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In accordance with its Statute, the Bank of
Greece hereby submits its Report on Mone-
tary Policy to the Greek Parliament and the
Cabinet. 

The Greek economy is going through its most
difficult phase in recent decades, which is the
result of many years of inaction in addressing
the problems while they were still manageable.
With the advent of the global financial crisis,
the dead-end the country was heading for
became visible to all and the country’s position
in international markets was shaken. 

The activation of the financial support mech-
anism for Greece established by euro area
countries and the International Monetary
Fund, based on the Economic Adjustment Pro-
gramme, served to avert the catastrophic devel-
opments which seemed inevitable in April 2010.
At the same time, banks in Greece benefited
from the measures taken by the European Cen-
tral Bank, i.e. the provision of liquidity to
Greek banks, the government bond purchase
programme and the acceptance of Greek gov-
ernment bonds (or debt securities guaranteed
by the Greek government) as collateral in the
Eurosystem’s refinancing operations. 

The Programme secures financing for Greece
from the euro area countries and the IMF for
a period of three years, at a time when the cost
of market financing has become prohibitive. It
also sets out the general guidelines of eco-
nomic policy for the years to come, mainly in
the area of public finances, the implementation
of structural reforms in the broader public sec-
tor and the functioning of markets. The Pro-
gramme is a consistent medium-term plan of
economic adjustment; it includes a specific
timetable for its implementation and com-
presses into a three-year period all changes and
reforms that should have been carried out
when conditions were more favourable and the
associated costs would have been lower. 

After years of hesitation regarding the eco-
nomic policy, the cost of reforms appears high
and is spread throughout the economy. The

cost is mainly reflected in wages and pensions,
particularly in the public sector, an increased
tax burden for enterprises and individuals, as
well as a downturn of activity which affects
incomes and employment across economic
sectors. 

In the first half of 2010, GDP fell by 3% com-
pared with the corresponding period of 2009,
while for the year as a whole it is expected to
decline by about 4%. Unemployment is pro-
jected to exceed 12%; real average wages,
partly reflecting high inflation, will decline by
8% in total economy and 17% in the public
sector. 

Recession was of course expected for this year;
it is also expected for 2011, albeit at a weaker
pace. In order to address the serious problems,
the economy has to adjust to lower levels of
activity, until it starts recovering driven by a
more active contribution of the private sector. 

The above paints the broad picture of the
immediate, already visible, cost of adjustment.
It should however be noted that a proper
assessment of this cost would entail a com-
parison with the cost of non-implementation.
The big contribution of the programme lies in
the following: 

1. Uncontrollable developments were averted
and there is now room for policies that can
limit the length and depth of the recession. The
programme is binding as regards fiscal targets,
but in the area of growth there exist numerous
possibilities for intervention, which should be
investigated the soonest possible. 

2. If the programme is implemented consis-
tently:

• Greece will remain an active member of the
euro area, rightfully participating in the
processes shaping the future of the EU and of
our country. 

• The Greek economy will be relieved, once
and for all, from the obstacles of the past and

To the Greek Parliament 
and the Cabinet
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will be able to operate more efficiently. 

• Privileges and exemptions which were ham-
pering growth and nurturing social inequality
will be lifted. 

• Potential growth will strengthen, thereby
making it feasible to achieve higher and sus-
tainable levels of income and employment. 

A first, sine qua non, condition to ensure the
success of the Programme is the adequacy and
effectiveness of the mechanism needed to
implement it, namely public administration. In
this respect, important changes are already
under way and must be carried through rigor-
ously and without delays. However, these are
not enough. What we need now is a compre-
hensive and complete rebuilding of the state on
new foundations, so that its operation will
encourage rather than hinder creative initiative. 

The second necessary condition is ensuring
continuity in the implementation of the Pro-
gramme. One of the main reasons that led to
the current crisis is that similar stabilisation
programmes launched in the past were never
completed, as they soon lost their momentum
and were eventually abandoned or interrupted.
As a result, all benefits that had been achieved
disappeared within a few months and the econ-
omy returned to its initial level or an even
lower one. This time, however, the impact
would be direct and strong, and the current
income and employment levels would take
years to recoup. 

In order to contain recession and speed up
recovery, it is necessary to encourage private
business activity, which is currently being sup-
pressed by low demand, low competitiveness,
the slowdown in credit expansion and the
increased tax burden. 

As regards the tax burden, there is no room for
further increases in tax rates for businesses and
individuals; policies aimed at increasing pub-
lic revenue should be geared towards broad-
ening the tax base and combating tax evasion.

Further increasing the tax burden on those who
already pay taxes would not only intensify the
recession but actually prove counterproduc-
tive, bringing about a decline instead of a rise
in revenue. 

The settlement of tax arrears is not the best
option for increasing revenue. In the current
conjuncture however this policy can prove use-
ful, provided it is accompanied by a thorough
modernisation and restructuring of the tax sys-
tem and the implementation of new practices
and effective methods for curbing tax evasion.
At the same time, given that the tax environ-
ment has been highly volatile over the recent
past, having been subject to major changes,
there is an urgent need to create a credible tax
environment, with stable tax rates and efficient
tax collection mechanisms.

For fiscal consolidation to produce better
results over the next years, it must rely mainly
on expenditure cuts. Admittedly, a large reduc-
tion in expenditure has been achieved since the
start of the Programme. However, it was pre-
dominantly based on cuts in wages and pen-
sions, whereas large margins exist for achiev-
ing substantial expenditure savings by address-
ing and eliminating the structural weaknesses
in the public administration, which generate
chronic deficits and debts. Fiscal consolidation
must now proceed at a much quicker pace,
through a drastic reduction in the waste of
funds in the broader public sector and through
merging or closing down public sector entities
which are not really productive. Fiscal con-
solidation will be sustainable and successful
only if it stems from a radical restructuring of
the state at all levels.

During the first year of the Programme, fiscal
consolidation has made remarkable headway.
Nevertheless risks to the adjustment path
remain high. Adding to these risks is the immi-
nent revision of the 2009 general government
deficit (expected to be announced by Eurostat
on 22 October, i.e. after the cut-off date of the
present report), which may also affect the
deficit-to-GDP ratio in 2010. 

Foreword:������ 1  03-08-12  10:53  ������ 5



Monetary Policy    
Interim Report
20106

More generally, in view of the new informa-
tion, it is self-evident that there must be a
stronger effort to cut public expenditure and
increase revenues in line with the Programme
targets. This will involve, among other things,
curtailing discretionary spending and improv-
ing the efficiency of the tax collection mecha-
nism. Moreover, the successful implementa-
tion of the Programme crucially requires that
fiscal policy be planned on the basis of alter-
native scenarios and be prepared to take cor-
rective action in the event of deviations from
targets.

A prerequisite for the Greek economy to enter
a new virtuous circle is a steady evolution of
the fiscal adjustment process at a pace that ―if
possible― would overshoot the one envisaged
in the Programme. This would have a positive
effect on the economic climate, improve mar-
ket confidence earlier and favourably affect the
availability and cost of financing. The Pro-
gramme sets out the actions that are
absolutely necessary to address the current cri-
sis. The strict implementation of the Pro-
gramme is of the essence, but it is no substitute
for the broader responsibility of economic pol-
icy to address the major issue of growth and to
speed up policies aimed at reviving the econ-
omy as soon as possible.

The Programme is a good start that mitigates
risks and gives the Greek economy the time
required for its reshaping on new founda-
tions. However, the road will be long and
arduous: growth is not just around the corner.
Until improvement is visible, there will be
further deterioration for a while. Thus, what
is currently required, in parallel with the fis-
cal adjustment, is to draw up a detailed “road
map” for limiting the depth of the recession
and vigorously reviving the growth process –
based this time on solid foundations. In other
words, we need a binding and coherent
Action Plan for Growth, which will operate
side-by-side with the fiscal adjustment
process, complement and/or elaborate on
policies which are already being adopted and
suggest new policies which will favour growth

without jeopardising the achievement of the
fiscal targets.

Such an Action Plan, together with the pro-
motion of reforms already planned and a
smooth evolution of the fiscal adjustment
effort, will send out a strong signal to the
domestic and international markets – that the
Greek economy is in the process of reinvent-
ing itself, becoming outward-looking, opening
up to entrepreneurial initiatives and taking
advantage of the opportunity provided by the
support mechanism in order to achieve a
speedy recovery. What is needed is a focus on
growth, a common objective as regards what
we want to achieve over the coming years and
a clear choice of the instruments that will take
us there. 

An Action Plan for growth should include the
following: 

1. The exploitation of the country’s compara-
tive advantages and concrete medium-term
plans with clear policy targets and instruments
to pursue an outward-looking growth strategy
– i.e. one that places emphasis on exports and
on attracting foreign direct investment. This
means that priorities must be set with respect
to (a) allocating public resources to public
investment and to the support of private invest-
ment; and (b) upgrading infrastructure, e.g. the
key sectors of transport and energy. 

2. The identification, codification, specification
and fast implementation of the “horizontal”
reforms that are expected to have a favourable
effect on the economy’s growth potential. This
effort mainly aims at the creation of a business-
friendly environment, through an effective
improvement in the regulatory and institu-
tional framework. If tangible results are
obtained soon in this respect, it will be easier
to attract foreign and domestic capital to
finance the necessary investment. 

The key areas in which structural changes are
urgently needed ―and in some cases are
already underway― include: 
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– Modernisation and transparency of public
administration. 

– Enhanced labour market flexibility. 

– Strengthening competition in the markets for
goods and services. 

– Better absorption of Community funds
through the National Strategic Reference
Framework (NSRF), the promotion of invest-
ment and an enhanced export orientation of
the economy. 

– A more effective education system. 

By implementing the structural changes out-
lined above, economic policy will create an
appropriate environment ―a business
“ecosystem”― that will enable enterprises to
operate more efficiently. This system must be
characterised by stable rules on competition
and taxation, a drastic reduction in adminis-
trative obstacles and costs, an unambiguous
regulatory framework for the functioning of
markets, well-defined and fast procedures
relating to land use and licensing for business
start-ups, as well as a vigorous fight against
corruption. 

However, adjustments are also required on the
part of enterprises, which must become far-
sighted, expand their time horizons and imme-
diately take investment initiatives. The pursuit
of maximum possible gains in the shortest pos-
sible time is no longer an option. The global
economic crisis has brought a shift from short-
termist valuation towards longer-term consid-
erations. The necessary process for the adjust-
ment of enterprises would involve: increasing
their size; developing synergies and joint proj-
ects; improving productivity also through on-
the-job training, thereby contributing to lower
costs; strengthening their export orientation by
looking for new markets and working jointly
with other firms; and adopting eco-friendly
practices. 

**  **  **

Unlike in many other countries, where the cri-
sis originated in the banking system and then
spilled over to the real economy, the Greek
banking system, which has solid foundations,
only began to face liquidity constraints when
the severe fiscal imbalances led to successive
credit rating downgrades of the Greek sover-
eign and in turn of Greek banks, thereby
restricting bank access to sources of finance
and raising their borrowing costs. This devel-
opment, coupled with the tendency of domes-
tic deposits to decline in the first half of the
year, inevitably affected banks’ liquidity, and
hence the supply of credit. 

At the same time, recession, which weighed on
the financial situation of non-financial enter-
prises and households, caused credit demand
to decline. These factors led to a deterioration
in the quality of the banks’ loan portfolios and
a fall in their profitability. On account of these
developments, on both the demand and the
supply side, the annual rate of credit expansion
declined, whilst still being positive. 

Capital adequacy remained relatively high.
However, the particularly adverse macroeco-
nomic conditions imply that banks should keep
their capital adequacy ratios at levels well above
the regulatory minima for precautionary rea-
sons. A positive development in this direction
is the successful completion of the recent share
capital increase of the National Bank of Greece. 

It is important to note that banking sector
aggregates will not change for the better with-
out a correction of the factors that exert pres-
sure on banks’ credit ratings and thereby on
their ability to raise funds from money and cap-
ital markets. In other words, an improvement
in the macroeconomic environment is neces-
sary. This improvement will make a positive
contribution towards mitigating not only
banks’ liquidity risk, but also their credit risk,
enabling them to continue to accommodate
demand for bank credit. 

At the same time, banks should be more far-
sighted in adjusting to the new economic and
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regulatory environment. They need to take
into consideration that, even after economic
activity has recovered, the growth rate of
banking will still fall short of pre-crisis levels.
Moreover, the ECB’s non-standard measures
still in place will eventually be phased out and
banks may face more difficulties in tapping the
international markets from 2011 on, as gov-
ernments, banks and non-financial enterprises
will be in strong competition for funding.
Finally, banks have to prepare themselves for
the gradual implementation by 2018 of the
new international regulatory framework
“Basel III”. 

These reasons make it necessary for banks to
review their business models, seeking to main-
tain high capital adequacy and liquidity levels
by setting aside sufficient provisions for credit
risk and by rationalising their cost structure.
Strategic alliances and mergers will certainly
contribute to the achievement of these goals,
because of the resulting synergies.

**  **  **

The arduous effort that the country is making
today aims at restoring confidence in the future
of the Greek economy, i.e. in its ability to over-
come its fiscal difficulties and become more
creative, outward-looking and open to business
initiatives and investment. 

Confidence, however, cannot be restored
overnight or automatically. Today, five
months after the activation of the financial
support mechanism for Greece and the adopt-
ing of strict fiscal measures as a prerequisit,
markets still treat Greek bonds with cautious-
ness, although the climate has lately started to
improve. One of the challenges for Greece is
to show continuity, consistency and persever-
ance in implementing the Programme. These
traits must be continuously confirmed in prac-
tice. Market cautiousness is also fuelled by
analyses that consider debt restructuring to be
unavoidable, as they anticipate that growth
rates will be too low to ensure the servicing of
the large public debt. 

Such scenarios have already been refuted by
the IMF, which in a recent analysis concludes
that a default for Greece is unnecessary, unde-
sirable and unlikely. Statements by EU and
ECB officials are in the same vein. In any
event, however, it is up to us to answer with our
actions – in two ways: First, by achieving the
targets of the Adjustment Programme, and
―wherever possible― by overshooting them,
thereby sending a clear signal that fiscal con-
solidation is proceeding at a fast pace. Second,
by drawing up and swiftly implementing a
coherent Action Plan for Growth, which will
convincingly show that, as a beginning, the
Greek economy can recover sooner than cur-
rently expected and, subsequently, can grow
strongly, standing on new and sound founda-
tions.

If we manage not only to achieve the important
fiscal targets but also, over the next two-and-
a-half years, to establish the conditions for
boosting exports and attracting foreign invest-
ment that will enhance growth, we can con-
vince the markets that the debt dynamics will
be reversed. The Greek economy has immense
growth potential. The situation is already
improving, but the road ahead is long and
there is no room for complacency. Today’s cri-
sis can and must act as a catalyst for reshaping
the economy, enhancing the country’s com-
petitiveness and prosperity within the euro
area. This is what is at stake for Greece.

Athens, October 2010 

George Α. Provopoulos 

Governor 
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I INTRODUCTION

The Greek economy in the deepest crisis in recent
decades

The Greek economy is going through its most
difficult phase since the collapse of military
dictatorship and the return to democracy in
1974. The exit from the crisis requires long, sys-
tematic and painstaking efforts that would
cover almost the whole economy and its insti-
tutions. After 1974, an initial 5-year period of
rapid growth (1975-1979) was followed by a 14-
year period of cyclical fluctuations during
which economic expansion averaged below 1%.
From 1994 to mid-2008 economic growth was
continuous and strong. Notwithstanding a
marked pick-up in investment over this latter
period, reflected in higher capital formation
and potential GDP growth, domestic demand
and particularly consumption, private and pub-
lic, grew even faster, also supported by loans
to the public and the private sector. At the
same time, while considerable progress was
made in reinforcing the physical infrastructures
of the economy, improvement in non-physical
infrastructure (e.g. education) was unsatisfac-
tory, and reforms aimed at enhancing the func-
tioning of public administration and markets
proceeded slower than required.

With the supply side failing to keep pace with
growing demand, imports kept on rising. It is
quite indicative that employment remained rel-
atively low, while the rate of unemployment
was relatively high. Moreover, inflation was
persistently higher than the average of
Greece’s major trading partners. Productivity
growth was strong but not that much as to avert
deterioration in the economy’s international
competitiveness, which led to a considerable
widening of the current account deficit. As a
result, the intensification of imbalances, in con-
junction with negligible or subdued productive
FDI inflows, undermined the country’s growth
dynamics and prevented any real improvement
in its position in the international division of
labour.

In this context, business activity, a key driver
of robust growth, was inadequate, as it had to
grow within a restrictive regulatory framework
and ineffective public administration, which,
exacerbated by corruption, ended up encour-
aging black economy. This created a vicious
circle, as addressing the inadequacy of busi-
ness activity was one of the main reasons for
the expansion of the public sector, which had
contributed to the creation of this inadequacy
in the first place. Some private undertakings
eventually became reliant on state sup-
port/subsidies, or resorted to tax evasion facil-
itated by administrative corruption, to pre-
serve their competitive position. Corruption
manifested itself in many types of transactions
involving, on the one hand, the state and, on
the other, businesses and individuals. How
things went from there is well-known:
siphoning resources from other parts of the
economy, the public sector grew way too large,
at the expense of the private sector. In this
context, public debt kept growing, whereas
international competitiveness tended to
steadily decline.

This distorted growth model plunged the
Greek economy into a “twin” crisis, since the
problem of public deficit and debt is closely
interwoven with the problem of external deficit
and debt. This illustrates just how important it
is to raise national saving from its current
exceptionally low level, bolster the production
of internationally marketable goods, improve
the country’s international competitiveness
and enhance its productive capacity to quan-
titatively and qualitatively meet domestic and
external demand. Highlighting the gravity of
the problem is the fact that net national saving
(i.e. net of depreciation) remained in negative
territory almost throughout 2000-2009.1

Recently revised data put it at -8.0% of GDP
in 2008 and -11.8% of GDP in 2009.
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11 Except for 2001, when it was positive and equal to 0.2% of
GDP.
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2 THE ECONOMIC ADJUSTMENT PROGRAMME 

A coherent medium-term programme for dealing
with the fiscal crisis and overhauling the economy

The Greek fiscal crisis manifested itself in an
explosive way in late 2009. It was followed by
an unprecedented credibility crisis, which cut
off Greece from international capital mar-
kets. A direct implication of this was the acti-
vation in early May 2010 of a financial sup-
port mechanism for Greece set up by euro
area Member States and the IMF, based on
an Economic Adjustment Programme jointly
agreed by the Greek government, the Euro-
pean Commission in laison with the ECB, and
the IMF.2

The Programme secures financing for Greece
from the euro area Member States and the
IMF for a period of three years, as the cost of
market funding has become prohibitive. Fur-
thermore, it sets out the general guidelines of
economic policy for the years to come, mainly
in the area of public finances, and the general
directions for the implementation of structural
reforms in the broader public sector and the
functioning of the markets. 

TThhee  PPrrooggrraammmmee  iiss  aann  iinntteerrnnaallllyy  ccoonnssiisstteenntt
mmeeddiiuumm--tteerrmm  ppllaann  ooff  eeccoonnoommiicc  aaddjjuussttmmeenntt;;  iitt
iinncclluuddeess  aa  ssppeecciiffiicc  ttiimmeettaabbllee  ffoorr  iittss  iimmpplleemmeenn--
ttaattiioonn  aanndd  ccoommpprreesssseess  iinnttoo  aa  tthhrreeee--yyeeaarr  ppeerriioodd
cchhaannggeess  aanndd  rreeffoorrmmss  wwhhiicchh  sshhoouulldd  hhaavvee  bbeeeenn
ccaarrrriieedd  oouutt  wwhheenn  ccoonnddiittiioonnss  wweerree  mmoorree
ffaavvoouurraabbllee  aanndd  tthhee  aassssoocciiaatteedd  ccoossttss  wwoouulldd  hhaavvee
bbeeeenn  lloowweerr.. The primary objective of the Pro-
gramme is to deal with the dual challenge of
fiscal consolidation and of enhancing the coun-
try’s international competitiveness, together
with achieving sustainable growth. 

The need for fiscal consolidation has made it
necessary to adopt measures that severely
affect disposable income and domestic
demand over the short term. Fiscal balance is
necessary in order to restore confidence in the
economy and reverse this short-term negative
effect, encourage domestic and attract foreign

investment, thereby reviving the growth
process – based this time on sound and robust
fundamentals. 

Restoring confidence is crucial to attracting
the necessary foreign funds as the national sav-
ing rate is too low, adding to the liquidity
strains of Greek banks, which erodes their abil-
ity to finance investment. A positive develop-
ment in this regard was the recent signing of a
Memorandum of Understanding between
Greece and China aimed at enhancing coop-
eration between the two countries in the field
of investment, and of a series of collaborative
arrangements between business bodies of the
two countries. 

The required reorientation of the economy will
come at a cost for economic activity, employment,
inflation and income in the short run

As the adjustment is carried out today with
delay and has to be compressed into a short
period of time, its cost is high; it is spread
throughout the economy and is reflected in key
economic aggregates. But it is iinneevviittaabbllee  wwhheenn
aann  eeccoonnoommyy  iimmppeerraattiivveellyy  nneeeeddss  ttoo  bbee  rraaddiiccaallllyy
rreeoorriieenntteedd  wwiitthhiinn  aa  vveerryy  sshhoorrtt  ppeerriioodd  ttiimmee.. The
cost of the adjustment programme is mainly
reflected in public sector nominal wages, pen-
sions, an increased tax burden for businesses
and individuals, as well as a downturn of activ-
ity which affects incomes and employment
across all sectors of the economy. It is also
reflected in a temporary surge in inflation
sparked by a sharp rise in indirect taxes amid
insufficient competition in the domestic mar-
ket. This surge in inflation would have been
even greater, had it not been for a reduction in
demand. Of course, as the effect of higher indi-
rect taxes on the annual rate of growth of
prices wanes in 2011, inflation is expected to
decline substantially.
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In the first half of 2010 GDP contracted by 3%
compared with the corresponding period of
2009, whereas consumer and business expec-
tations have remained negative. Thus, for 2010
as a whole, GDP is expected to decline by
around 4% against 2009. A recession of this
magnitude was expected and is forecast to con-
tinue in 2011, albeit at a weaker pace. A rever-
sal of years of fiscal relaxation pushes the econ-
omy to adjust to lower levels of activity, until
it starts to recover driven by a more active con-
tribution of the private sector. 

Under the pressure of recession, unemploy-
ment will probably exceed 12% for the year as
a whole and the annual rate of inflation is
expected to come close to 4.8% in 2010 (from
1.3% in 2009). The combination of a decline or
stagnation in employees’ nominal earnings and
of the temporary surge in inflation is
expected to cause real average pre-tax earnings
to drop by about 8% in total economy and 17%
in the public sector. 

The above paint a broad picture of the imme-
diate, already visible, cost of adjustment. It
should be noted that a proper assessment of
this cost would entail a comparison with the
cost of non-implementation of the pro-
gramme. In the circumstances that gradually
prevailed in the first four months of 2010, as
the credibility crisis cut off Greece’s access to
capital markets while the public sector’s obli-
gations for wages and pensions needed to be
met, the non-immediate implementation of
measures of that magnitude would have meant
Greece’s default and a protracted period of
recession with uncontrollable and unforesee-
able developments. 

Considerable immediate and medium-term bene-
fits from the Programme 

It is obvious that the main immediate benefit
of the Programme is the drastic reduction in
the central government deficit, by around 30%3

in the first nine months of the year compared
with the corresponding period of the previous
year. In this regard, it should be noted that the

two latest reports for Greece (one from the
European Commission and the other from the
International Monetary Fund)4 estimate that
the objective of the Programme will be met and
that the general government deficit will
decrease to slightly below 8% of GDP, pro-
vided that expenditure cuts will more than off-
set the shortfall in revenue.  

But the medium-term benefits of the Pro-
gramme are of even greater importance: 

11.. A default has been avoided and there is now
considerable room for policies that could limit
the duration and depth of the recession and lay
the foundations for sustainable growth. The
Programme is highly binding as regards fiscal
consolidation and the implementation of insti-
tutional fiscal reforms. As far as growth-
enhancing structural reforms are concerned,
the Programme contains a number of well-
defined targets but the modalities of their
implementation will need to be specified in
order to ensure that the broad objectives of the
Programme are met, while some extra inter-
ventions may also be warranted.  

22.. If the programme is implemented consis-
tently, the final outcome, which can be envis-
aged, will include:

• Greece remaining an active member of the
euro area, participating in the processes that
will shape the future of the EU and of our
country.

• The Greek economy doing away with the
obstacles and distortions of the past and oper-
ating more efficiently.

• Limiting the privileges and exemptions
which were hampering growth and nurturing
social inequality.
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33 Based on provisional fiscal data, the central government deficit was
reduced by 31.1% year-on-year in the nine-month period from Jan-
uary to September, whereas, based on cash data, it was reduced by
27.7%.

44 Released on 19 August and 14 September respectively.
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• A strengthening of potential growth, thereby
making it feasible to achieve higher levels of
income. 

Key condition for the success of the Programme is
an effective public administration that will under-
take the interventions required – in other words
rebuilding the state on new foundations

The sine qua non condition for the smooth
implementation of the Programme is effective
public administration. Meeting this condition
would be tantamount to a comprehensive
reshaping of the state, and would primarily
mean: 

• clarifying the responsibilities of various pub-
lic entities;

• abolishing any remaining overlapping com-
petencies, ensuring effective coordination in
the case of joint competence or where differ-
ent entities use different policy tools to pursue
the same goals; 

• speeding up time-consuming administrative
and judicial processes that affect national pro-
ductivity and nurture corruption; 

• promoting effective job matching and estab-
lishing productivity-enhancing incentives and
quick training schemes for employees in the
public sector; and 

• computerisation of processes to enable the
digital mapping (digitation) of available infor-
mation and allow swift and informed assess-
ments to be made on the advisability of alter-
native policy options.

The above should also contribute to remedy-
ing the chronic weakness of poor law enforce-
ment – something that turns out to be of
utmost importance in the current juncture.
This cannot be taken for granted (as it should
have been) as it requires the effective opera-
tion of judicial institutions and a meaningful
public debate before a law is passed. 

3 FISCAL ADJUSTMENT POLICY

Fiscal adjustment, although necessary for growth,
will not automatically generate it 

The Programme is rightly focused on fiscal
adjustment problems, which, if addressed
properly, will create the conditions for growth.
In fact, there has never been a country that
achieved sustainable growth based on chronic
fiscal deficits. On the contrary, there are
numerous examples of countries in which high
deficit and debt levels have hampered eco-
nomic growth. In order to limit the depth of
the recession and speed up recovery, it is also
necessary to encourage private business activ-
ity, which is currently being suppressed by low
demand, low competitiveness, the slowdown in
credit expansion and the increased tax burden. 

The following paragraphs set out the main
lines of the current fiscal policy whereas, fur-
ther below, the need is discussed for a plan to
speed up recovery and achieve sustainable
growth.

aa))  IInn  oorrddeerr  ttοο  iinnccrreeaassee  rreevveennuuee  iitt  iiss  nneecceessssaarryy  ttoo
iimmmmeeddiiaatteellyy  ccuurrttaaiill  ttaaxx  eevvaassiioonn  rraatthheerr  tthhaann  rraaiissee
ttaaxx  rraatteess  

As regards the tax burden, there is no room
for further increases in the tax rates for busi-
nesses and individuals; policies to achieve the
necessary increase in public revenues should
primarily be geared towards broadening the
tax base and combating tax evasion. Further
increasing the burden on those who already
pay taxes would not only intensify the reces-
sion but would actually prove counter-pro-
ductive, bringing about a decline instead of a
rise in revenue.

bb))  TTaaxx  aammnneessttyy  aanndd  tthhee  nneeeedd  ttoo  rreesshhaappee  ttaaxx
aaddmmiinniissttrraattiioonn

Although in theory the tax amnesty arrange-
ment (i.e. the settlement of unaudited tax cases
and tax arrears with favourable terms for those
opting for it) enacted last September ―the
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tenth one in the past 30 years― is not the ideal
option for increasing revenue as repeatedly
stressed,5 in the present conjuncture it reflects
the financial distress of many taxpayers, busi-
nesses and professionals. In addition, provided
it is accompanied by a thorough modernisation
and restructuring of the tax system and the
implementation of new practices and effective
methods for curbing tax evasion, this policy
could be beneficial in that it may lead to an
increase in tax revenue, the alleviation of the
cumulated workload of tax services through “a
cleaning up of the past”, as well as a reduction
in the scope for corruption. In connection with
this it is noted that, according to data from the
Ministry of Finance,6 there are currently some
2,000,000 unaudited tax cases, 150,000 pending
tax litigation cases, and 1,300,000 persons with
tax arrears in excess of €30 billion (i.e. nearly
13% of GDP, or almost the general govern-
ment deficit for 2009). The aim of this arrange-
ment is to generate revenue of about €1.5 bil-
lion in 24 months. This “cleaning up of the
past” comes after the recent major changes,
until the completion of which the tax environ-
ment will remain highly volatile. Tax amnesty
needs to mean the end of this shower of
changes. TThheerree  iiss  nnooww  nneeeedd  ttoo  rreessttoorree  aa  ccrreeddii--
bbllee  aanndd  ssttaabbllee  ttaaxx  eennvviirroonnmmeenntt  tthhaatt  eennttaaiillss  eeffffii--
cciieenntt  ttaaxx  ccoolllleeccttiioonn  mmeecchhaanniissmmss..

cc))  OOtthheerr  ssoouurrcceess  ooff  ppuubblliicc  rreevveennuuee::  pprriivvaattiissaattiioonnss
aanndd  uuttiilliissaattiioonn  ooff  ppuubblliicc  rreeaall  eessttaattee  

In early June, the government announced the
main guiding principles and the ways to imple-
ment the programme for privatisations and the
utilisation of public real estate – a programme
that also attempts to reorganise the operation
of Public Enterprises and Organisations
(DEKO). The swift implementation of the pro-
gramme would be quite beneficial. In this
respect, a bill on the reorganisation of the Hel-
lenic Railways Organisation (OSE) (see below)
has already been tabled to the Parliament,
whereas the Minister of Finance has announced
the merger of entities responsible for the man-
agement of public real estate (Hellenic Public
Real Estate Corporation, Hellenic Olympic

Properties SA and Hellenic Touristic Properties
SA). The utilisation of public real estate is dis-
cussed in Chapter VII, Special Feature 3. 

dd))  FFiissccaall  aaddjjuussttmmeenntt  hhaass  ttoo  pprroocceeeedd  wwiitthh  aa  ffooccuuss
oonn  ssttrruuccttuurraall,,  iinn  ootthheerr  wwoorrddss  ssuussttaaiinnaabbllee,,  ssppeenndd--
iinngg  ccuuttss

FFoorr  ffiissccaall  ccoonnssoolliiddaattiioonn  ttoo  pprroodduuccee  bbeetttteerr  rreessuullttss
oovveerr  tthhee  nneexxtt  yyeeaarrss,,  iitt  mmuusstt  rreellyy  mmaaiinnllyy  oonn  ssppeenndd--
iinngg  rreessttrraaiinntt  aanndd  ccuuttss;;  ttwwoo  tthhiirrddss  ooff  iitt  mmuusstt  ccoommee
ffrroomm  tthhiiss  ssoouurrccee,,  aass  rreeppeeaatteeddllyy  ssttrreesssseedd  bbyy  tthhee
BBaannkk  ooff  GGrreeeeccee..  A fiscal consolidation which
relies heavily on revenue is vulnerable to cycli-
cal uncertainty, which affects the tax paying
capacity of tax payers, as shown by recent
developments. Admittedly, quite a large reduc-
tion in expenditure has been achieved so far.
However, this reduction has predominantly
relied on cuts in wages, pensions and public
investment, whereas there is ample room for
achieving substantial expenditure savings by
addressing the structural weaknesses in the
public administration, which generate chronic
deficits and debts (see Chapter VII, Special
Feature 1). Fiscal consolidation must now pro-
ceed at a much quicker pace, through a dras-
tic reduction in the squandering of funds in the
broader public sector and through merging or
closing down public sector entities which are
not really productive, in order to reshape and
increase the effectiveness of the broader pub-
lic sector. Fiscal consolidation will be sustain-
able and successful only if it stems from a rad-
ical restructuring of the state at all levels,
including local government. The Economic
Adjustment Programme includes several key
structural fiscal reforms that would make a
considerable contribution to this effect.
Some have already been introduced including:

––  LLaaww  33886633  oonn  tthhee  rreeffoorrmm  ooff  tthhee  ssoocciiaall  sseeccuurriittyy
ssyysstteemm is expected to have a positive fiscal
impact, both in the short and the long term. By
end-March 2011, the necessary assessments
will have been completed in order to deter-
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66 Contribution of the Minister of Finance in a relevant consultation,

22 September 2010. 
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mine whether further adjustments of the pen-
sion system would be required by the end of
June 2011 in order to keep the growth of pen-
sion expenditure to 2.5% of GDP between
2009 and 2060. 

––  LLaaww  33884422 introduced significant changes in
property and personal income tax, together
with a set of measures to combat tax evasion,
broadening at the same time the VAT base. 

––  LLaaww  33887711  oonn  ffiissccaall  mmaannaaggeemmeenntt  aanndd  rreessppoonn--
ssiibbiilliittyy introduces a new medium-term (three-
year) fiscal strategy framework that will be
applicable also to the 2011 budget. The Min-
ister of Finance will be able to impose a ceil-
ing on the expenditure of ministries, local
authorities and on social budgets. At the same
time, the Single Payment Authority was estab-
lished. It will be responsible for the payment
of employees in the general government sector,
while the “electronic census” of civil servants
was also completed. 

––  LLaaww  33885522  oonn  tthhee  nneeww  aarrcchhiitteeccttuurree  ooff  LLooccaall
GGoovveerrnnmmeenntt  aanndd  RReeggiioonnaall  AAddmmiinniissttrraattiioonn
(“Callicrates Project”) is expected to lead to
significant cost savings in a sector where expen-
diture had risen considerably and under insuf-
ficient control. The law aims at achieving cost
savings by reducing the number of local
authorities and municipal public entities,
thereby leading to economies of scale, as well
as at establishing strong development institu-
tions at the first and second levels of local gov-
ernment that will be able to create added
value. To achieve this, an operational pro-
gramme to support “Callicrates” should be
designed (this has yet to be completed), while
Callicrates itself must be implemented con-
sistently in terms of time and quality. The gov-
ernment has committed to achieve an
improvement of the fiscal balance by €500 mil-
lion annually in the period 2011-13 by imple-
menting this project. 

––  LLaaww  33886688  oonn  uuppggrraaddiinngg  tthhee  NNaattiioonnaall  HHeeaalltthh
SSyysstteemm envisages arrangements to improve the
operation of public hospitals and the admin-

istration of health services in general, and to
reinforce accountability, transparency and vol-
unteering. In order to increase cost-effective-
ness in the health sector and achieve substan-
tial progress in the modernisation of the health
system, it is necessary, inter alia, to drastically
improve the recording of the financial situation
of hospitals, by immediately adopting the dou-
ble entry accounting system on an accrual
basis, to speed up payments made by hospitals
so as to avoid accumulation of overdue debts
and reduce the carry-forward of liabilities to
2011, to reduce pharmaceutical expenditure
(the bill on the electronic prescription system
has been submitted to Parliament) and ―as it
has already been decided― to involve audit
companies in the financial management and
the control of hospital expenses. As a result of
the relaxed behaviour that prevailed for
decades, realising these goals will not be easy,
yet it will be necessary if squandering is to be
reduced and the provision of a critical social
good is to be ensured. (For more details, see
Chapter VII, Special Feature 4.) 

––  TThhee  bbiillll  oonn  tthhee  rreessttrruuccttuurriinngg  ooff  OOSSEE  aanndd
TTRRAAIINNOOSSEE is highly important, as OSE is a
heavily loss-making public enterprise. This bill
represents the beginning of an effort to ensure
the soundness of public enterprises. Accord-
ingly, the recent bill on the elimination and
merger of government departments and pub-
lic sector entities7 is a first step towards the
considerable reduction of squandering that can
be achieved by the abolition and merger of
many more entities. 

ee))  TThhee  ccuurrrreenntt  ssiittuuaattiioonn  mmaakkeess  iitt  iimmppeerraattiivvee  ttoo
ffiirrmmllyy  ppuurrssuuee  ffiissccaall  ccoonnssoolliiddaattiioonn,,  bbee  pprreeppaarreedd
ttoo  ccoorrrreecctt  ddeevviiaattiioonnss  ffrroomm  ttaarrggeettss  aanndd  ppllaaccee
ggrreeaatteerr  eemmpphhaassiiss  oonn  tthhee  ccoonnttrrooll  ooff  ggeenneerraall  ggoovv--
eerrnnmmeenntt  eexxppeennddiittuurree

Despite the considerable progress made,
important challenges and risks are still ahead
with regard to achieving the fiscal targets of the
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the merger of 13 others into 5.
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Programme. These risks relate to the follow-
ing: 

• lower than expected collection of revenue
due to the recession; 

• inefficiency of the tax collection mechanism
that has yet to be addressed; 

• accumulation of accounts payable and out-
standing debts (e.g. of hospitals and social
security organisations); 

• worsening of the financial results of local
authorities, social security organisations,
legal entities in public law and public enter-
prises and organisations; 

• increased expenses in the second half of the
year due to delays in the payment of liabilities
during the first one. 

These risks make it necessary to rreeffoorrmm  tthhee  ttaaxx
mmeecchhaanniissmm,,  eeffffeeccttiivveellyy  ccoommbbaatt  ttaaxx  eevvaassiioonn,,
iinntteennssiiffyy  tthhee  eeffffoorrtt  ttoo  ccoolllleecctt  aanndd  pprroocceessss  ssttaattiiss--
ttiiccaall  ddaattaa  oonn  aallll  ggeenneerraall  ggoovveerrnnmmeenntt  eennttiittiieess,,  aanndd
iimmpplleemmeenntt  aann  eeffffiicciieenntt  ssyysstteemm  ffoorr  mmoonniittoorriinngg
aanndd  ccoonnttrroolllliinngg  tthheeiirr  eexxppeennsseess..

The Draft Budget for 2011 estimates that total
expenditure in the state budget will be con-
tained at €75.2 billion in 2010, i.e. €1.9 billion
below the target set in the Programme (€77.1
billion), while the shortfall in total net revenue
will reach €2.7 billion, which means that the
state budget deficit will exceed the target in the
Programme by €0.8 billion this year. However,
the general government deficit is expected to
drop to €18,508 billion or 7.8% of GDP (on a
national accounts basis), that is below the tar-
get (€18,722 million), mostly as a result of
reduced defence expenditure for new deliver-
ies. The level of expenditure is estimated to
stand below the initial target as a result of the
decrease in operating expenses and in the
expenses for the national component of the
Public Investment Programme, while at the
same time adequate provisions should be made
to cover for increased transfers to social secu-

rity organisations, if need be, so as to achieve
a reduction in the accumulated payable
accounts of hospitals. 

According to the Draft Budget for 2011, the
government is committed to pursue its policy
of containing the state budget primary expen-
diture, which is expected to decrease by 2.3%
in 2011 (following an estimated decrease by
10.3% this year). Furthermore, in the case of
deviations from the targets set in the Pro-
gramme for 2011, the government will take
corrective measures emphasising on the con-
tainment of operating expenses, while consid-
eration is given to replacing some temporary
cost saving measures with measures of a per-
manent nature. 

ff))  TThhee  ddoowwnnwwaarrdd  rreevviissiioonn  ooff  GGDDPP  aanndd  ppuubblliicc
ddeeffiicciitt  eessttiimmaatteess  ffoorr  22000099  ccaann  bbee  aaddddrreesssseedd  ssoo  aass
nnoott  ttoo  ssuubbssttaannttiiaallllyy  aaffffeecctt  ffiissccaall  ppeerrffoorrmmaannccee  ffoorr
22001100  aanndd  22001111  

However, in order to make an assessment of
the fiscal figures for 2010 and of the prospects
for 2011, account must be taken of the most
recent data (Eurostat is expected to announce
revised data on 22 October, after the publica-
tion of this report). In particular: 

• Real and nominal GDP figures for recent
years have been revised downwards: according
to provisional estimates, nominal GDP for
2009 is now by 1.9% lower (compared to the
previous estimate) and the deficit-to-GDP
ratio is 13.9%, from the initially estimated
13.6%, 

• At the same time, though, the general gov-
ernment deficit for 2009 was revised upwards,
following two changes: (a) the inclusion in 
the general government sector of some loss-
making public enterprises, mostly from the
transport sector and the defence industry, as
well as of other entities from the wider public
sector that were not formerly considered part
of the “general government” on the basis of the
European System of Accounts, and (b) the
reassessment, on the basis of ELSTAT survey
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data, of the result of social security organisa-
tions, which fall within the general government
sector. These changes considerably increase
the general government deficit for 2009. 

• As a result of the above, the 2009 deficit-to-
GDP ratio has also been revised upwards. 

FFoorr  22001100 these new data entail the following: 

• The revision of GDP alone means that the
target for the 2010 deficit now comes to 8.0%
of GDP (rather than 7.8%). 

• What is most important is that: 

––  ((aa)) although the general government deficit
will rise as a result of the inclusion of the
deficit of public enterprises and other entities
that are now included in general government,
it will no longer include the forfeiture of guar-
antees for loans contracted by these public
enterprises (and amortisations payments are
not included in the deficit), and 

––  ((bb)) the question is raised whether social secu-
rity organisations are able to record a surplus
of the size indicated in the Draft Budget, tak-
ing into account that last year they finally reg-
istered a small deficit amounting to 0.5% of
GDP rather than a surplus, as originally
expected. 

Some approximative estimates suggest that the
above would entail that the deficit-to-GDP
ratio would overshoot the target already tthhiiss
yyeeaarr. With regard to 22001111, the target set in the
Draft Budget to reduce the general govern-
ment deficit to 7.0% of GDP now corresponds
to 7.2% of the revised GDP. It is, however,
possible to avoid a higher deficit in 2011, given
that: 

• implementing the bill on restructuring OSE
and TRAINOSE and ensuring the sound oper-
ation of other loss-making public enterprises
is expected to reduce their deficits and, there-
fore, their burden on the general government
deficit, and 

• implementing Law 3863 on the social secu-
rity system and enforcing the measures already
taken or to be taken to address the evasion of
social security contributions and reduce the
pharmaceutical expenditure will bring about an
appreciable improvement in the results of
social security organisations. 

In general, in view of the new data, it goes
without saying that it is necessary to consoli-
date efforts to reduce public expenditure and
increase income in conformity with the targets
of the Economic Adjustment Programme, inter
alia, by cutting discretionary expenditure 
and improving the performance of the tax-
collection mechanism. 

gg))  FFiissccaall  ddeevveellooppmmeennttss  gglloobbaallllyy  mmaakkee  iitt  eevveenn
mmoorree  uurrggeenntt  ttoo  aacchhiieevvee  ffiissccaall  ccoonnssoolliiddaattiioonn  iinn
GGrreeeeccee  

Greece is not the only developed country that
faces serious fiscal challenges, although it is in
a unique situation in that it is affected by a
dangerous mix of problems derived from the
structural weaknesses of the economy and
reflected in the “twin” deficits and debt.8 It is
true that high fiscal deficits are recorded not
only in countries of the euro area periphery,
such as Ireland and Portugal, but also in coun-
tries like the United Kingdom and the USA,
while the upward trend of the public debt as a
percentage of GDP is generalised among
developed economies and heightened tensions
in the respective government security markets
are recorded. Recently, Ireland announced
that its public deficit this year would reach 32%
of GDP due to the costs of rescuing Anglo
Irish Bank. Portugal, Spain, France and the
United Kingdom announced fiscal austerity
budgets for 2011. 

These developments should not lead to com-
placency. On the contrary, they imply that con-
ditions are getting tougher for Greece with
regard to access of the government and com-
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mercial banks to markets. It is almost certain
that conditions will remain difficult in the
future, when the government will turn to the
international markets for medium to long term
borrowing, at a time when there will be
increased demand for market-based debt
financing coming not only from the public sec-
tor of developed economies, but also from
large enterprises and banks in countries seek-
ing to adjust to the new international rules on
capital requirements. The obvious result is that
GGrreeeeccee  wwiillll  hhaavvee  ttoo  ffuullllyy  aanndd  ttiimmeellyy  mmeeeett  iittss  ffiiss--
ccaall  oobbjjeeccttiivveess  aanndd,,  iiff  ppoossssiibbllee,,  ttoo  eexxcceeeedd  tthheemm,,  iinn
oorrddeerr  ttoo  iimmpprroovvee  tthhee  rreellaattiivvee  ppoossiittiioonn  ooff  tthhee
ccoouunnttrryy.. Before the adoption of the Economic
Adjustment Programme, the Bank of Greece
had already pointed out that it would be of
most importance for the expenditure compo-
nent of fiscal consolidation to go further than
planned by drastically reducing squandering
and by merging or eliminating public sector
entities that are unproductive. A further
increase in the already high tax burden of those
who pay their taxes would have a severe impact
on economic activity, also taking into account
the strong tax competition in Europe. On the
contrary, speeding up fiscal consolidation by
reducing expenditure may positively surprise
markets and contribute to a faster restoration
of market confidence, which will have a posi-
tive influence on the borrowing costs of the
government and, therefore, banks, enterprises
and households.9

4 A COMPLEX GLOBAL ENVIRONMENT 

The global economy is up against complex chal-
lenges that require new responses 

The Greek economy is now called to exit the
crisis in a global environment characterised by
complex challenges. If the current trend con-
tinues, the recovery of the world economy,
anticipated for 2010, will decelerate in 2011
both in developed and in emerging economies.
The main risks for economic growth come
from: (a) economic recovery not coupled with
recovery of employment in major developed

economies, (b) weakened financial position of
households, in their effort to reduce their debt,
(c) restrictive fiscal policies, and (d) possibly
weakened demand in emerging markets. 

These risks, as well as experience from the cri-
sis, raise new concerns. These concerns are of
particular interest for Greece, as they portend
possible changes in economic policy at global
level. In this framework, the following are of
relevance: 

––  TThhee  rreecceenntt  jjooiinntt  IIMMFF--IILLOO  ccoonnffeerreennccee  oonn  tthhee
““CChhaalllleennggeess  ooff  GGrroowwtthh,,  EEmmppllooyymmeenntt  aanndd
SSoocciiaall  CCoohheessiioonn””,10 focused on employment
issues. It was stressed11 that action must be
taken promptly, before unemployment
becomes a structural problem. Indeed, given
that increased output is a key factor for
increasing employment, it is necessary to
exhaust all fiscal and monetary policy tools
―as well as measures aimed at reducing the
general uncertainty surrounding the economic
outlook― in order to achieve a fast recovery
of economic activity. 

In addition, three conclusions in the analysis
made by the ILO are of particular relevance
for Greece. First, an important policy chal-
lenge is to eessttaabblliisshh  llaabboouurr  mmaarrkkeett  iinnssttiittuuttiioonnss
wwhhiicchh  eeffffeeccttiivveellyy  ““ssiiggnnaall””  ttoo  ssoocciiaall  ppaarrttnneerrss  tthhee
ssccooppee  ffoorr  ssuussttaaiinnaabbllee  wwaaggee  iimmpprroovveemmeennttss, and
how that scope might evolve into the future.
Second, as structural changes in the economy
shift employment opportunities towards the
most productive and dynamic sectors, ensuring
worker mobility requires not only promoting
appropriate training programmes, but also sup-
porting the most dynamic among small busi-
nesses. Third, a stronger social protection net-
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99 Bank of Greece, ibid., p. 20. 
1100 Oslo, 13 September. Among the leaders that participated was the

Greek Prime Minister. 
1111 Statement by D. Strauss-Kahn, Managing Director of the IMF, at

the conference, 13.9.2010, and interview of O. Blanchard, chief
economist of the IMF, with IMF Survey Magazine, 9.9.2010. See
also, ILO-IMF, “Joint Discussion Document”, The Challenges of
Growth, Employment and Social Cohesion (includes two separate
contributions from the IMF and the ILO). Similar views are put for-
ward in the editorial of Employment Outlook 2010, OECD, July
2010, by John Martin. 
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work ultimately enhances human capital and
productivity. 

––  IInn  tthhee  GG--2200  ssuummmmiitt  ooff  TToorroonnttoo  ((2277  JJuunnee)), it
was stressed that these countries need to boost
recovery and, at the same time, put in place
credible, properly phased and growth-friendly
plans to deliver fiscal sustainability, differen-
tiated for and tailored to national circum-
stances. According to the IMF,12 emerging
economies with large external surpluses should
nurture domestic demand in order to offset the
loss in demand from restrictive fiscal policies
in advanced economies. Combined with struc-
tural reforms, this rebalancing of demand
would increase the global output growth rate,
a development that would have a positive
impact on job creation in the medium term. 

IInn  tthhee  rreecceenntt  aannnnuuaall  mmeeeettiinngg  ooff  tthhee  IInntteerrnnaattiioonnaall
MMoonneettaarryy  FFuunndd  iinn  eeaarrllyy  OOccttoobbeerr, its Managing
Director summarised the recent discussion on
global economic challenges and the policy
responses it should produce:13

• Public debt in advanced economies, starting
from 75% before the crisis, is expected to
increase to 110% by 2014. Only 1/10 of this
increase comes directly from the fiscal stimu-
lus measures, while the remaining comes from
expenditure linked to the rescue of the finan-
cial sector and to decreased revenue because
of the economic downturn. Therefore, low
growth rates represent the biggest threat to fis-
cal sustainability. According to the IMF, all
countries should achieve fiscal sustainability in
the medium run. In the short run, they must do
everything possible in this direction (depend-
ing on the specifics of each country) and
―while the recovery is still fragile― use all the
fiscal room available to boost growth. 

• The medium- to long-term impact of the
increase in unemployment during the crisis
could be very serious – this is why the risk of
a jobless recovery has to be addressed. 

• During the crisis important promises were
made globally concerning the reform of the

financial sector; much has already been done.
However, better regulation is not enough –
better supervision is also needed (in imple-
menting these rules), together with mecha-
nisms to address/resolve crises. 

• The upcoming changes in the global econ-
omy over the next two decades have impor-
tant consequences for our growth model.
New sources of growth will have to be sought
for, including green growth. A rebalancing
between the public part of growth and the
private part of growth will be needed, as well
a rebalancing of demand between surplus
countries and deficit countries. Finally,
enhanced cooperation between countries and
better economic governance will be needed. 

5 THE ROLE OF THE SINGLE MONETARY POL-
ICY 

Considerable contribution from the ECB in safe-
guarding financial stability in the euro area and sup-
porting the Greek economy 

– During the current year, the monetary policy
pursued by the ECB (including non-standard
measures) provided considerable support to
economic recovery and safeguarding financial
stability in the euro area. TThhee  lliiqquuiiddiittyy--pprroovviidd--
iinngg  mmeeaassuurreess  ooff  tthhee  EEuurroossyysstteemm  aarree  ppaarrttiiccuullaarrllyy
iimmppoorrttaanntt  ffoorr  GGrreeeekk  bbaannkkss,,  ffoolllloowwiinngg  tthheeiirr  ccuutt--ooffff
ffrroomm  iinntteerrnnaattiioonnaall  mmaarrkkeettss  aanndd  tthhee  ddeeccrreeaassee  iinn
ddeeppoossiittss.. In addition, the contribution of the
ECB was substantial in setting up the support
mechanism for the Greek economy and in draft-
ing the Economic Adjustment Programme,
while it is also participates in its monitoring. 

In the first nine months of 2010, Eurosystem key
interest rates remained unchanged at very low
levels. At the same time, the ECB Governing
Council continued to implement non-standard
monetary policy measures. These measures
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safeguard financial stability and help restore
normal conditions in the interbank market in
order to facilitate the flow of bank credit to
business firms and households in the euro area. 

In January-April 2010, some non-standard
measures that had been implemented in pre-
vious years were withdrawn, after the gradual
restoration of normal conditions in financial
markets. However, tensions reappeared in
financial markets as a result of concerns over
the fiscal situation in some Member States. In
order to address these tensions, the Governing
Council reactivated some non-standard mon-
etary policy measures and, moreover, launched
the Securities Purchase Programme. The
implementation of these measures by the
Eurosystem, the adoption by the Ecofin Coun-
cil and Member States of a package of meas-
ures to safeguard financial stability in Europe
(on 9 May 2010), including the establishment
of a European Financial Stabilisation Mecha-
nism, as well as the results of the European
stress test of July 2010, open the way for a pro-
gressive easing of tensions. 

The single monetary policy aims at achieving
the primary objective of the Eurosystem,
namely price stability in the euro area over the
medium term. Achieving price stability is the
main contribution of the single monetary pol-
icy, which is necessary in order to ensure the
conditions for sustainable economic growth,
increasing employment and financial stability.
The adoption of non-standard monetary pol-
icy measures (“enhanced credit support” meas-
ures) by the Governing Council amid strong
tensions in financial markets and the adoption
of the Securities Markets Programme do not
conflict with the achievement of the primary
objective of price stability. Rather, they con-
tribute to the effective transmission of mone-
tary policy into the real economy. The above
measures are of a temporary nature. 

The increased overall liquidity of the banking
system resulting from the acquisition of secu-
rities by the Eurosystem is sterilised by other
extraordinary open market operations which

absorb an amount of liquidity equal to the pre-
vious securities purchase, so as to ensure that
the monetary policy stance remains
unchanged. 

During the current year, the Governing Coun-
cil took important decisions with regard to eli-
gible assets provided by credit institutions as
collateral in Eurosystem credit operations.
Some of these decisions are of particular rel-
evance to Greek banks. In greater detail: 

– (a) Some types of securities had been included
among eligible collateral for the first time in
October 2008. This was a measure that helped
expand the collateral framework in order to
address the heightened financial turmoil at the
time. In April 2010, it was decided that this
measure would only apply until end-2010. 

– (b) The list of eligible collateral was also
broadened by reducing the minimum credit
threshold required for an asset to be eligible as
collateral by the Eurosystem. In April 2010,
ECB’s Governing Council decided that this
lower threshold would continue to apply
beyond the end of 2010. 

– (c) Moreover, the Governing Council decided
in May that the minimum credit threshold
would not apply to marketable debt instruments
issued or guaranteed by the Greek government
which are provided as collateral by credit insti-
tutions. The Eurosystem would provide funding
against these instruments irrespective of the rat-
ings attributed by rating agencies. This decision
was based on the fact that the Governing Coun-
cil has assessed the economic and financial
adjustment programme for the Greek economy
and considered it to be appropriate. 

6 MEETING THE GROWTH CHALLENGE

The next step for the Greek economy: a coherent
Action Plan for Growth

In order for the Greek economy to enter a new
virtuous circle, fiscal adjustment has to follow
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a steady course and even outpace the Pro-
gramme, where feasible. This would have a
positive effect on the economic climate,
strengthen market confidence and favourably
affect the availability and cost of financing.
Under the circumstances, fiscal consolidation
is necessary in order to set the economy back
into motion; but this does not mean that it is
a panacea. 

What is needed today is an equally binding,
coherent AAccttiioonn  PPllaann  ffoorr  GGrroowwtthh, which will
operate side-by-side with the fiscal adjustment
process, elaborate on fiscal policies already
being adopted through the Economic Adjust-
ment Programme, complement them with new
ones and prioritise rigorously and coordinate
all the actions of public entities that favour
growth without jeopardising achievement of
the fiscal targets. The Economic Adjustment
Programme provides for what is absolutely
necessary to address the current crisis. Never-
theless, the responsibility of economic policy
goes beyond the implementation of these
measures as, at the same time, it should speed
up policies aimed at reviving the economy as
soon as possible, and address the major issue
of growth in a decisive manner. 

An Action Plan that would coordinate these
policies and promote already planned reforms
and the smooth evolution of the fiscal adjust-
ment effort, will send out a strong signal to the
domestic and international markets: that the
Greek economy is in the process of reinvent-
ing and transforming itself, opening up to
dynamic entrepreneurial initiatives in a more
outward-looking way, taking advantage of the
opportunity provided by the support mecha-
nism to achieve a speedy recovery. 

The starting points of the Action Plan for Growth

To ensure sustainable growth, what is needed
is a focus on growth, an explicit decision as
regards what we want to achieve over the com-
ing years and an equally clear choice of the
instruments that will take us there. 

First of all, it must be understood that there is
no turning back to the pre-crisis growth model.
That model of growth was not sustainable. For
this reason, the Action Plan should lead the
economy away from the old, distorted growth
model ―based mainly on increasing demand
(in particular, consumer demand) and lending
to the public and the private sector― towards
an oouuttwwaarrdd--llooookkiinngg  ggrroowwtthh  mmooddeell  rreellyyiinngg  oonn  aa
ssttrroonngg  pprroodduuccttiivvee  bbaassee,,  ssuuppppoorrtteedd  bbyy  iinnvveessttmmeenntt
aanndd  ssttrruuccttuurraall  rreeffoorrmmss..  AAtt  tthhee  ssaammee  ttiimmee,,  tthhee
nneeww  mmooddeell  mmuusstt  eennccoommppaassss  eennvviirroonnmmeennttaall  pprroo--
tteeccttiioonn  aanndd  rreeiinnffoorrccee  ssoocciiaall  ccoohheessiioonn.. This
means that structural reforms must be
designed on the basis of a multi-faceted, “holis-
tic” approach. 

From a long-term perspective, it should be
taken into consideration that the current cri-
sis in Greece is characterised not only by seri-
ous fiscal challenges, but also by an additional
―equally important― challenge, i.e. the econ-
omy’s external imbalance, which manifests
itself in the large and persistent current
account deficit.14 The two challenges are inter-
woven, to the degree that the high fiscal deficit
is linked to the chronic high current account
deficit, while the extent and persistence of the
external imbalance imply that there exist major
structural problems. From 2000 onwards, the
current account deficit widened significantly,
exceeding 14% of GDP in 2008. These high
and sustained deficits, which reflect the insuf-
ficiency of private and pubic saving, also cre-
ate a rising external debt. 

The current account deficit can be attributed to
the fact that growth was mainly triggered by
demand. In other words, domestic demand for
goods and services exceeded the potential out-
put of the Greek economy, reflecting the pub-
lic and the private sector’s internal imbalances.
At the same time, price and cost competitive-
ness indicators show a cumulative loss of price
and cost competitiveness of about 20-25% for

Monetary Policy   
Interim Report 
201028

1144 On 23 September, the Bank of Greece published The Greek cur-
rent account: causes of imbalances and policy recommendations (in
Greek). 

Chapter I:������ 1  03-08-12  10:58  ������ 28



Greece, since it joined the euro area. Certainly,
the improvement of a country’s macroeconomic
performance by enhancing its competitiveness
eventually becomes a matter of improving total
factor productivity (labour and capital pro-
ductivity) and of whether production is ori-
ented towards high added value sectors. 

All the above lead to clear conclusions as
regards competitiveness: policies that improve
the fiscal position also contribute to reducing
the current account deficit. At the same time,
policies that encourage private sector saving
and restrain consumer borrowing contribute to
bridging the gap between private sector invest-
ment and saving. Such policies try to deal with
the current account deficit primarily on the
demand side and aim at realigning the growth
rates of total demand in the economy with
those of its production potential.

Meanwhile, it is necessary to improve the per-
formance of the Greek economy on the supply
side and to enhance its export orientation and
flexibility in handling potential external
shocks. To this end, and for an economy that
participates in a monetary union, reforms are
required both in the labour market (among
others, by adapting educational and vocational
training systems to the current needs) and in
product markets, together with an upgrade of
the quality of institutions. 

The reforms required in these areas outline the
directions of the structural policies that should
be included in an Action Plan for Growth
(apart from those already included in the Eco-
nomic Adjustment Programme and aimed at
boosting growth and international competi-
tiveness), in order to achieve the transforma-
tion of the Greek economy by taking advantage
of its substantial growth potential. 

Key elements of the Action Plan for Growth

The Action Plan should include the following: 

FFiirrsstt,,  aa  ttaarrggeetteedd  eexxppllooiittaattiioonn  ooff  tthhee  ccoouunnttrryy’’ss
ccoommppaarraattiivvee  aaddvvaannttaaggeess  aanndd  ccoonnccrreettee  mmeeddiiuumm--

tteerrmm  ppllaannss  wwiitthh  cclleeaarr  ppoolliiccyy  ttaarrggeettss  aanndd  iinnssttrruu--
mmeennttss  ttoo  ppuurrssuuee  aann  oouuttwwaarrdd--llooookkiinngg  ggrroowwtthh
ssttrraatteeggyy  ––  ii..ee..  oonnee  tthhaatt  ppllaacceess  eemmpphhaassiiss  oonn
eexxppoorrttss  aanndd  oonn  aattttrraaccttiinngg  ffoorreeiiggnn  ddiirreecctt  iinnvveesstt--
mmeenntt.. This means that priorities must be set
with respect to (a) the allocation of public
resources and (b) the upgrading of infrastruc-
ture, e.g. in the key sectors of transport and
energy. 

SSeeccoonndd,,  ssppeecciiffiiccaattiioonn  aanndd  ffaasstt  iimmpplleemmeennttaattiioonn  ooff
tthhee  ““hhoorriizzoonnttaall””  rreeffoorrmmss  tthhaatt  aarree  eexxppeecctteedd  ttoo
hhaavvee  aa  ffaavvoouurraabbllee  eeffffeecctt  oonn  tthhee  eeccoonnoommyy’’ss
ggrroowwtthh  ppootteennttiiaall.. This effort mainly aims at the
creation of a business-friendly environment,
through the effective improvement of the reg-
ulatory and institutional framework. 

Intermediate targets for boosting growth and
improving international competitiveness are: 

1 – Modernisation and transparency of public
administration

In this area, important reforms are already
underway, such as: 

• EEnnhhaanncciinngg  tthhee  ttrraannssppaarreennccyy  ooff  ddeecciissiioonnss  oonn
ppuubblliicc  eexxppeennddiittuurree by establishing (Law 3861)
the obligation to post on the internet all deci-
sions concerning recruitment and expenditure
in general government and ppllaacciinngg  aallll  ppuubblliicc
sseeccttoorr  rreeccrruuiittmmeennttss  uunnddeerr  tthhee  rreessppoonnssiibbiilliittyy  ooff
AASSEEPP (Supreme Council for Civil Personnel
Selection, Law 3812) contribute to the stream-
lining of public administration, provided that
recruitment standards will be further ratio-
nalised. 

• TThhee  eexxppeecctteedd  iinnttrroodduuccttiioonn  ooff  aa  ssiinnggllee  ppaayyrroollll
iinn  tthhee  ppuubblliicc  sseeccttoorr also serves the same pur-
pose (in order to eliminate, among other
things, wage differentials that are not justified
by differences in productivity). 

• A key prerequisite for carrying out these
initiatives was the cciivviill  sseerrvvaannttss’’  cceennssuuss that
has already been completed. A second con-
dition involves the SSiinnggllee  PPaayymmeenntt  AAuutthhoorriittyy
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which will be put into operation in the course
of the year. 

• Another positive development is tthhee  wwiiddeerr
uussee  ooff  eelleeccttrroonniicc  mmeeddiiaa in citizen transactions
with the State, as well as the expected wider
use of electronic invoicing by enterprises,
which is going to help fight tax evasion. 

• Finally tthhee  eeffffoorrtt  ttoo  ssttrreeaammlliinnee the public sec-
tor through the elimination or merger of pub-
lic entities is underway. 

Nevertheless, the complexity of rules and the
lack of information continue to hinder the
effective functioning of public administration.
Other necessary actions are: training and
retraining of civil servants, introduction of
incentives, compilation and publication of indi-
cators on the effectiveness of the public sector.
The introduction of incentives and life-long
learning are imperative in the crucial sectors
of education and health. 

2 – Enhanced flexibility and mobility in the labour
market

Several measures have already been taken to
enhance flexibility in the labour market.15 On
the basis of these measures, dismissal com-
pensation is practically reduced (by shortening
the required period of notice), the ceiling
beyond which redundancies are deemed to be
collective rises, overtime payments decrease,
young people under the age of 25 can be
recruited with gross earnings lower than the
minimum earnings (but with net earnings equal
to the net minimum earnings), while arrange-
ments are introduced to avert the dismissal of
employees who are over 55. In addition ―in
the context of the collective bargaining for
wages, arbitration― awards and mediators’
proposals over 2010-2012 should not provide
for wage increases higher than those set for the
minimum earnings by the National General
Collective Labour Agreement in July this
year.16 Besides, social partners are already dis-
cussing the draft presidential decree on the
reform of the arbitration procedure, with equal

treatment of both parties and a commonly
accepted way of selecting arbitrators and medi-
ators. Most of the above measures can facili-
tate labour mobility (across businesses, sectors
and geographic regions). Flexibility can also be
enhanced by: (i) training/re-training and life-
long learning programmes that are in line with
developments in the economy and technology,
(ii) rules for successive insurance schemes that
allow for greater flexibility,17 (iii) reducing the
fragmentation of the social security system, (iv)
establishing requirements for active job
searching in order to continue to receive
unemployment benefits, (v) improving public
transportation, as well as the road and railway
network.18

3 – Promoting reforms in the markets for goods and
services to strengthen competition

The need to promote reforms in the market for
goods and services is also evident, among other
things, in the following: 

• First, Greece ranks low in the international
classification according to competitiveness and
entrepreneurship indicators.19

• Second, inflation invariably exceeds the euro
area average and remains at relatively high lev-
els despite the recession, even net of the effect
of the increase in indirect taxes. 

Business activity is hindered by the complex
and costly (in terms of money and time) pro-
cedures for setting up a business and by the
limited possibility of new entrepreneurs-busi-
nessmen to enter specific professions – with
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1177 Article 5 of Law 3863 already provides for a new method of cal-
culating the pension of those subject to successive insurance
schemes that will take effect as of 1 January 2011. 

1188 Attiki Odos and the Suburban Railway have greatly contributed to
the geographic mobility of people working in the wider area of
Corinth-Athens-Chalkida. 

1199 As shown in the indicators compiled by the World Bank (see World
Bank, Doing Business 2010, based on 2009 data) and the World
Economic Forum (Global Competitiveness Report 2010-2011). 
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adverse repercussions on the activity of a large
number of sectors for whom the output of
these professions constitutes an inflow. When
entry in a specific branch is obstructed, com-
petition in this branch is by definition limited.
Also, certain enterprises apply oligopolistic
practices, thus burdening the end consumer
with higher prices. This situation is perpetu-
ated because of the rather weak consumer
movement. 

A first step to address the abovementioned
problems is LLaaww  33885533  oonn  ssiimmpplliiffyyiinngg  pprroocceedduurreess
ffoorr  sseettttiinngg  uupp  bbuussiinneesssseess, which provides for the
creation of one-stop shops. However, its imple-
mentation presupposes the existence of a Gen-
eral Commercial Register, which is not yet
operational. In addition, it is crucial to also
ssiimmpplliiffyy  tthhee  pprroocceedduurreess  ffoorr  tthhee  ffuunnccttiioonniinngg  ooff
bbuussiinneesssseess (not yet realised). 

As of April, the EU directive on the liberali-
sation of the supply of services in the internal
market has been transposed into national leg-
islation (Law 3844). By the end of December,
the government intends to further specify its
provisions and proceed to the opening up of
certain other “closed professions” (lawyers,
notaries, engineers, architects) and activities
(e.g. pharmacies). In late September the law on
road freight transport was passed establishing
free access to the road transport profession,
the criteria being credibility, financial capac-
ity and professional competence. The new law
also deregulates freight rates and includes pro-
visions to modernise the sector’s structure. The
deregulation of the road transport sector is of
great importance. The non-issuance of new
licenses had led to an increase in the value of
licenses that were transferred among road
hauliers at a high cost. Moreover, the limited
number of public-use trucks had resulted in a
large number of private-use trucks, with a cor-
responding cost for the companies that had to
maintain these vehicles. So, the cost of services
supplied was high and was passed through to
the end consumer, at the same time dampen-
ing the activity of both the agricultural and the
secondary sector. AAllll  tthhee  aabboovvee  aarree  ppoossiittiivvee

sstteeppss,,  aass  tthheeyy  eelliimmiinnaattee  ssoommee  ooff  tthhee  oobbssttaacclleess  ttoo
tthhee  ffuunnccttiioonniinngg  ooff  tthhee  mmaarrkkeettss..  IItt  iiss  cceerrttaaiinn
tthhoouugghh  tthhaatt  ――eevveenn  iiff  tthhee  sstteeppss  aarree  ccaarrrriieedd  oouutt  iinn
ffuullll――  mmaannyy  ooff  tthhee  oobbssttaacclleess  wwiillll  rreemmaaiinn  iinnttaacctt..
TThheessee  oobbssttaacclleess  mmuusstt  bbee  iiddeennttiiffiieedd  iinn  tthhee  AAccttiioonn
PPllaann  aanndd  rreemmoovveedd  aass  ssoooonn  aass  ppoossssiibbllee..  

Besides, in August, Law 3872 was passed on
cruises by non-EU flagged ships homeporting
out of Greek ports (cabotage). By applying its
provisions, it is possible to increase the num-
ber of cruise companies that will choose Greek
embarkation ports for their vessels. The impact
on tourist receipts will be positive, while the
liberalisation of the cruise market can con-
tribute to a substantial increase of Greece’s
share in a developing form of tourism. Need-
less to say, a prerequisite for attracting major
companies is the improvement of the relevant
infrastructure (ports, airports). 

4 – Promoting investment, strengthening the export
orientation of the economy and improving absorp-
tion of Community funds through the NSRF 

The overall institutional framework for sup-
porting productive investment is currently
under reform, a process that should be com-
pleted as fast as possible. In March, Law 3840
was passed on the decentralisation, simplifi-
cation and improvement of the effectiveness of
NSRF procedures; in June, the guidelines and
the means for the implementation of the priv-
itasation programme were announced, and
Law 3853 was passed on the simplification of
procedures for setting up businesses; in
August, the Action Plan for “research and
development” and for innovation was pub-
lished, while later on a draft law on the accel-
eration of strategic investment and the trans-
parency thereof was submitted to Parliament,
and Law 3889 was passed on financing envi-
ronmental interventions and establishing a
“Green Fund”. What is expected in the near
future is the revised draft law on granting aid
to private investment (“development law”), as
well as the creation of the “National Hellenic
Fund for Entrepreneurship and Development”
(ETEAN) in the place of TEMPME and the
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establishment of the “Extroversion Fund”. 

It is obvious that these measures should be
adopted together with a clear definition of
responsibilities of the individual government
agencies, that would enable the prompt assess-
ment and implementation of investment plans.
The protection of the environment, of areas of
natural beauty and of archaeological signifi-
cance is of particular importance but this should
not lead to unjustified long and costly delays.
Apart from promoting large-scale business
investment, it is necessary to also encourage
smaller-scale, innovative business initiatives. 

It is crucial to enhance the economy’s export
orientation; while the ratio of exports of goods
and services to GDP reached 42% in 2008 in
the euro area, it amounted to just 23.6% in
Greece. Indeed, the country’s relevant position
with respect to the euro area has deteriorated
over the years. As pointed out in a recent
European Commission analysis,20 for most of
the Greek manufacturing firms, exports
account for just a small share of their produc-
tion. At the same time, however, the percent-
age of firms engaged ―even to a limited
extent― in export activities is higher than that
of other countries. As stressed by the Euro-
pean Commission, in the current conjuncture,
when efforts are being made towards reori-
enting production from domestic demand to
exports, this particular feature of the Greek
manufacturing sector is a potential advantage:
firms that have already established a com-
mercial presence in foreign markets can con-
tribute to the expansion of exports easier and
faster than firms with no export experience.
HHeennccee,,  rreeffoorrmmss  tthhaatt  iimmpprroovvee  ccoommppeettiittiivveenneessss
aarree  lliikkeellyy  ttoo  yyiieelldd  rreessuullttss  eeaarrlliieerr..  

In order to dynamically promote exports and
to considerably strengthen the economy’s
export orientation, efforts should be made
towards three interrelated directions: 

First, the operating cost of enterprises must be
reduced for products to regain their competi-
tiveness. 

Second, action is needed to improve the pro-
ductivity of enterprises so that they produce
higher quality, innovative products. 

Third, actions are required to expand the net-
work for the promotion of products. 

Policies that promote these goals are required
while, at the same time, enterprises must be
actively engaged. EEccoonnoommiicc  ppoolliiccyy  mmuusstt  ccrreeaattee
tthhee  aapppprroopprriiaattee  eennvviirroonnmmeenntt  ――aa  bbuussiinneessss
eeccoossyysstteemm2211――  wwiitthhiinn  wwhhiicchh  eenntteerrpprriisseess  wwiillll  bbee
aabbllee  ttoo  ooppeerraattee  eeffffiicciieennttllyy..  TThhiiss  ““ssyysstteemm””  mmuusstt  bbee
cchhaarraacctteerriisseedd  bbyy  ssiimmppllee,,  ttrraannssppaarreenntt  aanndd  ffiirrmm
rruulleess  rreeggaarrddiinngg  ccoommppeettiittiioonn  aanndd  ttaaxxaattiioonn,,  cclleeaarr
ddiivviissiioonn  ooff  ppoowweerrss  bbeettwweeeenn  cceennttrraall  aanndd  llooccaall  ggoovv--
eerrnnmmeenntt,,  eexxpplliicciitt  llaabboouurr  llaaww  aanndd  aa  ddeeffiinneedd  ssppaa--
ttiiaall  ppllaannnniinngg  ffrraammeewwoorrkk..  TThhee  iimmppoossiittiioonn  ooff  ssttrriicctt
ttiimmee  sscchheedduulleess  ffoorr  tthhee  lliicceennssiinngg  ooff  iinnvveessttmmeenntt
aanndd  tthhee  aavvooiiddaannccee  ooff  ddeellaayyss  dduuee  ttoo  tthhee  ppoossssiibbiill--
iittyy  ttoo  eeaassiillyy  llooddggee  aann  aappppeeaall  ((bbyy  tthhoossee  ooppppoosseedd
ttoo  tthhee  iinnvveessttmmeenntt))  wwoouulldd  bbee  ppaarrttiiccuullaarrllyy  hheellppffuull..
IInn  ccoonncclluussiioonn,,  tthhee  ffrraammeewwoorrkk  sshhoouulldd  bbee  eennttrree--
pprreenneeuurrsshhiipp--ffrriieennddllyy  aanndd  ffrreeee  ffrroomm  mmiissttrruusstt
aaggaaiinnsstt  iitt..  

For its part, the private sector is called to
assume an important role in this process. The
indebtedness of the Greek business sector as
a percentage of GDP is lower than the corre-
sponding ratio abroad, therefore leaving more
room for investment. Experience shows that a
perceptive - holistic approach is needed. It is
essential to focus on the branches that could
yield immediate results and that already pres-
ent a comparative advantage for the country
(e.g. manufacturing and standardisation of
agricultural products, tourism, shipping and
services to enterprises), while emphasis
should be put on the knowledge industry and
the provision of education services. 

Small and medium-sized Greek enterprises,
that have been the keystone of the growth
process over the past 30 years and were sup-
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2200 European Commission, Quarterly Report on the Euro Area, Vol.
9, No. 3, 5.10.2010, p. 8, 28-31.

2211 The concept first appeared in Harvard Business Review.
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ported by economic policies, should gradually
turn into larger enterprises. Their small size has
often been praised because it was considered to
be an element of flexibility. However, within
the particular business environment that had
been formed, such flexibility was only helpful
for keeping enterprises to a balanced level of
low productive capacity. Enterprises of this size
often find it difficult to attain the dynamism
required by globalisation and new technologies.
AA  llaarrggeerr  ssiizzee  wwiillll  hheellpp  tthheemm  eexxppllooiitt  eeccoonnoommiieess  ooff
ssccaallee..  TThhiiss  ttrraannssiittiioonn  ccaann  bbee  aacchhiieevveedd  oonnllyy  bbyy
iimmpplleemmeennttiinngg  aann  aapppprroopprriiaattee  ppoolliiccyy  tthhaatt  wwiillll
eennccoouurraaggee  hheeaalltthhyy  eennttrreepprreenneeuurrsshhiipp..  The rea-
sons that led to the moderate growth of Greek
enterprises should be looked for in the legal
framework, the functioning of public adminis-
tration, the lack of corporate governance rules,
the particularly high employer contributions
(that come together with widespread contri-
bution evasion), the negative stance of trade
unions towards entrepreneurship, the lack of
rules on fair competition and the short-termism
of many enterprises. 

In sum, it is certain that the process described
above generates requirements both for the
state (since the state sets the rules and the
framework) and the business community
(which will assume the leading role in this new
era). Mistrust against the business world, which
is endemic, has been fed in part by short-ter-
mism. Besides, enterprises should take into
account that the global economic crisis will
bring about changes in approaches to stock val-
uation. For this reason, they are now being
called to demonstrate long-term business plan-
ning instead of short-term profits. The empha-
sis that enterprises put on professional train-
ing, on assuming social responsibility and on
adopting environment-friendly practices is able
to reverse the negative attitude against them.
However, a decisive factor will be the percep-
tiveness of the private sector, i.e. its capacity
to look beyond the recession and proceed to
investments now. Historically, there are exam-
ples of countries (e.g. Finland) that recovered
by developing an outward-oriented strategy for
their enterprises. 

5 – More effective education 

Upgrading all education levels, as well as pro-
fessional training and lifelong learning,22 is of
particular importance for meeting the chal-
lenges of strengthening potential growth ―by
increasing productivity and attracting foreign
investors― and enhancing social cohesion
(also taking into account the large influx of
immigrants in the country over the past 15
years). 

Secondary education has actually been
degraded, since it serves as a preparatory stage
for AEI admission. This is also certified by the
standardised international assessments carried
out by the OECD, according to which the per-
formance of Greek students lags considerably
behind that of students in other European
Union countries.23 A paradox, however, is that,
at the same time, Greece has a large number
of teachers in primary and secondary education
in relation to its population. However, this
might be the reason why teachers’ earnings are
relatively low, often driving them to get a sec-
ond job (in the so-called system of “shadow
education”). That’s why there is a need to pre-
pare and streamline the curriculum, to disas-
sociate studies in secondary education from
preparation for entering AEI, to apply evalu-
ation procedures for teachers and educational
units at all levels, as well as to constantly pro-
vide training to teachers.

Turning to tertiary education, the standing of
Greek universities is not high in international
rankings (although there are some exceptions),
while the graduation rate is the lowest among
OECD countries.24 If universities were to be
autonomous from central government and if
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2222 Law 3848 on upgrading the teachers’ role and introducing rules of
evaluation and meritocracy in the education system was passed in
May and, in September, Law 3879 on developing lifelong learning
was passed. The national debate on the reform of tertiary educa-
tion (AEI and TEI) was launched at end-September. 

2233 This is the PISA programme (Programme for International Student
Assessment). See also OECD-PISA, The High Cost of Low Edu-
cational Performance – The Long-Run Economic Impact of
Improving PISA Outcomes, 2010.

2244 See, among others, St. Aubyn, M., A. Pina, F. Garcia and J. Pais (2009),
“Study on the efficiency and effectiveness of public spending on ter-
tiary education”, European Economy, Economic Papers, No. 390.
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teachers and units were to be assessed on the
basis of specific qualitative objectives, this
would upgrade tertiary education, reduce stu-
dent migration and limit education inequali-
ties. The greatest challenges for tertiary edu-
cation would be to increase the number of stu-
dents while improving the quality of studies,
link teaching with research so as to exploit the
synergies between them, and reduce the frag-
mentation of educational institutes in order to
exploit economies of scale. 

Finally, in order to increase productivity and
enhance social cohesion in times of structural
changes and increased labour mobility, like
today, it is particularly useful to support pro-
fessional training and lifelong learning, as well
as to encourage and facilitate the integration
of immigrants and their children in the edu-
cational system.

7 CHALLENGES FOR THE BANKING SYSTEM

The banking system is up against great chal-
lenges. Recession has weighed on the finan-
cial situation of non-financial enterprises and
households, leading to a decline in credit
demand, a deterioration in the quality of
banks’ loan portfolios and a fall in their prof-
itability. Moreover, the successive credit rat-
ing downgrades of Greece led to the corre-
sponding downgrading of Greek banks and
the securities they issue, making it practically
impossible for Greek banks to obtain funding
from money and capital markets. This devel-
opment, together with a decrease in domes-
tic deposits, inevitably affected banks’ liq-
uidity, while the financing they receive from
the Eurosystem increased further, coming
close to €94 billion at end-September 2010.
Nevertheless, despite those adverse liquidity
conditions, the annual rate of credit expan-
sion remained positive, reflecting the banks’
effort to finance real economy. A counter-
weight to the negative developments for the
banking sector, as also shown by the results of
the EU-wide stress-tests conducted in July
2010, was the fact that banks’ capital ade-

quacy, albeit slightly lower compared with
end-2009, remained high. 

In the first half of 2010, the quality of the port-
folio of bank loans to the private sector in
Greece deteriorated further, with the ratio of
non-performing loans to total loans coming to
9% (December 2009: 7.7%).25 This ratio
increased for all loan categories and, espe-
cially, consumer loans. At the same time, the
coverage ratio of non-performing loans to
accumulated provisions remained relatively
low (June 2010: 42.8%, December 2009:
41.5%), a development that requires a sub-
stantial increase in the stock of provisions for
credit risk. 

The pressure exerted on the liquidity of Greek
banks and banking groups was reflected in the
worsening of the supervisory liquidity ratios
and the loan-to-deposit ratio, which rose to
115.6% for banks and 122.4% for banking
groups at end-June 2010 (against 106.6% and
113.7% at end-2009). These adverse develop-
ments were somewhat contained by measures
taken by the Greek government aimed at facil-
itating banks’ access to liquidity; ECB deci-
sions on the expansion of collateral that is eli-
gible in Eurosystem refinancing operations and
the launch of a purchase programme for gov-
ernment and corporate bonds issued by euro
area countries also contributed to that direc-
tion. As already mentioned in part 5 of this
chapter, the Governing Council of the ECB
decided in May that the minimum credit rat-
ing threshold for the acceptance of collateral
shall not apply in the case of credit institutions
that provide as collateral marketable instru-
ments issued or guaranteed by the Greek gov-
ernment. This decision was based on the Gov-
erning Council’s positive assessment of the
economic and financial adjustment programme
of the Greek economy. 

Profitability was affected also in the first half
of 2010 by losses from financial operations and
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2255 Excluding data on foreign bank subsidiaries in Greece, non-per-
forming loans came to 7.9% at end-June 2010, up from 6.8% in 2009.
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the limited non-interest income, as well as by
the small increase in operating costs. Net
income (operating income minus operating
costs) declined in the first half of 2010 com-
pared with the same period of 2009 by 41% at
bank level and 23.1% at group level. Provisions
for credit risk increased considerably (because
of the deterioration in the quality of the loan
portfolio) and, as a consequence, pre-tax and
after-provision profits were negative. 

At end-June 2010, both the capital adequacy
ratio (banks: 12.3%, banking groups: 11.2%)
and the Tier 1 capital ratio (banks: 11.0%,
banking groups: 10.1%) remained relatively
high, albeit slightly lower against end-2009.
The particularly adverse macroeconomic con-
ditions imply that banks should keep their cap-
ital adequacy ratios at levels well above the
regulatory minima for precautionary reasons.
In fact, Greek banks’ ratios remained at a level
well above the regulatory minimum and, as a
result, the “capital buffer” (i.e. funds in excess
of the minimum capital adequacy ratio (8%))
stood at €9.2 billion at system level. The suc-
cessful completion of the share capital increase
of the National Bank of Greece is encouraging
as regards the further enhancement of the
“capital buffer”. This development indicates
the gradual restoration of investor confidence
in the domestic banking system. 

The functioning of the Hellenic Financial Sta-
bility Fund, the purpose of which is to
strengthen banks’ capital adequacy, whenever
necessary, will make a positive contribution to
financial stability. 

IItt  iiss  iimmppoorrttaanntt  ttoo  nnoottee  tthhaatt  bbaannkkiinngg  sseeccttoorr  aaggggrree--
ggaatteess  wwiillll  nnoott  cchhaannggee  ffoorr  tthhee  bbeetttteerr  wwiitthhoouutt  aa  ccoorr--
rreeccttiioonn  ooff  tthhee  ffaaccttoorrss  tthhaatt  eexxeerrtt  pprreessssuurree  oonn
bbaannkkss’’  ccrreeddiitt  rraattiinnggss  aanndd  tthheerreebbyy  oonn  tthheeiirr  aabbiilliittyy
ttoo  rraaiissee  ffuunnddss  ffrroomm  mmoonneeyy  aanndd  ccaappiittaall  mmaarrkkeettss..
AAnn  iimmpprroovveemmeenntt  iinn  tthhee  mmaaccrrooeeccoonnoommiicc  eennvvii--
rroonnmmeenntt  iiss  aallssoo  nneecceessssaarryy..  TThhiiss  iimmpprroovveemmeenntt  wwiillll
mmaakkee  aa  ppoossiittiivvee  ccoonnttrriibbuuttiioonn  ttoowwaarrddss  mmiittiiggaattiinngg
nnoott  oonnllyy  bbaannkkss’’  lliiqquuiiddiittyy  rriisskk,,  bbuutt  aallssoo  tthheeiirr  ccrreeddiitt
rriisskk,,  eennaabblliinngg  tthheemm  ttoo  ccoonnttiinnuuee  ttoo  aaccccoommmmooddaattee
ddeemmaanndd  ffoorr  bbaannkk  ccrreeddiitt..  

At the same time, Greek banks should be more
far-sighted in adjusting to the new macroeco-
nomic and regulatory environment. They need
to take into consideration that, even after eco-
nomic activity has recovered, the growth rate
of banking will still fall short of its previous lev-
els. Moreover, the ECB’s non-standard meas-
ures still in place will eventually be phased out
and, even in 2011, banks will continue to face
difficulties in tapping the international mar-
kets, since governments, non-financial enter-
prises and banks will definitely be in strong
competition for funding, as already mentioned.
Therefore, banks should be prepared in a
timely manner to adapt to the new liquidity
conditions. At the same time, banks have to
prepare themselves for the gradual imple-
mentation ―from 2013 to 2018― of the new
international regulatory framework agreed
upon by the Basel Committee on Banking
Supervision on 12 September 2010. The
reforms envisaged in the new framework aim
at enhancing the quantity and quality of credit
institutions’ funds and at limiting banks’ expo-
sure to risks by introducing a leverage ratio,
calculating “dynamic provisions” for credit risk
and setting up a global standard for measuring
liquidity risk. 

These reasons make it necessary for banks to
review their business models, seeking to main-
tain a high capital adequacy level by setting
aside sufficient provisions for credit risk and by
rationalising their cost structure. SSttrraatteeggiicc
aalllliiaanncceess  aanndd  mmeerrggeerrss  wwiillll  cceerrttaaiinnllyy  ccoonnttrriibbuuttee  ttoo
tthhee  aacchhiieevveemmeenntt  ooff  tthheessee  ggooaallss,,  bbeeccaauussee  ooff  tthhee
bbeenneeffiittss  tthhaatt  wwiillll  ccoommee  ffrroomm  ssyynneerrggiieess  iinn  tteerrmmss
ooff  pprrooffiittaabbiilliittyy,,  ccaappiittaall  aaddeeqquuaaccyy,,  ccuurrttaaiillmmeenntt  ooff
eexxppeennsseess aanndd  oobbttaaiinniinngg lliiqquuiiddiittyy  ffrroomm  tthhee  mmaarr--
kkeettss..  

8 RESTORING CONFIDENCE IN THE GREEK
ECONOMY 

CCoonnffiiddeennccee  iinn  tthhee  GGrreeeekk  eeccoonnoommyy  wwiillll  nnoott  bbee
rreessttoorreedd  oovveerrnniigghhtt  oorr  aauuttoommaattiiccaallllyy;;  iitt  wwiillll  rreellyy
eexxcclluussiivveellyy  oonn  tthhee  ccoouunnttrryy’’ss  aabbiilliittyy  ttoo  eeaarrnneessttllyy  aanndd
aaccccuurraatteellyy  iimmpplleemmeenntt  tthhee  ttaarrggeettss  ooff  tthhee  EEccoonnoommiicc
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AAddjjuussttmmeenntt  PPrrooggrraammmmee,,  ttoo  oovveerrsshhoooott  tthheemm,,  iiff  ppooss--
ssiibbllee,,  aanndd  ttoo  pprroommoottee,,  aatt  tthhee  ssaammee  ttiimmee,,  cchhaannggeess
tthhaatt  aarree  nnoott  eexxpplliicciittllyy  eennvviissaaggeedd  iinn  tthhee  PPrrooggrraammmmee
bbuutt  sshhoouulldd  bbee  iinncclluuddeedd  iinn  tthhee  AAccttiioonn  PPllaann  ffoorr
GGrroowwtthh  tthhaatt  iiss  uurrggeennttllyy  nneeeeddeedd.. Today, five
months after the activation of the financial sup-
port mechanism for the Greek economy and the
adoption of required fiscal measures, markets
still treat Greek bonds with great cautiousness,
although the climate has started to improve, as
shown by the fact that the interest rate spread of
10-year bonds fell below 700 basis points in mid-
October, from 824 basis points at end-Septem-
ber and 937 basis points at end-August.

Markets require continuity, consistency and
perseverance in the measures implemented.
These traits should be constantly corroborated
by facts. 

Markets’ cautiousness seems to reflect both a
favourable and an unfavourable forecast. The
former is that Greece will indeed manage to
eliminate the general government primary
deficit by 2012, also according to the IMF,
whose latest report forecasts a primary deficit
of 0.8% in 2011 and a primary surplus of 1.0%
of GDP in 2012. The negative forecast is that,
after turning positive, the growth rate will
remain subdued, thus hampering public debt
servicing after the end of the period covered by
the support mechanism. So, some analysts
reach the conclusion that, after achieving a pri-
mary surplus, Greece will be forced to partly
shake off the public debt servicing burden by
negotiating debt restructuring (haircut).
Apart from the explicit rejection of such a
prospect (which would also entail high “moral
hazard”) on the part of EU institutions and the
Greek government, this hypothetical scenario
is unacceptable for many reasons. The most
important of these reasons are documented in
a recent IMF analysis (that does not concern
only Greece, but other developed economies
as well),26 which explains why ddeeffaauulltt  iiss  uunnnneecc--
eessssaarryy,,  uunnddeessiirraabbllee,,  aanndd  uunnlliikkeellyy..  

The main arguments underlying this conclu-
sion are: 

––  11..  TThhee  rreeqquuiirreedd  ffiissccaall  aaddjjuussttmmeenntt  iiss  iinnddeeeedd
llaarrggee  aanndd  ddiiffffiiccuulltt,,  bbuutt  iitt  hhaass  bbeeeenn  aacchhiieevveedd  iinn
vvaarriioouuss  ccoouunnttrriieess  iinn  tthhee  ppaasstt..  

––  22..  TThhee  ““ooppttiioonn  ooff  ddeeffaauulltt//ddeebbtt  rreessttrruuccttuurriinngg””
wwoouulldd  nnoott  ssiiggnniiffiiccaannttllyy  rreedduuccee  tthhee  nneeeedd  ffoorr  ffiissccaall
aaddjjuussttmmeenntt, because the main problem lies with
the primary deficit rather than interest pay-
ments. Ιn 2009, the general government pri-
mary deficit was 8.6% of GDP, based on the
initial estimates included in the Economic
Adjustment Programme, and the total deficit
(which includes taxes) was 13.6%, while these
ratios were higher according to the revised data
expected to be announced by Eurostat on 22
October. Certainly, although the policy pursued
is expected to eliminate the primary deficit by
2012, interest payments as a percentage of
GDP are likely to keep increasing until 2014,
starting though to decline from 2015, accord-
ing to IMF forecasts that are, however, based
on conservative assumptions about the growth
rate. In addition, even with a 50% haircut, it
would be necessary to achieve a primary surplus
equal to 2.8% of GDP in order to stabilise the
public debt-to-GDP ratio, while in the
absence of a haircut, the primary surplus would
need to be 5.5%. Having as a starting point the
primary deficit in 2009, which stood at 8.6% of
GDP (on the basis of initial estimates), if no
haircut is applied, the needed adjustment will
reach 14 percentage points of GDP, while in
the opposite case the required adjustment
would almost be 11.5 percentage points,
according to IMF calculations. All the above
imply that Greece has every reason to achieve
a faster fiscal adjustment and, at the same time,
a faster and more robust recovery of its econ-
omy, in order to also alleviate the burden of
interest payments over the following years. 

As regards ddeebbtt  ddyynnaammiiccss, the impact of the
revision of data on GDP and debt should also
be taken into account. IItt  iiss  ffeeaassiibbllee  aanndd
aabbssoolluutteellyy  nneecceessssaarryy  ttoo  aavveerrtt  aann  aaddvveerrssee  ddeevveell--
ooppmmeenntt in three ways: 
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2266 Cottareli, Forni, Gottschalk and Mauro, “Default in Today’s
Advanced Economies: Unnecessary, Undesirable, and Unlikely”,
IMF Staff Position Paper SPN/10/12, 1.9.2010. 
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(a) by accelerating fiscal adjustment, i.e. by
reducing the primary deficit to a greater extent
and by achieving primary surpluses sooner,

(b) by accelerating privatisations (starting from
the restructuring of OSE and TRAINOSE that
is envisaged in the relevant draft law), as well
as the more effective use of public sector real
property (see Chapter VII, Special Features 3
and 5).

(c) by taking growth-generating structural
measures in a coordinated way, so as to speed
up the recovery of the economy and to create
the conditions for satisfactory and sustainable
GDP growth rates.

––  33..  DDeessppiittee  tthhee  hhiigghh  ggoovveerrnnmmeenntt  bboorrrroowwiinngg  rraattee
ttooddaayy,,  tthhee  aavveerraaggee  iinntteerreesstt  rraattee  oonn  ttoottaall  ppuubblliicc
ddeebbtt  iiss  mmuucchh  lloowweerr,, given that 76% of central
government debt is contracted at a fixed rate,
while its average maturity is 7.9 years (accord-
ing to calculations in the IMF analysis). 

––  44..  HHiissttoorriiccaall  rreeccoorrddss sshhooww  tthhaatt  tthhoossee  ddeevveellooppeedd
ccoouunnttrriieess  tthhaatt  aattttaaiinneedd  aa  zzeerroo  pprriimmaarryy  bbaallaannccee  oorr
aa  pprriimmaarryy  ssuurrpplluuss  aavvooiiddeedd  ddeeffaauulltt,,  ffuurrtthheerriinngg  tthhee
eeffffoorrtt  ooff  ffiissccaall  aaddjjuussttmmeenntt..  This is also the
explicit commitment of the Greek government. 

––  55..  TThhee  ppoolliittiiccaall  aanndd  eeccoonnoommiicc  ccoosstt  ooff  aa  ddeeffaauulltt
ccoouulldd  bbee  mmuucchh  ggrreeaatteerr  tthhaann  tthhee  sshhoorrtt--tteerrmm  ccoosstt
iinnccuurrrreedd  uunnddeerr  aa  ssttrraatteeggyy  ooff  ffiissccaall  aaddjjuussttmmeenntt.. As
regards Greece, in particular, the following
should be noted: 

(a) Even after the State has attained zero pri-
mary balance or a primary surplus, the exclu-
sion of Greece from the international money
and capital markets, in the case of default,
would be detrimental both to Greek banks and
Greek enterprises (in terms of their access to

financing), resulting in highly adverse reper-
cussions on economic activity and on income
and ―eventually― on the State’s tax revenue
and expenditure (since the State would be
called to compensate for the insufficient bank
financing of investment, for example). So,
among other things, the primary surplus would
rapidly turn back into a deficit.

(b) A default with debt restructuring would
have a direct and severe negative impact not
only on the assets of certain foreign banks but
also on Greek banks, Greek insurance funds
and individuals holding public debt, as well as
on pension funds in other countries and on EU
countries’ banks with considerable holdings of
Greek public debt. 

––  66..  IInn  oorrddeerr  ttoo  eeaassee  tthhee  ffiissccaall  aaddjjuussttmmeenntt  pprroocceessss
aanndd  ttoo  mmiittiiggaattee  iittss  ddiirreecctt  nneeggaattiivvee  ssiiddee  eeffffeeccttss,,
rreeffoorrmmss  aarree  nneeeeddeedd  ttoo  iimmpprroovvee  iinntteerrnnaattiioonnaall
ccoommppeettiittiivveenneessss  aanndd  ttoo  iinnccrreeaassee  tthhee  ppootteennttiiaall
ggrroowwtthh  rraattee.. As mentioned earlier, Greece is
already in the process of implementing such
reforms. This effort should become more sys-
tematic, coordinated on the basis of specific
targets and time schedules, intensified and
considered as a matter of urgency. This is the
goal of the proposed Action Plan for Growth.
IInnddeeeedd,,  iiff  wwee  mmaannaaggee  ttoo  aacchhiieevvee  tthhee  iimmppoorrttaanntt
ffiissccaall  ttaarrggeettss  aanndd,,  oovveerr  tthhee  nneexxtt  ttwwoo--aanndd--aa--hhaallff
yyeeaarrss,,  ttoo  eessttaabblliisshh  tthhee  ccoonnddiittiioonnss  ffoorr  bboooossttiinngg
eexxppoorrttss  aanndd  aattttrraaccttiinngg  ffoorreeiiggnn  iinnvveessttmmeenntt  tthhaatt
wwiillll  eennhhaannccee  ggrroowwtthh,,  wwee  ccaann  aallssoo  ccoonnvviinnccee  tthhee
mmaarrkkeettss  tthhaatt  tthhee  ddeebbtt  ddyynnaammiiccss  wwiillll  bbee
rreevveerrsseedd..  TThhee  GGrreeeekk  eeccoonnoommyy’’ss  ggrroowwtthh  ppootteennttiiaall
iiss  iimmmmeennssee..  TThhee  ssiittuuaattiioonn  iiss  aallrreeaaddyy  iimmpprroovviinngg,,
bbuutt  tthhee  rrooaadd  aahheeaadd  iiss  lloonngg  aanndd  tthheerree  iiss  nnoo  rroooomm
ffoorr  ccoommppllaacceennccyy..  TTooddaayy’’ss  ccrriissiiss  ccaann  aacctt  aass  aa  ccaatt--
aallyysstt  ffoorr  rreesshhaappiinngg  tthhee  eeccoonnoommyy,,  eennhhaanncciinngg  tthhee
ccoouunnttrryy’’ss  ccoommppeettiittiivveenneessss  aanndd  pprroossppeerriittyy  wwiitthhiinn
tthhee  eeuurroo  aarreeaa..  TThhiiss  iiss  wwhhaatt  iiss  aatt  ssttaakkee  ffoorr  GGrreeeeccee..
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1 ECONOMIC DEVELOPMENTS, PROSPECTS AND
POLICY INTERVENTIONS IN THE WORLD AND
THE EURO AREA1

The global and the European economy are
recovering, but prospects are surrounded by a
high degree of uncertainty as the smooth func-
tioning of global financial markets has not
been fully restored and new risks are emerging
due to high levels of public debt. The global
economic crisis exacerbated macroeconomic
imbalances in many national economies and
contributed to the emergence of a public debt
crisis which casts a shadow over prospects for
a sustainable recovery, as mounting debt lev-
els push up risk premiums and servicing costs.
At the same time, fiscal adjustment efforts in
several countries may seem to slow down
recovery, but are essential for the achievement
of long-term sustainability and financial sta-
bility.

Tough macroeconomic policy dilemmas call
for country-specific approaches. At the Euro-
pean level, the Greek fiscal crisis, the resulting
terms of borrowing of the Greek State on
world markets and the risk of a debt crisis
spreading to other EU countries led the EU to
decide to grant, together with the IMF, a pack-
age of financial support to Greece and set up
a European Financial Stability Facility
(EFSF).2 The European Council finalised the
new European strategy for jobs and growth
(“Europe 2020”), approving a first set of guide-
lines on reinforcing economic governance (see
Box ΙΙ.1).3

The fiscal crisis and the ensuing heightened
uncertainty also impacted on the exchange
rates of the euro, which declined considerably
from the record-high levels of 2009. Subse-
quently, the euro rebounded significantly,
mainly vis-à-vis the US dollar, reflecting the
adoption of support mechanisms, the gradual
implementation of the Greek stabilisation pro-
gramme and additional fiscal adjustment meas-
ures in certain euro area countries, as well as
the overall positive results of the July stress
tests on European banks. Despite the generally

expansionary macroeconomic policy, inflation
in advanced economies is expected to remain
at low levels in 2010.

The global crisis, which began as a banking cri-
sis in August 2007 and evolved into a financial
crisis from September 2008 onwards, was
addressed with an unusually expansionary
monetary (see Chart ΙΙ.1) and fiscal policy
which, coupled with the slowdown in economic
activity, led to a significant deterioration of the
financial position of almost every advanced
economy in 2008-2009. The fiscal deficit of all
major advanced economies stood at 10.1% of
GDP in 2009, up from 2.1% in 2007, while
gross public debt as a percentage of GDP rose
considerably. Curbing public expenditure so as
to reverse fiscal trends is now an imperative in
many economies in order for the recent pub-
lic debt dynamics to be reversed. The fiscal
deficit of the major advanced economies is not
expected to drop considerably in 2010 (it is
expected to reach 9.3% of GDP), while pub-
lic debt will continue to accumulate.

According to IMF forecasts, world GDP is
expected to rise by 4.8% in 2010, compared
with a 0.6% drop in 2009. More specifically,
the recovery in advanced economies, albeit
quicker than initially expected, remains vul-
nerable to external shocks and to the slow rise
in employment, while it is unequally distrib-
uted across geographic areas. Despite greatly
improved money and capital market condi-
tions, the smooth financing of economies has
not been completely restored, and the
increased propensity to save (as households
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11 The analysis that follows is based on developments up to early
October and takes into consideration the recent forecasts of the
IMF (World Economic Outlook, October 2010), the OECD (Eco-
nomic Outlook, June 2010, Interim Assessment, September 2010),
the European Commission (Interim Forecast, September 2010),
ECB staff projections (2 September 2010) and other available data.

22 For a more detailed discussion of these support instruments and
other initiatives and measures to ensure stability in the European
Union and the euro area, see Bank of Greece, Financial Stability
Report, July 2010.

33 At the institutional level, the ECOFIN Council decided, following
a discussion at the European Council, to allow Estonia to adopt the
euro as of 1 January 2011. The conversion rate was set at 15.6466
Estonian krooni per euro, which corresponds to the fixed exchange
rate currently applicable under the Exchange Rate Mechanism II
(ERM II).
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aim at limiting their indebtedness) remains a
constraint to the rise in domestic demand. In
the United States, GDP is forecast to grow by
2.6% in 2010 (2009: -2.6%) and in Japan by
2.8% (2009: -5.2%). 

The eeuurroo  aarreeaa economy entered a phase of
mild recovery in the second half of 2009,
mainly thanks to improved external demand
and a return of inventories back to normal lev-
els, while financing conditions also improved.4

Quarter-on-quarter GDP growth accelerated
markedly in the second quarter of 2010 to
1.0% against 0.3% in the first quarter, whereas
investment expenditure also made a notably
positive contribution (after remaining negative
for several quarters). Recovery remains frag-
ile, however, as it is mainly supported by
expansionary macroeconomic policies, which
are gradually being reversed in several
economies since spring 2010. The GDP growth
rate will stand between 1.4% and 1.8%
(according to the ECB staff projections) or at

1.7% (according to European Commission
and IMF forecasts), up from -4.1% in 2009.
External demand (which will keep rising,
fueled by strong demand from emerging Asia),
the lagged effects of improved competitiveness
after the depreciation of the euro (despite its
recent appreciation, the euro was 9.6% lower
in September against December 2009), and
the rise in private consumption and invest-
ment will contribute to this development. It
should be pointed out that there exist consid-
erable differences across individual euro area
economies; some member countries, e.g.
Greece and, to a lesser extent, Ireland and
Spain, are expected to continue experiencing
a recession this year, while other economies
should register positive, albeit generally mod-
erate, growth. A notable performance is that
of Germany, as its GDP is expected to rise
(3.3% according to the IMF), owing primarily
to higher exports and secondarily to domestic
demand. As regards non-euro area EU Mem-
ber States, GDP should grow by 1.7% in the
United Kingdom, 3.4% in Poland and 4.4% in
Sweden in 2010. 

Inflation in the euro area stood at low levels
(between 0.9% and 1.4%) in the first half of
2010 and then grew and stood at 1.8% in Sep-
tember. According to the ECB staff projec-
tions, inflation is expected to average between
1.5% and 1.7% in 2010, as both domestic and
external inflationary pressures are expected to
be limited. Wage moderation over the past few
years is expected to continue in the short term,
while the projected increase in productivity will
have a downward effect on unit labour cost
growth. With regard to the fiscal outlook, the
general government deficit in the euro area is
expected to reach 6.8% of GDP (up from 6.3%
in 2009 and 2.0% in 2008). It should be noted
that, despite the debt crisis in some member
countries, the public deficit and the public debt
in the euro area as a whole are expected to
remain lower in 2010 (at 6.5% and 84.1%,

Monetary Policy   
Interim Report
201040

44 The debt crisis interrupted the gradual improvement of financing
conditions, which even deteriorated in certain cases (see ECB
Lending Survey, July 2010). 
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respectively) than in the United States (11.1%
and 92.7%, respectively) and Japan (9.6% and
225.9%).5

The nominal effective exchange rate (EER) of
the euro rose in 2009 for the eighth consecu-
tive year. The nominal EER index recorded a
2.2% increase in 2009 compared with 2008 and,
in annual average terms, stood 37.3% higher
than in 2000, while the corresponding real
EER index (based on the CPI) was 25.7%
higher. Since November 2009, however, both
the nominal and the real euro EER indices
have been on the decline, as market expecta-
tions have been negatively affected by euro
area’s lagged recovery compared with other
regions and the questionable fiscal and macro-
economic prospects in some euro area coun-
tries. Despite its fall, the nominal EER of the
euro in July 2010 was some 10% above its long-
term average (1993-2009). The euro
rebounded in the third quarter of 2010. In Sep-
tember, nominal EER fell by 9.6% compared
with December 2009, while the bilateral
exchange rate of the euro against the US dol-
lar, the Japanese yen and the British pound fell
by 10.6%, 16.0% and 6.7% respectively (see

Charts II.2 and II.3). 

In advanced economies, improved prospects
are accompanied by major economic policy
challenges. Obviously, different policies are
warranted in individual countries. Economies
with high external and internal deficits will
inevitably have to give top priority to reducing
deficits within a credible medium-term adjust-
ment framework. Economies with persistently
large foreign trade surpluses will have to
implement appropriate structural reforms and
policies to boost domestic demand. Certain
emerging economies will have to adopt policies
for greater exchange-rate flexibility, thereby
contributing to the correction of global macro-
economic imbalances and promoting the sta-
bility of the global financial system. 

According to an IMF report on the euro area,6

the current crisis provides an opportunity to
move ahead with difficult but necessary
reforms, which should bolster economic
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55 It should be noted that Japan’s net public debt is considerably lower
than its gross public debt (projected to reach 121.2% of GDP in
2010).
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growth and enhance fiscal sustainability. Most
Mediterranean euro area countries need to
improve the functioning of their labour mar-
kets, upgrade their education systems and fos-
ter capital deepening and innovation. Finally,
all euro area countries will have to further lib-
eralise their goods and services markets within
the single European market, in order to max-
imise the positive effect of labour market
reforms. 

The slow recovery in the labour market is a sig-
nificant source of uncertainty as regards eco-
nomic recovery in both the United States7 and
the euro area. In late 2009, the rate of unem-
ployment stood at approximately 10% in both
economies and remained at the same level in
mid-2010 in the euro area, while it fell only
slightly in the United States (to 9.6% in Sep-
tember) despite the economic recovery. It
should be noted that during the global crisis,
the rate of unemployment doubled in the
United States from 4.8% in March 2008 to
10% in December 2009, while in the euro area
the rise was less pronounced, from 7.8% in
March 2008 to 10% in May 2010, despite the
fact the real GDP declined more. One of the
reasons behind the limited loss of jobs in the
euro area is the more extensive use of reduced
working hours often backed by government
subsidies (see ECB, Monthly Bulletin, July
2010, p. 40). 

The recovery has been more robust in eemmeerrgg--
iinngg  aanndd  ddeevveellooppiinngg  eeccoonnoommiieess, particularly in
Asia, mostly as a result of strong domestic
demand and relatively lower exposure to finan-
cial shocks. Overheating, high inflation, as well
as real estate price increases in some
economies are the main risks in this region.
GDP growth in emerging and developing
economies as a whole will reach 7.1% in 2010,
from 2.5% in 2009. In China growth has
already returned to its pre-crisis levels. For
2010, it is expected to exceed its 2008 level and
reach 10.5% (see Table II.1). 

IInnffllaattiioonn, having fallen to 0.1% in advanced
economies and 5.2% in emerging and devel-

oping economies in 2009 on account of the
recession and a sharp drop in commodity
prices, is expected to rebound in 2010, to 1.4%
and 6.2% respectively. The impact of excess
capacity and of the continued relatively high
output gap ―estimated at 3.8% of potential
output in the OECD countries for 2010, com-
pared with 5.1% in 2009― is being offset in
2010 by a recovery in commodity prices. 

GGlloobbaall  ttrraaddee, badly hit in 2009, was the main
channel of contagion of the recession across
regions. Despite a rebound in the second half
of 2009, the volume of world trade in goods
and services declined by 11.0% in 2009. The
value of global trade (at current prices) rose by
25% in the first half of 2010 year-on-year and,
according to forecasts for 2010, the volume of
global trade is expected to rise by 11.4%. Com-
modity prices kept rising in 2009, spurred
mainly by the recovery of demand from emerg-
ing Asia, but also by adverse weather condi-
tions in North America and Europe. In annual
average terms, ccoommmmooddiittyy  pprriicceess in 2009 fell
significantly from the historical highs of 2008.
The international price of crude oil (average
for three types of crude oil) fell by 36.3% to
USD 61.8 per barrel in 2009, but is forecast to
rebound (by 23.3% in annual average terms) to
USD 76.2 in 2010, driven by the strong recov-
ery mainly of Asian economies. (According to
Eurosystem staff projections, the price of  the
Brent blend will rise by 27% in US dollar terms
or by 34% in euro terms, on the basis of cur-
rent euro/USD exchange rate trends.) 

2 THE ECONOMIES OF SOUTHEASTERN
EUROPE8

The downturn in Southeastern (SE) Europe in
2009 (with the exception of Albania) eased sig-
nificantly in the first half of 2010. However, the
annual GDP growth rate remained negative in
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66 IMF, Euro Area Policies: 2010 Article IV Consultation, July 2010. 
77 See report by the Chairman of the U.S. Federal Reserve on 21 July

2010.
88 The discussion covers Albania, Bosnia and Herzegovina, Bulgaria,

Croatia, Montenegro, the Former Yugoslav Republic of Macedo-
nia (FYROM), Romania, Serbia and Turkey.
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several countries in the first half of the year,
although the average annual rate for 2010 as a
whole is expected to be positive in all countries
except Romania (-1.9% from -7.1% in 2009),
Croatia (-1.5% from -5.8% in 2009) and Mon-
tenegro (-1.8% from -5.7% in 2009). In Bul-
garia, the change in GDP will be zero (after
decreasing by 5.0% in 2009). In the case of
FYROM the slowdown was rather moderate in
2009 (-0.5%, compared with a 4.8% increase in
2008), whereas a relatively mild recovery is
expected in 2010 (GDP is expected to grow by
1.2%). Finally in Turkey, the GDP growth rate
stood at very high levels in the first two quar-
ters of the year (11.7% and 10.3%), having
accelerated spectacularly, whereas average
annual GDP growth for the whole of 2010 is
expected to come to 7.8%, compared with a
4.7% drop in 2009 (see Table II.2.A). Con-
sumer demand remained subdued in most
countries, mainly due to the decline in house-
hold confidence, the continuing deterioration
in labour market conditions and the weaker
credit expansion to households in certain coun-
tries (but not in Turkey). The drop in invest-
ment demand reflects the decline in the rate of
capacity utilization and the difficulties in
ensuring sufficient funding. Given weaker
domestic demand, the recovery in the countries
of the region hinges upon the outlook of export
growth. However, low competitiveness, cou-
pled with the slow pace of economic recovery
in most EU Member States, is significantly
dampening an improvement in export per-
formance and, therefore, the prospects for
faster growth. 

The downturn and excess capacity (reflected in
the negative “output gap”) have contributed to
a significant deceleration of inflation in most
SE European countries. However, some of
them expect slightly increased inflation in 2010
(Romania: 5.9% from 5.6% in 2009, Albania:
3.4% from 2.2%, Bosnia and Herzegovina:
2.4% from -0.4%, FYROM: 1.9% from -0.8%),
while the increase in Turkey will probably be
marked (8.7% from 6.3%) (see Table II.2.A). 

Lower domestic demand helped improve the

external balances of individual countries. The
current account deficits in most SE European
countries decreased significantly owing mainly
to the improved trade balance. This trend is
expected to continue also in 2010, with the
exception of Serbia, Romania and Turkey; in
the latter, the deficit  should more than dou-
ble as a percentage of GDP (from 2.3% to
5.2%) mainly owing to high economic growth
(see Table II.2.B). Foreign direct investment
(FDI) is still the most significant component of
capital inflows in most countries in the area.
However, in certain countries, e.g. Bulgaria,
Serbia and Turkey, FDI inflows as a percent-
age of GDP declined in the first half of 2010
(Bulgaria: 1.7% compared with 4.6% in the
first half of 2009, Serbia: 1.6% against 2.9%,
and Turkey: 0.4% against about 0.7%). The
external borrowing requirements of SE Euro-
pean countries have been considerably
reduced, mainly owing to the decline in current
account deficits, and also to the continuing
support from the EU and other international
organizations. Capital transferred from multi-
national banking groups to their subsidiaries
also helped to this direction. 

According to data for the first half of 2010,
efforts to restore fiscal balance seem to have
paid off in most cases (see Table II.2.B). Based
on available forecasts, the fiscal deficit as a
percentage of GDP is expected to increase in
three countries (Montenegro, Bulgaria and
Croatia) and drop slightly in Serbia to about
4%. The slow pace of economic recovery may
jeopardize the achievement of budgetary
objectives and may render corrective measures
necessary in several countries, expect for
Turkey which records high growth rates and
has already significantly reduced its deficit as
a percentage of GDP in the first half of 2010. 

With regard to the conduct of monetary policy,
countries with fixed exchange rates did not
have any problems with maintaining their
exchange rates. Those with floating exchange
rates, having initially recorded losses, were
able to tackle the crisis more effectively with
the deceleration of inflation, which dampened
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pressures in the foreign exchange market, thus
enabling the easing of monetary policy. How-
ever, in certain countries (e.g. Serbia), the
effort to contain inflationary pressures and the
need to maintain the exchange rate clearly
restricted the margins to further ease monetary
policy. In particular, the devaluation of the
Serbian dinar by about 9% against the euro
since the beginning of the year led the coun-
try’s central bank to raise its key interest rates. 

The economic recovery in most countries of the
region reflects the conditions in the financial
sector, which generally remains strong and
quite resilient to the crisis. There are three
main reasons for this: (a) the high quality of
banks’ assets before the onset of the crisis (no
toxic or generally complex financial instru-
ments), (b) improved capital adequacy, stand-
ing clearly above the minimum capital require-
ments (the banking systems of the area were
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Albania 5.9 7.7 3.3 2.0 1.5 2.6 2.9 3.4 2.2 3.2 3.4

Bosnia-
Herzegovina

6.1 5.7 -3.1 1.3 - 0.5 1.5 7.4 -0.4 2.5 2.4

Bulgaria 6.2 6.0 -5.0 -3.6 -1.4 0.0 7.6 12.0 2.5 1.4 2.2

Croatia 5.5 2.4 -5.8 -2.5 - -1.5 2.9 6.1 2.4 0.7 1.9

FYROM 5.9 4.8 -0.5 -0.9 0.4 1.2 2.3 8.3 -0.8 1.8 1.9

Montenegro 10.7 6.9 -5.7 -1.5 - -1.8 4.2 8.5 3.4 0.2 0.6

Romania 6.3 7.3 -7.1 -2.6 -0.5 -1.9 4.8 7.8 5.6 4.4 5.9

Serbia 6.9 5.5 -3.0 0.6 1.8 1.5 6.5 12.4 8.1 4.2 4.6

Turkey 4.7 0.7 -4.7 11.7 10.3 7.8 8.8 10.4 6.3 8.4 8.7

Α. GDP and inflation
(annual percentage changes)

Country

GDP Inflation

2007 2008
2009 

(estimate)
Q1

2010
Q2

2010
2010 

(forecast) 2007 2008
2009 

(estimate)
H1

2010
2010 

(forecast)

Table II.2 Key macroeconomic indicators of Southeastern European countries1

Sources: National central banks, IMF, European Bank for Reconstruction and Development and Reuters.
1 Estimates for 2009 and forecasts for 2010 are expected to be revised.
2 For FYROM and Romania, data for January-July 2010. For Serbia, data for January-August.

Albania -10.4 -15.2 -14.0 -14.2 -13.1 -9.2 -3.5 -5.7 -7.4 -1.7 -4.1

Bosnia-
Herzegovina

-10.4 -15.2 -6.9 -6.6 -5.5 -5.5 1.3 1.4 -5.7 - -4.5

Bulgaria -26.9 -24.2 -9.5 -1.5 -1.8 -3.0 3.5 1.8 -0.9 -2.2 -4.9

Croatia -7.6 -9.2 -5.3 -4.4 -3.1 -3.8 -1.7 -1.4 -3.2 - -4.7

FYROM -7.2 -12.7 -7.2 -3.1 -2.3 -3.9 0.6 -1.0 -2.6 -1.3 -2.5

Montenegro -39.5 -51.8 -30.3 -28.2 -28.9 -17.0 6.7 -0.4 -4.4 - -7.1

Romania -13.4 -11.6 -4.5 -6.2 -7.1 -5.1 -3.1 -5.4 -7.4 -3.9 -6.8

Serbia -16.0 -17.7 -6.7 -10.5 -7.2 -9.6 -2.0 -2.5 -4.8 -1.9 -4.1

Turkey -5.9 -5.7 -2.3 -1.5 -2.9 -5.2 -2.1 -1.9 -6.2 -1.4 -4.0

Β. Current account balance and fiscal balance
(as percentage of GDP)

Country

Current account balance Fiscal balance

2007 2008
2009 

(estimate)
Q1

2010
Q2

2010
2010 

(forecast) 2007 2008
2009 

(estimate)
H1

20102
2010 

(forecast)
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protected in a timely manner by significant ini-
tiatives for macroprudential supervision) and
(c) the assured bank credit flow. It should also
be noted that the presence of important foreign
banking groups contributed to a large extent to
the preservation of the financial system stabil-
ity in the region. 

However, the ongoing cautiousness on the part
of foreign investors, coupled with deleveraging
of financial institutions all over the world and
weak domestic demand, has contributed to the
deterioration of fund-raising conditions and
thus to the further decline in credit expansion
in most countries of the region. Credit expan-
sion to the private sector in most countries in
the first half of 2010 ranged from negative to,
at best, marginally positive levels. Turkey was
the exception, as its speedy economic recovery
is reflected in the high rates of credit expan-
sion, which stood at 16% in the first half of
2010. At the same time, the ratio of non-per-

forming loans worsened considerably and
reached two-digit figures in several countries.9

Sustainable growth necessitates a move towards
a more balanced model of production.
Resources have to be shifted from non-inter-
nationally tradable goods towards internation-
ally tradable goods, thereby raising the export
performance of countries in the area. In short,
these countries will have to avert the reemer-
gence of macroeconomic imbalances of the past,
which were mainly the result of high credit
expansion and a significant rise in asset prices. 
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99 The ratio was over 10% in Albania, Romania and Serbia, and close
to 14% in Bulgaria. With an NPL ratio of 4.1%, Turkey is the
exception.

THE NEW EUROPEAN STRATEGY FOR JOBS AND GROWTH “EUROPE 2020” AND ENHANCING ECO-
NOMIC GOVERNANCE

The European Council of 17 June 2010 finalised the European Union’s new strategy for jobs and
growth (“Europe 2020” Strategy), approving a first set of guidelines on the enhancement of eco-
nomic governance and reaffirming the commitment of Member States to ensure financial stability
by addressing the gaps in the regulation and supervision of financial markets.1

In the European Council conclusions it is pointed out that the EU has met the global financial
crisis with collective determination and has done what was necessary to safeguard the stability of
the Economic and Monetary Union. In particular, in May an agreement was reached on a sup-
port package for Greece as well as on a European financial stabilisation mechanism and facility,
which was finalised in June. The foundations for much stronger economic governance have thus
been laid. The main points of the European Council’s decisions on “Europe 2020” Strategy and
economic governance, as well as the ECB’s contribution to the consultation on reinforcing eco-
nomic governance in the euro area, are as follows: 

11..  FFiinnaalliissaattiioonn  aanndd  iimmpplleemmeennttaattiioonn  ooff  tthhee  ““EEuurrooppee  22002200””  SSttrraatteeggyy

The European Union’s new strategy for jobs and smart, sustainable and inclusive growth will help
Europe recover from the crisis and come out stronger, both internally and at the international

Box II.1

1 On 22 September 2010 the European Parliament formally approved of the new financial supervisory framework that is expected to enter
into force on 1 January 2011.
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level, by boosting competitiveness, productivity, growth potential, social cohesion and economic
convergence. The new strategy responds to the challenge of reorienting policies away from cri-
sis management towards the introduction of medium- to longer-term reforms that promote growth
and employment and ensure the sustainability of public finances, inter alia through the reform
of pension systems. 

Member States will continue to adopt a differentiated speed in fiscal consolidation taking both
fiscal and non-fiscal risks into account. Several Member States have recently strengthened and
frontloaded budgetary consolidation and all Member States are ready, if necessary, to take addi-
tional measures to accelerate fiscal consolidation. Priority should be given to growth-friendly budg-
etary consolidation strategies mainly focused on expenditure restraint. Increasing the growth poten-
tial should be seen as paramount to ease fiscal adjustment in the long run. 

The European Council confirms the five EU headline targets, which will constitute shared objec-
tives guiding the action of Member States and the Union as regards (a) promoting employment,
(b) improving the conditions for innovation, research and development, (c) meeting the climate
change and energy objectives, (d) improving education levels and (e) promoting social inclusion
in particular through the reduction of poverty. In more detail: 

• aiming to raise to 75% the employment rate for women and men aged 20-64, including through
the greater participation of young people, older workers and low-skilled workers and the better
integration of legal migrants; 

• improving the conditions for research and development, in particular with the aim of raising
combined public and private investment levels in this sector to 3% of GDP; The Commission will
elaborate an indicator reflecting R&D and innovation intensity; 

• reducing greenhouse gas emissions by 20% compared to 1990 levels; increasing the share of
renewable energy sources in final energy consumption to 20%; and moving towards a 20% increase
in energy efficiency;

• improving education levels, in particular by aiming to reduce school drop-out rates to less than
10% and by increasing the share of 30-34 years old having completed tertiary or equivalent edu-
cation to at least 40%;

• promoting social inclusion, in particular through the reduction of poverty, by aiming to lift at
least 20 million people out of the risk of poverty and exclusion; 

The European Council gives its political endorsement to the Integrated Guidelines for economic
and employment policies, which will be formally adopted following the European Parliament’s
opinion on the latter. The guidelines will continue to be the basis for any country-specific rec-
ommendations that the Council may address to Member States.

Member States must now act to implement these policy priorities at their level. They should, in
close dialogue with the Commission, rapidly finalise their national targets, taking account of their
relative starting positions and national circumstances, and according to their national decision-
making procedures. Progress towards the headline targets will be regularly reviewed. 
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All common policies, including the common agricultural policy and cohesion policy, will need to
support the strategy “Europe 2020”. A sustainable, productive and competitive agricultural sec-
tor will make an important contribution to the new strategy, considering the growth and employ-
ment potential of rural areas while ensuring fair competition. 

In particular, the Single Market needs be taken to a new level, through a comprehensive set
of initiatives. The European Council welcomes the report presented by Mr. Mario Monti on
a new strategy for the Single Market and the Commission’s intention to follow it up by pre-
senting concrete proposals. The European Council will revert to this matter in December 2010. 

Further to the presentation by the Commission of the first flagship initiative on a ‘Digital Agenda
for Europe’, the European Council endorses the establishment of an ambitious action agenda based
on concrete proposals and calls upon all institutions to engage in its full implementation, includ-
ing the creation of a fully functioning digital single market by 2015. 

22..  EEnnhhaanncciinngg  eeccoonnoommiicc  ggoovveerrnnaannccee  

According to the European Council, the crisis revealed clear weaknesses in EU economic gov-
ernance, in particular as regards budgetary and broader macroeconomic surveillance. Reinforc-
ing economic policy coordination therefore constitutes a crucial and urgent priority.

The rules on budgetary discipline must be fully implemented. As regards their strengthening, the
European Council agrees on the following orientations relating to the Stability and Growth Pact,
as well as budgetary and broader macro-economic surveillance: 

• Strengthening both the preventive and corrective arms of the Stability and Growth Pact, with
sanctions attached to the consolidation path towards the medium term objective. Due account
will be taken of the particular situation of Member States which are members of the euro area
and Member States’ respective obligations under the Treaties will be fully respected. 

• Giving, in budgetary surveillance, a much more prominent role to levels and evolutions of debt
and overall sustainability, as originally foreseen in the Stability and Growth Pact. 

• From 2011 onwards, in the context of a “European semester”, presenting to the Commission
Stability and Convergence Programmes for the upcoming years, taking account of national budg-
etary procedures.2

• Ensuring that all Member States have national budgetary rules and medium term budgetary
frameworks in line with the Stability and Growth Pact. 

• Ensuring the quality of statistical data, essential for a sound budgetary policy and budgetary
surveillance; statistical offices should be fully independent for data provision. 

As regards macroeconomic surveillance, the Council agreed on the following orientations: 

2 The Ecofin Council of 7 September 2010 endorsed changes to the way in which the EU’s Stability and Growth Pact is implemented in
order to allow a “European semester” to be introduced as from 1 January 2011, as part of a reform of EU provisions on economic pol-
icy coordination.
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• Developing a scoreboard to better assess competitiveness developments and imbalances and
allow for an early detection of unsustainable or dangerous trends. 

• Developing an effective surveillance framework, reflecting the particular situation of euro area
Member States.  

TThhee  EECCBB’’ss  ccoonnttrriibbuuttiioonn  oonn  rreeiinnffoorrcciinngg  eeccoonnoommiicc  ggoovveerrnnaannccee  iinn  tthhee  eeuurroo  aarreeaa    

On 15 June 2010 the ECB published its proposals for improving economic governance in the euro
area.3 ECB’s proposals are aimed at strengthening surveillance of budgetary policies and com-
pliance with the Stability and Growth Pact, monitoring more closely developments in the rela-
tive competitiveness of euro area countries, formulating the tools for addressing macroeconomic
imbalances and designing an effective crisis management framework that will minimise moral haz-
ard.

According to the ECB, these proposals entail a qualitative quantum leap in terms of the progress
made towards strengthening the institutional foundations of EMU, and thus towards a deeper eco-
nomic union that is commensurate with the degree of economic integration and interdependency
already achieved through the monetary union. The proposals focus on the euro area, but could,
selectively, also be applied to the EU-27.

TThhee  EEuurrooppeeaann  CCoommmmiissssiioonn’’ss  pprrooppoossaallss

On 29 September 2010 the European Commission published a comprehensive package of leg-
islative measures containing the most comprehensive reinforcement of economic governance in
the EU and the euro area since the launch of the Economic and Monetary Union. Broader and
enhanced surveillance of fiscal policies, but also macroeconomic policies and structural reforms
is sought in the light of the shortcomings of the existing legislation. New enforcement mechanisms
are foreseen for non-compliant Member States. The recently agreed “European semester” will
integrate all revised and new surveillance processes into a comprehensive and effective economic
policy framework. 

The package comprises four proposals that deal with fiscal issues, including a wide-ranging reform
of the Stability and Growth Pact, and two new regulations aimed at detecting and effectively
addressing emerging macroeconomic imbalances within the EU and the euro area. 

For Member States of the euro area, changes will give teeth to enforcement mechanism and limit
discretion in the application of sanctions. In this way, the Stability and Growth Pact will become
more “rules based” and sanctions will be the normal consequence to expect for countries in breach
of their commitments, as pointed out in the European Commission’s press release.  

3 ECB’s proposals were included in a letter by the ECB President, Jean-Claude Trichet, to the President of the European Council and
head of the Task Force on economic governance, Η. Van Rompuy. 
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Amid subdued inflationary pressures in the
first ten months of 2010, the stance of the sin-
gle monetary policy remained accommodative,
contributing to economic recovery in the euro
area. Eurosystem policy rates (see Table III.1)
remained unchanged at 1% (main refinancing
rate), 1.75% (marginal lending rate) and
0.25% (deposit rate).2 At the same time, the
Governing Council of the ECB continued to
implement non-standard monetary policy
measures.3 This contributed to safeguarding
financial stability, which was undermined by
the financial crisis, and to improving conditions
in the interbank market after the tensions that
emerged because of the financial crisis, thereby
sustaining a sufficient flow of bank credit to
euro area enterprises and households and
underpinning economic activity.

January-April 2010 saw the phasing out of
some non-standard measures that were put in
place in previous years as a result of the ongo-
ing normalisation of financial market condi-
tions since early 2009. However, in May 2010
financial market tensions resurged amid con-
cerns about the fiscal situation in some Mem-
ber States. In response, the Governing Coun-
cil of the ECB reactivated a number of non-
standard monetary policy measures and
established the Securities Markets Pro-
gramme.4 The implementation of these meas-
ures by the Eurosystem, combined with the
introduction by the ECOFIN and the Member
States, on 9 May 2010, of another package of
measures for safeguarding financial stability in
Europe, including a Financial Stabilisation
Mechanism, are helping to gradually ease these
tensions.

The ECB Governing Council formulates mon-
etary policy with a view to achieving Eurosys-
tem’s primary objective, i.e. price stability over
the medium term.5 During the first ten months
of 2010, the Governing Council of the ECB
repeatedly stressed that Eurosystem policy
rates remained appropriate. This is also sug-
gested by inflation expectations, according to
which inflation rates will stand below, but close
to 2%, in the medium term.

Since May 2010, the Governing Council of the
ECB has on many occasions reaffirmed that, in
remaining firmly committed to the primary
objective of the Eurosystem, it will do every-
thing necessary, in the conduct of the single
monetary policy, to maintain price stability in
the euro area over the medium term. It also
stressed that this is the necessary and central
contribution that monetary policy makes to
sustainable economic growth, job creation and
financial stability. The non-standard measures
(known as "enhanced credit support"), taken
during the period of severe financial market
tensions and the recent Securities Markets
Programme are fully consistent with the ful-
fillment of Eurosystem’s primary objective and
temporary in nature. Moreover, the Governing
Council of the ECB has on several occasions
reaffirmed that all decision-making regarding
the monetary policy stance, the overall provi-
sion of liquidity and the allotment modes in liq-
uidity-providing open market operations (full
allotment or pre-set allotment amounts) will be
aimed at preserving price stability over the
medium term.

In formulating the single monetary policy, the
Governing Council cross checks the results of
its economic analysis with those of its monetary
analysis.

The economic analysis in the ten months
through October 2010 pointed to a continua-
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I I I T H E S I NG L E MONET ARY PO L I C Y 1 AND
EURO S Y S T EM IN T ER V ENT I ON S

11 According to the introductory statements of the President of the
ECB to the press conferences following the first Governing Coun-
cil meeting of each month ―in which monetary policy is dis-
cussed― during the first ten months of 2010. Account has also been
taken of other announcements of the ECB and its Governing Coun-
cil.

22 The main refinancing rate and the marginal lending rate were last
changed (reduced) in May 2009. The deposit rate ―already reduced
to 0.25% in April 2009― has remained unchanged ever since.

33 These measures are characterised as “non-standard”, because they
involve changes in the operational framework ―i.e. in the instru-
ments and procedures― for the implementation of monetary pol-
icy. They are designed to provide “enhanced credit support” to the
euro area economy. More specifically, they improve funding con-
ditions and strengthen the flow of credit to the economy (for the
euro area, mainly banks) more than would have been achieved
through interest rate decisions alone.

44 As discussed below in greater detail, under this programme the
Eurosystem conducts interventions in (euro-denominated) securi-
ties markets to make sure they have sufficient depth and liquidity.
Removing financial market dysfunctions is essential as otherwise
they would hamper the monetary policy transmission mechanism. 

55 Price stability is defined, in the context of Eurosystem’s monetary
policy strategy, as inflation rates of below, but close to, 2%.
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tion of the recovery in economic activity which
began in the euro area in mid-2009. In the sec-
ond quarter of 2010, the quarterly growth of
GDP rose to 1%, on account of stronger
domestic demand which was, however, some-
what linked to temporary factors.  Recent eco-
nomic data and survey results point to a mod-
eration in the pace of economic growth in the
second half of 2010 in the euro area and the
rest of the world. Despite prevailing uncer-
tainty, economic recovery will continue, but
GDP growth in the euro area will remain mod-
est in 2010 and 2011. The Governing Council
of the ECB expects the pick-up in economic

activity to be supported by a rise in exports
given the global recovery,6 the Eurosystem’s
accommodative monetary policy stance, as well
as the measures taken to restore the func-
tioning of the financial system. By contrast, a
dampening effect on economic activity is
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66 The Governing Council of the ECB underlined that euro area eco-
nomic activity may be adversely affected, if cross-border transac-
tions decline on account of protectionism or an abrupt and disor-
derly correction of existing global economic imbalances. In the
press conference following the meeting of the ECB Governing
Council of 7 October 2010, the President of the ECB stressed that
“more than ever exchange rates should reflect economic funda-
mentals” and that “excess volatility and disorderly movements in
exchange rates have adverse implications for economic and finan-
cial stability” worldwide. 

With effect from:1 Deposit facility Main refinancing operations Marginal lending
facility

Fixed rate tenders
(fixed rate)    

Variable rate tenders
(minimum bid rate) 

Table III.1 Changes in key ECB interest rates

(percentages per annum)

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 inter-
est rates are effective from the first main refinancing operation following the Governing Council decision, not the date of the Governing Coun-
cil meeting at which this decision is made.

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
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expected to come from the ongoing process of
balance sheet adjustment in the financial and
non-financial sectors both within and outside
the euro area.

In the context of its economic analysis, the
Governing Council of the ECB found that dur-
ing the first nine months of 2010 inflation
accelerated, reaching 1.8% in September, com-
pared with 0.9% in December 2009. This devel-
opment is mainly associated with higher energy
prices but also reflects other external factors,
such as the stronger price increases in fast-
growing economic regions. The Governing
Council of the ECB expects inflation to hover
around its current levels in the coming months;
thereafter, however, it will decline consider-
ably, remaining at moderate levels in 2011
overall, as euro area domestic inflationary
pressures should remain subdued. As already
mentioned, throughout the first ten months of
2010, the Governing Council of the ECB
stressed that, according to inflation expecta-
tions, price stability would be maintained in the
euro area over the medium term.

According to the latest ECB staff macroeco-
nomic projections (September 2010), average
annual inflation will range between 1.5% and
1.7% in 2010 and between 1.2% and 2.2% in
2011. Inflation, however, may increase as it
cannot be excluded that (i) increases in crude
oil and other commodity prices might be
stronger than expected and (ii) rises in indirect
taxation and administered prices may be higher
than projected. Notwithstanding that, euro
area domestic price and labour cost develop-
ments are expected to be subdued.7

The monetary analysis, which the Governing
Council of the ECB conducted in the first ten
months of 2010 in tandem with its economic
analysis, confirmed the latter’s conclusion that
inflationary pressures will remain contained
over the medium term, as the underlying pace
of monetary expansion8 ―which is closely
related to medium- and long-term inflationary
pressures― is still moderate on account of con-
tinued weak money and credit growth in the

euro area during the first eight months of
2010.9

Based on its regular economic and monetary
analysis summarised above, and taking into
account all the new input, the Governing
Council of the ECB decided, in all the mone-
tary policy meetings it held between January
and October 2010, to leave the key interest
rates unchanged.

Financial market tensions, which, as men-
tioned above, increased considerably in early
May 2010, disrupted monetary policy trans-
mission. In the ECB Governing Council’s
assessment, this could hamper the effective
conduct of monetary policy oriented towards
price stability in the medium term. To address
this risk, on 9 May 2010, it re-introduced a
number of non-standard monetary policy
measures10 and, additionally, established a
temporary programme (“the Securities Mar-
kets Programme”) aimed at restoring normal-
ity in securities markets. Under this pro-
gramme, the Eurosystem conducted interven-
tions to acquire government bonds and private
sector debt securities denominated in euro.11

The objective of the Securities Markets Pro-
gramme is to ensure sufficient depth and liq-
uidity in dysfunctional markets for securities.
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77 For instance, unit labour costs are expected to decline in 2010.
88 The underlying pace of monetary expansion is calculated by the

ECB with several alternative methods (see ECB, Monthly Bulletin,
May 2008, Box 1, p.15) and is not published. It is thought to be
more closely related to inflation developments than M3 growth,
considering the time lags. 

99 Rate of change in M3: August 2010: 1.1%, December 2009: -0.3%;
growth rate of bank credit to the private sector: August 2010: 1.2%,
December 2009: -0.2%.

1100 Namely fixed-rate, full allotment LTROs with a maturity of 3 or
6 months. It is noted that the fixed rate for the 6-month LTRO of
May, as well as for the 3-month LTROs from October 2010
onwards, will be computed ex post. 

1111 Βonds and debt instruments issued by other public entities are pur-
chased only in the secondary market, as according to the Treaty on
the functioning of the European Union (Article 123) and the ESCB
and ECB Statute (Article 21), the Eurosystem is not allowed to
acquire government securities in the primary market. By contrast,
private sector debt instruments can, in principle, be purchased in
the primary market as well. Under the Securities Markets Pro-
gramme, the ECB and the NCBs can intervene in debt securities
markets and all eligible counterparties to Eurosystem monetary
policy operations, as well as any other counterparties that are used
by a NCB or the ECB for the investment of their euro-denominated
investment portfolios, are acceptable as their counterparties; see
Decision of the European Central Bank of 14 May 2010 establishing
a securities markets programme (ECB/2010/5). 
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By the end of the first week of October 2010,
the Eurosystem had purchased securities worth€63.3 billion.12

To sterilise the impact of the increased overall
amount of liquidity injected in the banking sys-
tem through these interventions, the Eurosys-
tem conducts extraordinary open market oper-
ations to re-absorb the liquidity generated by
such debt instrument purchases, so that the
monetary policy stance remains unaffected.
Indeed, every week the Eurosystem executes
quick tenders, in the form of one-week variable
rate tenders with a maximum bid rate of 1%, to
collect deposits from credit institutions. 

As regards other types of open market opera-
tions (see Table III.2), purchases of covered
bonds13 were completed in June 2010. Pur-
chased bonds will continue to be held in the
Eurosystem’s portfolio until maturity. 

Initially, in December 2009, the Governing
Council of the ECB had announced that the
longer-term refinancing operation (LTRO)
with settlement on 31 March 2010 was going to
be the last one with 6-month maturity. How-
ever, it performed one more 6-month LTRO
on 12 May 2010 in response to the above-men-
tioned tensions. 

Through these operations credit institutions
obtained unlimited liquidity14 at rates to be
determined ex post using a special calculation
method.15

3-month LTROs continued to be conducted as
fixed rate tenders with full allotment in the first
quarter of 2010, as decided by the ECB Gov-
erning Council in December 2009. However, in
March 2010, the Governing Council of the
ECB decided that, starting from 28 April 2010,
3-month LTROs would be executed as variable
rate tenders, as had also been the case prior to
October 2008, and as indeed happened in the
3-month LTRO conducted in end-April 2010. 

However, against the background of recent
tensions, the Governing Council of the ECB

decided on 9 May and 10 June 2010 that the 3-
month LTROs with settlement towards the end
of each month from May to September 2010
would be conducted as fixed rate tenders with
full allotment. More recently, on 2 September
2010, the Governing Council of the ECB
decided to use the full allotment mode in the
3-month liquidity-providing LTROs with set-
tlement towards the end of each month from
October to December 2010. It also decided
that the special calculation method for 6-
month LTROs described above would also
apply to the rates of these operations. 

Finally, the Governing Council of the ECB had
decided in December 2009 that the special-
term refinancing operations with a maturity of
one maintenance period (roughly 30 days)16

and the main refinancing operations (MROs)
with a maturity of one week would continue to
be conducted as fixed rate tender procedures
with full allotment for as long as needed, and
at least until 13 April 2010. In March 2010, this
period was extended to 12 October 2010. In
September 2010, the Governing Council of the
ECB gave another extension at least until 18
January 2011. 

In April, May and July 2010, the Governing
Council of the ECB made several important
decisions about assets eligible for use as col-
lateral in Eurosystem credit operations.
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1122 Total amount paid for the purchased securities. It corresponds to
the extra liquidity injected through the Securities Markets Pro-
gramme, which was re-absorbed through fine-tuning operations, as
also described in Table III.2 below. Not necessarily equal to the
face value of the purchased securities.

1133 See Bank of Greece, Monetary Policy – Interim Report 2009, foot-
note 31, p. 67.

1144 All bids submitted by credit institutions against eligible collateral
were satisfied.

1155 The rates in these operations were fixed at the average of MROs
over the 6-month life of the respective LTRO.

1166 A reserve maintenance period in 2010 lasted from 21 to 42 days
(average duration: 30.3 days), compared with 21 to 43 days in 2009
(average duration: 30.3 days). The term “maintenance period”
refers to a predefined time frame used to calculate the average daily
level of reserves that credit institutions must hold with the national
central bank. The resulting level must not fall short of that derived
by multiplying the reserve ratio of 2% by the value of a subset of
the credit institution’s liabilities as at the end of the month pre-
ceding the last month, as the opposite is regarded as tantamount
to non-compliance with the minimum reserve requirement and may
cause the credit institution to be sanctioned. Let it be noted that
credit institutions’ daily reserve holdings may vary. 
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Table ΙΙΙ.2 Eurosystem’s open market operations in 2010 

11.. RReegguullaarr  ooppeerraattiioonnss::

1.1 Main refinancing operations (MROs): provi-
sion of liquidity with a maturity of one week 

FFrreeqquueennccyy: Once a week. PPrroocceedduurree: At least until 18.01.11, 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

FFrreeqquueennccyy: Once at the beginning of each maintenance period. These operations will
continue to be carried out at least until end-2010. PPrroocceedduurree: 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

FFrreeqquueennccyy: Once a month. PPrroocceedduurree: 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
October 2010-December 2010 period, such operations will continue to provide liquidity
with full allotment, but the interest rate will be set ex post to equal the average value
of the fixed rate in the MROs conducted over the life of the respective three-month
operations.

1.2.3 Provision of liquidity with a maturity of
six months 

FFrreeqquueennccyy: One operation was conducted on 31 March and one on 12 May 2010. PPrroo--
cceedduurree: 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.

22.. OOppeerraattiioonnss  iinnttrroodduucceedd  ssoolleellyy  iinn  vviieeww  ooff  tthhee  ffiinnaanncciiaall  ccrriissiiss::

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 Programme was introduced on 9 May 2010. Up until 8 October 2010 the Eurosys-
tem had purchased securities to the amount of €63.3 billion. It should be noted that the
level of weekly securities purchases declined gradually (with some fluctuations).

33.. FFiinnee--ttuunniinngg  ooppeerraattiioonnss::

3.1 Liquidity absorption on the last day of each
maintenance period

PPrroocceedduurree: Collection of overnight deposits from credit institutions through variable
rate tenders with a maximum bid rate of 1%. 

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

FFrreeqquueennccyy:: Every week, starting on 18 May 2010. PPrroocceedduurree:  Collection of one-week
deposits from credit institutions through variable rate tenders at a maximum bid rate
of 1%.

3.3 Provision of liquidity for 6 or 13 days to miti-
gate the effect of maturing LTROs on the
overall liquidity of the banking system

The initial operation was conducted on 1 July 2010 with the aim of mitigating the impact
on the total liquidity of the banking system, as the first longer-term refinancing oper-
ation with a maturity of one year ended. In September 2009, the Governing Council
of the ECB decided to conduct similar operations on 30 September 2010 and 11 Novem-
ber 2010 (with a maturity of six days), as well as on 23 December 2010 (with a matu-
rity of 13 days, so as to cover the end of the year), in order to smooth out the impact
on the total liquidity of the banking system, due to the maturing of the six-month oper-
ations (on 30 September 2010 and 11 November 2010) and the twelve-month longer-
term refinancing operations (on 30 September 2010 and 23 December 2010). PPrrooccee--
dduurree:: Fixed rate tender (at a rate equal to the MRO rate) with full allotment.

44.. UUSS  ddoollllaarr  lliiqquuiiddiittyy--pprroovviiddiinngg  ooppeerraattiioonnss::

4.1 With a maturity of seven days 

4.2 With a maturity of 84 days

These operations were discontinued after 27 January 2010 (from around 15 October
2009 to end-January 2010 only operations with a maturity of 7 days were conducted).
Given that recent tensions also affected European markets as regards US dollar short-
term funding of banks, these operations started again on 11 May 2010. They provide
liquidity in US dollars against collateral eligible for the Eurosystem’s credit operations
in euro. PPrroocceedduurree:: Fixed rate tender with full allotment  for the provision of US dol-
lar liquidity.

55.. SSwwiissss  ffrraanncc  lliiqquuiiddiittyy--pprroovviiddiinngg  ooppeerraattiioonnss::

These operations were discontinued after 25 January 2010. They took the form of weekly EUR/CHF foreign exchange swaps with a seven-
day maturity, whereby the Eurosystem provided Swiss franc liquidity against euro. 

* Given that the market value of securities was not the same as their nominal value, Eurosystem's purchases contributed in creating liquidity
of €61,118 million. 
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In October 2008 a number of debt instruments
were added to the list of eligible assets for the
first time.17 With this measure, the collateral
framework was expanded to enable dealing
with the deepening financial crisis. In April
2010, it was decided that this measure will
cease to be in force at the end of 2010. 

Another measure that further expanded the
collateral framework was the lowering, since
October 2008, of the minimum credit thresh-
old for eligible collateral, from A- to BBB- (on
Fitch and Standard & Poor’s rating scale), or
its equivalent Baa3 (on Moody’s rating scale).
In April 2010, the Governing Council of the
ECB decided that this measure will remain in
force beyond the end of 2010. 

Moreover, the Governing Council of the ECB
decided in May 2010 to suspend the applica-
tion of the minimum credit rating threshold in
collateral eligibility requirements for all mar-
ketable debt instruments issued or guaranteed
by the Greek government. Such instruments

will be accepted by the Eurosystem for the pro-
vision of liquidity irrespective of their rating by
rating agencies. This decision was based on (i)
an assessment by the ECB Governing Council
that the Greek economic and financial adjust-
ment programme was appropriate, and (ii) on
the strong commitment of the Greek govern-
ment to fully implement the programme.

Before that, in April 2010, the Governing
Council of the ECB had announced that a
schedule of graduated valuation haircuts will
apply to the assets rated in the BBB+ to BBB-
range, with the exception of government
bonds.18

The schedule, which was fine-tuned in July
2010, graduates haircuts according to the resid-
ual maturity and the liquidity of the assets con-
cerned and is due to enter into force on 1 Jan-
uary 2011. Until then, the valuation haircut lev-
els applied by the current schedule to assets
rated AAA to A on the basis of criteria other
than the credit rating (namely liquidity, resid-
ual maturity and coupon type),19 will also apply
to assets rated BBB+ to BBB-, plus an extra
haircut of 5%. For government paper or cen-
tral bank-issued debt in the BBB+ to BBB-
range, this method of calculation of valuation
haircut levels will be used both before and after
that date.

The 3-month Euribor, which is representative
of euro area interbank rates, declined further
in the first quarter of 2010 (see Chart III.1). In
April 2010, however, a rebound began to show
and continued until early August 2010. In the
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1177 These comprised: (i) marketable bonds issued in the euro area but
denominated in US dollars, pound sterling and Japanese yen; (ii)
deposit certificates and other debt instruments issued by credit
institutions and traded on non-regulated markets acceptable by the
Eurosystem; and (iii) subordinated debt instruments with accept-
able guarantee.

1188 It should be recalled that a valuation haircut is the percentage
which the Eurosystem deducts from the market value of an asset
in order to estimate the amount of credit that a credit institution
is entitled to receive, if it deposits this asset as collateral. 

1199 Namely zero coupon or discount bond, fixed or variable rate
coupon or inverse floater. 

2200 The 3-month Euribor averaged 0.881 in September 2010 before ris-
ing to 0.958% in the first week of October – after the start of the
EMU this rate fell lower (on a monthly average basis) only in the
August 2009-July 2010 period.
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two months August and September 2010, the
3-month Euribor edged down slightly but rose
again from late September through  to the first
week of October 2010. Despite this latest rise,
the 3-month Euribor is still at historically low
levels20 and falls short of inflation expectations.
In early May 2010, the spread21 between the 3-
month Euribor and the “fixed rate” on
overnight index swaps of comparable maturity
began to increase. The spread fluctuated
strongly but overall stayed on an upward path
until late August. In September 2010, it started
to decrease but rebounded again in the first
week of October.

The evolution of this spread (particularly in the
four months from May to August 2010) indi-
cates that interbank market participants per-
ceive that the risk associated with investment
in the interbank market has increased some-
what, probably on account of higher counter-
party risk,22 an assessment which may also be
linked to the earlier mentioned concerns
regarding the fiscal position of some Member
States. The decline in the interbank market liq-
uidity surplus since end-June 2010 also put
upward pressure on the Euribor rate. In early
October this rate rose sharply, as a result of
three LTROs maturing on the same day (30
September 2010), which contributed to a fur-
ther decline in the liquidity surplus. 

The funding of credit institutions through
Eurosystem’s open market operations was
steadily increasing in January-June 2010 and
became particularly pronounced in the
period from late April to late June. In greater
detail, funding through the Eurosystem’s
MROs and LTROs rose to about €870 billion
(or 9.6% of the GDP projected for 2010 in
European Commission forecasts) on 25 June
2010, from approximately €749 billion (or
8.4% of GDP for 2009) in late December
2009. Since the beginning of July 2010, fund-
ing through the Eurosystem appears to have
declined somewhat, as a direct result of the
expiration of the first one-year LTRO.23 By the

end of the first week of October the funding
obtained by credit institutions through the
Eurosystem’s MROs and LTROs had dropped
to around €714 billion (or 5.6% of the GDP
projected for 2010).

The upswing in Eurosystem funding in the first
half of 2010 suggests that the interbank mar-
ket had difficulty in reallocating liquidity from
credit institutions with liquidity surpluses to
those that needed additional liquidity. In par-
ticular, in countries where fiscal sustainability
was dubious in the market’s perception, credit
institutions found it difficult to attract inter-
bank deposits in order to meet their liquidity
needs and hence had to recourse to the
Eurosystem to obtain the necessary funds. 

Credit institutions’ outstanding balances in the
context of the Eurosystem’s deposit facility
also went up.24 This is attributable to the fact
that credit institutions with liquidity surpluses
tend to be reluctant to place these funds in the
interbank market ―probably because they
think it would be too risky― preferring to
place them in the Eurosystem’s deposit facil-
ity instead. In late June 2010, outstanding bal-
ances in the context of this facility began to
decline, owing to a reduction in the liquidity
surplus after the expiration of the first LTRO
with one-year maturity. 
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2211 See Bank of Greece, Annual Report 2008, p. 49, footnote 6, dis-
cussing, among other things, the significance of this spread as a
measure of the risk premium incorporated in the Euribor rate, in
addition to the expectations on the evolution of the EONIA rate. 

2222 Counterparty risk: the risk that an interbank borrower will default. 
2233 By the end of June 2009 credit institutions had raised significant

funds through this operation, which were paid back in full on 1 July
2010. 

2244 Credit institutions’ outstanding balances in the context of the
Eurosystem’s deposit facility tend to vary occasionally in the course
of a maintenance period. Consequently, the upward trend described
here becomes more evident when using the average outstanding
balance of successive maintenance periods. Indeed, the per main-
tenance period outstanding balances in the context of this facility
rose from approximately €66 billion in the maintenance period
from 11 November to 7 December 2009 to approximately €289 bil-
lion in the maintenance period from 12 May to 15 June 2010 and
decreased to approximately €69 billion in the maintenance period
from 8 September to 12 October 2010. 
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1 ECONOMIC ACTIVITY: DEVELOPMENTS AND
PROSPECTS

1.1 THE EVOLUTION OF DOMESTIC DEMAND

National accounts data for the first half of 2010
show the anticipated short-term impact of the
current conjuncture on economic aggregates.
Domestic business and consumer confidence
indicators, aggregated under the Economic
Sentiment Indicator, suggested heightened
uncertainty from November 2009 until May
2010, and still remain subdued. Along with the
need for fiscal consolidation, this had a bear-
ing on private and public consumption, as well
as on investment, leading to lower economic
activity. In fact, short-term economic activity
indicators for the third quarter, combined with
the planned reduction of expenses, lead to the
assumption that growth will decelerate even
more in the second half of the year.

In greater detail, according to ELSTAT pro-
visional national accounts data, GDP declined
by 3.7% in the second quarter of 2010 year-on-
year. This change, which comes after the decel-
eration of GDP by 2.3% on an annual basis in
the first quarter of 2010 and by 2.3% in 2009,
shows that the downward course of GDP,
which had started at end-2008, accelerated in
2010 (see Table IV.1).

The deterioration of the macroeconomic
environment in the first half of 2010 is also
confirmed by the ccooiinncciiddeenntt  iinnddiiccaattoorr  ooff  eeccoo--
nnoommiicc  aaccttiivviittyy compiled by the Bank of
Greece (see Chart IV.1). Furthermore, as
mentioned earlier, the EEccoonnoommiicc  SSeennttiimmeenntt
IInnddiiccaattoorr1 has been dropping since November
2009 and reached its second lowest (61.9) in
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I V  MA CROECONOM I C  D E V E LOPMENT S  AND
PRO S P E C T S  I N  G R E E C E  

Table IV.1 Demand and gross domestic product: 2008-2010

(constant market prices of 2000; annual percentage changes)

2008 2009 2010 (Jan.-June)

Private consumption 3.2 -1.8 -1.3

Public consumption 1.0 7.6 -9.1

Gross fixed capital formation: -7.6 -11.4 -16.5

Housing -29.1 -25.1 -17.9

Other construction 2.1 5.5 -28.3

Equipment 6.2 -12.2 -8.9

Other investment -10.8 16.0 -18.7

Final domestic demand 0.7 -2.1 -5.3

Change in inventories and statistical discrepancy (% of GDP) 1.9 -0.5 3.4

Domestic demand 1.4 -4.2 -5.1

Exports of goods and services 4.0 -20.1 -2.8

Exports of goods 3.8 -18.0 -3.1

Exports of services 4.1 -21.5 -2.6

Imports of goods and services 4.0 -18.6 -9.9

Imports of goods 2.1 -18.5 -15.9

Imports of services 13.7 -19.0 11.1

Gross domestic product at market prices 1.3 -2.3 -3.0

Source: ELSTAT, 15 October 2010, revised data for 2008 and 2009. Provisional ELSTAT data for the January-June 2010 period.
For Bank of Greece estimates on 2010 as a whole see main text.

11 This index is compiled by the European Commission based on
IOBE business and consumer surveys. 
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May.2 After that, it recorded a small, though
steady, recovery up to August and dropped
again in September (see Chart IV.1). 

The deceleration of GDP in the first and the
second quarter of the year reflects lower
ddoommeessttiicc  ddeemmaanndd (by 4.1% and 6.2% respec-
tively), which was only partly offset by the
decrease in the external balance deficit. How-
ever, base effects and the early timing of Easter
(which means that consumers carried out their
purchases in March and not in April, as was the
case in 2009) led to higher pprriivvaattee  ccoonnssuummppttiioonn
in the first quarter. In the second quarter, pri-
vate consumption decreased markedly (by
4.2% year-on-year and by 6.2% quarter-on-
quarter). 

The deceleration of private consumption is
attributed to lower incomes (cutting down of
regular benefits, of the holiday and the Easter
allowance for public servants, of pensions,
lower remuneration in the private sector and
lower income from other sources – e.g. rents),
to the increased direct and indirect taxation,
the decrease in the number of employed per-
son, the climate of uncertainty and the con-
tainment of credit expansion. In particular,
national accounts data show that wwaaggeess  ppaaiidd (at
current prices) decreased by 4.1% in the first
half of 2010 against the first half of 2009 (first
quarter: -4.3%, second quarter: -3.9%),
reflecting both the decrease in earnings and in
the number of employed persons (first quarter:
-2.2%, second quarter: -2.3%, on the basis of
national accounts estimates). During the same
period, the ggrroossss  ooppeerraattiinngg  ssuurrpplluuss of the econ-
omy declined by 1.2%. 

The increase in the vvoolluummee  ooff  rreettaaiill  ssaalleess
(excluding fuel and lubricants) recorded in the
first quarter (annual rate: +5.7%) was
reversed in the second quarter (-5.9%). The
index recorded further deceleration on an
annual basis (-9.7%) in July and in the seven
months January-July it dropped by 1.6% on
average. Second quarter and July data show
that the deceleration mainly stemmed from
lower purchases of consumer durables, cloth-
ing and footwear, while food purchases were
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22 Starting from 1985, the index had reached its lowest (60.4) in March
2009. 

Chapter IV:������ 1  03-08-12  11:02  ������ 60



also reduced, though to a lower degree. The
nnuummbbeerr  ooff  nneeww  ppaasssseennggeerr  ccaarrss rose in the first
quarter (by 17.2% on an annual basis, which
shows that consumers rushed to buy cars
before the increase in indirect taxes), but then
dropped dramatically (at an annual rate of
41.1% in the second quarter and 64.0% in the
third quarter – see Table IV.2 and Chart
IV.2).3

Data on outstanding ccoonnssuummeerr  llooaannss show that
the annual rate of credit expansion remained
positive up to April, dropped to zero in May
and June and then entered negative territory
(July: -1.1%, August: -1.5%). This seems to
reflect contracting consumer demand and
tighter financing conditions. 

Taking into account the above, and if the cur-
rent trends continue in the near future, it is rea-
sonable to expect a decrease in private con-
sumption by around 4% for the year as a whole. 

As a consequence of the fiscal consolidation
measures described in detail in Chapter V,
ppuubblliicc  ccoonnssuummppttiioonn decelerated in the first and
the second quarter of 2010 against the corre-

sponding quarters of 2009 (by 9.8% and 8.4%
respectively). 

The deceleration of GDP in the first half of
2010 was chiefly driven by the large decrease
in ggrroossss  ffiixxeedd  ccaappiittaall  ffoorrmmaattiioonn, which reached
14.6% in the first and 18.6% in the second
quarter (see also Table IV.3 and Chart IV.3).
In greater detail: 

– IInnvveessttmmeenntt  iinn  ppuubblliicc  iinnffrraassttrruuccttuurree  aanndd  pprriivvaattee
nnoonn--rreessiiddeennttiiaall  bbuuiillddiinnggss (“other construction”)
declined by an annual rate of 28.3% in the first
half of the year, reflecting lower Public Invest-
ment Budget (PIP) disbursements (-39.8%).
This indicates a continuation of the downward
path that had started at end-2003, and was only
temporarily halted in the first quarter of 2009.
In the third quarter of 2010, payments out of
the Public Investment Programme rose
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33 Lower household spending is also reflected in Hellenic Transmis-
sion System Operator data, according to which total demand for
electricity dropped by 0.7% in the January-August 2010 period.
This is attributable to lower sales in the low- and medium-voltage
categories for household consumption as well as to commercial and
small industrial enterprises (-0.8%). By contrast, Eligible High
Voltage Customers (metallurgical firms and large industries) con-
sumed more electricity (+3.6%) during the same period. 

Tables IV.2 Indicators of consumer demand (2008-2010)

(annual percentage changes)

Volume of retail sales -1.4 -9.3 -1.6 (Jan.-July)

Food-beverages-tobacco1 -0.1 -6.1 -0.8 (   » » )

Clothing-footwear -5.5 1.4 -7.1 (   » » )

Furniture-electrical appliances-household equipment -4.3 -15.3 -4.9 (   » » )

Books-stationery-other -1.3 -24.0 -1.5 (   » » )

Revenue from VAT (constant prices) 0.8 -10.2 -2.7 (Jan.-Aug.)

Retail trade business expectations index -15.3 -21.4 -22.2 (Jan.-Sept.)

New passenger car registrations -7.0 -17.4 -34.0 (   » » )

Tax revenue from mobile telephony2 5.3 13.2 61.6 (Jan.-Aug.)

Outstanding balance of consumer credit3 16.0 (Dec.) 2.0 (Dec.) -1.5 (Aug.)

2008 2009
2010

(available period)

Sources: ELSTAT (retail sales, cars), Ministry of Finance (VAT revenue, tax revenue from mobile telephony), IOBE (expectations), Bank of
Greece (consumer credit).
1 Including big food stores and specialised food-beverages-tobacco stores.
2 Monthly service fee per connection until July 2009. A new tiered fee on mobile subscriptions and a fee on prepaid phone cards have been
levied as of August 2009.
3 Including bank loans and securitised loans. The rates of change are adjusted for loan write-offs/write downs, foreign exchange valuation dif-
ferences and a transfer of loans by one bank to a subsidiary domestic credit company in 2009.
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slightly compared to the corresponding
period of 2009 (+4.7%), but it was not enough
to reverse the negative six-month rate. Thus,
in the January-September 2010 period the
decrease came to 30.3% year-on-year. 

– IInnvveessttmmeenntt  iinn  eeqquuiippmmeenntt dropped in the first
half of 2010 (by 8.9% compared to the first
half of 2009). Investment in equipment has
been following a downward course since end-
2008 and, in the second quarter of 2010, it cor-
responded to around 2/3rds of its eight-year
peak in the third quarter of 2008. In the first
half of 2010 investment in equipment came to
8.1% of GDP, against 9.0% in the 2000-2008
period. 

– RReessiiddeennttiiaall  iinnvveessttmmeenntt declined by an annual
17.9% in the first half of the year. This decline
started after the high level of end-2006. In the
first half of 2010, residential investment cor-
responded to only 3.9% of GDP against 7.7%
in the 2000-2006 period. Since the number of
building permits, which constitutes a leading
indicator of residential investment, has been
falling throughout 2009, it is estimated that res-
idential investment will not rebound in 2010. 

The GGrreeeekk  rreeaall  eessttaattee  mmaarrkkeett is characterised
by a relative degree of cautiousness (on the
part of demand) and excess supply, with a con-
siderably high stock of unsold properties. How-
ever, this excess stock seems to be gradually
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absorbed. The decrease in private building
activity in 2007 and 2008 was much faster than
the corresponding decrease in the number of
real estate transactions. Private building activ-
ity kept decelerating fast in 2009 (-26.5%),
while the average annual decrease in the first
seven months of 2010 came to 24.8%. 

The slowdown of the positive rates of change
in apartment prices observed in the beginning
of 2007 continued throughout 2008, while neg-
ative rates of change were registered in the
course of 2009 and the first half of 2010 for
both “new” and “old” apartments. In greater
detail, on the basis of data collected by the
Bank of Greece, apartment prices (in nominal
terms) in the first quarter of 2010 are esti-
mated to have fallen by an average 1.8%
against the first quarter of 2009, and by a fur-
ther 5.7% in the second quarter of the year.
For 2009 as a whole, apartment prices fell by
an average of 3.7% against a 1.7% increase in
2008 (see Table IV.4). These data suggest that
prices in the Greek housing market are rather
resilient. 

It should be reminded that the annual rate of
increase in outstanding housing loans to house-
holds, after dropping to 3.7% at end-2009
(against 11.5% and 21.9% at end-2008 and end-
2007 respectively), kept on decelerating in the
course of 2010 and reached 1.6% in August
(see also Chapter VI). This deceleration is
attributed to factors on the side of the banking
system (e.g. the small increase in interest rates
on bank loans and tighter lending standards)
and the cautiousness of households (because of
increased uncertainty about future employment
and income). Furthermore, households may be
holding back on buying real estate, expecting
further decreases in the quarters to come. 

Housing loans in arrears amounted to 7.4% of
the total at end-2009, against 5.3% at end-
2008 and 3.6% at end-2007. At end-June 2010
housing loans in arrears had reached 8.7% of
the total. 

A further small correction in residential market
prices is expected in the next quarters, while the
risk of an abrupt change in prices is expected to

Monetary Policy   
Interim Report

2010 63

Table IV.3 Indicators of investment demand (2008-2010)

(annual percentage changes1)

2008 2009
2010

(available period)

Capital goods output -7.4 -22.5 -24.9 (Jan.-Aug.)

Capacity utilisation rate in the capital goods industry 77.5 73.4 67.0 (Jan.-Sept.)

Bank credit to domestic enterprises2 18.7 (Dec.) 5.0 (Dec.) 2.3 (Aug.)

Disbursements under the Public Investment Programme 9.3 -2.8 -30.3 (Jan.-Sept.)

Volume of private construction activity (on the basis of permits issued) -17.3 -26.5 -24.8 (Jan.-July)

Cement production -3.1 -21.4 -10.1 (Jan.-Aug.)

Construction business expectations index 3.0 -31.4 -26.4 (Jan.-Sept.)

Outstanding balance of total bank credit to housing3 11.5 (Dec.) 3.7 (Dec.) 1.6 (Aug.)

Sources: ELSTAT (capital goods output, volume of private construction activity, cement production), IOBE (capacity utilisation rate, business
expectations index), Bank of Greece (loans to non-financial corporations, disbursements under the Public Investment Programme, housing loans).
1 Except for the capacity utilisation rate in the capital goods industry, which is measured in percentages.
2 Including loans and corporate bonds, securitised loans and securitised corporate bonds, but excluding (as of June 2010) loans to sole pro-
prietors and uincorporated partnerships. The rates of change are adjusted for loan write-offs/write-downs, foreign exchange valuation differ-
ences, as well as loans and corporate bonds transferred by domestic MFIs to their subsidiaries operating abroad and to one domestic subsidiary
credit company in 2009.
3 Including loans and securitised loans and taking into account loan write-offs/write-downs, foreign exchange valuation differences and a trans-
fer of loans to a subsidiary domestic credit company in 2009.
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Table IV.4 Summary table of key short-term indicators for the real estate market

Sources: Bank of Greece (BoG), Hellenic Statistical Authority (ELSTAT), Athens Bar Association (DSA), Technical Chamber of Greece (TCG),
Foundation for Economic & Industrial Research (ΙΟΒΕ). 
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 char-
acteristics 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. �

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

1.1 Indices of prices of dwellings (new series)

a. All apartments (Greece) - - - 5.9 1.7 -3.7 -5.7 (Q2)

a1.  New (up to 5 years) - - - 7.2 2.3 -2.0 -6.3 (Q2)

a2.  Old (over 5 years) - - - 5.2 1.3 -4.8 -5.3 (Q2)

b1.  Athens  - - - 6.2 0.9 -4.6 -3.0 (Q2)

b2.  Thessaloniki - - - 7.0 1.5 -6.0 -6.3 (Q2)

b3.  Other cities - - - 6.3 1.8 -2.7 -5.4 (Q2)

b4.  Other areas - - - 4.6 3.3 -1.9 -10.9 (Q2)

1.2 Indices of prices of dwellings (historical series)

a. Urban areas 2.3 10.9 12.4 5.1 1.7 -4.3 -4.5 (Q2)

a1. Αthens 0.3 8.6 11.7 6.2 0.9 -4.6 -3.0 (Q2)

b1. Other urban areas1 4.7 13.4 13.0 3.8 2.6 -2.1 -1.4 (Q1)

1.3 Price index of rents 5.3 4.2 4.4 4.5 3.9 3.6 2.7 (9 months)

1.4 House price-to-rent ratio (2007=100)2 85.5 90.9 98.7 100.0 97.9 91.0 84.7 (Q2)

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 (Q2)

b. Volume of transactions (in square metres) - - - 36.6 -23.5 -38.9 -3.2 (Q2)

c. Value of transactions - - - 41.1 -20.0 -40.0 -13.1 (Q2)

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 8.4 (5 months)

b. Value of contracts - - -2.9 12.5 -2.3 -28.3 6.1 (5 months)

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

3.1 Total cost 3.2 3.4 4.3 4.6 5.1 -0.3 2.1 (Q2)

3.2 Price index of work categories 2.4 2.6 2.9 2.8 4.2 -0.2 0.3 (Q2)

3.3 Labour cost 2.3 3.1 2.6 2.4 3.3 0.3 0.1 (Q2)

3.4 Material cost 3.9 3.6 5.6 6.3 6.4 -0.7 2.9 (8 months)

4. Private building activity (ELSTAT)

4.1 Greece, total

a. Number of building permits -2.3 22.0 -14.9 -7.2 -17.6 -16.1 -10.6 (7 months)

b. Floor space (in square metres) -4.4 43.0 -23.9 -7.8 -19.0 -24.4 -20.4 (7 months)

c. Volume (in cubic metres) -4.3 36.9 -19.2 -5.8 -17.3 -26.5 -24.8 (7 months)

4.2 Athens

a. Number of building permits -11.2 35.9 -15.3 -13.8 -28.7 -15.3 -12.5 (7 months)

b. Floor space (in square metres) -12.4 58.2 -24.6 -14.0 -26.1 -18.6 -34.0 (7 months)

c. Volume (in cubic metres) -12.5 51.9 -20.6 -13.3 -25.2 -19.4 -35.6 (7 months)

Indicators

Average annual percentage changes

2004 2005 2006 2007 2008 2009 2010
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Table IV.4 Summary table of key short-term indicators for the real estate market (continue)

Sources: Bank of Greece (BoG), Hellenic Statistical Authority (ELSTAT), Athens Bar Association (DSA), Technical Chamber of Greece
(TCG), Foundation for Economic & Industrial Research (ΙΟΒΕ).
2 In absolute terms.
4 Weighted percentage balances of positive and negative answers. �

5.Construction activity

5.1 Cement production (volume, ELSTAT) -2.3 2.4 3.1 -9.2 -3.1 -21.4 -10.1 (8 months)

5.2 Public investment programme disbursements (BoG) 11.7 -21.0 8.9 7.6 9.3 -2.8 -30.3 (9 months)

5.3 Production indices in construction (ELSTAT)

a. Overall index -15.8 -38.8 3.9 15.1 2.8 -20.4 -18.3 (Q2)

b. Building construction -16.5 -15.3 -9.2 6.9 0.0 -26.1 -20.2 (Q2)

c. Civil engineering construction -15.5 -49.9 18.1 21.8 4.8 -16.8 -17.3 (Q2)

5.4 Civil engineer fees (ΤCG)

a. Total - - -5.3 23.5 6.2 -16.2 -8.5 (8 months)

b. Building permit issuance fees - - -8.4 19.0 11.0 -14.5 -11.0 (8 months)

c. Construction supervision fees - - 1.5 32.5 -2.4 -19.6 -2.8 (8 months)

6. Business expectations (IOBE)

6.1 Business confidence in the construction sector -29.1 -22.7 44.6 1.5 3.0 -31.4 -26.4 (9 months)

a. Total private construction -16.4 -11.7 12.8 1.9 -8.4 -43.2 21.3 (9 months)

b. Residential -3.2 -9.0 27.6 -14.0 -28.4 -32.4 -37.9 (9 months)

c. Non-residential -20.2 -12.5 2.9 13.4 0.9 -46.8 43.9 (9 months)

d. Public works -34.1 -30.2 68.4 0.8 9.5 -24.6 -42.6 (9 months)

6.2 Months of assured production in construction2

a. Total construction 12.6 13.9 15.7 16.8 17.3 15.9 12.0 (Sept.)

b. Residential 12.0 11.3 14.7 15.4 11.7 11.0 9.4 (Sept.)

c. Non-residential 10.0 8.7 9.3 10.1 9.8 8.4 5.8 (Sept.)

d. Public works 13.4 15.9 18.4 19.5 21.1 19.8 14.0 (Sept.)

6.3 Activity relative to previous quarter4

a. Total construction 8.0 -27.3 11.8 10.2 10.0 -16.1 -46.1 (Sept.)

b. Residential 6.0 -2.0 24.0 -11.0 -22.0 -30.7 -62.9 (Sept.)

c. Non-residential 12.3 -13.5 13.2 16.4 25.6 -28.8 -65.0 (Sept.)

d. Public works 6.8 -35.9 9.0 11.3 8.1 -8.2 -39.3 (Sept.)

6.4 Planned future activity4

a. Total construction -24.7 -57.8 -44.9 -33.2 -28.8 -42.8 -72.7 (Sept.)

b. Residential -17.0 -40.6 -22.3 -22.1 -38.9 -52.3 -92.9 (Sept.)

c. Non-residential -32.7 -41.9 -45.6 -30.3 -22.7 -56.3 -47.0 (Sept.)

d. Public works -23.5 -65.9 -49.9 -36.5 -30.0 -36.5 -77.9 (Sept.)

6.5 Prospects of employment over the next 3-4 months4

a. Total construction -20.3 -22.1 18.7 9.6 10.4 -32.1 -59.7 (Sept.)

b. Residential -3.1 4.3 31.0 1.5 -32.6 -60.9 -56.7 (Sept.)

c. Non-residential 11.4 -1.7 6.6 12.8 6.9 -45.8 -39.7 (Sept.)

d. Public works -30.8 -32.4 21.0 9.0 18.8 -21.2 -65.5 (Sept.)

Indicators

Average annual percentage changes

2004 2005 2006 2007 2008 2009 2010
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remain low. It should also be noted that the
recovery of the real estate market is directly
linked with the improvement of household con-
fidence in future employment and income, as
well as with the financing of the housing market
by the banking system and the wider economic
recovery prospects. Clear messages signalling
the effective dealing with the fiscal and structural
problems of the Greek economy would certainly
play a role in heating up the housing market. 

1.2 THE EVOLUTION OF IMPORTS AND EXPORTS 

Lower consumption and investment led to a
shrinking of iimmppoorrttss  ooff  ggooooddss  aanndd  sseerrvviicceess (on
a national accounts basis); in the first half of

2010 they were 9.9% less than in the first half
of 2009. This decrease came exclusively from
the decline in the imports of goods (-15.9%),
while imports of services grew by 11.1%.
Because of this drop, imports of goods corre-
sponded to 29.1% of private consumption in
the first half of 2010, against 39.9% in the
2000-2008 period.4

EExxppoorrttss  ooff  ggooooddss  aanndd  sseerrvviicceess (on a national
accounts basis), after a significant decrease (by
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Table IV.4 Summary table of key short-term indicators for the real estate market (continue)

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

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

7.1 Ιnvestment in construction5

a. Total construction -2.9 -6.2 14.3 -5.3 -19.1 -11.3 -23.1 (Q2)

b. Residential -0.9 -0.7 29.6 -8.6 -29.1 -21.7 -19.4 (Q2)

7.2 Net capital inflows from abroad for the purchase of real estate
property in Greece 73.0 48.0 55.4 66.5 -58.2 -24.4 -35.0 (8 months)

8. Domestic MFI credit to households (BoG)6

8.1 Total (stock) 30.4 31.0 25.7 22.4 12.8 3.1 0.6 (Aug.)

8.2 Housing loans (stock) 27.6 33.0 26.3 21.9 11.5 3.7 1.6 (Aug.)

9. Housing loan rates (BoG)2

9.1 Interest rates on new housing loans7 4.8 4.3 4.7 4.9 5.3 4.1 4.0 (Aug.)

9.2 Interest rates on outstanding housing loans with an initial
maturity of over 5 years 5.1 4.8 4.9 5.1 5.1 4.3 3.6 (Aug.)

10. Financial stress indicators 

10.1 Non-performing loan ratio (BoG)2

a. Total 7.0 6.3 5.4 4.5 5.0 7.7 9.0 (6 months)

b. Housing loans 4.6 3.6 3.4 3.6 5.3 7.4 8.7 (6 months)

c. Corporate loans 7.8 7.1 6.0 4.6 4.3 6.7 7.6 (6 months)

d. Consumer loans 7.2 7.8 6.9 6.0 8.2 13.4 16.7 (6 months)

10.2 Credit to households as a percentage of GDP2,6

a. Total 28.4 35.4 40.9 46.2 49.7 51.3 57.7 (Q2)

b. Housing loans 18.4 23.3 27.2 30.8 33.0 34.6 35.1 (Q2)

Indicators

Average annual percentage changes

2004 2005 2006 2007 2008 2009 2010

44 The ratio of imports of goods to private consumption serves only
as an indication, given that a large part of imports relates to invest-
ment (e.g. machinery, transport equipment) and not consumption.
In the first half of 2010, the ratio of imports of goods to the sum
of private consumption and investment in equipment was 26.2%,
against 35.5% in the 2000-2008 period. 
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20.1%) in 2009 due to the collapse of interna-
tional trade, decelerated by only 2.8% on an
annual basis in the first half of 2010 (goods: -
3.9% in the first quarter, -2.3% in the second
quarter; services: +1.9% in the first quarter, -
7.0% in the second quarter). 

Because of the limited slowdown of exports
and the large decrease in imports, the eexxtteerrnnaall
sseeccttoorr made a positive contribution to the
change in GDP the first half of 2010.5

1.3 THE EVOLUTION OF SUPPLY 

The substantial increase in indirect taxation led
to a 10.3% increase in net indirect taxes (at
constant prices) in the first half of 2010. This
means that there was a considerable discrep-

ancy between GDP at market prices (which
includes indirect taxes) and gross value added
at basic prices (which does not include them).
In the second quarter of 2010, vvaalluuee  aaddddeedd  aatt
ccoonnssttaanntt  ((22000000))  pprriicceess dropped by 6.3% against
the second quarter of 2009 and by 3.9% against
the first quarter of 2010. Overall, in the first
half of 2010, the value added was 4.6% less
than in the first half of 2009, while the decrease
in GDP at market prices was lower (-3.0%). 

Value added declined in most sectors in the
first half of 2010. The most notable exceptions
are: (i) agriculture-forestry-fisheries, where
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55 Despite higher rates of decrease in imports than in exports, the
value of imported goods and services is about 50% higher than the
value of exported goods and services. 

Table IV.5 Indicators of industrial activity (2008-2010)

(annual percentage changes)

2008 2009
2010

(available period)

1. Industrial production index (overall) -4.0 -9.4 -5.8 (Jan.-Aug.)

Manufacturing -4.7 -11.2 -5.3 (   »       »   )

Mining-quarrying -4.5 -11.8 -4.0 (   »       »   )

Electricity -2.8 -4.2 -8.6 (   »       »   )

Main industrial groupings

Energy -2.4 -2.9 -5.6 (   »       »   )

Indermediate goods -6.7 -18.4 -0.1 (   »       »   )

Capital goods -7.4 -22.5 -24.9 (   »       »   )

Consumer durables -5.7 -20.7 -9.2 (   »       »   )

Consumer non-durables -2.0 -4.1 -6.4 (   »       »   )

2. Industrial turnover index1 6.9 -23.1 5.6 (Jan.-July)

Domestic market 7.7 -22.1 0.1 (   »       »   )

External market 4.9 -25.6 20.5 (   »       »   )

3. Industrial new orders index2 -1.9 -27.7 2.6 (   »       »   )

Domestic market -0.3 -23.0 -9.4 (   »       »   )

External market -3.8 -34.4 23.8 (   »       »   )

4. Index of business expectations in industry -10.6 -21.5 7.1 (Jan.-Sept.)

5. Industrial capacity utilisation rate 75.9 70.5 68.5 (   »       »   )

6. Purchasing Managers’ Index (PMI)3 50.4 45.3 44.7 (Sept.)

Sources: ELSTAT (industrial production index, industrial turnover and new orders), ΙΟΒΕ (expectations, industrial capacity utilisation rate),
Markit Economics and Hellenic Purchasing Institute (PΜΙ).
1 The index refers to the sales of industrial goods and services in value terms.
2 The index reflects developments in demand for industrial goods in value terms.
3 Seasonally adjusted index; values above 50 indicate expansion of manufacturing activity.
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value added rose by 1.8%, in line with the
increase in the number of people working in
the primary sector, (ii) the sectors of financial-
real estate-leasing and business services, where
value added rose by 0.5% because of positive

developments in the first quarter, while in the
second quarter there was a decrease (-2.7%)
for the first time since the first quarter of 2006.
The construction sector recorded a large
decline (-24.6%), followed by industry includ-
ing energy (-7.1%) and the sectors of com-
merce-hotels-restaurants and transport-com-
munications (-7.0%). Turning to mmaannuuffaaccttuurr--
iinngg (see Table IV.5), the relevant index sug-
gests that the decrease is milder than last year
(2009: -11.2%, first quarter of 2010: -4.8%, sec-
ond quarter: -4.6%, July: -9.7%, but August: 
-3.9%). The same picture ―that of a less
intense decrease― is also painted for the
period up to September 2010 by the Purchas-
ing Managers’ Index (PMI) and IOBE esti-
mates for industrial production (see Charts
IV.4 and IV.5).6 Besides, turnover and new
orders in industry rose in the January-July 2010
period, exclusively because of increased exter-
nal demand. As evidenced by IOBE surveys,
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66 The decrease in manufacturing production is mainly attributed to
the ongoing large decrease in the production of the key branches:
food-beverages, textiles, clothing-footwear, as well as of branches
related to construction (non-metal minerals, production of metal
products). However, production rose in six branches, among which
that of basic metals, pharmaceuticals, petroleum products and
chemicals. 
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business expectations indices in ttrraaddee and ootthheerr
sseerrvviicceess  ((eexxcclluuddiinngg  bbaannkkss)) are very low, though
there are signs of stabilisation since June, pos-
sibly indicating that there will be no further
decline (see Tables IV.2 and IV.6). 

The broad-based decrease in output was
accompanied by a decrease in eemmppllooyymmeenntt (see
Section 2 below), though at a lower degree,
leading to lower labour pprroodduuccttiivviittyy. As regards
manufacturing, it is quite positive that labour
productivity in the first half of 2010 has
remained unchanged compared to the first half
of 2009. 

1.4 ESTIMATES FOR THE YEAR AS A WHOLE

It is estimated that GDP will drop by about 4%
in 2010 against 2009. This decrease reflects
lower consumption (private and public) and

investment and ―turning to the supply side―
it is expected to come mainly from consumer
services and construction. In the second half of
the year, industry is expected to make a posi-
tive contribution, as evidenced by ELSTAT
data on new orders from abroad and by IOBE
surveys. 

2 EMPLOYMENT AND UNEMPLOYMENT: 
DEVELOPMENTS AND PROSPECTS 

The slowdown of economic activity led to a
decrease in the number of employed persons,
both through the abolition of jobs and the dras-
tic cuts in job creation. At the same time, the
number of inactive persons seeking employ-
ment rose in 2010. These developments led to
a significant increase in the rate of unemploy-
ment. Given that the rate of decrease in
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Table IV.6 Activity indicators in the services sector (2008-2010)

(annual percentage changes)

2008 2009
2010

(available period)

Services turnover indicators

Car retail sales -7.9 -15.7 -23.1 (Jan.-June)

Wholesale trade 9.4 -8.9 1.4 (   »       »   )

Telecommunications -1.0 -8.9 -7.4 (   »       »   )

Land transport 5.1 -31.5 -13.4 (   »       »   )

Sea transport 10.2 -22.8 -4.7 (   »       »   )

Air transport 6.5 -12.6 -4.3 (   »       »   )

Storage and transport supporting activities 3.1 -33.3 -6.2 (   »       »   )

Travel agencies and related activities 3.5 -15.8 -6.6 (   »       »   )

Tourism (hotels and restaurants) 3.2 -9.1 -5.6 (   »       »   )

Legal, accounting and management consulting services 10.9 -12.4 -7.1 (   »       »   )

Architectural and engineering services 9.0 -18.6 -22.6 (   »       »   )

Advertising and market research 2.6 -18.4 -11.3 (   »       »   )

Passenger traffic

Athens International Airport -0.4 -1.5 -3.1 (Jan.-Aug.)

Aegean Airlines1 14.4 9.9 0.4 (Jan.-June)

Piraeus port (OLP) 0.7 -3.8 -5.7 (   »       »   )

Business expectations index in the services sector -8.3 -28.3 -8.4 (Jan.-Sept.)

Sources: ELSTAT (services turnover), Athens International Aiport, Aegean Airlines, Piraeus Port Authority and IOBE (expectations).
1 Including charter flights.
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employment is lower than the rate of decrease
in output, llaabboouurr  pprroodduuccttiivviittyy has declined. This
will affect the pace of recovery in employment,
once output starts increasing again. 

In the first half of 2010, the average number of
employed persons, according to the Labour
Force Surveys conducted by ELSTAT,
dropped by 82,500 people (-1.8%) compared to
the first half of 2009. The decrease was faster
in the second quarter (first quarter: 60,200
people or -1.3%, second quarter: 104,900 peo-
ple or -2.3%), showing that the decrease in
employment intensified at end-2009 and that
the usual seasonal increase in employment
between the first and the second quarter did
not occur in 2010 (see Chart IV.6). 

The number of employed persons in the first
half of 2010 was 2.6% lower than the average
for the first half of 2008, i.e. when activity
started decelerating, and equal to the level of
2006. The rraattee  ooff  eemmppllooyymmeenntt for those aged

15-64 was 60.1% in the first half of 2010, from
61.3% in the first half of 2009. 

There exist some differences though between
the first half of 2010 and the first half of 2009
as to the groups that have been hit by the slow-
down of economic activity. While in the first
half of 2009 the decrease concerned only the
number of eemmppllooyyeedd persons, in the first half
of 2010 many sseellff--eemmppllooyyeedd  ((eemmppllooyyeerrss)), along
with their staff, stopped being employed (first
quarter: -25,200 people or -6.5%, second quar-
ter: -30,000 people or -7.8%). The number of
employed persons also dropped, though at 
a lower rate (first quarter: -57.400 people or 
-2.0%, second quarter: -68.200 people or 
-2.3%) and the same applies to ffaammiillyy  wwoorrkkeerrss
(first quarter: -2,000 people or -0.8%, second
quarter: -20,800 people or -7.9%), probably
because of lower activity in these enterprises.
By contrast, the number of sseellff--eemmppllooyyeedd
((nnoonn--eemmppllooyyeerrss)) rose (first quarter: 24.300
people or 2.5%, second quarter: 14,100 peo-
ple or 1.5%) because of higher employment in
agriculture. 

SSeeccttoorraall  ddeevveellooppmmeennttss in employment tend to
follow those in sectoral output (which is
analysed in the previous section). The number
of people employed in agriculture rose by 6.1%
(32,300 people) in the first half of the year
(first quarter: 42,400, second quarter: 22,100),
thereby continuing a trend that had started in
2008. This development reflects the increased
number of newcomers in the labour market,
the lower number of pension applicants and
the shift of people employed in other sectors
(e.g. construction and tourism) towards agri-
culture. Furthermore, a considerable increase
in employment is also recorded in services
related to health and welfare (first half: 8%).
By contrast the number of people employed in
manufacturing kept decreasing (first half: 
-7.7%), a trend that had started in 1998 and
became stronger after the end of 2007.7 How-
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77 Intertemporal sectoral analyses should be treated with caution due
to the change in the statistical classification of sectors (from
STAKOD-93 to STAKOD-08). However, the key trends are not
distorted in the present sectoral analysis. 
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ever, the annual rate of decrease in the num-
ber of people employed in manufacturing
seems to be decelerating (-6.4%) in the second
quarter of 2010. The deceleration of employ-
ment in construction, which had started at end-
2008, intensified in 2010 – it is estimated that
about 70,000 jobs have been lost. In the first
quarter of 2010, employment in construction
(335,200 people) was at about end-2002 levels.
Turning to retail and wholesale trade, the
increase in employment up to the beginning of
2009 was followed by a decrease in the number
of employed persons (first half: -4.7%), espe-
cially self-employed, who account for a large
share (about 40%) of total employment in the
sector.8 Professional, scientific and technical
activities are also recording significantly lower
employment rates. 

In some sectors (construction, retail trade,
manufacturing), the decrease in employment
was coupled with a decrease, though to a lower
degree, in aavveerraaggee  wweeeekkllyy  wwoorrkkiinngg  hhoouurrss. In
other sectors (mining, energy, professional-
scientific-technical activities), the decrease was
accompanied by an increase in the average
weekly working hours. Those sectors that reg-
istered an increase in employment (health,
education, agriculture) also recorded higher
average weekly working hours. Average
weekly working hours in total economy rose by
0.6%.9 This change, which took place despite
the higher share of part-time employment,
reflects changes in the composition of eco-
nomic activity as well as an increase in the per-
centage of self-employed (non-employers), the
average weekly working hours of which exceed
the general average. 

Both the absolute number and the share of
eemmppllooyyeedd  ppeerrssoonnss  wwiitthh  aa  sseeccoonndd  jjoobb decreased
between the first half of 2009 (155,100 people
or 3.4%) and the first half of 2010 (140,200
people or 3.2%).

According to IOBE business surveys, enter-
prises estimated that the outlook as regards the
number of their employees was negative in
September in all sectors except retail trade (see

Chart IV.7). In spite of the fact that the fore-
cast is marginally negative in services (with the
exception of retail trade and banks) and that
the rate of decrease in manufacturing has been
decelerating during the past months, it is
expected that overall employment will
decrease in 2011 as well.10 This is also corrob-
orated by the decision to reduce new recruit-
ments in the public sector, which absorbed a
substantial amount of newcomers.11 Employ-
ment in construction is expected to decline fur-
ther in 2011. 

Quite indicative of this climate of uncertainty
is the increase in the number of people
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88 According to a survey conducted by ELSTAT among retail trade
firms (excluding those selling fuel), the number of employed per-
sons dropped by an annual 1.7% in the first quarter of 2010 and
rose by 0.7% in the second quarter. These data are in contrast to
those of the Labour Force Survey as well as those on the volume
of retail sales. 

99 Over the same period average weekly working hours of people
employed in the non-agricultural private sector decreased by 0.2%. 

1100 An estimated increase in employment in retail trade is probably
explained by seasonal factors, i.e. the forthcoming Christmas season. 

1111 According to LFS data, from 2006 to 2009, about 15% of new-
comers were recruited in the public sector. 
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employed under ffiixxeedd--tteerrmm  ccoonnttrraaccttss (firth half
of 2009: 340,100 people or 7.5%, first half of
2010: 343,900 people or 7.8%) and of those
employed by tteemmppoorraarryy  eemmppllooyymmeenntt  aaggeenncciieess.
An increasing share of those working under
fixed-term contracts opted for this solution
because they could not find permanent
employment. 

The nnuummbbeerr  ooff  tthhee  uunneemmppllooyyeedd rose consid-
erably between the first half of 2009 and the
first half of 2010, as there was an increase in
both the number of people who lost their jobs
and the number of newcomers – either
because they just finished their studies or
because they decided to start working in order
to contribute to the family budget.12 For com-
parability purposes, in the first half of 2008,
22.5% of the persons who had completed
their studies two years earlier had found a job,
while in the first half of 2010 this percentage
had fallen to 20%. 

In greater detail, while employment decreased
by 82,500 people, the number of the unem-
ployed rose by 138,000. In the first half of 2010,
the rraattee  ooff  uunneemmppllooyymmeenntt reached 11.8%,

against 9.1% in the corresponding period of
2009. On an annual basis, this increase became
more apparent in the course of the year (see
Chart IV.8), from 2.4 percentage points in the
first quarter to 2.9 percentage points in the sec-
ond quarter of 2010 (year-on-year). 

Since the crisis broke out, the rate of male
unemployment has been lower than the female
one, but is growing faster. This mainly reflects
the different consequences of the crisis to dif-
ferent economic sectors. But recently, i.e.
between the first half of 2009 and the first half
of 2010, the increase in the rate of unemploy-
ment has been similar for both sexes.13 This
reflects the spill-over of the crisis in other sec-
tors, as well as the increased participation of
women in the labour force.14

Despite the fact that the rate of male unem-
ployment (9.2%) is much lower than the
female one (15.4%), it exceeds the historically
high 7.7% (recorded in the first half of 1999)
for the first time. 

It should also be noted that there are differ-
ences in the rate of unemployment depending
on nnaattiioonnaalliittyy. In particular, unemployment has
risen more for immigrants than for Greeks.
This is explained by the concentration of immi-
grants in those sectors that were hit by the cri-
sis the most (construction, manufacturing), as
well as by the continuously higher increase in
their participation compared to that of
Greeks.15 Due to the above, the unemployment
rate of immigrants (first half of 2010: 14.4%)
exceeds that of Greeks by 2.9 percentage
points. 
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1122 In the first half of 2010, the number of people not previously
employed and seeking employment was 6.4% higher than in the
first half of 2009. 

1133 In the first half of 2009, the rate of unemployment was 6.6% for
men and 12.8% for women. In the first half of 2010 the two rates
came to 9.2% and 15.4% respectively - i.e. both rates rose by about
2.5 percentage points. 

1144 The participation of women (15-64 years old) in the labour mar-
ket rose from 56.1% in the first half of 2009 to 57.4% in the first
half of 2010. 

1155 The participation rate of Greeks (all ages) was 52.2% in the first
half of 2009 and 52.4% in the first half of 2010 (i.e. it remained
almost unchanged). For immigrants, the respective shares were
72.6% and 73.8%. 
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Apart from the number of the unemployed
that fall under the official definition of the
International Labour Office (ILO), an
increase has also been recorded in the number
of people who do not seek employment
because they believe that they will not find
one, of those who do not seek employment for
any other reason, as well as of those working
part-time because they cannot find a full-time
job. If these categories are also taken into con-
sideration, the rate of unemployment-under-
employment came to 16.3% in the first half of
2010 (and the rate of unemployment to
11.8%).16

Because of the above developments, the num-
ber of people aged 18-59, who live in house-
holds where no-one is working, rose from
8.1% in the first half of 2009 to 9.8% in the
first half of 2010. 

Finally, it is quite worrisome that the share of
long-term unemployed in the total number of
unemployed rose (from 42.1% in the first half
of 2009 to 46.2% in the first half of 2010). This
stems from the fact that the chances of an
unemployed person to find employment dimin-
ish as the period of unemployment increases.
In order to deal with this risk, Law 3845 has
introduced “rehabilitation cheques”, whereby
unemployment benefits can become employ-
ment benefits. This is also the spirit governing
the individual projects under the “active pol-
icy for employment” now implemented by the
Manpower Employment Organisation. The
measures aiming at supporting flexibility in the
labour market (Law 3863/2010, see also Box
IV.1) will also contribute to this direction. 
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1166 A similar divergence between the two aggregates had also been reg-
istered in the first half of 2009 (9.1% against 13.5%). 

RECENT LEGISLATIVE REFORMS IN THE LABOUR MARKET

11  TThhee  nneeeedd  ffoorr  ssttrruuccttuurraall  cchhaannggeess  iinn  tthhee  llaabboouurr  mmaarrkkeett

The Greek labour market is characterised by high and persistent unemployment, especially among
young people and women, who also have the lowest participation rates. The small chances of tran-
sition from unemployment or non-active economic status to employment are another expression
of the same problem. High unemployment rates are attributed to high labour costs, which are almost
double the net salary earned by employees, and to low labour mobility between sectors, due to struc-
tural rigidities and the inadequate differentiation of wage changes between sectors. The heavy bur-
den of social security contributions leads to the creation of a dual labour market, where the black
market unfairly competes with the official market, thereby suspending the business growth process. 

Young people prefer to find employment in the public sector, because of the ―until recently―
better working conditions (earnings, pensions, other terms of employment); this creates a second
duality, also leading to irregularities in the functioning of the labour market. 

In addition, labour productivity is low, reflecting inefficient organisation, the small size of enter-
prises, mismatches between the skills of secondary vocational and tertiary education graduates and
those required by the market, as well as the lack of vocational training programmes by enterprises. 

From the above it becomes obvious that there is a need for structural interventions in the insti-
tutional framework of the labour market. Naturally, these interventions will not lead to the cre-
ation of jobs by themselves, as they have to be combined with an overall growth strategy (e.g. growth
plan, structural reforms in product markets etc.). 

Box IV.1
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22  RReecceenntt  lleeggiissllaattiivvee  cchhaannggeess

The recent legislative changes may be divided into three categories: institutional changes, aim-
ing at reinforcing labour market flexibility and increasing productivity; changes directly affect-
ing labour costs and, therefore, the competitiveness of the economy; and changes aiming at address-
ing the effect of the economic crisis, which heighten the problems in the labour market and pose
threats to social cohesion. These changes are described below, but it should be noted that sev-
eral of the arrangements introduced by laws require further decisions of the Minister of Labour
and Social Security for their implementation. 

Most legislative changes are introduced by Law 3845, “Measures for the application of the sup-
port mechanism for the Greek economy by euro area countries and the International Monetary
Fund”, Law 3846, “Guarantees for employment security and other provisions”, and Law 3863 “New
social security system and relevant provisions, labour relations arrangements”. However, the func-
tioning of the labour market is also affected by other structural measures taken in the past few
months. These include measures facilitating the establishment of enterprises and opening “closed”
professions, because they will lead, inter alia, to the creation of new jobs. The arrangements that
will rationalise the functioning and hiring in the public sector will also contribute, to containing
the duality between the public and the private sector.

The new social security system will contain early retirement. Moreover, fiscal consolidation and
the elimination of contribution evasion will ultimately enable the reduction of the rates of employer
and employee social security contributions. 

22..11  IInnssttiittuuttiioonnaall  cchhaannggeess  rreeiinnffoorrcciinngg  fflleexxiibbiilliittyy  aanndd  iinnccrreeaassiinngg  pprroodduuccttiivviittyy  

((aa))  RReellaattiioonnsshhiippss  bbeettwweeeenn  ccoolllleeccttiivvee  llaabboouurr  aaggrreeeemmeennttss:: Law 3845 overturns the hierarchical
relationship between collective agreements that was in force until recently. Specifically, while
pursuant to Law 1876/1990 working agreements at profession, sector or enterprise level cannot
lay down terms that are more unfavourable than those of national general collective agreements,
Law 3845 stipulates that this restriction will no longer apply. Whether further clarification is
needed or not for the implementation of this arrangement is a matter that seems to divide legal
circles.1

((bb))  IInnccrreeaassee  iinn  tthhee  cceeiilliinngg  oovveerr  wwhhiicchh  ddiissmmiissssaallss  aarree  ccoonnssiiddeerreedd  ggrroouupp  llaayyooffffss22:: In enterprises
employing 20-150 persons, dismissals are considered to be group layoffs when more than 6 per-
sons are dismissed in one month (against 4, as previously applied). In enterprises employing
up to 600 persons, the relevant percentage of dismissed persons per month now comes to 5%
(compared with 2% until now3 for enterprises employing 200-1,500 persons). In enterprises
employing over 600 persons, the ceiling comes to 30 persons (as was previously applicable for
enterprises employing over 1,500 persons). This change will mostly affect enterprises employ-
ing 600 persons, where dismissals become group layoffs when they involve more 30 persons
(against 12).

1 See e.g. K. Bakopoulos, “Labour legislation reforms by Law 3845/2010” (in Greek) and S. Goudrololos, “Collective contracts after the
new Law 3845” (in Greek) (Labour Law Bulletin 1561/2010), who argue that Law 3845 does not change the previous status, given that
it does not directly abolish the provisions of the previous law.

2 Group dismissals require special authorisation by the Prefect or the Minister of Employment and Social Security.
3 Law 2874/2000 provided for a percentage ranging from 2% to 3%, which was specified twice a year by the Minister of Labour and Social

Security. Most of the times, the percentage was set at 2% (including the first half of 2010). 
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((cc))  FFlleexxiibbllee  wwoorrkk  ttiimmee  aarrrraannggeemmeennttss:: Law 3846 (article 7, para. 8) enables the determination, via
enterprise-level or sectoral agreements, of systems for arranging work time that are different from
those explicitly provided for by law (e.g. calculation of average work on a four- or eight-month
basis),4 depending on the peculiarities of the sector or the enterprise.

((dd))  TThhee  mmaatttteerr  ooff  aarrbbiittrraattiioonn:: The institutional changes that are under way (but have not been
completed yet) include the procedure of recourse to the Organisation for Mediation and Arbi-
tration (OMED). According to the framework voted in 1990, in case of failure of negotiations
between employers and employees for the conclusion of a collective agreement, both sides may
seek the services of a mediator or have recourse to arbitration. The terms of recourse to media-
tion and arbitration are stipulated either in the collective agreements themselves or by Law
1876/1990, which provides that any of the concerned parties may request the appointment of a
mediator. If the concerned parties accept the recommendation of the mediator, then it becomes
equivalent to a collective agreement. If, however, the employer rejects the recommendation of
the mediator while employees accept it, then the latter are entitled to have recourse to arbitra-
tion.5 Employers do not, however, have the same right if the employees reject the recommenda-
tion of the mediator, with the exception of enterprise-level agreements and collective agreements
in public utilities. In case of recourse to arbitration, the arbitrator’s award is equivalent to a col-
lective agreement and applies retroactively from the date following the submission of the request
for arbitration. The arbitrator is selected by consent or lot (if consent is not reached).6

The foregoing show that, in the case of sectoral and occupational labour agreements, there is an
asymmetry in the procedure of recourse to arbitration, as employers may not have recourse to
arbitration if employees reject the decision of the mediator. Moreover, it has been observed that
there are arbitration awards that lack adequate justification.7 In order to address these short-
comings, Law 3863 stipulates that a Presidential Decree will be issued within three months of the
publication of the law (i.e. by 15 October 2010) or by the end of the year at the latest. The Min-
istry of Labour forwarded a draft Presidential Decree to social partners in early October. 

22..22  CChhaannggeess  ddiirreeccttllyy  aaffffeeccttiinngg  llaabboouurr  ccoossttss  aanndd  ccoommppeettiittiivveenneessss

((aa))  RReedduuccttiioonn  iinn  tthhee  ccoosstt  ooff  eemmppllooyyiinngg  nneewwllyy--hhiirreedd  ppeerrssoonnss through OAED subsidies: the law
stipulates that newly-hired persons up to 25 years old will not pay social security contributions,
while employer contributions will be calculated on the net salary, i.e. salary excluding employee
contributions. 

((bb))  AApppprreennttiicceesshhiipp:: the institution of apprenticeship is not new; apprenticeship programmes were
organised by the schools of OAED and the relevant remuneration was determined by ministe-
rial decisions. According to Law 3864, all enterprises employing persons aged 15-18 may conclude
special one-year apprenticeship agreements. Persons employed under such agreements receive
70% of the minimum wage or salary provided for in the National General Collective Agreement. 

4 See, in this regard, Law 3846/10, article 7, as well as Bank of Greece, Monetary Policy–Interim Report, October 2005, Box V.1., pp.
103-105, explaining in detail how work time arrangement functioned to date.

5 Parties are also entitled to have recourse to arbitration at any stage of the negotiations by consent or by initiative of one party, if the
other party does not accept the recourse to mediation.

6 The association of mediators and arbitrators is a special unit performing public function and comes under the Organisation for Mediation
and Arbitration (OMED). OMED was established in 1990 and is an independent body governed by an 11-member board of directors with
the participation of representatives of social partners, a representative of the Ministry of Labour, scientists and members of the academia.

7 See, in this regard, http://www.esee.gr/page.asp?id=3233, for the positions of the National Confederation of Hellenic Commerce (ESEE)
on the draft Presidential Decree establishing the Organisation for Mediation and Arbitration (OMED), which was forwarded by the
Minister of Labour to social partners in early October.
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3 INFLATION: DEVELOPMENTS AND PROSPECTS 

3.1 SUMMARY OF DEVELOPMENTS AND PROSPECTS
FOR 2010 

The cost related to the implementation of the
measures aimed at pulling the economy out of
the crisis is reflected, among others, in the tem-
porary hike of inflation, which is the result of: 

– mainly the large increase in indirect taxation, 

– the increase in the price of crude oil in the
world market, which was on average 30-34% in
euro terms in 2010 against a 32-33% decrease
in 2009 (see Charts IV.9 and IV.10),17

– the recovery of the prices of other imported
goods (to a much lesser extent, see Chart

IV.11), which is also supported by the drop in
the effective exchange rate of the euro against
the currencies of Greece’s trading partners
(namely, non-energy import prices for indus-
trial use were increasing at an annual rate of
1.4% in August 2010, against -0.1% in August
2009, while the average annual drop in the
exchange rate in 2010 is estimated to be almost
3%, according to current trends). 

By contrast, lower demand helped contain
inflation, as reflected on lower profit margins
as well as on the fact that, because of the pol-
icy pursued, unit labour cost has been decreas-
ing in total economy and its rate of increase is
decelerating in the business sector (it may even
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((cc))  LLoowweerr  ccoosstt  ooff  oovveerrttiimmee  wwoorrkk:: the overtime premium is lowered by 20% compared with what
has been applicable since 2005.8

((dd))  CCoosstt  ooff  ddiissmmiissssaallss:: There has been a decrease in the period of notice afforded by law to enter-
prises, thus allowing the payment of lower compensation to dismissed staff. For a person work-
ing for 28 years with the same employer, compensation without notice comes to 24 months worth
of salaries. Under Law 3863, this compensation drops to 12 months worth of salaries, provided
that notice in writing has been given 6 months before the termination of the contract. In the past,
the period of notice in writing was 2 years. Because of this long period of notice, notice in writ-
ing was not utilised and 24 months worth of salaries were paid as compensation.

22..33  MMeeaassuurreess  eennssuurriinngg  ssoocciiaall  ccoohheessiioonn  dduuee  ttoo  tthhee  ccrriissiiss

With a view to protecting workers aged 55-64 from losing their employment to younger people,
Law 3863 stipulates that, in the event of a dismissal, the employer will participate in the cost of
self-insurance of dismissed workers for three years.9 Specifically, persons aged 55-64 years who
are dismissed from their work are entitled to self-insurance. The employer will participate for three
years in the cost of self-insurance by 50% in the case of persons up to 60 years of age and by 80%
in the case of persons aged 60-64. The balance of the cost of self-insurance will possibly be cov-
ered by OAED (LAEK branch). Alternatively, OAED will protect the jobs of these persons by
including them in subsidised employment programmes.

8 The overtime premium for the first 5 hours over the 40-hour contractual 5-day working week is lowered to 20% from 25%. The over-
time premium for overtime hours up to 120 (on an annual basis) ―excluding the first five overtime hours per week― is lowered to 40%
from 50%. Τhe overtime premium for overtime hours over 120 (on an annual basis) ―excluding the first five overtime hours per week―
which have been approved by the Ministry of Labour – is lowered to 60% from 75%. Τhe overtime premium for “exceptional” over-
time hours, i.e. hours for which no approval has been obtained by the Ministry of Labour, is lowered to 80% from 100%. 

9 Pursuant to article 74, para. 7 of Law 3863, the cost of self-insurance will be covered by the employer when the number of dismissed
persons aged 55-64 years does not exceed 10% of total dismissed persons.

1177 See ECB staff macroeconomic projections, Monthly Bulletin, Sep-
tember 2010 and IMF, World Economic Outlook, October 2010.
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remain unchanged there). In fact, the increase
is indirect taxation is not passing through to
consumer prices as enterprises absorb part of
the increase, by reducing their profit margins
in order to deal with lower demand. It is esti-
mated that about 50% of the increase in VAT
rates were passed through to the retail prices
of goods included in core inflation (it is esti-
mated that after the 2005 increase in VAT
rates the respective share was 95%). It should
of course be noted that the dampening effect
of lower demand would be larger if competi-
tion worked effectively. 

******

The annual rate of increase in the Harmonised
Index of Consumer Prices (HICP) accelerated
from 2.3% in January to 5.7% in September
2010 (see Chart IV.12), reaching its highest
level since 1997. Core inflation (which does not
include energy and unprocessed food prices)
also rose substantially, from 1.4% in January
to 3.9% in August and 3.8% in September 2010
(see Chart IV.13). 
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For 2010 as a whole, it is estimated that the
average annual rate of increase in HICP will be

around 4.8%, against 1.3% in 2009, while the
average level of core inflation will be slightly
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Table IV.7 Harmonised index of consumer prices: Greece and the EU (2008-2010)

(annual percentage changes)

Source: Eurostat.

Austria 3.2 0.4 0.2 1.6

Belgium 4.5 0.0 -0.7 2.4

Bulgaria 12.0 2.5 1.3 3.2

Cyprus 4.4 0.2 -0.9 3.4

Czech Republic 6.3 0.6 0.0 1.5

Denmark 3.6 1.1 0.7 2.3

Estonia 10.6 0.2 -0.7 2.8

Finland 3.9 1.6 1.3 1.3

France 3.2 0.1 -0.2 1.6

Germany 2.8 0.2 -0.1 1.0

Greece 4.2 1.3 1.0 5.6

Hungary 6.0 4.0 5.0 3.6

Ireland 3.1 -1.7 -2.4 -1.2

Italy 3.5 0.8 0.1 1.8

Latvia 15.3 3.3 1.5 -0.4

Lithuania 11.1 4.2 2.2 1.8

Luxembourg 4.1 0.0 -0.2 2.5

Malta 4.7 1.8 1.0 3.0

Netherlands 2.2 1.0 -0.1 1.2

Poland 4.2 4.0 4.3 1.9

Portugal 2.7 -0.9 -1.2 2.0

Romania 7.9 5.6 4.9 7.6

Slovakia 3.9 0.9 0.5 1.1

Slovenia 5.5 0.9 0.1 2.4

Spain 4.1 -0.2 -0.7 1.8

Sweden 3.3 1.9 1.9 1.1

United Kingdom 3.6 2.2 1.6 3.1

European Union - 27 3.7 1.0 0.6 2.0

Euro area 3.3 0.3 -0.2 1.6

Country
2008

(year average)
2009

(year average) August 2009 August 2010

Table IV.8 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

(Jan.-Aug.)

Differential of average annual rates of HICP change 1.3 1.1 0.9 1.0 1.1 3.0

Contributions:

Core inflation 1.40 1.15 1.00 0.77 0.91 1.43

of which

Services 0.51 0.43 0.50 0.56 0.64 0.77

Processed food 0.10 0.44 0.13 -0.14 0.14 0.38

Non-energy industrial goods 0.79 0.28 0.35 0.35 0.13 0.28

Unprocessed food -0.30 -0.12 -0.06 0.03 0.39 -0.14

Energy 0.20 0.11 -0.03 0.24 -0.25 1,75
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higher than 3%, from 2.2% in 2009. It should
be recalled that the average annual rate of
inflation in the euro area was 0.3% in 2009,
and it is expected to reach 1.5-1.7% this year
(see Tables IV.7 and IV.8 and Chart IV.15). 

Of course as the impact of the increase in indi-
rect taxation on the annual rate of increase in
prices will gradually fade in 2011, so will infla-
tion. Stronger competition in the goods and
services markets ―as a result of the imple-
mentation of structural reforms― will also
contribute towards containing inflation.

3.2 MAIN DETERMINANTS OF INFLATION 

• As regards the impact of the increase in indi-
rect taxation on inflation, it should be noted
that: 

– Up to now, the largest contribution to the
annual rate of increase in inflation (on the

basis of HICP) was recorded in August and
September (4.4 and 4.2 percentage points
respectively, with inflation being at 5.6-5.7%).
For 2010 as a whole, it is estimated that the
average annual contribution will be around 3.2
percentage points (with an annual inflation of
4.8%). If the contribution of the increases in
administrative prices is taken into considera-
tion, the overall contribution reaches 4.8 per-
centage points in August and 4.6 in September,
and it is estimated that it will average 3.6 per-
centage points in 2010. 

– Turning to core inflation, the largest contri-
bution was also recorded in August and Sep-
tember (3.2 and 3.1 percentage points respec-
tively, when core inflation stood at 3.8-3.9%).
For 2010 as a whole, it is estimated that the
average annual contribution will be around 2.3
percentage points (with core inflation at 3.1%).
If the contribution of increases in administra-
tive prices is taken into consideration, the over-
all contribution reaches 3.65 percentage points
in August and 3.5 percentage points in Sep-
tember (92-95% of core inflation) and it is esti-
mated that it will average 2.6 percentage points
in 2010 (86% of core inflation). 

• As regards the evolution and outlook for
uunniitt  llaabboouurr  ccoossttss, the following have to be taken
into consideration (see Table IV.9): 

(a) According to laws 3833/201018 and
3845/2010, the basic pay will be frozen and
benefits will be cut in the central and the gen-
eral government,19 while Law 3847/2010 pro-
vides for similar measures for civil servant pen-
sions. It is estimated that these measures (in
nominal terms) will lead to a 12.8% decrease
in civil servants’ average gross earnings, 9.3%

Monetary Policy   
Interim Report
201080

1188 See also Bank of Greece, Governor’s Annual Report 2009, April
2010. 

1199 The measures include a 10% cut in most benefits for the period 1
January – 31 May 2010, and a 20% cut thereafter, a 30% decrease
in the Easter bonus (it will be abolished in 2011 while low- and aver-
age-income civil servants will receive a 250 euro allowance) and the
abolishment of the holiday allowance and the Christmas bonus
(low- and average-income civil servants will be receiving allowances
of 250 and 500 euro respectively). Similar measures are taken for
Legal Persons in Private Law which belong to the state or are reg-
ularly financed by the state budget, or constitute public enterprises
in the sense of paragraphs 1, 2 and 3 or article 1 of Law 3429/2005.

Chapter IV:������ 1  03-08-12  11:02  ������ 80



in public sector pensioners’ earnings and 5.7%
in the earnings of those working in public util-
ities. The pre tax decrease in civil servants’
gross earnings (in real terms) is close to 17%. 

(b) In the private sector, the social partners
signed the new 3-year National General Col-
lective Labour Agreement on 15 July.
According to the Agreement, it is stipulated
that lower earnings will remain unchanged in
2010 and will rise as from 1 July 2011 in line
with the annual average inflation of the euro
area in 2010 and as from 1 July 2012 in line
with the average annual inflation of the euro
area in 2011. On the basis of the Agreement,
the average annual increase in minimum earn-
ings for 2010 will be 1.7% (exclusively because
of the carry-over effect from 2009), while the
average annual increase will be 0.9% in 2011
and 1.6% in 2012. Furthermore, according to
article 51 of Law 3871/2010, up to end-2012 all
arbitration decisions issued and collective
agreements concluded after a proposal by
OMED (Organisation for Mediation and

Arbitration) can not diverge from the per-
centage rates of increase provided for in the
Agreement. Furthermore, Law 3863 reduces
lay-off compensations in practice (through the
reduction of the period of notice), increases
the limit over which lay-offs are considered
“mass lay-offs”, reduces the remuneration for
overtime employment and facilitates the
recruitment of young people (less than 25
years old) who will receive gross earnings
below the minimum (but their net earnings
will be equal to the minimum net earnings).
Finally, Law 3845 leaves room for deviation
from sectoral and national general collective
agreements. Thus, while contractual earnings
in the private sector (including banks) show an
average annual increase of 1.7-1.9% (exclu-
sively because of the carry-over effect), when
all of the above are taken into consideration
(on the basis of rather conservative estimates),
actually paid earnings are estimated to
increase less – namely 1.2% in the private non-
bank sector. Besides, the average annual
increase in the per capita wage bill in the busi-
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Table ΙV.9 Earnings and labour costs (2003-2010)

(annual percentage changes)

Greece

Average gross earnings (nominal):

– total economy 5.6 7.2 4.4 5.7 5.2 6.2 4.6 -3.7

– central government1 5.9 9.7 2.3 3.1 3.8 7.1 5.2 -12.8

– public utilities 10.9 9.9 7.6 7.0 7.1 8.2 7.7 -5.7

– banks 3.12 8.0 1.52 10.8 8.9 0.0 3.7 1.9

– non-bank private sector 5.8 5.8 5.6 6.8 6.1 6.5 2.8 1.2

Minimum earnings 5.1 4.8 4.9 6.2 5.4 6.2 5.7 1.7

Average gross earnings (real) 2.0 4.2 0.9 2.4 2.2 1.9 3.3 -8.1

Total compensation of employees 8.33 8.9 5.8 7.8 8.2 8.5 3.2 -5.7

Compensation per employee 5.5 7.6 3.9 5.9 5.6 6.8 4.9 -2.9

Unit labour costs:

– total economy4 2.33 4.3 3.4 3.2 3.8 7.1 5.6 -1.6

– business sector5 2.63 3.0 3.8 3.8 4.5 6.3 3.7 1.8

2003 2004 2005 2006 2007 2008 2009 
2010

(estimate)

Sources: ELSTAT (GDP 2003-2009), Bank of Greece estimates (for the 2010 GDP and the other annual aggregates in 2003-2010).
1 Average compensation per employee.
2 The relatively low growth rate of bank employees' average earnings mainly reflects changes in staff structure.
3 Taking into account the increase (of 0.1% of gross earnings) in employees' and employers' contributions to the Workers' Fund.
4 Calculations based on revised GDP data, October 2010.
5 The business sector includes private and public enterprises and banks.
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ness sector (which includes public enterprises)
does not exceed 0.4%. 

Because of the above, average gross pre tax
earnings in total economy will decrease by
3.7% in nominal terms20 (after a 4.6% increase
in 2009) or by around 8% in real terms (after
a 3.3% increase in 2009). Combined with the
forecast decrease in productivity, it is esti-
mated that unit labour cost in total economy
will decrease by 1.6% (against a 5.6% increase
in 2009) and will decelerate to 1.8% in the
business sector, from 3.7% in 2009. At the end,
however, this rate could be lower or even zero,
(a) if enterprises reduce average working hours
more than in 2009 and (b) if the impact of
labour market conditions and of the legislative
measures mentioned above proves greater than
currently assumed. According to the latest
European Commission forecasts (May 2010),
the average wage bill in the euro area will
increase by 1.3% this year (it rose by an annual
rate of 1.5% in the first quarter), while unit
labour cost in total economy will decrease by

0.6% (the same as in the first quarter – see
Table IV.10). 

– Finally, pprrooffiitt  mmaarrggiinnss declined as, according
to the available results for the first half of 2010
of 207 non-financial enterprises21 listed in the
Athens Exchange, gross profits decreased by
9.1% year-on-year and net profits (before tax)
decreased by 40.4%. At the same time, nomi-
nal sales rose by 6.9%, but that was exclusively
due to higher sales by the two refineries
included in the sample (about 33%). Exclud-
ing these two refineries, the remaining 205
enterprises recorded 2.6% lower sales, which
is smaller than the decrease in profits (gross
profits drop by 6.2% and net pre tax profits by
39.6%). This picture is compatible with other
available indices. In greater detail, the indus-
trial producer price index (excluding energy)
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2200 The per capita wage bill, which also includes expenses for the pen-
sions of civil servants, will decrease by 2.9% in nominal terms, after
a 4.9% increase in 2009. 

2211 Not including the Public Power Corporation and the Hellenic
Telecommunications Organisation. 

Table ΙV.10 Average earnings and unit labour costs in total economy: Greece and the euro
area (2001-2010)

(annual percentage changes)

22000011 4.7 2.8 3.9 2.4

22000022 6.6 2.7 5.5 2.5

22000033 5.6 2.9 2.3 2.2

22000044 7.2 2.6 4.3 1.0

22000055 4.4 2.2 3.4 1.3

22000066 5.7 2.6 3.2 1.1

22000077 5.2 2.6 3.8 1.6

22000088 6.2 3.1 7.1 3.4

22000099 4.6 1.5 5.6 3.8

22001100 (estimate) -3.7 1.5 -1.6 -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, Spring 2010 and ECB, Monthly
Bulletin, September 2010.
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for the domestic market, which is not influ-
enced by the change in indirect taxation,
recorded a lower average annual increase
(1.0%) in the first eight months of 2010
(against an average decrease of 0.2% in the
corresponding period of 2009). This reflects
the increase in the cost of imported inputs (oil
and other raw material and intermediate
goods). At the same time, profit margins nar-
row and the rate of increase in unit labour costs
in the business sector decelerates (and even
tends to zero). 

4 EXTERNAL BALANCE AND COMPETITIVENESS:
DEVELOPMENTS AND PROSPECTS 

4.1 CURRENT ACCOUNT 

Having reached 14.8% of GDP in 2008, the
current account deficit shrank to 11.1% of
GDP in 2009 reflecting a decline ―of a merely
conjectural nature― in the trade deficit, as the
contraction in goods imports overshot the fall
in goods exports on account of the recession. 

The implementation of the Economic Adjust-
ment Programme has had a significant damp-
ening effect this year on consumption and
investment, which is expected to cause a fur-
ther, albeit limited, narrowing of the current
account deficit as a percentage of GDP (for
2010 as a whole). In greater detail, considering
the current trends and the available informa-
tion on the prospects of certain items of the
current account balance, it is estimated that
the current account deficit will fall slightly
below 11% of GDP this year.

Much of the anticipated decline will come from
the impact of economic recession on imports. At
the same time, although the market share of
Greek exports is probably still shrinking, goods
exports are beginning to pick up slowly, reflect-
ing, on the one hand, the recovering global
economy and, on the other, the deceleration, or
even the halt, of the downward trend in the
cost/price competitiveness of Greek products.
This is due to the depreciation in the effective

exchange rate of the euro combined with mod-
erating or declining unit labour costs. 

Indeed Greece’s competitiveness vis-à-vis its
trading partners in the euro area, measured in
terms of relative consumer prices, continues to
decline owning to the strong increase in the
Greek HICP on account of the reasons set out
in Section 3 of this Chapter, while the depre-
ciation of the euro has no effect on intra-euro
area trade. As regards, however, Greece’s price
competitiveness relative to the average of its
(euro area and non-euro area) trading partners
―and considering that the effective exchange
rate of the euro, weighted on the basis of
Greece’s external trade, is likely to decrease at
an average annual rate of almost 3% in 2010―
it is assumed that a decline could be avoided
if average inflation in trading partners
exceeds 1.8%. Lastly, competitiveness, meas-
ured in terms of relative unit labour costs, is
expected to improve or ―at least― not to
deteriorate (see Table IV.11 and Box IV.2).   

Developments in the eight months through to
August 2010

Having increased by 0.4% on average in the
first half of 2010, the current account deficit
declined by 11.6% in July and a further 44.5%
in August (year-on-year), thereby recording an
overall decrease of 2.1% in the eight months
to August, compared with the corresponding
period of 2009 (see Statistical Appendix, Table
6). This mainly reflected a narrowing of the
trade deficit and a widening of the services sur-
plus and, to a lesser extent, a slightly lower
income account deficit. By contrast, the cur-
rent transfers surplus narrowed. 

The decline in the overall ttrraaddee deficit (€606
million) was the result of a fall (by €1,728 mil-
lion) in the ttrraaddee  ddeeffiicciitt  eexxcclluuddiinngg  ooiill  aanndd  sshhiippss.
In greater detail, payments for the import of
goods excluding fuels and ships were reduced
by €1,998 million or 9.7%. The corresponding
export receipts fell by €270 million or 3.6% in
the eight-month period under review (much
less than in 2009), but then edged up margin-
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ally by 0.3% year-on-year in July and August,
for the first time this year.22 By contrast, the net
oil import bill grew by €1,060 million or 20.7%,
whereas net payments for ship purchases rose
by a marginal €62 million or 2.5%.

In its most part, the €268 million increase in
the surplus of the sseerrvviicceess  bbaallaannccee came from
a rise in net receipts from transport services.
Gross receipts from ttrraannssppoorrtt  sseerrvviicceess  ―mostly
from merchant shipping― rose by 15.2%, com-
pared with the 19.5% increase in correspon-
ding payments. As a result, net receipts grew
by €479 million. The recovering global econ-
omy, rapidly-growing emerging Asia (see
Chapter II.1) and increased oil consumption,23

all pushed freight rates upwards.24

By contrast, according to revised data, net
receipts from ttrraavveell  sseerrvviicceess declined by €409
million, as non-residents’ travel spending in
Greece dropped by €554 million or 7.3% and
residents’ travel spending abroad decreased by

€144 million or 8.8%. Travel receipts declined
year-on-year in July and August (-4.7% and 
-6.3% respectively), but this was only a moder-
ate decrease compared with June (-12.1% year-
on-year). The fall in gross travel receipts was
due to a decrease in average expenditure and in
the average duration of stay and a slight increase
(of 1.5%) in arrivals compared to last year.

Net payments for ““ootthheerr””  sseerrvviicceess were reduced
by €198 million.
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Table IV.11 Greece: revised nominal and real effective exchange rate (EER) indices1

(annual percentage changes in year averages)

2001 1.9 1.1 0.5

2002 2.3 2.6 4.2

2003 5.0 5.4 3.9

2004 1.7 1.9 4.2

2005 -1.0 -0.2 0.4

2006 0.1 0.8 1.7

2007 1.3 1.6 2.3

2008 2.5 2.5 4.9

2009 1.2 1.5 2.4

2010* -3.2 -0.6 -4.4

Cumulative percentage change 
between 2001 and 2010

12.0 17.8 21.4

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, Harmonised Index of Consumer Prices where available. Unit labour
costs in total economy: Bank of Greece estimates for Greece, ECB for the other countries.
* Provisional data and estimates.
1 Revised (on 1 January 2010) indices (compiled by the Bank of Greece) comprise Greece’s 28 main trading partners. The weights used reflect
the share of each partner country in Greece’s manufacturing trade (SITC 5-8) during 2004-2006 and take into account competition in third
markets.

2222 According to ELSTAT data, the value of goods imports excluding
oil and ships fell by 9.6% in the seven months January-July, com-
pared with the 2.8% rise in corresponding exports. It should be
recalled that discrepancies between Bank of Greece and ELSTAT
data on trade are largely attributable to the fact that Bank of
Greece data refer to receipts and payments mainly through the
domestic banking system, whereas ELSTAT data are based, on the
one hand, on customs data on trade with non-EU countries and,
on the other hand, on tax data (INTRASTAT) on intra-EU trade.

2233 The year-on-year increase in oil demand for the first half of 2010
amounted to 2.7%, while for the year as whole it is expected to
stand at 2.2% (International Energy Agency, Oil Market Report,
September 2010). 

2244 The Baltic Dry Index (BDI) rose by 22.5% and the Baltic Dirty
Tanker Index (BDTI) by 62.8%, year-on-year in January-Septem-
ber 2010.
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The iinnccoommee  aaccccoouunntt deficit recorded a year-on-
year decline of €52 million, reflecting lower net
interest, dividend and profit payments. At the
same time, however, Greece’s negative inter-
national investment position, i.e. the difference
between residents’ assets and liabilities vis-à-
vis non-residents’, rose to 94.1% of estimated
annual GDP at end-June 2010, from 85.6% at
end-2009. The total gross external debt of both
the public and the private sector ―which is fed
by current account deficits― surged to around
187.5% of estimated annual GDP at end-June
2010, from 175.0% at end-2009.25

Finally, the ccuurrrreenntt  ttrraannssffeerrss  bbaallaannccee recorded a€584 million smaller surplus year-on-year, as a
result primarily of lower receipts from “other
sectors” (emigrants’ remittances, etc.) and, to a
lesser extent, a decrease in EU transfers to gen-
eral government, whereas general government
payments to the EU, as well as payments in
“other sectors” remained almost unchanged.26

In greater detail, net receipts from “other sec-
tors” (emigrants’ remittances, etc.) shrank by€395 million, and net transfers from the EU to
general government by €189 million.

4.2 CAPITAL TRANSFERS BALANCE

In the eight months through August 2010, the
surplus of the capital transfers surplus nar-
rowed to €0.8 billion 2010, from €1.5 billion in
the corresponding period of 2009.27 Thus, the
overall transfers balance (current transfers plus
capital transfers) recorded a lower surplus, of€1.7 billion, compared with €3.0 billion in the
January-August 2009 period. The reduction in
the capital transfers surplus is primarily due to
the fact that 98% of the envisaged Community
funding from the Structural Funds (CSF III)
has already been absorbed.28 Turning, however,
to the National Strategic Reference Frame-
work (NSRF) 2007-2013, disbursements from
the Structural Funds (which now also include
the Cohesion Fund) remained subdued29 in the
first three years, on account of delays in the
implementation of projects and programmes,
also linked to the introduction of a new,
stricter management and control framework.30

In the eight months from January to August
2010, ttoottaall  nneett  EEUU  ttrraannssffeerrss  ((ccuurrrreenntt  ttrraannssffeerrss
pplluuss  ccaappiittaall  ttrraannssffeerrss  lleessss  ppaayymmeennttss  ttoo  tthhee
CCoommmmuunniittyy  BBuuddggeett)) fell to €1.8 billion, from€2.7 billion in the corresponding period of
2009.

As regards the outlook for EU transfers to
Greece in 2010 as whole, it is expected that
payments for projects and programmes under
the NSRF will be expedited and that
resources will be utilised more effectively
thanks to the revision of NSRF operational
programmes and the simplification of admin-
istrative procedures.31 The NSRF could thus
become the prime tool for reinvigorating the
economy in order to deal with the crisis. The
aim is that the rate of NSRF fund absorption
exceeds 15% by end-2010. The provision of
funding under the NSRF will be facilitated by
the contribution of the European Investment
Bank (EIB)32, the implementation of the law
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2255 At end-June 2010, 42.4% of the gross external debt was incurred
by general government (end-2009: 53.8%) and the remainder was
incurred mainly by the business sector (financial and non-financial
corporations). The relevant data are available on Bank of Greece’s
website.

2266 Current transfers from the EU mainly include direct financial assis-
tance and subsidies in the context of the Common Agricultural Pol-
icy, which are not distributed evenly across the year, as well as
receipts from the European Social Fund, while current transfers
to the EU chiefly include Greece’s contributions (payments) to the
Community Budget.

2277 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 (CSFs).

2288 Though the absorption from the Cohesion Funds has not been
equally satisfactory.

2299 In greater detail, between the start of implementation of the
National Strategic Reference Framework and end-October 2009,
Greece had mainly received advance payments in the order of €1.5
billion (2007: €401 million, 2008: €614 million, 2009: €485 million),
including an additional advance payment approved by the Euro-
pean Commission in view of the international financial crisis. Based
on the progress of implementation of the NSRF programmes, until
March 2010 Greece’s rate of cohesion funds absorption was the
lowest in the EU-27 (see European Commission, “Cohesion pol-
icy: Strategic report 2010 on the implementation of the pro-
grammes 2007-2013”, COM (2010)110 final 31.3.2010). By August
2010, 12.6% of the envisaged Community funding had been
absorbed, but this is including the abovementioned advance pay-
ments (Bank of Greece data).  

3300 European Commission, Analysis of the budgetary implementation
of the Structural and Cohesion Fund in 2008, May 2009. 

3311 Law 3840/2010 on the revision and management of the NSRF was
passed by Greek Parliament on 24 March 2010 (Government
Gazette A 53/31.3.2010).

3322 A favourable loan agreement (worth €2 billion) was signed with
the EIB on 1.7.2010 to finance part of the national budget contri-
bution to programmes and projects under the NSRF. EIB’s audit
procedures will provide an additional guarantee for the effective
implementation of co-financed projects. 
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on public-private partnerships (PPPs) and the
new development law.

Disbursements of bilateral financial assistance
from euro area countries to Greece under the
Memorandum of Understanding (MoU) of 3
May 2010 and its update of 6 August 2010 have
now become directly dependent on the
increase in the rate of absorption of Structural
Funds. Against this backdrop, co-financed
projects will be given priority as regards the
allocation of resources under the Public Invest-
ment Programme. To achieve the six-month
targets provided for in the MoU, a number of
steps were taken including: (i) the establish-
ment of a “fast-track project production”; (ii)
the setting up of technical task force to ensure
rapid implementation; and (iii) the creation of
a special central account that cannot be used
for any other purposes and which should be
available to provide co-financing to all entities
in the general government.

Reporting on the progress made in respect to
the absorption of Community funds is
effected on a biannual basis. The aim is not
only to speed up the rate of absorption of
Structural Funds, but also to enhance their
developmental impact. A web-based open-
access monitoring tool of procedures for the
implementation of public projects must be
introduced by the end of 2011, along with the
certification of the managerial capacity of all
Managing Authorities under the NSRF to ISO
9001:2008 (Quality Management).33

The European Commission in its first review
for Greece acknowledged that progress had
been made towards a better regulatory and
organisational framework for the absorption of
Community resources. In the first half of 2010,
structural fund claims submitted by Greece to
the European Commission amounted to€853.7 million, or 30% of the €2,750 million
target set in the MoU for 2010. The Commis-
sion stressed however that further steps need
to be taken so as to increase the number and
quality of projects.34

Moreover, the rate of Community funds
absorption will be improved by a set of recently
adopted new measures for the management of
Structural funds in the EU, which is expected
to expedite the flow of Community resources.
This is particularly pertinent at a time when
most Member States are in fiscal distress.35

Meanwhile, direct financial assistance and sub-
sidies under the Common Agricultural Policy
will remain broadly unchanged until 2013,
averaging some €2.5 billion annually. Based on
the foregoing, total net EU transfers (current
transfers plus capital transfers less payments to
the Community Budget) should reach approx-
imately €3.5 billion in 2010.

In the context of the broader coordination of
Member States’ economic policies it is being
considered whether eligibility for the receipt of
Community aid (namely structural funds and
agricultural subsidies) should depend on the
fulfilment of the Stability and Growth Pact
requirements, as is the case for the Cohesion
Fund.36
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3333 According to the Memorandum of Understanding of 3 May 2010
incorporated into Law 3845, and its Update of 6 August 2010, the
targets for payment claims regarding the absorption of Community
funds for each of the years 2010, 2011, 2012 and 2013 are as fol-
lows: 2010: €2,750 million, 2011: €3, 350 million, 2012: €3,730 mil-
lion and 2013: €3,890 million. Compliance with the targets shall be
measured by certified data. At least 10 major project applications
shall be submitted to the Commission services each year. Moreover,
appropriate legislation will be put in place to tackle delays in the
implementation of public works and investment projects in general,
including provisions to shorten and simplify procedures relative to
the handling of environmental, archaeological and expropriation
issues. 

3344 See European Economy, “The Economic Adjustment Programme
for Greece – First review – Summer 2010”, Occasional Papers
68/August 2010, pp. 51-52. Also, the IMF First Review Under the
Stand-By Arrangement (September 2010) notes (p. 16) that a task
force has been established with authority to ensure a timely and
qualitative delivery of projects and that legislation will be intro-
duced to tackle delays. State aid to inefficient companies will be
gradually cut. 

3355 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 regarding the simplification of certain requirements
as well as a number of provisions relating to financial management.

3366 See European Council Conclusions, 17 June 2010; European Com-
mission, Enhancing economic policy coordination for stability,
growth and jobs – Tools for stronger EU economic governance,
COM (2010) 367 final, 30 June 2010; Ecofin Council of 13 July
2010, press conference of the Minister of Finance of 13 July 2010;
and recent draft legislation by the European Commission (press
release, 29 September 2010).

Chapter IV:������ 1  03-08-12  11:03  ������ 86



As regards the post-2013 outlook for transfers,
the European Commission is going to review
all spending under the Community Budget,
including the Common Agricultural Policy, in
the negotiations about the “financial per-
spectives for 2014-2020”.37 The broad policy
guidelines are going to be formulated under
the EU strategy for 2020 (the “Europe 2020”
strategy), which is the successor of the Lisbon
Strategy. All EU policies, including the Com-
mon Agricultural Policy and the common
Cohesion Policy, will need to support this suc-
cessor strategy.38

All of the foregoing lead to the conclusion that
the NSRF is the last transfer of such high
amounts of EU structural funds to Greece.
After 2013, there will be new measures for the
implementation of the Common Agricultural
Policy, which will change the amount and com-
position of payments, and how each payment
is to be made.39

4.3 COMBINED CURRENT ACCOUNT AND CAPITAL
TRANSFERS BALANCE

In the eight months from January to August
2010, the deficit of the combined current
account and the capital transfers balance
widened by 2.8% to €15.0 billion, from €14.6
billion in the corresponding period of 2009. 

4.4 FINANCIAL ACCOUNT 

In the financial account, combined direct and
portfolio transactions (investment) recorded
net inflows of €16.4 billion in 2010, compared
with €15.5 billion the year before. This was
accounted for by net inflows of €0.5 billion in
direct investment and of €33.9 billion in
“other” investment, while portfolio investment
recorded a net outflow of €18.1 billion.

Net inflows of non-residents’ funds for direct
investment in Greece declined to €1.1 billion,
compared with a net inflow of €1.8 billion in
the corresponding period of 2009. The most
important transaction concerned an inflow of€939 million for the participation of Crédit

Agricole SA in the capital increase of Emporiki
Bank of Greece SA. As a result, Crédit Agri-
cole’s stake in Emporiki Bank of Greece SA
rose from 87.9% to 91%.40 Residents’ direct
investment abroad recorded an outflow of€0.65 billion, mainly related to investments
made in Balkans countries and Poland.41 The
comparatively low level of foreign direct invest-
ment in Greece reflects the structural problems
of the economy, particularly product and labour
market rigidities, infrastructure weaknesses, as
well as complex and time-consuming red tape. 

Under portfolio investment, a net outflow of€18.1 billion was recorded in the same period,
as opposed to a net inflow of €21.1 billion in the
corresponding period of 2009, reflecting, on the
one hand, a €26.5 billion decline (outflow) in
non-residents’ investment in bonds and Treas-
ury bills and a €1.2 billion decline (outflow) in
non-residents’ holdings of domestic firms’
shares and, on the other, a €1.2 billion increase
(outflow) in residents’ holdings of foreign
shares. These outflows were only partly offset
by a €10.4 billion decrease (inflow) in domes-
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3377 See European Council Conclusions, EUCO 13/10 Brussels, 17 June
2010.

3388 See Communication from the European Commission “Europe
2020: a strategy for smart, sustainable and inclusive growth”, COM
(2010)2020 final, 3 March 2010.

3399 For the prospects of the CAP, see Bank of Greece, Annual Report
2009, Box VIII.3. Processes on the future of the CAP after 2013
have long started: discussions are being held in the relevant insti-
tutional fora of the EU on the various policy aspects and different
options are being put under consideration. For recent develop-
ments, see European Council “The future of the CAP in the Euro-
pean Parliament”, 13 April 2010; Agriculture and Fisheries Coun-
cil, 17 May 2010; Speech by Commissioner Dacian Ciolo “The CAP
and the EU2020 strategy”; Informal council of AGRI ministers, 1
June 2010; and European Commission, Enlarged Advisory Group
on “CAP post-2013”, 3 June 2010; European Commission Con-
ference “CAP post-2013”, Brussels 19-20 July 2010; and press
release of 16 July 2010. In November 2010, the EU will issue a com-
munication on the future of the CAP, to be followed by legislation
propositions in mid-2011. 

4400 An inflow of €348 million was also recorded for the acquisition of
the bakery division of Vivartia- Industrial & Commercial Com-
pany of Food Products & Catering Services (former Chipita), part
of the Marfin Investment Group (MIG), by the Cyprus-based spe-
cial purpose vehicle UFIB, led by the Saudi-Arabian Olayan group.

4411 The most important of these investments include: (i) a €99 million
outflow as Eurobank’s capital injection to its Polish branch EFG
Eurobank Ergasias SA Polka A.K; (ii) a €27 million outflow as the
Marfin Investment Group’s (MIG’s) participation in the capital
increase of MIG Real Estate Serbia B.V.; (iii) a €15 million out-
flow as MIG’s participation in the capital increase of MIG Leisure
and Real Estate Croatia B.V.; iv) a €44 million outflow for the
acquisition of shares in the Turkey-based Finans Leasing by the
National Bank of Greece; and v) a €35 million outflow for the
acquisition of shares in FYROM-based Stopanska Banka AD by
the National Bank of Greece.
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tic credit institutions’ and institutional investors’
holdings of foreign bonds and Treasury bills.

“Other” investment recorded a net inflow of€33.9 billion (compared with a net outflow of€6.8 billion in the corresponding period of
2009), mainly as a result of general government
net borrowing of €18.5 billion under the sup-
port mechanism, as well as an upswing (inflow)

of €18.8 billion in non-residents’ holdings of
domestic deposits and repos. These inflows
were only partly offset by the €4.2 billion
increase (outflow) in domestic credit institu-
tions’ and institutional investors’ holdings of
deposits and repos abroad.

Finally, Greece’s reserve assets amounted to
4.6 billion at end-August 2010. 
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ALTERNATIVE PRICE AND COST COMPETITIVENESS INDICATORS 

The considerable loss of Greece’s international competitiveness is reflected in the current account
deficit, which has been widening since 1998. The large cumulative loss of international compet-
itiveness (which is registered by all common Real Effective Exchange Rate – REER indices for
the period after Greece’s entry in the euro area) has given rise to heated debate on the extent of
the “internal” deflation and “internal depreciation” required in order to restore balance in the
country’s current account. The key issues that have to be examined are: 

aa.. What is the cumulative loss of international price and cost competitiveness in the 2000-2009
period and why have international organisations given so different estimates? 

bb.. Do common REER indices underestimate or overestimate the real evolution of Greece’s inter-
national price competitiveness of Greece? Would the compilation and monitoring of more rep-
resentative indices for Greece be feasible and reliable? 

cc.. Does international competitiveness depend solely on relative prices? What is the role of inter-
national competitiveness vis-à-vis other, non-price, factors? Would an improvement of the REER
alone restore the external balance? How much does the international price competitiveness affect
the individual items of the balance of payments in Greece – especially the goods and services bal-
ance excluding fuel and ships? 

11..  IInntteerrnnaattiioonnaall  ccoommppeettiittiivveenneessss::  ddeeffiinniittiioonn  aanndd  mmeeaassuurreemmeenntt  

International competitiveness is a broad and multifaceted concept, for which no single or full def-
inition can exist. International competitiveness is usually examined in terms of prices and labour
costs (price and cost competitiveness), but also in the context of other economic, structural, insti-
tutional and qualitative factors (non-price competitiveness). Various quantitative and qualitative
indices are used, alternatively or additionally, to measure and evaluate international competi-
tiveness at both macroeconomic and sectoral or microeconomic level. 

The international competitiveness of a country does not affect its export performance and the bal-
ance of payments alone; it is generally connected with the sustainable increase in the per capita
income and the broader social welfare of a country compared to other countries.1 

Box IV.2

1 For definitions of international competitiveness, see for instance: National Council for Competitiveness and Development (2008), Euro-
pean Commission (2009a) and Bennett et al. (2008).
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The evolution of a country’s international competitiveness may be examined in four ways: 

(a) at macroeconomic level, on the basis of the effective exchange rate indicators; 

(b) on the basis of indices registering the evolution of the market shares of total economy or sec-
tors or branches; 

(c) at microeconomic level, on the basis of indices concerning specific enterprises and economic
branches and not the national economies as a whole (for instance, the European Commission per-
forms this type of analysis on an annual basis2) and 

(d) overall, on the basis of composite indices on global competitiveness, which summarise the evo-
lution of a series of economic, social, institutional, technological and other parameters. 

22..  RREEEERR  iinnddiiccaattoorrss::  ccoommppiillaattiioonn  mmeetthhooddoollooggyy  aanndd  ddiissaaddvvaannttaaggeess

Among the indicators measuring international price and cost competitiveness, the most commonly
used are the real effective exchange rates (REER), which reflect changes in an economy’s inter-
national price and production cost competitiveness over time vis-à-vis its trade partners. A rise
in the REER index reflects a decline in international competitiveness and, reversely, a fall in the
indicator reflects an improvement in international competitiveness.

The REER index is compiled by adjusting the Nominal Effective Exchange Rate (NEER) index
using one of the various indicators of relative prices or relative labour costs. The REER index is
the weighted geometric mean of bilateral (with each trading partner) developments in exchange
rates and relative prices or costs. The weight coefficient for each partner country is the percent-
age share of this country in the foreign trade of the reference country for a specific year or period. 

Although this methodology for compiling REER indices is uniform, the relevant assessments may
differ, even substantially, depending on (i) the composition of the sample of trading partners and
their number, (ii) the method of calculation of the weights for these partners, (iii) the year or period
on the basis of which weight coefficients are calculated, and (iv) the selected indicators of change
in prices or labour costs.

According to common practice, the weight coefficients of all indicators are calculated on the basis
of imports and exports of goods only, specifically manufacturing products (SITC categories 5-8).
Exports are double-weighted so that third-market effects are also taken into account. They do not,
however, include trade in agricultural products and services (transport, travel services, financial
activities etc.), although it is very important in some countries (such as Greece, Cyprus and Malta).

There are six indicators of price and cost change that are more commonly used for the calcula-
tion of REER: (i) prices of exported products, (ii) the Consumer Price Index (CPI), (iii) the Pro-
ducer Price Index (PPI), (iv) the unit labour costs in manufacturing (ULCM), (v) the unit labour
costs in total economy (ULC) and (vi) the GDP deflator.

2 An analysis of microeconomic international competitiveness indicators measuring firms’ “ability to grow” and a concise picture of devel-
opments by country are published annually in the European Competitiveness Report compiled by European Commission staff since
2004 (see European Commission, 2009a).
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A detailed comparison and assessment of these indicators does not seem to document the dom-
inance of any of them, given that each indicator has both advantages and shortcomings either at
the theoretical or the empirical level.3 This is why it is useful to monitor the development of all
available indicators. Crosschecking the findings allows safer conclusions. The most appropriate
and representative price indicator – and, therefore, REER index – is usually selected on the basis
of (i) the purpose of the analysis and (ii) the quality, availability (timely provision of data and length
of time series) and comparability of data.

The most commonly used REER indices are constructed according to the methodology of the Bank
of International Settlements (BIS) (Turner and Van’t dack, 1993; Klau and Fung, 2006) and the ECB
(Buldorini et al., 2002). TThhee  eevvoolluuttiioonn  ooff  RREEEERR  iinnddiicceess,,  hhoowweevveerr,,  pprroovviiddeess  oonnllyy  aann  iinnddiiccaattiioonn  ooff
tthhee  rreeaall  ddeevveellooppmmeenntt  ooff  ccoommppeettiittiivveenneessss, as the compilation of these indicators is based on two the-
oretical assumptions: (a) that each country exports only one good (this is why uniform weights are
used for all exported goods), and (b) that the elasticity of substitution between goods from various
countries is constant. These two assumptions are simplistic and rejected empirically (see e.g. Spilim-
bergo and Vamvakidis, 2000; Klau and Fung, 2006). Therefore, these indices must be interpreted
with caution, taking into account the degree to which such assumptions reflect reality.

As regards the weights used in REER indices, the main methodological problem is that they do
not take account of (i) the world trade in services, (ii) the structure by sector and branch, i.e. world
trade weights by branch of activity (triple-weighting scheme), since countries do not usually com-
pete with each other in the same branches (Esteves and Reis, 2006; Bennett and Zarnic, 2008),
(iii) the different import content of exports4 for each country, which the higher it gets, the more
it diminishes the interpretative power of changes in REER for the evolution of the trade balance
(ECB, 2005).

Trade in agricultural products is not included in common REER indices, given that, in advanced
economies, the share of these products in the total external trade in goods is usually small. More-
over, agricultural product prices are subject to strong fluctuations because of the seasonality of
agricultural production and weather conditions. Apart from that, agricultural prices in the EU-
27 are largely shaped in the context of the Common Agricultural Policy (CAP) (Buldorini et al.,
2002).

That the world trade in services is included in REER weights is desirable, but there are problems
both at the theoretical and the measurement level. The ECB, which publishes national harmonised
competitiveness indicators (HCI), examined the available data, in view of the increasing impor-
tance of the world trade in services. On account of problems with the availability, comparability
and reliability of data, mainly in respect to export prices, the compilation of such REER indices
was postponed. Moreover, the view was expressed that, even if it is feasible, it is not advisable to
construct a single index for goods and services; it is rather preferable to construct REER indices
that will measure price competitiveness in goods and services separately.

Common REER indicators may underestimate losses in international competitiveness, especially
in the past ten years, given that they calculate changes only and not the general level of prices or

3 For a concise review of the features of various REER indices and empirical findings on their interpretative power, see inter alia A. Man-
assaki, Ch. Catiforis and M. Vasardani (2010), “Greece’s international competitiveness and the current account” (in Greek) in Bank
of Greece, Greece’s current account: causes of imbalances and policy recommendations (in Greek). 

4 The ECB (2005) has estimated that the degree of the import content of exports increases over time and is significantly different for
each country. In 2000, for instance, it was from 35% (Italy) to 59% (Netherlands). 
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labour costs (Esteves, 2007). The level of prices, if it diverges significantly among countries, may
best interpret the observed changes in the geographical structure and external trade shares. The
surge in the share of emerging economies (that are characterised by low production costs) in world
trade over the past ten years and the subsequent decline in the market shares of advanced
economies, even the most “competitive” ones, according to the evolution of REER indices (Euro-
pean Commission, 2009b), underlines this shortcoming of REER indices.

33..  RREEEERR  iinnddiicceess  ffoorr  GGrreeeeccee  aanndd  aalltteerrnnaattiivvee  ccaallccuullaattiioonnss

Notwithstanding divergences in the sample and the weights of trade partners or the deflators used,
the evolution of all REER indices compiled by the Bank of Greece, the ECB, the European Com-
mission, the OECD, the IMF and the BIS shows almost constant losses in international compet-
itiveness lloonngg  bbeeffoorree  GGrreeeeccee’’ss  eennttrryy  iinn  tthhee  eeuurroo  aarreeaa,,  aallrreeaaddyy  ssiinnccee  11998877. The only exception was
the period 1997-2000, when competitiveness improved temporarily, due to the drachma’s entry
in the ERM-II in 1998 and its concurrent depreciation, the significant decline in Greek inflation
in the context of fulfilling the Maastricht criteria for entry in the EMU and the large drop in the
ecu/euro exchange rate.

In the period after Greece’s entry in the euro area (2000-2009), the cumulative deterioration of
international competitiveness, as measured by the average of all available broader REER indices,
ranged ffrroomm  1111..00%%  ttoo  1199..55%%,,  ddeeppeennddiinngg  oonn  tthhee  iinnddeexx  uusseedd: 19.5% on the basis of price indica-
tors (CPI and exports), 16.2% on the basis of the GDP deflator, 17.7% on the basis of the ULCM
and 11.0% on the basis of ULC. The cumulative deterioration of international price competi-
tiveness vis-à-vis euro area countries on the basis of the relevant indicator compiled by the Bank
of Greece ranges from 9.2% (on the basis of CPIs) to 17.5% (on the basis of ULC) (see the table).

A large cumulative overvaluation of the REER can be observed not only relative to 2000, but also
relative to its deviation from a number of estimates on its “equilibrium” level in 2008: (a) against
the long-term average of almost five decades – deviation of 9% (based on the CPIs) to 36% (based

Cumulative change between 2000 and 2009 of available broad REER indicators for Greece

(percentages)

REER indicators based on:

Bank 
of

Greece ECB
European

Commission OECD IMF BIS
Arithmetic

means

Sources: Bank of Greece, ECB, European Commission, OECD, IMF-IFS, BIS.
* According to the IMF-IFS, this indicator also takes into account trade in services (e.g. tourism), when feasible.
** New IMF-IFS indicator (rel) since March 2010, replacing the previous indicator (reu) in all countries.
Note: The number in parenthesis is the number of trading partners against which every available REER indicator is calculated. The indica-
tor designated with (15) is calculated against the other euro area countries. A positive (negative) change in the REER reflects deterioration
(improvement) in international competitiveness.

CPI
18.6 (28)          

9.2 (15) 
20.6 (56)

15.0 (40)         
17.6 (35) 

20.3 (41) 21.4 (32)*
18.8 (57)       
22.0 (26) 

19.5

Export prices 19.3 (35) 19.3

ULCM 5.3 (35) 18.8 (41) 
8.8 rel (26)**        

(-2.4 reu)
11.0

ULCT or ULCE
27.0 (28)        
17.5 (15)

20.8 (36) 14.7 (35) 17.7

GDP deflator 17.9 (36) 14.5 (35) 16.2
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on labour costs); (b) against its level in 1994, when Greece’s current account deficit came close
to zero – deviation of 14% (based on the CPIs) to 28% (based on labour costs) and (c) against
the estimates of international organisations on the “equilibrium exchange rate” – overvaluation
of the REER by 13%-34% (IMF, 2007 and 2009 and European Commission, 2009b).

Differences between the various published REER indices as regards the amount of cumulative
appreciation for the period 2000-2009 mainly stem from the deflators used and not from dif-
ferences in the weights. Greater differences are usually characteristic of REER calculations that
are based on unit labour costs (see the table), especially after the significant revision in the sum-
mer of 2009 of the unit labour cost series used by the European Commission and the IMF. These
series are the ratio of average compensation in manufacturing to average productivity in man-
ufacturing.

Common REER indices may overstate the cumulative appreciation in countries such as Greece,
which imports mainly goods (77% of total imports during 200-2009) and exports mainly services
(65% of total exports during 2000-2009). In fact, Greece has the largest proportion of services
exports to total exports among OECD countries. In most countries, services imports and exports
are no higher than 1/3 of industrial products imports and exports. In more detail, in Greece’s serv-
ices bill during 2000-2009, transport (mainly shipping) and travel receipts amounted to 48% and
42% of total receipts, respectively (Bank of Greece data). However, receipts from shipping are
affected not only by relative prices, but also by other international factors.

The inclusion, by the IMF, of the international trade in services (tourism etc.) in the weights
of the trading partners for the REER-CPI index (the only index of this type) did not yield dif-
ferent results regarding Greece’s cumulative loss in competitiveness (21.4% over the period 2000-
2009) compared to the results of common indices. In a former empirical study, IMF had esti-
mated that a REER index based on the major trading partners in international trade in serv-
ices alone5 (and not in manufacturing) yielded a cumulative loss in international competitive-
ness of 35.2% for the period 2000-2006. This calculation however was based on the ULCM and
not the ULC or the CPI (Bennett and Zarnic, 2008). According to other papers, the cumula-
tive loss in international competitiveness is smaller, when the REER is calculated on the basis
of trade weights in services only and using the CPI as a deflator, i.e. around 5% for the period
2000-2009 (Malliaropoulos, 2010).6

If the heterogeneity of traded products is included in the weights of the trading partners,
Greece’s international price competitiveness after 2000 seems to be rather improving. The fact
that two countries export to the same third country does not necessarily mean that they com-
pete each other, because they may be exporting entirely different products. In the calculation
of trading partner weights that take into consideration the breakdown by product (triple-weight-
ing scheme) for euro area countries, Greece’s weighting is lower than that of advanced coun-
tries and higher than that of emerging economies (Esteves and Reis, 2006). In a relevant IMF
study, where heterogeneity of traded products is included in the weights, a smaller cumulative
loss in the REER-ULCM (by 7%) is estimated for the period 2000-2006 (Bennet and Zarnic,
2008).

5 The weighting of major economies (such as United States, United Kingdom and Japan) in Greece’s external trade increases when Greece’s
major international competitors in services (and not in manufacturing) are included, but the weighting of emerging economies decreases.

6 In this paper, calculations are based on equal weights, estimated for 6 trading partners only and their selection criteria is the tourist
destination alone. Moreover, exports are not double-weighted, i.e. competition from third countries (e.g. in banking or telecommuni-
cation services in Bulgaria from US or German enterprises) is not taken into consideration.
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44..  HHooww  mmuucchh  ddooeess  iinntteerrnnaattiioonnaall  ccoommppeettiittiivveenneessss  aaffffeecctt  tthhee  bbaallaannccee  ooff  ggooooddss  aanndd  sseerrvviicceess??

Greece’s export performance has been better and the loss in market shares less over 1998-2008
compared to what was expected considering the unfavourable evolution of available REER indices
(European Commission, 2009b and 2010a). Moreover, despite the constant deterioration of price
competitiveness indicators, the goods balance excluding fuel and ships,7 albeit highly in deficit,
did not deteriorate during the 2000s as a percentage of GDP. In more detail, this deficit, from
13.9% of GDP in 2000, gradually improved to 10.3% in 2005 and then deteriorated marginally,
reaching 11.4% of GDP in 2008. In 2009, however, it dropped to 8.3% of GDP. Respectively, the
services surplus, notwithstanding the constant deterioration of REER indices, did not decrease
during the 2000s. From 6.8% of GDP in 2000, it gradually improved to 8.3% in 2004; then, it dete-
riorated marginally, reaching 7.2% of GDP in 2008. In 2009, it dropped to 5.3% of GDP.

These observations lead to the conclusion that, in the case of Greece and of other economies, there
are permanent or temporary factors, besides international price competitiveness, which play an
equally important role in the development of the trade balance. These factors may include:

(a) Different country elasticities of net exports relative to the REER, which may reflect the devel-
opment of (1) the breakdown of trade by sector or product and/or (2) the geographical breakdown
of external trade. In the case of Greece, factors identified as significant include the orientation
of the external trade towards SE European countries (OECD, 2009) and the improved content
of exports in terms of products (IMF, 2008). The long-term elasticity of the current account deficit
relative to the REER, however, has recently been estimated at -0.19 for Greece (Brissimis et al.,
2010).

(b) The significant impact of non-price competitiveness on international competitiveness. Accord-
ing to the New Trade Theory, increased differentiation of products supplied worldwide, both in
terms of quality (vertical differentiation) and in terms of variety (horizontal differentiation), is
an important determinant for enhancing the competitiveness and export performance of an econ-
omy (Krugman, 1989). In this context, it has been observed that the importance of international
price and cost competitiveness in the interpretation of the goods and services balance for Greece
and for a number of other EU Member States is declining over time, whilst the importance of struc-
tural competitiveness and of other factors that affect a country’s export performance is constantly
increasing (see e.g. Di Mauro and Forster, 2008). 

According to constant market shares analysis (CMSA), there were losses both in price and non-
price competitiveness for Greece during 1996-2007, which were partly offset by the favourable
impact of developments in the content of exports in terms of product and destination (see Cafiso,
2009).8

Various indicators related to the development of non-price international competitiveness often
lead to contradictory or inter-temporally non-comparable conclusions (e.g. due to the increase in
the number of reviewed countries) and are highly dependent on the reference period. They pro-

7 REER indices are commonly associated, especially after 2004, only with the current account or with the goods balance including fuel
and ships, but this may lead to false conclusions. The fuel and ships balances (the latter being separately calculated from 2002 onwards)
played an important role in the deterioration of the goods balance during 2005-2008, but for reasons that are foreign to the decline in
price competitiveness. In more detail, the deficit of the fuel and ships balances together has widened gradually, from 2.2% of the GDP
in 2000 and 2.3% in 2004 to 7.1% in 2008 and 4.6% of the GDP in 2009.

8 These papers, however, do not distinguish between the effect of international competitiveness and the effect of structural competitiveness
in respect to market shares.
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vide useful indications nonetheless. Such indicators are e.g. global competitiveness indicators com-
piled by international organisations taking into consideration wider economic, social, institutional
and technological factors, which contribute to the evolution of structural competitiveness. The com-
parative and inter-temporal development of two well-known indicators (those compiled by the Insti-
tute of Management of Development – IMD and the World Economic Forum – WEF) for Greece
and its major trading partners over the period 1995-2009 leads to the conclusion that Greece’s struc-
tural competitiveness is comparatively lower both within the euro area and globally.9

International competitiveness should be examined at the enterprise level too. Some of the key
determinants of international competitiveness at the macroeconomic level are: easy access to the
market, the size of the market, the technological level and the institutional framework. Of impor-
tance are also: the increase in domestic competitiveness, technological progress and export-ori-
entation (also through the increase in foreign direct investment) with concurrent improvement
in the administrative, institutional and tax framework. The improvement in relative prices and
the remuneration of producers of international exportable goods to the expense of others (espe-
cially the wider public sector) are of great significance.

55..  CCoonncclluussiioonnss

Common REER indices have disadvantages as well as limited interpretative and predictive power.
Their comparison and evaluation does not yield a specific prevailing REER index, due to theo-
retical/analytical or empirical shortcomings. In the case of Greece, the inclusion in the compila-
tion of REER indices of other data, such as the world trade in services, the breakdown by prod-
uct and the general price level, affect the estimation of the cumulative loss in international com-
petitiveness, albeit not in the same direction. Thus far, however, no other more consistent and
reliable indicator has been adopted, mainly on account of the lack of adequate and comparable
data for services. Despite their weaknesses, common REER indices give a general but clear pic-
ture of the development of Greek products’ competitiveness in the domestic and the external mar-
ket. Monitoring the evolution of REER indices, along with the development of other qualitative
and quantitative factors of broader significance, is deemed necessary and useful, as it can pro-
vide strong indication of the development of macroeconomic, structural, institutional and other
problems faced by Greece.

The narrowing of the current account deficit at a sustainable level dictates a goods and services
balance not just in equilibrium, but in surplus. To achieve this, it is necessary to reduce the loss
of international competitiveness in connection to prices and labour costs, which has been increas-
ing almost non-stop for more than two decades now. At the same time, however, emphasis must
be given to structural competitiveness, whose importance is growing with time because of the high
and increasing degree of differentiation of the products exported worldwide. The fact that struc-
tural competitiveness is currently low means that domestic supply cannot efficiently meet the
growth rate and the composition of both external and domestic demand, mainly for goods, whereby
the trade deficit is created. The improvement in relative prices and a remuneration scheme in
favour of sectors that produce competitive and internationally tradable goods, which began in 2010
with the reduction of the average earnings of the public sector, may contribute to reversing this
situation.

9 According to the IMD indicator, Greece ranked 39th among 44 countries in 1995, 36th among 55 countries in 2007 and 52nd among
57 countries in 2009. According to the WEF indicator, Greece ranked 41st among 59 countries in 1999, 47th among 125 countries in
2006, 71st among 133 countries in 2009 and in 2010 it went further down, 83rd among 139 countries.
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1 SUMMARY OF DEVELOPMENTS AND
PROSPECTS – RECENT DATA

According to the 2010 budget, which was
adopted at end-2009, the general government
deficit would decrease to 9.1% of GDP from the
(then) estimated 12.7% of GDP for 2009 (sub-
sequently the 2009 deficit was revised three
times – initially to 12.9%, due to the bigger than
expected shrinking of GDP, then to 13.6% by
Eurostat on 22 April 2010 and to an even higher
level on 22 October, as a result of a more com-
prehensive registering of deficit components).
Due to adverse economic developments and the
negative international environment, the gov-
ernment adopted more ambitious fiscal adjust-
ment targets. According to the updated Stabil-
ity and Growth Programme of January 2010, the
general government deficit would decrease to
8.7% of GDP in 2010 and below 3% by 2012.1

To this end, a package of fiscal measures was
adopted on 3 March, which included new meas-
ures for revenue and expenditure.2

Due to escalating pressures in the bond mar-
ket and the dramatic increase in borrowing
costs,3 on 23 April 2010 the Greek authorities
addressed a formal request for financial aid to
the euro area countries and the International
Monetary Fund (IMF). On 2 May 2010, in the
context of the Economic and Financial Policy
Memorandum that was agreed upon with the
European Commission, in cooperation with
the ECB and the IMF, as well as in the context
of the Economic Adjustment Programme
(EAP)4 adopted, fiscal adjustment was decided
to become more frontloaded. Thus, the target
for the general government deficit for 2010
came to 8.1% of GDP, against a revised (on the
basis of the data back then) deficit of 13.6% of
GDP in 2009. At the same time, the timeframe
for fiscal consolidation was extended and the
new target was to bring the deficit below 3%
in 2014 (instead of 2013).

In order to attain the fiscal targets set in the
EAP, an additional package of measures was
adopted with the aim to directly reduce pub-
lic sector expenditure and increase revenue.

At end-July/early August experts from the
European Commission, the ECB and the IMF
examined the realisation of the programme in
order to evaluate the course of the Greek
economy. According to a press release of 5
August and the relevant Ecofin Council deci-
sion, Greece made impressive progress5 in pro-
moting fiscal adjustment in the first half of
2010 and a series of structural reforms that will
help reshape the Greek economy.

According to the Updated Memorandum
(August 2010) and the recent evaluations of the
European Commission and the International
Monetary Fund, the general government deficit
target for 2010 was reduced to 7.8% of GDP,
due to the smaller than expected decrease in
nominal GDP as a result of higher inflation. It
must be pointed out that the Updated Memo-
randum provides for a specific quantitative tar-
get for the reduction of the general government
deficit on a national accounts basis (according
to the European system of accounts ESA 95) to
around €18.5 billion, compared with €22.2 bil-
lion that was the target of the 2010 budget and
18.7 billion that was the original target of the
EAP. This target (7.8%) for this year is also
included in the Draft Budget of 2010.

However, latest data must be taken into
account. Specifically:
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11 It had initially been announced that fiscal adjustment in 2010 would
be around 4 percentage points. However, because of the larger than
expected shrink of GDP in 2009 (2% against 1.2%, as announced
by NSSG on 12 February 2010) and the rise in the 2009 deficit to
12.9%, the targeted adjustment came to 4.2 percentage points of
GDP. 

22 For more information on the measures see Annual Report 2009,
Chapter VIII, p. 106-107. On 25 March 2010, the Heads of State
or Government of the euro area countries confirmed that they fully
support the efforts of the Greek government and welcomed the
additional measures that had been announced on 3 March, which
they deemed sufficient for the attainment of the fiscal targets for
2010.

33 On 8 April 2010, the two-year bond spread reached 652 basis points
and that of ten-year bonds came to 430 basis points.

44 The EAP was ratified by the Greek Parliament by virtue of Law
3845/2010 (“Measures for the application of the support mecha-
nism for the Greek economy by euro area Μember States and the
International Monetary Fund”).

55 In June the adjusted primary deficit of the general government on
a cash basis was €4.26 billion against a ceiling of €5.0 billion, pri-
mary expenditure of the State Budget stood at €28.4 billion against
a ceiling of €34 billion, the general government debt came to€316.7 billion against a ceiling of €342 billion and new central gov-
ernment guarantees amounted to €0.3 billion against a ceiling of€2 billion. 
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((aa)) The downward revision of real and nomi-
nal GDP: according to provisional data, real
GDP of 2009 is 1.9% lower (compared with the
previous estimate) and the deficit/GDP ratio,
which was estimated at 13.6%, comes to 13.9%. 

((bb)) The upward revision of the general gov-
ernment deficit of 2009 (it was expected to be
announced by Eurostat on 22 October), which
is the result of two changes: (i) the inclusion of
certain deficit-running public enterprises in
general government (mainly public transport
and defence firms), together with other enti-
ties of the wider public sector, which were pre-
viously not considered such, according to the
definitions of the European Accounts System,
and (ii) the reassessment, on the basis of
ELSTAT survey data, of the result of Social
Security Organisations, which belong to gen-
eral government and now record a small
deficit, while on the basis of previous estimates
they had a notable surplus. These changes
increase the general government deficit of
2009.

((cc)) Because of the above, the deficit/GDP ratio
of 2009 is revised upwards considerably. 

Based on the new data: 

•• The revision of GDP itself implies that the
quantitative target for the deficit in 22001100 now
corresponds to 8.0% of GDP (instead of
7.8%). 

•• What is most important, however, is that: 

– (a) the general government deficit will rise
because of the deficit of public enterprises and
other entities that were added to this sector,
but it will no longer be burdened with the for-
feitures of loans taken by these enterprises
(while amortisation payments are not included
in the deficit) and,

– (b) it is questionable whether social security
organisations will be able to record a surplus
equal to the level mentioned in the Draft
Budget, as they eventually recorded a small

deficit last year (not a surplus of the order of
0.5% of GDP, as previously calculated). 

Certain early approximate calculations suggest,
on the basis of the above, that the GDP/deficit
ratio could overshoot the target. As regards
22001111, the target of the Draft Budget to reduce
the general government deficit to 7.0% of
GDP now corresponds to 7.2% of revised
GDP. It is possible, however, to prevent the
deficit from reaching a higher level in 2011, as:

•• the implementation of the bill regarding the
restructuring of OSE (Hellenic Railways
Organisation) and its subsidiary TRAINOSE
and the rationalisation of the operation of
other deficit-running public enterprises is
expected to lead to a reduction in their deficits,
and consequently in the general government
deficit, and

•• the application of Law 3863 on the insurance
system and the measures taken to deal with
contribution evasion and on the reduction of
pharmaceutical expenditure (provisions of Law
3840, Law 3846 and the bill on electronic pre-
scribing) will noticeably improve the result of
social security organisations.

Ιn any case, in view of the revision of data on the
deficit, it is self-evident that efforts to curtail
public expenditure and increase revenue
according to the Economic Adjustment Pro-
gramme must be intensified, among others, by
cutting down on discretionary expenditure and
enhancing the performance of the tax-collection
mechanism. Furthermore, there is a more
imperative need to step up fiscal adjustment and
promote institutional fiscal reforms, the crucial
importance of which is underlined in Chapter I.

2 FISCAL DEVELOPMENTS DURING JANUARY-
SEPTEMBER 2010 ACCORDING TO FISCAL
DATA

Fiscal adjustment efforts are also evident in the
results of the first nine months. Specifically,
during January-September 2010 the state

Monetary Policy   
Interim Report 
201098

Chapter V:������ 1  03-08-12  11:03  ������ 98



budget deficit (on an administrative basis,
according to provisional data) reached€16,234 million, i.e. it was reduced by 31.2%
against the first nine months of 2009, and
declined to 7.0% of the revised GDP, from
10.1% in the corresponding period of 2009. In
the same period, the primary deficit of the
state budget was reduced to 2.0% of GDP from
5.5% in January-September 2009, i.e. by 64.2%
(see Table V.1). 

The reduction of the budget deficit in the first
nine months of the year stemmed by 2/3 from
the ordinary budget and by 1/3 from the pub-
lic investment budget (PIB). This improvement
is mainly attributable to the expenditure side of
the state budget, which was reduced by 10.1%,
against a targeted reduction of 7.6%. Specifi-
cally, primary expenditure came to €42.4 bil-
lion. It should be noted that primary expendi-
ture amounted to €28.2 billion in the first half
of the year, notably lower than the budgeted€32.4 billion and the performance criterion6 for
the ceiling on primary expenditure set in the
state budget (€34 billion, also for the same
period). In the first nine months of the year,
state budget revenue increased by 3.4%, against
an annual target of 10.3% in the draft budget. 

The tax measures that have been announced
and have gradually been applied are expected
to yield full results in the next months. They are
expected to lead to an increase in tax revenue
by the end of the year. However, the deceler-
ation of economic activity and the ongoing tax
evasion will not allow attainment of the tar-
geted increase in revenue for the entire year.
This was one of the reasons that led the Min-
istry of Finance to initiate a settlement of pend-
ing tax cases and overdue debts (Law
3888/2010) expected to lead to an increase in
tax revenue in 2010 and in the ensuing years
(see also Section I.3). 

The overall better than expected course of
expenditure, together with the commitment of
the government to reduce it by another €4 bil-
lion by end-2010 (through the curtailment of
military, investment and operating expenses)

in principle constitute the prerequisites for the
achievement of the target regarding the deficit,
even if revenue deviate from the target. Nev-
ertheless, data suggest that there is no room for
complacency and efforts should continue also
on the side of expenditure, particularly in rela-
tion to the entities not included in central gov-
ernment (social security organisations, local
government, public enterprises, educational
institutions). Furthermore, as mentioned in the
previous section, the revision of the deficit of
2009 implies that, in the remaining months of
the year, additional efforts are required for the
attainment of the targets for 2010. 

It should be noted that, although progress in
fiscal adjustment is being recognised by the
international financial press and bank and
international rating houses analyses, uncer-
tainty in markets continues to be exceptionally
high. Also, despite the recent positive evalua-
tion by the IMF and the EU in their first
progress reports of the Programme, Greek
government bond spreads still remain high.
Specifically, in mid-October the spread on ten-
year bonds was below 700 basis points.7

OOrrddiinnaarryy  BBuuddggeett  RReevveennuuee

In the first nine months of the year, ordinary
budget revenue (after tax refunds) rose by
3.7%, against an annual target of 8.7% in the
draft budget. Detailed fiscal data for January-
August show a shortfall in the growth rate of
revenue from both direct and indirect taxes.
However their growth rate is expected to accel-
erate in the last four months of the year, as it
is estimated that about €2 billion or 0.9% of
GDP will be collected from measures that have
not been fully implemented yet. Non-tax rev-
enue rose by 33% in January-August, a devel-
opment mainly attributable to extraordinary
revenue of €350 million from the programme
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66 For more information on performance criteria see footnote 20.
77 Spreads remain high also because Moody’s cut Greek credit rat-

ing by four notches on 14 June. As also stipulated in the economic
adjustment programme, the Greek government raised €2,057 mil-
lion on 13 July by selling Treasury bills with a maturity of 26 weeks
and €2,498 million on 20 July by selling Treasury bills with a matu-
rity of 13 weeks. However, the borrowing cost was much higher
compared to previous issues. 
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for the support of bank liquidity due to the
financial crisis. 

Revenue from direct taxation decreased by
6.8% in the first eight months of the year,
thereby recording a shortfall against the tar-
geted decrease of 0.1%. All direct tax cate-
gories recorded a decrease, with the exception
of extraordinary taxes due to receipts from the
extraordinary contribution imposed on the
profits of large enterprises for accounting year
2008. Specifically:

•• Revenue from personal income tax declined
by 9.7%. Lower receipts in this category are
attributable to lower earnings for public sec-
tor employees and pensioners as well as
reduced employment. However, the reduction
is partly due to delays observed in the dispatch
of tax payment notifications by the Ministry of
Finance; it is expected that this will be
reversed in the next few months of the year.
Revenue from the taxation of interest on
deposits also decreased considerably (-
12.0%), as a result of the reduction in deposits
(see Chapter VI).

••  Revenue from corporate income tax
declined by 10.5% compared with the previous
year, mainly owing to the reduced profitabil-
ity of enterprises in 2009. This tax does not fall
short of the targets of the Draft Budget.

Receipts from the taxation of inheritance,
donations and parental gifts decreased
because of the delayed dispatch of notifications
for the payment of the Single Tax on Real
Estate (ETAK) for 2010, which is expected to
yield €400 million by the end of the year.

Receipts from direct taxation of previous years
have recorded a large shortfall due, on the one
hand, to the delayed dispatch of payment noti-
fications for the collection of ETAK for 2009,
and on the other, to the extended deadline
(until end-June) for the submission of tax
returns and the payment of overdue tax with-
out penalty and of overdue debts with a 80%
reduction in increments. This picture is

expected to be reversed in the next few months,
due to increased receipts from ETAK 2009 by€350 million (€220 million had already been
collected up to August) and receipts from over-
due debts. This category of revenue is expected
to increase also because of the settlement of
pending tax cases (Law 3888/2010).8

Other direct taxes do not display a shortfall, as€836 million has already been collected from
the extraordinary contribution imposed on the
profits of large enterprises. They are also
expected to increase further by the one-off
extraordinary contribution of those natural
persons whose annual income in 2009
exceeded €100,000 and the collection of the
extraordinary contribution of  those natural
persons whose real estate property exceeds€400,000. Consequently, in the last months of
2010 revenue from direct taxation is expected
to increase significantly.

The significant increase (by 6.0%) in revenue
from indirect taxation in the first eight months
of the year largely reflects the effect of tax
measures which were taken in the second half
of 2009 and the first half of 2010. However,
indirect taxes present a large shortfall in rela-
tion to the targets of the draft budget (increase
by 11.8%). The course of this revenue is
expected to improve in the last months of
2010, as many of the measures of 2010 have
not yet yielded results. In any case though,
continuing tax-evasion and reduced economic
activity negatively affect the attainment of
these targets. 

In greater detail, VAT receipts in January-
August have recorded a marginal increase by
1.6%. From the beginning of the year VAT
rates have increased twice. The first increase,
from 19% to 21% for the high rate and from
9% to 10% for the low rate, took effect on 15
March, while the second increase, from 21% to
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88 Tax amnesty for unaudited accounting years was first activated as
a mechanism for the increase in revenue in 1978. Since then this
mechanism has been employed by many administrations in order
to raise tax revenue. This is the tenth time that the measure is being
activated and involves pending tax cases of the past ten years.
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23% and from 10% to 11%, took effect on 1
July. Consequently, revenue of this category
has been affected by the increase in tax rates.
It should however be noted that the first
increase yielded results for only 4.5 months,
while the second for a very short period of
time. Small enterprises and professionals pay
VAT on a quarterly basis, hence the second
increase has had no effect on revenue until
now. On the other hand, revenue of this cate-
gory has been positively affected by the meas-
ure of receipts. Consequently, in the rest of the
year, VAT revenue is expected to rise because
of the second increase in the tax rates (in Sep-
tember this revenue rose at an annual rate of
about 17%, according to the Ministry of
Finance). It is worth noting that, according to
the draft budget, the double increase in the
rates would raise annual VAT receipts by
5.8%.

Receipts from indirect taxation rose consid-
erably after the increases in special consump-
tion taxes on fuel, tobacco and alcohol. Specif-
ically, revenue from the taxation of tobacco
rose by 7.5%, while revenue from the taxation
of alcohol rose by more than 30%, reflecting
successive increases in the special consumption
tax in January, March and May. It is noted that
the third increase in the tobacco tax has not yet
been passed on to consumers. Finally, revenue
from the taxation of liquid fuel rose by 25.7%,
a development associated with the three
increases in the special consumption tax on
fuel in 2010. In spite of their notable increase,
revenue of this category recorded a shortfall in
relation to the annual target of the draft
budget (36.1%). The evolution of revenue
from this tax for the rest of the year will
depend to a large extent on the demand for
heating oil and the course of economic activ-
ity. 

Non-tax revenue has increased noticeably as a
result of the collection of extraordinary rev-
enue of €1.1 billion, €353 million of which
stem from the liquidity support programme
and €766 billion from the abolition of special
accounts.

Finally, tax refunds decreased by 5.9% in Jan-
uary-September 2010 in relation to the corre-
sponding period of 2009 (against a targeted
increase of 3.0%), due to increased tax refunds
in January-September 2009 aimed at enhanc-
ing economic activity (base effect). 

On the basis of the above, it is estimated that
the course of revenue will improve significantly
in the remainder of the year, though the tar-
geted increase in annual revenue will not be
easy to attain. Lower economic activity and the
risk that the so-called “receipts movement”
may fall into disuse, make the enhancement of
tax controls more imperative in order to
address tax-evasion phenomena.

OOrrddiinnaarryy  BBuuddggeett  EExxppeennddiittuurree

Ordinary budget9 expenditure decreased in the
first nine months of the year by 7.1%, against
a 14.9% increase in the respective period of
2009, while the draft budget forecast a 7.8%
decrease for the entire year. The containment
stems mainly from primary expenditure, which
was reduced by 11.0%,10 against a targeted (in
the draft budget) reduction of 10.9% in the
whole of the year. By contrast, interest pay-
ments increased by 8.0% in January-Septem-
ber 2010, against a targeted annual increase of
7.2% (see Table V.I). 

The containment of primary expenditure was
the result of successive measures taken in Jan-
uary-September in order to address the fiscal
crisis. Available detailed data for January-
August show that this containment is mainly
found in:

•• Personnel outlays, which declined by 6.5%,
against a 9.3% increase in the corresponding
period of 2009. It is noted that it is the first
time in decades that this category of expendi-
ture has recorded a decrease. This develop-
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99 Ordinary budget expenditure does not include tax refunds, which
are deducted from revenue. This practice has been followed by the
Ministry of Finance in recent years.

1100 Ordinary budget primary expenditure also includes grants to hos-
pitals for the repayment of part of their old debts.
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ment is attributable to the measures regarding
the freezing of recruitments, the non-renewal
of fixed-term contracts, the freezing of
increases in wages and pensions in 2010, a 20%
curtailment in civil servants’ allowances, a 30%
curtailment of the Easter allowance and abo-
lition of the holiday allowance for civil servants
and pensioners (and its replacement with
allowances only for employees and pensioners
whose earnings are low and moderate), cur-
tailment of payments for overtime employment
and lower remuneration for participation in
committees, and finally ceilings on remunera-
tions in the public sector. The measures have
not yet had full effect, as some of them were
taken in May and have not affected the results
of the reviewed period (such as the abolition
of the Easter and the Christmas allowances
and their replacement with allowances of€200-250 and €400-500 respectively,11 and the
lowering of higher pensions).12

•• Outlays for grants (mainly to social security
funds), which declined by 11.6% in January-
August 2010 against the corresponding 2009
period, when they had recorded an increase by
27.3%. This development is attributable to the
curtailment (by 10%) of grants to the social
security funds of the Hellenic Telecommuni-
cations Organisation (OTE) and the Public
Power Corporation (DEH), as well as the
annulment of the largest part of the second
installment of the extraordinary social soli-
darity aid. 

•• Consumption and other expenses, which
decreased by 54% in January-August, against
an increase of 34.9% in the corresponding
period of 2009. This development is also attrib-
utable to the curtailment of expenses for pro-
curements and travels, as well as the €100 mil-
lion cut of the initial 2010 budget item, which
concerned new programmes of the Ministry of
Education. 

PPuubblliicc  IInnvveessttmmeenntt  BBuuddggeett

In the first nine months of the year the Public
Investment Budget deficit stood at €4,089 mil-

lion or 1.8% of GDP, against a deficit of 2.8%
of GDP in the corresponding period of 2009
(see Table V.1). Given that Public Investment
Budget revenue was reduced by 3.3%, the con-
tainment of the deficit is exclusively attributa-
ble to the reduction (by 30.3%) of investment
outlays, against a 19.2% increase in the previ-
ous year. This development is attributable, on
the one hand, to the fact that these outlays had
recorded a large increase (40.1%) in the first
half of 2009, due to the expiry in June 2009 of
the deadline for the absorption of funds from
the Third Community Support Framework and,
on the other, to the curtailment of Public Invest-
ment Budget expenditure three times between
January and September 2010 (by €600 million
with the March measures, by a further €500 mil-
lion with the Economic Adjustment Programme
and then by another €200 million). As a result,
the annual target for expenses under the Pub-
lic Investment Budget came to €9,000 million
(from the initial €10,300 million), while the
Updated Memorandum points to a potential
further reduction to €8,200 million. 

3 NET BORROWING REQUIREMENTS ON A CASH
BASIS DURING JANUARY-SEPTEMBER 2010 

During January-September, the central gov-
ernment cash deficit excluding the OPEKEPE
account was €18,504 million or 8.0% of the
revised GDP, against 11.0% of GDP in the cor-
responding 2009 period, i.e. it narrowed by
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1111 Specifically, Law 3845/2010 provides for the payment of Christmas,
Easter and holiday allowances of €500, €250 and €250 respectively
to public sector employees whose earnings (including these
allowances) do not exceed €3,000 per month (on a twelve-month
basis), as well as the payment of Christmas, Easter and holiday
allowances of €400, €200 and €200 respectively to general gov-
ernment and main insurance fund pensioners (excluding OGA)
whose pensions do not exceed €2,500 per month (again, including
these allowances and on a twelve-month basis). Law 3863/2010 adds
that in the case in which the pensions paid (calculated on a twelve-
month basis) fall short of €900 per month, the allowances are read-
justed to €500, €250 and €250, respectively.. In case excesses of
the above limits are observed, the allowances are paid up to the
respective limits. 

1122 According to laws 3863/2010 and 3865/2010, the Pensioners Soli-
darity Contribution is introduced as from 1 August 2010. The Con-
tribution is kept in financially and accounting-wise independent
account with the Intergeneration Solidarity Fund. The Contribu-
tion is withheld monthly from main insurance pensions exceeding€1,400 on the basis of progressive rates varying from 3% to 10%
(see Box V.2).
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27.7% year-on-year (see Chart V.1 and Table
V.2). Moreover, the primary cash deficit of the
central government (i.e. the cash deficit
excluding interest payments) was €6,858 mil-
lion or 3.0% of GDP, against 6.4% of GDP in
the corresponding 2009 period, i.e. it was
reduced by 53.8% year-on-year.

The significant narrowing of the cash deficit in
the first nine months of 2010 is in line with fis-
cal data; in other words, it is chiefly attributed
to the curtailed public spending and the positive
contribution of increased revenue. In particu-
lar, state budget expenditure decreased by
12.3% during January-September 2010, while in
the corresponding 2009 period it had increased
by 16.8%. Ordinary budget expenditure
declined by 9.7%, having increased by 16.4% in
the corresponding period of 2009, whereas pub-
lic investment budget expenditure was reduced
by 30.3%, having increased by 19.2% in the cor-
responding 2009 period. State budget revenue
rose by 3.3% in the first nine months of 2010,
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Table V.2 Net borrowing requirement of central government on a cash basis1

(million euro)

1. State budget 17,361 32,622 13,911 25,603 18,504

Percentage of GDP 7.4 14.0 5.9 11.0 8.0

―Ordinary budget2 12,585 4,5 25,318 6 10,834 19,236 14,477

―Public investment budget 4,776 7,304 3,077 6,367 4,027

2. ELEGEP – OPEKEPE3 -254 -1,778 -2,258 -1,922 274

3. Central government (1+2) 17,107 30,844 11,653 23,681 18,778

Percentage of GDP 7.3 13.2 4.9 10.2 8.1

Year January-September

2008 2009 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 Including movements in public debt management accounts.
3 Payment and Control Agency for Guidance and Guarantee Community Aid. It replaced DIDAGEP (Agricultural Markets Management Service)
as from 3 September 2001.
4 Including proceeds of €430.8 million from the sale of OTE shares, as well as expenditure for a grant of €570.8 million to OGA, but exclud-
ing the payment of Greek government debt to the Social Insurance Fund (IKA) by the issuance of bonds (€1,172 million).
5 During the strike of the Bank of Greece personnel in March 2008, public debt service payments of €1,537 million were effected through
commercial banks, of which €359 million were interest payments not reflected in the cash data of the Bank of Greece. If the latter amount is
included in interest payments, the net borrowing requirement of the State budget rises from 7.4% to 7.5% of GDP and the net borrowing
requirement of central government from 7.3% to 7.4% of GDP.
6 Excluding expenditure of €3,769 million for the acquisition of preference shares of Greek banks pursuant to Law 3723/2008 providing for
banks’ capital support and of €1,500 million for the issuance of bonds to cover the capital increase of the Guarantee Fund for Small and Very
Small Enterprises (TEMPME), but including revenue amounting to €673.6 million from the sale of OTE shares, of €72.3 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.
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having fallen by 8.2% in the corresponding
period one year before. This increase is due to
the rise in ordinary budget revenue by 3.5%,
against a 3.4% drop in the corresponding 2009
period. Public investment budget revenue in the
first nine months of 2010 was reduced by 1.9%,
compared to a 58.6% reduction in the corre-
sponding period one year before.

4 PUBLIC DEBT AND NEW DATA FOR 2009

The evolution of public debt (as a percentage
of GDP) over time reflects the chronic macro-
economic imbalances of the Greek economy.
It provides an indicator of the macroeconomic
outlook of a country, which is affected by (i)
the fiscal policy as reflected in the evolution of
its primary fiscal results, (ii) the pace of eco-
nomic growth, and (iii) the country’s standing
in terms of the domestic and the international
financial environment, as reflected in the evo-
lution of borrowing rates that affect interest
payments. 

In Greece, public debt as a percentage of GDP
stands at levels higher than 99.0% for the last
15 years. The rapid growth of the Greek econ-
omy (since 2000), low interest rates (up until
2005) combined with primary surpluses (up
until 2002) and revenue from privatisations
(mainly from 1996 onwards) were not enough
to counterbalance the creation of non-general-
government deficits in order to ensure the
reduction of public debt over time.

The inherently high public debt levels are
indicative of the serious structural problems of
the Greek economy in general and of public
finances in particular and are directly associ-
ated with fiscal management problems. These
are related, on the one hand, with ineffective
polices in respect to revenue and tax manage-
ment13 and, on the other, with the significant
and uncontrolled increase in expenditure,
which mainly reflects a lack of discipline and
the inability to monitor and control the expen-
diture, resulting in the creation of new debt on
top of the existing one.

These weaknesses have contributed heavily to
the debt, which in 2009 reached 115.1% of
GDP and in 2008, 99.2% of GDP, according to
Eurostat estimates released in April 2010. As
per these estimates, the contribution of pri-
mary deficit to the increased debt-to-GDP
ratio was 8.5% of GDP in 2009, the effect from
the change in GDP and in interest rates 5.4%
and the “deficit-debt adjustment”14 2.0%.
However, the same Eurostat news release15

pointed out back then that the debt-to-GDP
ratio might be revised upwards to 122%.

The Draft Budget takes into account a slightly
revised estimate, according to which the debt-
to-GDP ratio was 99.5% in 2008 and 115.4%
in 2009. However, on the basis of the new fig-
ure for GDP, these ratios now have risen to
100.94% and 117.65% respectively. Moreover,
according to new estimates that the Eurostat
was expected to release on 22 October (i.e.
after the publication of this Report), the debt-
to-GDP ratio for these years has been revised
significantly upwards, as debt now includes,
inter alia, the debt of public enterprises and
other entities which, as mentioned in Section
1 of this chapter, have been reclassified into
the general government. It should be men-
tioned that the debt of these public enter-
prises relates to loans that have been obtained
under state guarantee and have been
included in the introductory reports to the
state budget.

IInn  22001100, the debt is also expected to increase on
account of the funding of the Financial Sta-
bility Fund (an amount that is not part of the
deficit) and the outstanding debts of hospitals
for 2005-2008.16
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1133 Resulting in extensive tax evasion and problems with the collection
of revenue.

1144 “Deficit-debt adjustment” refers to public transactions which,
although not recorded in the deficit, increase public debt.

1155 See Eurostat news release 55/2010 of 22 April 2010.
1166 As per Law 3867/2010, outstanding debts for the years 2007, 2008

and 2009, up to the amount of €200,000 will be paid up immedi-
ately. All other outstanding debts will be paid through the issuance
of zero-coupon bonds. In particular, for the outstanding debts of
2007 (€1.1 billion), one-year bonds will be issued within 2010. For
the outstanding debts of 2008 (€2.2 billion), 2-year bonds will be
issued and for the outstanding debts of 2009 (€2.04 billion), 3-year
bonds will be issued within 2010.
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As regards debt dynamics, according to IMF’s
first review of the Economic Adjustment Pro-
gramme, the public-debt-to-GDP ratio is
expected to peak in 2013 and start declining
gradually from 2014 onwards.17 To begin with,
the upward revision of the debt in 2009 would
entail a substantial upward revision of these
forecasts too. HHoowweevveerr,,  iitt  iiss  ppoossssiibbllee  aanndd  nneecc--
eessssaarryy  ttoo  ddeetteerr  ssuucchh  aann  uunnffaavvoouurraabbllee  oouuttllooookk, in
three ways:

((ii)) by speeding up fiscal adjustment, i.e. nar-
rowing the primary deficit more and achieving
larger primary surpluses sooner;

((iiii)) by expediting privatisations (starting from
the restructuring of OSE and TRAINOSE
according to the draft law) and making more
effective use of public sector real estate (see
Chapter VII, Special Features 3 and 5);

((iiiiii)) by taking structural measures that will
enhance growth in a co-ordinated way (without
budgetary cost), accelerating economic recov-
ery and creating the conditions for satisfactory
and sustainable GDP growth.

It is therefore clear that in order for public
debt to decrease, decisions addressing both the
structural problems of the Greek economy and
the problems that are associated with fiscal
management are required.18 In this way, the
conditions for public and private sector pro-
ductivity growth will be created.19 This will be
one of the main drivers of (i) economic growth
and (ii) the control and improvement of pub-
lic finances, which in turn is a prerequisite for
the reversal of the upward trend of public debt.

5 THE ECONOMIC ADJUSTMENT PROGRAMME

On 2 May the European Union, the ECB, the
IMF and the Greek authorities reached an
agreement on a comprehensive package of
economic policy measures for the period 2010-
2013, in order to restore macroeconomic sta-
bility and achieve sustainable macroeconomic
growth; formal financing will thus amount to

€110 billion. A key aim of this programme is
restoring confidence in the outlook of the
Greek economy and achieving sustainable eco-
nomic adjustment. This will be attained by
immediate fiscal consolidation based on meas-
ures that (i) save on public expenditure and (ii)
enhance the ability of the government to col-
lect revenue. At the same time, the quantifi-
cation and specification of measures for 2011
and 2012 is stipulated, with a view to ensuring
continuation of fiscal adjustment, restoring
confidence in the economic outlook and the
credibility of the economic policy pursued.

Financing, according to the programme, will be
provided by euro area countries and the IMF.
The ECOFIN Council validated the programme
and approved bilateral loans of €80 billion by
euro area countries. The IMF Council
approved a Stand-By Arrangement of €30 bil-
lion. The funds will be disbursed in 13 install-
ments (from May 2010 up to April 2013) pro-
vided that implementation of the programme
sticks to the schedule and the quantitative per-
formance criteria are fulfilled.20 The Memo-
randum of Understanding on Specific Eco-
nomic Policy Conditionality mainly defines the
structural policies included in the Memorandum
of Economic and Financial Policies and sets the
specific timetable for their implementation.
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1177 See IMF, Greece – First Review under the Stand-By Arrangement,
14 September 2010. 

1188 The new organic budget law that was passed by Parliament on 29
July 2010 is a first step in this direction, see Box V.1.

1199 The increase in productivity is connected to any and all structural
changes that aim at improving the business environment and creat-
ing motives for new investment. The Bank of Greece has repeatedly
pointed to the necessity of such changes, related to e.g. the labour mar-
ket and the opening up of closed-shop professions, with a view to cre-
ating a healthy and competitive business environment that will guar-
antee investment, lower prices, jobs and unhindered economic growth.

2200 The progress of policy implementation in the framework of the pro-
gramme will be monitored by setting quarterly (and continuous)
quantitative performance criteria as well as indicative targets, struc-
tural points of reference, by revising the programme and making
provisions. Quantitative targets up to December 2010 are consid-
ered such criteria. Targets for the period 2011-2013 are indicative
and will be considered quantitative performance criteria for 2011
in the second revision of the programme, before the end of 2010.
The criteria are: (1) the ceiling on the adjusted primary deficit of
the general government on a cash basis (performance criterion),
(2) the ceiling on primary expenditure of the State Budget (per-
formance criterion), (3) the ceiling on the accrual of new general
government overdue debt (continuous indicative target), (4) the
ceiling on the general government debt stock (performance crite-
rion), (5) the ceiling on new central government guarantees (per-
formance criterion) and (6) the non-accrual of general government
overdue external debt (continuous performance criterion).
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On 6 May the Greek Parliament passed a pack-
age of fiscal and economic policy measures that
are part of the economic and fiscal policy pro-
gramme, among which the increase in VAT
and special consumption taxes, as well as fur-
ther cuts in public sector wages and pensions.21

Moreover, a package of structural changes in
support of fiscal adjustment is stipulated.

On 18 May, euro area countries disbursed the
first installment, amounting to €14.5 billion,
following the disbursement of €5.5 billion by
the IMF. The next installment, amounting to€9 billion (€2.5 billion from the IMF and €6.5
billion from the euro area), according to the
Economic Adjustment Programme, was dis-
bursed at the beginning of September, after the
assessment of the progress as to the actions that
were to be taken by 30 June 2010 was made.

The third installment, of a corresponding
amount (€2.5 billion from the IMF and €6.5 bil-
lion from the euro area) is expected by the
beginning of December, after the assessment of
the progress as to the actions that were to be
taken up until 30 September is made. The
fourth installment, amounting to €15 billion
(€4.1 billion from the IMF and €10.9 billion
from the euro area), will be disbursed by the
beginning of March 2011, after the progress
achieved up until 31 December 2010 is assessed.

5.1 FISCAL POLICY

TThhee  EEccoonnoommiicc  AAddjjuussttmmeenntt  PPrrooggrraammmmee  rreeqquuiirreess
vveerryy  eexxtteennssiivvee ffiissccaall  aaddjjuussttmmeenntt.. The fiscal
deficit is expected to narrow from almost 14%
of GDP in 2009 (according to first estimates)
to below 3% of GDP in 2014. Reflecting inter-
national experience, the adjustment is based by
2/3rds on expenditure. Expenditure will be cut
by an amount that equals about 7% of GDP
until 2013 and revenue will increase by about
4% of GDP until 2013.

The extent of fiscal consolidation required dur-
ing 2010-2013 exceeds by far the saving of
resources from the required reduction in pub-
lic deficit. Compared with a scenario of

unchanged policies (in which the public deficit
would increase, reflecting inter alia a decrease
in real GDP, increased interest payments,
unemployment benefits, subsidies to pension
funds and ailing public utilities, public sector
wages and pensions), this will require fiscal
measures of 13% of GDP during 2010-2014,
apart from those already in place in 2010
(which are estimated by the EU to 5.5% of
GDP). Such a large-scale adjustment is nec-
essary to set the debt-to-GDP ratio on a down-
ward track from 2014 onwards (although it will
still remain higher than its 2009 level by more
than 30 percentage points) and keep it at this
level after the programme expires, through the
achievement of significant primary surpluses
(at least 5% of GDP) until 2020.

FFiissccaall  ccoonnssoolliiddaattiioonn  iiss  iinntteennsseellyy  ffrroonntt--llooaaddeedd..
After the implementation, in 2010, of measures
that correspond to 8% of GDP (including the
ones announced up until March 2010), con-
solidation measures corresponding to 4% of
GDP (including the balance carried forward)
will be implemented in 2011. The adjustment
will be smaller ―between 2% and 2.5% of
GDP― in 2012, 2013 and 2014.

TThhee  ttoouugghheesstt  mmeeaassuurreess  wwiillll  bbee  ppaasssseedd  aanndd  iimmppllee--
mmeenntteedd  ffiirrsstt.. The three most important, immi-
nent measures are the cuts in public sector
wage bill expenditure and public sector pen-
sion expenditure, as well as the further increase
in VAT by 10%. These measures, combined
with the ones that have been into force since
the beginning of March, are yielding additional
savings of around 2.5% of GDP, from 2010
already.

TThheessee  aarree  ssttrruuccttuurraall  mmeeaassuurreess.. From the total
package, only a few (corresponding to about
1.5% of GDP) are one-off or temporary meas-
ures. Moreover, tthhee  mmeeaassuurreess  aarree  ffuullllyy  oouuttlliinneedd.
All the measures for 2010 and 2011 and almost
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2211 Furthermore, on 6 May 2010, the ECB approved of temporary
measures on the eligibility criteria for marketable debt instruments
issued or guaranteed by the Greek government (to be used as col-
lateral in Eurosystem refinancing operations). Despite all these, on
7 May 2010 the spread of two-year bonds climbed to 1,739 basis
points and of ten-year bonds to 1,287 basis points.
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all measures for 2012 have been outlined in
collaboration with the Greek authorities and
have been carefully quantified.

MMoorree  ssppeecciiffiiccaallllyy,,  ffoorr  22001100  tthhee  pprrooggrraammmmee  eennvviiss--
aaggeess  mmeeaassuurreess  tthhaatt  aammoouunntt  ttoo  aallmmoosstt  22..55%%  ooff
GGDDPP::  rreevveennuuee  ccoolllleeccttiioonn  mmeeaassuurreess  wwiillll  pprroodduuccee
00..55%%  ooff  GGDDPP  aanndd  tthhee  ccuuttss  iinn  eexxppeennddiittuurree  11..99%%
ooff  GGDDPP..  IInn  22001111,,  rreevveennuuee  ccoolllleeccttiioonn  mmeeaassuurreess
wwiillll  pprroovviiddee  22..99%%  ooff  GGDDPP  aanndd  tthhee  ccuuttttiinngg  ooff
eexxppeennddiittuurree  11..22%%  ooff  GGDDPP,,  ii..ee..  ttoottaall  ssaavviinngg  wwiillll
aammoouunntt  ttoo  44..11%%  ooff  GGDDPP..  IInn  22001122  aanndd  22001133,,  rreevv--
eennuuee  ccoolllleeccttiioonn  mmeeaassuurreess  aarree  eexxppeecctteedd  ttoo  bbrriinngg
iinn aammoouunnttss  eeqquuiivvaalleenntt  ttoo  00..77%%  aanndd  00..33%%  ooff  GGDDPP
rreessppeeccttiivveellyy  aanndd  ffrroomm  tthhee  ccuuttttiinngg  ooff  eexxppeennddiittuurree

aammoouunnttss  eeqquuaall  ttoo  11..77%%  aanndd  22..33%%  ooff  GGDDPP  aarree
aannttiicciippaatteedd..

5.2 INSTITUTIONAL FISCAL REFORMS

The Economic Adjustment Programme targets
a series of institutional reforms that will have
a positive fiscal effect, supporting the fight
against public fund squandering, tax evasion
and corruption, such as:

••  Significant reforms that will enhance the
state budget management system and the fis-
cal framework (with the aid and technical sup-
port of the IMF – see Box V.1).
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FISCAL MANAGEMENT AND RESPONSIBILITY

Law 3871/2010 on fiscal management and responsibility introduces modern fiscal rules and prin-
ciples that will assist in reforming the fiscal system and contribute to fiscal consolidation through
the control1 and the targeted reallocation of public expenditure, leading to a reduction in the cost
of government services and a rational utilisation of public resources.

The law aspires to lead to “top-down” budgeting, by clarifying the roles of the involved parties
and attaching responsibility to those who manage public funds, thus facilitating the parliamen-
tary audit function through transparent procedures.

Fiscal management must be governed by the principles of (i) prudent management, (ii) respon-
sibility and accountability, (iii) transparency, and (iv) sincerity. Fiscal rules aim at maintaining
and enhancing fiscal stability and relate to the efficient control of revenue and expenditure with
the introduction of a double-entry system that will record public sector transactions better, among
other things, dividing them into receipts and payments. More specifically, fiscal rules refer to the
control of public debt and the setting of quantitative targets, such as (i) a minimum acceptable
limit for the primary surplus and for revenue as a percentage of GDP, as well as (ii) the method
and procedure for the adjustment of expenditure to revenue.

The law introduces a simplified, standardised accounting plan, which will be in line with inter-
national standards for the public sector and will record all cash movements. It also introduces the
gradual recording of central government’s fixed assets.

The Hellenic Parliament Budget Office is thus enabled to monitor the implementation of rules,
providing the Parliament with the technical support required to complete the task of passing the
budget.

Box V.1

1 All expenditure and revenue of the State, primary and secondary local authorities and other legal entities in public law shall be subject
to audit by the Court of Audit, pursuant to international accounting standards. 
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••  Further reforms to and simplification of the
tax system, along with improvements in tax
administration (with the aid and technical sup-
port of the IMF).

••  The re-evaluation, with the aid and tech-
nical support of the IMF, of the opera-
tional framework and the risk management
framework in respect to debt management,
so as to increase transparency and pre-

dictability as regards public authorities’
actions.

••  Enhanced provision of information on the
public sector, including statistical data.

••  Materialisation of the ambitious plan for the
reform of the pension system, with a view to
ensuring the long-term sustainability of public
finances (see Box V.2).
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Special emphasis is given to the powers and duties of the Minister of Finance and the State Gen-
eral Accounting Office (GAO): The Minister of Finance is vested with the power and authority
to exercise the general management of central government finances, as well as to coordinate and
supervise general government finances. This, of course, comes with a series of responsibilities (also
falling within the responsibilities of the GAO), such as submitting to the Parliament a medium-
term Fiscal Strategy Framework for every financial year. This will include both the time-sched-
ule of general government’s and its entities' medium-term goals as well as an evaluation and out-
line of fiscal and macroeconomic developments and prospects. It will also determine the com-
pliance of annual budgets with the long-term Fiscal Strategy Framework.

Moreover, the Minister of Finance and the GAO are responsible for preparing and submitting to
the Parliament the preliminary and the draft State Budget, annual budgets for the general gov-
ernment, supplementary budgets if so required, the Review, the Balance Sheet and other financial
statements. The Minister of Finance must submit to Parliament a report2 (which will be disclosed
afterwards) on the fiscal developments of the general government, determine the standards, regu-
lations and procedures governing fiscal management and supervise the programmes that are financed
by the European Union and other international bodies, whose management comes under the GAO.

2 Similarly, the GAO must also prepare monthly, quarterly and biannual reports on the execution of annual budgets and general government
entities.

THE PENSION SYSTEM REFORM 

•• In line with the Economic Adjustment Programme, two laws were passed in July 2010.1 The main
changes brought about by these laws relate to the method of pension calculation and the retire-
ment age limits.

•• Specifically, as of 1 January 2015, a pension shall consist of two parts: (i) the main part, which
will be independent of the history of social security contributions and shall also be paid to those
with insufficient social security contributions, provided that they meet the age, income and res-
idence in Greece criteria; (ii) the proportional part, which will be calculated (as from 1 January

1 “New social security system and relevant provisions, arrangements in work relations” (Law 3863/2010, passed on 12 July 2010) and
“Reform of the public sector social security system and relevant provisions” (Law 3865/2010, passed on 15 July 2010). 

Box V.2
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2011) on the basis of the average pensionable earnings of the entire working life.2 In addition, as
from 2014, pensions will be adjusted annually using a co-efficient 50% determined by the change
in GDP and 50% by the change in the Consumer Price Index of the preceding year.  

•• As to retirement age limits and recognised years of work, the new system determines that the
minimum retirement age will be 60 years for all employees (both men and women), requires 40
years of social security contributions for a full pension and reduces pension by 6% per year for
those retiring before 65 with less than 40 years of contributions. Moreover, the two age limits (60
and 65 years) will be adjusted in the future on the basis of life expectancy. According to estimates
of the General Accounting Office of Greece, these measures will reduce expenditure by €331.4
million in 2011 and by €730 million from 2015 onwards.

•• At the same time, other provisions introduce changes in many sectors, including:

As from 22001100:

•• The social security system. Primary and secondary healthcare services of the NHS, social secu-
rity bodies under the General Secretariat for Social Security and the Sailor’s House become inte-
grated and operate as a single system.

•• Pension incomes. Introduction, as from 1 August 2010, of a special levy, the Pensioners’ Soli-
darity Contribution, which is kept in an account with the Intergeneration Solidarity Fund and
enjoys financial and accounting independence.

•• Voluntary retirement schemes. They are abolished.

•• Employed pensioners. Uniform rules now apply to employed pensioners, leading to a reduc-
tion in their pension – or even its suspension for those under 55 years of age.

•• Widower’s pensions. Stricter terms apply to widower’s pensions and pensions to unmarried and
divorced daughters are abolished.

•• A labour ticket. A new method of payment (a labour ticket or “ergosimo” in the form of a
cheque) is applied to the occasionally employed personnel (paid by the hour or day) and to the
land workers of the Agricultural Insurance Fund (OGA), in order to reduce undeclared work and
contribution evasion.

As from 22001111:

•• Those who continue to work after the completion of 35 pensionable years (for those who estab-
lish retirement rights by 31 December 2010) will receive increased pension.

•• The successive insurance regime will be amended with retroactive validity from 2006 or 2007.

•• A new list of arduous and hazardous occupations will apply as from 1 July 2011.

2 The monthly pension is calculated for every full social security year on the basis of uniform percentages of pensionable earnings (average
monthly earnings during the working life).
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••  Healthcare sector reform.

••  Modernisation of the public administration,
e.g. re-engineering recruitment processes,
completing the single authority for the pay-
ment of wages (single payment authority),
introducing a simplified wage system, improv-
ing procurement procedures so as to enhance
efficiency and ensure transparency and
restructuring local governments through the
“Kallikratis Programme” with the purpose of
reducing their number.

••  Improved management and privatisation of
public enterprises.

••  Improved absorption of funds from the
Structural Funds and the Cohesion Fund.

6 THE IMPLEMENTATION OF THE ECONOMIC
ADJUSTMENT PROGRAMME AND THE
UPDATED MEMORANDUM – AN EVALUATION

As already mentioned, according to the
progress reports on the implementation of the
Economic Adjustment Programme published
by the European Commission at end-August
and by the IMF at the beginning of September,
Greece has made impressive progress in terms
of fiscal adjustment in the first half of 2010 as

well as in a series of structural reforms that will
reshape the Greek economy.

Almost every fiscal performance criterion for
the first half of 2010 has been met.22 This is
attributed to the fact that cuts in government
expenditure have been larger than anticipated
in the Programme, in order to counterbalance
the deviation from the revenue target. In more
detail, in the first half of the year, actual pri-
mary expenditure was by €5.6 billion smaller
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2222 In June the adjusted primary deficit of the general government on
a cash basis amounted to -€4.26 billion compared with a ceiling of
-€5.0 billion, the primary expenditure of the State Budget
amounted to €28.4 billion compared with a ceiling of €34 billion,
the central government debt stock amounted to €316.7 billion com-
pared with a ceiling of €342 billion and central government new
guarantees amounted to €0.3 billion compared with a ceiling of €2
billion. For September and December 2010, the ceiling on the
adjusted primary deficit of the general government on a cash basis
is -€4.0 billion and -€5.7 billion respectively and the ceiling on the
primary deficit of the State Budget is €50 billion and €67 billion
respectively. It is worth mentioning that the Updated Memoran-
dum includes some discrepancies between the definitions of the
aforementioned criteria, the most important of which are the fol-
lowing: According to the Updated Technical Memorandum of
Understanding, the adjusted primary deficit of the general gov-
ernment on a cash basis includes the change in the net financial
assets of off-budget items (besides the cash balance of the ordinary
State Budget and the public investment budget, the change in the
net financial assets of local governments and social security organ-
isations). The change in the stock of public hospitals’ accounts
payable to the private sector is deducted from the change in net
financial assets of social security organisations. Moreover, primary
expenditure of the ordinary State Budget include capital transfers
to social security funds through bonds and forfeitures of guaran-
tees, with the public sector or the central government taking up pay-
ments on behalf of non-general government organisations. More-
over, TEMPME guarantees are now included in the ceiling on new
guarantees issued by the central government.

•• A stricter institutional framework will apply to the award of disability pensions, while the numer-
ous disability certification committees currently in operation will be abolished and a single Dis-
ability Certification Centre will be established within IKA-ETAM.

•• Pensions, all benefits, wages and any other payments by social security funds will be made exclu-
sively through the banking system and the Hellenic Post Office. The same applies to the collec-
tion of social security contributions.

•• The healthcare branch of IKA will enjoy financial and accounting independence.

•• It is worth noting that the Economic Adjustment Programme includes the following “safety
valve”: If an actuarial study shows that the anticipated results of the reform fall short of the tar-
get of increased pension expenditure up to 2.5% of GDP by 2060, then a Ministerial Decision may
further reduce the relevant expenditure by combined adjustments to parameters of the system,
the basic pension and auxiliary pensions, in order to achieve the final goal.
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than expected. It is worth mentioning that the
government is committed under the Updated
Memorandum to close the year with a margin
of around €4 billion as coverage for risks from
other general government sub-sectors. If there
is a deviation from the targets of the pro-
gramme or a larger than expected decline in
revenue, then the government is committed to
take corrective measures, which, as regards the
containment of expenditure, will give empha-
sis on operational expenditure, expenditure for
the procurement of military equipment and
public investment expenditure.

Significant progress has also been made in
relation to iinnssttiittuuttiioonnaall//ssttrruuccttuurraall  ffiissccaall  rreeffoorrmmss,
such as the new law on fiscal management and
responsibility which introduces a medium-term
fiscal framework (see Box V.1);23 the new tax
law; measures that aim at combating tax eva-
sion; the establishment of a single payment
authority; the completion of the public sector
employment census; steps for strengthening
the tax mechanism; and the reform of public
administration.

It is particularly encouraging that the 2011
budget will be drafted in accordance with the
provisions of the new law on fiscal manage-
ment. As per this law, the budget will be part
of a three-year moving medium-term frame-
work. The Minister of Finance will be able to
set a ceiling on the expenditure of ministries,
local governments and social budgets, so as to
efficiently implement fiscal management on
the general government as well. The Draft
Budget, along with the consolidated draft of
local government budgets and social budgets,
should be compatible with the general gov-
ernment deficit target.

The reform and modernisation of public
administration is proceeding as planned with
the passing of the law on “Kallikratis Pro-
gramme” in early June and the completion of
the public sector employment census in July.
Of great significance is the continuation of
reforms in public administration with the
extension of the single payment authority’s

responsibility to include the general govern-
ment by March 2011, the simplification of the
wage system and the new uniform wage rule,
not to mention the evaluation of the func-
tioning of public administration, with the aim
of rationalising and increasing its efficiency.

The completion of the paricularly ambitious
reform of the pension system took place earlier
than expected. According to the Memorandum
of Understanding, the implementation of the
social security reform was expected by the end
of the third quarter of 2010 (see Box V.2). 

According to the Updated Memorandum, the
National Actuarial Authority will conclude its
evaluation of how recent pension reforms
impacted on main pension funds until end-
December 2010 and on major auxiliary pension
funds until end-March 2011.24 This evaluation
will determine whether further adjustments are
required in order to contain increases in pen-
sion expenditure to 2.5% of the GDP between
2009 and 2060. Any further adjustments, if nec-
essary, will be completed by end-June 2011. 

6.1 CHALLENGES AND RISKS – HOW REVISION OF
THE 2009 DEFICIT IMPACTED ON THE OUT-
LOOK FOR 2010

According to available data, revenue falls short
of the Draft Budget targets and there is a dan-
ger that lower-than-expected receipts, on
account of the recession, will decline further.
However, receipts from the increase in VAT
may improve tax revenue in the last months of
the year. Moreover, as noted in the European
Commission progress report, low receipts from
tax revenue do not correspond to the higher
than expected nominal GDP growth. This
points to the need for a reform in the tax mech-
anism and for combating tax evasion further.
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2233 It is worth mentioning that, according to the Memorandum of
Understanding, it was expected that the new organic budget law
would be passed until the fourth quarter of 2010.

2244 According to the IMF progress report, there has been a delay in
the completion of the actuarial study, which is however attributed
to limitations related to the National Actuarial Authority available
staff and available statistical data.
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In accordance with the commitment it made in
the initial Memorandum, the government will
continue the effort to improve tax adminis-
tration and combat tax evasion. In this direc-
tion, it was decided that five special task forces
for improving tax compliance and combating
tax evasion will be established, so as to allocate
the burdens of fiscal adjustment equitably.25

As pointed out in IMF and EU progress
reports, the performance criterion for the gen-
eral government was met due to the better-
than-expected performance of the SB. By con-
trast, the performance of other general gov-
ernment entities (local governments and social
security organisations) is somewhat lower than
expected. In other words, their financial result
in the first half of the year was balanced, when
initial estimates foresaw a surplus. This is due
to the fact that local governments recorded
smaller surpluses than expected and social
security organisations a cash deficit rather than
the surplus that was expected. 

Moreover, the observed accumulation of pub-
lic hospitals’ accounts payable (in arrears)
generates the risk of debt accumulation. There
are similar problems with transfers and pay-
ments to other sectors of the general govern-
ment.26 Therefore, a stepping up of the efforts
to implement an efficient system for the mon-
itoring and control of expenditure and tax
arrears is required, in accordance with the pro-
visions of the Economic Adjustment Pro-
gramme. 

As per estimates, the programme for the privi-
tisation and restructuring of public enterprises
has to be expedited and become more ambi-
tious. For example, as mentioned in the
progress report, the proposal for the restruc-
turing of OSE has been delayed, although it is
under way (according to the Memorandum, the
deadline was  30 June). The draft law is already
being promoted. There is also a danger that the
public sector will be called upon to take up the
debt of public enterprises in the event of a
deeper recession, resulting in the forfeiture of
guarantees.

The implementation of measures that improve
the absorption of Community funds is consid-
ered to observe the time schedule of the Eco-
nomic Adjustment Programme. Notwith-
standing that, the payment of receivables has
to be expedited significantly in order for the
targets to be met.

According to EU and IMF progress reports,
the government should be prepared to proceed
with corrective actions in the event of deviation
from the fiscal targets. It is also pointed out
that, in order to achieve the target for a gen-
eral government deficit of about €18.5 billion
(on a national accounts basis), the adjusted
cash deficit of the general government should
not exceed €17.2 billion.

Finally, let it be recalled that the revision of
2009 deficit and the recent revision of GDP
have a bearing on the fiscal outlook for 2010.
This bearing has been dealt with in brief in Sec-
tion 1 of this chapter.

6.2 THE DRAFT BUDGET FOR 2011

According to the Draft Budget for 2011, the
government is committed to continue the pol-
icy of containing SB primary expenditure,
which is anticipated to decline by 2.3% (after
an estimated decline by 10.3% this year). The
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2255 According to the announcement of the Ministry of Finance (31
August 2010), in order to combat tax evasion and increase tax rev-
enue, through the broadening of the tax base and a fairer wealth
tax system, five special tax forces have been established: (1) A spe-
cial task force for the implementation of the tax reform. Its task
is to study, formulate, develop and monitor the materialisation of
proposals for the timely and effective implementation of the tax
reform that was introduced with Law 3842/2010; (2) a special task
force for the collection of overdue amounts. Its task is to study, for-
mulate, develop and monitor the materialisation of proposals for
the collection of tax arrears; (3) a special task force for high-income
taxpayers. Its task is to study, formulate, develop and monitor the
materialisation of proposals that ensure tax compliance of high-
income taxpayers (the 1,000 top corporate taxpayers); (4) a special
task force for the wealthy and high-income individuals. Its task is
to study, formulate, develop and monitor the materialisation of pro-
posals for combatting tax evasion by taxpayers with significant real
estate holdings and high living expenses (mainly self-employed);
(5) a special task force for the payment of withholding taxes and
tax compliance. Its task is to study, formulate, develop and mon-
itor the materialisation of proposals for the timely submission of
tax returns and the payment of withholding taxes in full.

2266 It is worth mentioning that the (constant) indicative target for
deterring the accumulation of new arrears was not achieved and
thus new debt amounted to €1.0 billion, a development attributed,
according to the IMF progress report, to an inability to effectively
control non-central government expenditure.
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target for the general government deficit is
mentioned in Section 1 of this chapter, which
also looks into the possible consequences of
the revision of fiscal data for 2009.

In more detail, according to the Draft Budget,
the fiscal policy stance remains very restrictive,
as the primary deficit of the state budget,
despite the recession, is anticipated to narrow
further by 2.6 percentage points of GDP and
draw close to zero in the next year.

Of course, as also put forth in the Memoran-
dum, the extent of fiscal adjustment will be
smaller compared with 2010. According to the
Draft Budget, the deficit of the SB will be
reduced by 1.5 percentage points of GDP, to€16,089 million or 6.9% of GDP in 2011,
against €19,473 million or 8.4% of GDP in
2010. This target (6.9% of the GDP) corre-
sponds to a general government deficit in the
area of 7.0% of GDP (7.2% of the revised GDP)
for 2011, against a deficit of 8.0% in 2010.

According to the Draft Budget, in order to
achieve the SB target, significant additional fis-
cal measures are required both on the revenue
and expenditure sides. At the same time, part
of the containment of the deficit is expected to
be derived from measures taken in the course
of 2010, which will bear fruit in full (i.e. for 12
months) in 2011. In more detail, from a total
dampening effect of €9,150 million on the
deficit, 15.3% (€1,400 million) is expected to
come from the further containment of state
budget expenditure, 58.0% (€5,310 million)
from new tax or non-tax revenue and 26.7%
from the measures taken in 2010. Whereas the
dampening effect on the SB deficit for 2011 is
estimated to €9,150 million, there are also
counterbalancing, deficit-increasing effects
(e.g. €2,591 million for interest payments).
Thus, the anticipated reduction of the deficit is
limited to €3,384 million in the end.

It becomes evident from the above that about
75% of the adjustment will come from
increased taxes or other levies (in 2010 or
2011) and only 25% from reduced expenditure.

Of course, for a sustainable fiscal adjustment,
a larger and more permanent reduction of pri-
mary expenditure is required – i.e. the adjust-
ment should be based by 2/3rds on the reduc-
tion of primary expenditure.

Ordinary budget revenue (before tax refunds)
in 2011 is expected to increase by 5.8%, to€61,140 million, from €57,800 million in 2010.
The ongoing recession will have a bearing on
revenue for 2011. By contrast, revenue will be
favourably affected by the extraordinary tax
imposed on profitable companies, the settle-
ment of building code violations, the gambling
tax, as well as the broadening of the VAT base
and the reclassification of goods between VAT
rates. According to the Draft Budget, total rev-
enue will increase on account of indirect taxes
(by 9.4%) and non-tax revenue (by 14.6%).
The good performance of revenue from indi-
rect taxes is the result of the increase in VAT
and special consumption taxes; most of the
other categories will decrease. Non-tax rev-
enue includes €670 million paid by banks par-
ticipating in the credit institutions’ liquidity
and capital adequacy support programme.

By contrast, revenue from direct taxes is
expected to drop by 1.4% compared to 2010.
This development is mainly the result of a fall
in legal entities’ profits as well as of direct tax
arrears, given that part of the single tax on real
estate (ETAK) for 2008 and 2009 was collected
in 2010 and this will not be repeated in 2011.
Also, revenue from the settlement of pending
tax cases, which is recorded under previous
years’ revenue, is expected to be smaller in 2011
(€600 million) than in 2010 (€700 million).

Ordinary budget expenditure27 (without tax
refunds) is expected to record a small increase
of around 2.2% compared to 2010, and reach€67,651 million. This increase stems exclu-
sively from interest payments, given that pri-
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2277 Let it be noted that, on account of the reclassification of different
expenditure items as a result of local governments being vested
with more powers in the framework of “Kallikratis Programme”,
expenditure in this year’s Draft Budget (Table 4.4) follow a dif-
ferent classification than in previous years.
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mary expenditure is anticipated to decline by
2.1% in 2011. This positive development will
come from the cut of staff costs by 2.3%, the
reduction of subsidies to pension funds (-
4.2%), the cut of expenditure for the purchase
of consumer goods (-10.7%) and of subsidies
to transport organisations and other entities.
Expenditure on pensions, however, is expected
to increase slightly (+0.4%) on account of the
large number of new pensioners.

Contrary to primary expenditure, interest pay-
ments are anticipated to increase by 19.6%, to€15,800 million in 2011, reflecting the
increased borrowing rates of the Greek gov-
ernment and the high public debt. Interest pay-
ments have gradually increased from 4.3% of
GDP in 2007 to 6.8% of GDP in 2011.

Let it be noted that, for the first time in many
years, the Draft Budget for 2011 also includes
a reserve of €500 million. This good practice,
which used to be adopted in the past, had been
abandoned in the last 10-15 years.

The public investment budget deficit is
expected to decline by €1,207 million (0.5% of
GDP), thus contributing to the achievement of
a state budget deficit of 6.9% of GDP. Accord-
ing to the Draft Budget, the public investment
budget deficit is expected to narrow mainly
because of the 30.4% increase in receipts from
EU Funds and the small (3.3%) decrease in
expenditure vis-à-vis 2010.

It is reasonable that individual provisions of
the Draft Budget will be revised to reflect the
downward revision of GDP on the one hand
and the upward revision of previous year’s pub-
lic deficit and debt on the other.

6.3 FURTHER ACTIONS SPECIFIED IN THE
UPDATED MEMORANDUM

The Updated Memorandum dated 6 August
specifies further actions that the government
has to take in order to achieve the targets of

the economic programme. The government is
committed to continue with the expenditure
containment policy. Moreover, if there is a
deviation from the targets of the programme
or a larger than expected decline in revenue,
then the government is committed to take cor-
rective measures focused on the containment
of operating expenses. For 2011, the prospect
of replacing temporary measures for expendi-
ture saving with permanent ones is under con-
sideration.

At the same time, the government is planning
a tighter control of general government enti-
ties' expenditure. In more detail, hospitals will
expedite payments in order to avoid the accu-
mulation of outstanding debt and to limit the
liabilities carried forward to 2011. The gov-
ernment will have to reduce the cost of med-
icine further. Also, hospital revenue is antic-
ipated to increase with the mandatory €3
admission per patient to the outpatients
departments and with the 24-hour operation
of hospitals. Auditing companies will help
with the financial management of public hos-
pitals, facilitating the control of costs and
accounts payable.

The passing of the law on the enhancement of
the National Health System (24-hour opera-
tion of hospitals, improvement of doctor and
nurse recruitment processes, better operation
and administration of health services, enhance-
ment of accountability, transparency and vol-
unteering) at end-July is an important
attempt under the health system reform pro-
gramme, which, according to the Memoran-
dum, has to be completed by the end of the
year. However, it is crucial that the economic
condition of hospitals is better recorded by
imminently adopting a double-entry account-
ing system on an accrual basis. In this way hos-
pital liabilities will be better recorded and, by
improving in parallel the statistical monitoring
of the work of hospitals and clinics, the effi-
ciency and effectiveness of healthcare spend-
ing will be enhanced.28
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2288 See Chapter VII, Special Feature 4.
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The provisions of the law on the reform of
local government (“Kallikratis Programme”)
will be strictly observed, in order to ensure
improved fiscal results (by about €500 mil-
lion) for each of the three years 2011-13. In
order to achieve budgetary gains at the gen-
eral government level, the government com-
mitted in the Updated Memorandum to
reduce public borrowing and transfers and to
control local government budgets in line with
the medium-term fiscal strategy. Moreover,
according to the Updated Memorandum, the
government will have to pass, by end-2010, an
adjustment that will not allow local govern-
ments to record deficits, at least up until 2014
(these are structural reforms that have to be
completed by end-2010 and will be part of the
third progress check).

The squandering of public funds will be con-
siderably limited by the abolition and
merger of public organisations and enter-
prises. Government announcements are in the
right direction; however, swift and effective
materialisation is required in a way that will
ensure the smooth absorption and transfer of
surplus personnel.

Furthermore, the government has committed
to improve the results of large public enter-
prises in deficit, in order to mitigate risks to
the budget. Anticipated action relates to the

enhancement of effectiveness, increases in
public transport fares and the reduction of
excessive benefits and overtime work.29 In
more detail, the government has committed to
restructure the loss-making Hellenic Railways
Organisation (OSE)30 and to reform and pri-
vatise a number of other public enterprises.

The National Actuarial Authority will complete
assessing the impact of the recent reform on the
main pension funds by end-December 2010 and
on major auxiliary pension funds by end-March
2011. Its assessment will determine whether fur-
ther adjustment of the pension system is
required in order for the increase in pension
expenditure to be contained to 2.5% of GDP
between 2009 and 2060. Any further adjust-
ment, if needed, will be effected by end-June
2011.31
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2299 Moreover, according to the initial Memorandum, the 10 largest
loss-making enterprises will have published their financial state-
ments up until 2009 (structural target) on the internet by end-Sep-
tember, in order to enhance transparency in relation to their finan-
cial condition.

3300 According to the restructuring programme, public service obliga-
tions/grants will be reduced to €50 million annually and no new
government guarantees for debts will be granted to the restructured
railway organisation, which has to interrupt a long history of big
losses.

3311 According to the provisions of the Updated Memorandum, pub-
lic sector cash should be managed prudently, due to the limited
liquidity. To this end, the Public Debt Management Agency will
start conducting monthly auctions for Treasury bills from Sep-
tember 2010 onwards (initially with a maturity of three months)
in order to improve cash management and normalise debt matu-
rity schedules.
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1 MONETARY AGGREGATES

In the period January-August 2010, the
annual rate of change of the monetary aggre-
gate M3 (excluding currency in circulation)1

continued to follow the downward trend
observed since the third quarter of 2008, turn-
ing negative as from February 2010 (August
2010: -11.3%, second quarter of 2010: -7.3%,
fourth quarter of 2009: 4.8%, see Table VI.1).
Throughout the reviewed period (except for
January), and for the first time since Febru-
ary 2006, this rate was higher than that of the
euro area. Indeed, as the euro area rate
remained broadly unchanged in 2010, their
differential widened substantially.

The slowdown of M3 growth in Greece is
associated with the developments in domes-
tic economic activity and the heightened
uncertainty among investors. More specifi-
cally, the recession currently hitting the Greek
economy, as well as the strong deceleration of
total credit expansion impacted on this mon-
etary aggregate negatively. Furthermore, the
country’s adverse fiscal position and the ensu-
ing concerns of some savers contributed to a
shift of savings out of M3 (especially time
deposits with an agreed maturity of up to two
years) and into investment abroad or other
holdings (e.g. currency in circulation, gold
sovereign coins etc.). Nonetheless, this behav-
iour has apparently started to decline, while,
according to the latest data, the decrease in
overnight deposits has gathered step, high-
lighting the slowdown of economic activity as
the key determinant of falling deposits. By
contrast, the decline in M3 growth is not
attributable to developments in the opportu-
nity cost, as the adverse impact of the slope of
the yield curve on the monetary aggregate has
weakened and interest rates on most types of
short-term deposits have been rising since
end-2009.2 Finally, it is estimated that the rate
of decline in the Greek M3 was stronger than
what the evolution of economic activity and
interest rates would justify as, given previous
years’ high growth rates,3 a drop in the level
of liquidity that has accumulated over this

period should be expected. Moreover, the
monetary aggregate does not include currency
in circulation, which increased this year.

As regards individual M3 components,
deposits with an agreed maturity of up to two
years fell considerably in the first eight
months of 2010 recording an annual rate of
change of -14.4% in August 2010 (second
quarter of 2010: -13.6%, fourth quarter of
2009: 2.7%, see Table VI.1), due to the above
mentioned shift of savings out of this deposit
category and into holdings abroad. Since end-
2009, outstanding deposits with an agreed
maturity of up to two years have decreased by€14.1 billion.4 As a result, their contribution
to M3 (excluding currency in circulation)
stood at 55.3% in August, i.e. it was margin-
ally lower than at end-2009 (55.4%). The
annual rate of change of overnight deposits
also followed a similar downward path, enter-
ing negative territory in June (August 2010:
-5.6%, second quarter of 2010: 4.1%, fourth
quarter of 2009: 11.4%). However, although
outstanding deposits of this type have also
decreased since the beginning of the year
(by €10.5 billion),5 their contribution to M3
remains practically unchanged, at 42.7%
(December 2009: 42.6%). In the light of these
developments, the rate of change of total
deposits included in M3 gradually dropped in
2010 to stand at -10.6% in August (second
quarter of 2010: -6.3%, fourth quarter of
2009: 6.6%). Finally, repo holdings and hold-
ings of money market fund units/shares
continued to decline (see Table VI.1 and
Chart VI.1).
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11 This aggregate constitutes the Greek contribution to the euro area
M3 and 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 noted that for the estimation of M3 in Greece, currency
in circulation (M0) is not taken into account as, since January 2002
when euro banknotes replaced national banknotes, currency in cir-
culation can be estimated only for the euro area as a whole and not
for each country separately.

22 See Section 1.2 of this chapter.
33 Let it be noted that the annual growth rate of M3 in Greece reached

a double digit (period average: 13.1%) between mid-2006 and the
first quarter of 2009.

44 The rate of change in outstanding deposits of this type is not
adjusted for foreign exchange valuation differences. 

55 See note 4 above.
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2 BANK DEPOSIT RATES

The level of new short-term6 deposit rates is
determined by the current key ECB interest
rates and by market expectations of future
changes in these rates, as well as by competi-
tion between credit institutions. However, in
the period under review, the pressure exerted
on Greek banks’ liquidity,7 market concerns
about the country’s fiscal outlook and height-
ened uncertainty among savers were key deter-
minants of bank deposit rates. Therefore,
although ECB rates remained unchanged,
deposit and repo rates in Greece mostly
increased8 in January-August 2010, thus revers-
ing their declining course since end-2008 (see
Chart VI.2). An upward, albeit less pro-
nounced, trend was reflected in the corre-

sponding euro area interest rates during the
reviewed period. 

In more detail, the average rate on house-
holds’9 new deposits with an agreed maturity of
up to one year increased by more than 1.5 per-
centage points and stood at 3.66% in August
(December 2009: 2.10%, December 2008:
5.36%, see Table VI.2A), which makes it the
second highest rate among euro area countries
(see Table VI.2B). The rate on households’
overnight deposits remained almost unchanged
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66 The bulk of deposits in Greece have a maturity of up to one year
(August 2010: 95.9%).

77 As a result of Greek banks’ inability to access international money
and capital markets, following the downgrading of Greece’s credit
rating, and their weakened deposit bases. For a detailed discussion
of Greek banks’ liquidity, see Section 7 of this chapter. 

88 Except for the rates on non-financial corporations’ overnight
deposits, which recorded a slight decline.

99 Households consist of individuals, private non-profit institutions
and sole proprietors. 
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Table VI.2A Bank interest rates on new deposits by households in the euro area and Greece

(percentages per annum)

December 2009 August 2010

Change 
Dec. 2009/ 
Aug. 2010

(percentage
points)

Overnight1

Weighted average interest rate in the euro area 0.45 0.43 -0.02

Maximum interest rate 1.21 1.13 -0.08

Minimum interest rate 0.05 0.06 0.01

Interest rate in Greece 0.43 0.44 0.01

Interest rate differential between Greece and the euro area -0.02 0.01 0.03

With an agreed maturity of up to one year2

Weighted average interest rate in the euro area 1.67 2.20 0.53

Maximum interest rate 4.13 3.94 -0.19

Minimum interest rate 0.50 0.72 0.22

Interest rate in Greece 2.10 3.66 1.56

Interest rate differential between Greece and the euro area 0.43 1.46 1.03

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

Table VI.2Β Bank interest rates on new deposits by households in euro area countries1

(percentages per annum)

Sources: ECB and euro area NCBs.
1 Despite the efforts to harmonise statistical methodologies across the euro area, considerable heterogeneity remains in the classification of
banking products, which is partly due to differences in national conventions and practices as well as in regulatory and fiscal arrangements.
2 End-of-month rate.
3 Monthly average rate.
4 The interest rate applies to all time deposits irrespective of maturity.
5 The interest rate applies to all time deposits irrespective of maturity. The latest available data refer to July 2010.

Overnight2 With an agreed maturity of up to 1 year3

December 2009 August 2010 December 2009 August 2010

Austria 0.64 0.56 1.21 1.01

Belgium 0.37 0.33 0.73 0.78

Cyprus 1.21 1.13 4.13 3.94

Finland 0.39 0.43 1.32 1.65

France 0.11 0.08 1.43 1.70

Germany 0.75 0.74 0.87 1.03

GGrreeeeccee 00..4433 00..4444 22..1100 33..6666

Ireland 0.64 0.61 1.624 1.555

Italy 0.26 0.25 1.01 1.40

Luxembourg 0.85 0.72 0.50 0.72

Malta 0.30 0.29 1.97 1.17

Netherlands 0.44 0.47 2.51 2.31

Portugal 0.05 0.06 1.52 1.82

Slovakia 0.34 0.33 1.88 1.87

Slovenia 0.23 0.19 2.00 1.83

Spain 0.36 0.30 2.15 2.46
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(0.44%) compared with December 2009
(0.43%, December 2008: 1.24%). In the next
months, deposit rates in Greece will be pri-
marily affected by the liquidity conditions of
credit institutions. 

Unlike nominal rates, average real interest
rates10 on deposits decreased in the first eight
months of 2010. On average, the real interest
rate on households’ overnight deposits dropped
to -4.02% in 2010, from -0.28% in the corre-
sponding period of 2009, whereas the rate on
deposits with a maturity of up to one year fell
to -1.38% (January-August 2009: 2.07%). In
August 2010, the real rate on overnight deposits
stood at -5.10% (December 2009: -2.21%),
while that of deposits with an agreed maturity
of up to one year stood at -1.88% (December
2009: -0.54%). 

Interest rates on short-term time deposits for
the euro area as a whole followed an upward
path. However, their rise was comparatively
smaller than that of the corresponding Greek
deposit rates and, as a result, the differential
between euro area and Greek rates widened.
In fact, the positive differential between the
Greek interest rate on households’ deposits
with an agreed maturity of up to one year and
the corresponding euro area rate more than
tripled (August 2010: 146 basis points, Decem-
ber 2009: 43 basis points). Conversely, the
change in the respective differential of the rate
on households’ overnight deposits was only
moderate (see Tables VI.2A and VI.2B). 

3 FINANCING OF THE ECONOMY

The annual growth rate of outstanding total
financing of the economy by domestic mone-
tary financial institutions (MFIs),11 after the
plunge it recorded in 2009, fluctuated in the
first eight months of 2010 and decelerated to
5.7% in August (December 2009: 6.7%, fourth
quarter of 2009: 6.6%, see Chart VI.3 and
Table VI.3). The growth rate of total financing
to the economy slowed down between January
and August 2010 reflecting a decline in the
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1100 The average real interest rate of a period is equal to the period’s
average nominal rate less the average inflation rate of the same
period.

1111 Outstanding bank financing to general government and the domes-
tic private sector is calculated as the sum of outstanding loans to
general government and the domestic private sector, banks’ hold-
ings of Greek government debt securities and corporate bonds, plus
outstanding securitised loans and corporate bonds. The rate of
change in financing is calculated as the difference between out-
standing bank financing at the beginning and at the end of the ref-
erence period. Banks’ total write-offs/write-downs over the refer-
ence period are added to this difference, which is then adjusted for
changes in the value of Greek government bonds (which are
embedded in the outstanding financing to general government) and
for foreign exchange differences arising from the valuation in euro
of foreign currency-denominated loans (foreign exchange valuation
differences from the appreciation of the euro vis-à-vis other cur-
rencies are added and differences from its depreciation against
them are subtracted). Thus we arrive at the net flow of total financ-
ing. Finally, it should be noted that, in calculating the net flow and
the rates of change of financing in 2009, account was also taken of
loans and corporate bonds amounting to €4.5 billion, which were
transferred by domestic credit institutions to affiliated banks out-
side Greece and to a credit company within the country. In Feb-
ruary and March 2010, one bank repurchased part of those bonds
(€686 million) but, although this transaction led to an increase in
outstanding financing, it was not taken into account in the calcu-
lation of February’s net flow or of the annual rate of change, as it
did not reflect a flow of additional financing to the domestic pri-
vate sector in that month.
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annual rate of credit expansion to the domes-
tic private sector (non-financial corporations,
sole proprietors, individuals and private non-
profit institutions), which more than offset the
acceleration in the growth rate of financing to
general government.12 In more detail, the
growth rate of financing to the private sector
kept decelerating throughout this period, while
the rate of credit expansion to general gov-
ernment, after reaching a particularly high
level in the first two months of the year,
declined with sharp fluctuations until June
2010. In July-August 2010, the rate recovered
substantially and reached 25.6%.13

The annual growth rate of financing to the
domestic private sector by domestic MFIs
declined from 4.1% in December 2009 to 1.4%
in August 2010 (fourth quarter of 2009: 4.4%,
see Chart VI.4). The slowdown in the annual
growth rate of financing to the domestic pri-
vate sector over the first eight months of 2010
(by 2.7 percentage points) was smaller com-
pared with the corresponding period of 2009
(9.9 percentage points), mainly as a result of a
more moderate decline in the growth rate of
financing to non-financial corporations.14 Nev-
ertheless, the net flow of financing to the pri-
vate sector15 turned negative to -€394 million
in January-August 2010, against a positive flow
of €6,284 million year-on-year, because of the
tightening of credit standards for new loans to
non-financial corporations, individuals and pri-
vate non-profit institutions, which have been
constantly recording negative net flows since
April 2010.  

Behind the slowdown in credit growth to the
private sector lie both supply- and demand-side
factors. On the supply side, banks continue on
a tighter credit policy amid heightened credit
risk, as evidenced by the increasing number of
non-performing loans, but also as a result of
liquidity strains. At the same time, the down-
turn of economic activity and pessimistic pro-
jections on the short-term prospects of the
economy led to a decline in loan demand. As
a result, the latest Bank Lending Survey16 of
July 2010 recorded, overall, a further moder-

ation in loan supply to the domestic private
sector, as well as a stronger decline in loan

1122 As from June 2010, loans to self-employed persons, farmers and
personal enterprises form a category of their own (that of "sole pro-
prietors") and are not included in “credit to enterprises”. 

1133 The high growth rate of financing to general government is due to
a 20.2% increase in the portfolio value of government bonds held
by other MFIs (MFIs other than the Bank of Greece) (August 2010:€43.7 billion, August 2009: €36.4 billion).

1144 The rate of credit expansion to non-financial corporations had
recorded a sharp decline during January-August 2009 (see Table
VI.4).

1155 The net flow of financing is calculated as the rate of change in out-
standing financing over a specific period (one or more months),
plus loan write-offs/write-downs plus foreign exchange valuation
differences from the appreciation of the euro vis-à-vis other cur-
rencies, less foreign exchange differences from its depreciation over
the same period.

1166 The Bank Lending Survey is conducted by the Bank of Greece on
a quarterly basis, in the wider framework of a Eurosystem survey.
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demand in the second quarter of 2010 against
the first quarter of 2010. 

As regards the external financing of MFIs,
Eurosystem’s standing facilities and the
extension of the government’s liquidity support
plan (Law 3723/2008) initially until end-June
2010 through the provision of State guarantees
totalling €15 billion (article 4, paragraph 8 of
Law 3845/2010) and then until December 2010
through additional guarantees amounting to€25 billion for the issuance of bank bonds
(article 7 of Law 3872/2010) contributed deci-
sively to positive rates of credit expansion to
the domestic private sector throughout the
period under review. However, constraints
arising from Greek banks’ difficulty to access
foreign money and capital markets in the near
future, but also from their already strong
dependency on the Eurosystem, hamper new
credit to the domestic private sector.17

Outstanding financing to non-financial cor-
porations as a percentage of GDP stood at
56.1% in June 201018 (December 2009: 57.3%).
If securitised loans are not taken into account,
it stands at 50.2% against 64.7% for the euro
area. As regards financing to households (indi-
viduals, private non-profit institutions and sole
proprietors), the rate rose to 57.7% in June
2010 (December 2009: 51.3%, see Chart VI.5),
but if securitised loans are not taken into
account, it rose to 48.1% against 56.0% for the
euro area as a whole.

The annual growth rate of MFI financing to
eenntteerrpprriisseess decelerated to 2.2% in August
2010, from 5.0% in December 2009 (see Chart
VI.4), which reflects a moderation of credit
supply on the banks’ side, as already men-
tioned above, as well as a decline in the
demand for new loans from enterprises. More
specifically, as regards demand, difficulties fac-
ing small and medium sized enterprises
(SMEs), as well as larger ones now, in most
sectors mainly because of the economic down-
turn, have led to a postponement of their
investment. A further slowdown in credit
growth is also evidenced in the Bank Lending

Survey of July 2010, which for the first time
since the beginning of 2009 recorded weakened
demand for corporate loans, particularly on
the part of SMEs, in the second quarter of 2010
compared with the previous quarter. In addi-
tion, banks tightened their credit standards by
raising interest rate margins and by adopting
stricter collateral requirements and restrictive
clauses for loans. 

Especially in respect to SMEs, the Bank Lend-
ing Survey recorded a sizeable drop in loan
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1177 The Bank Lending Survey of July 2010 confirms banks’ concerns
about their funding, as banks reported that they continued to have
difficulties in obtaining funding from money markets in the second
quarter of 2010 and that they expect to have further difficulties in
the third quarter as well. 

1188 It should be noted that this rate is not directly comparable with
that of December 2009, because of a surge in outstanding financ-
ing to the domestic private sector as a result of the reclassification
of loans to shipping in June 2010, which until then were consid-
ered loans to non-residents. If these loans are not taken into
account, the rate stands at 52.1% in June 2010 against 57.3% in
December 2009. 
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demand in the first half of 2010, while credit
standards remained more or less unchanged
over this period. Conversely, relatively high
loan demand had been registered in the first
half of 2009, according to the Flash Euro-
barometer survey (for the European Commis-
sion).19 Conditions changed in the course of
2010, with several SMEs facing financial prob-
lems, as (i) most of the enterprises in the sec-
tors which were more strongly hit by the finan-
cial crisis (e.g. construction, trade and manu-
facturing) are small or medium-sized, and (ii)
SMEs are influenced by domestic demand,
which has considerably contributed to the
decrease in GDP this year (as a rule SMEs,
unlike larger enterprises, are not export-ori-
ented, thus they cannot benefit from the recov-
ery of external trade).

A breakdown by sector of economic activity
shows that the annual rate of change of
financing to enterprises fell to low or even
negative levels in most sectors (particularly
trade and construction) between January and
August 2010 (see Table VI.4). Among the
sectors with the largest share in total out-
standing business financing, the rate of
change of financing to manufacturing
remained in negative territory (it turned neg-
ative for the first time in September 2009)
during January-August 2010, with the excep-
tion of June (August 2010: -2.9%, December
2009: -3.5%). By contrast, shipping recorded
a relatively high credit growth rate (August
2010: 4.5%, December 2009: 4.0%). Financ-
ing to commercial firms recorded a negative
net flow (-€586 million) in the first eight
months of 2010 and its annual rate of change
turned negative (August 2010: -0.6%, Decem-
ber 2009: 4.2%). Financing to construction
recorded a low annual rate of increase, 1.8%,
in August (December 2009: 2.7%) and a neg-
ative net flow (-€34 million) in the period
under review. It should be noted that the low
or negative rates of change of financing to
manufacturing, trade and construction are in
line with their sluggish activity, while shipping
enjoys more favourable prospects, as it is
influenced by external economic activity and

the orders for ships. As regards the remain-
ing sectors, credit expansion to communica-
tion and transport excluding shipping was
high, due to the financing of public enter-
prises and organisations, which has an impor-
tant share in total outstanding financing to
this sector. Nevertheless, in August 2010
credit expansion to this sector declined
abruptly to 0.2%, as a result of a surge in out-
standing financing in August 2009.

The annual rate of credit expansion to ssoollee  pprroo--
pprriieettoorrss declined to 0.8% in August 2010, from
2.9% in the previous month, and the net flow
of loans to this sector was negative (-€169 mil-
lion). It is noted that as from June 2010, sole
proprietors are not included in enterprises, but
form a separate sector. 

The annual rate of credit expansion to iinnddii--
vviidduuaallss  aanndd  pprriivvaattee  nnoonn--pprrooffiitt  iinnssttiittuuttiioonnss
slowed down to 0.6% in August 2010 (see
Chart VI.4), from 3.1% in December 2009.
Financing to individuals and private non-profit
institutions recorded negative monthly net
flows almost throughout the reviewed period
January-August 2010 (except for February and
March), which totalled -€949 million. The
observed slowdown is the result of the declin-
ing growth rate of residential loans (August
2010: 1.6%, December 2009: 3.7%), as well as
of the negative rate of change of consumer
loans (-1.5%) in August 2010 (against 2.0% in
December 2009). Banks were cautious in
granting new loans to households. Their cau-
tiousness, as already mentioned above, is also
attributed to the rise in non-performing loans,
which was high in the case of residential and,
mostly, consumer loans. Furthermore, house-
holds’ demand for new loans is unfavourably
influenced by the uncertainty about their dis-
posable income, as a result of the income pol-
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1199 See Flash Eurobarometer (no. 271, “Access to finance”, Septem-
ber 2009). In more detail, 38% of the sample’s Greek SMEs
reported that they applied for a new bank loan in the first half of
2009, a percentage which is the highest among European Union
countries, compared with an average of 22% for the EU-27. How-
ever, according to the survey, only 27% of the sample’s Greek SMEs
which had submitted an application reported that they received the
total loan amount they had requested, which accounts for the low-
est percentage among European Union countries (average: 55%).
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icy, the increased tax burden and the risk of
unemployment.20 As regards residential loans,
households’ wait-and-see approach owing to
their expectations for a further decrease in
real estate prices, as evidenced in the Bank
Lending Survey of July 2010, is an additional
constraint on demand. According to the Sur-
vey, demand for residential loans weakened in
the second quarter of 2010, while demand for
consumer loans remained unchanged. The
Survey recorded a tightening of bank credit
standards in the second quarter of 2010 both
for residential loans (by raising interest rate
margins for high-risk loans, reducing the LTV
(loan-to-value) ratio or by increasing collat-
eral requirements) and consumer loans (by
reducing loan maturities or by increasing
financial burdens). It should be noted that,
according to the results of the Survey from
2009 until today, the cumulative tightening of
credit standards by Greek credit institutions in
respect to the financing of both households
and enterprises is high compared with the euro
area as a whole. 

The rate of credit expansion to the domestic
private sector is expected to remain at a very
low level or even turn negative by the end of
the year, as a result of the adverse effect that
the downturn in economic activity exerts on
both the supply and the demand for loans. The
abovementioned additional State guarantees
totalling €25 billion (under Law 3872/2010)
that will be supplied to banks, allowing them
to obtain liquidity from the Eurosystem
through the issuance of bonds, is expected to
have a positive effect. 

4 BANK LENDING RATES, THE INTEREST RATE
SPREAD AND DIFFERENCES BETWEEN GREECE
AND THE EURO AREA 

Between January and August 2010, bank lend-
ing rates in Greece followed an upward path in
most types of loans, reversing their broadly
downward trend that was recorded throughout
2009 (see Table VI.5A and Chart VI.6).
Among the main types, the sharpest rate

increases during the reviewed period were
recorded in consumer and corporate loans of
up to €1 million with a floating rate or an ini-
tial rate fixation of up to one year. Bank lend-
ing rates in the euro area followed, in most
types of loans, a downward or slightly upward
trend; as a result, their spread from the typi-
cally higher Greek interest rates widened fur-
ther (see Table VI.5B and Chart VI.7). 

As in the period under review the key ECB
interest rates remained unchanged and the
short-term money market rates did not
change considerably,21 the upward trend of
lending rates in Greece is attributable to the
country-specific macroeconomic conditions
that prevailed and affected the functioning of
the domestic banking system. More specifi-
cally, the sharp slowdown in economic activ-
ity, the deterioration of households’ and
enterprises’ financial situation, as well as their
lower asset valuations, heightened the credit
risk facing credit institutions and, subse-
quently, the risk premium incorporated in the
lending rates.22 Furthermore, adverse devel-
opments in the fiscal aggregates of the Greek
economy hindered Greek banks’ access to
international money and capital markets and,
coupled with a decline in bank deposits,
exerted strong pressures on credit institutions’
liquidity,23 which were reflected in deposit and
lending rates. Actually, the rise in bank lend-
ing rates would be higher if the non-standard
monetary policy measures taken by the ECB
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2200 A recent European Commission survey concerning the social impli-
cations of the financial crisis for EU countries is quite interesting.
This survey records the comparatively stronger pessimism of Greek
households in the sample about their financial situation (see “Mon-
itoring the social impact of the crisis”, Flash Eurobarometer 289,
June 2010, on the European Commission website). In more detail,
69% of Greek households in the sample expect a worsening of their
financial situation within the next 12 months after May 2010,
against 36% in the previous survey of December 2009 and com-
pared with an average of 28% for the EU-27. It is noted that in
many replies, the pessimism percentages recorded for Greek house-
holds in the sample are the highest or among the highest of the EU.
Moreover, these percentages have deteriorated compared with the
respective survey of December 2009.

2211 The key ECB interest rates remained unchanged at 1%, while the
monthly average of the 3-month Euribor increased slightly by 19
basis points in the first eight months of this year.

2222 Higher credit risk is evidenced by an increase in non-performing
loans which was observed across all types of loans in the first half
of 2010 (see Chapter IV, Financial Stability Report, July 2010, and
Section 7 of this chapter).

2233 For developments in the banking sector, see Section 7 of this chapter.
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Table VI.5A Bank interest rates on new loans in the euro area and Greece

(percentages per annum)

Sources: ECB and euro area national central banks.
1 Monthly average rates.
2 As of June 2010, loans to sole proprietors are presented separately and are no longer included in credit to enterprises. Changes in interest
rates on credit to enterprises are calculated after a relevant adjustment.

December
2009

August
2010

Change 
Dec. 2009/ 
Aug. 2010 

(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 3.38 0.10

Maximum interest rate 6.00 6.44 0.44

Minimum interest rate 2.42 2.37 -0.05

Interest rate in Greece2 4.70 5.87 1.60

Interest rate differential between Greece and the euro area 1.42 2.49 1.07

Α.2. Loans of more than �1 million to non-financial corporations

Weighted average interest rate in the euro area 2.19 2.29 0.10

Maximum interest rate 5.47 6.27 0.80

Minimum interest rate 1.63 1.65 0.02

Interest rate in Greece 3.24 4.51 1.27

Interest rate differential between Greece and the euro area 1.05 2.22 1.17

Α.3. Housing loans

Weighted average interest rate in the euro area 2.71 2.81 0.10

Maximum interest rate 5.26 4.80 -0.46

Minimum interest rate 1.92 2.01 0.09

Interest rate in Greece 3.08 3.67 0.59

Interest rate differential between Greece and the euro area 0.37 0.86 0.49

Α.4. Consumer loans 

Weighted average interest rate in the euro area 6.42 5.29 -1.13

Maximum interest rate 9.85 10.92 1.07

Minimum interest rate 3.04 2.91 -0.13

Interest rate in Greece 8.18 10.92 2.74

Interest rate differential between Greece and the euro area 1.76 5.63 3.87

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 3.63 -0.33

Maximum interest rate 5.57 5.37 -0.20

Minimum interest rate 2.94 2.59 -0.35

Interest rate in Greece 4.60 4.33 -0.27

Interest rate differential between Greece and the euro area 0.64 0.70 0.06

Β.1. Consumer loans

Weighted average interest rate in the euro area 6.26 6.25 -0.01

Maximum interest rate 15.47 14.91 -0.56

Minimum interest rate 4.44 3.55 -0.89

Interest rate in Greece 8.95 8.20 -0.75

Interest rate differential between Greece and the euro area 2.69 1.95 -0.74

Chapter VI:������ 1  03-08-12  11:04  ������ 128



had not facilitated Greek banks in obtaining
liquidity.24

In more detail, as regards new loans to indi-
viduals and private non-profit institutions, the
average interest rate on residential loans in
Greece stood at 3.89% in August 2010, up by 48
basis points compared with end-2009. It should
be noted that this interest rate remained on
average at historically low levels in 2010 com-
pared with previous years.25 The average inter-
est rate on consumer loans for a specified
amount and a fixed maturity stood at 9.86%
(December 2009: 8.94%), while there was a rise
in the interest rate on credit cards (August 2010:
16.35%, December 2009: 15.17%), as well as in
the interest rate on open consumer loans
(August 2010: 11.95%, December 2009:
12.06%). As already mentioned above, the high-
est increase (of 274 basis points) was recorded

in interest rates on consumer loans, notably
those with a fixed maturity and a floating rate
or an initial rate fixation of up to one year. 

As regards new loans to non-financial corpo-
rations,26 the interest rate on credit lines stood
at 6.47% in August (December 2008: 5.60%),
while the interest rate on new loans for a spec-
ified amount and maturity was 5.87% for loans
up to €1 million and to 4.51% for loans over€1 million. In these two types of corporate
loans, which represent the most important loan
types, the increase in interest rates between
January and August 2010 was 160 and 127 basis
points respectively. Moreover, interest rates on

Monetary Policy   
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2244 These measures include, among other things, the acceptance of
Greek government bonds, irrespective of their credit rating, as eli-
gible collateral in the Eurosystem’s refinancing operations, the
launch of the Securities Markets Programme and the re-adoption
of a fixed rate tender procedure with full allotment in all its three-
month liquidity-providing operations. For a more detailed analy-
sis of the ECB’s liquidity-supply intervention policy, see Chapter III.

2255 The lowest average interest rate on new residential loans in Greece
between 2003 and 2009 was recorded in December 2009 (3.91%).

2266 See footnote 12 above.
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these loans were among the highest across euro
area countries (see Table VI5.B). 

As already mentioned above, lending rates in
the euro area as a whole declined or increased
slightly in the period under review, while inter-
est rates in Greece mostly received high
increases; as a result, the positive differential
between Greek interest rates and the corre-
sponding European rates widened in most loan
categories (see Chart VI.7). The largest
increase in the interest rate differential
between Greece and the euro area was
recorded for consumer loans with a floating
rate or an initial rate fixation of up to one year
(see Table VI.5A). The largest differential
(August 2010: 563 basis points) still involves
loans to households without an agreed matu-
rity, as well as consumer loans with a floating
rate, whereas the smallest differential (70 basis
points) involves residential loans with an inter-
est rate fixation of over one and up to five years. 
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Table VI.6 Interest rate spread 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.

Average
interest rate on 

new loans in Greece1

(percentages per
annum)

Average interest 
rate on new deposits

in Greece1

(percentages per
annum)

Interest rate
spread in

Greece

Interest rate 
spread in Greece 

with euro area
weighting

Interest rate 
spread in 

the euro area

Dec. 1998 16.21 8.12 8.09 … …

Dec. 1999 14.02 6.98 7.04 … …

Dec. 2000 9.68 4.00 5.68 … …

Dec. 2001 7.26 1.96 5.30 … …

Dec. 2002 6.29 1.67 4.62 … …

Dec. 2003 5.92 1.2 4.72 4.45 2.77

Dec. 2004 5.94 1.22 4.72 4.18 2.53

Dec. 2005 5.79 1.27 4.52 3.59 2.56

Dec. 2006 6.38 1.87 4.51 3.63 2.89

Dec. 2007 6.67 2.53 4.14 3.48 3.09

Dec. 2008 6.72 3.27 3.45 3.27 2.63

Dec. 2009 5.09 1.32 3.77 3.40 2.29

Aug. 2010 5.99 2.13 3.86 3.92 2.29
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The differential between the average weighted
interest rate on new bank loans and the corre-
sponding rate on new deposits (interest rate
margin) increased by 9 basis points during the
reviewed period to stand at 3.86% in August (see
Table VI.6 and Chart VI.8).27 The interest rate
spread in the euro area remained unchanged (at
2.29%), thus resulting to a slight widening of
their difference (August 2010: 157 basis points,
December 2009: 148 basis points). This spread,
which was set on a downward path from the sec-
ond quarter of 2005 until the end of 2008
(December 2008: 0.82%), widened abruptly in
the first quarter of 2009 (April 2009: 162 basis
points). Nevertheless, the difference between the
Greek and the euro area interest spreads
remains lower than its seven-year (2003-2009)
average, which stands at 172 basis points. 

5 THE GOVERNMENT BOND MARKET 

In the first nine months of 2010, developments
in the secondary market for Greek government
bonds were mainly characterised by a surge in
yields, which made borrowing costs virtually
prohibitive for new issues, particularly from
April onwards. Furthermore, a gradual con-
traction of transactions was observed.

In more detail, Greek government bond yields
increased considerably across maturities in the
first nine months of 2010 compared with end-
2009 (for instance, see Chart VI.9 for the ten-
year bond), and yield volatility was particularly
high. These developments indicate investors’
heightened uncertainty about the outlook of
mainly fiscal aggregates and economic activity
in Greece; these factors were behind the con-
secutive downgrades of Greece’s credit rating
by international rating agencies.28,29 At the
same time, negative publications on Greek eco-
nomic prospects and the country’s ability to
meet its debt obligations were becoming more
and more frequent in international media. A
merely temporary decline in yields was
observed after the country’s recourse to the
financial support mechanism, which was jointly
established by the European Commission, the

ECB and the IMF, as well as after the
announcement of ECB’s decisions regarding its
market interventions and the eligible collateral
criteria for Greek bonds. It should be noted
that in September 2010 Greek government
bond yields recorded a slight decrease, which
continued into the first two weeks of October.

As a result of these developments, the Greek
government bond yield curve at end-Septem-
ber 2010 shifted upwards, compared with end-
December 2009, and its slope turned negative
from mid-April onwards (see Chart VI.10).30,31
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2277 It should be noted that the interest rate margin in Greece, weighted
for euro area loans and deposits, stood at 3.92% in August. 

2288 In more detail, Fitch Ratings downgraded Greece’s credit rating
from BBB+ to BBB– on 9 April 2010, followed by Moody’s on 22
April and Standard & Poor’s on 27 April that downgraded it from
A2 to A3 and from BBB+ to BB+ respectively. Finally, a further
downgrade from A3 to Ba1 was announced by Moody’s on 14 June
2010.

2299 Notably, the volatility of Greek bond yields rose considerably dur-
ing April-May 2010, as well as in the last two weeks of June 2010,
i.e. when the downgradings were announced. 

3300 The slope of the yield curve took on its maximum negative value
at end-April 2010 and, although it remained negative, it has nar-
rowed ever since.

3311 The activation of the trilateral mechanism for the support of the
Greek economy also contributed to this development.
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These developments in the yield curve reflect
investors’ assessment of increased macro-
economic risks, associated with the short-term
outlook of economic activity. A further sign
of increased short-term risks is also the rever-
sal of the credit default swap (CDS) yield
curve for Greek bond issues (see Chart

VI.11).32,33 Nevertheless, the negative slope of
the curve flattened considerably in Septem-
ber, but the curve itself shifted downwards
during the same period. 

Uncertainty from these risks led to a rise in the
ten-year Greek government bond yield; this,
coupled with a decline in the yield of its Ger-
man counterpart, contributed to the widening
of the spread between the Greek and the Ger-
man sovereign bonds. In particular, the yield
of the ten-year Greek government bond was
10.48% at end-September 2010, up by 479 basis
points compared with end-December 2009,
while the yield of the corresponding German
bond declined by 116 basis points in the same
period and reached 2.24%. As a result of the
above, the yield spread widened to 824 basis
points (30.9.2010) from 229 basis points
(31.12.2009). According to related papers,34 the
key determinants of intra-euro area govern-
ment bond spreads are the following:

–– investor risk aversion;

–– expectations on the issuer’s fiscal position
(i.e. the outlook of its public debt servicing and
the future burden of public expenditure for the
payment of pensions);

–– the issuer’s economic outlook and credit rat-
ing; and

–– the liquidity conditions prevailing in the sec-
ondary market for government securities,
which determine investors’ ability to make
transactions any time without this causing
sharp movements in the prices of these secu-
rities. 
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3322 On how to extract information from the movements of the risk pre-
mium curve for bonds with different maturities, see Berg (2010),
“The term structure of risk premia: new evidence from the finan-
cial crisis”, ECB Working Paper no. 1165.

3333 It is also noted that there was an upward trend in CDS prices for
the corresponding bond issues of other European countries as
well. 

3344 For instance see: (i) Gerlach et al. (2010), “Banking and sovereign
risk in the euro area”, CEPR discussion paper no. 7833, (ii) Geor-
goutsos and Migiakis (2010), “European sovereign bond spreads:
monetary unification, market conditions and financial integration”,
Bank of Greece, Working Paper no. 115, and (iii) Manganelli and
Wolswijk (2009), “What drives spreads in the euro area government
bond market?”, Economic Policy, 24(58), 191-240.
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The average daily value of transactions in the
Electronic Secondary Securities Market
(HDAT) was €504 million in the period under
review,35 down by 46.8% year-on-year (see
Chart VI.12); this is due to the reduced activ-
ity observed after the first quarter of 2010.
Nevertheless, it should be noted that in Sep-

tember 2010 the daily value of HDAT trans-
actions rose significantly compared with
August. The average bid/ask spread increased
to 126 basis points in September 2010, from 61
basis points in December 2009. 

Developments in the secondary market for
government securities actually shaped condi-
tions in the primary securities market. As a
result of investors’ subdued demand for Greek
government securities and because of very high
yields in the secondary market, the Greek gov-
ernment did not proceed with any bond issues
during April-September 2010 (see Table VI.7).
After the first quarter of 2010, the Greek State
issued only Treasury bills with maturities of 13,
26 and 52 weeks in April 2010 (amounting to€2.5 billion, €1.0 billion and €1.0 billion
respectively) and of 13 and 26 weeks in July
and September 2010 (amounting to €2.4 bil-
lion and €2.4 billion respectively in July, and
to €415 million and €1.2 billion respectively in
September 2010). 
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3355 During the same period, a drop was also observed in the total aver-
age daily value of transactions in the Book-Entry Securities System
of the Bank of Greece, which declined to €16.4 billion, from €24.8
billion year-on-year. In September 2010, however, the average daily
value of transactions was double that of August. 

Table VI.7 Greek government paper issues

Type of security

January-September

2009 2010

Million euro Percentage of total Million euro Percentage of total

Treasury bills 11,916 17.9 14,727 42.1

Bonds1 54,544 82.1 100.0 20,272 57.9 100.0

3-year 14,612 26.8 - 0.0

4-year 5,808 10.6 - 0.0

5-year 17,879 32.8 9,967 49.2

7-year - 0.0 4,972 24.5

10-year 16,235 29.8 4,947 24.4

20-year - 0.0 386 1.9

Total 66,460 100.0 34,999 100.0

Source: Ministry of Finance.
1 On the basis of initial (rather than residual) maturity.
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The unfavourable investment climate in
respect to Greek government securities
inevitably pushed upwards their interest rate
in the primary market. The weighted average
borrowing cost for Treasury bills issued in
April, July and September rose to 4.12%,
4.32% and 4.60% respectively (in annualised
terms), against 1.74% in January 2010. The
rise in the weighted average cost in September
2010 actually stemmed from the interest rate
on Treasury bills with a maturity of six months,
which increased from 4.65% in July to 4.82%
in September. It should be noted that the cal-
culation of the weighted average covers a
decline in the interest rate of the 3-month
Treasury bill issue (3.98% in September,
against 4.05% in July). 

However, given the adverse market conditions,
the strong demand for these issues is a positive
development, as the coverage ratio for the
issues of April, July and September averaged
4.7, 3.8 and 5 respectively, against 3.6 for the
issues of January 2010. 

6 STOCK MARKET DEVELOPMENTS 

In the January-September 2010 period, the
drop in Athens Exchange (Athex) share prices
was sharp (see Chart VI.13), in contrast with
the relatively slight fall, on average, in euro
area share prices. Transaction activity
increased year-on-year (see Chart VI.13),
whereas fund-raising from the stock market
declined (see Table VI.8). 

In more detail, the downward trend of the
Athex composite share price index since mid-
October 2009 continued at a swift pace into the
first five months of 2010. Despite the upward
trend observed thereafter, mostly between
June and July 2010, the Athex composite share
price index at end-September 2010 was 33%
lower compared with end-December 2009.
Declining Athex share prices are directly asso-
ciated with investor uncertainty about the
development of fiscal aggregates in Greece, as
well as the outlook of economic activity.36

The Athex composite index during the period
under review was not only largely outper-
formed by the Dow Jones EURO STOXX
index (-3.8%), but also recorded the lowest
performance across euro area stock markets,
where share prices declined only modestly
despite investor concerns about the likelihood
of the intensifying European fiscal crisis affect-
ing global economic growth. 

As regards the remaining Athex fundamentals,
the daily average value of transactions
reached €153 million in the January-Septem-
ber 2010 period, i.e. down by approximately
18% year-on-year, which is a relatively low
rate, if the above mentioned sizeable drop in
prices is taken into account. 

During the period under review, total funds
raised in the stock market recorded a consid-
erable decline and stood at €1,193.8 million,
against €3,251.2 million in the respective
period of 2009 (Table VI.8). Funding to non-
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3366 As a result of these developments, a €1.4 billion outflow by foreign
investors was observed between January and September 2010.
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financial corporations remained particularly
limited in the reviewed period, while one bank
raised around 95% of total funds obtained by
non-financial corporations. 

Finally, as far as the banking sector is con-
cerned,37 the rate of decline in the Athex bank
index (-44.3%) was higher than that of the
Athex composite share price index and signif-
icantly stronger compared with the euro area
banking sub-index (-16.9%). This adverse
development is due to the liquidity strain that
Greek banks suffered on account of fiscal
developments, as well as to the impact that the
slowdown in domestic activity and the weak-
ening of credit expansion to non-financial cor-
porations and households had and will proba-
bly continue to have on their profitability. 

7 REVIEW OF BANKING SECTOR DEVELOPMENTS
IN THE FIRST HALF OF 2010

7.1 INTRODUCTION

In the first half of 2010, macroeconomic ―and
particularly fiscal― conditions in Greece
affected the banking sector considerably. The
access of banks to international money and
capital markets was practically impossible, the
quality of banks’ loan portfolios deteriorated

and the banking system as a whole recorded
losses. These adverse developments, as evi-
denced by the results of the EU-wide stress test
in July 2010, were counterbalanced by the rel-
atively high capital adequacy of Greek banks
and banking groups, which however declined
slightly compared with end-2009. 

7.2 BANKING RISKS

7.2.1 Credit risk

The quality of bank loans to the private sector
deteriorated further in the first half of 2010 in
Greece. The ratio of non-performing loans to
total loans (NPL ratio) rose (June 2010: 9%,
December 2009: 7.7% – see Table VI.9), influ-
enced by a small number of banks with a rela-
tively high ratio of non-performing loans.38 In
the last six quarters a rise in the NPL ratio was
observed across loan types, most notably con-
sumer loans. Furthermore, the coverage ratio
(provisions to non-performing loans), albeit
slightly improved compared with end-2009,
remained relatively low (June 2010: 43.4%,
December 2009: 41.5%). This improvement is
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3377 For further details on banking sector developments, see Section
VI.7 of this chapter.

3388 If foreign banks’ subsidiaries in Greece are not taken into account,
the NPL ratio stands at 7.9% at end-June 2010, against 6.8% in
2009. 

Table VI.8 Funds raised through the Athens Exchange

(million euro)

Categories of firms and sectors

Number of firms Funds raised1

January-September January-September

2009 2010* 2009 2010*

Listed firms 17 6 3,251.2 1,193.8

Newly listed firms - - 0.0 0.0

Total 17 6 3,251.2 1,193.8

Financial sector 5 2 2.837.3 1,037.8

Non-financial sector 12 4 413.9 156.0

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 public
offering period.
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not satisfactory considering the effect that the
negative rate of change of economic activity
will have on the quality of banks’ loan portfo-
lios. Therefore, these developments call for a
considerable increase in provisions against
credit risk. The need to increase the stock of
provisions also stems from the fact that the
ratio of net NPLs (i.e. NPLs less accumulated
provisions for credit risk) to total regulatory
capital rose in the same period. 

7.2.2 Liquidity and market risks

During the first months of 2010, mounting con-
cerns among international investors and rating
agencies about the medium-term fiscal and
overall economic prospects of the Greek econ-
omy triggered successive downgradings of

Greece’s sovereign credit rating and, conse-
quently, of Greek banks and their securities.
As a result of these developments:

•• international money and capital markets
became virtually inaccessible to Greek
banks;

•• the recourse of Greek banks to the Eurosys-
tem for liquidity increased further and con-
siderably,39 and

•• a decrease in deposits by non-financial cor-
porations and households was recorded.40
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3399 At end-September 2010, Eurosystem funding to Greek banks
amounted to €96 billion.

4400 At end-August 2010 this decrease was in the area of €25 billion.

Table VI.9 Key vulnerability and shock-absorption capacity indicators of Greek commercial
banks and banking groups

(percentages)

Source: Bank of Greece and financial statements of commercial banks and banking groups.
1 NPL data on international activities are not comparable and therefore the NPL ratio on a consolidated basis is not reported.

Banks Banking groups

December 2009 June 2010 December 2009 June 2010

AAsssseett  qquuaalliittyy¹¹

Non-performing loans (NPLs) - total 7.7 9.0

– Housing loans 7.4 8.7

– Consumer loans 13.4 16.7

– Business loans 6.7 7.6

Accumulated provisions over NPLs 41.5 43.4

LLiiqquuiiddiittyy

Loan-to-deposit ratio 106.6 115.6 113.7 122.4

Liquid asset ratio 24.2 20.0 21.4 20.1

Asset/liability maturity mismatch ratio -4.2 -10.4 -4.9 -7.8

CCaappiittaall  aaddeeqquuaaccyy

Capital adequacy ratio 13.2 12.3 11.8 11.2

Tier I ratio 12.0 11.0 10.7 10.1

Jan.-June 2009 Jan.-June 2010 Jan.-June 2009 Jan.-June 2010

PPrrooffiittaabbiilliittyy²²

Net interest margin 1.8 1.9 2.5 2.7

Cost-to-income ratio 53.4 66.0 52.4 59.0

Return on assets - ROA (after tax) 0.2 -0.6 0.5 -0.3

Return on equity - ROE (after tax) 4.5 -9.7 7.5 -4.5
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The pressure on the liquidity of Greek banks
and banking groups was reflected in the dete-
rioration of regulatory liquidity ratios, i.e. the
liquid asset ratio and the mismatch ratio,41

whose level remained well above the regulatory
minimum nonetheless, as well as the loan-to-
deposit ratio, which stood at 115.6 for banks
and 122.4 for banking groups at end-June 2010
(see Table VI.10). These developments would
definitely be worse, if the Greek government
had not adopted a package of measures aimed
to enhance banks’ access to liquidity. 

In more detail, in order to enhance the ability
of Greek banks to use the refinancing facilities
of the Eurosystem, the Greek government,
with the approval of the European Commis-
sion, extended initially until 31 June 2010 and
subsequently until 31 December 2010 the
deadline for the use of unallocated funds under
the liquidity support measures of Law
3723/2008. In addition, Law 3845/2010

expanded the bank bond guarantee scheme by€15 billion (further to the €15 billion which
were initially provided for by Law 3723/2008).42

In this context, in the first half of 2010, Greek
banks issued bonds under Greek government
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4411 It should be noted that the Bank of Greece was one of the very few
supervisory authorities globally to have imposed regulatory liquidity
ratios since 2005, by virtue of the Bank of Greece Governor’s Act
2560/1.4.2005. The liquid asset ratio is calculated as the ratio of liq-
uid assets with a maturity of up to 30 days and readily realisable
assets to total borrowed funds with a maturity of up to one year and
its regulatory minimum is 20%. The mismatch ratio is defined as the
ratio of assets net of liabilities with a maturity of up to 30 days to
total borrowed funds with a maturity of up to one year and its reg-
ulatory minimum is -20%. Liquid assets are cash assets and claims
on financial institutions with a maturity of up to 30 days, while read-
ily realisable assets are Treasury bills, (government and corporate)
bonds, shares and mutual funds listed in regulated markets of the
EU, the European Economic Area and G-10 countries. Borrowed
funds consist of total liabilities with a maturity of up to 12 months
and comprise by 100% sight deposits, savings and current accounts.

4422 It should be noted that the key aggregates of the Greek economy
and the unfavourable expectations on their development had an
adverse impact on Greek bond prices and subsequently on the mar-
ket value of the Greek government bond portfolios of Greek banks,
thereby limiting their ability to obtain liquidity via the Eurosystem
using these bonds as collateral. Furthermore, the downgrading of
the Greek government bonds credit rating below A- entails a hair-
cut add-on of 5% in Eurosystem credit operations.

Table VI.10 Financial results of Greek commercial banks and banking groups with shares
listed on the Athens Exchange (first half of 2009 – first half of 2010)

(amounts in million euro and annual percentage changes)

Source: Financial statements of Greek commercial banks,

Banks Banking groups

First half of
2009

First half of 
2010

Change
(%)

First half of 
2009

First half of
2010

Change
(%)

Operating income 5,403 4,435 -17.9 7,872 7,074 -10.1

Net interest income 3,756 4,318 15.0 5,504 6,129 11.4

– Interest income 10,364 8,643 -16.6 12,805 11,007 -14.0

– Interest expenses 6,608 4,324 -34.6 7,301 4,878 -33.2

Net non-interest income 1,646 117 -92.9 2,368 945 -60.1

– Net fee income 625 631 1,0 1,063 1,054 -0.8

– Income from financial operations 766 -618 - 996 -313 -

– Other income 255 104 -59.2 309 204 -34.1

Operating costs 2,887 2,928 1.4 4,119 4,173 1.3

Staff costs 1,705 1,759 3.2 2,325 2,413 3.8

Administrative costs 964 983 2.0 1,427 1,410 -1.2

Depreciation 194 177 -8.4 332 329 -0.8

Other costs 24 8 -65.3 36 20 -44.1

Net income (operating income less costs) 2,516 1,507 -40.1 3,752 2,901 -22.7

Provisions for credit risk 1,756 2,657 51.3 2,333 3,231 38.5

Pre-tax profits 760 -1,150 - 1,425 -333 -

Taxes 255 172 -32.7 420 372 -11.4

After tax profits 505 -1,322 - 1,005 -705 -

Chapter VI:������ 1  03-08-12  11:04  ������ 138



guarantee totalling €26.8 billion and received
Greek government securities amounting to€3.1 billion. Persisting unfavourable liquidity
conditions called for a further expansion of the
bank bond guarantee scheme by another €25
billion in August 2010 (under article 7 of Law
3872/2010).

Apart from the measures taken by the Greek
government, Greek banks’ access to liquidity
was further facilitated by several decisions
taken by the ECB, such as its decision (of 3
May 2010) to accept as collateral in the
Eurosystem’s refinancing operations all Greek
government bonds, as well as bonds guaran-
teed by the Greek government, irrespective of
credit rating, or its decision (10 May 2010) to
make interventions in the euro area public and
private securities markets (Securities Markets
Programme).

The considerable widening of the yield spread
of Greek government bonds vis-à-vis German
ones increased the Greek banks’ market risk.
However, this development had a limited
impact on their fundamentals (i.e. profitabil-
ity and capital adequacy) as the bulk of Greek
government bonds is part of Greek banks’
held-to-maturity investment portfolios. 

7.3 PROFITABILITY AND CAPITAL ADEQUACY

7.3.1 Profitability

Unfavourable macroeconomic conditions in
the first half of 2010 inevitably had a negative
impact on the profitability of banks. Banks’ net
profits (operating income less operating costs)
declined in the first half of 2010 year-on-year
both at bank and at banking group level (-41%
and -23.1%, respectively). The positive influ-
ence of higher net interest income was more
than offset by losses from financial operations
(mainly from transactions in Greek govern-
ment bonds) and a considerable decrease in
other income, while there were marginal
changes in net fee income. Operating costs
recorded a rise, albeit relatively weak. The
sizeable increase in provisions for credit risk

(as a result of a deterioration in the quality of
loan portfolios) led to negative pre-tax and
after provisions profits. The above develop-
ments had an adverse impact on profitability
indicators (ROE and ROA)43 and on the cost-
to-income ratio44 both for banks and banking
groups (see Table VI.10).

7.3.2 Capital adequacy

At end-June 2010, a slight decline was observed
in the capital adequacy ratio (CAR) and the Tier
1 ratio, compared with end-December 2009, at
both bank and banking group level (see Table
VII.9). This development is mainly due to the
decrease in regulatory own funds on account of
negative developments in the profitability of
banks, as well as to an increase in risk-weighted
assets (as a result of credit expansion and a rise
in non-performing loans, which implies higher
capital requirements). However, at end-June
2010, both the CAR (banks: 12.3%, banking
groups: 11.2%) and the Tier 1 ratio (banks:
11.0%, banking groups: 10.1%) remained well
above the regulatory minimum of 8%; as a
result, capital buffers at system level reached€9.2 billion. Furthermore, €1.2 billion from the
capital support scheme are available under Law
3723/2008, while by virtue of Law 3864/2010 the
Hellenic Financial Stability Fund (HFSF) was
established, with a capital of €10 billion. Its
objective is to maintain the stability of the Greek
banking system, by enhancing the capital ade-
quacy of credit institutions. It should be noted
that a credit institution that meets the capital
requirements of Article 28 of Law 3601/2007 and
Bank of Greece Governor’s Act 2595/20.8.2007
may submit a request for capital support to the
HFSF after a recommendation from the Bank of
Greece or on its own initiative. Such an initia-
tive can be backed by the Bank of Greece, pro-
vided that all the following conditions are cumu-
latively met: (a) on the basis of conservative
assumptions of the Bank of Greece, it is assessed
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4433Return on equity (ROE) and return on assets (ROA) are defined
as the ratio of pre-tax profits to shareholders’ equity and to assets,
respectively.

4444 The cost-to-income ratio is the ratio of operating costs to operat-
ing income.
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that there is a well-founded risk that the credit
institution may not be able to continue to meet
the capital adequacy requirements under Arti-
cle 28 of Law 3601/2007 and Bank of Greece
Governor’s Act 2595/20.8.2007; and (b) all of the
credit institution’s efforts to increase its own
funds with the participation of existing or new
shareholders have failed. Additionally, the Bank
of Greece may recommend that a credit insti-
tution submits a request for capital support to
the HFSF provided that the credit institution
does not meet capital adequacy requirements (a)
under Article 28 of Law 3601/2007 and Bank of
Greece Governor’s Act 2595/20.8.2007 and (b)
under Article 27 of Law 3601/2007, when all the
efforts of the credit institution to increase its
own funds with the participation of existing or
new shareholders have failed.

Banking sector’s fundamentals will not
improve, if the factors that put pressure on
banks’ credit rating and subsequently their
ability to raise funds in money and capital mar-
kets are not repaired. Therefore, what is
required is to improve the general macroeco-
nomic environment, as well as to promptly and
fully implement the institutional reforms and
important changes in public administration
that will contribute positively to a competitive
economy. The achievement of the above will
allow mitigation of banks’ liquidity and credit
risks, so that these are in a position to meet the
observed demand for banking credit satisfac-
torily. It is quite encouraging that Greece is
already making use of the trilateral support
mechanism and adheres to the fiscal and
reform targets set by the government under the
Memorandum of Economic and Financial Poli-
cies. This is also evidenced in recent assess-
ments made by the EU/ECB/IMF tripartite
committee.

At the same time, however, Greek banks
should adapt proactively to the new economic
and regulatory environment, taking into
account that, even if economic activity gets
back on an upward path, the growth rate of
banking transactions will fall below pre-crisis
levels. Moreover, the ECB’s remaining non-
standard measures will be phased out gradu-
ally, while from 2011 onwards fund-raising in
international markets will be hampered, as
governments, banks and non-financial corpo-
rations will be competing for funding more
sharply. Therefore, banks should be prepared
to cope with the ensuing liquidity conditions.
Meanwhile, banks should also anticipate the
―gradual, between 2013 and 2018― imple-
mentation of the international regulatory
framework, which was in principle endorsed by
the Basel Committee on 12 September 2010.45

The reforms provided for under this new
framework seek to enhance both the quantity
and the quality of credit institutions’ capital
and to limit banks’ exposure to risk, by intro-
ducing a leverage indicator, dynamic provi-
sioning against credit risk and adopting an
international standard for the calculation of
liquidity risk. 

All these make it necessary for banks to revisit
their business models, with a view to main-
taining a high level of capital adequacy
through adequate provisioning against credit
risk and through the rationalisation of expen-
diture. It is certain that strategic alliances and
mergers will contribute to the achievement of
these targets, by reaping the gains of synergies
on profitability, capital adequacy, expenditure
curtailment and liquidity.
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4455 See Box VI.1.

REFORMING THE INTERNATIONAL REGULATORY FRAMEWORK FOR BANKS

On 12 September 2010, the Basel Committee on Banking Supervision (BCBS) announced impend-
ing changes in the regulatory framework of banks, expected to be completed by 2018. Reforms

Box VI.1
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under this new framework aim at improving both the quality and the quantity of credit institu-
tions’ capital, as well as mitigating banks’ exposure to risks, through the adoption of a leverage
ratio, the establishment of a dynamic provisioning system for credit risk and the introduction of
an international standard for the measurement of liquidity risk.

The relevant proposals are included in the press release of the Basel Committee and discussions
on their finalisation within this year will be held both at EU and G-20 level. The proposals can
be summarised as follows:

11.. The minimum common equity requirement (core Tier 1) will be increased from the current 2%
to 4.5%; this will be phased in between 1 January 2012 and 1 January 2015. Meanwhile, instru-
ments such as deferred tax assets from timing differences, minority interests, amounts above the
aggregate 15% limit for investment in financial institutions, which until now were being deducted
by 50% from Tier 1 capital and by 50% from Tier 2 capital, will be now deducted only from core
Tier 1 capital, as from 1 January 2014. These regulatory adjustments will be phased in by 1 Jan-
uary 2018, when deductions will have reached 100%.

22.. The Tier 1 capital requirement, which includes common equity and hybrid securities, will
increase from its current 4% to 6%; this will be phased in by 1 January 2015. In addition, a stricter
definition and eligibility criteria for hybrid securities in this category of capital instruments will
be adopted, as it has already been determined under Directive 2009/111/EC on capital require-
ments (CRD II) of 16.9.2009.

33.. A capital conservation buffer, which will be met with common equity serving as a buffer of cap-
ital that can be used to absorb losses during periods of financial and economic stress, will be estab-
lished. This conservation buffer will start increasing gradually on 1 January 2016, by 0.625% each
subsequent year, to finally reach 2.5% on 1 January 2019. During periods of crisis, credit insti-
tutions will be allowed to draw on the buffer to absorb losses. Nevertheless, it should be noted
that the closer their regulatory capital ratios approach the minimum requirement, the greater the
constraints on earnings distributions. 

44.. A countercyclical buffer of capital, within a range of 0%-2.5%, will be implemented accord-
ing to national macroeconomic circumstances. The purpose of the countercyclical buffer is to
achieve the broader goal of financial stability by protecting the banking sector from periods of
excess credit growth that results in the build-up of risk. 

55.. These capital requirements are supplemented by a leverage ratio, which will be calculated as
the ratio of Tier 1 capital to total assets plus some off-balance sheet items. This ratio, which will
be at least 3%, will serve as a backstop against mounting banking risk. At a first stage, the super-
visory monitoring period will commence on 1 January 2011 and the parallel run period will start
on 1 January 2013, with a view to migrating to a Pillar 1 treatment on 1 January 2018 based on
appropriate review and calibration.

66.. A common framework for monitoring liquidity risk will be established by introducing two new
supervisory ratios: the Liquidity Coverage Ratio (LCR) as of 1 January 2015 and the Net Stable
Funding Ratio (NSFR) as of 1 January 2018.
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77.. Dynamic provisioning is intended to address expected credit losses during an economic cycle.
Dynamic provisioning aims at mitigating the pro-cyclicality of provisions, which results from their
calculation method on the basis of International Accounting Standards. 

As regards systemically important credit institutions, which should have high-quality capital and
increased loss-absorbing capacity beyond the standards set with this framework, the Basel Com-
mittee and the Financial Stability Board are developing a well integrated approach which could
include, among other things, contingent capital to ensure the loss absorbency of regulatory cap-
ital at the point of non-viability.
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SPECIAL FEATURE 1: DIRECTIONS FOR FURTHER
REDUCING PRIMARY PUBLIC EXPENDITURE

As has been repeatedly stressed in various
Bank of Greece reports, reducing primary
expenditure through measures of a permanent
nature should be the cornerstone of all fiscal
adjustment efforts. First, experience both
worldwide and in Greece has shown that fiscal
adjustment is sustainable, if it is based on cuts
in primary expenditure.1 On the contrary, if it
is based on tax increases or reduced interest
payments, as was the case in Greece during
1994-2000, then it can be easily reversed.2

Second, fiscal adjustment achieved through a
permanent drop in primary expenditure can
trigger economic activity and employment in the
medium term. In other words, a tighter fiscal
policy can have (in the medium term) an expan-
sionary effect (“expansionary fiscal consolida-
tion”). This expansionary effect arises when the
initial fiscal position (i.e. at the time when the
measures are taken) is so weak (e.g. very high
deficit combined with a debt exceeding 100% of
GDP and adverse growth prospects) that the
country risks losing (or has already lost) market
confidence. Under such adverse conditions,
which have prevailed in Greece over the past 12
months, fiscal consolidation based on a per-
manent drop in primary expenditure can foster
economic activity and employment, at least in
the medium term. The expansionary effect of
fiscal consolidation (achieved through the
reduction of primary expenditure) is the result
of the perceived fall in future interest rates and
the positive expectations created in the private
sector as a result of future tax cuts. Positive
expectations for lower interest rates increase
both investment and the present value of dis-
posable income, which, in turn, lead to
increased (current) consumption. As already
mentioned, initial fiscal conditions are essential
to this expansionary effect, same as the extent
of cuts in primary expenditure and the intensity
and duration of fiscal consolidation.3

Third, in the European Union, where tax com-
petition is sharp, there is limited scope for

introducing new taxes or increasing existing
ones. Particularly in the euro area, an increase
in taxes affects the competitiveness of a coun-
try with regard to return on investment and the
attraction of capital, in the long term hinder-
ing economic growth. This is why almost all
Member States reduced their tax rates once
they joined the EMU. All twelve countries that
joined the European Union after 2000 also
made large tax reductions. In this environment
and after taking into account the large tax
increases introduced in 2010, a sustainable fis-
cal consolidation can only be based on a sig-
nificant reduction in primary expenditure.

Fourth, reducing primary expenditure entails
transferring funds from the non-tradable
goods and services sectors to the tradable ones,
which would also narrow the current account
deficit.

Finally, for a country like Greece, with a pub-
lic sector which is too large and ineffective, it
is very important to reduce its size, so as to
limit the negative impact on private economic
activity.

In parallel with containing primary expendi-
ture, it is also necessary to restructure and
reorient it toward “development-friendly”
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cal Adjustments”, IMF Staff Papers, vol. 43, 1966, p. 726-727. 

22 Manessiotis, V. and R.D. Reischauer, “Greek Fiscal and Budget
Policy and EMU”, in Bryant, R.C., N.C. Garganas and G.S. Tavlas
(eds.), Greece’s Economic Performance and Prospects, Bank of
Greece and The Brookings Institution, Athens, 2002, p. 103.

33 See (a) Giavazzi, F. and M. Pagano, “Can severe fiscal contractions
be expansionary? Tales of two small European countries”, CERP
Discussion Paper No. 417, 1990, (b) Giavazzi, F. and M. Pagano,
“Non-Keynesian effects of fiscal policy changes: International evi-
dence and the Swedish experience”, Swedish Economic Policy
Review, 3(3), 1996, p. 67-103, (c) Perotti, R., “Fiscal policy in good
times and bad”, Quarterly Journal of Economics, vol. 1141999, pp.
1399-1436, (d) Blanchard, O., “Comment on Giavazzi and Pagano”,
in: Blanchard, O. and S. Fischer (eds.), NBER Macroeconomics
Annual, No 5, Cambridge Mass: The MIT Press, 1990, p. 111-112.
Especially in respect to the significance of high public debt, see:
Sutherland, A., “Fiscal crises and aggregate demand: Can high pub-
lic debt reverse the effects of fiscal policy?”, Journal of Public Eco-
nomics, vol. 65, 1997, p. 213-240. A recent analysis by the IMF
(World Economic Outlook, October 2010, chapter 3, particularly
p. 113) reaches varying conclusions: a restrictive fiscal policy does
have a contractionary impact on economic activity in the short term,
but this impact is smaller for countries whose public debt arouses
market distrust. However, the analysis confirms that in the long
term a contractionary fiscal policy leading to lower public debt con-
tributes to increased investment and output.
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spending, including spending for human and
fixed capital formation and for research and
development. 

Of course, cutting primary expenditure is not
easy. Experience in other countries has shown,
however, that it is feasible and has a positive
effect on the economy.4 It requires, though, a
large, comprehensive and systematic effort, as
well as continuity, consistency, changed prac-
tices and mentality. A non-exhaustive list of
measures that have been successfully taken in
other countries can be found below. 

Measures of an institutional nature 

•• Adopting rules, practices and procedures
relative to the preparation, compilation and
implementation of the budget aimed at con-
taining and controlling public spending. Such
measures may include the following: 

aa.. Putting into practice a system for the eval-
uation of primary expenditure during the
budget process (including, for example, a zero-
based budget approach, programme budgeting,
etc). A pilot project of “zero-based budgeting”
in Greece during 1977-1979 had impressive
results but, while preparations were under way
for the introduction of the system in all min-
istries, the project was abandoned without
explanation. 

bb.. Multi-annual (usually three-year) budgeting.
The new Law 3871/2010 (articles 8-9) is a first
step in this direction, although it only applies
to aggregate budget figures. 

cc.. Preparing and submitting the budget to the
Parliament six months before the start of the
fiscal year (namely, in May or June). 

dd.. Publishing monthly data and detailed
reports on the implementation of the budget
(already done to a significant extent), fully
accounting for any deviations. In general, the
preparation and implementation of the
budget should ensure: transparency, credibil-
ity, coverage of the entire general government

rather than the central government only, com-
parability of data and timely and frequent pub-
lication of data, as well as accountability. 

ee.. Presenting separately the future commit-
ments of each entity, in addition to the expen-
diture already disbursed. 

ff.. Publishing annual balance sheets, which
enable monitoring changes in the net position
of the general government. Many EU countries
managed to bring down their deficits by “con-
verting” assets to current revenue. 

Some of these principles are set out in Law
3871/2010 (article 1). 

•• Adopting “numerical fiscal rules”5 in respect
to the annual growth rate of primary expendi-
ture, their level in absolute terms or as a per-
centage of GDP.6 If these rules are to be effec-
tive, some conditions must be met in addition
to the six rules mentioned above. In more
detail, the targeted fiscal variables should be
clearly specified, their evolution should be sys-
tematically monitored and the outcome
should be measurable. Rules must be consid-
ered permanent and annual targets should be
linked to relevant medium-term targets. More-
over, the body or person responsible for the
achievement of each target should be clearly
defined and the final outcome should be
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44 New Zealand, Canada, the United Kingdom and Australia have
developed remarkable methods for controlling their expenditure
and fiscal deficits. All in all, twelve OECD member countries have
set upper limits to the level of their expenditure as a percentage
of GDP and nine others have set limits to the level of expenditure
in absolute terms and in current prices. See Atkinson, P. and P. van
den Noord, “Managing Public Expenditures: Some Emerging Pol-
icy Issues and a Framework for Analysis”, in Fiscal Rules, Banca
d’ Italia, 2001, p. 112. On the importance of well-designed expen-
diture rules, see also “Ten years of the Stability and Growth Pact”,
ECB, Monthly Bulletin, October 2008, p. 65. Also, Deroose, S., M.
Larch and A. Schaechter, “Constricted, lame and pro-cyclical? Fis-
cal policy in the euro area revisited”, European Economy, Eco-
nomic Paper no. 353, December 2008. 

55 The Bank of Greece has repeatedly stressed in the past ten years that
it is necessary to adopt such rules in Greece. See (a) Annual Report
1999, p.31 (b) Annual Report 2001, p. 52-53, (c) Annual Report
2003, p. 69-71, featuring a detailed and comprehensive presentation
of numerical fiscal rules and of some necessary conditions in order
to control expenditure and fiscal deficits, (d) Annual Report 2004,
p. 65, (e) Annual Report 2006, p. 213-216, (f) Monetary Policy –
Interim Report 2008, p. 23-24, (g) Monetary Policy 2008-2009, p. 29-
32 and (h) Monetary Policy 2009-2010, p. 129-133. 

66 See footnote 4 above.
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checked by a body of independent auditors.
According to a survey of the European Com-
mission,7 the numerical fiscal rules in force in
almost all other EU-25 Member States
increased fourfold8 between 1990 and 2005.
Furthermore, rules cover much more sub-sec-
tors of the general government today than in
the past. The most recent development is that
numerical rules have also been imposed on
social security expenditure. National rules
complement and reinforce rules under the
Maastricht Treaty and the Stability and
Growth Pact. 

The survey also showed that the introduction
of numerical fiscal rules and the extension of
their scope to an increasing part of the general
government contributed to the reduction of the
cyclically adjusted general government deficit
(or to the increase in the general government
surplus). Furthermore, the imposition of
numerical fiscal rules on primary expenditure
resulted in the reduction of the primary expen-
diture to GDP ratio. Rules are most effective
when they are prescribed by law9 and widely
publicised and when strong enforcement mech-
anisms have been set up. 

The recent Law 3871/2010 provides for the
imposition of numerical fiscal rules (the “gen-
eral principles” are laid down in article 2), but
details have not gone public yet. Thus, for the
time being it is not possible to estimate whether
the implementation of these rules in Greece
will be in line with international practice. 

•• Establishment of an independent body10 that
will make public analyses and assessments of
(i) the fiscal situation, (ii) the fiscal policy pur-
sued, (iii) adherence to applicable fiscal rules
and (iv) Greece’s fiscal performance in gen-
eral. This body will also monitor budget imple-
mentation and will bring any deviation out in
the open. Finally, it will make proposals and
put forward fiscal policy measures in relation
to fiscal adjustment. 

In accordance with the Memorandum, in July
2010 it was decided that a “State Budget

Office” would be established within the Par-
liament (following the modification of its
Statute), which would be responsible for
analysing, evaluating and monitoring the
implementation of the Budget. 

Let it be stressed that optimum results can be
achieved by a combination of rules on the com-
pilation of the budget, “numerical fiscal rules”
and bodies that analyse and evaluate fiscal per-
formance. Although each of the above meas-
ures is in itself very useful and important for
the control of public expenditure, their effec-
tiveness increases sharply when they are com-
bined and operate together, as they interact
and reinforce each other. 

Employment and incomes policy in the public
sector 

Personnel outlays are the largest single cost
item in both the State budget and the general
government. Therefore, if primary expenditure
is to be substantially contained on a permanent
basis, it is essential that personnel layouts are
reduced.11

••  Recruitment and incomes policies in the
public sector should be re-evaluated and re-
designed, so that the public sector can stop
being the primary labour market in Greece.
Over the medium to longer term, the number
of general government employees (currently
about 770,000) should be reduced significantly
and on a permanent basis. 

•• The liberalisation of personnel reassign-
ments from 2007 onwards facilitated transfers
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77 See European Commission, Public Finances in EMU – 2006, p. 122-
168.

88 According to the survey, in 1990 there were 16 numerical rules in
force, but 66 in 2006. Certainly, this is partly due to the expansion
of the European Union. See European Commission, Public
Finances in EMU – 2006, p. 136-148. 

99 For example, rules enshrined in the Constitution or in legal pro-
visions are more effective than those based on political agreements. 

1100 Such bodies are commonly referred to as “fiscal councils”, but
research institutes or other similar bodies can also play this role.
For a detailed presentation of the issue, see Rapanos, V. and G.
Kaplanoglou, “Independent Fiscal Councils and their possible role
in Greece”, Bank of Greece, Economic Bulletin, 33, May 2010, p.
7-19. 

1111 McDermott, J. and R.F. Wescott, op.cit., p. 726-727.
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according to personnel’s wishes, which
resulted in some ministries and agencies being
overstaffed and others understaffed. Ministries
with a net loss of employees ask for new
recruitments, increasing the number of civil
servants. Under the provisions in force until
recently, employees of municipal corporations
could easily be transferred to the municipality
(as permanent municipal employees) and then
move to the central administration (as civil ser-
vants). The possibility to be reassigned must be
put under control and recruitments by munic-
ipal corporations and municipalities must be
carried out through the Supreme Council for
Civil Personnel Selection (ASEP). 

•• In accordance with the current legal frame-
work, allowances or other wage arrangements
introduced for a few dozens of employees with
exceptional skills or under special working con-
ditions can very easily (and successfully) be
claimed by and granted to hundreds of thou-
sands of civil servants, even with retroactive
effect. It is necessary to thoroughly review and
eliminate all legal channels allowing such
results. 

•• The provisions currently in force whereby a
two-year work period at the office of Members
of the Parliament entitles the worker to be
hired in the public sector should be abolished.
At the same time, the practice of seconding
public servants (even employees of State-
owned banks) to offices of political parties
must also be eliminated immediately. 

Education expenses

••  The Ministry of Education employs the
largest number of civil servants (about 180,000-
190,000) compared to any other ministry.
(They are mostly teachers, as total employees
in the central service are no more than 1,000).
Despite the large number of teachers (twice
their per capita number in Finland), every year
it becomes necessary to hire thousands of
hourly-paid teachers to fill “vacancies”. At the
same time, more than 10,000 teachers are sec-
onded to other (non-educational) agencies, in

most cases outside the Ministry of Education.
Given the demographic trends in Greece, a full
review of the recruitment policy in education
is certainly required. 

••  The operational expenses of Universities
and Technological Educational Institutes are
too high and every effort should be made to
contain them. To begin with, the number of
these departments is too great and constantly
increasing, as new ones are constantly being
established, although there is no market inter-
est in the respective disciplines. The Ministry
of Education has already taken these issues
into consideration. It should also be noted that
there are no “external economies” in tertiary
education of a scale that would justify free-of-
charge attendance indefinitely. Perhaps schol-
arships and student loans should be increased
and the existing system should change, as it
gives rise to protracted attendance (phenom-
enon of “perpetual students”) on account of
low opportunity costs.  

••  Expenditure for the transport of pupils
(mostly of secondary education) from remote
villages to their schools has exceeded any rea-
sonable limit. The relevant budget appropria-
tions for 2010 amounted to €280 million. Actu-
ally, this school transport scheme has turned
into a means of subsidisation of intercity buses
and should be reviewed and modified. 

Local government 

• In the past 15 years, local government has
been absorbing increasing amounts from the
State budget, despite the fact that the number
of municipalities and communities has been
reduced from 6,000 to 1,034. Over the same
period, municipalities established about 6,000
municipal corporations, whose finances are not
subject to control, giving rise to a significant
“fiscal asymmetry”. Municipalities determine
virtually themselves the level of their expen-
diture and then claim (and usually receive)
increased amounts from the budget. This asym-
metry is known to lead to increasingly rising
and uncontrollable expenses. 
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••  Municipalities will have to take full respon-
sibility for collecting their revenue, if they are
to enjoy true fiscal autonomy. Management of
the property tax and revenue from it should be
given to municipalities and at the same time all
transfer payments from the State budget
should be abolished. This tax should be merged
with the property fee currently collected
through PPC bills. Apart from exceptional cir-
cumstances, municipalities should not be
allowed to record deficits and all loss-making
municipal corporations should close down.
Furthermore, many entities financed by the
municipalities, such as the Open Care Centres
for the Elderly (KAPH),12 would have to sus-
pend some activities, including travels abroad
or free holidays, for a period of five years, until
financial stability is restored. It is also difficult
to understand how over-indebted municipali-
ties can operate radio and TV channels that
employ hundreds of journalists. 

•• Moreover, a domestic “Stability and Growth
Pact” should be concluded, whereby local gov-
ernment should clearly commit to a balanced
budget and zero debt to the central govern-
ment. Given that the central government has
undertaken very strict and legally binding obli-
gations towards the European Union, the IMF
and the European Central Bank and that it has
committed to strict fiscal discipline and sig-
nificantly reduced government deficit and
debt, municipalities should also immediately
and drastically tighten their current too relaxed
fiscal management (which cannot reasonably
continue). 

IInn  tthhee  ccoonntteexxtt  ooff  tthhee  ““KKaalllliikkrraattiiss””  pprrooggrraammmmee
((LLaaww  33885522//22001100))  tthheessee  iissssuueess  ccaann  bbee  aaddddrreesssseedd
eeffffeeccttiivveellyy,,  pprroovviiddeedd  tthhaatt  ssoommee  ccrriittiiccaall  ccoonnddiittiioonnss
aarree  mmeett..  The law aims at saving on costs by
reducing the number of local authorities and
their legal entities, thereby leading to
economies of scale, as well as at establishing
strong conditions for development at the first
and second levels of local government that will
create value added. A critical condition for
these economies of scale to exist is the design
of a programme in support of “Kallikratis” (it

has yet to be completed), and that this should
be implemented consistently in terms of both
time and quality. The government has com-
mitted to achieve an improvement of the fiscal
balance by €500 million annually in the period
2011-13 by implementing this programme. 

Public hospitals 

••  The current system of public hospital pro-
curement has led to the accumulation of large
debts to suppliers. Such liabilities are settled
by the State from time to time. Since the mid-
1990s, hospital liabilities have been settled
three times and a fourth settlement is under
way (for an amount of some €6 billion, Law
3867/2010, article 27). From what has reached
publicity, these enormous liabilities are
mostly attributable to two reasons: on the one
hand, public hospitals buy health equipment,
medicine, orthopaedic supplies and chemical
reagents at prices that are multiple to those
paid either by private hospitals or in markets
abroad and, on the other hand, they often use
more material than necessary. 

On top of these, there is no way to track down,
in terms of accounting, this material after it is
delivered to the hospital. It is believed that
there is an extremely wide scope for improving
and rationalising the hospital procurement sys-
tem and, in general, the financial management
of hospitals, which could save many million
euro (see also Feature 4 in this Chapter). 

Better use of real estate property 

••  The State, local government and prefectural
authorities let real property for their agencies.
Usually, the State and local governments pay
very high rents, higher than the market rates.
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1122 Since the government found itself in the need to make cuts in pen-
sions as its last resort, the operation of KAPH (with municipali-
ties’ funds granted by the State) is totally meaningless. It would be
preferable to use these funds to increase pensions. As suggested
by consumer theory, consumers derive increased utility when
receiving cash than when receiving goods of equal monetary value.
Therefore, travels abroad organised by KAPH under the subsidy
of municipalities, as well as 7-day summer holidays with costs fully
covered by municipalities should be discontinued. This would also
eliminate corruption related to the operation of KAPH. 
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By contrast, when the State or social security
funds (or the Church) hire out their own build-
ings, the rent they receive is usually lower than
the market rates. 

At the same time, the State, as well as other
bodies (including universities) own real
estate (often encroached) which is not put in
good use. According to some experts, the real
estate property owned by the State has not
been recorded systematically up until today. 

It goes without saying that this situation should
change, in the sense that State agencies should
be located at State-owned (existing) buildings
and that the remaining real estate property
should be put to better use (see also Special
Feature 3).

Elimination and merging of entities 

••  Legal entities in public law13 that are sub-
sidised to a small or greater extent from the
government budget in Greece are estimated to
amount to 5,000 and form part of the general
government. Many of them are now superflu-
ous, as the purpose for which they were estab-
lished no longer exists. Nevertheless, the enti-
ties in question continue to operate and
employ staff, have management, rent offices,
etc. Most of these entities should be repealed
and some of them should merge with similar
entities in order to make significant savings.
The Memorandum provides for extensive
mergers or repeals of entities and in the past
few months there has been quite some mobil-
ity on this issue. Already, a draft bill has been
submitted to the Parliament that provides for
the repeal of 18 entities and the merger of 13
others into 5. 

It is also noted that since the mid-2000s a prac-
tice has prevailed to transfer tasks from central
services (ministries, etc.) to newly-established
legal entities in public or private law financed
from the state budget. For example, about five
years ago some of the tasks of the Pedagogical
Institute (under the Ministry of Education)
were transferred to two newly created bodies,

the “Teachers’ Further Training Organisation”
(OEPEK) and the “Education Research Cen-
tre”, thus generating many additional expenses
(wages, rents, administrative expenses, etc.)
without improving the work performed. In the
past five to six years many such organisations
have been established. It is necessary to recon-
sider whether the operation of these entities
should continue and decide on a case-by-case
basis whether they should be abolished and
their powers reinstated to the central agencies
or whether they should merge with other legal
entities. Let it be noted that recruitments in
many such organisations are not made through
the Supreme Council for Civil Personnel Selec-
tion (ASEP). 

Of particular interest are public TV stations
(ΕΤ1, ΝΕΤ, ΕΤ3, “Prisma” and the Hellenic
Parliament TV). Not only are these stations
way too many for a country with the size of
Greece, but they also operate with too many
employees and at extremely high cost,14 which
is multiple that of equivalent private stations
broadcasting at national level. Public TV sta-
tions should merge into one or two and cover
more than 70% of their operating costs from
advertising revenue, as is the case with private
stations. Advisably, the revenue currently col-
lected through PPC bills should instead be
allocated to the reduction of public debt. 

Moreover, many activities, including those of
the General Secretariat for Youth, should be
suspended for a period of five years, until pub-
lic finances restore their sustainability.15

Transport Organisations 

According to Law 3429/2005, public enter-
prises are defined as enterprises not listed on
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1133 As well as some legal entities in private law.
1144 See Naftemporiki, 30 July 2010.
1155 For example, it is difficult to explain to pensioners, who have lost

a significant part of their pensions, that the General Secretariat in
question chartered dozens of sailboats that carried hundreds of
young people in the Argosaronikos Gulf in the summer of 2009,
when the deficit skyrocketed. We also find it difficult to understand
why the Farmers’ Insurance Fund (OGA), which is financed
entirely out of the state budget, provides a four-day cruise (not only
to Greek islands) to its insurees.  

Chapter VII:������ 1  03-08-12  11:05  ������ 148



the Athens Exchange (Athex), whose finances
are decisively influenced directly or indirectly
by the State. In recent years, the net borrow-
ing requirements of these enterprises amount
to €1.5-2.0 billion annually.16 This deficit is
essentially attributable to the public transport
organisations of Athens and Thessaloniki, as
well as to the Hellenic Railways Organisation
(OSE)17 (see also Special Feature 5). With the
review of financial data (expected to be
released by Eurostat on 22 October), large
public enterprises in the public transport sec-
tor will be included in general government.
This means that general government deficit
will now also include their deficit (while the
forfeiture of State guarantees for loans they
have taken will no longer be included in the
general government deficit). 

The deficit is mainly attributable to the high
operating costs18 of these organisations and
particularly to the high staff costs, both on
account of the large number of employees19

and the level of wages in some organisations
(particularly OSE and HLPAP): relevant data
were published by the Ministry of Finance on
13 October. Thus, in the context of putting pri-
mary expenditure under control, it is necessary,

on the one hand, to control operating costs and
other expenses of these organisations (espe-
cially OSE) and, on the other hand, to funda-
mentally reconsider their pricing policy and
ensure that all passengers pay a ticket. In the
Updated Memorandum (August 2010) the
Greek government committed itself to take
concrete measures in this direction. 

Conclusion 

Examples like the ones described above show
that there is very large scope for reducing pub-
lic primary expenditure in Greece. However,
huge effort, change in mentality and strong
consistency will be needed to this end. Reduc-
ing expenses is a multi-faceted long-term
process that requires continuous interventions
both of a legislative and administrative nature,
which will also have to take into account the
need to employ different approaches depend-
ing on the case. 

SPECIAL FEATURE 2: TAX EVASION AND TAX
ADMINISTRATION: DIRECTIONS FOR STREAMLIN-
ING THE TAX COLLECTION MECHANISM

The significance of the problem of tax evasion
in Greece need not be overstated. Tax evasion
is a complex and manifold fact that has taken up
endemic character. Its extent and its  economic,
social and ethical implications require an immi-
nent and effective solution. Curbing tax evasion
could substantially increase government revenue
and thus help reduce deficits in this period which
is extremely critical for the Greek economy. As
with expenditure (see Special Feature 1), the
problem of tax evasion is structural and its res-
olution requires systematic efforts, consistency
and continuity, a broader social consensus and
cooperation among many agencies and govern-

ment services. Tax evasion takes up various
forms, depending on the category of tax, the type
or scale of economic activity (e.g. small or large
enterprises) or on the taxpayer’s employment
status (e.g. salaried worker, self-employed, etc.).
It becomes clear that the problem cannot be
addressed by any single measure alone. Rather,
it requires a whole set of measures, as well as the
cooperation of all the parties involved.

The analytical review of tax evasion is based on
the ―now classic― model of Allingham and
Sandmo,20 which finds among the determinants
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1166 Bank of Greece, Annual Report 2009, April 2010, p. 97. 
1177 Ibid, p. 99. 
1188 It must be noted, however, that there is also a significant loss of

revenue, as ticket prices are low and many passengers travel with-
out a ticket.

1199 Until 2008 the Athens metro had recorded no losses, but after recruit-
ments in the summer of 2009, it recorded a deficit for the first time. 

2200 Allingham, M.G. and A. Sandmo (1972), “Income Tax Evasion: A
Τheoretical Analysis”, Journal of Public Economics, p. 323-338.
This analysis followed the equally classic work of Garry Becker
“Crime and punishment: an economic approach”, Journal of Polit-
ical Economy, 1968, 76(2), p. 169-217.
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of a taxpayer’s decision to evade taxes: (i) the
(marginal) tax rate to be paid by the taxpayer;
(ii) the probability for the evasion to be
detected and punished; and (iii) the amount of
the penalty. Given that all three parameters
are directly or indirectly determined and con-
trolled by tax authorities, the level and extent
of tax evasion can be controlled.21 The most
recent relevant study on Denmark22 has shown
that among the three determinants the most
important one is by far the probability of the
evasion being detected. 

In Greece, tax rates may be relatively high, but
not high enough to justify such an extensive tax
evasion. Penalties are high, unjustifiably high
in some cases, and definitely preventive of tax
evasion in principle. The big problem, how-
ever, is that the probability for the evasion to
be detected and punished is almost zero, owing
to the inefficiency of the relevant services, the
conduct of very few and insufficient tax audits
and to the complexity of tax regulations that
favours non-transparent practices. 

As documented below, there is a huge problem
with the efficiency of the tax collection mech-
anism in Greece, i.e. as to the most important
determinant of tax evasion. The significance of
tax system administration has been underesti-
mated in Greece and it clearly was not suffi-
ciently taken into account that any effort to
combat tax evasion must begin with improving
the tax collection mechanism and increasing
tax audits. The probability of tax evasion to be
detected and punished must increase by any
means. International experience has shown
that no tax measure can substitute for an effec-
tive tax collection mechanism.

The importance of the tax collection mechanism

Tax administration is extremely significant,
mainly for four reasons: (i) it substantially
increases tax revenue and eliminates fiscal and
macroeconomic imbalances; (ii) it offers the
possibility to implement a better tax policy that
would contain the negative effect of taxes on
the economy; (iii) it distributes the tax burden

among taxpayers more fairly and establishes
the belief that the tax system is fair; and (iv) it
increases social welfare. 

Tax authorities are the only link between the
tax base and tax legislation, on the one hand,
and the tax base and tax revenue, on the other.
Certainly, a tax collection mechanism does not
qualify as good, if it collects high tax revenue
only from easy-to-tax groups (e.g. employees
and pensioners) and leaves hard-to-tax groups
virtually untaxed (e.g. entrepreneurs, self-
employed etc.).

Moreover, the ability of tax authorities to man-
age “difficult” taxes clearly affects the tax sys-
tem. Especially in developing countries,
experts believe that the strength of the tax col-
lection system is what essentially dictates the
tax policy.23 They also maintain that all tax
reform efforts must seriously take into account
the potential of tax agencies. It is well-known
that, e.g. in Greece, the introduction of VAT
was postponed four times (and for almost
twenty years) because of the tax agencies’
shortcomings.

Finally, tax authorities must be effective in cer-
tifying and collecting the revenue provided for
by tax legislation at minimum administrative
cost for the State and at minimum compliance
cost for taxpayers. 

Tax agencies in Greece

For many years, the problems of the tax col-
lection mechanism had not received much
attention; as a result, the mechanism now

Monetary Policy   
Interim Report 
2010150

2211 Another conclusion drawn is that any significant increases in tax
rates must be accompanied by a radical reorganisation of the tax
collection mechanism. Otherwise, the collection of expected rev-
enue is not certain.

2222 Kleven, H.J., M.B. Knudsen, C.T. Kreiner, S. Pedersen and E. Saez,
“Unwilling or Unable to Cheat? Evidence from a Randomized Tax
Audit Experiment in Denmark”, NBER Working Paper No 15769,
February 2010.

2233 Casanegra de Jantscher, Milka, “Administering the VAT”, in Mal-
colm Gillis, Carl S. Shoup and Gerardo P. Sicat (eds.), Value
Added Taxation in Developing Countries, Washington: World
Bank, 1990. See also Faria, A.G. and Z. Yucelik, “The Interrela-
tionship Between Tax Policy and Tax Administration”, in P. Shome
(ed.), Tax Policy Handbook, IMF, 1995, p. 267-272.
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exhibits significant and extensive shortcomings
in certifying and collecting taxes, including: 

((aa))  TTaaxx  aarrrreeaarrss  aarree  eexxttrreemmeellyy  hhiigghh  aanndd  rriissiinngg.. At
the end of the 1980s tax arrears ranged
between 30 and 50 billion drachmas (about€90-€150 million). In 2010 they reached €32-€33 billion euro. In addition, tax offices write
off a large part of tax arrears every year: in
2000-2008, certified tax arrears of €17.5 billion
were written off. Moreover, 150,000 tax cases,
which could yield revenue up to €30 billion,
are pending before administrative courts.24

((bb))  AAddmmiinniissttrraattiivvee  ccoossttss  aarree  ttoooo  hhiigghh..25 The cost
of certifying and collecting tax revenue as a
percentage of revenue is much higher in
Greece than in other countries. According to
available estimates,26 total administrative costs
for collecting all tax revenue in Greece are
1.61%, against 0.86% in Canada. In respect to
income tax in particular, administrative costs
amount to 2.39% in Greece, compared with
1.0% in Canada and 0.6% in the United
States.27

((cc))  CCoommpplliiaannccee  ccoossttss  aarree  aallssoo  vveerryy  hhiigghh.. Tax-
payers incur increased costs in terms of the
time they sacrifice for filling out forms, fre-
quently visiting tax offices and waiting in
queues and in terms of the money they have to
pay to tax consultants. The recent decision on
keeping receipts for all the purchases made
throughout the year increases compliance costs
significantly (although electronic methods of
recording the transactions for 2011 are being
examined, in order to avoid the keeping of
receipts).

((dd))  TTaaxx  eevvaassiioonn  iiss  vveerryy  hhiigghh  aanndd  rriissiinngg..  Tax eva-
sion is essentially associated with the short-
comings of the tax collection mechanism only.
Tax audits, in particular, which play a crucial
role in combating tax evasion, are non-existent
or conducted with a 5-10 year lag.

((ee))  TThheerree  hhaavvee  bbeeeenn  ssuucccceessssiivvee  sseettttlleemmeennttss  ooff
ppeennddiinngg  ttaaxx  ccaasseess.. Unaudited tax returns of
companies and self-employed individuals pile

up at the tax offices and pending tax cases are
“settled” every 3-5 years under “favourable
terms for taxpayers” (tax evaders). These suc-
cessive settlements are perhaps the clearest
evidence of the huge shortcomings of the tax
collection mechanism, causing at the same
time a very strong feeling of injustice to hon-
est taxpayers. Unaudited cases now amount to
2,000,000 and this is why a new settlement was
decided under Law 3888/2010.

((ff))  VVoolluunnttaarryy  ccoommpplliiaannccee  iiss  eexxttrreemmeellyy  llooww  iinn
GGrreeeeccee.. This is not due to the absence of tax
ethics, but to the fact that taxpayers are very
rarely audited and are aware that there is
almost no chance of a tax evasion being
detected.

((gg))  CCoorrrruuppttiioonn  iiss  eexxtteennssiivvee  aanndd  rriissiinngg..  Tax agen-
cies, town planning offices and local govern-
ment are considered the public services with
the highest number of corruption incidents in
Greece. In the annual reports of the Inspector
General of Public Administration specific
cases are marked in detail.28

((hh))  TThhee  qquuaalliittyy  ooff  sseerrvviicceess  tthhaatt  ttaaxx  ooffffiicceess  pprroo--
vviiddee  ttoo  ttaaxxppaayyeerrss  iiss  eexxttrreemmeellyy  ppoooorr compared
to international practices, while taxpayers
are often treated inappropriately.29 This is
well-known, but could also be easily docu-
mented by a survey or on the basis of the
complaints made to the Ombudsman or the
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2244 See the Minister of Finance’s speech (22 September 2010) to rep-
resentatives of economic actors in view of the new settlement of
pending tax cases. 

2255 Administrative costs are those incurred by governments to enforce
tax legislation and collect taxes. These consist of expenditure for
human resources, as well as for the use of capital equipment by all
agencies involved in tax administration. This expenditure is expressed
as a percentage of the amount of the corresponding tax that is finally
collected. See Balfoussias Ath., Administrative Costs of the Greek
Tax System, Center of Planning and Economic Research - KEPE,
1998, pp. 10 and 12 to 26.

2266 Balfoussias Ath., ibid. 
2277 Especially for the United States, see Slemrod, J. and S. Yitzhaki,

“Tax Avoidance, Evasion and Administration” in: Auerbach, A.
and M. Feldstein (eds.), Handbook of Public Economics, Vol. 3,
2002.

2288 See Annual Report of the Inspector General of Public Adminis-
tration for 2004; Annual Report for 2007; Annual Report for 2008;
Annual Report for 2009.

2299 For the “right attitude” towards taxpayers in face-to-face contacts,
see Frampton, D. (1993), Practical Tax Administration, Fiscal Pub-
lications, p. 34.
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findings of the Inspector General of Public
Administration.

((ii)) FFiinnaallllyy, tthhee  ((uunnssuucccceessssffuull))  uussee  ffoorr  aallmmoosstt  6600
yyeeaarrss  ooff  iinnddiirreecctt  mmeetthhooddss  ttoo  iimmppllyy  tthhee  rreevveennuuee
ooff  sseellff--eemmppllooyyeedd  iinnddiivviidduuaallss  aanndd  ssmmaallll  ccoommppaa--
nniieess reflects the huge shortcomings of Greek
tax authorities. Using assumptions to deter-
mine the (implied) income is justified as a tem-
porary solution only, until the tax collection
mechanism improves and becomes able to
determine the taxable income through com-
mon accounting methods.30

The issue is not exhausted with these points;
they remain, nonetheless, indicative of the
immense problems of the tax collection mech-
anism in Greece, in a period that is extremely
crucial for the Greek economy. Substantially
curbing tax evasion could yield sizeable rev-
enue, which would contribute to addressing
the fiscal imbalances and to restoring market
confidence in Greece.

Causes of the serious weaknesses of the tax collec-
tion mechanism

An in-depth analysis and evaluation of the cur-
rent state of tax agencies should also look into
the causes and acknowledge that some of them
are not specific to the tax collection mechanism
only.

((aa)) Tax authorities do not operate in a vac-
uum; they form part of the Greek public
administration and, therefore,  are subject to
all the well-known general weaknesses of pub-
lic administration, including the lack of ade-
quate organisation, delays, errors and omis-
sions, lack of responsibility and accountabil-
ity, low morale, passivity, external interven-
tions and interventions from above, extremely
mild “disciplining” of offenders by disciplinary
boards, etc. The only difference is that, in the
case of tax agencies, these weaknesses cost bil-
lions of euro to the State (in the form of lost
revenue), while the same problems in other
agencies (e.g. a registry) do not have a direct
economic bearing.

((bb)) Tax authorities are called to implement a
particularly complex tax system.31 Despite the
introduction of VAT (which incorporated
more than 10 taxes) and the “termination” of
the “regulatory tax”, which had incorporated
many charges on imported products, the tax
system remains extremely complex. This com-
plexity is the result of the very large number
of taxes and tax rates (often in order for the
tax to “look” progressive), of many special tax
exemptions and reductions and of the fact that
in the past 60 years the tax system has been
used as a vehicle for promoting the govern-
ment’s various aims and policies. These poli-
cies are not always rational and many of them
are a product of compromise. For instance,
the tax system has been used up to now for
promoting economic growth and private
investment; importing funds from abroad (or
“repatriating” Greek funds); promoting
regional development (VAT rates are lower in
east Aegean islands), exports, shipping,
tourism; promoting mergers and creating big
business ventures; supporting savings; devel-
oping the capital market; supporting families
with many children or people with special
needs etc. Moreover, the frequent recourse to
“extraordinary taxes” in order to address
urgent fiscal needs, as well as the incessant
arrangements for “tax amnesty” and the col-
lection of tax arrears make the tax system even
more complex (for the recent arrangements
under Law 3888/2010, see Chapter I.3).
Finally, the tax system is often used for off-
setting the shortcomings of the tax collection
mechanism itself. Thus, additional supporting
documents, information and procedures are
all too often required from taxpayers with a
view to limiting tax evasion (although this is
not usually achieved in the end).

((cc))  The tax system is not only complex; it
also changes very often. Thus, tax officers do
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3300 Bird, R.M. and Casanegra de Jantscher, M. (eds.), Improving Tax
Administration in Developing Countries, IMF, 1992, p. 7.

3311 In 1964, when George Break and Ralph Turvey evaluated the
Greek tax system, they wrote that the only simple generalisation
about the Greek tax system is that it is extremely complicated. See
Break, G. and R. Turvey, Studies in Greek Taxation, Center of
Planning and Economic Research - KEPE, 1964, p. 19.
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not have the required time to be updated
and implement the new provisions appro-
priately.

((dd)) Although significant resources have been
made available to date, computerisation of tax
services is not satisfactory. In many cases,
information and databases do not communi-
cate with each other, even within the same tax
office. For instance, the Code Department
(where books and records are authenticated
and punched) does not communicate (elec-
tronically) with the Register.

((ee)) Tax cases brought to court take a very long
time to be heard. It takes 7 to 10 years for a
court judgment on tax violations to become
final. At the same time, courts very easily grant
indefinite “suspension” of the taxpayer’s obli-
gation to pay 25% of the tax owed until the
case is heard. This suspension, which is granted
to 90% of the cases, renders tax authorities
fully inactive.32 In addition, even if the State is
vindicated, it is still uncertain that the tax will
be collected after all.

((ff)) Frequent settlements of pending tax cases
are an additional (and often urgent) task for
tax authorities. This distracts tax officers from
their main duties, i.e. to frequently monitor
and regularly audit taxpayers.

((gg)) Tax officers who breach their duties and are
taken to official disciplinary boards receive
extremely mild treatment, which does not con-
tribute to combating corruption.

The tax authorities are clearly responsible for
some of the foregoing but, in most cases, the
tax collection mechanism can and should be
improved.

Practical suggestions to enhance the tax collection
mechanism

It has become evident that the tax collection
mechanism has immense weaknesses and must
undergo immediate and extensive overhauling.
International experience shows that, for a suc-

cessful reform and reorganisation of tax serv-
ices, three conditions should be met:33

((aa))  ssiimmpplliiffiiccaattiioonn  ooff  tthhee  ttaaxx  ssyysstteemm;;

((bb))  ssttrraatteeggyy,,  ii..ee..  aa  ccoommpprreehheennssiivvee  rreeffoorrmm  ppllaann
wwiitthh  cclleeaarr  pprriioorriittiieess;; and

((cc))  ssttrroonngg  ccoommmmiittmmeenntt  ttoo  rreeffoorrmm.. Commitment
and the will to reform must stretch both to the
administrative and the political levels. Without
them, not even the best reform strategy can
succeed.

Here follow specific measures that have been
proven useful in most countries.

((ii)) Modern computer technology has created
enormous potential for filing tax returns, iden-
tifying and monitoring taxpayers and con-
ducting tax audits and cross-checks. This is the
reason why any effort to reorganise tax services
must focus on the use of IT systems. Many (and
costly) efforts have been made in the past to
computerise tax services in Greece, but the
results were not the expected ones. This fail-
ure is mainly attributable to two reasons: first,
efforts were piecemeal and not part of a com-
prehensive computerisation programme and,
second, the introduction of electronic media
was not accompanied by the necessary simpli-
fications.

Computerisation is much more than simply
transferring the existing obsolete procedures
and practices in electronic form. For comput-
erisation to be successful, an in-depth reor-
ganisation and simplification of tax provisions,
rules, systems, practices and procedures is
required.34 This simplification was never made
in Greece and, hence, any computerisation
effort is condemned.

The successful implementation of tax provi-
sions by tax authorities requires:
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3322 See the Minister of Finance’s speech of 22 September 2010.
3333 See Bird, R.M. and M. Casanegra de Jantscher, op.cit., p. 3-4.
3344 Bird, R.M. and Casanegra de Jantscher, M., ibid, p. 3.
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–– identification of taxpayers;

–– longitudinal monitoring of taxpayers; and

–– frequent auditing of taxpayers.

According to international experience, to facil-
itate the task of tax authorities (and public
administration as a whole), it would be advis-
able:

•• that all Greek citizens have a unique indi-
vidual identification number, which will appear
in all public documents that concern them
throughout their life, i.e. academic qualifica-
tions, birth certificates etc., military service
certificates, identity cards, passports, social
security, driving licence, land and mortgage
registries, registration and license for vehicles,
yachts etc., tax returns, building permits, all
transactions with banks, insurance policies etc.
In some cases, this unique number could be
used in parallel with existing numbers (e.g.
identity card, passport, social security number
etc.). For a country with the population of
Greece, this unique number would make tax-
payer search and identification very simple.
(The government announced the introduction,
by the end of 2011, of the “Citizen Card”,
which would have digitised in it identity par-
ticulars, TIN and social security number and,
therefore, could be very useful for the purpose
discussed here.)

••  that tax authorities compile a single indi-
vidual electronic file for each taxpayer over
18 years of age (or younger, if they work or
engage in real estate transactions). More-
over, it would be adviseable to create a
unique electronic file for every small enter-
prise (personal, limited or general partner-
ship, but not société anonyme). The elec-
tronic file for each taxpayer could contain
information (in the form of “time series”) on
declared annual income, occupation, acqui-
sition of assets and large-value goods (e.g.
vehicles, yachts etc.), any entrepreneurial
activities, share holdings, bank accounts
(without necessarily showing the account bal-

ance) etc. Of course, the file would also
include any transaction with tax authorities
for all taxes and all years (e.g. income, VAT,
car registration fees, real estate transfers
etc.), as well as any tax violations, settlements
and penalties. It would also show (or provide
access to) all social security information. It
would show, for instance, if a person insured
with Self-Employed Workers’ Insurance
Organisation (OAEE) is regularly paying
social security contributions. Individual
electronic files would also make reference to
the corresponding files of members of the
same family. The personal files of entrepre-
neurs would also make reference to the file
of their enterprise (personal, general or lim-
ited partnership) and vice versa. The contents
of the files would be continuously updated by
tax agencies. For instance, the forwarding of
notices for car registration fees would imme-
diately appear in the taxpayer file (as a debt)
and the settlement of the fees would appear
as a payment. Such a system would ensure the
timely and continuous monitoring of taxpayer
transactions, information cross-checks and
continuous tax auditing. It would, therefore,
be very easy e.g. for tax authorities to ascer-
tain that the income declared by a taxpayer
in the past fifteen years does not suffice for
him to purchase the assets acquired in the
same period etc.

Access to individual files would be granted
only to the tax office in which the taxpayer is
registered (place of residence or business
headquarters) and the IT centre of the Min-
istry of Finance. Other tax offices, using the
unique individual number, would identify
through their computer the tax office in which
the taxpayer is registered and would electron-
ically forward any information (or query) to
the taxpayer’s tax office.

Today, tax services are organised by category
(type) of tax, i.e. every tax office comprises
the department of income tax, the depart-
ment of capital tax, the VAT department, etc.
In other words, the organisation is “tax-cen-
tred” and communication between the
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departments is minimum or inexistent. More-
over, access to previous years’ data is
extremely difficult. This does not allow tax
offices to have a complete picture of the tax-
payer profile and behaviour as regards his tax
obligations over time. The system described
above (based on international experience)
focuses on the taxpayer: it is a totally differ-
ent approach.

((iiii)) E-invoicing by large enterprises. The elec-
tronic issuance of invoices would substantially
contribute to curbing tax evasion, since it
would record not only the issuance, but also
the payment of invoices, which could then be
cross-checked. Moreover, the substitution of
paper invoices with electronic ones in trans-
actions between commercial firms could sub-
stantially reduce the cost of issuing and han-
dling invoices (as well as of audits) and lead
to increases in GDP.35 According to a recent
survey by the Athens University of Econom-
ics and Business, Greek enterprises are aware
of the advantages of e-invoicing and more
than half of the companies that took part in
the survey said that they intended to apply it
soon.36

((iiiiii)) Cash registers of small retail enterprises
(not sociétés anonymes) could be linked
online with the computers of the Ministry of
Finance, so that every single sale (i.e.
issuance of receipts) is immediately recorded
and can not be falsified. Thus, audits would
focus on the issuance of retail sales receipts.
This would eliminate VAT evasion and, to a
large extent, income tax evasion. (The Min-
istry of Finance is already contemplating a
similar measure, which would be combined
with the use by consumers, in their purchases,
of electronic cards that would contain their
TIN). 

((iivv)) With a view to reducing administrative
costs, on the one hand, and taxpayer compli-
ance costs, on the other, the measure of keep-
ing receipts could be replaced with transacting
through credit cards, if taxpayers were given
the same tax incentive. In any event, credit

cards have the appropriate mechanisms for
keeping and recording such transactions in
electronic form, with zero taxpayer compliance
cost. (The Ministry plans to introduce, as men-
tioned in point (iii), the use of cards contain-
ing the TIN and recording expenses/transac-
tions automatically).

((vv)) After the clearance of tax returns and on
the basis of the electronic files of each tax-
payer, an electronic program would automat-
ically identify cases in need of a tax audit. A tax
officer would then look into “suspicious” tax
returns and decide whether to conduct a reg-
ular audit or not.

((vvii)) It is advisable to reorganise tax audit
mechanisms (auditors) in order to audit
cases of great interest in priority. Some coun-
tries have even established special agencies
that monitor taxpayers with high incomes
only or other cases of great interest.37

According to a recent decision (31 August
2010) of the Ministry of Finance, five task-
forces are established to combat tax evasion,
including the “special task force for high-
income taxpayers” for corporate taxpayers
and the “special task force for the wealthy
and high-income individuals” for natural per-
sons.

((vviiii)) Easier access of tax authorities to taxpayer
bank accounts, ensuring at the same time con-
fidentiality and other taxpayer rights.

((vviiiiii)) Increase in the percentage of audited
returns to 5% of annual returns. For the self-
employed and (small- and medium-sized) cor-
porate taxpayers, this percentage has to reach
25%-30% annually, so that everyone is audited
every three to four years. For employees,
auditing 1% of returns would be enough. By
way of exception, a much higher percentage of
audits is required for civil servants serving at
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3355 According to a study by the European Association of Corporate
Treasurers, euro area GDP could increase by up to 2.9%, if e-
invoicing was used.

3366 See Imerisia newspaper, 11-12 September 2010.
3377 See Bird, R.M. and M. Casanegra de Jantscher, op. cit., p. 7.
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critical agencies. According to a recent study,38

the “probability of audit” and “recent audit
experience” play decisive role in combating tax
evasion.

((iixx)) Increase, as much as possible, tax with-
holdings at source and income declaration by
third parties, provided that the information
can be cross-checked. For instance, employers
will declare the income of their employees. It
is important, however, that a cross-checking of
the income declared by the employer (“third
party”) and the taxpayer is possible. Accord-
ing to a relevant study on Denmark, third-
party declaration (and withholding at source)
limits tax evasion to 0.3%, compared with a
37% tax evasion by the self-employed who
declare their income themselves.39

((xx)) Elimination or merger of all low-yielding
taxes with high administrative (or compliance)
costs, such as taxes in favour of third parties.
The administrative costs of the latter are
extremely high and came to 39.5% at the end
of the 1990s.40

((xxii)) Better services to taxpayers. Taxpayers
should receive every possible assistance and
encouragement by tax agencies in being con-
sistent and complying with their tax obliga-
tions. At the same time, tax return forms and
relevant procedures should be simplified,
instructions should be clear and easy-to-
understand and taxpayers’ access to the Tax
Office should improve.

“in the long run, (…) the cheapest and most
effective means of collecting and enforcing the
revenue is by achieving the highest possible
level of voluntary compliance”.41

((xxiiii)) Tax office personnel are the most impor-
tant and valuable asset of the tax-collection
mechanism and cannot be replaced by any
form or extent of computerisation. Ultimately,
it is the personnel that implements the tax law
and collects the revenue. For this reason, hir-
ing, training, motivating and remunerating the
personnel are very important for the efficient

and effective operation of the tax-collection
mechanism and for reaching out to taxpayers
(in order to increase voluntary compliance). In
Greece, the personnel perform poor42 and cor-
ruption increases at times. It is very important
for tax auditors (and “supervisors” and tax
office managers) to have in-depth knowledge
of their subject, excellent ethos, integrity, high
morale and great interest in their work. More-
over, the personnel must be trained on an
ongoing basis.

((xxiiiiii))  Corruption must be radically addressed.
In cases of guilt proven beyond any reason-
able doubt, extremely severe sanctions must
be the rule, in addition to any criminal
responsibility. Taxpayers who bribe tax offi-
cers should also be punished. Corruption can
practically invalidate the importance of tax
audits, since a taxpayer who is found evading
may not pay his tax, but bribe the tax officer
instead.

((xxiivv)) Against this background, internal audit-
ing is extremely important for eliminating cor-
ruption in the tax-collection mechanism.43

According to the annual reports of the Inspec-
tor General of Public Administration, today,
the role of internal auditing is rather
restricted44 and follows the practice of disci-
plinary boards. It is, therefore, advisable not
only to reinforce the role and change the men-
tality as far as internal auditing is concerned,
but also to assign it to independent public offi-
cials (or private individuals).

((xxvv))  To facilitate internal auditing, tax offices’
monthly reports to the central Tax Depart-
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3388 Kleven et al., op. cit., p. 4, 5 and 33.
3399 Kleven et al., op. cit., p. 3.
4400 Balfoussias, op. cit., p. 36.
4411 Frampton, op. cit., p. 14.
4422 See Annual Report of the Inspector General of Public Adminis-

tration for 2007, p. 114, and Annual Report for 2008, p. 133.
4433 See e.g. Frampton, op. cit., p. 14.
4444 For instance, a financial inspector who conducted an investigation

into a case of red-handed arrest of tax officers for bribery came to
the conclusion that “…. with the existing information, it is impos-
sible to draw safe conclusions…” and that “… these will be drawn
upon completion of criminal proceedings”. Eventually, the officers
were sentenced by the court. See Annual Report of the Inspector
General of Public Administration for 2008, p. 128.
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ment must be more frequent and cover all
aspects of their operation. Pending tax cases,
the number of tax audits, the amount of cer-
tified taxes, of collected revenue, tax arrears,
write-offs etc. must be electronically for-
warded to the central Tax Department every
month. The central Tax Department must
employ the appropriate software to continu-
ously monitor and evaluate the performance
of each tax office (including cases of corrup-
tion) every month.

((xxvvii)) Finally, the time required to hear tax cases
must be significantly reduced and should not
exceed 3 to 5 months, compared with the many
years (or even decades) currently required.
This could be achieved with the establishment
of a small number (6-7) of special tax courts
that would hear tax cases exclusively. More-
over, the legal representation of the State
should be upgraded.45

The Ministry of Finance is reviewing a number
of ways to expedite the hearing of court cases,
in the context of a draft law being jointly pre-
pared with the Ministry of Justice.

Conclusions 

Tax evasion in Greece is enormous in size and
extent and largely associated with the short-
comings of the tax-collection mechanism.
Extensive tax evasion creates large fiscal
deficits, unfair distribution of the tax burden
and a strong feeling of injustice among tax-
payers, as well as reduced social welfare. A
substantial curbing of tax evasion would yield
sizeable revenue which would contribute to
addressing the fiscal imbalances and to restor-
ing market confidence in Greece. In the
medium and long term, it would also con-
tribute to reduced tax rates, positively affect-
ing the rate of economic growth.

It is evident that there is an immediate and
imperative need to upgrade and reorganise the
tax-collection mechanism, given that no other
measure can take the place of an efficient and
effective tax-collection mechanism.

The reorganisation of tax services must focus
on upgrading their computerisation and util-
ising the enormous potential of modern com-
puter technology. This measure, however,
should be accompanied by extensive simplifi-
cation of procedures, practices, rules and tax
provisions. Furthermore, the organisation of
tax offices and computerisation should cease to
be “tax-centred” and should mainly focus on
the taxpayer instead. An individual electronic
“file” for each taxpayer would contain all rel-
evant information in the form of a time series.

Special emphasis must be given to increasing
the tax audits and the electronic cross-check-
ing of the self-employed and of small enter-
prises. Audits must be conducted every 3-4
years at most. Overall, taxpayers must be under
the impression that the probability for the eva-
sion to be detected has increased significantly,
compared to what was the case until now.

Special attention must be paid to improving
human resource management in tax offices,
motivating the personnel to work efficiently
and enhancing the internal auditing mecha-
nisms of the Ministry of Finance.

Finally, expediting the hearing of tax cases and
upgrading the legal representation of the State
would significantly contribute to curbing tax
evasion.
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4455 According to a recent comment by Mr. Georgakopoulos, General
Secretary of Taxation and Customs of the Ministry of Finance, the
State loses most of the tax cases referred to courts, because its legal
representation is not adequate. Thus, the State loses billions of euro
in tax revenue (see Imerisia, 14 July 2010, p. 8).
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SPECIAL FEATURE 3: THE REAL ESTATE PROPERTY
OF THE STATE

The Greek State is the largest property owner
in Greece. However, the registration, protec-
tion, management and utilisation of such prop-
erty involve numerous stakeholders of differ-
ent or overlapping competences, making its
overall valuation particularly complicated.
According to recently published estimates, the
value of real estate property owned by the
Greek State (central government, local
authorities, social security organisations,
other legal persons in public law, bequests,
public corporations, etc.) amounts to some€300 billion.46 Today, the bulk of this property
is managed by the Hellenic Public Real Estate
Corporation (KED), which ―according to its
founding law― aims at an all-inclusive admin-
istration of public real estate and servicing the
housing needs of public sector services.47 KED
manages roughly 92% of the real estate assets
owned by the Greek State, while the rest
belong to other public entities: ministries, the
Hellenic Tourism Development Co, the Hel-
lenic Olympic Properties SA, the Public Cor-
poration of Urban Planning and Housing

(DEPOS SA), the AGROGI-agricultural
land SA (which goes into liquidation accord-
ing to the draft law on the abolition or merger
of public sector entities), the National
Defence Fund, social security funds and other
public entities.48

The difficulty in managing public property is
associated with the lack of a central policy or
a cohesive and comprehensive plan, empha-
sising on transparency, control and efficiency.
The way in which public real estate assets were
being used in the past presents serious draw-
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4466 The amount of €300 billion does not include the property of the
Church. In a report published last year, the IMF made an indirect
estimate of the Greek State property, according to which the value
of the country’s net fixed capital stock in 2008 was equal to 51%
of GDP, i.e. approximately �125 billion (Greece – Selected Issues,
August 2009, Chapter ΙΙ, p. 9-10). However, based on the method-
ology applied, this does not include the value of the land, while the
value of the capital stock was calculated indirectly, as the cumu-
lative result of investments made between 1960 and 2008. 

4477 KED was founded in 1979, by virtue of Law 973/1979, as a legal per-
son in private law based in Athens. Supervised by the Minister of
Finance, it is a Société Anonyme and its sole shareholder is the
Greek State.

4488 The State property can be divided into owner-used assets (used by
State services), income generating (leased) real estate, non-utilised
public property that may be developed and utilised in the future,
and public property subject to legal abeyance and other limitations
(lands encroached upon, properties of disputed ownership, prop-
erties held in abeyance by town planning authorities, etc.). 
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backs. Each entity or ministry was responsible
for managing its “own” real estate property,
either through bureaucratic mechanisms
already in place, or by setting up companies
(e.g. Hellenic Olympic Properties SA) with a
limited number of assets in their portfolio.
Apart from the negative impact on manage-
ment costs and economic efficiency, this pol-
icy has also been blemished by instances of
non-transparent management, which gave to
private interests the opportunity to exploit or
chisel out, one way or another, part of the pub-
lic property.

A commonly held view is that within the huge
―compared with other EU countries― real
estate property of the Greek State lie consid-
erable valuation gains that could contribute to
economic growth and improve urban environ-
ment and public space, while strengthening
public revenue. Nevertheless, efforts appear to
be hindered by a number of constraints. In
greater detail: 

((aa)) The Greek State is unaware of the true size
of its property, mainly because of an absence
of a complete and accurate cadastre. The real
value of public property will be reliably
assessed after the identification of the State’s
assets and the required separation between
communal property (which is untradeable and
cannot be liquidated, though its use can be
handed over to third parties for a price) and
utilisable public property (land plots, buildings,
fields, quarries, salt mines, etc.) that can be
commercially traded. 

((bb)) The lack of a cadastral survey of public
property has given ground to repeated
encroachments and unending litigations, with
major legal problems of disputed claims
obstructing the use and management of a con-
siderable part of this property. 

((cc)) The registration, protection, management
and utilisation of public property is entrusted
to a large number of entities (ministries, social
security organisations, KED and other com-
panies set up by the State, special services of

the tax offices, local government, etc.), of dif-
ferent, overlapping or conflicting competences
that make its overall assessment and utilisation
particularly hard. 

((dd)) A large number of public real estate assets
is subject to multiple encumbrances and
restrictions as to their use, and thus the com-
mercial value of the public property stands at
levels much lower than market prices. More
specifically, many major urban buildings within
city limits, which would be of a very high com-
mercial value if they were privately owned, are
subject to serious restrictions as to their use.
The same holds also for many public buildings
and lands located primarily in coastal areas,
which have limited prospects of commercial
use, due to legal restrictions (protection of the
environment or of the local architectural iden-
tity, archaeological restrictions, land accredi-
tations by forest inspection authorities, etc.). 

((ee)) Significant limitations, invariably set by the
donors, often hold back the use and manage-
ment of bequests’ property that has come
under Greek State ownership. The legislation
governing the bequests’ supervision regime
should be thoroughly revised, since the moni-
toring and administration mechanism has
proven bureaucratic and ineffective. Mod-
ernising both the relevant legislation and the
administrative and control mechanisms is nec-
essary, in order for bequests to be utilised and
fulfil their social role.

Notwithstanding the above, the real estate
property of the Greek State can make a sub-
stantial contribution to public finances.
Dynamic, rational and immediate use and
management of the public property can ensure
sizeable, steady and long-term proceeds for the
Greek State, as well as additional growth gains
for local societies and economies, while at the
same time protecting the environment and
safeguarding the local architectural identity
and heritage. 

At any rate, overcoming, immediately or in the
short run, the country’s fiscal problem
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through the management of the State’s real
estate property seems to be rather difficult.
However, certain actions, such as the renego-
tiation of leasing contracts that has already
been announced, are expected to help
strengthening public revenue and reduce
expenses. Profitable management and rational
use of the public property can become a con-
siderable source of public revenue in the
medium run. But this requires easier use, full
registering and, mainly, removal of existing
limitations and red-tape or organisational
obstacles. 

Effectively managing the public property, while
also ensuring the social interest, requires coor-
dination between all entities involved and pri-
marily the creation of a full electronic registry
of the State’s real estate assets, by consolidat-
ing all disperse information into a single elec-
tronic geographic database. The creation of an
independent and flexible management entity
would most probably help addressing more
effectively the lack of coordination, red-tape
and overlapping competences.49 Such an entity
would supervise all individual public property
management companies and entities, so as to
ensure transparency and uniformity. Also, it
would coordinate efforts to register and pro-
tect the public real estate property, and pre-
pare a single all-inclusive property catalogue
that will allow the assessment of its value.
Finally, it could undertake the management
and monitoring of tenders related to the util-
isation of major public real estate assets, while
being responsible for covering the housing
needs of all State services. 

These could be the first steps towards a trans-
parent, rational and efficient registration and
use of the public property. The next step,
which requires more time and systematic
efforts, would be to develop a cohesive and
comprehensive public property utilisation
plan. Many individual plans submitted and
approved by relevant government bodies in
the past typically concerned liquidations and
long-term leases, renegotiation of leases, pri-
vate utilisation and concession agreements,

Public-Private Partnership (PPP) schemes,
etc. Emphasis must now be placed on the most
advanced real estate portfolio management
tools that make best use of the private sector’s
experience, such as securitisations of owner-
used real estate assets (issuance of govern-
ment bonds backed by real estate), the cre-
ation of a Real Estate Investment Company
(REIC), the formation of holding companies
that will be listed on the Athens Exchange as
soon as conditions allow it, “sale and lease-
back” or “lease and leaseback” techniques,50

etc. Moreover, concession agreements are a
particularly effective tool for utilising the pub-
lic property, e.g. in infrastructure but also in
commercial property. 

In any case, what is absolutely necessary is to
rationally manage the housing needs of public
services and efficiently use the State property,
while ensuring the social interest. 

It is worth noting that on 2 June 2010 the
Greek government announced51 that KED, the
Hellenic Tourism Development Co and the
Hellenic Olympic Properties SA will merge
into a new company, to which real estate assets
now managed by other ministries will also be
signed over. Also a separate portfolio man-
agement company could be established, via
holding companies that may be later listed on
the Athens Exchange. As regards the “Xenia”
hotels, individual units may be sold, or an
investment scheme will be created, to which
the exploitation rights of all “Xenia” units will
be signed over for utilisation through conces-
sion agreements. This company may also be
listed on the Athens Exchange, with the State
retaining 51% or a binding minority of 34% of
its shares. As for the Hellenic Tourism Prop-
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4499 For instance, following a complete overhaul and clear definition
of competences, this role could be assigned to an already existing
entity such as KED, which already manages a particularly large part
of the public property.

5500 These refer to assets sold and simultaneously leased by the State,
so that their use may continue, or similarly, to assets assigned to
contractors for upgrading and renovation works, and then leased
by the State for a certain period of time, upon expiry of which the
State regains ownership. 

5511 Joint press conference by competent ministers on privatisations and
the management of public property.
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erties SA, the government plans to build “high-
quality” tourism real estate asset portfolios and
sign them over to development companies
through concession agreements. Finally, it will

set up (or reactivate already existing) special
purpose vehicles for the utilisation of major
State assets (such as those in the Elliniko and
Tatoi areas). 

SPECIAL FEATURE 4: STRUCTURAL REFORMS 
IN HEALTHCARE AIMING TO CONTAIN COSTS,
RATIONALISE EXPENDITURE AND IMPROVE 
THE QUALITY OF SERVICES 

1 HEALTHCARE IN GREECE: PROBLEMS AND SUG-
GESTED REFORMS 

A significant part of the country’s fiscal prob-
lem seems to be directly associated with
increasingly higher expenditure for healthcare
and with the accumulated debt of public hos-
pitals and social security funds. 

Moreover, the healthcare system in Greece
exhibits several weaknesses, lacking in fields
such as hospital efficiency, financial effi-
ciency, social fairness, cost-effectiveness and
productivity. Hospital efficiency calls for (i)
an appropriate organisational and opera-
tional structure, (ii) orientation to population
needs and (iii) ensuring the fiscal sustain-
ability of the system. Financial efficiency
necessitates a tighter control over healthcare
spending, so as to ensure the stability of pub-
lic finances. Social fairness requires a health-
care system that allows access to everyone
and its funding is secured. Cost-effectiveness
and productivity of the healthcare system are
achieved by decoupling demand from the sup-
ply of healthcare services and by enhancing
competition. 

According to a recent OECD study, reforming
the structures and the management of the
healthcare system, enhancing the quality of pri-
mary care, modernising hospital administra-
tion and tightening the control over pharma-
ceutical expenditure is in order.52 Government
initiatives and action within the framework of
the Economic Adjustment Programme are ori-
ented in this direction.53

1.1 Productivity and cost minimisation 

FFaaccttss::  

• Costs are shaped to a large extent by doctors
who, in some cases, act as health service sup-
pliers and create artificial demand. The prob-
lem is exacerbated in Greece, as the number of
doctors is very high in comparison with other
OECD countries. In particular, the number of
doctors in Greece is double the OECD aver-
age (6 doctors per 1,000 inhabitants, against 3.2
in OECD countries in 2008), whereas the num-
ber of nurses is just 1/3 (3.4 nurses per 1,000
inhabitants, against 9 in OECD countries in
2008). Over 90% of doctors in Greece are spe-
cialists. The number of doctors affiliated with
the national healthcare system is directly asso-
ciated with the serious issue of artificial
demand: as the number of affiliated doctors
increases, healthcare spending increases too
(for medicine, therapeutic devices, medical
tests etc.).54

• Private hospitals provide health services
within an oligopolistic organisation that allows
high profit margins.55
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5522 See Economou and Giorno (2009), “Improving the performance
of the public health care systems in Greece”, OECD, Economics
Department Working Paper No. 722.

5533 Similar proposals were set forth recently in the following papers:
(i) National Bank of Greece, Sectoral Reports, December 2009,
Private hospitals: a dynamic sector, with significant prospects for
outward-looking development (in Greek), (ii) Ilias Maroutsis,
“Shock therapy for the National Health System” (in Greek), Eth-
nos, 20 June 2010, (iii) Foundation for Economic & Industrial
Research (IOBE), Health Economics Observatory, Annual Report
2009 – The Pharmaceutical Market in Greece, (iv) IOBE, Elli Vit-
sou, “Intertemporal analysis of changes in pharmaceutical prices
during 1998-2008” (in Greek), (v) OECD, 2010, Greece at a Glance
– Policies for a Sustainable Recovery, (vi) OECD, 2010, Improv-
ing Health Sector Efficiency – The Role of Information and Com-
munication Technologies.

5544 See Briefing Note for OECD Health Data 2010: How Does Greece
Compare, OECD, 29 June 2010.

5555 Indicatively, according to the Sectoral Report of the National Bank
of Greece (see footnote 53), the turnover of the 5 largest private
hospitals in Greece account for half the market.
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• Public hospitals follow inefficient adminis-
trative procedures at all levels (starting with
the board of directors), characterised by poor
cost monitoring and control mechanisms and
unreliable accounting and fiscal management
systems. 

• The significant lack of statistical data makes
it difficult to evaluate the efficiency of indi-
vidual health service units and to draw reliable
conclusions about the problems of the system.56

In general, the Greek healthcare system is
“ungoverned” and there is ample room for sav-
ing.57

OOrriieennttaattiioonn  ooff  rreeffoorrmmss::  

• Decouple demand from supply: health insur-
ance funds should determine demand (apply-
ing the method of capitation58 to expenditure)
and, on the supply side, provide competitive
public and private healthcare services. 

• Introduce computerisation and a new elec-
tronic system for monitoring liabilities. 

• Establish a double-entry accounting method
(on an accrual basis). 

• Develop continuous monitoring systems for
the proper execution of individual health serv-
ices units’ budget, provisions, stock and sup-
plies. Agree on budgets per hospital and
region. 

• Unify health insurance funds and decou-
ple them from pension funds. Moreover, uni-
form rules should be adopted (medical and
diagnostic protocols, etc.), as well as a single
pricing policy of the services provided, com-
mon pharmaceutical and prescription lists,
etc. 

• Establish a control system and enhance the
accountability of public hospitals. 

• Free the healthcare system from political
interventions and make recruitments based on
meritocracy. 

1.2 Financial efficiency: pharmaceutical expenditure 

FFaaccttss::  

• Total pharmaceutical expenditure as a per-
centage of GDP in Greece is higher than in the
euro area (2007: euro area average: 1.6%,
Greece: 2.4%).59

• The average participation of the insured in
pharmaceutical expenses is around 15%-16%. 

• Up until now, the reduction in healthcare
costs concerned pricing policies alone. How-
ever, inflated expenditure for pharmaceuticals
is mostly attributable to increased quantities
and not to prices. Demographic factors, such
as population ageing, the rising number of
immigrants, the high percentage of smokers,
the increase in obesity, add to pharmaceutical
expenditure only a little. Excessive and uncon-
trolled prescribing by an increasing number of
affiliated doctors is primarily the reason
behind the high amounts of pharmaceutical
expenditure in Greece. 

• Moreover, a sizeable contribution to the
amount of pharmaceutical expenditure comes
from the general increase in healthcare con-
sumption and the substitution of new, more
expensive drugs for old ones (the health expen-
diture indicator rose by 93% in Greece from
2000 to 2007, against only 42% in OECD coun-
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5566 For instance, in order to make comparisons between hospitals,
which could help improve the healthcare system as a whole, apart
from computerisation and improving the quality of financial and
accounting data, it is essential to collect reliable statistical data
regarding the tasks performed by each hospital (i.e. the services
provided, the number of patients visiting outpatient units, the use
of supplies and medical equipment by different hospital units etc.),
which should be evaluated on a regular basis.

5577 It is worth mentioning that the OECD has also made note of the
need to clamp down on squandering and to control expenditure in
the healthcare system. In particular, as noted by Angel Gurría, Sec-
retary-General of the OECD, in his report on Greece, “Control
over government spending needs to be strengthened by improving
administration, reducing the public sector wage bill, and more
strictly controlling public entities (including in the health system)
and loss-making state enterprises”. See OECD, Greece at a Glance:
Policies for a Sustainable Recovery, 15 March 2010. 

5588 Capitation is a payment method for healthcare services. Accord-
ing to this method, the healthcare service provider receives a pre-
specified amount for specific services on a regular basis. 

5599 See OECD, Health Policy Studies: Value for Money in Health
Spending, October 2010.
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tries). The substitution rate in Greece is strong
compared with other euro area countries, as
around 3/4 of drugs after 2000 are new ones.
In this respect, it should be noted that the price
freeze essentially prompts substitution of old
drugs with new, more expensive ones that
incorporate higher research and development
costs.

OOrriieennttaattiioonn  ooff  rreeffoorrmmss::  

• Introduce an electronic prescription system
(estimated annual profit of €1.5 billion), which
will provide useful data and information for
clamping down on squandering and the cre-
ation of artificial demand. 

• Introduce a single codification system for the
continuous computerised monitoring of phar-
maceuticals and other hospital supplies. Top
priority should be given to the computerisation
of the system. 

• Increase the share of cheaper, generic med-
icines (by providing incentives for their selec-
tive prescription).60

• Partial refund of health insurance funds by
pharmaceutical companies. The refund will be
financed from pharmaceutical companies’
profits.61

• Introduce the capitation system, already
used by insurance companies. 

• Use objective and comparable criteria in set-
ting the prices of pharmaceuticals (e.g. devia-
tions in GDP, productivity or the wage level
compared to European averages). 

• Create a distinct, flexible and exclusive man-
aging authority for pharmaceuticals. The man-
aging authority should replace all ministries
and organisations currently dealing with the
management of pharmaceuticals (pricing, drug
lists, etc.). 

• Advise the public on a regular basis of the
consequences of medicine overuse, etc. 

1.3 Financial efficiency: diagnostics, equipment and
medical supplies 

FFaaccttss::  

• There is ample room for improvement as
regards the management of therapeutic
devices and medical equipment. The number of
medical diagnostic equipment in Greece is very
high compared with other OECD countries.
For instance, in 2008 the number of computed
tomography (CT) scanners rose to 30.7 per mil-
lion inhabitants, against 23.8 in OECD and the
number of magnetic resonance imaging (MRI)
units was 19.6 against 12.6 in OECD.62

• Public hospitals’ higher spending for diag-
nostic equipment and medical supplies is partly
attributable to overpricing. In Greece, diag-
nostic equipment, their maintenance and
repair, medical equipment and supplies of pub-
lic hospitals cost a lot more than in Northern
European countries. 

• The strong increase in check-ups is partly
attributable to technological advances (diag-
nostic equipment), but to doctors as well, espe-
cially those employed in private hospitals, as
they have a motive to create artificial demand
for such services. 

OOrriieennttaattiioonn  ooff  rreeffoorrmmss::  

• Compare prices between Greece and other
countries. 

• Single codification of consumables, medical
equipment etc. at the central level and con-
tinuous updating of the relevant database. 

• Run a market survey and monitor con-
sumption related to patient traffic and the
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6600 In Greece, the proportion of generic medicines is estimated at a
mere 15%, when in other European countries it is about 50%.

6611 Insurance funds could be refunded with 2.6% of pharmaceutical
expenditure for 2004-2009 by pharmaceutical companies (a rebate,
according to relevant laws). However, insurance funds are not in
a position to receive these amounts (the exact amounts are not
known and there are also judicial issues).

6622 See Briefing Note for OECD Health Data 2010: How Does Greece
Compare, OECD, 29 June 2010.
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kind of incidents treated by individual health-
care units. 

• Decouple supply from demand, document
and record artificial demand and introduce a
capitation system. 

• Directors of individual healthcare units have
to take responsibility for mapping out their
needs on an annual basis regarding medical
equipment and consumables, without slip-
pages. Create a mechanism to monitor sup-
plies, stocks and consumption. 

• Carry out centralised procurements.
Alternatively, tenders could be carried out by
hospitals up to a specific level of annual
expenditure, always within annual planning,
according to the standards set by the central
authority and to the maximum acquisition
costs defined by the Ministry of Health. 

• Apply reference or maximum prices to each
item, set by the Ministry of Health. 

1.4 Hospital efficiency 

FFaaccttss::  

• Fragmentation of hospitalisation, medical
and hospital care. 

• Almost exclusive treatment of severe and
chronic diseases by public hospitals. 

• Prolonged waiting in public hospitals. 

• Surplus medical staff and lack of nursing
staff in Greece compared with other European
countries. 

OOrriieennttaattiioonn  ooff  rreeffoorrmmss::  

• Concentrate medical and hospital care at a
central unit within the hospital. The expected
legal interventions could be an important step
in this direction, establishing the provision of
primary hospital care under the auspices of the
National Healthcare System. 

• Efficiently exchange healthcare information
through IT and communication technologies.
This can significantly reduce the length of
hospitalisation through effective time man-
agement, especially in respect to chronic dis-
eases.

• Further enhance the financial sustainability
of public hospitals by channelling investment
to specific medical equipment necessary both
for regular and for profitable surgeries/thera-
pies (e.g. cardiac surgeries). 

• Base financing procedures/rules on the qual-
ity of the services provided. 

• The production of health services by hospi-
tals and the hospital remuneration system are
currently based on consumption. It is impera-
tive to move to a capitation system where, on
the basis of the population’s quantitative needs
(according to morbidity, chronic diseases, the
demographics of the population etc.), part of
the risks pass on to the producer (hospital,
health centre etc.). 

• Implement clinical governance and clinical
audit techniques, in order to ensure medical
suitability and necessity, healthcare according
to scientific documentation, evaluation of
healthcare services (patient benefits, financial
efficiency, suitability of infrastructute) etc. The
fact that resources were freed up in private
healthcare units where clinical audit tech-
niques are applied (by private insurance com-
panies) at a very low cost (around 1% of hos-
pitalisation costs) is also significant. 

• Create an audit body for each healthcare
unit in the National Healthcare System, con-
sisting of health professionals and people
employed in the sector. Training and lifelong
learning of the audit unit. 

• Establish a system for the evaluation of indi-
vidual health service units (NHS) and set out
specific goals, measurements and indices
(reduction in the average length of stay in hos-
pitals, cutback of hospitalisation days and
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emergency visits, reduction in check-ins,
increased redirecting to outpatient units or pri-
mary care arrangements, etc.). 

• Enhance the availability of statistical data
necessary to evaluate the efficiency of the
healthcare system, as well as the design and
implementation of health policies. 

1.5 Social fairness and equality 

FFaaccttss::  

• Total healthcare spending as a percentage of
GDP in Greece stands close to euro area lev-
els or the OECD countries’ average (2007:
euro area: 9.8%, Greece: 9.6%). 

• However, the size of private healthcare
spending constantly increases and already
stands at much higher levels (participation of
private spending in total healthcare expen-
diture, 2007: Greece: 37.1%, euro area:
23.7%). 

• Although the National Healthcare System
has been operating in Greece for more than 25
years, the relatively high private healthcare
expenditure makes the Greek system seem
more similar to private healthcare systems. 

• The per capita health expenditure varies
considerably across social security funds,
indeed quite arbitrarily, as it is not associated
with a respective differentiation in the quality
of the services provided. 

• There is better healthcare in urban rather
than in agricultural areas of the country.63

OOrriieennttaattiioonn  ooff  rreeffoorrmmss::  

• Improve access based on diagnostic systems
that work through digital image files and infor-
mation (telediagnosis). 

• Increase efficiency of public hospitals and
enhance competition in the supply of health-
care. 

• Achieve a balance between “horizontal” own
funds (charge-for-use) and “vertical” own
funds (redistribution through the tax system in
order to help households in lower income
brackets). 

2 REFORMING THE HEALTHCARE SYSTEM WITHIN
THE FRAMEWORK OF THE ECONOMIC ADJUST-
MENT PROGRAMME 

The Greek government, within the framework
of the Economic Adjustment Programme, is
committed to improve the management of the
healthcare system, mostly in respect to public
hospitals. To this effect, a clear distinction
between the expenditure of health funds and
the corresponding pension expenditure of the
social security system should be made. More-
over, a merger between health insurance funds
is projected, so as to simplify the existing piece-
meal system, while all health-related activities
should be organised by one ministry. 

In more detail, the measures expected to be
taken within the framework of the Economic
Adjustment Programme by the end of 2010
are: 

• Making legal interventions relevant to the
institutional framework of medical supplies
and the new system for the management of
pharmaceuticals (wider use of generic medi-
cines, electronic prescribing etc.). 

• Computerising hospitals, upgrading hospi-
tals’ budget preparation systems, reforming the
administrative, accounting and financial sys-
tem. This includes the introduction of a dou-
ble-entry accounting method for the accrued
revenue in hospitals, the regular publication of
audited accounts, as well as improvement of
the pricing and costing mechanisms. 
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6633 It should also be noted that households in lower income brackets
pay relatively more (against their total expenditure) for healthcare,
compared with households in higher income brackets. For instance,
the results of the Household Budget Survey for 2005 conducted by
ELSTAT show that healthcare expenditure of households as a per-
centage of their total expenditure is 7.2% for all households, 9.8%
for households with a monthly income of up to €750, and 6.4% for
households with a monthly income of over €3,500. 
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• Strengthening the role of the Ministry of
Economy as regards fiscal and operational
oversight of healthcare expenditure. 

•Submitting on a monthly basis overdue hos-
pital debts within 30 days after the end of the
month. 

According to the updated text of the Eco-
nomic Adjustment Programme (August
2010), the government is planning to enhance
control over the expenditure of organisations
belonging to the general government, includ-
ing hospitals. In particular, the government
has committed to: (i) expedite payments from
hospitals so as to avoid the accumulation of
overdue liabilities and to reduce the carry-
over of liabilities into 2011; (ii) further reduce
the cost of pharmaceuticals (a relevant law on
electronic prescribing has been submitted to
the Parliament); (iii) improve the income of
hospitals through the mandatory payment of
a €3 participation for visiting outpatient units,
and the 24-hour operation of hospitals; and
(iv) assign to auditing companies the financial
management and control of expenditure as
well as of the accounts payable of public hos-
pitals. 

Actions already taken are associated with over-
due hospital debts, price-setting and the
healthcare expenditure of social security funds
and can be summarised as follows: 

• The pricing of pharmaceuticals: Since the
beginning of April 2010 (Law 3840/2010, Arti-
cle 14) the price of prototype medicines after
the expiration of their patents declines by at
least 20%. Moreover, a relevant comparison of
prices is adopted (against the three cheapest
EU countries) regarding generic medicines. 

• Final settlement of public hospitals’ overdue
debts, as announced on 9 June 2010 by the
Minister of Economy and the Minister of
Health. Until then, liabilities of €1.5 billion,
created in 2005-2007 had been repaid.
According to another announcement, the
remaining debt of the 2005-2006 period and

part of the liabilities from the year 2007 will be
repaid in cash (€240 million). The remaining
debt from the year 2007 and the 2008-2009
period will be repaid through the issuance of
zero coupon bonds. These bonds will be trad-
able and fully marketable debt instruments.
This settlement will increase the public debt by
almost €5.4 billion in 2010. 

• Integration and operation within a single
framework of primary and secondary health-
care services provided by the NHS, social secu-
rity bodies under the General Secretariat for
Social Security and the Seamen's Fund, finan-
cial and accounting independence of the
healthcare branch of Social Insurance Institute
(ΙΚΑ) as of 1 January 2011. 

• According to announcements of the Min-
istry of Economy, five international auditing
companies have already been assigned to
audit the financial results of hospitals, start-
ing by the hospitals “Evaggelismos”,
“Attikon” and “G. Gennimatas”. As recently
announced by the Ministry of Health, auditors
in cooperation with five large international
agencies will be appointed in 30 large hospi-
tals throughout the country. The aim of the
auditing companies is to record all hospital
expenditure and apply new control systems
(e.g. introduction of a double-entry method),
as well as to identify possible liabilities that
may have been taken up but have not been
recorded yet. 

• Within the framework of the fight against
corruption, the Ministry of Health asked hos-
pital administrations to have certain doctors
suspended, if there is evidence that they over-
prescribe, accept bribes or receive commis-
sions through the use of materials, request-
ing at the same time to put in more effort in
reducing hospitals’ pharmaceutical expendi-
ture and in inviting all tenders for supplies
under the Unified Procurement Programme
for 2010. The financial data presented by the
Ministry of Health show a 5%-6% decline in
hospitals’ general expenditure and 16%-17%
lower expenditure for supplies and pharma-
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ceuticals. As regards hospitals’ income, 50%
on average of the financial claims of the
National Healthcare System has been
asserted by social security funds and 10% of
the relevant amounts has been collected.
Within the framework of expenditure control
and improved financial planning, the Ministry
of Health asked hospital administrations to
submit their current (for the first seven
months of 2010) claims from social security
funds and to compile their budgets for 2011
on time. 

• The law on the enhancement of the
National Healthcare System (Law 3868),
which was adopted in July, provides for the 24-
hour operation of public hospitals, improved
recruitment procedures for medical and nurs-
ing staff, advanced functionality and man-
agement of healthcare services, enhanced
accountability, transparency and volun-
teerism. Further reforms and improvements in
the operation of the National Healthcare Sys-
tem should be part of the legal initiatives
taken by the government in respect to primary
healthcare services, schooling and training,
medical research, as well as the institutional
framework concerning the benefits of private
healthcare. 

3 ASSESSMENT OF ACTIONS TAKEN THUS FAR AND
TOP PRIORITIES 

As per the Economic Adjustment Programme,
the government took up a series of actions
aiming to reduce pharmaceutical expenditure,
clamp down on squandering related to med-
ical supplies, improve the recording of hospi-
tal liabilities, increase hospital efficiency and
fight corruption. 

However, there is still a lot of work to be done
in order to improve the healthcare system. This
is also in line with the above mentioned pro-
posals on the necessary progress regarding hos-
pital efficiency, financial efficiency, social fair-
ness, cost-effectiveness and productivity of the
Greek healthcare system. 

The overhaul of the healthcare system, the
control of expenditure and the clamp-down on
squandering may need time and may also cause
conflict between interest groups. 

Nevertheless, there are three imminent inter-
ventions that can help achieve the target of the
healthcare system reform, which should be
given top priority: 

• Full computerisation of the healthcare sys-
tem and activation of mechanisms for the con-
trol and monitoring of costs, as well as for
expenditure efficiency. 

• Immediate introduction of a double-entry
accounting method on an accrual basis, which
is a prerequisite for improving the adminis-
tration and management of public hospitals
and for improving the recording of expenditure
and liabilities. 

• Enhanced statistical data, which is a pre-
requisite to first assess and then improve effec-
tiveness and efficiency of health expenditure
and the healthcare system in general.
Enhanced statistical data translates into
improved collection and coverage of statistical
information at hospital and clinic level (e.g.
information per patient and per day of hospi-
talisation, weighted according to the severity of
the incidence), etc. 
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SPECIAL FEATURE 5: USEFUL DATA ON PRIVA-
TISATIONS DURING 1996-2009 AND ON LOSS-
MAKING PUBLIC ENTERPRISES

1 THE PRIVATISATION PROGRAMME UNTIL TODAY

The term “privatisation” refers to the process
of selling part of the total capital stock of pub-
lic enterprises to private investors through pub-
lic offerings and of listing their shares on the
stock exchange. The Greek State, depending
on the stake it retains, may preserve the right
to appoint their administrations.

In Greece, the privatisation programme was
launched in 1996 with the Hellenic Telecom-
munications Organisation (ΟΤΕ), gathering
step thereafter for a period of roughly ten
years. The said period witnessed the sale of
four public enterprises (Emporiki Bank, Ion-
ian Bank, Hellenic Industrial Development
Bank and Olympic Airways) as well as the pri-
vatisation of fifteen others (see Table VII.5.Α
for details), namely:

1. Hellenic Telecommunications Organisation
(ΟΤΕ)
2. Postal Savings Bank (ΤΤ)
3. Hellenic Post (ELTA)
4. Agricultural Bank of Greece (ΑΤΕ)
5. Greek Soccer Pools Organisation (OPAP)
6. Hellenic Petroleum (ELPE)
7. National Bank of Greece (ΕΤΕ)
8. Public Power Corporation (DEH)
9. Piraeus Port Authority (OLP)
10. Thessaloniki Port Authority (THPA)
11. Hellenic Exchanges (HELEX)
12. Thessaloniki Water Supply and Sewerage
Company (ΕΥΑTH)
13. Athens Water Supply and Sewerage Com-
pany (EYDAP)
14. COSMOTE Mobile Telecommunications
(COSMOTE)
15. Hellenic Vehicle Industry (ELVO)

As of 2005, all privatised enterprises are no
longer included in public enterprises, as their
shares have been listed on the Athens

Exchange. According to Law 3429/2005 (Gov-
ernment Gazette No. Α 314/27.12.2005), 20
new public enterprises replaced 19 older ones
in the table of public enterprises attached to
the Introductory Report on the 2007 Budget.
After that, the Introductory Report on the
2008 Budget counted 49 public enterprises and
the Introductory Reports on the 2009 and
2010 Budgets 52.64 Privatised enterprises’
financial results are published in their annual
balance sheets. So far all privatised enterprises
have distributed annual dividends, as their
post-privatisation financial years have been
profitable.

These privatisations have brought to the treas-
ury total revenues of around €18 billion. It
should be noted that for reasons of prudent fis-
cal management all revenue from privatisa-
tions should be used to reduce public debt.
However, only about 41% of that revenue went
to the reduction of public debt, with the
remainder covering other cash requirements of
the general government.

The public enterprises’ financial results are
presented each year in the Introductory
Report on the State Budget, while the Annual
Report of the Bank of Greece gives a detailed
analysis of the public enterprises’ aggregate
data. The Annual Report for 2009 includes a
table65 on the public enterprises’ results and
financing. (On 13 October 2010 the Special
Secretariat of Public Enterprises and Entities
of the Ministry of Finance published analyti-
cal data on the 11 worst performing Public
Enterprises and Entities (DEKO), the total
losses and net borrowing of which amounted
in 2009 to €1.7 billion and €12.0 billion
respectively.)

The deficits recorded in the past five years are
in the area of 0.9%-1.0% of GDP each year
and, in absolute figures, as follows:
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• 2006: €1,857 million

• 2007: €2,335 million

• 2008: €2,065 million

• 2009: €2,372 million

• 2010: €2,130 million (budgeted)

Public enterprises’ large deficits mainly orig-
inate from the public transport companies of
Athens – i.e. Athens Urban Transport Organ-
isation (OASA), Thermal Buses S.A.
(ETHEL), Athens-Piraeus Electric Railways
(ISAP) and Athens-Piraeus Trolley Buses
(ILPAP) – as well as from the Hellenic Rail-
ways Organisation (OSE) and its subsidiaries
(EDISY and TRAINOSE), and from two
defence companies, the Hellenic Defence Sys-
tems (ΕΑS) and the Hellenic Aerospace
Industry (ΕΑΒ – see Table VII.5.Β).

Table VII.5.Β lists financial data for the pub-
lic transport companies over the past five
years. The table shows that all these compa-
nies have been facing problems in terms of
income and operating costs throughout this
period. It should be noted in this respect that
personnel outlays alone exceed the total
income of each company in each of the years
under review. The deficits widen further once
account is also taken of other operating
expenses and loan servicing costs, rendering
the operation of these enterprises problem-
atic. Table VII.5.C presents total government
subsidies in the five-year period 2005-2009.

Inevitably, these large deficits increase
accordingly the public enterprises’ borrowing
requirements, which are usually covered by
loans bearing the guarantee of the Greek State.
When these loans are not repaid, the guar-
anties are forfeited. In the current juncture, the
inability to turn to the markets for borrowing
and the need to reduce the excessive public
debt are among the reasons that explain why
the Greek government decided to proceed with
an immediate restructuring (initially) of OSE

– the relevant draft law was submitted to Par-
liament on 7 October 2010 – and (then) of
other loss-making enterprises. Moreover, fol-
lowing the revision of the fiscal data for the
past few years expected to be announced by
Eurostat on 22 October 2010, it was judged
that certain public enterprises (such as OSE,
OASA and EAS) belong to the general gov-
ernment sector, and thus their deficits and
debts directly add to the general government
deficit and debt, while on the other hand the
general government deficit is no longer exac-
erbated by the forfeiture of State guaranties on
the loan agreements that these enterprises had
concluded.

Overall, it is obvious that the companies under
review have to be reorganised and run on a dif-
ferent philosophy characterised by trans-
parency and professionalism and aimed at
yielding positive results according to annually
set goals.

2 COMMITMENTS UNDER THE MEMORANDUM

Under the Economic Adjustment Programme,
the government has pledged to further reduce
state participation in public enterprises. Its
commitments include:

• Releasing balance sheets, audited by char-
tered accountants, for the 10 worst performing
public enterprises.

• Preparing a roadmap for actions that will
improve the financial results of the worst per-
formers – mainly OSE and the capital’s public
transport companies.

• Improving the management of public enter-
prises.

• Cutting the State’s capital injections to pub-
lic enterprises by at least €800 million in the
2012 Budget.

• Implementing a privatisation programme that
will yield at least €1 billion annually over  2011-
2013, which should be drawn up by end-2010.
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3 GOVERNMENT POLICY GUIDELINES

On 2 June 201066 the government announced its
general guidelines for a broad privatisation pro-
gramme that will involve the railway network,
road transports, airports, ports, other utility
enterprises, the gambling industry (OPAP, casi-
nos), as well as public real estate.

The means used to this end will include pri-
vatisation through sales, concession agree-
ments, introduction of strategic investors, the
floating of companies on the Athens Exchange
or the creation of holding companies.

SPECIAL FEATURE 6: ADDRESSING CLIMATE
CHANGE AND GREEN TAX POLICIES

1 ADDRESSING CLIMATE CHANGE: THE RECENT
INTERNATIONAL AND GREEK EXPERIENCE

1.1 Current developments in the EU policy for
addressing climate change

In its announcement following the Copen-
hagen Climate Change Conference in Decem-
ber 2009, the European Commission recom-
mended the immediate implementation of the
Copenhagen Αccord, providing at the same
time for fast-start support to developing coun-
tries totalling €2.4 billion annually for 2010-
2012. It also emphasised the effort to reach a
legally-binding global agreement during the
United Nations Climate Change Conference,
which is scheduled for December 2010 in Can-
cun, Mexico.67 Moreover, the European Com-

mission is exploring the possibility of intro-
ducing an EU-wide energy tax, which could
boost the competitiveness of renewable
energy sources (RES) and low-carbon energy
sources in general, as well as contribute to the
reduction of fiscal deficits associated with the
recent economic crisis.68

On 17 June 2010 the European Council
decided to examine the Commission proposals
to reduce greenhouse gas emissions more than
20%, together with the consequences for Mem-
ber States, as well as to report at the Cancun
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6666 Joint press conference given by the competent ministers for pri-
vatisations and the management of public sector real estate.

Table VII.5.C Budget subsidies to public transport companies

(million euro)

Year

Hellenic 
Railways

Organisation
(OSE)

National 
railway 

infrastructure
management

(EDISY)

Rail passenger
and freight

transportation
services

(TRAINOSE)

Company of
Thermal 

Buses
(ETHEL)

Athens-Piraeus
Electric 

Railways
(ISAP) 

Athens-Piraeus
Trolley 

Buses 
(ILPAP)

Athens Urban
Transport

Organisation
(OASA)

2005 - - - 70.81 19.31 24.13 -

2006 - - - 70.64 23.85 19.28 -

2007 - - - 72.48 23.85 19.46 -

2008 - - - 73.39 24.77 20.18 -

2009* - - - 75.23 26.15 21.56 -

Sourse: Ministry of Finance.
* Provisional data.

6677  Εuropean Commission Communication of 9 March 2010,
COM(2010) 86 final.

6688 Specifically, a minimum rate of taxation could be imposed on
energy sources, such as coal, biofuels and RES. For instance, car-
bon tax could range at a suggested rate of €4-€30 per tonne of car-
bon dioxide. The objective, however, is not to raise taxes but to
restructure them in a way that consumers can reduce the amount
of tax they pay by changing their behaviour (see Reuters, Exclu-
sive: EU debt crisis boosts chance of energy tax overhaul, 1 June
2010).
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conference on the progress achieved by Mem-
ber States in the implementation of their com-
mitments for 2010. Furthermore, on 14 July
2010 the European Commission welcomed the
vote by the Climate Change Committee in sup-
port of the Commission’s proposal for a Reg-
ulation governing the auctioning of emission
allowances69 under the EU Emissions Trading
System. The draft Regulation lays down the
rules for auctioning emission allowances from
2013 onwards.70

Finally, on 19 July 2010 the ΟECD Secretary-
General welcomed the call by ministers in
France, Germany and the United Kingdom for
Europe to adopt a 30% reduction in green-
house gas emissions over 1990 levels by 2020.
According to OECD,71 the additional cost that
will arise from the readjustment of the EU tar-
get for a 30% reduction in gas emissions,
against the current target of 20%, is estimated
at about 0.3% of GDP yearly until 2020 (com-
pared with 0.2% which corresponds to a 20%
reduction in gas emissions). Possible options to
reach the 30% target include the reduction of
allowances auctioned under the EU Emissions
Trading System, the adoption of provisions
aimed at boosting energy efficiency, directing
EU funds towards green investments, etc.
Meeting this target would yield additional rev-
enues, which could contribute to fiscal con-
solidation and, thus, to the narrowing of fiscal
deficits associated with the recent economic
crisis.72

1.2 The current policy of the Greek government for
tackling climate change 

The Greek government strategy for attaining
the 20-20-20 target73 is based on two scenarios:
(a) the baseline scenario, which includes
actions and policies originally launched
before 2009, and (b) the target-attainment sce-
nario, which also includes policies adopted
recently, such as the law on the acceleration of
RES development (Law 3851/2010 was
enacted at end-May).74 The results of the tar-
get-attainment scenario show that the achieve-
ment of the target for a RES participation of

20% in total final energy consumption and of
40% in electricity generation is feasible. Invest-
ment in RES is expected to reach €16 billion
by 2020 which will lead to more than 15,000
MW of installed capacity, against 4,500 MW in
2010. Specifically, another 6,000 MW of wind
power capacity, 2,500 MW of photovoltaic
capacity and about 250 MW biomass power
plants75 are expected to be installed. In order
for this strategy to be materialised, the
National Renewable Energy Action Plan for
Greece was submitted to the European Com-
mission with a view to reaching the target for
a 20% share of RES in final energy consump-
tion by 2020.76

Efforts for the development of RES also
include a preliminary site planning of offshore
wind farms,77 which is a prerequisite for the
licensing procedure. This procedure deter-
mines the exact location of offshore wind
farms, the sea area they will occupy and the
maximum installed capacity. The selected
areas regard the first phase of the develop-
ment of offshore wind farms in Greece, i.e. the

Monetary Policy   
Interim Report 

2010 173

6699 Each year Member States grant to installations covered by the emis-
sions trading system the quantity of annual allowances that are allo-
cated free of charge. The sectoral breakdown of allowance allo-
cation, as well as the allocation rules of each Member State are set
out in its national allocation plan (see Bank of Greece, Annual
Report 2008, April 2009, Chapter X, pp. 161-163). From 2013
onwards, emission allowances not allocated free of charge will be
fully auctioned by Member States. 

7700 Specifically, for the third trading period, which begins in 2013, allo-
cations for free will be phased out progressively and auctioning will
start for the various industries, with the exception of the aviation
sector. Member States are required to auction 15% of their
allowances for aviation by the end of 2012 and to maintain this per-
centage in the years ahead. 

7711 OECD, Costs and Effectiveness of the Copenhagen Pledges:
Assessing Global Greenhouse Gas Emissions Targets and Actions
for 2020, May 2010.

7722 European Commission Communication of 26 May 2010,
COM(2010) 265 final.

7733 See Bank of Greece, Annual Report 2008, April 2009, Chapter X,
p. 160.

7744 See Bank of Greece, Monetary Policy 2009-2010, March 2010, Spe-
cial Feature 2.F, p. 132.

7755 Ministry of Environment, Energy and Climate Change, Press
release of 21 June 2010. 

7766 The report includes estimates on the development of the energy
sector and the penetration of RES technologies by 2020, as well as
measures for the reduction of energy consumption, the use of RES
and the development of administrative structures that will speed
up this penetration. The above planning is estimated to lead to sav-
ings of up to €1.3 billion over the next ten years (see Ministry of
Environment, Energy and Climate Change, Press release of 21 July
2010).

7777 Ministry of Environment, Energy and Climate Change, Press
release of 6 July 2010. 
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2012-2017 period.78 Energy-saving actions
include two more initiatives. The first initia-
tive regards a call for proposals to improve the
energy efficiency of public sector buildings
with the use of RES technologies, budgeted at€40 million.79 These proposals will be
financed by the Operational Programme
“Environment and Sustainable Develop-
ment” and involve projects reducing energy
needs for heating, cooling, lighting, etc. The
second initiative concerns the establishment of
the Special Financing Fund “Saving at
home”.80 The “Saving at home” programme
will mobilise investments of €1 billion in 2010-
2012. Total investment will stem from both the
resources of the Fund and the mobilisation of
resources from the financial sector.81 Relevant
are the provisions of Law 3855/2010 concern-
ing the improvement of end-use energy effi-
ciency, which was adopted in June (imple-
menting Directive ΕU 2006/32). 

Another important step for addressing climate
change is Law 3889 regarding the establish-
ment of the Green Fund. The Green Fund has
resulted from the merger of the Special Fund
for Planning and Urban Development
(ETERPS), the Forest Fund and the Blue
Fund. The integration of the above funds will
enable the amounts collected from fines for
environmental and other violations to be
recorded and earmarked as “green resources”,
which will be then utilised to support envi-
ronmental protection projects of third parties.
Such support can take the form of grants,
loans, equity or other capital injections, with-
out excluding the possibility of co-financing by
other resources, whether public or private,
European or domestic.

The Memorandum of Economic and Financial
Policies (Law 3845/2010), as well as the
updated Memorandum of 6 August 2010 sug-
gest, among the fiscal policies aimed at
increasing revenues, the imposition of “green
taxes”. Specifically, the fiscal consolidation
measures included in the Economic Adjust-
ment Programme for 2011 are expected to
yield revenues amounting to €300 million

(0.1% of GDP) from “green levies”. The
structural policies contained in the Memo-
randum include, inter alia, the adoption of
measures with a view to mobilising invest-
ments related to green growth. In particular,
measures will be taken to facilitate direct for-
eign investment in innovation and strategic
sectors, such as green industries. This will be
achieved with the revision of the Investment
Law and the adoption of measures facilitating
public private partnerships (PPPs). Further-
more, according to the progress report on the
economic adjustment programme submitted
to the EU82 by the Greek government, tax
incentives aimed at supporting environmental
protection actions are envisaged in the context
of the tax system reform. Finally, the measures
included in the draft budget for 2011 include
the imposition of a “green tax” on carbon
dioxide emissions, which is expected to gen-
erate, as mentioned above, revenues of €300
million in 2011.83

2 GREEN TAX POLICY

2.1 The need for green taxation

Global climate change is currently one of the
most acute problems facing humanity; for this
reason, various tools and policies have been

Monetary Policy   
Interim Report 
2010174

7788 The criteria applied to the preliminary site planning of offshore
wind farms aim at: (a) excluding areas where the development of
offshore wind farms is incompatible with other uses, (b) excluding
areas where the sea is deeper than 50 metres, (c) avoiding sites with
a major environmental impact and (d) minimising visual impact.
On the basis of the above criteria, the eligible areas that were
selected are: Ai Stratis, Alexandroupoli, Thassos, Karpathos,
Corfu, Kryoneri, Kimi, Lefkada, Limnos, Petalioi, Samothraki,
Fanari.

7799 Ministry of Environment, Energy and Climate Change, Press
release of 19 July 2010.

8800 Ministry of Environment, Energy and Climate Change, Press
release of 20 July 2010. See also Bank of Greece, Annual Report
2009, April 2010, p. 168. 

8811 The public resources of the programme for 2010 amount to €396
million and will come from the following Operational Programmes
(OP) under the National Strategic Reference Framework (NSRF):
(a) OP “Competitiveness and Entrepreneurship” (€200 million),
(b) Regional OP of Attica (€100 million), (c) Regional OP of
Macedonia-Thrace (Central Macedonia - €35 million), (d)
Regional OP of Thessaly-S Epirus (€25 million), (e) Regional OP
of Macedonia-Thrace (Western Macedonia - €15 million), (f)
Regional OP of Crete and the Aegean islands (€6 million), and (g)
OP “Environment and Sustainable Development” (€15 million). 

8822 Hellenic Republic-Ministry of Finance, The economic adjustment
programme for Greece, July 2010.

8833 Draft State Budget for 2011, Table 2.2, p. 25 (in Greek).
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proposed with a view to reducing greenhouse
gas emissions, particularly those of carbon
dioxide. The proposed measures also include
the introduction of environmental or green
taxes.84 Green taxes are defined as the taxes
imposed on products or services with a proven
harmful impact on the environment. Environ-
mental taxes can be divided into the following
broad categories: 

((aa))  EEnneerrggyy  ttaaxxeess: they include taxes on energy
products used for transport (e.g. oil, petrol)
and other purposes (e.g. mineral fuel, natural
gas, coal, electricity); 

((bb))  TTrraannssppoorrtt  ttaaxxeess: taxes imposed on means of
transport (e.g. taxes on motor vehicles), and;

((cc))  PPoolllluuttiioonn//rreessoouurrccee  ttaaxxeess: taxes on polluting
activities (e.g. taxes on gas emissions, raw
materials and waste).85

The introduction of these taxes aims to inter-
nalise some of the environmental and social
costs into production costs, mainly the costs
of energy production, and to artificially bur-
den output prices. The ultimate goal is to
incentivise energy saving, cleaner energy
sources and innovative technologies, with a
view to achieving the abatement of emissions
and pollution. Besides, the basic idea behind
green taxes is to shift the tax burden from pro-
duction and labour to the use of natural
resources and environmentally harmful goods
and activities, thus broadening the tax base to
include a new field. Furthermore, environ-
mental taxes are fairer, as they effectively
apply the “polluter pays” principle, meaning
that the polluter should bear the cost of meas-
ures required to prevent environmental dam-
age or to maintain pollution below threshold
levels. Nevertheless, a successful green tax
policy should yield visible results and
include simple, efficient measures accompa-
nied by a mix of tools and policies, such as the
implementation of regulatory measures and
standards on environmental issues, initiatives
on and commitments to the adoption of anti-
pollution technologies, measures for improv-

ing energy efficiency, investment in new tech-
nologies, etc.86

2.2 Developments in EU countries

An increasing number of countries have been
introducing environmental tax reforms since
the 1990s. In EU Member States, green tax
reforms have had varying success. Among oth-
ers, Denmark, Finland, Germany, the Nether-
lands, Sweden and the United Kingdom intro-
duced green tax reforms over the past decade.
They increased environment-related taxes and
used additional revenues to finance tax cuts on
personal income. At the same time, they have
taken measures, in the form of rate reductions
or refund schemes, to protect producers from
any negative effect on competitiveness arising
from increases in input costs (due to environ-
mental taxes). Some new Member States have
followed suit; one example is Slovenia, where
a carbon dioxide tax has been introduced on all
energy products since 1997. In Estonia, the
increases in excise duties have been used to
finance substantial cuts of personal income
taxes. The Czech Republic introduced an envi-
ronmental tax reform in 2008, which would
increase the tax rates of most energy products
over the period 2008-2012 and would use the
tax revenues to support the state employment
policy.

Despite this interest, environmental tax rev-
enues have not been growing but, on the con-
trary, they have followed a continuous down-
ward path in recent years. In 2008, revenues
from environmental taxes in EU-27 accounted,
on average, for 2.4% of GDP and 6.1% of total
taxes, compared with 2.7% and 6.8%, respec-
tively, in 2000 (see Table VII.6.A). When
examining green taxes as a percentage of GDP
in EU-27 in 2008, one can observe that most
countries tend to fall in a band ranging from
2% to 3% of GDP. Only four countries show
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8844 See also OECD, Taxation, Innovation and the Environment, Octo-
ber 2010.

8855 European Commission, Taxation trends in the European Union,
2010.

8866 ACCA’s position papers, Green Taxation in a Recession, 2009.
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levels below 2% of GDP, while in four other
countries these levels exceed or are equal to
3.5% of GDP. Specifically, in 2008 Denmark
displays by far the highest level (5.7%) of green
taxes, followed by the Netherlands (3.9%),
while the lowest environmental tax revenues in
relation to GDP are found in Spain (1.6%),
Lithuania (1.7%), Romania (1.8%) and
Latvia (1.9%). 

However, as regards the share of green taxes
in total taxation, considerable differences are
observed between EU Member States, as in
certain countries this share increased (Βul-
garia, Denmark, Εstonia, Poland), while in
other countries it remained stagnant or
decreased (France, Greece, Malta, Romania,
Slovenia). In 2008 relative to 2000, the
largest increase was recorded in Bulgaria,
where the share of environmental taxes in
total taxes increased by three percentage
points to 10.6%, i.e. quite higher than the
European average. Respectively, the largest
decrease was recorded in Romania (by 5 per-
centage points, to 6.3%). In terms of the
share of green taxation in total taxation,
Denmark (12%), Βulgaria (11%) and Malta
(10%) were ranked at the three first posi-
tions in 2008 while Belgium and France reg-
istered the lowest percentages (4% and 5%
respectively).

With regard to environmental taxes broken
down by category, energy taxes are by far the
most significant category (1.7% of GDP and
4.4% of total taxes in 2008 for ΕU-27, against
2.1% and 5.1%, respectively, in 2000), with
fuel taxes representing the most important
subcategory. The second most important cat-
egory, albeit with a considerably smaller con-
tribution, is transport taxes (0.6% of GDP and
1.4% of total taxes in 2008 for EU-27), while
the category of pollution/resource taxes dis-
plays the lowest shares (accounting for 0.1%
and 0.3%, respectively). It is noted that the
contribution of the last two categories
remained stable during the reviewed period
(see Table VII.6.B). The predominance of
energy taxes over the other tax categories is

common to most EU-27 Member States in
2008. However, in some countries the contri-
bution of transport taxes is equally important.
For instance, in Ireland, Cyprus and Malta
they account for almost 50% of total envi-
ronmental taxes. It should also be noted that
only a few countries (Denmark, the Nether-
lands and Εstonia) raise significant tax rev-
enues from pollution/resource taxes (see
Table VII.6.C). 

2.3 Green tax policy in Greece

In Greece, green tax policy is not as developed
as in other European countries. However,
there are certain taxes that can be included in
the category of environmental taxes, with the
most important being fuel tax, followed by
vehicle excise duties, the RES duty collected
through the Public Power Corporation (DEH)
bills, and the “green levy” for the settlement
of building code violations. Fuel taxes were
raised three times during 2010. Namely, the
first increase took effect by virtue of Law
3828/2010 (9 February 2010), with the excise
taxes on petrol and diesel oil increasing by
29.3% and 16.6%, respectively. The second
increase (under Law 3833/2010, with effect
from 4 March 2010) amounted to about 15.1%
for petrol and 8.5% for diesel oil, while the
corresponding increases under Law 3845/2010
(with effect from 3 May 2010) were 9.8% and
7.9%.

As regards vehicle excise duties, a legislative
act87 that was signed on 5 November 2009 mod-
ified environmental taxes payable by engine
size and age of vehicle, with a view to shifting
the burden from cars with a smaller engine
capacity to more energy-consuming cars with
a bigger engine capacity. In addition, in order
to address air pollution from road traffic, vehi-
cle excise duties were readjusted on the basis
of the classification of vehicles in four bands,
depending on the environmental burden
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8877 Legislative Act, “Environmental levies, abolition of the car scrap-
page scheme, abolition of the green traffic ring”, Government
Gazette No 219, 2009.
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caused by their engines.88 By the end of 2011,
according to Article 17 of Law 3888/2010, a
new framework for the calculation of road
taxes will be adopted, which will abolish the
four classification bands to apply the criterion
of engine size and to incorporate a separate
vehicle excise duty on large engine capacity.
The new calculation system of road taxes will

apply for cars first registered on 1 November
2010. Furthermore, for all passenger cars and

Monetary Policy   
Interim Report 

2010 179

Table VII.6.C Environmental taxes per category in EU-27 Member States in 2008

Source: European Commission, Taxation trends in the European Union, 2010.

As a percentage of environmental taxes As a percentage of total taxes

Energy 
taxes

Transport 
taxes

(without fuel
taxes)

Pollution/
resources 

taxes
Energy 

taxes

Transport 
taxes

(without fuel
taxes)

Pollution/
resources 

taxes

Austria 67.7 31.2 1.1 3.8 1.8 0.1

Belgium 63.4 29.1 7.5 2.8 1.3 0.3

Bulgaria 86.7 9.4 3.9 9.2 1.0 0.4

Cyprus 50.1 49.9 0.0 4.0 4.0 0.0

Czech Republic 92.7 6.4 0.9 6.3 0.4 0.1

Denmark 36.9 32.4 30.7 4.4 3.8 3.6

Estonia 83.7 1.8 14.5 6.1 0.1 1.1

Finland 64.8 33.2 2.0 4.1 2.1 0.1

France 67.9 27.4 4.7 3.3 1.3 0.2

Germany 82.4 15.9 1.7 4.7 0.9 0.1

Greece 60.2 39.8 0.0 3.6 2.4 0.0

Hungary 72.6 21.5 5.9 4.9 1.4 0.4

Ireland 52.4 47.4 0.2 4.3 3.9 0.0

Italy 78.3 20.4 1.3 4.4 1.2 0.1

Latvia 85.1 11.8 3.1 5.7 0.8 0.2

Lithuania 93.3 2.8 3.9 5.1 0.2 0.2

Luxembourg 93.2 6.8 0.0 6.6 0.5 0.0

Malta 42.8 48.3 9.0 4.4 4.9 0.9

Netherlands 49.7 33.6 16.8 4.9 3.3 1.7

Poland 87.1 9.7 3.2 6.6 0.7 0.2

Portugal 72.8 27.2 0.0 5.2 2.0 0.0

Romania 79.2 20.3 0.6 5.0 1.3 0.0

Slovakia 89.9 7.9 2.3 6.1 0.5 0.2

Slovenia 78.7 15.8 5.5 6.4 1.3 0.4

Spain 80.0 19.1 1.0 3.9 0.9 0.0

Sweden 80.4 18.7 0.9 4.7 1.1 0.1

United Kingdom 74.1 22.2 3.7 4.8 1.4 0.2

EU-27 72.1 23.0 4.9 4.4 1.4 0.3

8888 The classification of vehicles on the basis of environmental burden
caused by their engines is the following: Band Α: vehicles with low
or zero emissions, first registered on 1.1.2005 (€4.5); Band Β: vehi-
cles with moderate emissions, first registered on 1.1.2000 (€3);
Band C: vehicles with high emissions, first registered on 1.1.1996
(€2); and Band D: vehicles with very high emissions, first registered
before 1.1.1996 (€1).
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small public service vehicles (taxis), registered
after 1 November 2010, road taxes are to be
based on theoretical carbon dioxide emission
rates per kilometre (CO2 g/km). This provision
applies for all of the above-mentioned vehicles,
irrespective of their technology (petrol-driven
cars, hybrid vehicles, diesel cars, etc.) and is to
urge consumers to use “cleaner” vehicles. 

Furthermore, the tax law 3842/2010 provides
for tax incentives to support environmental
protection actions. Specifically, a 10% tax
refund is envisaged regarding eligible
expenses for eco-friendly refurbishing of
buildings, following an energy audit.89 Finally,
Law 3843/2010 (Identification of buildings,
construction violations and changes of use,
urban regeneration and other provisions) pro-

vides for the possibility of settling building
code violations with the imposition of a “green
levy”. Revenues from this fine are rendered to
the Special Fund for Planning and Urban
Development (under the item “Environmen-
tal Balance Fund”) and are used, among other
things, for the implementation of programmes
and actions for environmental and urban
rehabilitation.
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8899 These interventions regard: (a) the replacement of oil tanks with
teleheating or a system using RES, (b) the change of central heat-
ing plants using fuel from oil to natural gas, (c) the purchase and
installation of solar panels, (d) the purchase and installation of
decentralised systems for producing electricity from RES (e.g. pho-
tovoltaic systems, small wind generators), (e) heat insulation in
existing buildings, and (f) the costs for the conduct of energy audits
by a competent auditor. Furthermore, under the tax law, 50% of
the costs incurred by manufacturing industries over the same fis-
cal year for the reduction of their environmental footprint shall be
deducted from their net taxable income.
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14 JANUARY 2010
The Governing Council of the ECB decided
that the interest rate on the main refinancing
operations and the interest rates on the mar-
ginal lending facility and the deposit facility
will remain unchanged at 1.00%, 1.75% and
0.25% respectively.

18 JANUARY 2010
The Governing Council of the ECB decided, in
agreement with the Swiss National Bank, to
stop conducting one-week Swiss franc liquid-
ity-providing swap operations after 31 January
2010.

27 JANUARY 2010
The Governing Council of the ECB decided, in
agreement with the Federal Reserve, the Bank
of England, the Bank of Japan and the Swiss
National Bank, to stop conducting US dollar
liquidity-providing operations after 31 January
2010.

4 FEBRUARY 2010
The Governing Council of the ECB decided
that the interest rate on the main refinancing
operations and the interest rates on the mar-
ginal lending facility and the deposit facility
will remain unchanged at 1.00%, 1.75% and
0.25% respectively.

4 MARCH 2010
The Governing Council of the ECB decided
that the interest rate on the main refinancing
operations and the interest rates on the mar-
ginal lending facility and the deposit facility
will remain unchanged at 1.00%, 1.75% and
0.25% respectively.

The Governing Council decided to continue
conducting its main refinancing operations
(MROs) as fixed rate tender procedures with
full allotment for as long as necessary, and at
least until the end of this year’s ninth mainte-
nance period on 12 October 2010. Further-

more, the Governing Council also decided, in
line with its decision on the 12-month longer-
term refinancing operation (LTRO) of 16
December 2009, to fix the rate in the 6-month
LTRO to be allotted on 31 March 2010 at the
average minimum bid rate of the MROs over
the life of this operation. The Governing
Council also decided to return to variable rate
tender procedures in the regular 3-month
longer-term refinancing operations (LTROs),
starting with the operation to be allotted on 28
April 2010. Allotment amounts in these oper-
ations will be set with the aim of ensuring
smooth conditions in money markets.

Finally, in order to smooth out the liquidity
effect of the 12-month LTRO maturing on 1
July 2010, the Governing Council decided to
carry out an additional six-day fine-tuning
operation with announcement, allotment and
settlement on 1 July and maturity on 7 July, the
latter date coinciding with the settlement day
of the next MRO. The fixed rate tender pro-
cedure with full allotment will be used in this
operation as well, with the same fixed rate as
the prevailing MRO rate.

8 APRIL 2010
The Governing Council of the ECB decided
that the interest rate on the main refinancing
operations and the interest rates on the mar-
ginal lending facility and the deposit facility
will remain unchanged at 1.00%, 1.75% and
0.25% respectively.

The Governing Council of the ECB decided to
keep the minimum credit threshold for mar-
ketable and nonmarketable assets in the
Eurosystem collateral framework at invest-
ment-grade level beyond the end of 2010. More
precisely, the long-term rating of assets is
BBB+/BBB/BBB- by Fitch or Standard &
Poor’s, Baa1/Baa2/Baa3 by Moody’s or
BBBH/BBB by DBRS.

Furthermore, it was decided that the following
instruments, which were fist included in eligi-
ble collateral in October 2008, will no longer
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be eligible as collateral after the end of 2010:
(1) marketable debt instruments denominated
in currencies other than the euro, i.e. the US
dollar, the pound sterling and the Japanese
yen, and issued in the euro area; (2) debt
instruments issued by credit institutions, which
are traded on the accepted non-regulated mar-
kets; and (3) subordinated debt instruments
when they are protected by an acceptable guar-
antee.

Finally, the Governing Council announced that
in July 2010 a schedule of graduated valuation
haircuts will be determined in relation to the
assets rated in the BBB+ to BBB- range (or
equivalent), excluding government debt instru-
ments. For government debt instruments and
debt instruments issued by central banks and
rated in the BBB+ to BBB- range, this haircut
will be calculated as a 5% add-on over the hair-
cut that would apply to similar assets with a
higher credit quality (in the AAA and A-
range).

3 MAY 2010
The Governing Council of the ECB decided to
suspend the application of the minimum credit
rating threshold in the collateral eligibility
requirements for the purposes of the Eurosys-
tem’s credit operations in the case of mar-
ketable debt instruments issued or guaranteed
by the Greek government. The Eurosystem will
provide financing against these instruments
regardless of their rating, as the Governing
Council of the ECB has assessed the economic
and financial adjustment programme for the
Greek economy and found it appropriate and
as the Greek government has strongly com-
mitted to fully implement the programme.

6 MAY 2010
The Governing Council of the ECB decided
that the interest rate on the main refinancing
operations and the interest rates on the mar-
ginal lending facility and the deposit facility
will remain unchanged at 1.00%, 1.75% and
0.25% respectively.

10 MAY 2010
The Governing Council of the ECB decided to
temporarily conduct interventions in the euro
area public and private debt securities markets
(Securities Markets Programme) to ensure
depth and liquidity in those market segments
which are dysfunctional on account of concerns
on the fiscal condition of some euro area Mem-
ber States. In order to sterilise the impact of
the above interventions, specific operations
will be conducted to re-absorb the liquidity
injected through the Securities Markets Pro-
gramme. This will ensure that the monetary
policy stance will not be affected.

In order to address recent severe tensions in
the financial markets, the Governing Council
of the ECB also decided:

((ii)) To conduct a 6-month LTRO with full allot-
ment on 12 May 2010, at a rate which will be
fixed at the average minimum bid rate of the
MROs over the life of this operation.

((iiii)) To adopt a fixed-rate tender procedure
with full allotment in the regular 3-month
LTROs to be allotted on 26 May and on 30
June 2010.

((iiiiii)) To reactivate, in coordination with other
central banks, the temporary liquidity swap
lines with the Federal Reserve, and resume US
dollar liquidity-providing operations at terms of
7 and 84 days. These operations will take the
form of repurchase operations against Eurosys-
tem-eligible collateral and will be carried out
as fixed rate tenders with full allotment. 

10 JUNE 2010
The Governing Council of the ECB decided
that the interest rate on the main refinancing
operations and the interest rates on the mar-
ginal lending facility and the deposit facility
will remain unchanged at 1.00%, 1.75% and
0.25% respectively. 

The Governing Council of the ECB also
decided to adopt a fixed rate tender procedure
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with full allotment in the regular three-month
LTROs to be allotted in July, August and Sep-
tember 2010.

8 JULY 2010
The Governing Council of the ECB decided
that the interest rate on the main refinancing
operations and the interest rates on the mar-
ginal lending facility and the deposit facility
will remain unchanged at 1.00%, 1.75% and
0.25% respectively. 

28 JULY 2010
The Governing Council of the ECB reviewed
the risk control measures in the framework for
assets eligible for use as collateral in Eurosys-
tem market operations rated in the BBB+ to
BBB- range (or equivalent), excluding gov-
ernment debt instruments and determined a
new haircut schedule, which will enter into
force on 1 January 2011. 

5 AUGUST 2010
The Governing Council of the ECB decided
that the interest rate on the main refinancing
operations and the interest rates on the mar-
ginal lending facility and the deposit facility
will remain unchanged at 1.00%, 1.75% and
0.25% respectively. 

2 SEPTEMBER 2010
The Governing Council of the ECB decided
that the interest rate on the main refinancing
operations and the interest rates on the mar-
ginal lending facility and the deposit facility
will remain unchanged at 1.00%, 1.75% and
0.25% respectively. 

Moreover, the Governing Council decided to
conduct the 3-month LTROs to be settled at
the end of October, November and December
2010 as fixed rate tender procedures with full
allotment. The rates in these 3-month opera-
tions will be fixed at the average rate of the
MROs over the life of the respective LTRO. 

It also decided to continue to conduct its MROs
as fixed rate tender procedures with full allot-
ment for as long as necessary, and at least until
18 January 2011. The fixed rate tender proce-
dure with full allotment will also remain in use
for the special-term refinancing operations with
a maturity of one maintenance period, which
will continue to be conducted for as long as
needed and at least until the end of 2010.

The Governing Council further decided to
carry out three additional fine-tuning opera-
tions when the remaining 6-month and 12-
month refinancing operations mature: one six-
day operation with announcement, allotment
and settlement on 30 September 2010; one six-
day operation with announcement, allotment
and settlement on 11 November 2010; and one
13-day operation with announcement, allot-
ment and settlement on 23 December 2010.
The fixed rate tender procedure with full allot-
ment will also be used in these three opera-
tions, the rate being the same as the MRO rate
prevailing at that time.

7 OCTOBER 2010
The Governing Council of the ECB decided
that the interest rate on the main refinancing
operations and the interest rates on the mar-
ginal lending facility and the deposit facility
will remain unchanged at 1.00%, 1.75% and
0.25% respectively. 
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Table 1 Consumer price index: general index and basic sub-indices

Period

General index Goods Services
CPI excluding fresh

fruit/vegetables and fuel
CPI excluding
food and fuel

(2005=100)

Percentage
change

over
previous

year (2005=100)

Percentage
change

over
previous

year (2005=100)

Percentage
change

over
previous

year (2005=100)

Percentage
change

over
previous

year (2005=100)

Percentage
change

over
previous

year

Source: Calculations based on ELSTAT data.

22000066 103.2 3.2 103.4 3.4 103.0 3.0 102.7 2.7 102.5 2.5

22000077 106.2 2.9 105.9 2.5 106.5 3.5 105.7 2.9 105.5 3.0

22000088 110.6 4.2 110.5 4.3 110.7 3.9 109.3 3.4 108.6 3.0

22000099 111.9 1.2 109.9 -0.5 114.7 3.6 111.9 2.4 111.5 2.6

22000099 I 110.5 1.5 108.4 -0.5 113.5 4.3 110.7 3.2 110.0 3.3

II 112.1 0.7 110.7 -1.5 114.1 3.7 112.0 2.3 111.6 2.5

III 111.5 0.7 109.0 -1.2 114.9 3.3 111.4 2.1 110.9 2.3

IV 113.6 2.0 111.7 1.0 116.3 3.2 113.4 2.0 113.3 2.4

22001100 I 113.9 3.0 111.4 2.8 117.3 3.3 112.6 1.7 112.3 2.1

II 117.9 5.2 117.5 6.2 118.5 3.8 115.7 3.3 115.9 3.8

III 117.7 5.5 116.3 6.7 119.5 4.0 115.5 3.7 115.5 4.1 

22000088 Jan. 108.6 3.9 108.4 4.3 108.8 3.4 107.2 2.6 106.5 2.0

Feb. 107.7 4.4 107.1 5.3 108.6 3.3 106.1 3.0 105.1 2.4

March 110.2 4.4 111.2 5.3 108.9 3.2 108.6 3.1 107.9 2.5

Apr. 110.9 4.4 111.9 5.4 109.5 3.2 109.0 3.2 108.3 2.6

May 111.7 4.9 112.7 5.6 110.3 3.9 109.7 3.8 109.1 3.1

June 111.6 4.9 112.3 5.7 110.5 3.9 109.8 3.6 109.2 3.1

July 110.7 4.9 110.5 5.4 111.0 4.1 109.0 3.7 108.3 3.2

Aug. 109.7 4.7 108.6 5.2 111.1 4.0 108.1 3.6 107.2 3.2

Sept. 111.8 4.6 111.9 4.8 111.7 4.4 110.4 3.7 109.9 3.4

Oct. 111.8 3.9 111.6 3.5 112.0 4.4 110.8 3.5 110.3 3.4

Nov. 111.5 2.9 110.8 1.7 112.4 4.5 111.1 3.5 110.6 3.5

Dec. 111.0 2.0 109.2 0.0 113.4 4.6 111.6 3.4 111.2 3.5

22000099 Jan. 110.5 1.8 108.1 -0.3 113.7 4.5 110.8 3.3 110.1 3.4

Feb. 109.4 1.6 106.6 -0.4 113.3 4.3 109.5 3.2 108.5 3.3

March 111.6 1.3 110.3 -0.8 113.5 4.2 111.9 3.1 111.4 3.2

Apr. 112.0 1.0 110.5 -1.3 114.0 4.2 111.9 2.7 111.5 2.9

May 112.2 0.5 110.8 -1.6 114.1 3.5 112.0 2.1 111.7 2.4

June 112.2 0.5 110.7 -1.5 114.2 3.3 112.0 2.1 111.7 2.3

July 111.3 0.6 109.0 -1.3 114.5 3.1 111.2 2.0 110.7 2.2

Aug. 110.5 0.8 107.4 -1.1 114.8 3.3 110.4 2.1 109.7 2.3

Sept. 112.6 0.7 110.5 -1.2 115.4 3.3 112.7 2.1 112.4 2.3

Oct. 113.2 1.2 111.2 -0.4 115.8 3.4 113.0 2.0 112.8 2.3

Nov. 113.7 2.0 112.0 1.1 116.1 3.2 113.4 2.0 113.3 2.4

Dec. 113.9 2.6 111.7 2.3 117.0 3.1 113.9 2.0 113.8 2.4

22001100 Jan. 113.1 2.4 110.2 2.0 117.0 2.9 112.6 1.6 112.2 1.9

Feb. 112.5 2.8 109.2 2.4 117.0 3.3 111.2 1.5 110.6 1.9

March 116.0 3.9 114.7 4.0 117.8 3.8 114.2 2.0 114.2 2.5

Apr. 117.4 4.8 116.7 5.7 118.3 3.7 115.2 2.9 115.2 3.4

May 118.3 5.4 118.2 6.6 118.5 3.8 116.0 3.6 116.2 4.1

June 118.0 5.2 117.6 6.2 118.6 3.9 116.0 3.6 116.2 4.1

July 117.4 5.5 116.1 6.4 119.4 4.3 115.4 3.8 115.5 4.3

Aug. 116.6 5.5 114.6 6.7 119.5 4.0 114.4 3.6 114.2 4.1 

Sept. 118.9 5.6 118.3 7.0 119.7 3.6 116.8 3.6 117.0 4.0 
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Table 2 Harmonised index of consumer prices: general index and basic sub-indices

Period

General index Unprocessed food Processed food Non-energy industrial goods 

(2005=100)

Percentage
change

over
previous year (2005=100)

Percentage
change

over
previous year (2005=100)

Percentage
change

over
previous year (2005=100)

Percentage
change

over
previous year

Source: Calculations based on ELSTAT data.

22000066 103.3 3.3 101.9 1.9 105.2 5.2 101.6 1.6

22000077 106.4 3.0 104.2 2.2 109.1 3.7 103.8 2.2

22000088 110.9 4.2 108.3 4.0 114.6 5.0 105.9 2.0

22000099 112.4 1.3 112.5 3.9 116.5 1.6 106.7 0.8

22000099 I 110.9 1.8 114.6 5.8 115.8 2.0 105.4 2.1

II 112.6 0.8 115.3 5.9 117.0 1.6 107.8 0.3

III 111.9 0.8 109.8 4.9 116.5 1.5 104.7 0.3

IV 114.1 2.0 110.5 -0.8 116.8 1.5 109.1 0.4

22001100 I 114.3 3.0 112.7 -1.7 116.9 1.0 105.0 -0.3

II 118.4 5.1 113.3 -1.8 122.9 5.0 110.4 2.4

III 118.2 5.6 112.0 2.0 124.6 6.9 107.6 2.8 

22000088 Jan. 108.9 3.9 108.8 3.8 112.7 4.5 103.3 0.3

Feb. 107.8 4.5 108.2 4.8 113.6 5.7 99.6 1.6

March 110.3 4.4 108.0 3.7 114.3 6.0 106.8 1.9

Apr. 111.2 4.4 111.0 5.2 114.9 6.1 107.0 2.2

May 112.0 4.9 109.7 4.5 115.6 6.7 107.6 2.3

June 111.9 4.9 105.8 3.7 115.0 6.1 107.7 2.2

July 111.1 4.9 103.8 2.4 115.0 6.1 104.6 2.2

Aug. 109.8 4.8 104.3 1.3 114.8 5.8 100.8 2.5

Sept. 112.2 4.7 106.0 1.2 114.8 5.1 107.7 2.2

Oct. 112.2 4.0 109.8 3.9 114.9 3.7 108.5 2.2

Nov. 112.0 3.0 112.8 7.5 115.1 2.6 108.6 2.3

Dec. 111.6 2.2 111.7 5.6 114.9 2.3 108.7 2.2

22000099 Jan. 111.0 2.0 114.6 5.4 115.2 2.2 105.5 2.1

Feb. 109.8 1.8 114.1 5.5 115.7 1.8 101.9 2.3

March 112.0 1.5 114.9 6.4 116.5 1.9 108.9 2.0

Apr. 112.5 1.1 116.1 4.6 117.1 1.9 107.7 0.7

May 112.8 0.7 116.7 6.4 117.2 1.4 107.8 0.2

June 112.7 0.7 113.0 6.8 116.8 1.5 107.8 0.2

July 111.8 0.7 110.9 6.9 116.7 1.5 104.9 0.2

Aug. 110.9 1.0 108.3 3.9 116.5 1.5 101.3 0.5

Sept. 113.0 0.7 110.2 3.9 116.4 1.4 107.9 0.2

Oct. 113.6 1.2 110.4 0.5 116.6 1.4 108.4 0.0

Nov. 114.3 2.1 111.3 -1.3 116.9 1.5 109.4 0.7

Dec. 114.5 2.6 110.0 -1.5 116.8 1.6 109.4 0.7

22001100 Jan. 113.6 2.3 110.9 -3.2 117.0 1.6 105.2 -0.3

Feb. 112.9 2.9 113.1 -0.9 117.0 1.1 100.9 -1.0

March 116.4 3.9 114.0 -0.8 116.7 0.2 109.0 0.2

Apr. 117.8 4.7 115.1 -0.9 120.3 2.7 109.9 2.0

May 118.7 5.3 113.9 -2.4 124.0 5.8 110.7 2.7

June 118.5 5.2 110.8 -2.0 124.5 6.6 110.7 2.6

July 118.0 5.5 110.0 -0.7 124.8 7.0 107.6 2.6

Aug. 117.2 5.6 112.2 3.6 124.7 7.0 104.0 2.6

Sept. 119.4 5.7 113.7 3.1 124.3 6.8 111.3 3.1 
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Table 2 Harmonised index of consumer prices: general index and basic sub-indices (continued)

Period

Energy Services
HICP excluding unprocessed food

and energy

(2005=100)

Percentage
change

over
previous year (2005=100)

Percentage
change

over
previous year (2005=100)

Percentage
change

over
previous year

Source: Calculations based on ELSTAT data.

22000066 109.4 9.4 103.1 3.1 102.9 2.9

22000077 111.8 2.1 106.9 3.7 106.2 3.2

22000088 127.2 13.8 111.0 3.8 109.8 3.4

22000099 111.8 -12.1 114.6 3.2 112.2 2.2

22000099 I 103.1 -17.8 113.4 4.1 111.1 3.1

II 109.4 -18.2 114.1 3.3 112.5 2.0

III 115.3 -15.1 114.7 2.8 111.6 1.7

IV 119.2 4.7 116.0 2.8 113.8 1.8

22001100 I 130.9 27.0 116.8 3.0 112.8 1.5

II 148.5 35.8 117.8 3.2 116.1 3.2

III 150.2 30.2 118.8 3.6 115.9 3.9 

22000088 Jan. 123.1 21.4 109.1 3.3 107.7 2.5

Feb. 124.8 21.6 108.7 3.2 106.4 3.1

March 128.2 20.7 109.0 3.0 109.1 3.1

Apr. 130.1 17.9 109.9 3.0 109.7 3.2

May 134.3 18.7 110.7 3.9 110.4 3.8

June 137.0 20.9 111.0 4.0 110.5 3.7

July 138.0 22.2 111.3 3.9 109.6 3.7

Aug. 135.2 21.1 111.4 3.9 108.4 3.8

Sept. 134.3 19.9 112.0 4.4 111.0 3.8

Oct. 124.9 9.2 112.3 4.4 111.4 3.6

Nov. 114.0 -6.5 112.6 4.4 111.6 3.4

Dec. 102.7 -15.6 113.8 4.5 112.2 3.4

22000099 Jan. 102.6 -16.7 113.9 4.4 111.2 3.3

Feb. 103.5 -17.0 113.1 4.1 109.7 3.1

March 103.2 -19.5 113.3 3.9 112.3 3.0

Apr. 106.9 -17.8 114.1 3.8 112.4 2.5

May 109.0 -18.8 114.2 3.2 112.5 1.9

June 112.3 -18.0 114.2 2.8 112.5 1.8

July 114.3 -17.2 114.4 2.7 111.5 1.7

Aug. 116.8 -13.6 114.6 2.9 110.4 1.9

Sept. 114.9 -14.4 115.1 2.7 112.9 1.7

Oct. 118.5 -5.1 115.4 2.8 113.2 1.7

Nov. 120.3 5.5 115.8 2.9 113.8 2.0

Dec. 118.9 15.7 116.8 2.6 114.3 1.8

22001100 Jan. 123.0 20.0 116.7 2.5 112.8 1.4

Feb. 129.3 24.9 116.6 3.0 111.3 1.4

March 140.3 36.0 117.2 3.5 114.3 1.8

Apr. 145.7 36.3 117.8 3.3 115.5 2.7

May 150.4 38.0 117.7 3.1 116.3 3.4

June 149.5 33.1 117.9 3.2 116.5 3.6

July 150.6 31.8 118.7 3.8 115.9 3.9

Aug. 150.1 28.5 118.8 3.6 114.6 3.9 

Sept. 150.0 30.5 118.9 3.3 117.1 3.8 
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Table 3 Industrial producer price index (PPI) for the domestic market: general index and basic 
sub-indices

Period

PPI – domestic market 
(General index)

Energy
(total) Fuel

General index 
excl. energy

(2005=100)

Percentage
change

over
previous year (2005=100)

Percentage
change

over
previous year (2005=100)

Percentage
change

over
previous year (2005=100)

Percentage
change

over
previous year

Source: Calculations based on ELSTAT data.

22000066 107.3 7.3 108.6 8.6 113.9 13.9 106.5 6.5

22000077 111.7 4.1 115.4 6.3 117.0 2.7 109.4 2.7

22000088 123.0 10.0 135.2 17.1 145.8 24.7 116.4 6.4

22000099 115.8 -5.8 115.0 -15.0 104.2 -28.6 116.3 -0.1

22000099 I 113.4 -5.2 109.1 -15.6 87.3 -38.0 115.7 1.1

II 114.7 -8.8 112.9 -21.0 102.3 -39.3 115.7 -0.7

III 116.9 -9.1 117.3 -21.0 111.1 -34.3 116.7 -1.0

IV 118.4 0.4 120.6 0.4 116.1 10.5 117.2 0.4

22001100 I 120.7 6.4 127.5 16.9 128.0 46.6 117.0 1.1

II 123.3 7.5 135.2 19.7 142.5 39.3 117.0 1.1

22000088 Jan. 118.0 11.0 127.2 22.2 136.0 47.7 113.1 5.9

Feb. 119.6 11.7 128.8 21.3 140.1 43.3 114.6 7.3

March 121.1 11.9 131.6 20.9 146.2 40.1 115.5 7.5

Apr. 122.8 11.3 135.9 20.4 153.4 36.5 115.8 6.6

May 126.2 13.8 144.3 26.3 171.3 46.8 116.4 7.0

June 128.3 15.5 148.9 29.4 180.9 52.9 117.3 7.9

July 130.5 16.7 154.1 32.6 182.1 51.4 117.8 7.9

Aug. 128.3 14.3 147.4 26.9 166.8 42.9 118.0 7.5

Sept. 126.9 11.8 143.8 22.0 158.1 30.2 117.8 6.3

Oct. 122.7 6.7 132.2 9.8 129.8 2.7 117.5 5.2

Nov. 117.5 0.5 119.5 -5.2 103.3 -26.6 116.5 3.8

Dec. 113.6 -3.2 108.7 -14.4 82.0 -40.0 116.2 3.5

22000099 Jan. 114.0 -3.4 110.1 -13.4 88.4 -35.0 116.1 2.6

Feb. 113.3 -5.3 108.9 -15.4 87.1 -37.9 115.6 0.8

March 112.9 -6.8 108.2 -17.8 86.5 -40.9 115.3 -0.1

Apr. 113.2 -7.9 108.8 -19.9 93.3 -39.2 115.5 -0.3

May 114.3 -9.4 111.9 -22.5 100.4 -41.4 115.7 -0.6

June 116.7 -9.1 118.1 -20.6 113.3 -37.4 115.9 -1.2

July 116.0 -11.1 115.6 -25.0 107.4 -41.0 116.2 -1.3

Aug. 117.8 -8.1 120.2 -18.5 117.2 -29.7 116.6 -1.2

Sept. 116.9 -7.9 116.2 -19.2 108.6 -31.4 117.3 -0.5

Oct. 118.0 -3.8 119.6 -9.6 114.0 -12.2 117.1 -0.4

Nov. 118.4 0.8 121.0 1.3 117.2 13.5 117.1 0.5

Dec. 118.7 4.5 121.2 11.4 116.9 42.6 117.4 1.0

22001100 Jan. 120.0 5.2 125.8 14.2 124.5 40.9 116.8 0.6

Feb. 120.2 6.2 126.2 15.9 125.3 43.9 117.0 1.2

March 121.8 7.9 130.6 20.7 134.2 55.2 117.1 1.5

Apr. 123.5 9.1 135.1 24.1 142.6 52.7 117.2 1.5

May 122.7 7.3 133.8 19.6 140.0 39.4 116.8 1.0

June 123.8 6.1 136.7 15.7 145.1 28.0 116.8 0.8

July 122.3 5.5 132.2 14.4 135.9 26.5 117.0 0.7

Aug. 122.6 4.0 132.3 10.1 136.5 16.4 117.3 0.7 
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Table 4 Industrial producer price index (PPI) for the external market and import price index in
industry

Period

PPI – external market

Import price index
Import price index 

excl. energyGeneral index General index excl. energy

(2005=100)

Percentage
change

over
previous year (2005=100)

Percentage
change

over
previous year (2005=100)

Percentage
change

over
previous year (2005=100)

Percentage
change

over
previous year

Source: Calculations based on ELSTAT data.

22000066 104.8 4.8 103.0 3.0 104.2 4.2 102.7 2.7

22000077 108.0 3.0 105.6 2.5 106.9 2.6 105.8 3.0

22000088 114.9 6.4 108.9 3.2 114.5 7.1 108.4 2.5

22000099 108.0 -6.0 109.4 0.5 112.5 -1.8 108.9 0.5

22000099 I 104.4 -7.8 108.4 0.4 108.8 -2.4 108.7 1.4

II 107.0 -9.5 108.7 -0.1 111.7 -4.4 108.7 0.5

III 109.5 -8.2 109.9 0.2 114.2 -3.7 108.9 -0.2

IV 111.0 2.0 110.7 1.5 115.4 3.7 109.1 0.1

22001100 I 114.2 9.4 112.3 3.6 117.8 8.3 109.6 0.8

II 117.9 10.2 113.5 4.5 120.7 8.0 110.2 1.4

22000088 Jan. 112.1 8.6 107.3 3.3 110.6 8.6 106.9 2.4

Feb. 113.2 8.4 108.2 3.8 111.6 8.3 107.4 2.7

March 114.4 8.5 108.6 3.6 112.2 7.6 107.6 2.4

Apr. 115.4 7.6 108.5 2.9 114.0 8.0 107.8 2.3

May 118.4 10.3 108.7 3.3 116.9 10.1 108.1 2.3

June 120.9 12.2 109.3 3.7 119.6 12.2 108.6 2.4

July 121.1 11.6 109.5 3.6 121.0 12.4 108.8 2.5

Aug. 118.7 10.0 109.5 3.6 118.6 10.6 109.1 2.8

Sept. 117.8 7.9 110.1 3.6 116.0 7.2 109.5 3.0

Oct. 113.3 2.6 109.7 2.8 114.0 3.8 109.5 2.8

Nov. 108.9 -3.0 109.2 2.5 111.2 -0.5 108.8 2.2

Dec. 104.3 -6.9 108.4 1.5 108.7 -2.0 108.6 1.9

22000099 Jan. 105.0 -6.3 108.6 1.2 108.8 -1.7 108.7 1.7

Feb. 104.5 -7.7 108.6 0.4 108.8 -2.5 108.8 1.3

March 103.8 -9.2 108.0 -0.5 108.7 -3.1 108.7 1.1

Apr. 105.0 -9.0 108.1 -0.4 109.7 -3.7 108.5 0.7

May 106.6 -10.0 108.7 0.0 111.6 -4.5 108.7 0.6

June 109.4 -9.5 109.3 0.0 113.9 -4.8 108.9 0.3

July 108.2 -10.7 109.2 -0.2 113.3 -6.4 108.9 0.1

Aug. 110.7 -6.8 110.0 0.4 115.2 -2.9 109.0 -0.1

Sept. 109.6 -7.0 110.5 0.4 114.0 -1.7 109.0 -0.5

Oct. 110.6 -2.4 110.7 0.9 115.0 0.9 109.1 -0.3

Nov. 111.1 2.0 110.5 1.2 115.7 4.0 109.1 0.2

Dec. 111.3 6.6 111.0 2.4 115.5 6.3 109.1 0.5

22001100 Jan. 113.1 7.8 111.8 2.9 116.9 7.4 109.3 0.6

Feb. 113.6 8.7 112.1 3.2 117.4 7.9 109.6 0.8

March 115.9 11.6 112.9 4.6 119.1 9.6 109.9 1.1

Apr. 117.9 12.3 113.3 4.8 120.9 10.1 110.0 1.4

May 117.5 10.2 113.5 4.5 120.3 7.8 110.1 1.3

June 118.2 8.1 113.8 4.1 121.0 6.2 110.4 1.4

July 117.2 8.4 113.6 4.0 120.1 6.0 110.3 1.3 

Aug. 117.8 6.4 114.2 3.9 120.6 4.6 110.5 1.4 
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Table 5 Employed persons of 15 years and over, by branch of economic activity

(thousands)

Q2 2010

Total employed
persons Salaried employees

Source: ELSTAT, Labour Force Survey.

Total 44,,442277..00  22,,885533..99  

Agriculture, forestry and fishing 551.7 53.9 

Mining and quarrying 13.4 12.2 

Manufacturing 483.1 355.9 

Electricity, gas, steam and air conditioning supply 27.6 26.9 

Water supply, sewerage, waste management and remediation activities 32.3 31.6 

Construction 330.0 214.1 

Wholesale and retail trade; repair of motor vehicles and motorcycles 801.1 448.9 

Transportation and storage 204.8 143.9 

Accommodation and food service activities 302.2 179.4 

Information and communication 87.6 79.6 

Financial and insurance activities 115.1 103.7 

Real estate activities 6.5 1.2 

Professional, scientific and technical activities 215.2 90.3 

Administrative and support service activities 74.1 58.6 

Public administration and defence; compulsory social security 374.4 374.4 

Education 331.1 303.3 

Human health and social work activities 247.8 209.9 

Arts, entertainment and recreation 49.0 32.8 

Other service activities 87.1 45.4 

Activities of households as employers 91.3 86.4 

Activities of extraterritorial organisations and bodies 1.5 1.5 
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Table 6 Balance of payments

(million euro)

January-August August

2008 2009 2010 2008 2009 2010

ΙΙ CCUURRRREENNTT  AACCCCOOUUNNTT  BBAALLAANNCCEE ((ΙΙ..ΑΑ++ΙΙ..ΒΒ++ΙΙ..CC++ΙΙ..DD))
ΙΙ..ΑΑ TTRRAADDEE  BBAALLAANNCCEE (Ι.Α.1–Ι.Α.2)

Oil trade balance
Non-oil trade balance
Ship balance
Trade balance excl. oil and ships
Ι.Α.1 Exports of goods

Oil
Ships (receipts)
Other goods

Ι.Α.2 Imports of goods
Oil
Ships (payments)
Other goods

ΙΙ..ΒΒ  SSEERRVVIICCEESS  BBAALLAANNCCEE (Ι.Β.1–Ι.Β.2)
Ι.Β.1 Receipts

Travel
Transport
Other services

Ι.Β.2 Payments
Travel
Transport
Other services

ΙΙ..CC IINNCCOOMMEE  BBAALLAANNCCEE (Ι.C.1–Ι.C.2)
Ι.C.1 Receipts

Wages, salaries
Interest, dividends, profits

Ι.C.2 Payments
Wages, salaries
Interest, dividends, profits

ΙΙ..DD CCUURRRREENNTT  TTRRAANNSSFFEERRSS  BBAALLAANNCCEE (Ι.D.1–Ι.D.2)
Ι.D.1 Receipts

General government (mainly transfers from the EU)
Other sectors (emigrants’ remittances etc.)

Ι.D.2 Payments
General government (mainly payments to the EU)
Other sectors

ΙΙΙΙ CCAAPPIITTAALL  TTRRAANNSSFFEERRSS  BBAALLAANNCCEE (ΙΙ.1– ΙΙ.2)
ΙΙ.1 Receipts

General government (mainly transfers from the EU)
Other sectors

ΙΙ.2 Payments
General government (mainly payments to the EU)
Other sectors

ΙΙΙΙΙΙ CCUURRRREENNTT  AACCCCOOUUNNTT  AANNDD  CCAAPPIITTAALL  TTRRAANNSSFFEERRSS
BBAALLAANNCCEE ((II++IIII))

ΙΙVV FFIINNAANNCCIIAALL  AACCCCOOUUNNTT  BBAALLAANNCCEE ((IIVV..AA++IIVV..BB++IIVV..CC++IIVV..DD))
ΙΙVV..ΑΑ DDIIRREECCTT  IINNVVEESSTTMMEENNTT 11

By residents abroad
By non-residents in Greece

ΙΙVV..ΒΒ PPOORRTTFFOOLLIIOO  IINNVVEESSTTMMEENNTT 11

Assets
Liabilities

ΙΙVV..CC OOTTHHEERR  IINNVVEESSTTMMEENNTT 11

Assets
Liabilities
(General government loans)

ΙΙVV..DD CCHHAANNGGEE  IINN  RREESSEERRVVEE  AASSSSEETTSS 22

V ERRORS AND OMISSIONS
RREESSEERRVVEE  AASSSSEETTSS 33

Source: Bank of Greece.
1 (+) net inflow, (-) net outflow.
2 (+) decrease, (-) increase.
3 Following Greece’s entry into the euro area in January 2001, reserve assets, as defined by the European Central Bank, comprise monetary gold, the “reserve
position” in the IMF, “Special Drawing Rights”, and Bank of Greece's claims in foreign currency on non-euro area residents. Excluded are euro-denominated
claims on non-euro area residents, claims (in foreign currency and in euro) on euro area residents, and the Bank of Greece share in the capital and reserves
of the ECB.

--2211,,883300..00 --1166,,114499..55 --1155,,880088..00 --441144..88 --446666..99 --225599..11
--3300,,005566..11 --2200,,559966..00 --1199,,999900..22 --33,,119988..77 --22,,227777..88 --22,,002299..55
-8,308.0 -5,131.0 -6,191.3 -1,127.8 -820.0 -724.0

-21,748.1 -15,464.9 -13,798.9 -2,070.9 -1,457.8 -1,305.6
-3,362.2 -2,441.7 -2,503.7 -388.3 -199.9 -227.0

-18,385.9 -13,023.2 -11,295.1 -1,682.6 -1,257.9 -1,078.6
13,200.8 10,013.8 10,694.1 1,806.3 1,236.3 1,358.1

2,825.3 1,978.4 2,994.1 454.8 304.2 410.0
1,318.7 556.8 491.4 219.2 32.3 45.2
9,056.8 7,478.6 7,208.6 1,132.3 899.8 902.9

43,256.9 30,609.7 30,684.3 5,005.0 3,514.1 3,387.7
11,133.3 7,109.5 9,185.5 1,582.6 1,124.2 1,134.0

4,680.9 2,998.5 2,995.1 607.5 232.2 272.2
27,442.7 20,501.8 18,503.7 2,814.9 2,157.7 1,981.5
1122,,774444..88 99,,116666..22 99,,443333..88 33,,440033..22 22,,449999..88 22,,554400..99
23,937.6 18,553.9 19,615.7 4,756.3 3,647.3 3,751.9

8,695.9 7,603.0 7,049.4 2,764.5 2,362.6 2,214.7
13,192.8 9,065.3 10,441.6 1,761.5 1,079.3 1,278.6

2,048.9 1,885.6 2,124.7 230.3 205.3 258.6
11,192.8 9,387.7 10,181.8 1,353.1 1,147.5 1,211.0

1,752.3 1,646.0 1,501.8 256.6 286.0 213.3
6,291.7 4,594.7 5,492.0 769.2 534.9 665.4
3,148.8 3,147.0 3,188.1 327.4 326.5 332.3

--77,,110033..55 --66,,222255..00 --66,,117722..99 --776699..55 --664455..44 --663344..44
3,650.9 3,016.0 2,556.4 447.1 306.3 303.4

237.7 204.2 134.3 24.3 21.7 16.0
3,413.2 2,811.9 2,422.1 422.8 284.7 287.4

10,754.4 9,241.0 8,729.3 1,216.6 951.8 937.9
233.6 267.1 251.5 33.5 30.2 30.6

10,520.8 8,973.9 8,477.8 1,183.1 921.6 907.3
22,,558844..88 11,,550055..22 992211..22 115500..33 --4433..55 --113366..11
5,137.2 4,272.5 3,855.5 443.0 310.4 228.3
3,639.5 2,962.4 2,857.7 271.7 187.9 125.6
1,497.7 1,310.1 997.7 171.2 122.5 102.8
2,552.5 2,767.3 2,934.2 292.7 353.9 364.4
1,620.4 1,821.7 1,905.6 125.2 197.0 215.4

932.1 945.6 1,028.6 167.5 157.0 149.0
22,,997722..88 11,,553344..22 778877..44 338877..44 227788..00 --1133..22
3,370.1 1,739.5 970.4 410.1 303.2 11.7
3,171.2 1,602.0 885.5 400.7 290.8 2.6

198.8 137.5 84.8 9.4 12.5 9.2
397.2 205.4 183.0 22.8 25.2 24.9
183.2 8.9 12.8 2.0 1.0 0.7
214.1 196.5 170.1 20.7 24.3 24.2

--1188,,885577..11 --1144,,661155..33 --1155,,002200..66 --2277..44 --118899..00 --227722..33

1199,,115588..99 1155,,449933..00 1166,,444422..66 448877..33 --7700..11 883366..22
11,,000022..44 11,,118877..99 448888..77 --336655..88 --55..77 --118899..88

-1,747.8 -651.7 -652.7 -548.6 -52.0 -142.3
2,750.2 1,839.7 1,141.4 182.7 46.3 -47.5

1122,,559933..11 2211,,008855..00 --1188,,007777..99 44,,220044..22 --22,,665544..55 --1111,,888800..22
-5,731.2 -8,708.9 9,637.3 1,985.0 -6,161.8 387.1
18,324.2 29,794.0 -27,715.2 2,219.1 3,507.3 -12,267.2

55,,448822..55 --66,,775588..00 3333,,993300..88 --33,,335500..00 22,,559988..00 1122,,990022..22
-19,486.8 -13,271.2 -4,253.8 -3,935.0 2,472.9 11,767.7
24,969.3 6,513.2 38,184.6 585.0 125.2 1,134.5

-427.3 -1,859.5 18,521.3 -28.0 -30.3 -329.6
8811..00 --2222..00 110011..00 --11..00 --88..00 44..00

--330011..88 --887777..66 --11,,442222..11 --445599..99 225599..11 --556633..99
22,,441111..00 33,,334488..00 44,,662244..00
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Table 7 Monetary aggregates of the euro area1,2

(outstanding balances in billion euro, not seasonally adjusted)

End
of period

Currency in
circulation

(1)

Overnight
deposits

(2)

M1

(3)=(1)+(2)

Deposits
with agreed
maturity up
to two years

(4)

Deposits
redeemable
at notice up

to three
months

(5)

M2
(6)=(3)+(4)

+(5)

Repurchase
agreements

(7)

Money
market

fund
shares/units

(8)

Debt
securities
up to two

years

(9)

M33

(10)=(6)+(7)
+(8)+(9)

Source: ECB.
* Provisional data.
1 Figures refer to the changing euro area composition.
2 Monetary aggregates comprise monetary liabilities of MFIs and central government (Post Office, Treasury) vis-à-vis non-MFI euro area residents excluding
central government.
3 M3 and its components exclude non-residents’ holdings of money market fund shares/units and debt securities of up to two years.

22000055 521.0 2,901.9 3,422.8 1,122.3 1,544.1 6,089.2 236.2 635.5 124.2 7,085.0

22000066 578.5 3,108.7 3,687.2 1,411.1 1,554.5 6,652.8 265.6 636.2 195.6 7,750.3

22000077 625.7 3,206.2 3,831.9 1,973.6 1,541.5 7,347.0 304.6 685.8 311.7 8,649.1

22000088 710.4 3,270.2 3,980.6 2,472.2 1,568.6 8,021.4 350.2 755.2 266.1 9,392.9

22000099 755.1 3,737.2 4,492.3 1,890.6 1,805.4 8,188.3 340.2 673.8 131.9 9,334.2

22000088 Jan. 629.1 3,220.5 3,849.7 2,053.3 1,539.4 7,442.4 309.0 743.7 292.2 8,787.4

Feb. 633.6 3,210.0 3,843.6 2,119.1 1,536.6 7,499.3 313.5 748.1 270.8 8,831.7

March 636.7 3,216.6 3,853.4 2,147.3 1,539.6 7,540.3 314.3 740.4 276.1 8,871.1

Apr. 642.8 3,201.3 3,844.1 2,239.2 1,540.0 7,623.3 324.4 740.8 267.2 8,955.6

May 644.7 3,215.7 3,860.4 2,274.0 1,535.9 7,670.3 320.3 739.8 283.4 9,013.8

June 649.5 3,203.3 3,852.8 2,305.8 1,537.2 7,695.8 329.3 733.5 280.3 9,039.0

July 650.9 3,180.6 3,831.4 2,391.7 1,532.9 7,756.1 342.5 731.8 284.8 9,115.2

Aug. 654.7 3,186.4 3,841.0 2,430.2 1,532.8 7,804.1 341.3 746.5 276.0 9,167.9

Sept. 662.3 3,223.2 3,885.5 2,452.7 1,531.8 7,870.0 339.2 736.8 285.4 9,231.4

Oct. 699.9 3,283.8 3,983.7 2,495.0 1,535.5 8,014.2 350.0 735.8 275.2 9,375.3

Nov. 704.5 3,253.6 3,958.1 2,523.7 1,543.6 8,025.4 333.5 745.8 273.5 9,378.2

Dec. 710.4 3,270.2 3,980.6 2,472.2 1,568.6 8,021.4 350.2 755.2 266.1 9,392.9

22000099 Jan. 716.4 3,375.1 4,091.5 2,389.8 1,600.7 8,082.0 324.7 767.4 216.2 9,390.3

Feb. 721.4 3,409.4 4,130.8 2,353.9 1,623.4 8,108.1 327.7 778.0 214.3 9,428.2

March 726.1 3,411.2 4,137.3 2,317.0 1,642.4 8,096.7 338.6 777.6 193.8 9,406.7

Apr. 728.9 3,470.0 4,198.9 2,294.2 1,665.5 8,158.6 334.9 770.4 204.7 9,468.6

May 730.4 3,471.6 4,202.0 2,250.9 1,681.2 8,134.1 325.9 754.9 197.6 9,412.5

June 734.2 3,515.2 4,249.4 2,202.4 1,698.0 8,149.8 344.1 742.7 181.2 9,417.9

July 733.9 3,586.2 4,320.2 2,138.9 1,721.9 8,180.9 330.7 746.9 170.4 9,428.9

Aug. 742.3 3,635.2 4,377.5 2,089.7 1,742.2 8,209.4 312.4 748.1 155.8 9,425.8

Sept. 746.4 3,654.5 4,400.9 2,031.6 1,760.1 8,192.6 327.7 746.8 147.8 9,415.0

Oct. 747.0 3,712.1 4,459.1 1,966.7 1,781.5 8,207.4 308.1 741.7 138.4 9,395.6

Nov. 753.4 3,706.9 4,460.3 1,925.0 1,792.1 8,177.4 313.0 727.7 133.5 9,351.6

Dec. 755.1 3,737.2 4,492.3 1,890.6 1,805.4 8,188.3 340.2 673.8 131.9 9,334.2

22001100 Jan. 760.7 3,777.4 4,538.1 1,851.9 1,820.5 8,210.6 308.6 658.8 131.8 9,309.8

Feb. 764.7 3,796.6 4,561.3 1,837.5 1,829.5 8,228.2 323.5 642.0 125.3 9,319.0

March 775.3 3,792.2 4,567.5 1,824.6 1,836.6 8,228.7 341.6 625.5 134.2 9,330.0

Apr. 769.1 3,879.7 4,648.7 1,781.0 1,844.1 8,273.8 359.2 624.5 135.9 9,393.3

May 780.2 3,866.1 4,646.3 1,791.7 1,845.8 8,283.8 358.2 616.2 129.0 9,387.2

June 785.0 3,875.2 4,660.2 1,798.4 1,841.0 8,299.6 401.9 604.1 122.1 9,427.6

July 782.2 3,906.9 4,689.1 1,787.6 1,853.9 8,330.6 390.2 585.9 127.4 9,434.1

Aug.* 791.7 3,945.2 4,736.9 1,798.2 1,873.0 8,408.1 388.0 600.3 125.8 9,522.2
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Table 8 The Greek contribution to the main monetary aggregates of the euro area

(outstanding amounts in million euro, not seasonally adjusted)

Source: Bank of Greece.
1 Including savings deposits in currencies other than the euro.
2 This aggregate is calculated on a consolidated basis with the other euro area countries and thus does not include domestic MFIs’ holdings of debt securities
up to two years issued by euro area MFIs.
3 As in all other euro area countries, Greece's M3 can no longer be calculated accurately, since part of the quantity of euro banknotes and coins in circulation
in each country is held by residents of other euro area countries (as well as non-euro area residents). Owing to these technical problems, the compilation of
the Greek M0, M1, M2 and M3 was discontinued in January 2003.
4 Since January 2002, banknotes in circulation are calculated on the basis of Greece’s key for subscription to the ECB’s capital, excluding the percentage (8%)
of issued banknotes assigned to the ECB.

22000055 99,207 24,768 74,439 51,783 4,416 2,728 4,875 419 163,428 12,212

22000066 100,108 26,030 74,078 69,301 2,965 1,568 5,808 490 180,240 13,377

22000077 98,837 28,290 70,547 97,548 2,261 703 7,918 -1,587 205,680 14,247

22000088 90,599 25,916 64,683 137,828 1,882 378 2,266 2,126 235,079 16,318

22000099 103,165 31,057 72,109 134,003 3,141 189 1,539 -69 241,968 19,122

22000088 Jan. 93,741 25,675 68,066 102,918 2,104 652 7,716 -1,066 206,065 14,188

Feb. 91,122 24,690 66,432 106,332 2,166 589 7,812 -456 207,565 14,518

March 93,345 27,160 66,185 107,143 2,133 593 7,807 183 211,204 14,336

Apr. 92,232 25,439 66,793 110,558 2,125 545 7,623 371 213,454 14,116

May 90,245 24,444 65,801 114,883 2,030 637 7,432 623 215,850 14,601

June 93,981 27,435 66,546 115,582 1,999 634 7,280 1,380 220,856 14,619

July 90,584 24,764 65,820 119,237 1,904 498 6,869 1,867 220,959 15,001

Aug. 89,530 24,373 65,157 124,158 1,927 477 6,775 2,219 225,086 14,835

Sept. 91,518 26,500 65,018 126,391 1,950 941 6,276 2,467 229,543 14,929

Oct. 89,051 24,845 64,206 133,716 2,036 1,082 2,993 2,182 231,060 15,941

Nov. 86,959 24,516 62,443 138,182 1,982 455 2,549 2,173 232,300 16,007

Dec. 90,599 25,916 64,683 137,828 1,882 378 2,266 2,126 235,079 16,318

22000099 Jan. 87,801 24,904 62,897 141,972 2,085 268 2,052 1,796 235,974 17,735

Feb. 87,691 24,776 62,916 142,315 2,119 277 1,852 1,635 235,889 17,848

March 88,511 24,615 63,896 141,971 2,128 225 1,486 1,533 235,854 17,945

Apr. 93,160 26,919 66,241 140,820 2,438 327 1,512 1,966 240,223 18,194

May 92,007 25,748 66,259 140,258 2,543 265 1,530 1,887 238,490 18,322

June 96,990 29,163 67,827 140,655 2,709 251 1,596 1,500 243,701 18,251

July 96,415 27,771 68,644 137,865 2,889 265 1,682 1,263 240,379 18,557

Aug. 97,942 28,580 69,362 138,050 2,967 236 1,706 1,239 242,140 18,385

Sept. 98,853 29,093 69,760 138,804 2,930 232 1,724 1,013 243,556 18,498

Oct. 97,506 27,964 69,542 137,766 3,080 226 1,656 891 241,125 18,595

Nov. 98,626 29,498 69,128 135,157 3,087 184 1,599 325 238,978 18,706

Dec. 103,165 31,057 72,109 134,003 3,141 189 1,539 -69 241,968 19,122

22001100 Jan. 100,503 28,653 71,850 130,888 3,214 174 1,500 -75 236,204 18,859

Feb. 99,124 27,983 71,141 128,366 3,138 150 1,306 -73 232,011 19,022

March 98,051 27,253 70,798 126,866 2,918 169 1,167 -75 229,096 19,111

Apr. 96,950 27,364 69,586 123,047 2,800 136 1,031 -48 223,916 19,254

May 95,559 26,934 68,625 121,701 2,872 123 966 -17 221,203 19,376

June 96,129 28,884 67,245 119,750 3,531 106 895 -7 220,404 19,640

July 93,396 26,700 66,696 118,345 3,289 138 894 2 216,064 19,839

Aug. 92,649 26,362 66,287 119,948 3,267 128 899 -9 216,882 19,732

End of 
period

Overnight deposits
Deposits

with an
agreed

maturity up
to two years

(2)

Deposits
redeemable
at notice up

to three
months1

(3)

Repurchase
agreements

(repos)

(4)

Money
market

fund
shares/units

(5)

Debt
securities
up to two

years2

(6)

Total3

(M3
excluding

currency in
circulation) 
(7)=(1)+(2)+

+(3)+(4)+
+(5)+(6)

Memo item:
Currency in
circulation4

(1)

Sight
deposits 

and current
accounts

(1.1)

Savings
deposits

(1.2)
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Table 9 Greece: deposits of domestic firms and households with OMFIs,1 by currency and type

(outstanding balances in million euro, not seasonally adjusted)

End
of period

Total
deposits

Breakdown by currency Breakdown by type

In euro
In other

currencies
Sight

deposits
Savings
deposits

Time
deposits

Source: Bank of Greece.
1 Other Monetary Financial Institutions (OMFIs) comprise credit institutions (other than the Bank of Greece) and money market funds.

22000055 156,857 135,797 21,060 22,180 79,800 54,876

22000066 173,370 151,321 22,048 23,525 77,858 71,987

22000077 197,233 173,493 23,739 25,014 73,561 98,657

22000088 227,246 200,631 26,614 21,819 67,328 138,098

22000099 237,788 217,649 20,139 26,320 75,811 135,657

22000088 Jan. 196,029 171,471 24,558 21,730 70,740 103,558

Feb. 197,402 172,633 24,769 21,120 69,152 107,129

March 200,449 176,402 24,046 23,638 68,859 107,950

Apr. 202,569 177,766 24,803 22,180 69,469 110,919

May 204,884 179,218 25,666 21,494 68,386 115,003

June 209,079 183,406 25,673 23,992 69,113 115,973

July 209,789 182,926 26,862 21,779 68,266 119,743

Aug. 213,380 183,997 29,383 21,087 67,628 124,665

Sept. 217,309 187,754 29,555 22,865 67,505 126,938

Oct. 222,016 191,243 30,772 21,220 66,784 134,011

Nov. 223,573 192,418 31,154 20,110 64,962 138,501

Dec. 227,246 200,631 26,614 21,819 67,328 138,098

22000099 Jan. 228,575 200,330 28,245 20,677 65,526 142,371

Feb. 229,135 201,123 28,011 20,830 65,570 142,734

March 230,077 205,500 24,577 20,745 66,556 142,774

Apr. 233,781 209,547 24,233 22,923 69,222 141,636

May 232,033 208,321 23,711 21,702 69,329 141,001

June 237,260 214,261 22,999 24,853 71,093 141,313

July 234,280 211,612 22,667 23,691 72,079 138,509

Aug. 236,154 212,681 23,473 24,540 72,881 138,733

Sept. 237,583 214,967 22,615 24,676 73,232 139,675

Oct. 235,263 213,527 21,736 24,091 73,104 138,068

Nov. 234,252 213,048 21,204 25,339 72,720 136,192

Dec. 237,788 217,649 20,139 26,320 75,811 135,657

22001100 Jan. 232,640 212,296 20,343 24,346 75,628 132,665

Feb. 229,361 209,743 19,618 23,904 74,853 130,604

March 227,199 208,686 18,513 23,565 74,292 129,342

Apr. 221,977 204,301 17,676 23,395 72,943 125,639

May 219,719 201,007 18,711 23,189 72,068 124,461

June 216,314 196,772 19,542 24,475 70,594 121,245

July 212,129 193,829 18,299 22,636 69,796 119,696

Aug. 212,878 193,865 19,013 22,316 69,371 121,191

STATISTICAL INTERIM.NOM.POL.10:������ 1  03-08-12  11:07  ������ 198



Monetary Policy   
Interim Report

2010 199

Table 10 Money market interest rates

(percentages per annum, period averages)

Period
Overnight

deposits1
1-month
deposits2

3-month
deposits2

6-month 
deposits2

9-month
deposits2

12-month
deposits2

Source: Bloomberg.
1 Euro overnight index average (EONIA).
2 Euro interbank offered rates (EURIBOR).

22000055 2.09 2.14 2.18 2.23 2.28 2.33

22000066 2.83 2.94 3.08 3.23 3.35 3.44

22000077 3.87 4.08 4.28 4.35 4.41 4.45

22000088 3.87 4.28 4.64 4.73 4.76 4.83

22000099 0.71 0.89 1.22 1.43 1.54 1.61

22000088 Jan. 4.02 4.20 4.48 4.50 4.50 4.50

Feb. 4.03 4.18 4.36 4.36 4.35 4.35

March 4.09 4.30 4.60 4.59 4.59 4.59

Apr. 3.99 4.37 4.78 4.80 4.81 4.82

May 4.01 4.39 4.86 4.90 4.94 4.99

June 4.01 4.47 4.94 5.09 5.23 5.36

July 4.19 4.47 4.96 5.15 5.25 5.39

Aug. 4.30 4.49 4.97 5.16 5.23 5.32

Sept. 4.27 4.66 5.02 5.22 5.29 5.38

Oct. 3.82 4.83 5.11 5.18 5.21 5.25

Nov. 3.15 3.84 4.24 4.29 4.33 4.35

Dec. 2.49 2.99 3.29 3.37 3.42 3.45

22000099 Jan. 1.81 2.14 2.46 2.54 2.59 2.62

Feb. 1.26 1.63 1.94 2.03 2.09 2.14

March 1.06 1.27 1.64 1.77 1.84 1.91

Apr. 0.84 1.01 1.42 1.61 1.69 1.77

May 0.78 0.88 1.28 1.48 1.57 1.64

June 0.70 0.91 1.23 1.44 1.54 1.61

July 0.36 0.61 0.97 1.21 1.33 1.41

Aug. 0.35 0.51 0.86 1.12 1.24 1.33

Sept. 0.36 0.46 0.77 1.04 1.16 1.26

Oct. 0.36 0.43 0.74 1.02 1.14 1.24

Nov. 0.36 0.44 0.72 0.99 1.12 1.23

Dec. 0.35 0.48 0.71 1.00 1.12 1.24

22001100 Jan. 0.34 0.44 0.68 0.98 1.11 1.23

Feb. 0.34 0.42 0.66 0.96 1.10 1.23

March 0.35 0.41 0.64 0.95 1.09 1.22

Apr. 0.35 0.40 0.64 0.96 1.10 1.23

May 0.34 0.42 0.69 0.98 1.12 1.25

June 0.35 0.45 0.73 1.01 1.15 1.28

July 0.48 0.58 0.85 1.10 1.25 1.37

Aug. 0.43 0.64 0.90 1.15 1.29 1.42

Sept. 0.45 0.62 0.88 1.14 1.29 1.42 
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Source: Bank of Greece.
1 As of May 2007, there is no bond in the market with a residual maturity close to 20 years.

Period 3-year 5-year 7-year 10-year 15-year 20-year1 30-year

22000055 2.65 2.92 3.22 3.59 3.80 3.92 4.14

22000066 3.58 3.72 3.87 4.07 4.16 4.23 4.42

22000077 4.21 4.30 4.34 4.50 4.67 – 4.81

22000088 4.27 4.51 4.54 4.80 5.18 – 5.30

22000099 3.12 4.22 4.49 5.17 5.61 5.83

22000088 Jan. 3.88 4.02 4.17 4.40 4.76 – 4.95

Feb. 3.68 3.83 4.09 4.36 4.79 – 4.99

March 3.92 4.10 4.24 4.42 4.95 – 5.16

Apr. 4.15 4.31 4.32 4.54 5.05 – 5.20

May 4.35 4.46 4.46 4.74 5.08 – 5.21

June 4.97 5.08 4.96 5.17 5.37 – 5.40

July 4.94 5.04 4.98 5.15 5.38 – 5.44

Aug. 4.53 4.64 4.63 4.87 5.15 – 5.25

Sept. 4.42 4.65 4.65 4.88 5.26 – 5.36

Oct. 3.97 4.48 4.53 4.93 5.22 – 5.26

Nov. 4.12 4.65 4.70 5.09 5.49 – 5.52

Dec. 4.28 4.89 4.76 5.08 5.67 – 5.82

22000099 Jan. 3.93 5.22 5.26 5.59 6.21 – 6.46

Feb. 3.91 5.19 5.25 5.70 6.13 – 6.26

March 4.05 5.08 5.16 5.87 6.11 – 6.28

Apr. 3.63 4.72 4.71 5.50 5.78 – 5.86

May 3.10 4.14 4.53 5.22 5.54 – 5.71

June 3.05 4.20 4.55 5.33 5.73 – 5.93

July 2.57 3.62 3.99 4.89 5.40 – 5.70

Aug. 2.52 3.41 3.77 4.52 4.93 – 5.26

Sept. 2.26 3.36 3.77 4.56 4.91 – 5.31

Oct. 2.26 3.37 3.78 4.57 4.97 – 5.39

Nov. 2.45 3.63 4.06 4.84 5.51 – 5.65

Dec. 3.72 4.67 5.01 5.49 6.10 – 6.11

22001100 Jan. 4.72 5.40 5.61 6.02 6.50 6.36

Feb. 5.92 6.30 6.21 6.46 6.58 – 6.47

March 5.51 5.84 5.83 6.24 6.45 – 6.47

Apr. 7.91 7.87 7.87 7.83 7.46 – 7.08

May 8.28 8.59 8.39 7.97 8.28 – 7.69

June 9.41 9.50 9.57 9.10 9.68 – 9.11

July 11.17 10.85 10.94 10.34 10.34 – 9.08

Aug. 11.65 11.33 11.18 10.70 10.36 – 9.00

Sept. 11.63 11.65 11.76 11.34 10.49 – 8.89 
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Table 12 Domestic MFI loans to the domestic private sector by branch of economic activity1,2

(balances in million euro)

Source: Bank of Greece
1 Including loans, corporate bonds held by MFIs, securitised loans and securitised corporate bonds.
2 As of June 2010, loans to sole proprietors are presented separately and are no longer included in credit to enterprises. Also, in June 2010, both outstanding
loans (total credit) and loans to certain branches (shipping, other business sectors, consumer credit and other loans to households) are affected by reclassifi-
cations of loans between sectors and branches due to changes in the reporting of data by banks.
3 Comprising manufacturing and mining.

22000055 149,903 81,010 2,976 17,933 21,321 4,349 34,431 - 68,894 45,420 21,825 1,649

22000066 179,452 93,576 3,185 19,515 23,712 4,800 42,364 - 85,877 57,145 26,597 2,135

22000077 215,405 111,289 3,304 21,488 27,672 5,883 52,942 - 104,116 69,363 31,942 2,811

22000088 249,661 132,458 3,856 24,873 32,985 7,032 63,713 - 117,203 77,700 36,435 3,068

22000099 253,429 133,795 3,962 23,685 33,519 7,358 65,270 - 119,635 80,559 36,044 3,032

22000088 Jan. 217,682 112,572 3,396 21,628 27,826 5,950 53,773 - 105,109 70,032 32,311 2,767

Feb. 221,161 114,445 3,552 22,122 28,101 6,208 54,462 - 106,716 70,834 33,070 2,812

March 225,312 117,396 3,585 22,455 28,955 6,308 56,094 - 107,916 71,661 33,367 2,888

Apr. 226,983 118,261 3,708 22,485 29,280 6,499 56,290 - 108,722 72,271 33,678 2,774

May 230,680 120,639 3,776 23,263 30,045 6,595 56,959 - 110,042 73,007 34,196 2,839

June 235,808 124,189 3,842 23,778 30,938 6,771 58,861 - 111,619 74,064 34,606 2,948

July 238,349 125,440 3,858 24,134 31,227 6,817 59,404 - 112,909 74,830 35,133 2,947

Aug. 240,860 127,250 3,901 24,320 31,558 6,888 60,583 - 113,609 75,204 35,483 2,922

Sept. 244,062 128,963 3,915 24,490 32,045 7,037 61,476 - 115,098 76,055 36,037 3,006

Oct. 247,990 131,808 3,967 24,774 32,314 7,024 63,729 - 116,182 76,854 36,282 3,046

Nov. 248,676 132,136 4,019 25,168 32,953 6,948 63,048 - 116,540 77,003 36,492 3,044

Dec. 249,661 132,458 3,856 24,873 32,985 7,032 63,713 - 117,203 77,700 36,435 3,068

22000099 Jan. 250,266 132,994 3,879 24,944 33,245 7,081 63,846 - 117,272 77,813 36,449 3,010

Feb. 250,438 132,951 3,933 25,001 33,454 7,148 63,415 - 117,487 78,003 36,513 2,971

March 249,960 132,575 3,827 24,491 33,708 7,154 63,395 - 117,384 78,066 36,369 2,949

Apr. 250,464 133,056 3,940 24,530 34,057 7,197 63,332 - 117,408 78,235 36,245 2,928

May 250,865 133,182 3,974 24,640 34,176 7,312 63,080 - 117,683 78,396 36,318 2,970

June 249,676 131,690 3,989 24,380 33,745 7,406 62,170 - 117,986 78,734 36,281 2,971

July 250,473 132,140 4,011 24,363 33,773 7,380 62,612 - 118,334 79,042 36,384 2,908

Aug. 250,707 132,234 3,913 24,232 33,322 7,196 63,572 - 118,472 79,145 36,445 2,883

Sept. 251,820 132,924 3,970 24,042 33,775 7,192 63,944 - 118,896 79,560 36,392 2,944

Oct. 251,378 132,633 3,987 23,886 33,454 7,172 63,934 - 118,945 79,670 36,329 2,946

Nov. 251,698 132,796 4,028 23,892 33,207 7,249 64,220 - 119,103 79,958 36,166 2,978

Dec. 253,229 133,795 3,962 23,685 33,519 7,358 65,070 - 119,635 80,559 36,044 3,032

22001100 Jan. 253,732 134,376 4,076 23,859 33,408 7,428 65,406 - 119,556 80,704 35,875 2,977

Feb. 254,737 135,285 4,063 23,926 33,183 7,512 66,401 - 119,652 80,878 35,791 2,984

March 254,623 135,155 3,987 23,934 33,203 7,639 66,191 - 119,669 81,173 35,489 3,007

Apr. 254,533 135,279 4,014 23,881 33,104 7,665 66,415 - 119,453 81,125 35,327 3,002

May 255,615 136,262 4,012 23,938 33,088 7,640 67,584 - 119,353 81,110 35,193 3,050

June 263,642 130,009 2,200 26,289 26,724 7,376 67,420 13,855 119,778 81,355 36,279 2,239

July 262,311 129,064 2,190 25,858 26,716 7,346 66,954 13,898 119,349 81,258 35,948 2,143

Aug. 262,085 128,968 2,191 25,530 26,632 7,348 67,267 13,754 119,363 81,374 35,886 2,103

End
of period

Grand
total

Firms

Sole pro-
prietors 

Individuals and private non-profit 
institutions

Total
Agricul-

ture Industry3 Trade Tourism Other Total Housing
Consumer

credit Other
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Period

Deposits by households Deposits by non-financial corporations

Repurchase
agreements 

(repos)
Overnight
deposits1,2

Savings
deposits2

Deposits with 
agreed maturity 

up to one year
Overnight

deposits2

Deposits with
agreed maturity 

up to one year

Source: Bank of Greece.
1 Weighted average of the current account rate and the savings deposit rate.
2 End-of-month interest rate.

22000055 0.91 0.88 2.23 0.60 2.09 2.00

22000066 1.02 0.98 2.86 0.79 2.81 2.67

22000077 1.22 1.14 3.95 1.03 3.94 3.70

22000088 1.25 1.17 4.87 1.09 4.48 3.93

22000099 0.63 0.56 2.74 0.50 1.65 0.68

22000088 Jan. 1.24 1.16 4.35 1.09 4.13 3.87

Feb. 1.25 1.16 4.30 1.12 4.19 3.88

March 1.25 1.17 4.42 1.06 4.44 4.01

Apr. 1.25 1.17 4.68 1.06 4.41 3.98

May 1.24 1.16 4.73 1.07 4.39 3.99

June 1.25 1.17 4.85 1.06 4.51 4.44

July 1.26 1.17 5.09 1.15 4.59 4.20

Aug. 1.26 1.18 4.99 1.13 4.69 4.22

Sept. 1.28 1.19 5.11 1.09 4.80 4.76

Oct. 1.27 1.20 5.37 1.18 4.71 4.26

Nov. 1.27 1.19 5.22 1.05 4.51 3.08

Dec. 1.24 1.16 5.36 0.96 4.36 2.52

22000099 Jan. 1.15 1.05 4.89 0.92 3.53 1.65

Feb. 0.98 0.88 3.87 0.73 2.36 1.33

March 0.79 0.74 3.25 0.58 2.03 1.11

Apr. 0.69 0.62 2.84 0.51 1.85 0.79

May 0.58 0.50 2.58 0.48 1.67 0.71

June 0.53 0.45 2.55 0.44 1.45 0.58

July 0.52 0.46 2.34 0.46 1.25 0.43

Aug. 0.50 0.45 2.24 0.40 1.12 0.34

Sept. 0.48 0.43 2.08 0.38 1.14 0.30

Oct. 0.43 0.37 2.08 0.37 1.16 0.27

Nov. 0.43 0.37 2.01 0.41 1.08 0.32

Dec. 0.43 0.37 2.10 0.35 1.18 0.34

22001100 Jan. 0.43 0.37 2.18 0.37 1.21 0.30

Feb. 0.44 0.38 2.35 0.36 1.29 0.37

March 0.43 0.38 2.61 0.38 1.61 0.42

Apr. 0.43 0.37 2.98 0.36 1.71 0.47

May 0.42 0.37 3.42 0.38 2.06 0.56

June 0.43 0.38 3.61 0.32 3.37 -

July 0.43 0.38 3.71 0.31 3.40 -

Aug. 0.44 0.39 3.66 0.32 3.11 - 
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Table 14 Greece: bank rates on new euro-denominated loans to euro area residents

(percentages per annum, period averages unless otherwise noted)

Source: Bank of Greece. 
1 Associated costs are not included.
2 Weighted average of the rates on loans to households through credit cards, on open account loans and on overdrafts from current accounts.
3 End-of-month interest rate.
4 Weighted average of the rates on corporate loans via credit lines and on overdrafts from sight deposit accounts.
5 As of June 2010, loans to sole proprietors are presented separately and are no longer included in credit to enterprises.

Period

Loans to individuals and private non-profit institutions1 Loans to non-financial corporations1,5

Loans to sole
proprietors
without an

agreed
maturity4,5

Loans
without an

agreed
maturity2,3

Consumer loans Housing loans

Loans
without an

agreed
maturity3,4

With a floating rate or an
initial rate fixation of up to

one year

With a
floating rate
or an initial
rate fixation
of up to one

year

Average
rate on

total
consumer

loans

With a
floating rate
or an initial
rate fixation
of up to one

year

Average
rate on

total housing
loans

Up to
€1 million

Over
€1 million

22000055 13.36 8.47 9.06 4.06 4.15 6.90 5.08 3.62 -

22000066 13.45 7.89 8.57 4.24 4.30 7.18 5.76 4.37 -

22000077 14.09 7.70 8.46 4.57 4.46 7.54 6.57 5.32 -

22000088 14.80 8.65 8.96 5.10 4.81 7.61 6.82 5.71 -

22000099 14.39 8.59 9.33 3.52 3.94 6.07 4.62 3.52 -

22000088 Jan. 14.48 8.09 8.49 4.61 4.39 7.50 6.66 5.48 -

Feb. 14.48 8.28 8.60 4.67 4.40 7.50 6.62 5.32 -

March 14.46 8.57 8.59 4.77 4.47 7.55 6.65 5.68 -

Apr. 14.52 8.79 8.72 4.83 4.50 7.62 6.79 5.66 -

May 14.48 8.73 8.88 4.94 4.57 7.62 6.83 5.64 -

June 14.49 8.41 8.78 5.05 4.68 7.59 6.91 5.82 -

July 14.98 9.10 9.01 5.30 4.83 7.79 7.03 6.05 -

Aug. 15.16 8.73 8.99 5.34 4.98 7.78 7.11 5.82 -

Sept. 15.15 8.77 9.08 5.45 5.03 7.94 7.24 6.04 -

Oct. 15.28 8.64 9.38 5.92 5.35 7.81 7.40 6.31 -

Nov. 15.24 8.88 9.50 5.35 5.30 7.49 6.41 5.59 -

Dec. 14.83 8.76 9.46 4.92 5.21 7.13 6.18 5.07 -

22000099 Jan. 14.81 9.15 9.82 4.55 4.97 6.66 5.45 4.24 -

Feb. 14.72 8.84 9.81 4.16 4.65 6.63 4.99 4.12 -

March 14.46 8.62 9.71 3.83 4.32 6.38 4.71 4.10 -

Apr. 14.44 9.17 9.72 3.64 4.11 6.11 4.36 3.79 -

May 14.31 8.54 9.14 3.52 3.97 6.10 4.56 3.59 -

June 14.32 7.59 8.93 3.46 3.86 6.06 4.59 3.33 -

July 14.44 8.36 9.09 3.27 3.68 5.87 4.33 3.44 -

Aug. 14.33 8.54 8.99 3.27 3.72 5.83 4.41 3.22 -

Sept. 14.31 8.43 9.25 3.19 3.57 5.82 4.44 3.23 -

Oct. 14.20 9.06 9.46 3.15 3.56 5.79 4.43 2.96 -

Nov. 14.22 8.59 9.13 3.14 3.49 5.80 4.49 2.99 -

Dec. 14.08 8.18 8.94 3.08 3.41 5.81 4.70 3.24 -

22001100 Jan. 14.05 8.69 8.96 3.05 3.44 5.72 4.52 3.23 -

Feb. 14.14 8.65 9.36 3.08 3.42 5.87 4.72 3.37 -

March 13.84 8.94 9.27 3.21 3.53 5.93 4.98 3.71 -

Apr. 13.94 8.69 9.30 3.32 3.62 6.13 5.21 3.55 -

May 13.92 8.48 9.30 3.36 3.63 6.29 5.56 3.77 -

June 14.28 10.31 9.45 3.26 3.50 5.98 5.47 3.89 8.96

July 14.29 10.88 9.78 3.54 3.78 6.33 5.74 4.73 9.07

Aug. 14.31 10.92 9.86 3.67 3.89 6.56 5.87 4.51 9.11
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