnddeerr  tthhee
KKyyoottoo  PPrroottooccooll  ffoorr  GGrreeeeccee  iiss  ttoo  ccoonnttaaiinn  tthhee
iinnccrreeaassee  iinn  iittss  ggrreeeennhhoouussee  ggaass  eemmiissssiioonnss  ttoo  2255%%
rreellaattiivvee  ttoo  tthhee  bbaassee  yyeeaarr  11999900,,  bbyy  22000088--22001122..  IInn
22000088,,  GGrreeeeccee’’ss  GGHHGG  eemmiissssiioonnss  wweerree  1188..66%%
hhiigghheerr  rreellaattiivvee  ttoo  tthhee  bbaassee  yyeeaarr,,  ii..ee..  wwiitthhiinn  tthhee
ttaarrggeett..  IItt  sshhoouulldd  aallssoo  bbee  nnootteedd  tthhaatt  aa  ccoonnssiiddeerr--
aabbllee  iimmpprroovveemmeenntt  wwaass  rreeccoorrddeedd  iinn  ccoommppaarriissoonn
wwiitthh  22000077,,  wwhheenn  tthhee  iinnccrreeaassee  aaggaaiinnsstt  tthhee  bbaassee
yyeeaarr  hhaadd  bbeeeenn  2233..22%%..

3 THE DEVELOPMENT OF RENEWABLE ENERGY
SOURCES IN GREECE

The considerable increase in Greece’s GHG
emissions from 1990 to date, both in aggregate
terms and per capita, as shown by the above
data, points out to an urgent need for envi-
ronmentally friendly methods of generating
electricity. Renewable energy sources (RES)
are considered to play a decisive role in this
respect, with their total capacity coming to
1,736 MW at end-2010, from 1,446 MW in
2009. Photovoltaic (PV) systems increased
their penetration and their capacity, growing
from 53 MW in 2009 to 198 MW in 2010;
adding wind power capacity of 131 MW, this
makes a total of 1,298 MW. 

Furthermore, the capacity of small hydroelectric
power plants increased to 196.3 MW in 2010,
from 182.6 MW in 2009. According to the Greek
Ministry of Environment, Energy and Climate
Change (YPEKA) and based on data from the
licencing procedures, the capacity of wind and
PV power plants is expected to increase by 300
MW and 200 MW, respectively, in 2009.2

The selection, however, of the specific RES
energy mix should at all times take account not
only of technological parameters, but also of
administrative and economic considerations.
For instance, the experience with PV subsidi-
sation programmes has revealed a number of
administrative and economic distortions, the
removal of which is not administratively or fis-
cally neutral. Regarding these distortions, the
following points can be made:

• First, the administrative or technical services
(system stability) were not, at least initially,
adequately prepared to accommodate the large
interest of households and professionals (busi-
nessmen and farmers as investors) in PV. It
should be noted that the bulk of investment
plans submitted under the previous legislation
on investment incentives and are still under
examination refers to PV systems. Further-
more, it is worth mentioning that more than
30,000 applications which were submitted to
the Public Power Corporation (DEH) con-
cerned solely PV systems that are exempted
from an energy production license. 

• Second, from an economic perspective, fac-
tors to be considered are the following: (a) the
opportunity cost implied by the use of high-
productivity farmland for the installation of
PV systems by farmers; (b) the market distor-
tions entailed, as the application of a special
RES tax leads to a wide subsidy gap between
PV and windfarms; and (c) a common mis-
conception among farmers that PV systems
can be a substitute for sound agricultural busi-
ness activity.
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22 RES Investor Report for 2010, Ministry of Environment, Energy
and Climate Change (YPEKA).



Furthermore, the unquestionable environ-
mental and growth benefits3 of investing in
RES should be part of the broader medium- to
long-term planning of the economy, in order to
ensure that the resulting demand will not lead
to lower than expected job creation and that
the following are duly taken into account:

–– (i) the long-term benefits in terms of GHG
emission reduction, as well as oil import sub-
stitution (implying an improvement in the cur-
rent account); and

–– (ii) the one-off deterioration in the current
account associated with the non-existence or
insufficiency of domestic production of pho-
tovoltaic panels and wind generators.

Nevertheless, the electricity market is affected
both by RES subsidisation and the purchase of

extra emission permits (from 2013 onwards).
This impact should be mitigated through
reforms to further streamline the energy mar-
ket and make it more competitive (energy mar-
ket reforms are discussed in the following sec-
tion of this chapter).

4 REFORMS IN THE GREEK ENERGY MARKET –
IMPLEMENTATION OF THE THIRD EU ENERGY
PACKAGE

An important step towards ensuring effective
competition in the domestic electricity and gas
markets was taken by the draft law harmonis-
ing Greek legislation with the provisions of
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33 According to YPEKA, the total level of investment in RES for the
2010-2020 period is estimated to amount to €16.4 billion, plus an
additional €4-5 billion for connection and network projects.

Table XI.3 Greenhouse gas emissions1 and the Kyoto Protocol targets

Source: European Environment Agency, Annual European Community greenhouse gas inventory 1990-2008 and inventory report 2010, 27 May
2010.
1 Total emissions excluding the “land use, land use change and forestry” sector.
2 For the gases CO2, CH4 and N2O, all the Member States chose 1990 as their base year. For the gases HFC, PFC and SF6, 12 Member States
chose 1995 as their base year, while Austria, France and Italy chose 1990.

1990

Kyoto 
Protocol 

(base year)2 2008

Change
2008 over

2007

Change
2008 over

1990

Change 
2008 over 
base year 

Kyoto 
targets 

2008-2012

(in million tonnes of CO2 equivalents) (percentage changes)

Austria 78.2 79.0 86.6 -0.4 10.8 9.6 -13.0

Belgium 143.4 145.7 133.3 2.3 -7.1 -8.6 -7.5

Denmark 68.9 69.3 63.8 -4.5 -7.4 -7.9 -21.0

Finland 70.4 71.0 70.1 -10.2 -0.3 -1.2 0.0

France 563.2 563.9 527.0 -0.6 -6.4 -6.5 0.0

Germany 1,231.8 1,232.4 958.1 0.1 -22.2 -22.3 -21.0

Greece 103.3 107.0 126.9 -3.8 22.8 18.6 25.0

Ireland 54.8 55.6 67.4 -0.3 23.0 21.3 13.0

Italy 517.0 516.9 541.5 -2.0 4.7 4.8 -6.5

Luxembourg 13.1 13.2 12.5 -2.3 -4.8 -5.1 -28.0

Netherlands 212.0 213.0 206.9 0.0 -2.4 -2.9 -6.0

Portugal 59.3 60.1 78.4 -1.9 32.2 30.3 27.0

Spain 285.1 289.8 405.7 -7.5 42.3 40.0 15.0

Sweden 72.4 72.2 64.0 -3.3 -11.7 -11.3 4.0

United Kingdom 771.7 776.3 628.2 -1.8 -18.6 -19.1 -12.5

ΕU-15 4,244.7 4,265.5 3,970.5 -1.9 -6.5 -6.9 -8.0



Directives 2009/72/EC and 2009/73/EC of the
European Parliament and of the Council
(Third Internal Energy Market Package”),4

which was unveiled by the Minister of Envi-
ronment, Energy and Climate Change at a
Cabinet meeting on 9 March 2011. 

The provisions of the draft law focus on the fol-
lowing:

• enhancing the independence and scope of
the Regulatory Authority for Energy;

• reforming the electricity and natural gas
markets, with a view to strengthening compe-
tition; and

• increasing consumer protection and safe-
guarding the rights of consumers.

In this context, the RReegguullaattoorryy  AAuutthhoorriittyy  ffoorr
EEnneerrggyy  ((RRAAEE)) assumes broader responsibilities
and an expanded role, including the power to
adopt all administrative acts and measures
regarding the regulation of energy markets and
the implementation of the current legal frame-
work, excluding those relating to the formula-
tion of the overall national policy in the energy
sector, which will remain with the Ministry of
Environment, Energy and Climate Change
(ΥPEKA).5

In the field of the ddeerreegguullaattiioonn ooff  eelleeccttrriicciittyy  aanndd
nnaattuurraall  ggaass  mmaarrkkeettss, the draft law provides for
the separation of the generation function from
the transmission and distribution functions in
the respective markets.6

In the eelleeccttrriicciittyy  mmaarrkkeett, the draft law envisages
the establishment of three new companies:

–– A company which will be a wholly owned sub-
sidiary of DEH (the Public Power Corpora-
tion), according to the Independent Trans-
mission Operator (ITO) model, under the
name of “ADESMHE S.A.”,7 which will take
up the transmission activities of DEH (as well
as its fixed assets) and the transmission activ-
ities currently carried out by DESMHE. The

new company will be entrusted with the own-
ership, maintenance, management, exploita-
tion and development of the Transmission Sys-
tem.8 Furthermore, the draft law envisages a
Supervisory Body of ADESMHE, responsible
for decisions having a significant bearing on
the value of fixed assets, as well as the appoint-
ment of a Compliance Officer, also involved in
ADESMHE’s daily operations.

The draft law also enables the transfer of
minority interests in ADESMHE S.A. to third
parties (other than stakeholders in the pro-
duction and supply of electricity or natural
gas), with a view to strengthening the com-
pany’s capital base and securing the resources
required for the projects envisaged in the com-
pany’s ten-year development plan.

–– A company responsible for the operation of
the electricity market, under the name of
“LAGHE S.A.”, which will be the successor of
the present DESMHE. The Greek State will
initially have a 100% holding in the new com-
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44 As well as with Regulations (EC) 713/2009, 714/2009 and 715/2009
of 13 July 2009.

55 Specifically, the RAE is entrusted with decision-making powers
(which have up to now been solely advisory) regarding (a) the
security of energy supply, (b) the licensing procedure, i.e. all elec-
tricity generation and supply licences, as well as the licences for
the exercise of natural gas activities, will be granted by the RAE,
which until now had been granting only RES licences, (c) the
development and monitoring of a network and infrastructure
development project, (d) the tariffs for non-competitive business
(operation of networks and infrastructures), (e) the supervision
and certification of independent electricity and natural gas oper-
ators (granting certification is a new task of the RAE) and (f) con-
sumer protection. 

66 According to the EU directives, Member States may choose
among three alternative options with regard to the separation of
the electricity and natural gas generation procedure from the
transmission procedure. These are: (a) the “full ownership
unbundling” model, under which the same person or persons are
not entitled to exercise control over a generation or supply under-
taking and, at the same time, exercise direct or indirect control
over a transmission system operator, (b) the “independent system
operator – ISO”, according to which undertakings are entitled to
maintain the supply and transmission activities whilst ensuring
“effective separation of interests”, and (c) the “independent trans-
mission operator – ITO, on the basis of which a vertically inte-
grated undertaking shall maintain its network of activities whilst
ensuring “effective separation of interests” by establishing rules
concerning individual activities, equipment, staff, identity and
compliance control.

77 Under the Independent System Operator (ISO), ADESMHE must
have been certified by the RAE as an Electricity System Operator
by March 2012.

88 The new subsidiary will take over the entire staff of the Trans-
mission branch of DEH S.A., as well as the staff of DESMHE S.A.
responsible for the maintenance, management, exploitation and
development of the Transmission System.



pany,9 with a possibility to transfer part of its
stake to third parties.

–– A company which will be a totally owned sub-
sidiary of DEH under the name of “ADDHE
S.A.”, responsible for the operation, mainte-
nance and development of the distribution net-
work, including the network of non-intercon-
nected islands. The ownership of the fixed
assets of the distribution network will however
remain with DEH, which will be required to
finance the network’s development according
to the applicable network development plans.

In the nnaattuurraall  ggaass  mmaarrkkeett, the draft law provides
for the unbundling of DEPA from DESFA,
once again opting for the Independent Trans-
mission Operator (ITO) model.

In this context, DESFA S.A. will take up the
operation, maintenance and development of
the National Natural Gas System (ESFA),
after having been authorised by RAE. Fur-
thermore, the draft law envisages the creation
of a Supervisory Body, responsible for making
decisions with a significant bearing on the
value of the company’s fixed assets. Three out
of its seven members must not have entered
into any kind of business relations with DEPA
in the last three years. Futhermore, the draft
law provides for the appointment of a Com-
pliance Officer, also involved in DESFA’s daily
operations. In addition the draft law transposes
into national law Article 9 of Directive

2009/73/EC regarding the ownership
unbundling of undertakings performing any of
the functions of natural gas production or sup-
ply from new (i.e. after 3 September 2009)
transmission system operators.

Finally, the draft law addresses key issues
regarding consumer protection in electricity
and natural gas supply, with a view to ensure: 

–– maximum benefits to consumers from energy
market deregulation, access to affordable and
high-quality energy products and services;

–– the effective protection of consumer rights;
this involves, among other things, protection
against market abuse on the part of suppliers,
the introduction of smart meters, enabling con-
sumers’ active participation in the energy mar-
ket and uninterrupted electricity supply even
in the event of supplier failure. Furthermore,
all suppliers are subject to public service obli-
gations (social tariffs for household cus-
tomers), and the concept of energy poverty is
introduced, while a Universal Service Provider
is designated (acting as a default or last resort
supplier) and vulnerable consumers are
defined (who can benefit from favourable pay-
ment options or the prohibition of disconnec-
tion in critical times).
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99 The 100% participation of the Greek State will result from the
transfer of 49% of DESMHE shares, which are currently owned by
DEH.
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BALANCE SHEET AS AT 31 DECEMBER 2010
EIGHTY THIRD YEAR

(in euro)

A S S E T S 31.12.2010 31.12.2009

1. Gold and gold receivables 5,005,114,533 3,633,315,395

2. Claims on non-euro area residents denominated in foreign currency 1,009,983,571 1,108,075,094

2.1 Receivables from the International Monetary Fund (IMF) 908,925,790 947,530,824
2.2 Balances with banks and security investments, external loans and

other external assets 101,057,781 160,544,270

3. Claims on euro area residents denominated in foreign currency 283,797,006 281,553,987

3.1 General government 200,915,553 270,390,666
3.2 Other claims 82,881,453 11,163,321

4. Claims on non-euro area residents denominated in euro 165,813 177,285

4.1 Balances with banks, security investments and loans 165,813 177,285
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 97,668,800,000 49,655,100,000

5.1 Main refinancing operations 18,023,000,000 2,355,000,000
5.2 Longer-term refinancing operations 78,382,800,000 47,300,100,000
5.3 Fine-tuning reverse operations 1,263,000,000 0

6. Other claims on euro area credit institutions denominated in euro 71,609,150 72,760,162

7. Securities of euro area residents denominated in euro 23,860,877,515 20,668,018,576

7.1 Securities held for monetary policy purposes 4,898,275,295 674,147,384
7.2 Other securities of euro area residents denominated in euro 18,962,602,220 19,993,871,192

8. General government long-term debt denominated in euro 6,867,002,312 7,294,205,864

9. Intra-Eurosystem claims 1,600,050,638 1,597,874,267

9.1 Participating interest in the ECB 468,140,047 435,391,713
9.2 Claims equivalent to the transfer of foreign reserves to the ECB 1,131,910,591 1,131,910,591
9.3 Claims related to the allocation of euro banknotes within the

Eurosystem (net) 0 0
9.4 Net claims arising from balances of TARGET2 accounts 0 0
9.5 Other claims within the Eurosystem (net) 0 30,571,963

10. Items in course of settlement 415,701 2,369,833

11. Other assets 2,272,489,005 2,280,203,801

11.1 Coins 69,322,438 58,087,539
11.2 Tangible and intangible fixed assets 755,550,905 763,695,749
11.3 Other financial assets 29,172,193 29,260,593
11.4 Off-balance-sheet instruments revaluation differences 1,653,134 0
11.5 Accruals and prepaid expenses 988,458,366 1,009,094,586
11.6 Sundry 428,331,969 420,065,334

T O T A L A S S E T S 138,640,305,244 86,593,654,264

OFF-BALANCE-SHEET ITEMS 31.12.2010 31.12.2009

1. Greek government securities relating to the management of the "Common
capital of legal entities in public law and social security funds" according to
Law 2469/97 22,599,433,438 20,167,881,047

2. Greek government securities and other securities relating to the management
and custody of funds of public entities, social security funds and private agents 9,408,108,799 9,624,298,900

3. Assets eligible as collateral for Eurosystem monetary policy operations and
intra-day credit 162,000,732,695 77,190,735,706

4. Other off-balance-sheet items 10,870,038,657 282,506,757

TOTAL OFF-BALANCE-SHEET ITEMS 204,878,313,589 107,265,422,410

Notes:
11 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).
22 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%.
33 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)

L I A B I L I T I E S 31.12.2010 31.12.2009

1. Banknotes in circulation 21,748,281,800 20,886,044,900

2. Liabilities to euro area credit institutions related to monetary policy 
operations denominated in euro 10,528,376,123 8,008,073,640

2.1 Current accounts (covering the minimum reserve system) 3,303,376,123 4,616,073,640
2.2 Deposit facility 7,165,000,000 3,392,000,000
2.3 Fixed-term deposits 60,000,000 0

3. Other liabilities to euro area credit institutions denominated in euro 0 0

4. Liabilities to other euro area residents denominated in euro 2,339,465,608 1,381,108,771

4.1 General government 781,941,428 1,333,377,502
4.2 Other liabilities 1,557,524,180 47,731,269

5. Liabilities to non-euro area residents denominated in euro 766,281,837 719,806,349

6. Liabilities to euro area residents denominated in foreign currency 22,321,537 73,079,424

7. Liabilities to non-euro area residents denominated  in foreign currency  56,827 84,505,484

7.1 Deposits and other liabilities 56,827 84,505,484
7.2 Liabilities arising from the credit facility under ERM II 0 0

8. Counterpart of special drawing rights allocated by the IMF 905,349,233 851,675,401

9. Intra-Eurosystem liabilities 95,054,832,880 49,122,200,115

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) 7,921,552,125 86,137,460

9.3 Net liabilities arising from balances of TARGET2 accounts 87,088,090,137 49,036,062,655
9.4 Other liabilities within the Eurosystem (net) 45,190,618 0

10. Items in course of settlement 23,305,724 26,358,624

11. Other liabilities 787,477,099 764,807,737

11.1 Off-balance-sheet instruments revaluation differences 1,719 191,109
11.2 Accruals and income collected in advance 114,941,633 68,547,768
11.3 Sundry 672,533,747 696,068,860

12. Provisions 2,385,419,686 1,953,462,075

13. Revaluation accounts 3,263,692,564 1,917,223,958

14. Capital and reserves 815,444,326 805,307,786

14.1 Capital 111,243,362 111,243,362
14.2 Ordinary reserve 111,243,362 111,243,362
14.3 Extraordinary reserve 84,500,000 72,500,000
14.4 Special reserve from the revaluation of land and buildings 507,247,856 509,257,925
14.5 Other special reserves 1,209,746 1,063,137

T O T A L   L I A B I L I T I E S 138,640,305,244 86,593,654,264

44 Account balances related to monetary policy operations are shown under distinct items. 
55 Gold has been valued at the price provided by the ECB as at 31 December 2010: €1,055.418 per fine oz, compared with €766.347 as at 31 Decem-
ber 2009. 
66 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 2010.
77 Marketable securities (other than held-to-maturity) are valued at the mid-market prices of 31 December 2010. Marketable securities classified as
held-to-maturity and non-marketable securities are valued at amortised cost subject to impairment. In financial year 2010 no impairment losses incurred.
88 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. 
99 From 2005 onwards, depreciation of buildings is calculated at a rate of 2.5%, over their expected life (40 years).
1100 In 2010 an amount of €47 million (2009: €45 million) was released from the provision of €149.5 million against counterparty risks related to the
monetary policy operations of the Eurosystem, initially established in 2008. This amount of €47 million was transferred to income from unused pro-
visions.
1111 From the profit of financial year 2010, an amount of €12 million was transferred to the extraordinary reserve. 
1122 Certain items of the balance sheet and the profit and loss account for the year 2009 have been reclassified to ensure comparability with the respec-
tive items of the year 2010.
1133 "Other off-balance-sheet items" include a promissory note of €10.6 billion (SDR 9.1 billion) issued by the Greek government for the total amount
of the loan received from the IMF until 31 December 2010.
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PROFIT AND LOSS ACCOUNT FOR THE YEAR 2010

(in euro)

Athens, 14 March 2011

THE GOVERNOR

GEORGE A. PROVOPOULOS

THE DIRECTOR OF THE ACCOUNTS DEPARTMENT

CHRISTOS K. PAPAKONSTANTINOU

2 0 1 0 2 0 0 9

1. Net interest income 825,890,005 766,668,842

1.1 Interest income 1,741,334,930 1,432,540,058
1.2 Interest expense -915,444,925 -665,871,216

2. Net result of financial operations, write-downs and risk provisions 50,321,799 58,209,232

2.1 Realised gains arising from financial operations 50,321,799 58,209,232
2.2 Write-downs on financial assets and positions -21,326,568 -5,170,554
2.3 Transfer from provisions for foreign exchange rate interest rate, 

credit and gold price risks 21,326,568 5,170,554

3. Net income from fees and commissions 141,548,446 174,827,731

3.1 Fees and commissions income 143,186,356 176,416,753
3.2 Fees and commissions expense -1,637,910 -1,589,022

4. Income from equity shares and participating interests 12,288,700 66,983,496

5. Net result of pooling of monetary income 1,834,971 53,376,709

6. Other income 12,630,271 19,410,623

Total net income 1,044,514,192 1,139,476,633

7. Staff costs and pensions -319,516,458 -332,781,100

8. Administrative and other expenses -48,198,051 -46,498,739

9. Depreciation of tangible and intangible fixed assets -13,481,729 -59,807,274

10. Provisions -472,865,662 -472,228,907

Total expenses -854,061,900 -911,316,020

PROFIT FOR THE YEAR 190,452,292 228,160,613

2 0 1 0 2 0 0 9

Dividend €0.67 per share on 19,864,886 shares 13,309,473 13,309,473

Extraordinary reserve 12,000,000 17,500,000

Additional dividend €0.89 per share* 17,679,749 34,366,253

Tax payment on dividends** 20,659,482 15,891,909

To the Government 126,803,588 147,092,978

190,452,292 228,160,613

** The total dividend for financial year 2010 amounts to €2.60 per share compared to €3.20 in the previous year.
**** Dividends are subject to withholding tax of 40%, in accordance with Article 13 of Law 3842/23.4.2010. In case of the amendment of the above
Law, before the dividend payment, the tax and the dividend amounts will be adjusted appropriately.

NNoottee::  Item 5 “Net result of pooling of monetary income” includes amounts regarding the partial release of the provision of €149,522,606 against coun-
terparty risks related to the monetary policy operations of the Eurosystem, first established in 2008 (2010: €47,025,589, 2009: €44,966,265). 

DISTRIBUTION OF NET PROFIT
(Article 71 of the Statute)

(in euro)
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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, 2010, and the income statement, and the
statement of profit distribution for the year then ended, and a summary of significant accounting poli-
cies and other explanatory information.

MMaannaaggeemmeenntt''ss  RReessppoonnssiibbiilliittyy  ffoorr  tthhee  FFiinnaanncciiaall  SSttaatteemmeennttss::  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 financial statements as concerns the method used to provide for general risks
and the Accounting Standards prescribed by Greek legislation, and for such internal controls as Man-
agement determines are necessary to enable the preparation of financial statements that are free from
material misstatement, whether due to fraud or error.

AAuuddiittoorr''ss  RReessppoonnssiibbiilliittyy::  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 about 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 finan-
cial statements. 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 pres-
entation of the financial statements in order to design audit procedures that are appropriate in the cir-
cumstances, 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 rea-
sonableness of accounting 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 €1,465 million (December 31, 2009: €1,275 million) for which we were unable to obtain
audit evidence concerning their calculation and, consequently, we are unable to satisfy ourselves as to
the adequacy of such provision. 

OOppiinniioonn::  In our opinion, except for the possible 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 at December 31, 2010, 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 financial statements as concerns the method
used to provide for general risks and the Accounting Standards prescribed by the Greek legislation. 

RReeppoorrtt  oonn  OOtthheerr  LLeeggaall  RReeqquuiirreemmeennttss::  We confirm the reconciliation and correspondence of
the information given in the Report of the Governor with regard to the income statement for the year
ended 2010 with the attached financial statements, according to articles 43a and 37 of the Law 2190/1920.  

Athens, 14 March 2011

The Certified Auditors - Accountants 
Christodoulos Seferis Sofia Kalomenides Ernst & Young (Hellas) S.A.

(Registration no 23 431) (Registration no 13 301) Certified Auditors Accountants
11th klm National Road Athens Lamia (Registration no 107)       

144 51 Metamorphosi Attiki

INDEPENDENT AUDITOR'S REPORT
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A C C O U N T I N G P O L I C I E S

General principles regarding the preparation of the Bank’s accounts

The annual accounts of the Bank of Greece, under Article 54A of its Statute, are prepared in
accordance with the accounting rules and principles applicable from time to time to the Euro-
pean System of Central Banks, as set out by the European Central Bank (ECB) in its Guideline
ECB/2006/16 of 10 November 2006, as amended by Guidelines ECB/2007/20 of 17 December 2007,
ECB/2008/21 of 11 December 2008, ECB/2009/18 of 17 July 2009, ECB/2009/28 of 14 Decem-
ber 2009 and ECB/2010/20 of 11 November 2010.

These rules and practices, although based on internationally accepted accounting standards, have
been adjusted to reflect the specific status of the national central banks (NCBs) of the Eurosys-
tem.

Any issues that are not covered by the aforementioned rules or ECB guidelines or are governed
by non-mandatory provisions are to be treated either in accordance with the ECB recommen-
dations or in accordance with the Bank’s Statute and Law 2190/1920 on sociétés anonymes.

Main accounting principles

The main accounting principles that apply to the Eurosystem (i.e. the ECB and the euro area
NCBs, including the Bank of Greece) are the following:

• Transparency: accounting and financial reporting must reflect the Bank’s real financial situa-
tion.

• Prudence: Unrealised valuation gains on gold, financial instruments in foreign currency and secu-
rities are not recognised as income in the Profit and Loss Account, but are transferred directly to
revaluation accounts. By contrast, unrealised valuation losses at the year-end in excess of previous
unrealised valuation gains are recognised as expenses and are taken to the Profit and Loss Account.

• Post-balance-sheet events: Assets and liabilities are adjusted for events that occurred between
the annual balance sheet date and the date on which the financial statements were approved, if
such events affect the condition of assets or liabilities on the balance sheet date.

• Materiality and non-deviation from accounting rules.

• Going concern basis: Accounts are prepared on a going concern basis.

• The accruals principle: Income and expenses are recognised in the accounting period in which
they were earned or incurred and not in the period in which they were received or paid.

• Consistency and comparability: The criteria for balance sheet valuation and income recognition
are applied consistently to ensure comparability of data in financial statements.

Accounting approaches

• Financial transactions denominated in euro are recorded on value date in accordance with the
cash approach.
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• Foreign exchange transactions, financial instruments denominated in foreign currency and
related accruals are recorded using the economic approach, according to which:
– Transactions are recorded on off-balance sheet accounts on trade date.

– On settlement/value date, the off-balance sheet booking entries are reversed, and the trans-
actions are booked on balance sheet accounts.

– Using the economic approach, the foreign currency positions, realised gains and losses aris-
ing from net sales and the calculation of average cost are affected on trade date.

– Interest, premium or discount accrued related to financial instruments denominated in foreign
currency is calculated and booked on a daily basis and the foreign currency position is affected
commensurately.

Balance sheet valuation rules

• Assets and liabilities in foreign currency and gold are converted into euro at the exchange rate
prevailing on the balance sheet date, as derived from the ECB’s daily quotation of reference
exchange rates.

• Income and expenses are converted into euro at the exchange rate prevailing on the trade date.

• No distinction is made between the price and currency revaluation differences for gold. Instead,
a single gold valuation is accounted for on the basis of the price in euro per fine ounce of gold,
which is derived from the exchange rate of the euro against the US dollar on the balance sheet
date.

• The revaluation of foreign exchange assets and liabilities, including on-balance-sheet and off-
balance-sheet instruments, is performed on a currency-by-currency basis.

• Marketable debt securities, other than held to maturity, are valued at the average market prices
prevailing at the Balance Sheet date on the basis of their ISIN code; for the financial year end-
ing on 31 December 2010, the average market prices of 31 December 2010 were used.

• Marketable debt securities held to maturity and various holdings are valued at amortised cost
and are subject to impairment tests.

Income recognition

• Realised gains and losses arising from the sale of foreign exchange, gold and securities are taken
to the Profit and Loss Account. Such realised gains and losses are calculated using the average
cost of the respective asset at the date when they are realised.

• Unrealised gains (revaluation gains) are not recognised as income, but are transferred directly
to revaluation accounts.

• Unrealised losses (revaluation losses), when in excess of previous revaluation gains registered
in the corresponding revaluation account, are taken at year-end to the Profit and Loss Account
and are not netted against new revaluation gains in subsequent years. Unrealised losses in any
one security, in any one currency or in gold holdings are not netted against unrealised gains in
other securities, currencies or gold. The average cost of a financial asset giving rise to unrealised
loss at year-end shall be valuated at the end-year foreign exchange rate or market price.
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• Premiums or discounts arising on purchased securities are calculated and presented as part
of interest income/payments and are amortised over the remaining life of the assets.

• Impairment losses are taken to the Profit and Loss Account and are not netted in subsequent
years, unless impairment is reduced and this change can be related to an observable event that
occurred after the impairment was first registered.

Off-balance sheet instruments

Foreign exchange forward transactions, the forward legs of currency swaps and other currency
transactions that involve exchanging a currency for another on a future date are included in the
net foreign currency positions for the purpose of calculating average purchase cost and foreign
exchange gains and losses.

Banknotes in circulation

The ECB and the 16 euro area NCBs, which together comprise the Eurosystem, issue euro ban-
knotes.1 The total value of euro banknotes in circulation is allocated to the Eurosystem central
banks on the last working day of each month according to their banknote allocation keys.2

The ECB has been allocated a share of 8% in the total value of euro banknotes in circulation,
while the remaining 92% is allocated to the NCBs. The share of banknotes in circulation that
has been allocated to the Bank of Greece is disclosed under the Balance Sheet liability item 1
“Banknotes in circulation”.

The difference between the value of euro banknotes allocated to each NCB according to its ban-
knote allocation key and the value of euro banknotes that the NCB actually puts into circula-
tion produces “Intra-Eurosystem claims/liabilities”. These interest-bearing claims or liabilities3

are disclosed under the sub-item “Net claims/liabilities related to the allocation of euro banknotes
within the Eurosystem”.

For financial years 2002 to 2007, “intra-Eurosystem claims” and “intra-Eurosystem liabilities”
arising from the allocation of euro banknotes are adjusted in order to avoid sharp fluctuations
in the monetary income of NCBs relative to previous years.

The amounts of these adjustments were calculated taking into account the differences between
the average value of banknotes in circulation of each NCB during the period from 1 July 1999
to 30 June 2001 and the average value of banknotes that would have been allocated to them dur-
ing the same period in accordance with the ECB’s capital key.

The small further adjustments of balances made henceforth reflect changes in the balances of
NCBs joining the Eurosystem, which affect those of the participating NCBs.

Annual
Report
2010 11A
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and applying the subsequent capital key to the NCB’s share in this total.
33 ECB decision of 25 November 2010 on the allocation of monetary income of the national central banks of Member States whose currency is

the euro (recast) (ECB/2010/23), OJ L35, 9.2.2011, p. 17.



Interest income and interest expenses on these claims/liabilities are netted in the ECB accounts
and are disclosed in the Profit and Loss Account of each NCB of the Eurosystem under “Net
interest income”.

Interim distribution of the ECB’s income from seigniorage and from securities purchased under
the Securities Markets Programme (SMP)

The Governing Council of the ECB has decided that the income from its share (8%) of the total
euro banknote issue (the ECB’s seigniorage) and the net income from securities purchased under
the Securities Markets Programme (SMP) is due to the NCBs and will be paid to them in full in
the financial year it accrues. The ECB will distribute both amounts to the NCBs in January of the
following year in the form of an interim distribution.4 The income on euro banknotes in circula-
tion will be paid in full, unless the Governing Council decides to reduce such income on account
of expenses incurred by the ECB in connection with the issue and handling of euro banknotes. The
Governing Council shall decide before the end of the financial year whether all or part of the ECB’s
income arising from SMP securities and, if necessary, all or part of the ECB’s seigniorage income
should be retained to the extent necessary to ensure that the amount of the distributed income does
not exceed the ECB’s net profit for that year.

Furthermore, the Governing Council may decide before the end of the financial year to transfer
part or all of the ECB’s income arising from securities purchased under the SMP and, if necessary,
part or all of the ECB’s seigniorage income to the provision for foreign exchange rate, interest rate,
credit and gold price risk.

For the year 2010, pursuant to the decision of the Governing Council of the ECB of 16 Decem-
ber 2010 and decision ECB/2010/24, the ECB will allocate the whole of its seigniorage income, of€654 million, and the whole of its income from the SMP portfolio, of €438 million, to increase this
provision.

Intra-ESCB balances/intra-Eurosystem balances 

Intra-ESCB transactions refer to cross-border payments between two EU central banks. They
are mostly effected through the TARGET2 system5 and give rise to bilateral balances in the TAR-
GET2 accounts of EU central banks. These bilateral balances are netted out with the ECB on
a daily basis, leaving each NCB with a single net bilateral position vis-à-vis the ECB only. This
position in the books of the ECB represents the net claim or liability of each NCB against the
rest of the ESCB. 

Intra-Eurosystem euro-denominated balances of euro area NCBs vis-à-vis the ECB (excluding
the ECB capital and the positions arising from the transfer of foreign reserve assets to the ECB)
are presented on the Balance Sheet of the ECB as a single net asset or liability position and dis-
closed under “Other claims within the Eurosystem (net)”or “Other liabilities within the Eurosys-
tem (net)”. 
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Intra-Eurosystem balances arising from the allocation of euro banknotes within the Eurosystem
are included as a single net asset (liability) under “Net claims related to the allocation of euro
banknotes within the Eurosystem” (“Net liabilities related to the allocation of euro banknotes
within the Eurosystem”). 

Cash flow statement 

Taking account of the special role of the central bank in the context of the single monetary pol-
icy of the Eurosystem, the Bank of Greece, regards the publication of a cash flow statement unnec-
essary, on the grounds that it would not provide the readers of financial statements with addi-
tional information.   
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A S S E T S

1. Gold and gold receivables

Holdings and receivables 31.12.2010 31.12.2009 Change
in standard gold

Volume in fine troy ounces (thousands) 4,742 4,741 1

Volume in tonnes 147.5 147.5 0

Value (€ million) 5,005.1 3,633.3 1,371.8

The amounts reported above comprise the Bank’s gold holdings (3,587 thousand ounces) and
gold receivables from the Greek State (986 thousand ounces) corresponding to Greece’s par-
ticipation in the IMF (the gold component of Greece’s quota has been paid by the Bank of Greece
on behalf of the Greek State), as well as scrap gold and gold coins for melting (140 thousand
ounces). The largest part of gold holdings is kept in banks abroad.

The small increase by one thousand ounces in the volume of gold holdings and receivables reflects
purchases of gold from private individuals, while the significant €1,371.8 million increase in the
value of gold in euro is due to the appreciation of the euro in 2010.

The total amount arising from the increase in the price of gold (value as at 31 December 2010
compared with the average acquisition cost – unrealised profit) came to €3,259.1 million and is
disclosed under liability item 13 “Revaluation accounts”. This sum will serve as a buffer against
any losses from gold price movements in the future.

Gold has been valued at its euro price per fine troy ounce as at year-end according to the ECB’s
reference exchange rate, i.e. €1,055.418 on 31 December 2010, compared with €766.347 on 31
December 2009. This price was derived from the USD price of gold quoted on the London mar-
ket on 31 December 2010 and the euro/USD exchange rate on that same date.

2. Claims on non-euro area residents denominated in foreign currency
This item consists of: receivables from the IMF (in SDRs); balances on correspondent accounts
with banks abroad; time deposits; securities holdings; and the value of non-euro banknotes held
in the Bank’s vaults.

2.1 Receivables from the IMF
These arise from Greece’s participation in the IMF and include the following:

– The Bank’s holdings of special drawing rights (SDRs);

– The SDR component of Greece’s quota in the IMF. This has been financed by the Bank, which
is entrusted with the management of the relevant assets. The euro component of Greece’s quota
in the IMF, amounting to €756.2 million, is disclosed under liability item 5 “Liabilities to non-
euro area residents denominated in euro”. Greece’s overall quota amounts to SDR 823 million
and must remain unchanged (i.e. the euro component and the SDR component must always add
up to SDR 823 million).

NOTE S  ON  TH E  B A L ANC E  S H E E T
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Receivables from the IMF 31.12.2010 31.12.2009 Change
(in millions) SDRs � SDRs � SDRs �

SDR holdings 609.1 704.8 694.2 755.7 -85.1 -50.9

Greece’s SDR quota 170.9 197.8 170.8 185.9 0.1 11.9

Special non-interest-bearing 
deposit in SDRs 5.4 6.3 5.4 5.9 0.0 0.4

Total 785.4 908.9 870.4 947.5 -85.0 -38.6 

• SDR holdings
The decline in SDR holdings is the result of the payment of commissions, interest, various expenses
and other liabilities arising from IMF loan payments to Greece in the course of 2010 in the context
of the IMF and EU financial support to the country. These expenses were paid out of the afore-
mentioned holdings, in debit of the euro account of the Greek State with the IMF. Most of these
holdings were replaced by SDR purchases made by the Bank of Greece.

It should be noted that the largest part of Greece’s SDR holdings with the IMF comes from SDR
allocations to Greece in 2009 in the context of IMF’s general SDR allocation, equivalent to USD
250 billion, to all its member countries, which was approved by the IMF Board of Governors on 7
August 2009 and entered into force on 28 August 2009.

This allocation aimed to provide liquidity to the global economic system by boosting the foreign
reserve assets of the IMF member countries according to their quotas.

• Greece’s SDR quota in the IMF
The amount of this quota increased due to the depreciation of the euro vis-à-vis the SDR in 2010.

The above receivables from the IMF were valued at the SDR/euro exchange rate as at 30 Decem-
ber 2010, based on ECB’s reference exchange rates, i.e. 1 SDR = €1.1572, compared with €1.0886
as at 31 December 2009.

2.2 Balances with banks and security investments, external loans and other external assets
This item consists of claims on non-euro area residents denominated in foreign currency, e.g.
time deposits, current account balances with foreign correspondents, debt securities and non-
euro banknotes in the Bank’s vaults.

Asset category 31.12.2010 31.12.2009 Change
(in � millions)

Time deposits with foreign banks 4.2 80.0 -75.8

Current account balances with 
foreign correspondents 22.7 13.2 9.5

Marketable debt securities (bonds) 58.0 45.8 12.2

Cash holdings of foreign currency 16.2 21.5 -5.3

Total 101.1 160.5 -59.4
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The largest part of these assets as at 31 December 2010 is denominated in US dollars.

3. Claims on euro area residents denominated in foreign currency
This item consists of claims on general government that stem from long-term loans, time deposits
with correspondent banks in other euro area countries and claims arising from the Bank's reverse
transactions with domestic credit institutions.

3.1 Claims on general government
These claims include:

– loans in SDRs granted to the Greek State to finance its participation in the IMF, relating to
the SDR component of Greece’s quota;

– loans in USD and gold-linked loans to the Greek State to finance its participation in interna-
tional organisations.

These claims amounted to €200.9 million on 31 December 2010, against €270.4 million on 31
December 2009. The decrease is attributable to the repayment on 6 September 2010 of a long-
term loan of GBP 75 million concluded with foreign banks on behalf of and assigned to the Greek
State on 6 September 1985. The Bank’s liabilities decreased commensurately (liabilities item 7
“Liabilities to non-euro area residents denominated in foreign currency”).

3.2 Other claims
The balance as at 31 December 2010 concerns foreign currency-denominated time deposits with
euro area correspondents and reverse transactions in US dollars with domestic credit institutions.

Categories of claims 31.12.2010 31.12.2009 Change
(in � millions)

Time deposits 26.8 11.2 15.6

Reverse transactions with domestic 
credit institutions 56.1 0.0 56.1

Total 82.9 11.2 71.7 

The considerable increase observed is attributable to the reactivation of the US dollar liquid-
ity-providing operations for euro area credit institutions in May 2010 in the form of reverse oper-
ations against Eurosystem-eligible collateral. These operations are carried out under the tem-
porary liquidity swap lines between the European Central Bank (ECB) and the Federal Reserve
to provide short-term US dollar liquidity to financial markets. 

Under this agreement, the Federal Reserve System made US dollars available to the ECB through
a temporary reciprocal currency arrangement (swap line) in order to provide short-term liquidity,
in US dollars, to Eurosystem counterparties.

In this context, the Bank of Greece provided US dollar liquidity to domestic credit institutions
amounting to €56.1 million as at 31 December 2010.



4. Claims on non-euro area residents denominated in euro

4.1 Balances with banks, security investments and loans
This comprises interest-bearing current account balances with banks abroad (outstanding bal-
ance as at 31 December 2010: €166 thousand).

5. Lending to euro area credit institutions related to monetary policy operations, denominated
in euro 

This item consists of outstanding balances of lending to credit institutions in Greece, in the con-
text of the single monetary policy.

Liquidity is chiefly provided through main refinancing operations (with a maturity of 7 days) and
longer-term refinancing operations (with a maturity of one or three months) against eligible col-
lateral (marketable debt securities and other assets).

Categories of operations 31.12.2010 31.12.2009 Change
(in � millions)

MROs (maturity of 7 days) 18,023.0 2,355.0 15,668.0

LTROs (maturity of 1 or 3 months) 78,382.8 47,300.1 31,082.7

Fine-tuning reverse operations 1,263.0 0 1,263.0

Total 97,668.8 49,655.1 48,013.7

It should be noted that, according to Article 32 of the Statute of the ESCB and the ECB, the NCBs
that conduct monetary policy operations on behalf of the Eurosystem participate in income and
provisions in accordance with the ECB’s capital key.

6. Other claims on euro area credit institutions denominated in euro
This item mainly includes current account balances with correspondent banks, as well as other claims. 

These claims came to €71.6 million on 31 December 2010, down from €72.8 million on 31 Decem-
ber 2009. 

7. Securities of euro area residents denominated in euro

7.1 Securities held for monetary policy purposes
This comprises two categories:

Α) Securities purchased under the Covered Bonds Purchase Programme (CBPP1)6

The total value of these securities purchased by the Bank under the Covered Bonds Purchase
Programme stood at €1.6 billion. This item consists of covered bonds in euro issued by euro area
banks and credit institutions with maturities of up to 12 years.

It should be noted that this programme was concluded on 30 June 2010 and the total value of
covered bonds held by the Eurosystem as at 31 December 2010 was €60.8 billion (acquisition cost).

Annual
Report
201018A

66 Decision of the European Central Bank of 2 July 2009 on the implementation of the covered bond purchase programme (CBPP1)
(ECB/2009/16), OJ L175, 4.7.2009, p. 18.



Β) Securities purchased under the Eurosystem Securities Markets Programme (SMP)7

The Governing Council of the ECB has decided to put into effect a purchase programme for secu-
rities issued in the euro area in order to restore the smooth functioning of the monetary policy trans-
mission mechanism in euro area countries (Securities Markets Programme – SMP)

Under this programme, Eurosystem NCBs and the ECB purchased bonds, amounting on 31 Decem-
ber 2010 to €73.4 billion (acquisition cost).

In this context, the Bank of Greece purchased bonds amounting to €3.3 billion (acquisition cost).

According to Article 32.4 of the Statute of the ECB, any losses on such securities will be allocated
to the NCBs of the Eurosystem, in accordance with their ECB capital key.

Securities from both these programmes are held to maturity and valued at amortised cost subject to
impairment tests. The test carried out at end-2010 showed that there is no evidence of impairment.

7.2 Other securities of euro area residents denominated in euro
This item includes euro-denominated bonds, Treasury bills and commercial paper issued by euro
area governments, including the Greek State. They make up the Bank’s investment book.

Type of securities 31.12.2010 31.12.2009 Change
(in � millions)

Marketable debt securities issued by euro area
governments other than held to maturity

Euro area securities, other than Greek
government securities

Bonds 2,984.9 5,612.4 -2,627.5

Treasury bills 2,383.5 6,146.5 -3,763.0

Commercial paper 67.4 248.2 -180.8

Zero-coupon bonds 19.9 0 19.9

Greek government securities

Bonds 877.9 0 877.9

Treasury bills 214 0 214

Commercial paper 0 49.5 -49.5

Total 6,547.6 12,056.6 -5,509.0

Held to maturity marketable debt securities

Greek government bonds 4,389.4 3,529.1 860.3

Greek Treasury bills 0 49.6 -49.6

Bonds issued by other euro area governments 8,025.6 4,358.5 3,667.1

Total 12,415.0 7,937.2 4,477.8

Grand total 18,962.6 19,993.8 -1,031.2
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As shown in the table, a predominant part of the Bank’s portfolios comprises securities held to
maturity.

These are valued at amortised cost and the impairment tests carried out at end-2010 showed that
there is no evidence of impairments.

The remaining debt securities were valued at the average market prices prevailing on 31 Decem-
ber 2010. Gains were taken to revaluation accounts, and losses were covered by the provision
that was formed for this purpose. 

8. General government long-term debt denominated in euro
This item consists of the long-term loans in euro extended by the Bank to the Greek State up to
31 December 1993.

Specifically, it consists of:

− interest-bearing loans extended to the Greek State up to 31 December 1993;

− interest-bearing loans extended by the Bank of Greece to the Greek State on 31 December 1993,
in settlement of the balance of the account “Exchange rate valuation differences – Law 1083/80”;

− interest-free loans in euro extended by the Bank to the Greek State for the purpose of
financing its euro-denominated participation in the IMF. The amount of this participation,
which is deposited by the IMF with the Bank, is disclosed under liability item 5 “Liabilities
to non-euro area residents denominated in euro”.

Outstanding balance as at  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . €6,867.0 million
Outstanding balance as at  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . €7,294.2 million

D e c r e a s e €427.2 million

The decrease stems from the gradual repayment of interest-bearing loans.

9. Intra-Eurosystem claims

9.1 Participation in the capital, reserve assets and provisions of the ECB
The table below shows the items related to the ECB capital, reserve assets and provisions and
the Bank’s participation therein. 

As at 31.12.2010 (%) (in � millions)

ECB’s subscribed capital 
(applying to all 27 EU Member States) 10,760.7

Bank of Greece’s key for subscription 
to the ECB’s capital (capital key) 1.9649

ECB capital paid up by the 16 Eurosystem NCBs 5,183.6

Weighting of the Bank of Greece in 
the subscribed capital key 2.81539
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As at 31.12.2010 (%) (in � millions)

Bank of Greece’s share in the subscribed capital 145.9 

Bank of Greece’s contribution to 
the ECB’s reserves and provisions 322.2

Bank of Greece’s total contribution to ECB’s 
capital, reserves and provisions as at 31.12.2010 468.1 

According to Article 28 of the Statute of the European System of Central Banks (ESCB), the
national central banks of the ESCB are the sole subscribers to and holders of the capital of the
ECB.

The subscription to the ECB’s capital is based on a key assigned to each NCB and is equal to
the sum of 50% of the share of its respective Member State in the gross domestic product of the
European Union and 50% of the share of its respective Member State in the population of the
European Union (Article 29.1 of the ESCB Statute). 

According to Article 28.1 of the Statute of the ESCB, Council Regulation 1009/2000 of 8 May
2000, and following a relevant decision of the Governing Council on 13 December 2010, the ECB
increased its subscribed capital by €5 billion, from €5,760.7 million to €10,760.7 million, effec-
tive from 29 December 2010. The NCBs of the euro area countries pay the amounts correspon-
ding to the increase in their share in the ECB capital (a total of €3.5 billion) in three equal annual
instalments. The first instalment was paid on 29 December 2010, and the other two will be paid
at end-2011 and end-2012, respectively.

The increase in the capital of the ECB was deemed appropriate in view of increased volatility
in foreign exchange rates, interest rates and gold prices, as well as credit risk. As the maximum
size of the ECB’s provisions and reserves is equal to the level of its paid-up capital, this deci-
sion allows the Governing Council to augment the provision by an amount equivalent to the cap-
ital increase, starting with the allocation of part of year 2010 profits. From a longer-term per-
spective, the capital increase ―the first one after 12 years― is also motivated by the need to pro-
vide an adequate capital base in a financial system that has grown considerably.

In this context, on 29 December 2010, the Bank of Greece paid the amount of €32.7 million which
corresponds to the first instalment of its share in the ECB capital increase.

Following the above payment, the participation of the Bank of Greece in the capital, together
with its contribution to the reserves and equivalent provisions of the ECB, amounted to €468.1
million, on 31 December 2010.

The share of the Bank of Greece in the ECB capital is €145.9 million and has been paid up in
full. It corresponds to 2.81539% (capital key weighting) of the ECB capital paid up by the 16 NCBs
of the Eurosystem, which after the adjustments of 2010, amounts to €5,183.6 million.

The remaining amount (€322.2 million) relates to the Bank’s contribution to the ECB’s reserves
and provisions. This amount has been paid in full to the ECB.
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Pursuant to Article 29.3 of the Statute of the ESCB, the weighting of NCBs’ keys for subscrip-
tion to the ECB capital is adjusted every five years after the establishment of the ESCB. Also,
according to Article 49.3 of the ESCB Statute, the ECB’s subscribed capital is automatically
increased whenever a new country joins the EU and its NCB joins the ESCB.

9.2 Claims equivalent to the transfer of foreign reserves to the ECB

As at 31.12.2010 (%) (in � millions)

Total foreign reserve assets transferred to 
the ECB by the 16 NCBs of the Eurosystem 40,204.5

Bank of Greece’s subscribed capital key 2.81539

Claims of the Bank of Greece on 31.12.2010 
arising from the transfer of foreign reserve 
assets to the ECB 1,131.9

These claims stem from the transfer of foreign reserve assets to the ECB, in accordance with the
provisions of the Treaty on European Union (Article 30 of the Statute of the ESCB).

Out of the said foreign reserve assets, determined on the basis of the Bank’s share in the paid-
up capital of the ECB, 85% were transferred in the form of assets denominated in USD and JPY
and 15% in the form of gold.

These claims are expressed in euro, taking into account the exchange rates prevailing at the time
of transfer, and are remunerated at 85% of the latest available marginal rate for the Eurosys-
tem’s MROs (the 15% difference corresponds to a zero return on the gold component).

9.5 Other claims within the Eurosystem (net)
On 31 December 2010, the net balance of Bank of Greece’s other transactions with the
Eurosystem represented a liability of the Bank and is therefore disclosed under liability item
9.4 “Other liabilities within the Eurosystem (net)”.

10. Items in course of settlement
The outstanding balance of €416 thousand concerning items in the course of settlement on 31
December 2010 includes receivable cheques issued by banks abroad.

11. Other assets

11.1 Coins
This item represents the value of coins issued by the 16 euro area countries and held by the Bank
of Greece on the Balance Sheet date.

Coins put into circulation by the Bank of Greece are recorded in a special account of the Greek
State, included in liability item 4.1 “General government”.

Value of coins as at 31.12.2010  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . €69.3 million
Value of coins as at 31.12.2009  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . €58.1 million

I n c r e a s e €11.2 million
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11.2 Tangible and intangible fixed assets
Fixed assets comprise real estate (land, buildings and fixtures, buildings under construction), fur-
niture, machinery, hardware and software. Fixed assets other than real estate, which is valued
at market prices determined by independent assessors, are valued at acquisition cost. 

The value of fixed assets as at 31 December 2010, less accumulated depreciation, is reported.

Depreciation is calculated on a straight-line basis over the expected lifetime of the asset. 

Undepreciated value of fixed assets

Asset category 31.12.2010 31.12.2009 Change Depreciation 
(in � millions) rate (%)

Land 493.8 496.2 -2.4 0

Buildings and fixtures 225.6 205.6 20 2.5

Buildings under construction and 
advance payments of asset acquisitions 3.7 32.4 -28.7 0

Other equipment 31 28.7 2.3 8-24

Capitalised expenses 
(software costs, etc.) 1.4 0.8 0.6 20-24

Total 755.5 763.7 -8.2

11.3 Other financial assets
This item includes the Bank’s holdings in DIAS Interbanking Systems SA, the Hellenic Deposit
and Investment Guarantee Fund (TEKE), the Hellenic Exchanges SA Holding, Clearing, Set-
tlement and Registry, SWIFT, as well as in the Bank for International Settlements (BIS), denom-
inated in SDRs. 

The value of the above assets at amortised cost was €29.2 million on 31 December 2010, down
by €88 thousand against 31 December 2009 due to an equal return of funds from the Hellenic
Exchanges SA Holding, Clearing, Settlement and Registry (its share capital decreased).

11.4 Off-balance-sheet instruments revaluation differences

Outstanding balance as at 31.12.2010 . . . . . . . . . . . . . . . . . . . . . . . . . . . . €1.7 million

This item shows the result of the end-of-year revaluation of unsettled operations in foreign cur-
rency recorded in off-balance-sheet accounts.

In comprises unrealised gains amounting to €1.7 million, mainly stemming from currency swaps
and forward transactions, and recorded on revaluation accounts

11.5 Accruals and prepaid expenses
This item includes accrued interest on securities, written-off premia on securities and also inter-
est and other income accrued but not collected up to 31 December 2010. The latter are to be
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collected in the current financial year and relate mainly to interest income on loans granted in
the context of the Eurosystem’s monetary policy, securities holdings and deposits with banks, as
well as to interest income on the claim corresponding to the transfer of foreign reserve assets
to the ECB. Also included is the value of drachma banknotes, estimated at €240.9 million, which
had not been exchanged for euro banknotes by 31 December 2010 and are treated as accruals.

Outstanding balance as at 31.12.2010  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . €988.5 million
Outstanding balance as at 31.12.2009  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . €1,009.1 million

D e c r e a s e €20.6 million

11.6 Sundry
This item primarily consists of reserves of the Banknote Printing Works (IETA), balances on the
Bank’s suspense debit accounts, as well as the outstanding balances of loans to the Bank’s staff.

Outstanding balance as at  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . €428.3 million
Outstanding balance as at  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . €420.1 million

I n c r e a s e €8.2 million
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L I A B I L I T I E S

1. Banknotes in circulation

Outstanding balance as at 31.12.2010  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . €21,748.3 million
Outstanding balance as at 31.12.2009  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . €20,886.0 million

I n c r e a s e €862.3 million

This item consists of the Bank’s share of total euro banknotes in circulation, calculated on the
basis of the banknote allocation key (2.590%). The change resulted from the rise in total euro
banknotes in circulation both inside and outside the euro area, to €839.7 billion as at 31 Decem-
ber 2010, compared with €806.4 billion as at 31 December 2009 

(see “Banknotes in circulation” under “Accounting policies”). 

The average value of euro banknotes in circulation that corresponds to the Bank of Greece on
the basis of the banknote allocation key rose to €21.1 billion over 2010, from €19.8 billion in 2009.

31.12.2010 31.12.2009 Change
(in � millions)

Value of euro banknotes put into 
circulation by the Bank 29,669.8 20,972.2 8,697.6

L e s s :
Liability resulting from the ECB’s 
share in the total euro banknote issue
(8% of the total value of euro banknotes 
in circulation) -1,891.28 -1,816.38 -74.9

L e s s :
Liability resulting from the allocation of
euro banknotes within the Eurosystem -6,030.38 1,730.18 -7,760.4 

Value of euro banknotes in circulation 
based on the banknote allocation key
of the Bank of Greece 21,748.3 20,886.0 862.3

2. Liabilities to euro area credit institutions related to monetary policy operations in euro 

2.1 Current accounts (including minimum reserve holdings)
These accounts include credit institutions’ reserve holdings with the Bank of Greece, which can
also be used for maintaining minimum reserves with the Eurosystem and as settlement accounts
for transactions between them.

Outstanding balance as at 31.12.2010  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . €3,303.4 million
Outstanding balance as at 31.12.2009  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . €4,616.1 million

D e c r e a s e €1,312.7 million
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The average balance on these accounts in 2010 amounted to €5.1 billion, compared with €5.3
billion in 2009.

2.2 Deposit facility
This relates to the deposit facility offered by the Eurosystem to credit institutions, in the con-
text of the implementation of the single monetary policy in the euro area.

In more detail, it consists of overnight deposits placed by credit institutions with the Bank of
Greece at a pre-specified interest rate.

Outstanding balance as at 31.12.2010  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . €7,165.0 million
Outstanding balance as at 31.12.2009  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . €3,392.0 million

I n c r e a s e €3,773.0 million

2.3 Fixed-term deposits

Outstanding balance as at 31.12.2010  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . €60.0 million

Collection of fixed-term deposits from credit institutions for liquidity absorption purposes owing
to fine-tuning operations.

4. Liabilities to other euro area residents denominated in euro

4.1 General government
This item comprises deposits by the Greek State (central government), public entities and the
Deposits and Loans Fund.

Outstanding balance as at 31.12.2010  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . €781.9 million
Outstanding balance as at 31.12.2009  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . €1,333.4 million

D e c r e a s e €551.5 million

The average balance of these deposits decreased considerably in the course of 2010 to €3.8 bil-
lion, compared with €9.6 billion in 2009.

4.2 Other liabilities
This item records the balances of deposits held by various entities.

Outstanding balance as at 31.12.2010  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . €1,557.5 million

Outstanding balance as at 31.12.2009  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . €47.7 million

I n c r e a s e €1,509.8 million

The considerable increase observed relates to a €1.5 billion deposit by the Hellenic Financial
Stability Fund.

The HFSF deposit is interest-bearing and was financed by the EU/IMF support mechanism for
Greece. According to Law 3864/2010 establishing the HFSF, the Fund’s capital will amount to€10 billion. The objective of the Fund is to maintain the stability of the Greek banking system
by strengthening, where necessary, the capital adequacy of credit institutions.
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5. Liabilities to non-euro area residents denominated in euro
This item includes deposits by various entities.

Outstanding balance as at 31.12.2010  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . €766.3 million
Outstanding balance as at 31.12.2009  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . €719.8 million

I n c r e a s e €46.5 million

The bulk of these liabilities (€756.3 million) consist of a deposit account in euro held by the IMF
with the Bank and corresponding to Greece’s euro-denominated participation (quota) in the IMF.
Through this account, the Bank effects financial transactions with third countries, according to
IMF instructions.

The observed increase reflects the (upward) valuation adjustment of the IMF’s account balance
as a result of the depreciation of the euro vis-à-vis the SDR in 2010 (see note to asset item 2.1). 

6. Liabilities to euro area residents denominated in foreign currency

These liabilities mainly stem from interest-bearing deposits by public entities, denominated in
foreign currency.

Outstanding balance as at 31.12.2010  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . €22.3 million
Outstanding balance as at 31.12.2009  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . €73.1 million

D e c r e a s e €50.8 million

7. Liabilities to non-euro area residents denominated in foreign currency

7.1 Deposits and other liabilities
This item consists of interest-bearing and non-interest deposits of various entities. The consid-
erable change observed is due to the repayment of the long-term loan of GBP 75 million raised
on behalf of and assigned to the Greek State on 6 September 1985. 

Outstanding balance as at 31.12.2010  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . €57 thousand
Outstanding balance as at 31.12.2009  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . €84,505 thousand

D e c r e a s e €84,448 thousand

8. Counterpart of special drawing rights allocated by the IMF
This item comprises the Bank’s liabilities to the IMF stemming from the cumulative allocation of spe-
cial drawing rights (SDR 782.2 million) to Greece. This amount was allocated by the IMF to Greece
gradually. An amount of SDR 103.5 million was allocated between 1970 and 1981 and the remain-
ing SDR 678.7 million in 2009. The latter allocation was effected in the context of IMF’s general SDR
allocation, equivalent to USD 250 billion, to all its member countries, which was approved by the IMF
Board of Governors on 7 August 2009 and entered into force on 28 August 2009.

This allocation was aimed to provide liquidity to the world economy by boosting the foreign
reserve assets of the IMF member countries according to their quotas. 

Outstanding balance as at 31.12.2010  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . €905.3 million
Outstanding balance as at 31.12.2009  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . €851.7 million

I n c r e a s e €53.6 million
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The increase reflects adjustments for exchange rate variations due to the depreciation of the euro
against the SDR in 2010.

9. Intra-Eurosystem liabilities

9.2 Net liabilities related to the allocation of euro banknotes within the Eurosystem
This item shows liabilities that stem from the allocation of euro banknotes within the Eurosys-
tem (see “Banknotes in circulation” under “Accounting Policies”).

Outstanding balance as at 31.12.2010  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . €7,921.5 million
Outstanding balance as at 31.12.2009  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . € 86.1 million

I n c r e a s e €7,835.4 million

The balance as at 31 December 2010 is made up of the following: 

− 1,891.2 million; these refer to the value of euro banknotes issued by the Bank of Greece on
behalf of the ECB (8% of the total value of banknotes in circulation are issued on behalf of the
ECB). The Bank’s share in this amount is calculated in proportion to its share in the subscribed
capital of the ECB. This amount was €74.9 million higher than on 31.12.2009 (€1,816.3 million)
due to the general increase in euro banknotes in circulation.

− 6,030.3 million; these represent an adjustment (reduction) in the amount of euro banknotes
that the Bank has actually put into circulation, after deducting 8% in favour of the ECB. The
purpose of this adjustment is to equalise the bank’s share in total euro banknotes in circulation
(liability item 1) with its banknote allocation key.

The significant change seen in this item (from a claim of €1,730.1 million as at 31.12.2009 to a
liability of €6,030.3 million as at 31.12.2010) reflects the large increase in the value of euro
banknotes that the Bank has actually put into circulation over 2010 (see table on p. A27).

9.3 Net liabilities arising from transactions with the ESCB (TARGET2)
These are net liabilities to the ESCB stemming from the Bank’s cross-border transactions with the
other national central banks of the Eurosystem, the ECB and the non-Eurosystem EU central banks
that participate in the TARGET2 system.

TARGET2 account, year-end balances

31.12.2004 31.12.2005 31.12.2006 31.12.2007 31.12.2008 31.12.2009 31.12.2010
(in � millions)

6,545.9 7,216.8 8,183.5 10,796.6 35,348.3 49,036.1 87,088.1

TARGET2 account, average annual balances

2004 2005 2006 2007 2008 2009 2010
(in � millions)

13,363.3 12,019.0 11,762.0 9,298.0 14,650.0 37,647.0 77,022.0
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These liabilities were originally created on 1 January 2001, the date on which the Bank of Greece
joined the Eurosystem. 

From the onset of the financial crisis in 2008, and especially during 2009-2010, there was a signif-
icant gradual increase in the balance of this account, as a result of the weak financial conditions
that prevailed and their impact on cross-border payments.

This did not affect the Bank’s financial results, as the increased amount of interest payments to
the Eurosystem was offset by an equal amount of interest income from the Bank’s provision of liq-
uidity to credit institutions.

9.4 Other liabilities within the Eurosystem (net)

Balance as at 31.12.2010  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . €45.2 million

The above liability stems from the negative result from the reallocation of the monetary income
of the Eurosystem for 2010, given that the monetary income that actually accrued to the Bank
was higher than the one that would have been allocated to it according to the weighting of its
key for subscription to the ECB capital, i.e:

Monetary income actually accruing to the Bank  . . . . . . . . . . . . . . . . . . . . . . . €337.5 million

Monetary income as per the Bank’s weighting of its key for subscription 
to the ECB capital  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . €292.3 million

B a l a n c e €45.2 million

This was due to the fact that the value of Greek government securities (whose yields are higher than
those of other euro area government securities) held by the Bank under the Securities Markets Pro-
gramme (SMP) was more than the share corresponding to it.

10. Items in course of settlement

This item mainly consists of the float of cheques and payment orders whose settlement is pending,
as well as balances, in course of settlement, of various intermediate accounts, totalling €23.3 million. 

11. Other liabilities

11.1 Off-balance sheet instruments revaluation differences 

Balance as at 31.12.2010  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . €1,719 

This item represents the outcome of the end-year revaluation of outstanding currency instruments
recorded in off-balance sheet (memorandum) accounts. 

It relates to €1,719 of unrealised losses from spot operations, which were transferred to the profit
and loss account and covered by the provision formed for this purpose.

11.2 Accruals and income collected in advance
This item represents interest expenses accrued up to 31 December 2010 and other expenses. Such
expenses shall be paid within the new financial year and mainly involve various categories of inter-
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est payable (on the outstanding balance of the TARGET2 account, on credit institutions’ reserve hold-
ings and on other liabilities). 

Balance as at 31.12.2010  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . €114.9 million
Balance as at 31.12.2009  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . €68.5 million

I n c r e a s e €46.4 million

11.3 Sundry

This item comprises the distributable profit for the year, tax on dividends, other taxes to be paid,
the Bank’s liability towards the Greek State regarding Greece’s SDR-denominated participation
in the IMF (the corresponding claim of the Bank on the IMF is recorded under asset item 2.1
“Receivables from the IMF”) and the balances of credit suspense accounts and other accounts
on behalf of third parties (suppliers, etc.).

Also included, as from 2 January 2003, is the equivalent of drachma banknotes not withdrawn
from circulation (ultimate deadline for exchanging drachma for euro banknotes: 1 March 2012). 

Sundry liabilities 31.12.2010 31.12.2009 Change
(in � millions)

Dividends to be distributed 31.0 47.7 -16.7

Tax on dividends 20.7 15.9 4.8

Profit to be transferred to the Greek State 126.8 147.1 -20.3

Value of drachma banknotes in circulation 240.9 244.0 -3.1

Liability to the Greek State (Greece’s 
SDR-denominated participation in the IMF) 197.8 185.9 11.9

Other liabilities 55.3 55.5 -0.2

Total 672.5 696.1 -23.6

12. Provisions

Category of provisions 31.12.2010 31.12.2009 Change
(in � millions)

1. Special provisions against operational risk, 
unexpected losses and doubtful claims 150.6 149.2 1.4

2. Provision covering the Bank’s obligation to 
provide social insurance to its staff 1,464.7 1,275.4 189.3

3. Provision against foreign exchange, 
interest rate, credit and gold price risks 215.4 200.0 15.4

4. Provision against counterparty risks from 
Eurosystem monetary policy operations 57.5 104.6 -47.1

5. Provision against general risks under 
Article 71 of the Statute 497.2 224.3 272.9

Total 2,385.4 1,953.5 431.9
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The Bank increased considerably its provisions in 2010 to €2,385.4 million.

High provisioning aims to strengthen the financial position of the Bank of Greece and enable
it to best fulfil its tasks and is in line with the principle of prudence followed by the ECB and
the other NCBs of the Eurosystem.

In greater detail: 

1. Special provisions against operational risk, unexpected losses and doubtful claims
These are special provisions directly associated with the Bank’s operation, that include:

− cash deficits; 

− the value of drachma banknotes exchanged for euros; 

− compensation to employees paid upon retirement; and

− doubtful claims.

These provisions were formed in response to real needs and liabilities and their level was deter-
mined using estimates of the amounts likely to be required for covering risks and losses and of
the amounts of doubtful claims that will not be collected.

2. Provision covering the Bank’s obligation to provide social insurance to its staff
As of 1 January 2011, the Bank has undertaken and provides social insurance for its staff in the
main and supplementary pension sectors, in accordance with Article 64 of Law 3863/2010. 

This provision has been formed to cover this liability and to meet the staff’s social insurance needs
in general. 

3. Provision against foreign exchange, interest rate, credit and gold price risks
This provision has been formed to cover possible future losses from the securities and foreign
exchange portfolios managed by the Bank.

The amount of the provisions has been determined on the basis of the stress tests carried out
taking into account the amount of the securities portfolio at year-end and the amount of the for-
eign exchange portfolio that could be acquired. Moreover, changes in interest and foreign
exchange rates under extreme conditions were also taken into account.

4. Provision against counterparty risks from Eurosystem monetary policy operations
The provision, the purpose of which is to provide a buffer against counterparty risks arising from
Eurosystem monetary policy operations, was first established in the financial year 2008, follow-
ing a decision by the Governing Council of the ECB.

The initial amount of this provision was €149.5 million for the Bank, against €5,736 million at
Eurosystem level.

In the financial years 2009 and 2010, after an upward revaluation of the collateral that the Eurosys-
tem accepted in order to conduct monetary policy operations and a downward reassessment of
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risk exposures, an amount of €3,529 million was released from the provision, reducing its bal-
ance to €2,207 million as at 31 December 2010. The respective amounts released for the Bank
were €45 million in 2009 and €47 million in 2010 and were transferred to income from unused
provisions.

It should be noted that the NCBs, including the Bank of Greece, that conduct monetary policy
operations on behalf of the Eurosystem participate in monetary income and, hence, in risk pro-
visions according to their shares in the ECB capital. 

The current collateral and risk control framework is adequate.

However, the large-scale Eurosystem intervention in the money markets, mainly in the 2008-2011
period, with a view to maintaining financial stability, resulted in higher risk exposure, as well as,
of course, in the generation of satisfactory income.

Against this background and in order to cover possible risks, the necessary provisions are formed
on the basis of the principle of prudence.

The extent to which these provisions will be used depends on future developments in money mar-
kets.

5. Provision against general risks under Article 71 of the Statute
In keeping with its standard practice, which is in line with the practice of the ECB and the other
central banks of the euro area, and in the light of both its current reserve assets and provisions
and overall conditions in money and capital markets as well as potential risks, the Bank of Greece
formed provisions for general risks also in 2010.

This provision is intended to cover:

• risks at Eurosystem level potentially arising from the Eurosystem's key task, which is to for-
mulate and conduct monetary policy in the euro area;

• future credit risks;

• any other risks and liabilities potentially arising from the Bank’s business as the country’s cen-
tral bank; and

• any additional liabilities of the Bank arising from the provision of social insurance to its staff.

The Bank reviews these provisions on an annual basis and adjusts them taking into account:

– the amount of assets involving risks;

– risk exposure;

– risk assessment studies;

– money market developments and general economic conditions in the euro area and Greece;
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– its current reserve assets and provisions.

– the balances of revaluation accounts.

13. Revaluation accounts

In accordance with the accounting principles set out by the European Central Bank for the NCBs
of the European System of Central Banks, especially the principle of prudence, unrealised val-
uation gains on gold, financial instruments in foreign currency and securities are not recognised
as income in the Profit and Loss Account, but are transferred directly to revaluation accounts
(functioning as reserves for these particular assets only). By contrast, unrealised valuation losses
at year-end are recognised as expenditure and are taken to the Profit and Loss Account (see
“Income recognition” under “Accounting policies”).

Valuation at end-2010 produced unrealised gains of €3,263.7 million (largely stemming from
gold), which were transferred to the corresponding revaluation accounts (see breakdown in the
table below).  

Unrealised valuation gains 31.12.2010 31.12.2009 Change
(in € millions)

– on foreign currency instruments 0.1 1.2 -1.1

– on securities 4.5 21.1 -16.6

– on gold 3,259.1 1,894.9 1,364.2

Total 3,263.7 1,917.2 1,346.5

Unrealised losses of €21.3 million, as a result of the valuation of securities made on 31 Decem-
ber 2010, were taken to the Profit and Loss Account and were covered by the provision estab-
lished for this purpose.

14. Capital and reserves

Balance as at 31.12.2010  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . €815.4 million
Balance as at 31.12.2009  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . €805.3 million

I n c r e a s e €10.1 million

The €10.1 million increase in the Bank’s own funds stemmed from:

• A €12 million rise in the extraordinary reserve out of the profits for 2010.

• A €147 thousand increase in other special reserves (in 2010, the value of various artworks was
accounted for).

• The above increases were partly offset by a €2 million decrease in the special reserve formed
out of revaluation gains on land and buildings at fair (market) value. This decrease is attribut-
able to settlements and the transfer to results of part of the gains, stemming from the sale of the
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buildings of branches that were converted into outlets in the context of the Bank’s organisational
restructuring undertaken in recent years.

The capital and the ordinary reserve, which are equal and amount to €111.2 million each,
remained unchanged.

In detail, the capital and reserves are as follows:

14.1 Capital
The Bank’s capital, following the increases effected by virtue of Legislative Decrees 413/1970
and 889/1971, Laws 542/1977 and 1249/1982, Ministerial Decision E.2665/1988, Law 2065/1992,
Ministerial Decision 1281/30.10.1996 and Cabinet Acts No. 8/4.2.2000, 32/23.5.2002, 17/4.7.2005
and 8/10.6.2008, has reached €111,243,362, divided into 19,864,886 shares of a par value of
€5.60 each.

14.2 Ordinary reserve
The Bank’s ordinary reserve amounts to €111,243,362 and is equal to the share capital. 

14.3 Extraordinary reserve
The extraordinary reserve was increased by €12 million out of the profits for the year 2010 and
reached €84.5 million.

14.4 Special reserve from the revaluation of land and buildings
This special reserve was established during financial years 2004 and 2007 with the capital gains
from the restatement of land and buildings at fair (market) value (as determined by an inde-
pendent assessor).

In 2005 and 2008, part of these gains were capitalised through the allotment of bonus shares to
shareholders, while a small part, stemming from land and buildings of the Bank that were sold,
was transferred to profit in 2008, 2009 and 2010.

14.5 Other special reserves 
They amount to €1.2 million and represent artworks and fixed assets (mostly buildings) trans-
ferred gratis to the Bank.

Post-balance sheet events.

As of 1 January 2011, the Bank has undertaken and provides social insurance for its staff in the
main and supplementary pension sectors, in accordance with Article 64 of Law 3863/2010.
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O F F - B A L A N C E  S H E E T  ( M E M O R A N D U M )  I T E M S

31.12.2010 31.12.2009 Change
(in � millions)

– Greek government securities management 
of the “Common fund” (surpluses of public 
entities and social security organisations) 
under Law 2469/97 22,599.5 20,167.9 2,431.6

– Greek government securities and other 
debt securities (management and safe custody 
on behalf of public entities, social security 
organisations and private-sector agents) 9,408.1 9,624.3 -216.2

– Assets eligible as collateral for participation 
in the Eurosystem’s monetary policy operations 
and in the provision of intraday liquidity1 162,000.7 77,190.7 84,810.0

– Other off-balance sheet accounts2 10,870.0 282.5 10,587.5

Total 204,878.3 107,265.4 97.612.9 
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NNootteess  oonn  ooffff--bbaallaannccee  sshheeeett  iitteemmss::
11 The considerable increase observed in the value of assets deposited with the Bank by domestic credit institutions as collateral against
credit in the context of the conduct of the Eurosystem’s monetary policy reflects the considerable interventions of the Eurosystem in
the money market to ensure the stability of the financial sector.
22 These reflect:
– a non-interest bearing, non-negotiable promissory note of €10.6 billion (SDR 9.1 billion) issued by the Greek government of respect
of IMF loans received up until 31.12.2010. The note is kept at the Bank of Greece, which acts as fiscal agent for Greece vis-à-vis the
IMF.
– forward and swap operations related to the Bank’s portfolios.
– documentary credits to be executed, third-party guarantees for good performance, coins in storage at the Bank, etc.
– forward liabilities to the ECB and forward claims on domestic credit institutions, which arose in connection with the provision of
US dollar liquidity to Eurosystem counterparties. Through temporary reciprocal currency arrangements (swap lines), the US Federal
Reserve (FED) provided the ECB with US dollars. The ECB simultaneously entered into back-to-back swap transactions with euro area
NCBs, which used the resulting funds to conduct US dollar liquidity-providing operations with Eurosystem counterparties in the form
of swap transactions.
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The Bank’s profits in 2010 amounted to €190.4 million, compared with €228.2 million in 2009,
having fallen by 16.5%.

A N A L Y S I S  O F  T H E  P R O F I T  A N D  L O S S  A C C O U N T  F O R  2 0 1 0

I N C O M E

The Bank’s net income from the conduct of the single monetary policy of the Eurosystem and
its net income from interest, commission fees and other revenue from domestic and foreign activ-
ities totalled €1,044.5 million, compared with €1,139.5 million in 2009, down by 8.3%.

In greater detail:

• Net income from interest and financial operations reached €831.0 million, against €833.3 million
in the previous financial year (-0.3%). 

• Net income from fees and commissions fell by 19% to €141.5 million, from €174.8 million in 2009

• Income from equity shares and participating interests decreased by €54.7 million to €12.3 million,
from €67 million in 2009, on account of a decrease in the profit distributed by the European Cen-
tral Bank.

• Finally, income rose by €47 million, compared to €45 in 2009, due to the release of provisions.

E X P E N S E S

Total expenses fell by €57.2 million (or 6.3%) to €854.1 million in 2010, from €911.3 million in
2009.

Specifically:
• The Bank’s general operating expenses excluding provisions (staff costs, pensions, depreciation and
other expenses) dropped by €57.9 million (or 13.2%) to €381.2 million, from €439.1 million in
the previous financial year.

• Provisions grew considerably in 2010 as well, by €472.9 million to €2,385.4 million (see notes
on liability item 12).
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D E T A I L E D  I N C O M E  A N D  E X P E N S E  S T A T E M E N T

NET OPERATING INCOME (in euro) 

2010 2009

1. NET INTEREST INCOME 825,890,005 766,668,842

1.1 Interest income 1,741,334,930 1,432,540,058

a. Interest on loans to credit institutions related to 
monetary policy operations 848,005,150 610,227,511

b. Interest on securities held for monetary policy purposes 166,354,434 4,654,440
c. Interest on investment portfolios 

(excluding Greek government debt securities) 331,392,453 412,355,371
d. Interest on Greek government debt securities 269,324,437 144,932,342
e. Remuneration of long-term euro-denominated 

claims arising from the transfer of foreign 
reserve assets to the ECB 9,754,870 12,474,205

f. Interest on long-term claims against the Greek State 109,633,787 237,250,087
g. Interest on net claims related to the allocation of 

euro banknotes in circulation within the Εurosystem 0 5,242,040
h. Interest on the IMF reserve tranche position, 

deposits with the IMF and SDR holdings 2,586,032 1,118,118
i. Interest on loans to the personnel of the Bank of Greece 4,049,137 3,795,650
j. Other interest income 234,630 490,294

1.2 Interest expense -915,444,925 -665,871,216

a. Interest and expenses on intra-ESCB balances 
(TARGET2) -779,813,684 -477,111,940

b. Interest on net liabilities related to the allocation 
of euro banknotes within the Eurosystem -38,989,998 0

c. Interest on banks’ current accounts in the context 
of monetary policy operations 
(including minimum reserves) -58,387,363 -74,935,187

d. Interest on deposits by the Greek State -34,896,357 -112,290,847
e. Interest on foreign exchange deposits by public entities -134,254 -277,380
f. Interest on the allocations of SDRs -2,624,273 -1,094,025
g. Other interest expense -598,996 -161,837

2. NET RESULT OF FINANCIAL OPERATIONS
WRITE-DOWNS AND RISK PROVISIONS 50,321,799 58,209,232 

3. NET INCOME FROM FEES AND COMMISSIONS 141,548,446 174,827,731

4. INCOME FROM EQUITY SHARES AND 
PARTICIPATING INTERESTS 12,288,700 66,983,496

5. NET RESULT OF POOLING OF MONETARY INCOME 1,834,971 53,376,709

6. OTHER INCOME 12,630,271 19,410,623

TOTAL NET INCOME 1,044,514,192 1,139,476,633
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N O T E S  O N  N E T  O P E R A T I N G  I N C O M E  A C C O U N T S  

The Bank’s net operating income in 2010 from the conduct of the single monetary policy of the
Eurosystem and its net operating income from interest, commission fees and other revenue from
domestic and foreign activities totalled €1,044.5 million, compared with €1,139.5 million in 2009,
down by 8.3%.

In greater detail: 

1. Net interest income 

Net interest income (interest income less interest expense) increased by 7.7% to €825.9 million,
from €766.7 million in the previous financial year. 

The individual categories of interest are as follows:

1.1 Interest income

Interest income increased by 21.6% to stand at €1.7 billion, from €1.4 billion in 2009.   

In particular:

a) Interest on lending to credit institutions related to monetary policy operations

This refers to the financing of domestic credit institutions through the liquidity-providing open mar-
ket operations conducted by the Eurosystem in the context of the single monetary policy of the euro
area. 

In 2010, this income increased to €848 million, from €610.2 million in 2009, mainly owing to an increase
in the liquidity provided to credit institutions in response to their heightened liquidity needs due to the
financial crisis. 

Lending in 2010 averaged €83.4 billion, compared with €43.9 billion in 2009.

By contrast, the interest rate on Eurosystem main refinancing operations averaged 1% in 2010, com-
pared with 1.279% in 2009.

Interest on lending to credit institutions 2010 2009 Change
(in € millions)

– main refinancing operations (MROs) 171.8 202.6 -30.8

– longer-term refinancing operations (LTROs) 672.3 407.5 264.8

– fine-tuning reverse operations 3.2 0.0 3.2

– marginal lending facility 0.7 0.1 0.6

Total 848.0 610.2 237.8
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b) Interest on securities held for monetary policy purposes 

This amounted to €166.4 million (2009: €4.7 million) and refers to interest on securities purchased
by the Bank under the Eurosystem’s covered bond purchase programme (CBPP) and Securities Mar-
kets Programme (SMP). These programmes were launched in the context of Eurosystem interventions
conducted in euro area debt securities markets with a view to ensuring liquidity, addressing the mal-
functioning of certain market segments and restoring the smooth functioning of the monetary policy
transmission mechanism. The value of the Bank’s holding of CBPP and SMP securities as at 31 Decem-
ber 2010 was €4.9 billion, against 674.1 million as at 31.12.2009.

c) Interest on investment portfolios (excluding Greek government debt securities) 

Interest on investment portfolios (excluding Greek government debt securities) 

Interest by type of asset 2010 2009 Change
(in � millions)

– on debt securities 331.2 412.0 -80.8

– on time deposits and current accounts 0.2 0.4 -0.2

Total 331.4 412.4 -81.0

The decrease in the above interest was offset by the increase in interest on Greek government
debt securities.

d) Interest on Greek government debt securities

Interest on the Bank’s holdings of Greek government securities rose strongly, by €124.4 million
in comparison with the previous financial year (2010: €269.3 million, 2009: €144.9 million). 

e) Remuneration of long-term euro-denominated claims arising from the transfer of foreign
reserve assets to the ECB

This refers to interest on the Bank’s euro-denominated claim against the ECB with respect to
the foreign reserve assets transferred to the latter, in accordance with Article 30 of the Statute
of the ESCB. This claim is remunerated at 85% of the latest marginal MRO rate. This item fell
by €2.7 million in 2010 to €9.8 million (2009: €12.5 million), exclusively on account of the decrease
in the MRO rate (the average level of this rate was 1% in 2010, compared to 1.279% in 2009). 

f) Interest on long-term claims against the Greek State

This represents interest on long-term loans granted by the Bank of Greece to the Greek State
up to 31 December 1993.

This interest income fell by €127.6 million to €109.6 million in 2010, from €237.3 million in 2009,
mostly owing to the decrease in the 12-month euro LIBOR and LIBID rates applicable to all loans
granted to the Greek State and resulting from the conversion of the debit balances of the account
“Foreign exchange rate valuation differences under Law 1083/80” and, to a lesser degree, to a
reduction in principal as a result of gradual debt repayment.  



g) Interest on net claims related to the allocation of euro banknotes in circulation within the
Εurosystem

In 2010, the balance on the accounts through which euro banknotes in circulation are allocated
within the Eurosystem represented a liability of the Bank to the ECB. As a result, interest amount-
ing to €39 million was paid to the Eurosystem (item “b” under interest payments), compared with
interest income of €5.2 million in 2009.

h) Interest on the IMF reserve tranche position, deposits with the IMF and SDR holdings 

This item stood at a considerably higher level than in the previous financial year (2010: €2.6 mil-
lion, 2009: €1.1 million). It chiefly comprises interest on Greece’s participation (quota) in the
IMF and on SDR holdings with the Fund, which derive from the IMF’s SDR allocation that took
place in 2009 in the context of the general SDR allocation to all IMF member countries. The
increase is attributable to the considerable increase in SDR holdings.

i) Interest on loans to the personnel of the Bank of Greece

Interest on loans (for house purchase or personal loans) granted by the Bank of Greece to mem-
bers of its staff amounted to €4 million, compared with €3.8 million in 2009. 

j) Other interest income

This item stood at €235 thousand, compared with €490 thousand in 2009.

1.2 Interest expense
Interest expense increased by 37.5% to €915.4 million, from €665.9 million in 2009. 

In greater detail:

a) Interest and expenses on intra-ESCB balances (TARGET2)

Interest expense on the TARGET2 account (in € millions) 

2004 2005 2006 2007 2008 2009 2010

273.4 252.1 333.5 369.7 545.2 477.1 779.8

The above interest and expenses are calculated on the basis of the daily balances of the account ded-
icated to the transactions of the Bank of Greece with the ECB and other ESCB NCBs within the
TARGET2 system. 

The substantial rise in 2010 is the result of the enhanced liquidity provided to domestic credit insti-
tutions in the context of the conduct of the Eurosystem monetary policy in euro area countries. In
its largest part, this liquidity was transferred by credit institutions to other EU countries through
the TARGET2 account. However, TARGET2-related expense was fully offset by an equal amount
of interest income from the Bank’s liquidity-providing operations, therefore there was no impact
on the Bank’s financial results (the applicable remuneration rate is the ECB’s key interest rate, i.e.
1% for 2010).
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b) Interest on net liabilities related to the allocation of euro banknotes in circulation within the
Eurosystem

This item rose to €39 million, compared to interest income of €5.2 million in 2009, owing to the fact
that the value of euro banknotes actually put into circulation by the Bank in 2010 was higher than the
value of euro banknotes that would have been allocated to it in accordance with the banknote allo-
cation key. Interest calculated on the basis of the key ECB interest rate and amounting to €39 mil-
lion was paid on the resulting difference, which represents a liability of the Bank to the Eurosystem.

This interest expense is calculated on the basis of:

– the intra-Eurosystem claim/liability corresponding to the value of euro banknotes put into circula-
tion by the Bank of Greece, adjusted to ensure that the Bank’s share in total euro banknotes in cir-
culation (after the deduction of the 8% share allocated to the ECB) is equal to its banknote alloca-
tion key; 

– the Bank’s liability from the issue of euro banknotes on behalf of the ECB (a share of 8% of
the total value of euro banknotes in circulation has been allocated to the ECB);

– the amount of adjustment. Since 2002, intra-Eurosystem balances related to the allocation of
euro banknotes have been adjusted in order to avoid sharp fluctuations in the monetary income
of Eurosystem NCBs (see section “Banknotes in circulation” under “Accounting Policies”, as well
as the note on liability item 9.2).

c) Interest on banks’ current accounts in the context of monetary policy operations (including
minimum reserves)

This mainly concerns interest paid on banks’ minimum reserves and, to a lesser extent, interest
paid on time deposits and overnight deposits by domestic credit institutions with the Bank of
Greece, in the context of monetary policy conduct in the euro area countries.

This item decreased by €16.5 million in 2010 (2010: €58.4 million, 2009: €74.9 million), exclusively
due to the lower ECB key interest rate (the average annual level of this rate was 1%, against 1.279%
in 2009). By contrast, deposits rose (in 2010 deposits averaged €7.6 billion, compared with €6.7
billion in 2009).

d) Interest on deposits by the Greek State

Interest on deposits by the Greek State fell by 68.9% to €34.9 million, from €112.3 million in 2009,
as a result of the lower applicable interest rate. 

The average daily level of the Greek State’s total deposits with the Bank was €3.5 billion in 2010,
compared with €9.6 billion in 2009, remunerated at an average interest rate of 0.99%, compared
with 1.27% in 2009.

The bulk of this item refers to interest paid on time deposits held by the Greek State with the Bank
following the revision of the relevant agreement between the Bank and the Greek State, whereby
it was agreed that, as from 29 January 2008, daily balances of more than €2 billion in government
deposit accounts with the Bank of Greece are converted to time deposits.
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It should be noted that the interest paid on the Greek State's time deposits is offset by a corre-
sponding decline in the interest paid on the balance of the TARGET2 account. This is so because
the funds placed by the Greek State in time deposits with the Bank derive from funds held with
commercial banks; in order to compensate for the withdrawal of these funds, the latter transfer
equal amounts from their holdings abroad via TARGET2.

e) Interest on foreign exchange deposits by public entities

This item decreased substantially to €134 thousand, from €277 thousand in 2009, due to a sig-
nificant fall in deposits.

f) Interest on SDR allocations

Interest on the Bank’s liabilities from the allocation of IMF special drawing rights (SDRs) increased
by €1.5 million (2010: €2.6 million, 2009: €1.1 million) due to a considerable rise in the allocations
of SDRs amounting to €678.7 million by the IMF to Greece in September and October 2009 in the
context of liquidity provision to the global economic system with a view to boosting the reserve assets
of its member countries.

g) Other interest expense

This item rose to €599 thousand, from €162 thousand in the previous financial year.

2. Net result of financial operations, write-downs and risk provisions 

The net result from financial operations in 2010 declined by €7.9 million to €50.3 million, from€58.2 million in 2009.

A detailed breakdown is provided below.

2.1 Realised gains from 2010 2009 Change
financial operations (in � millions)

– foreign exchange operations 11.0 8.4 2.6

– transactions in securities 20.8 44.5 -23.7

– foreign exchange valuation differences 
due to changes in the €/SDR parity -1.7 0.3 -2

– purchases and sales of gold coins 20.2 5.0 15.2

Total 50.3 58.2 -7.9

2.2 Write-downs of financial assets 
and positions (unrealised losses)

– from the valuation of foreign exchange 0.0 -0.4 -0.4

– from the valuation of securities -21.3 -4.8 16.5

Total -21.3 -5.2 16.1
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2.3 Transfer from provisions for foreign
exchange, interest rate, credit and 
price risks 21.3 5.2 16.1

Grand total 50.3 58.2 -7.9

As shown in the table, the €7.9 million decline in the net result from financial transactions was
mainly due to a €23.7 million drop in gains, offset by interest income. Gains from foreign exchange
operations rose by €2.6 million, while gains from the sale of gold coins (British sovereigns)
amounted to €20.2 million, up from €5 million in 2009.

Finally, the results for 2010 include unrealised losses of €21.3 million (2009: €5.2 million) from
the year-end valuation of securities. These losses were fully covered by the special provision estab-
lished for this purpose.

3. Net income from fees and commissions

Net income from fees and commissions fell by 19% to €141.5 million in 2010, from €174.8 mil-
lion in the previous year, mainly as a result of lower commissions for the management of Greek
government securities (lower volume of new issues).

A breakdown is provided below. 

Net income from fees and 2010 2009 Change
commissions (in � millions)

3.1 Income from fees and commissions

– management of Greek government securities 26.1 56.4 -30.3

– payments and receipts on behalf of
the Greek State 75.9 80.4 -4.5

– management of the “Common Fund” 
(surpluses of public entities and social security
organisations) under Law 2469/1997 31.8 30.9 0.9

– other 9.3 8.7 0.6

Total 143.1 176.4 -33.3

3.2 Fees and commissions expense -1.6 -1.6 0.0

Total net income from fees and commissions 141.5 174.8 -33.3

4. Income from equity shares and participating interests

Income from equity shares and participating interests decreased considerably to €12.3 million
in 2010, from €67 million in 2009.
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Income from equity shares 2010 2009 Change
and participating interests (in � millions)

• income from the ECB

– from the distribution of part of the ECB's 
seignorage income 0.0 22.2 -22.2

– from the distribution of the ECB's 
net profits 4.8 41.3 -36.5

• other income from equity shares and 
participating interests 7.5 3.5 4.0

Total 12.3 67.0 -54.7

• Income from the ECB
In 2010, the full income earned on the ECB’s share of total euro banknotes in circulation and secu-
rities purchased under the Securities Markets Programme (SMP), amounting to €654 million and€438 million respectively, was transferred to the provision for foreign exchange rate, interest rate,
credit and gold price risks. Another amount of €71 million from its other income was also transferred
to this provision. The remaining €171 million of net profit was distributed to the National Central
Banks of the Eurosystem. Thus, the Bank of Greece received an amount of €4.8 million based on
its key for subscription to the ECB’s capital.

• Other income from equity shares and participating interests
This income, amounting to €7.5 million, corresponds to deferred payments of dividends for the
financial year 2009 and returns of capital (Hellenic Exchanges SA) in respect of the Bank’s par-
ticipating interests in the Bank of International Settlements (BIS), DIAS Interbank Systems SA
and Hellenic Exchanges SA.

5. Net result of pooling of monetary income

2010 2009 Change
(in � millions)

– Income from the reallocation of the 
Eurosystem monetary income -45.2 8.4 -53.6

– Transfer to income from the provision 
against counterparty risks from Eurosystem 
monetary policy operations 47 45 2

Total 1.8 53.4 -51.6

The net result from the pooling and reallocation of Eurosystem monetary income decreased con-
siderably to €1.8 million, compared with €53.4 million in the previous financial year.

In greater detail:
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Net result of pooling and reallocation of the Eurosystem monetary income
Monetary income is the income accruing to the euro area NCBs in the performance of the
Eurosystem’s monetary policy function.

The amount of each NCB’s monetary income is equal to its annual income (actual and imputed)
derived from its assets held against the "liability base". 

The liability base consists of the following liability items:

– banknotes in circulation;

– deposit liabilities to euro area credit institutions in euro, related to monetary policy operations;

– net intra-Eurosystem liabilities arising from balances of TARGET2 accounts; 

– net liabilities related to the allocation of euro banknotes within the Eurosystem.

Any interest paid by an NCB on items included in the liability base is deducted from the mon-
etary income of that NCB.

The assets that are held against the liability base (“earmarkable assets”) are the following: 

– loans to euro area credit institutions related to monetary policy operations denominated in euro;

– securities held for monetary policy purposes. These include covered bonds issued by euro
area credit institutions and securities involved in the Securities Markets Programme (SMP).
The yields on the former are calculated daily on the basis of the latest available marginal rate
of the Eurosystem main refinancing operations, while those on the latter are calculated in real
terms;

– intra-Eurosystem claims equivalent to the transfer of foreign reserve assets other than gold to
the ECB;

• net intra-Eurosystem claims arising from balances on TARGET2 accounts;

• net claims related to the allocation of euro banknotes within the Eurosystem; 

• gold, including claims in respect of gold transferred to the ECB, in an amount permitting each
NCB to earmark a proportion of its gold that corresponds to the application of its share in the
subscribed capital key to the total amount of gold earmarked by all NCBs. Gold is deemed to
generate no income.

Where the value of an NCB’s earmarkable asset exceeds or falls short of the value of its liabil-
ity base, the return on the difference (gap) is calculated daily on the basis of the latest available
marginal rate for the Eurosystem’s main refinancing operations. 

At the end of each financial year, the monetary income pooled by the Eurosystem is reallocated
to the NCBs in proportion to their paid-up shares in the capital of the ECB.
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The negative result (€45,190,618) recorded in 2010 is due to the fact that the monetary income
that accrued to the Bank (€337,550,327), according to the ECB’s calculation method, was higher
than the €292,359,709 estimated according to the Bank’s share in the capital of the ECB (see
note on liability item 9.4).

The above method for allocating monetary income was established by Decision 2010/23 of the
Governing Council of the ECB.

Transfer to income from the provision against counterparty risks from the Eurosystem’s mon-
etary policy operations
The Bank’s income in 2010 includes a transfer of a further €47 million (in addition to the €45
million transferred in 2009) from the €149.5 million provision against counterparty risks from
monetary policy operations. 

This provision was initially established in 2008, following a decision by the Governing Council of
the ECB on 18.12.2008, in view of the exceptionally adverse conditions that prevailed in the money
market in 2008 and affected the liquidity-providing monetary policy operations conducted that.

In this context, the Governing Council of the ECB decided, in line with the principle of prudence,
that the NCBs should form respective provisions totalling €5.7 billion in their annual accounts
for 2008 as a buffer against counterparty risks arising from the monetary policy operations con-
ducted in 2008.

In accordance with the Statute of the European System of Central Banks (ESCB) and of the ECB,
this provision was funded by all the national central banks of the Member States according to
their subscribed shares in the capital of the ECB.

In accordance with the above-mentioned decision of the Governing Council of the ECB, the
amount of the provision will be adjusted annually after the revaluation of collateral received from
defaulted counterparties.

The favourable outcome of the revaluation of collateral in 2009 and 2010, which is attributable
to improved conditions in financial markets, combined with the reduced balance of collateral due
to the sale of part of the portfolio and the proceeds of coupons, resulted in a reduction in the
relevant risk and, therefore, a decrease in the relevant provision from €5.7 billion to €2.2 bil-
lion; also, in the transfer to income of a total amount of €3.5 billion from the unused provisions
of Eurosystem NCBs for 2009 and 2010 (the share of the Bank is €92 million).

6. Other income

Other income decreased by €6.8 million to €12.6 million, compared with €19.4 million in the
previous financial year.

Other income includes revenue of €8.7 million from the activities of the Banknote Printing Works
(IETA) of the Bank of Greece, derived from the production of items on behalf of the Greek State
(coins, lottery tickets, passports, forms), profits of €1.7 million from the sale of the building hous-
ing the Agrinio branch, which was converted into an outlet in the context of the organisational
restructuring undertaken by the Bank in the past few years, as well as other revenue, amount-
ing to €2.2 million, from accreditation fees, unused provisions, tax discounts, etc.
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O P E R A T I N G  C O S T S ,  D E P R E C I A T I O N  A N D  P R O V I S I O N S

2010 2009
(in euro)

STAFF COSTS AND PENSIONS 319,516,458 332,781,100

ADMINISTRATIVE AND OTHER EXPENSES 48,198,051 46,498,739

DEPRECIATION OF TANGIBLE AND INTANGIBLE 

FIXED ASSETS 13,481,729 59,807,274

PROVISIONS 472,865,662 472,228,907

TOTAL EXPENSES 854,061,900 911,316,020



N O T E S  O N  T H E  E X P E N D I T U R E  A C C O U N T S

Expenditure in 2010 fell by €57.2 million (6.3%) to €854.1 million, from €911.3 million in 2009.

In greater detail:

• Outlays for staff costs (wages, social security contributions, etc.) and pensions decreased by €13.3
million (4%) to €319.5 million, from €332.8 million in 2009.

• Depreciation fell to €13.5 million, from €59.8 in the previous financial year, due to the total
depreciation of previous years’ banknote production costs amounting to €46.4 million in the finan-
cial year 2009.

• Administrative and other expenses increased by 3.7%, to €48.2 million, from €46.5 million
in 2009. These expenses mainly include the expenditure of the Banknote Printing Works (IETA)
for raw materials for the production of banknotes and other items on behalf of the Greek State
(coins, lottery tickets, passports, forms), the repair and maintenance costs of premises, the pro-
curement of computer hardware and other equipment, insurance premiums, other overhead
costs, etc. 

• Provisions increased considerably in 2010 as well (+€472.9 million), in order to cover opera-
tional risks and other liabilities of the Bank (see notes on liability item 12 “Provisions”).
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** Total gross dividend in 2010 is €2.60 per share, compared with €3.20 in 2009. 
**** Tax on dividends was calculated at a rate of 40% pursuant to Article 13 of the applicable tax law, 3842/23.4.2010. In case of amend-
ment to the legislation applicable to the taxation of distributed dividends prior to their actual payment, the tax and dividend amounts
will be adjusted accordingly.

D I S T R I B U T I O N  O F  N E T  P R O F I T
(Article 71 of the Statute)

Profit amounted to €190.4 million in 2010, compared with €228.2 million in 2009, having
decreased by 16.5%.

The General Council proposes to the General Meeting of Shareholders that the profit be dis-
tributed as follows:

2010 2009
(in euro)

Dividend of €0.67 per share 
(number of shares 19,864,886)  . . . . . . . . . . . . . . . . . . . . . . 13,309,473 13,309,473

Extraordinary reserve  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12,000,000 17,500,000

Additional dividend, €0,89 per share*  . . . . . . . . . . . . . . . 17,679,749 34,366,253

Tax on dividends**  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 20,659,482 15,891,909

To the government  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 126,803,588 147,092,978

190,452,292 228,160,613

Athens, 14 March 2011

For the General Council

THE CHAIRMAN

GEORGE A. PROVOPOULOS
GOVERNOR OF THE BANK OF GREECE
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