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In accordance with its Statute, the Bank of
Greece submits its Interim Report on Mone-
tary Policy 2011 to the Greek Parliament and
the Cabinet.

The decision of the 26 October Euro Summit
represents a milestone on the adjustment path
of the Greek economy. The main aim of the
agreement reached concerning Greece is to
lighten the burden of government debt and its
servicing costs, while the adoption of a new
multiannual EU-IMF support programme for
Greece is envisaged by the end of 2011.

About a year ago, the Bank of Greece con-
sidered that the debt could be sustainable. The
Bank based its assessment on two assump-
tions: (a) full attainment of the fiscal targets
that had been set ―indeed, the Bank strongly
encouraged the overachievement of those tar-
gets, wherever possible― and (b) a substantial
improvement in competitiveness. In the event,
however, the interrelated effects of a sharper-
than-expected decline in crucial sectors of eco-
nomic activity, an undershooting of the fiscal
targets and delays in implementing structural
reforms undercut earlier assessments about
debt sustainability.

The new opportunity provided to Greece
under the agreement of 26 October may well
be the last. The country must avoid any further
delay or deviation from targets at all costs. At
the same time, all efforts need to focus on
overshooting the targets. The present juncture
is the most critical period in Greece’s post-war
history. What is at stake is whether the coun-
try is to remain within the euro area in the
future. Effectively, Greece is faced with a
choice between:

— an uncontrolled downward spiral that
would wipe out the achievements that have
been attained since the restoration of democ-
racy in 1974, drive the country out of the euro
area and set Greece’s economy, standard of
living, society and international standing back
many decades;

or
— an all-out effort within the euro area, in
close cooperation with our European partners
and the international community, to mitigate
shocks, shorten ―to the extent possible― the
difficult and long adjustment period, and lay
solid foundations for the restructuring of the
economy and reestablishment of sustainable
growth.

Clearly, the latter entails costs. Incomes will
decline and groups enjoying protection and
privileges will become exposed to competition.
However, the overall cost to society will be
lower than otherwise in the medium term, and
the long-run benefits will be higher than will
be the case under the former option.

**  **  **

The new government is called upon to imple-
ment the agreement of 26 October consis-
tently, promote the policy measures stemming
from it, and lead the country to elections in
due course. The recent political uncertainty
created additional problems for the economy
and the banking system. In order to safeguard
financial stability, it will be necessary for the
coalition government to exert strong and
effective leadership, so that it can implement
the policies required to ensure Greece’s future
within the euro area.

The first task of the new government is to
restore confidence, which has been dealt a seri-
ous blow. However, in order to consolidate
confidence in the prospects of the economy,
the convergence of political forces reflected in
the formation of the new government must
become more substantive. Moreover, for the
government to succeed, and the will of the cit-
izens to be genuinely expressed in the upcom-
ing elections, the true state of the economy and
the international context must be described
with utmost candour, possible solutions must
be clearly analysed, and the costs and benefits
of each option must be explained cogently.

**  **  **

To the Greek Parliament
and the Cabinet
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The size of the fiscal adjustment achieved in
2010 was substantial. Despite delays, a num-
ber of noteworthy structural reforms were
implemented, most importantly the reform of
the social security system. However, the situ-
ation remains critical. Thus far, the pace and
degree of policy implementation have failed to
convince both the markets and the general
public that Greece is on the road to achieving
the goals set. This “credibility deficit” has its
roots mainly in the fact that economic policy
has often been conducted in a piecemeal man-
ner, indecisively, with backtracking and delays,
and following rather than leading develop-
ments. Thus, depending on the case:

••  Measures that would move the economy in
the desired direction lose impetus in their
implementation, thus failing to deliver the
expected results in full.

••  The preparation and planning of measures
do not adhere to the timetable laid down, thus
making it necessary to search for last-minute
“magic solutions”.

••  There is a resurgence of outdated attitudes
and behaviour, which treat certain issues as non-
negotiable if vested interests are threatened.

••  “Horizontal”, i.e. indiscriminate and
across-the-board, approaches are used to cur-
tail public spending, while the mechanisms
that are inherently cost-generating remain
untouched; this outcome prevails because
public administration is unable to work out
targeted solutions, which would be more effec-
tive and socially more equitable.

If we are to succeed where we have so far
failed, it is necessary to eliminate this “confi-
dence deficit” caused by, on the one hand,
indecision and backtracking on economic pol-
icy and, on the other, social tensions fuelled by
the illusion that a return to the policies of the
past is possible.

Although it has often been argued that the
deepening of the recession in 2011 and its pro-

jected continuation into 2012 are due to the
impact on aggregate demand of the contrac-
tionary fiscal adjustment, international expe-
rience and numerous empirical studies have
shown that a restrictive fiscal policy can have
expansionary effects over the medium to long
term, particularly in countries with very high
levels of government debt. The negative
macroeconomic impact of fiscal adjustment
can be minimised and a country can return to
growth faster if adjustment focuses on cutting
primary expenditure ―excluding investment
spending― on a permanent basis and if the
programme is implemented with determina-
tion, thus affecting positively households’ and
businesses’ expectations.

Such conditions, however, are not satisfied,
which explains why confidence has not recov-
ered and the “credibility deficit” is growing.
The fall in domestic demand and the economic
contraction are disproportionately large in
comparison to the magnitude of fiscal adjust-
ment, precisely because the prevailing climate
and expectations prevent economic recovery
and the emergence of a “confidence effect”.

In these circumstances, the recession is deep-
ening:

— GDP should fall by about 5.5% or some-
what more in 2011. Recession is expected to
continue into 2012, with GDP contracting by
around 2.8%, while recovery is now expected
in 2013, with GDP growth that year projected
not to be higher than 1%. With exports of
goods and services expected to rise this year
and with imports having appreciably declined,
the external sector should make a positive con-
tribution to the change in GDP, though not yet
sufficient to markedly mitigate the recession.

— The average decline in employment should
be of the order of 5.5% this year, and the aver-
age unemployment rate is projected to come
close to 17%; it may exceed 18% in 2012.
These developments may have serious impli-
cations for social cohesion. They also imply a
loss of human capital and the stock of skills
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and knowhow; coupled with a reduction in the
stock of fixed capital as a result of the crisis,
they make the pursuit of policies for recovery
and growth even more imperative.

**  **  **

On the positive side, however, there are some
encouraging signs, suggesting that in the midst
of the crisis some underlying positive dynam-
ics have been set in motion; provided they con-
tinue, these could lead to a significant restruc-
turing of the economy over the medium term.
These dynamics include the following:

— Reduced dependence of growth on
domestic demand and a positive, albeit small
(for the time being), contribution of the exter-
nal sector.

— Partial recovery of the large losses in cost
competitiveness recorded in 2001-2009. Three
fifths of the large cumulative loss in compet-
itiveness (as measured on the basis of relative
unit labour costs) over the nine years from
2001 to 2009 are expected to be recovered, fol-
lowing the improvement (actual and expected)
in 2010-2012. If this improvement in compet-
itiveness is to prove sustainable, it will also
have to be underpinned by productivity gains,
stemming from structural reforms in product
and labour markets.

— Changes in the structure of employment,
with job creation shifting to the more pro-
ductive businesses and branches of activity.
Available data show that, while the number of
employees in private sector enterprises with
less than 20 employees decreased, the number
of employees in those with over 50 employees
rose. At the present time, these businesses
effectively constitute the only option for job-
seekers.

— Greater flexibility in the labour market,
which can act as an antidote to unemployment.
The tendency to adopt more flexible forms of
employment, already apparent in the labour
market, is also expected to become stronger,

facilitated by the new provisions legislated in
October, and will have positive effects on
employment and productivity.

**  **  **

Developments in the international environ-
ment have contributed to the uncertainty in
Greece. In the world economy, the major risks
relate to uncertainty regarding the unfolding
of the sovereign debt crisis in the euro area
peripheral countries and the sustainability of
the US government debt, as well as the diffi-
culty of striking a balance between necessary
fiscal adjustment and policies to stimulate eco-
nomic activity, at a time that unemployment
rates remain high in many advanced
economies. The risks associated with the sov-
ereign debt crisis pose a threat to financial sta-
bility, in Europe and beyond.

In early November, the European Commission
published a marked downward revision of its
macroeconomic projections for the euro area
in 2012. At the policy level, efforts focus on
developing a comprehensive framework of
rules to deal with the impact of both the global
financial crisis and the sovereign debt crisis, as
well as to strengthen economic governance.
The new framework will imply long-term com-
mitments by all Member States, notably on fis-
cal discipline and the improvement in com-
petitiveness – i.e. precisely the two major chal-
lenges that Greece has, in any case, to face.

The policy pursued by the ECB is contribut-
ing decisively to maintaining price stability and
financial stability in the euro area, thereby
helping to counter the effects of the crisis. This
is achieved both through the interest rate pol-
icy and through open market operations
injecting liquidity to credit institutions, as well
as the Securities Markets Programme. These
actions are essential for the provision of liq-
uidity to credit institutions, operating inter
alia in Greece, which have been shut out of the
interbank market.

**  **  **



The challenges for the Greek banking system
became more pressing in 2011. The deterio-
ration in overall macroeconomic conditions
and heightened uncertainty weighed heavily
on deposits and the quality of banks’ loan
portfolios, leading to the continued inability
of banks to draw funds from the interbank
market. In addition, in the first half of the
year, bank balance sheets were further bur-
dened by the impact of the loss in the market
value of Greek government bonds, while a fur-
ther loss is expected to be recorded in banks’
annual results.

Against this background, the stability of the
banking system has come under strong pres-
sure and banks need to urgently strengthen
their capital base, restructure their balance
sheets and redefine their business models. The
creation of larger and stronger institutions is
a necessary choice in the context of the ongo-
ing restructuring of the banking system and
will allow banks to successfully provide finan-
cial intermediation, thereby contributing to
the reconstruction of the economy.

By the end of June 2011, capital adequacy
ratios (CAR) had declined, mainly due to the
impact of increased provisioning on regulatory
capital, in view of the private sector involve-
ment (PSI) associated with the initial agree-
ment of 21 July. Moreover, given the contin-
ued deterioration in the economic environ-
ment and the effect of the write-downs on
Greek government bonds following the
recent decision of the Euro Summit, further
substantial recapitalisation of the banking sys-
tem is necessary. In addition, banks may be
required to further raise capital once the diag-
nostic assessment of their loan portfolios, cur-
rently under way, is completed.

The diagnostic assessment of banks’ loan port-
folios being conducted will trace loan repay-
ment dynamics, taking into account the great
challenges posed by the recession. It will help
banks to adjust their capital and provisions
accordingly. Over the medium term, the
results of the diagnostic assessment are

expected to have a positive effect on the abil-
ity of Greek banks to access markets. Indeed,
it may make it easier for them to return to the
markets sooner.

A very positive development was the adoption
of Law 4021/2011, introducing enhanced bank-
ing supervision and bank resolution measures.
The law provides new options for managing
and effectively addressing vulnerabilities in
individual credit institutions. Most impor-
tantly, it provides options for preventing a dis-
turbance in one bank from evolving into a sys-
temic disturbance. The aim is to safeguard
financial stability and ensure, to the extent
possible, the uninterrupted flow of credit to
the real economy through the banking system.

Today, banks remain shut out of the global
markets and face the consequences of their
shrinking deposit bases and the decline in value
(or even ineligibility) of their collateral used to
obtain refinancing from the Eurosystem. In the
first half of 2011, the overall effect of these fac-
tors was a squeeze on bank liquidity. The main-
tenance of the Eurosystem’s liquidity-providing
measures, along with the liquidity-support
measures taken at the domestic level, helped to
mitigate these pressures, preventing a credit
crunch. It is important to note that in the first
half of 2011 the year-on-year rate of decline in
private sector financing (-1.2%) was very small
compared with the rate of contraction in nom-
inal GDP (-6.2%).

Without these liquidity support measures,
banks would have been forced to deleverage
rapidly, thus substantially reducing credit to
the economy, which would in turn have led to
an even deeper recession.

Banks are expected to benefit in the immedi-
ate future from the implementation of the
commitment of the Heads of State or Gov-
ernment of the euro area and the EU institu-
tions to provide credit enhancement to be
used by Greek banks in the Eurosystem’s 
liquidity-providing operations during the
Greek government bond exchange period.
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Furthermore, apart from the Eurosystem’s
standard operations, since August the Bank of
Greece has also provided exceptional funding
to credit institutions to compensate for the
withdrawal of deposits by the private and pub-
lic sector and for the decline in the value of col-
lateral eligible for monetary policy operations.

**  **  **

Following the decisions of 26 October, the new
government must demonstrate that the coun-
try will fully honour its commitments, i.e. the
programme of fiscal adjustment and structural
reforms. However, in order to convince the
markets and the general public, the country’s
strategy must be drawn up with a keen sense of
responsibility and over a medium-term hori-
zon. Restoring confidence in the prospects of
the Greek economy is the only way to shorten
the length of the recession, create the condi-
tions for economic recovery and take advan-
tage of the results of the decisions of 23 and 26
October.

There are two national objectives which we
must now pursue at all costs:

First, to generate primary surpluses at higher
rates than currently projected on the general
government accounts.

Second, to speed up recovery and then achieve
higher rates of growth in the years to come.

If we overshoot the fiscal adjustment targets,
with an emphasis on expenditure reduction,
and if, at the same time, recovery begins,
thereby reversing the pessimistic projections
for growth, it will be possible to reduce the
debt-to-GDP ratio to levels below the present
target of 120% and, in fact, to do so sooner
than currently projected (i.e. earlier than
2020). If this happens, the climate could
improve dramatically and a virtuous circle of
growth would be set in motion.

We therefore need a strategy that fulfils cer-
tain conditions:

11..  aims to change the conditions that generate
problems. To this end, fiscal adjustment should
go hand-in-hand with the rapid modernisation
of the state and public administration;

22..  steadfastly adheres to the targets set, con-
tinuously reaffirms them and stresses Greece’s
fundamental commitment to address the cur-
rent crisis from within the euro area;

33..  fully respects the timetables/schedules set;

44.. overshoots, where possible, the initial targets;

55.. secures the broadest possible social and
political consensus;

66..  produces, the earliest possible, tangible
proof of the will to proceed rapidly with the
implementation of this policy, e.g. by creating
primary surpluses in the near future which rise
over time, promoting major privatisations as
soon as possible, attracting investors to ensure
the better use of state assets (with the poten-
tial to create income and jobs), and closing
down without delay those public sector enti-
ties which do not provide useful services;

77.. mobilises resources available from the EU
structural funds to re-launch major public
investment projects; and

88..  convinces investors that the economy will
operate under a new framework which will
ensure effective competition and the smooth
functioning of markets, while favouring pro-
ductivity.

In order to bolster the credibility of the fiscal
adjustment programme, clear and positive
messages must be provided that, this time,
decisions will be implemented in full. This
highlights the need for (a) specific pro-
grammes for each ministry and area of gov-
ernment action; (b) coordination of individual
programmes by an effective central mecha-
nism; (c) strong and steadfast political will,
expressed through concrete actions in the var-
ious policy areas; (d) measures to increase the
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efficiency of public administration; and (e)
close cooperation with the European Com-
mission technical assistance task force.

**  **  **

Mitigating the recession and ensuring the
fastest possible return of the economy to pos-
itive rates of growth call for a reversal of the
economic climate and sharp progress with fis-
cal adjustment, which would provide a clear
message that the economy is in a position to
recover. At the same time, it is necessary to
encourage private business activity, which has
been strongly hit by the negative effects of
reduced demand, lower competitiveness,
weakening credit expansion and a heavier tax
burden.

The Bank of Greece has argued that there is
no room for further increasing the tax burden
on businesses and households and that the
policy for achieving the necessary increase in
revenues should focus on capturing tax eva-
sion. A further rise in the tax burden on those
who already pay their taxes would not only
exacerbate the recession, but would also prove
counterproductive, i.e. it would reduce rather
than increase revenue.

This factor must be a prime consideration in
the formulation of the new legislative frame-
work on taxation. That framework must avoid
imposing new burdens, especially on those
presumed to be honest taxpayers. It must also
clearly describe the conditions – the first and
foremost being progress with fiscal consoli-
dation – under which the tax burden borne by
honest taxpayers can be lightened.

A reversal of pessimistic expectations about
the future of the economy, so as to stop the
outflow of deposits, encourage households to
consume and enterprises to invest, and foster
exports, requires, among other things, the fol-
lowing:

••  modernisation of the state and public
administration;

••  creation of conditions for the effective oper-
ation of competition in markets for goods and
services;

••  rapid progress towards rationalising the reg-
ulatory environment of product markets;

••  bringing network services up to date, which
is necessary for increasing productivity and
attracting foreign investment; and

••  promoting structural changes in the labour
market in an orderly manner, on the basis of
the new arrangements legislated in 2010-2011.

As the rate of credit expansion to the private
sector remains negative and the decline in
household income and business profits con-
tinues, economic recovery – and subsequently
growth – can initially be financed through the
following sources:

••  the faster disbursement of funds under the
National Strategic Reference Framework, in
cooperation with the task force on technical
assistance set up by the European Commis-
sion; and

••  the implementation of the programme for
privatisation and effective use of state prop-
erty, which can become an important channel
for attracting foreign capital and importing
know-how and technology.

**  **  **

The long effort to adjust and reform the econ-
omy rests on two pillars – first, achieving fis-
cal consolidation and adjustment and, second,
improving competitiveness and changing the
production model.

Most analysts recognise that Greece has sev-
eral potential competitive advantages that are
important and relate to both its geographical
position and, inter alia, its natural and human
resources – such as renewable energy sources,
specific minerals, climate, natural environ-
ment and ancient monuments, availability of
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highly-skilled workforce and an aptitude for
entrepreneurship. However, at the current
juncture, these advantages have been largely
untapped.

This is mainly due to two factors:

••  First, the “credibility deficit”. As long as
Greece is viewed as an example of fiscal
derailment and its ability to make further sub-
stantial progress towards fiscal consolidation
and economic recovery is under question,
attracting foreign investment (and know-how)
in order to utilise potential advantages will
remain difficult or will only be possible on
unfavourable financial terms. The same lack
of incentives also relates to domestic invest-
ment initiatives – although there exist some
important examples of Greek enterprises that,
in extremely adverse conditions, have taken
initiatives and scored successes in foreign mar-
kets.

••  Second, delays and underachievement in
promoting and implementing reforms that
would facilitate the efficient functioning of
product and labour markets, speed up recov-
ery and restore conditions for a sustainable
improvement in competitiveness and steady
growth. In this case too, negative conse-
quences are the same.

Underlying the above two factors is the “great
patient”, namely the operation of the state and
public administration, which reflects and, at
times, favours corporatist compromises and
promotes corruption, the sweeping of prob-
lems “under the rug” ad infinitum, and the
undermining of solutions proposed. The fact
that the functioning of the state apparatus has

not risen up to the challenge has had extremely
large negative consequences.

For the adjustment programme to move for-
ward, both of its pillars ―fiscal consolidation
and improvements in competitiveness― must
be achieved at the same time, in order to deal
with the vicious circle of depression-fiscal con-
traction-uncertainty, support economic recov-
ery and consolidate growth prospects. This is
the only way to demonstrate conclusively that
the country is creditworthy. For this to occur,
a detailed and binding Action Plan for
Growth, as suggested by the Bank of Greece,
is needed. If the policies are properly specified
in the Action Plan (in order to ensure their
effectiveness and internal coherence) together
with social justice, then society’s confidence
can increase, and social and political dialogue
―instead of turning out to be a “dialogue of
the deaf” or a “war of all against all”― could
become a meaningful and constructive dia-
logue focused on a socially equitable and, at
the same time, more efficient allocation of the
sacrifices that are urgently necessary to exit
the crisis, also signalling the prospect of future
benefits.

Such a road map could lead us, through an
arduous but fruitful effort undertaken by all
society, to the exit from today’s severe crisis and
secure the country’s place within the euro area.

Athens, November 2011

George Α. Provopoulos

Governor
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1 THE GREEK ECONOMY IS GOING THROUGH
A NEW, EXCEPTIONALLY CRITICAL PHASE

The Agreement of 26 October

The decision of the 26 October Euro Summit
represents a milestone on the adjustment path
of the Greek economy that began in 2010. The
main aim of the agreement concerning Greece
was to lighten the burden of government debt
and its servicing costs, so as to facilitate eco-
nomic recovery and restructuring, and the tran-
sition to a new growth path that would ensure
access to markets in the future. This decision
envisages the adoption of a new multiannual
EU-IMF support programme for Greece by the
end of 2011, as well as enhanced programme
monitoring and implementation mechanisms.

The new agreement revises the previous one of
21 July, mostly with regard to the voluntary par-
ticipation of the private sector in the bond
exchange, with a nominal discount of 50% on
notional Greek debt held by private investors.
The Member States of the euro area would con-
tribute to the private sector involvement pack-
age the amount of 30 billion euro, while the
official sector would provide additional financ-
ing of up to 100 billion euro until 2014. On the
basis of the provisions in the agreement, the
debt would fall to 120% of GDP by 2020.

Adverse domestic developments led to a revision of
estimates on the dynamics of government debt and
to the new agreement

About a year ago, the Bank of Greece consid-
ered that a debt restructuring/haircut was not
necessary. The Bank based its assessment on
(a) the full attainment of the fiscal targets that
had been set ―indeed, the Bank strongly
encouraged the overachievement of those tar-
gets, wherever possible― and (b) a substantial
improvement in competitiveness. Presently,
however, the increased involvement of the pri-
vate sector in the effort to reduce government
debt, as envisaged in the decision of 26 Octo-
ber, is proven inevitable following the signifi-
cant deterioration in crucial economic sectors:

••  The fiscal targets set in the 2011 Budget are
not expected to be met, while the draft 2012
Budget also anticipates deviations from the
revised targets set in the Medium-Term Fiscal
Strategy Framework.

••  No progress has been made in implementing
privatisations.

••  Structural reforms in the government sector
and with regard to the operation of markets
have not progressed satisfactorily.

••  There has been no tangible proof of a strong
will to implement reforms, such as a faster
progress in achieving primary fiscal surpluses and
launching more radical structural reforms, which
would strengthen the capacity of an economy to
grow and thus reduce the “confidence deficit”,
improve expectations and, most of all, prevent
the economy from falling into deep recession.

Deviations and delays overturned the assump-
tions underpinning the decision of the Summit of
21 July and, most of all, undercut earlier assess-
ments on the dynamics and sustainability of the
Greek debt, as the numerator in the debt/GDP
ratio was growing faster, while the denominator
declined further because of the recession, which
was sharper and longer than expected.

Last opportunity to save the country and lay the
foundations for sustainable growth

The arrangements of 26 October brought
about a significant reduction in the debt and,
under certain conditions, could put debt
dynamics under control. This is a significant
fact that can have a stabilising effect and
improve expectations. It should be reminded,
however, that also in the past (after the Mem-
orandum was entered into, in May 2010) there
has been a series of favourable arrangements
for the debt, which did not produce the
expected results, as the response from the
Greek side has not been appropriate. Hesita-
tion in undertaking the necessary actions did
not allow to put the facilities provided by these
favourable arrangements into good use, thus
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multiplying the economic and social cost of
efforts made and drained confidence in the
future of the economy.

TThhee  nneeww  ooppppoorrttuunniittyy  pprroovviiddeedd  ttoo  GGrreeeeccee  uunnddeerr
tthhee  aaggrreeeemmeenntt  ooff  2266  OOccttoobbeerr  mmaayy  wweellll  bbee  tthhee
llaasstt..  TThhee  ccoouunnttrryy  mmuusstt  aavvooiidd  aallll  ffuurrtthheerr  ddeellaayyss  oorr
ddeevviiaattiioonnss  ffrroomm  tthhee  ttaarrggeettss  aaggrreeeedd  uuppoonn  aatt  aallll
ccoossttss;;  eevveerryy  ppoossssiibbllee  eeffffoorrtt  nneeeeddss  ttoo  ffooccuuss  oonn
oovveerrsshhoooottiinngg  tthhee  ttaarrggeettss.. The present juncture
is the most critical period in Greece’s post-war
history. WWhhaatt  iiss  aatt  ssttaakkee  iiss  wwhheetthheerr  tthhee  ccoouunnttrryy
iiss  ttoo  rreemmaaiinn  wwiitthhiinn  tthhee  eeuurroo  aarreeaa  iinn  tthhee  ffuuttuurree..
This is why it is no longer possible to ignore
reality, which confronts us in the most urgent
way with the following dilemma:

― an uncontrolled downward trajectory that
would wipe out all that has been achieved since
the restoration of democratic rule in 1974,
drive the country out of the euro area and set
Greece’s economy, standard of living, society
and international standing back many decades;
or
― an all-out effort within the euro area, in close
cooperation with our European partners and
the international community, to mitigate shocks,
shorten ―to the extent possible― the difficult
and long adjustment period and lay solid foun-
dations for the restructuring of the economy
and reestablishment of sustainable growth.

Clearly, the latter option entails costs.
Incomes will decrease and certain groups that
enjoyed protection and privileges will be
exposed to competition. However, the overall
cost to society will be lower than otherwise in
the medium term, and the long-run benefits
will be higher than would be the case under the
former option, given that:

••  The economy will be freed from dysfunctions
and rigidities, while a more rational operation
of the economy will create the conditions for
sustainable growth;

••  Greece will remain within the European
Union and the euro area, participating in the
processes forming their future course.

The implementation of the necessary policies
requires a strong and effective government

The decision of the Euro Summit of 26 Octo-
ber clarifies the basic orientations and targets
regarding the financing of the Greek economy
in the next few years, thereby lifting a signifi-
cant cause of uncertainty.

However, in order to establish a firmly positive
environment, the decision on the broad ori-
entations should be specified and effectively
implemented in all its aspects. This entails long
negotiations on individual crucial issues, such
as the involvement of banks in the programme
and the commitments to be undertaken in the
context of the new loan agreement to be
drafted by the end of the year.

The new government that took office on 11
November is called upon to implement the
agreement of 26 October consistently, promote
the policy measures stemming from it and, in
due course, lead the country to elections. This
is particularly important for the banking sys-
tem as well, which showed resilience in the past
two years to the uncertainty deriving from the
debt crisis. The recent political uncertainty cre-
ated additional problems for the economy and
the banking system. In order to safeguard
financial stability in this challenging environ-
ment, it will be necessary for the coalition gov-
ernment to exert strong and effective leader-
ship, in order to implement the policies
required to ensure Greece’s future within the
euro area.

The new government resulted from an agree-
ment between three political parties in view of
possible undesirable developments that
seemed inevitable a few days earlier. Thus, the
first task of the new government is to prevent
such an eventuality and restore confidence,
which has been dealt a serious blow. The fact
that it is supported by a wide range of politi-
cal forces is a prima facie positive development
that can have a favourable effect on the con-
fidence level in Greece and abroad.
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However, in order to consolidate confidence in
the prospects of the economy, the convergence
of political forces reflected in the formation of
the new government must become more sub-
stantive and last beyond the planned election.
The upcoming period should be a time of
reflection, realistic assessment of the potential
of the economy and search for the optimal
long-term choices. It would be useful if polit-
ical debate was carried out in the terms of the
future instead of the terms of the past, as this
is what led us to the current distressing situa-
tion. There is one condition for the govern-
ment to succeed and for the will of the citizens
to be expressed authentically in the next elec-
tion: the true state of the economy and the
international context must be described with
utmost candour, possible solutions must be
clearly analysed, while the costs and benefits of
each option must be explained cogently.

**  **  **

2 HAS THE MEMORANDUM FAILED OR HAS IT
BEEN IMPLEMENTED FRAGMENTARILY?

The Memorandum of May 2010 and its ensu-
ing updates aim at contributing to the objective
of exiting the crisis with the lowest possible
losses, by securing necessary financing. The
obligation of Greece was and still is to restore
fiscal balance in a relatively short time and to
carry out radical reforms, which will facilitate
a sustainable fiscal consolidation and help
change the model of production through a
competitive and outward-oriented economy.

Today, seventeen months later, the capacity of
the economy to soon return to a virtuous cir-
cle has not been ensured given that:

••  Recession has been sharper and longer than
expected.

••  Medium-term forecasts for growth have
been revised downwards.

••  The dynamics of government debt remain
unfavourable, since the increase in receipts and

the decrease in expenditure lag markedly
behind the targets set.

••  Social unrest heightens, which increases
uncertainty.

As a consequence of the above, pessimistic
expectations have been strengthened, which
exacerbates recession and undermines the
prospects of recovery.

The responsibility for implementing policies to pro-
mote the goals set by the Memorandum lies with
the Greek government

All the above result from Greece’s failure to
implement, in a timely manner and to the
required extent and depth, those policies that
would effectively promote the targets set in the
financial support agreement. The size of fiscal
adjustment achieved in 2010 has been
unprecedented in developed countries. Mean-
while, despite delays, a number of noteworthy
structural reforms were implemented, the most
important of which was the reform of the social
security system. However, the situation
remains critical.

The most serious problem is that, up to now,
the implementation of economic policy has
failed to convince the markets and the citizens
that Greece is on the road to achieving the
goals set. This “credibility deficit” has its roots
mainly in the fact that economic policy has
often been conducted in a piecemeal manner,
indecisively, with backtracking and delays, and
following rather than leading developments.
Thus, depending on the case:

••  Measures that would move the economy in
the desired direction lose impetus in their
implementation, thus failing to deliver the
expected results in full.

••  The preparation and planning of measures
do not adhere to the timetable laid down, thus
making it necessary to search for last-minute
“magic solutions”.



••  There is a resurgence of outdated attitudes
and behaviour, which treat certain issues as non-
negotiable if vested interests are threatened.

••  “Horizontal”, i.e. indiscriminate and across-
the-board, approaches are used to curtail pub-
lic spending, while the mechanisms that are
inherently cost-generating remain untouched;
this outcome prevails because the public
administration is unable to work out targeted
solutions, which would be more effective and
socially more equitable.

3 THE “CONFIDENCE DEFICIT” IS EXACERBATING
RECESSION

If we are to succeed where we have so far failed,
it is necessary to convince both markets and the
citizens that we will exit the crisis, that the tar-
gets will be met. In other words, it is necessary
to eliminate the “confidence deficit” caused by
the weaknesses of economic policy and the
social tensions fuelled by the illusion that a
return to the policies of the past is possible.

It has often been argued that the deepening of
the recession in 2011 and its projected con-
tinuation into 2012 are due to the impact of
the contractionary fiscal adjustment on
aggregate demand. Although this approach
overlooks the fact that the economy had
already entered recession in 2009 ―that is dur-
ing a period of fiscal relaxation― this is cer-
tainly a valid issue, at least in the short term.
However, a restrictive fiscal policy is not by
definition bound to have contractive effects.
International experience and numerous
empirical studies have shown that a restrictive
fiscal policy can have expansionary effects over
the medium to long term, particularly in coun-
tries with very high levels of government debt.
In particular, the negative macroeconomic
impact of fiscal adjustment can be minimised
and Greece can return to growth faster if the
programme implemented is considered by
households and firms as a credible one, which
would have a positive impact on expectations.
For this to happen, adjustment should focus on

cutting primary expenditure ―excluding
investment spending― on a permanent basis
and the programme should be implemented
with determination, so that its success can be
considered certain.

Expectations play a crucial role

Such conditions, however, are not in place,
which explains why confidence has not recov-
ered and the “credibility deficit” is growing.
The domestic economic climate is undergoing
an almost continuous decline and the con-
sumer confidence index reached a historic low
in 2011. Negative expectations deter private
investment and restrict current consumption by
reducing the present value of the expected
available income. Outside Greece, the “confi-
dence deficit” has led to successive downgrades
of Greece’s credit rating, a sharp rise in inter-
est rate margins on government bonds, while
the economy’s capacity to overcome the pres-
ent crisis has been put into question repeat-
edly. On the basis of the above, it can be said
that lower domestic demand and economic
recession are disproportionately large in com-
parison with the magnitude of fiscal adjust-
ment. This is so precisely because the eco-
nomic climate has worsened and business and
consumer expectations have declined to a very
low level, thus contributing significantly to the
high drop in domestic demand. The prevailing
climate and expectations prevent economic
recovery and the emergence of a “confidence
effect” (see Box Ι.1 below). In these circum-
stances, recession is deepening.

4 MORE UNFAVOURABLE THAN EXPECTED 
ECONOMIC DEVELOPMENTS

Deeper recession in 2011 – Uncertain perspectives

After the publication of data on the second
quarter of 2011, the initial forecast for a 3.8%
decline in GDP included in the Updated Mem-
orandum of July 2011 proved to be unrealistic.
According to the latest estimates of the Min-
istry of Finance and the European Commis-
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sion, GDP is expected to decline by about 5.5%
in 2011, while a somewhat higher deceleration
cannot be ruled out. The recession is
expected to continue into 2012, with GDP con-
tracting by around 2.8%, while recovery is now
expected in 2013, with GDP growth projected
to be not more than 1%. The worse-than-
expected recession, negative forecasts for 2012
and a more remote prospect of recovery not
only enhance uncertainty, but also negatively
affect fiscal aggregates and debt dynamics.

The external sector is expected to make a positive
contribution, though not sufficient to mitigate
recession

On the domestic demand side, lower GDP is
also associated with private and public con-
sumption, which are estimated to decline in
2011 by around 6% and 8%, respectively, and
with fixed capital formation, which is expected
to decline by more than 15%. Exports of goods
and services experienced a small decrease ―on
a national accounts basis― in the first half of
the year (exports of goods increased), yet they
are expected to increase over the year as a
whole. Thus, as imports have declined appre-
ciably at the same time, the external sector
should make a positive contribution to the
change in GDP, though not yet sufficient to
markedly mitigate recession.

Rising unemployment

Economic recession entails great job losses
(5.5% decrease in total employment on aver-
age this year). This, combined with the large
number of the long-term unemployed, led to
an increase in the number of the unemployed
to an average of 802,000 in the first half of
2011. In fact, in August 2011 employment fell
by 364,000 compared to August 2010 (-8.3%),
while the number of the unemployed surged to
908,000 (18.4% of the workforce). According
to Bank of Greece estimates, average unem-
ployment in 2011 would reach 17%. Taking
into account the latest GDP forecasts, unem-
ployment would rise further to more than 18%
in 2012.

The disuse or loss of productive potential is dan-
gerous

The significant rise in unemployment and the
loss of jobs could have serious implications for
social cohesion, while they also imply a loss of
human capital and the stock of skills and
knowhow. These developments, coupled with
a reduction in the stock of fixed capital as a
result of the crisis, make the pursuit of policies
for recovery and growth even more imperative.

5 RESTRUCTURING TRENDS ARE EMERGING

The aim of the efforts made since May 2010,
in addition to fiscal adjustment, is to change
the Greek model of production mainly by
improving competitiveness and strengthening
the outward-orientedness of the economy, so
as to mitigate the high dependency on domes-
tic demand. Signs of such change in the eco-
nomic structure1 have already emerged, but
they are not yet strong enough. Indeed, in the
midst of the crisis some underlying positive
dynamics have been set in motion; provided
they continue, these could lead to a significant
restructuring of the economy over the
medium term. For the time being, there is no
strong evidence of such change to plausibly
expect a permanent improvement soon. But
these changes should be fostered and encour-
aged, as the success of the ongoing efforts will
depend decisively on how fast they will be
implemented.

In this regard, the following should be pointed
out:

••  The reduced dependence of growth on
domestic demand and a positive, albeit small
for the time being, contribution of the exter-
nal sector, with increased exports and lower
propensity to consume imported goods.
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11 See also P. Mylonas and N. Magginas, “First signs of economic
rebalancing, but high uncertainty and a tough fiscal program slow
the adjustment process”, National Bank of Greece, Greece – Eco-
nomic & Market Analysis, October 2011.



••  A partial recovery of the large losses in cost
competitiveness recorded in the past decade.

••  Changes in employment structure, with job
creation shifting to the more productive busi-
nesses and branches of activity.

••  Greater flexibility in the labour market,
which can act as an antidote to unemployment
(despite the fact that the already enacted insti-
tutional changes that could promote flexibility
are not fully used yet).

The contribution of the external sector and the
improvement of competitiveness

As already mentioned, the external sector made
a positive contribution to GDP in the past two
years, contrary to what happened in the pro-
longed earlier period, when GDP growth relied
solely on domestic demand, i.e. mostly on con-
sumption and ―in certain periods― on invest-
ment. If the lower propensity to consume
imported goods (because of the policies pursued
up to now) becomes a more permanent feature
of current consuming patterns of households
and, at the same time, if exporting activity and
substitution of imported goods are strength-
ened, a significant structural change will be pro-
moted with regard to the sources of growth.

For this positive trend in the external sector to
continue, the production of tradable goods and
services should increase and competitiveness
should improve significantly. In this regard, it
is noted that unit labour costs in the whole
economy dropped by 3.8% in 2010 and they are
estimated to decrease by 2.1% in 2011 (in the
euro area by -0.6-0.8% in 2010, while they are
estimated to increase by 1.0-1.6% in 2011).
This means that the real effective exchange
rate (based on relative labour costs) vis-à-vis
our partners in the euro area decreased by 3.0-
3.2% in 2010 and is expected to decrease by
3.1-3.7% this year, while vis-à-vis Greece’s 28
main trading partners it dropped by 7.0% in
2010 and is expected to drop by 3.5% this year.
The lower real effective exchange rate entails
an improvement in cost competitiveness by an

equal amount. As a result, tthhee  ccuummuullaattiivvee  lloossss
ooff  ccoosstt  ccoommppeettiittiivveenneessss  oovveerr  22000011--22000099,,  wwhhiicchh
rreeaacchheedd  2222..77%%  vviiss--àà--vviiss  GGrreeeeccee’’ss  ttrraaddiinngg  ppaarrtt--
nneerrss  iinn  tthhee  eeuurroo  aarreeaa  aanndd  3311..99%%  vviiss--àà--vviiss  iittss  2288
mmaaiinn  ttrraaddiinngg  ppaarrttnneerrss,,  hhaass  nnooww  nnaarrrroowweedd
mmaarrkkeeddllyy  oovveerr  tthhee  22000011--22001111  ppeerriioodd  ttoo  1144..44--
1155..33%%  aanndd  1188..33%%,,  rreessppeeccttiivveellyy,,  ii..ee..  bbyy  ttwwoo  ffiifftthhss..
HHoowweevveerr,,  tthhee  rreemmaaiinniinngg  lloossss  ttoo  bbee  rreeccoovveerreedd  iiss
ssttiillll  hhiigghh  aanndd  tthhee  eeffffoorrtt  sshhoouulldd  ccoonnttiinnuuee.

In 2012, further progress is expected, as unit
labour costs in the whole economy are expected
to decline by 2.7% (or even more), while in the
euro area they are expected to rise by 1.4%,
which entails a further improvement in cost
competitiveness by 4.1%. Thus, oovveerr  tthhee  ttwweellvvee--
yyeeaarr  ppeerriioodd  ffrroomm  22000011  ttoo  22001122  tthhee  ccuummuullaattiivvee  lloossss
ooff  ccoosstt  ccoommppeettiittiivveenneessss  vviiss--àà--vviiss  GGrreeeeccee’’ss  ppaarrtt--
nneerrss  iinn  tthhee  eeuurroo  aarreeaa  iiss  eexxppeecctteedd  ttoo  ddeecclliinnee  ttoo  99..77--
1100..66%%  aanndd  vviiss--àà--vviiss  GGrreeeeccee’’ss  2288  mmaaiinn  ttrraaddiinngg
ppaarrttnneerrss  ttoo  1133..22%%,,  ii..ee..  bbyy  tthhrreeee  ffiifftthhss.

It is noted, however, that the estimated and
expected improvement in competitiveness
based on the relative unit labour costs over the
three-year period from 2010 to 2012 reflects
the drop in average nominal earnings, while at
the same time productivity fell slightly (in
2010) or remained unchanged (in 2011-2012).
It is obvious that ―after an initial “corrective”
period― a sustainable improvement in com-
petitiveness cannot rely on this mix of factors,
as the negative impact of a continuous reduc-
tion of earnings on domestic demand would
outweigh any positive impact on external
demand. Therefore, iimmpprroovviinngg  ccoosstt  ccoommppeettii--
ttiivveenneessss  sshhoouulldd  aallssoo  rreellyy  oonn  eennhhaanncceedd  pprroodduucc--
ttiivviittyy,,  wwhhiicchh  ccaann  ddeerriivvee  ffrroomm  ssttrruuccttuurraall  rreeffoorrmmss
iinn  tthhee  pprroodduucctt  aanndd  llaabboouurr  mmaarrkkeettss and would
enable higher potential growth and improved
structural competitiveness.

With regard to ssttrruuccttuurraall  ccoommppeettiittiivveenneessss,
which is measured by certain internationally
comparable indicators, there are some signs of
improvement in 2011. According to a recent
report by the World Bank,2 Greece has slightly
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improved its position in the global ranking on
the Ease of Doing Business index. In particu-
lar, it ranked 100th among 183 countries, while
last year it ranked 109th (or 101st, on the basis
of a revised comparable ranking). It should be
noted that in the two previous years its rank-
ing deteriorated, after having improved in
2008.3 According to the report, the better rank-
ing this year reflects reforms in the areas of
starting a business4 and paying taxes.5

However, according to another recent report
(by the World Economic Forum),6 Greece’s
ranking on the basis of the Global Competi-
tiveness Index (GCI) worsened: Greece
ranked 90th among 142 countries, while last
year it ranked 83rd among 139 countries.

It is a fact, however, that in 2010 and 2011
some progress was made towards a more effi-
cient operation of the product and labour mar-
kets (see Chapter VI). As a result, Greece’s
relative position improved not only on the basis
of the above World Bank indices, but also on
the basis of several OECD indicators on mar-
ket regulation.7 The progress made is acknowl-
edged in the recent OECD report on Greece
(August 2011).8

Changes in employment

Economic recession resulted in great job losses
primarily in construction, agriculture and man-
ufacturing. In particular, the number of
employees in the whole economy fell by 6.3%
in the first half of 2011 compared with the
respective period in 2010, while the number of
employees in the private sector fell by 7.6%. It
should be noted, however, that the magnitude
of job losses varies between sectors and
between enterprises. The greatest resilience to
the crisis has been demonstrated by (a) sectors
producing internationally tradable products
and services, and (b) larger enterprises
(employing more than 50 people).

Indeed, employment rose in the relatively large
enterprises of the private sector. According to
ELSTAT estimates, the number of employees

in enterprises with more than 50 employees
rose by 5.8%, while their number in enterprises
with less than 20 employees (accounting for
around 80% of total employment in the private
sector) fell by 8.3%. Evidence from the past
two years suggests that the structure of
employment tends to change in favour of
enterprises and sectors with high productivity.
This is a promising development, as it reveals
that a significant part of the private sector, pre-
sumably the most productive one, is still in a
position to create jobs even amid a deep reces-
sion. At present, these businesses effectively
constitute the only option for job seekers. The
higher the number of such enterprises, the less
the chances of job losses in the private sector.
In macroeconomic terms, these changes in the
structure of employment ―if they are main-
tained― could improve overall productivity,
costs and hence competitiveness.

Greater flexibility in the labour market as an anti-
dote to unemployment

Another development in the labour market
which is worth discussing is the emerging trend
of private sector enterprises to increasingly opt
for more flexible employment patterns, such as
part-time work, job rotation and reduced work-
ing hours, as well as the conclusion of individ-
ual work contracts. Furthermore, some large
and medium-sized enterprises have concluded
special firm-level agreements, although the vast
majority of enterprises do not seem eager to
adopt this type of agreement yet, mostly due to
the insufficient institutional framework. The
tendency to adopt more flexible forms of
employment, already apparent in the labour
market, is expected to become stronger, facil-
itated by the new provisions of Article 37 of
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Law 4024/2011 that was enacted recently. If this
is the case, the effects on employment and pro-
ductivity will be positive.

6 UNCERTAINTY IN THE INTERNATIONAL 
ENVIRONMENT

Developments in the international environ-
ment, which seem very volatile, have con-
tributed to ongoing uncertainty in Greece. 

First of all, the recovery of the global economy in
the first half of the year proved more fragile than
anticipated and is expected to continue at a mod-
erate pace in the second half. In the world econ-
omy, the major risks relate to uncertainty regard-
ing the unfolding of the sovereign debt crisis in
the euro area periphery, the sustainability of US
public debt, as well as the difficulty of striking a
balance between necessary fiscal adjustment and
policies to stimulate economic activity, at a time
when unemployment rates remain high in many
advanced economies. The risks associated with
the sovereign debt crisis also pose a threat to
financial stability and are not confined to Europe,
as increasingly high levels of debt, both public and
private, can be seen in most advanced economies.
As a result, the risk-free nature of government
bonds has come into question.

More particularly in the euro area, the finan-
cial crisis revealed essential problems and non-
sustainable trends in several countries. The
European Union has focused on developing a
comprehensive set of rules to deal with the
consequences of the global financial crisis and
the sovereign debt crisis, while strengthening
economic governance in the EU and particu-
larly in the euro area. In early November the
European Union published a marked down-
ward revision of its macroeconomic projections
for 2012. The euro area GDP growth rate is
now expected to decelerate to 0.5% in 2012,
down from 1.5% this year, compared to last
April’s projection for 1.8% growth. A decel-
eration of this magnitude is not expected for
other developed economies or for developing
and emerging economies.

7 DECISIONS OF THE EURO SUMMITS OF JULY
AND OCTOBER 2011 DIRECTLY RELEVANT TO
GREECE

The deepening of the fiscal crisis in some euro
area Member States in the second quarter of
the year, combined with increased risk of a dis-
semination of the crisis, called for a coordi-
nated intervention of the Heads of State or
Government on 21 July 2011 in order to ensure
financial stability. The agreement reached
included measures to improve the sustain-
ability of the Greek public debt and increase
the efficiency and flexibility of the euro area
stabilisation tools, namely the European
Financial Stability Fund (EFSF) and the future
European Stability Mechanism (ESM). At the
same time, the determination of the euro area
Heads of State or Government to reinforce
convergence, competitiveness and economic
governance was reaffirmed, as these elements
are crucial to ensuring sustainable economic
growth and job creation.

The agreement concerning Greece

The 2211  JJuullyy  22001111 summit decided the adoption
of a new programme for the provision of finan-
cial support to Greece jointly with the IMF and
with the voluntary involvement of the private
sector, in order to fully cover the financing gap
until mid-2014. What is of great importance is
that the programme provides for lloowweerr  iinntteerreesstt
rraatteess and eexxtteennddeedd  mmaattuurriittiieess  ffoorr  ffuuttuurree EFSF
llooaannss to Greece. At the same time, it was
decided to eexxtteenndd  tthhee  mmaattuurriittiieess  ooff  llooaannss  uunnddeerr
tthhee  eexxiissttiinngg  ffiinnaanncciiaall  ssuuppppoorrtt  ppaacckkaaggee. The
European leaders called for aa  ccoommpprreehheennssiivvee
ssttrraatteeggyy  ffoorr  ggrroowwtthh  aanndd  iinnvveessttmmeenntt  iinn  GGrreeeeccee
and welcomed the Commission’s decision to
create a Task Force that would work with the
Greek authorities to target the structural funds
on more productive usages. Also the European
Investment Bank (EIB) will be mobilised
towards the goal of relaunching the Greek
economy. Finally, the provision of technical
assistance to help Greece implement its
reforms was also decided.
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On 2266  OOccttoobbeerr, the Heads of State or Govern-
ment of the euro area (Euro Summit) agreed that
further action was needed to restore confidence,
as a follow-up to the important decisions taken on
21 July. This is why they agreed on a compre-
hensive set of additional measures, which partly
amend the initial decisions of 21 July, mostly with
regard to the level of official loans and the
involvement of the private sector. In more detail:

••  They reiterated their determination to con-
tinue providing support to all countries under
programmes until they had regained market
access, provided they fully implemented those
programmes.

••  They stated that they looked forward to the
conclusion of a sustainable and credible new
EU-IMF multiannual programme by the end
of the year, which would include the following:

― The mechanisms for the monitoring of
implementation of the Greek programme must
be strengthened, as requested by the Greek
government.

― The Private Sector Involvement (PSI) has
a vital role in establishing the sustainability of
the Greek debt. Greece, private investors and
all parties concerned are invited to develop a
voluntary bond exchange with a nominal dis-
count of 50% on notional Greek debt held by
private investors, so as to secure the decline of
the Greek debt-to-GDP ratio with an objective
of reaching 120% by 2020. According to the
statement, “the Euro zone Member States
would contribute to the PSI package up to 30
bn euro” while “the official sector stands ready
to provide additional programme financing of
up to 100 bn euro until 2014, including the
required recapitalisation of Greek banks”.

8 THE CONTRIBUTION OF THE ECB IS VERY
IMPORTANT

The policy pursued by the ECB is contributing
decisively to maintaining stability and coun-
tering the effects of the crisis. In particular:

In order to avoid broad-based inflationary
pressures through second-round effects
emerging from the persistent rise in com-
modity prices, which continued into the largest
part of the first half of the year, the ECB Gov-
erning Council raised the Eurosystem key
interest rates in April and in June 2011, by 25
basis points on each occasion. Over the fol-
lowing few months, it became progressively
evident that the fiscal crisis and the deceler-
ation of economic activity globally would con-
tribute to a significant decline in the euro area
GDP growth in the second half of 2011 and
that forecasts on economic growth for 2012
would have to be revised downwards. Thus, in
November 2011 the Eurosystem lowered its
key interest rates by 25 basis points, so that
they would reach a level compatible with the
maintenance of price stability over the
medium term.

During the current year, the ECB Governing
Council extended, at least until mid-2012, the
application of the fixed-rate tender procedure
with full allotment to all open market opera-
tions regularly conducted by the Eurosystem.

In the second half of July and in August 2011
a sharp rise in yields and a reduction in the vol-
ume of transactions were observed in govern-
ment bond markets in some euro area coun-
tries. The ECB Governing Council contributed
to easing these tensions by reactivating in early
August ―after an interruption of more than
four months― the Securities Markets Pro-
gramme, as well as by conducting an open mar-
ket operation, whereby the Eurosystem pro-
vided liquidity to the interbank market with a
maturity of six months, for the first time after
about nine months.

Furthermore, as European banks face diffi-
culties in raising sufficient funds in US dollars
due to the shock in the international financial
markets, in mid-September the ECB Govern-
ing Council, in coordination with the Federal
Reserve, the Bank of England, the Bank of
Japan and the Swiss National Bank, decided to
conduct by end-2011 three US dollar liquidity-



providing operations with a maturity of three
months as fixed rate tenders with full allot-
ment.9 In early October, the ECB Governing
Council decided to conduct two more liquid-
ity-providing open market operations with full
allotment in 2011, with maturities of 12 months
(for the first time since June 2009) and 13
months, respectively. Also, it was announced
that in the period from November 2011 to
October 2012 the Eurosystem would further
boost the liquidity of the euro area banking sys-
tem by purchasing covered bank bonds for a
total amount of €40 billion.

Serious difficulties persist in the euro area
money market concerning the redistribution of
liquidity among banks as, inter alia, credit insti-
tutions operating in Greece, Ireland and Por-
tugal are largely excluded from the interbank
market. In order to raise liquidity, credit insti-
tutions that face difficulties in attracting
deposits from the interbank market are forced
to resort mostly to the Eurosystem’s main and
longer-term refinancing operations or to the
marginal lending facility, as well as to extraor-
dinary financing provided under the responsi-
bility of national central banks.

9 THE BANKING SYSTEM MUST RISE TO THE
CHALLENGES OF LIQUIDITY RISK AND THE
NEED FOR RECAPITALISATION

As challenges became more pressing in 2011,
the Greek banking system found itself at crit-
ical crossroads. The deterioration in overall
macroeconomic conditions and heightened
uncertainty weighed heavily on deposits and
the quality of banks’ loan portfolios, leading to
a continued inability of banks to draw funds
from the interbank market. In addition, in the
first half of the year, bank balance sheets were
further burdened by the impact of the loss in
market value of Greek government bonds,
while further losses are expected by the end of
the year.

Against this background, the stability of the
banking system has come under strong pres-

sure, so that there is an urgent need for
banks to strengthen their capital base,
restructure their balance sheets and redefine
their business models. The rapid and suc-
cessful implementation of the above is nec-
essary if banks are to play their traditional
role of financial intermediation and con-
tribute to economic recovery.

The decisions of the 26 October 2011 summit,
in particular the elimination of uncertainty sur-
rounding the bond portfolio and the planned
recapitalisation, as well as the full transparency
to be ensured by the diagnostic assessment of
banks’ loan portfolios, set the tone for the
future.

In particular with regard to developments in
the key aggregates of the Greek banking sys-
tem in the first half of 2011 compared to the
corresponding period in 2010, operating
income rose by 9.1% at bank level and
remained unchanged at banking group level,
while operating costs fell by 6.7% and 5.2%,
respectively. Net operating income increased
significantly (40.2%) at bank level and more
moderately (7.5%) at group level reaching €2
and €3 billion, respectively. International
operations of Greek banking groups once
again partly compensated for the negative
financial results of domestic operations. How-
ever, the profit and loss account for the first
half of the year, net of provisions, shows losses
of €5.6 and €5.7 billion for banks and banking
groups, respectively. This development is
attributed to the following two factors. First,
the provisions for impairment in the context of
the private sector involvement (PSI) in the
bond exchange, which amounted to some €5.4
and €5.8 billion for banks and banking groups,
respectively. Second, the deterioration of the
domestic macroeconomic environment and the
financial situation of enterprises and house-
holds, which made it necessary to establish
higher provisions to cover credit risk.
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Nevertheless, there has been a remarkable
improvement in the efficiency ratio (operating
income to operating costs) of about 10 per-
centage points at bank level and 3 percentage
points at banking group level, mainly as a result
of reduced operating costs. However, this pos-
itive development does not leave room for
complacency. The continuing trend of declin-
ing income from main banking operations (due
to the adverse macroeconomic environment)
highlights the need for banks to achieve a fur-
ther reduction of their operating costs by ratio-
nalising expenditure and disengaging from
non-banking activities, while looking for part-
nerships that would contribute to a lasting
improvement of their outlook and lead to more
efficient banking intermediation in the new
environment. The creation of larger and
stronger entities is a necessary choice in the
process of strengthening the banking system
and it would allow banks to better address the
challenges they face. Also, friendly business
combinations and alliances with foreign strate-
gic investors offer significant advantages, such
as synergies and more effective size, capital
robustness, international competitiveness and
new prospects.

It is necessary to increase capital adequacy

By end-June 2011, the Capital Adequacy Ratio
(CAR) and the Tier I capital were 12.0% and
10.9% for banks and 10.6% and 9.6%, respec-
tively, for banking groups. This decline is
mainly due to the impact on regulatory capital
from increased provisioning, in view of the pri-
vate sector involvement (PSI) associated with
the initial agreement of 21 July.

Nonetheless, given the continued deterioration
in the economic environment and the effect of
the reduction in the value of Greek govern-
ment bonds after the recent decision of the
Euro Summit, further substantial recapitali-
sation of the banking system is necessary. As
provided for in the latest update of the Mem-
orandum, banks will have to maintain their
Tier I capital above 10% as of 1 January 2012.

The significance of the diagnostic assessment of
banks’ loan portfolios

Banks may be required to raise capital once the
diagnostic assessment of their loan portfolios
is finalised. The diagnostic assessment is pro-
vided for in the updated Memorandum of July
2011, which stipulates that it should be
assigned to a reputable international advisory
firm to be selected by the Bank of Greece in
consultation with the ECB/EC/IMF. The diag-
nostic assessment will trace loan-repayment
dynamics, taking into account the great chal-
lenges posed by the recession. It will help
banks to adjust their capital and provisions
accordingly. It is to be noted that a similar
diagnostic assessment was completed at end-
March 2011 in Ireland and another one has
been launched in Portugal.

It is estimated that over the medium term the
results of the assessment will have a positive
effect on the ability of Greek banks to access
markets. Total transparency guaranteed by the
diagnostic assessment and the fact that it will
be carried out by an independent international
firm will eliminate uncertainty. A clearer pic-
ture and the immediate coverage of any addi-
tional capital could only have a positive impact
and it is quite possible that this will help banks
return to the markets sooner.

The adoption of enhanced measures of banking
supervision and bank resolution

Turning to legal measures, a very positive
development was the adoption of the law intro-
ducing enhanced banking supervision and bank
resolution measures (Law 4021/2011). The
provisions of this law are of a preventive nature
and form part of a wider European approach,
which has been translated into similar legisla-
tive measures in other European countries.

The law provides the authorities with new
options for managing and effectively address-
ing vulnerabilities in individual credit insti-
tutions. Most importantly, it provides
options for preventing a disturbance in one



bank from evolving into a systemic distur-
bance. The aim is to safeguard financial sta-
bility and ensure, to the extent possible, the
uninterrupted flow of credit to the real econ-
omy through the banking system. For these
reasons, on 9 October 2011 it was decided
that the law would be implemented on Pro-
ton Bank, by establishing a New Proton Bank
with the Hellenic Financial Stability Fund as
its sole shareholder.10 Its exposure was cov-
ered by the Hellenic Deposit and Investment
Guarantee Fund (TEKE), i.e. by capital con-
tributed by banks. Without weighing on the
tax payer, this solution has secured all
deposits, saved hundreds of jobs and its over-
all cost was lower than that of the alternative,
which was the closure of Proton.

A credit crunch has been prevented, despite the
squeeze on liquidity

Addressing the liquidity risk represents a
major challenge, as today banks remain shut
out of the global markets, face the conse-
quences of their shrinking deposit bases, and
their collateral, used to obtain refinancing
from the Eurosystem, declines in value (or is
even ineligible).

In the first half of 2011, under the effect of the
above, the liquidity of banks fell by almost €40
billion, while at end-October 2011 the total
drop since the beginning of the year amounted
to some €80 billion, which caused a squeeze on
bank liquidity. The maintenance of the
Eurosystem liquidity-providing measures,
along with liquidity-support measures at the
domestic level11 represented, in 2011 too, the
only way to mitigate these pressures and
helped prevent a credit crunch. It is important
to note that in the first half of 2011 the year-
on-year rate of decline in private sector financ-
ing (-1.2%) was very small compared with the
rate of contraction in nominal GDP (-6.2%).

Without these liquidity support measures,
banks would have been forced to deleverage
rapidly, thus substantially reducing credit to
the economy, which would in turn have led to

an even deeper recession. Deleveraging
would have a further negative effect on
deposits, as decreased lending adversely affects
deposits held by both firms and households,
while the feedback loop between loans and
deposits would make credit to the economy
even more difficult, as bank liquidity would
deteriorate. Moreover, in the absence of sup-
port measures, banks would be forced to not
renew even profitable loans, which would have
negative impact on their profitability and,
therefore, capital adequacy.

The decisions of the euro area Heads of State or
Government to provide credit support and the pro-
vision of exceptional funding by the Bank of Greece

A positive effect on bank liquidity is expected
from the activation of the commitment by the
Heads of State or Government of the euro area
and the EU institutions to provide credit
enhancement to underpin the quality of col-
lateral so as to allow its continued use for
access to Eurosystem liquidity operations by
Greek banks during the voluntary bond
exchange.

In the framework of the Eurosystem, the Bank
of Greece also provides liquidity support to the
banking system, when needed. Apart from the
usual operations of the Eurosystem, the Bank
of Greece has been providing exceptional
funding since August in order to compensate
for the withdrawal of deposits by the private
and public sector and for the decline in the
value of collateral eligible for monetary policy
operations, given the inability of banks to draw
funds from the market. This type of support is
provided by Eurosystem national central banks
to solvent credit institutions against collateral
and upon approval by the ECB Governing
Council.
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10 DEVELOPMENTS AND PROSPECTS OF THE
PRIVATE INSURANCE SECTOR

Private insurance companies also came under
strong pressure, as the decline in economic
activity negatively affected new premium
income, on the one hand, and led to policy sur-
renders, on the other. In the first half of 2011,
income from premia declined by 7.4% against
the first half of 2010. At the same time, a down-
ward movement was also observed in the value
of investments by insurance companies, the
bulk of which consists of government bonds, a
development that put strain on the adequacy
of regulatory capital.

The negative conjuncture that affected the sec-
tor also had a silver lining. Companies realised
that it was necessary to create the conditions to
effectively address the chronic structural weak-
nesses that had seriously put into question the
credibility of private insurance in Greece. An
important contribution to this development came
from the Bank of Greece (which undertook the
supervision of the market as of 1 December
2010) through a set of institutional measures.

The effort to form an insurance market con-
sisting of much stronger entities, in terms of
capital, will be long and arduous. Taking
account of the difficulties, but also the chal-
lenges of our times, insurance companies
should make the appropriate strategic choices
that would lead to powerful entities, with
sound organisation, able to cope not only with
the consequences of the current adverse envi-
ronment, but also with the additional capital
requirements set by the new European super-
visory framework (Solvency II).12

Processes to develop internal models for the
calculation of the Solvency Capital Require-
ment for insurance companies are already
monitored and, as regards insurance media-
tion, consultation procedures have been con-
cluded on a set of rules that would help
improve organisation and operation of insur-
ance companies and eliminate unhealthy prac-
tices, which have burdened both consumers

and insurance companies, and mostly the con-
scientious players in this sector.

11 AN EXIT POLICY FROM THE CRISIS

11.1 ADDRESSING THE CREDIBILITY CRISIS WITH
CONCRETE ACTION IS A PRIORITY

Following the decisions of 26 October, the most
urgent problem for the Greek economy is to
demonstrate that the country will fully honour
its commitments, i.e. the programme of fiscal
adjustment and structural reforms. However, in
order to convince the markets and the public in
general, the country’s strategy must be drawn
up with a keen sense of responsibility and over
a medium-term horizon. It should become clear
that borrowing from the euro area countries
and the IMF will be Greece’s major source of
funding for a considerable period of time; thus,
the necessary measures should be taken in a
timely manner, so as to avoid the payment of
new loan instalments being linked with extraor-
dinary measures. As long as our partners
abroad and Greek citizens have serious doubts,
the turmoil will continue and the vicious circle
of recession, worsening expectations and fiscal
contraction will carry on. In such a situation,
the continuation of funding would be jeopar-
dised and the risk of a collapse would be higher.
Today, restoring confidence in the prospects of
the Greek economy is the only way to shorten
the length of the recession, create the condi-
tions for economic recovery and take advantage
of the results of the Euro Summit decisions of
23 and 26 October.

A policy to convince

There are two national objectives which we
must now pursue at all costs:

First, to generate primary surpluses that will be
higher than those projected on the general gov-
ernment accounts.
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Second, to speed up recovery and then achieve
higher rates of growth in the years to come.

If we overshoot the fiscal adjustment targets,
with an emphasis on expenditure reduction,
and if recovery begins, thereby reversing the
pessimistic projections for growth, it will be
possible to reduce the debt-to-GDP ratio to
levels below the present target of 120% and, in
fact, to do so sooner than currently projected
(i.e. earlier than 2020). If this happens, the cli-
mate could improve drastically and a virtuous
circle of growth would be set in motion.

We need a policy able to convince that it can
bring these results. Such a policy should:

1 ― be iinnttrriinnssiiccaallllyy  ccoonnssiisstteenntt and aim to
change the conditions that generate problems.
A deficit reduction can be lasting when the
underlying structural problems that cause and
deepen deficits are adequately addressed. To
this end, fiscal adjustment should go hand-in-
hand with the rapid modernisation of the state
and of public administration. Any improve-
ment achieved in the deficit cannot be sus-
tainable if not combined with major structural
changes in the operation of the public sector;

2 ― be applied ccoonnssiisstteennttllyy  oovveerr ttiimmee, i.e. to
steadfastly adhere to the targets set, continu-
ously reaffirm them and stress Greece’s fun-
damental commitment to address the current
crisis within the euro area;

3 ― fully respect the ttiimmeettaabblleess set;

4 ― oovveerrsshhoooott, where possible, the initial targets;

5 ― ensure the broadest possible ssoocciiaall  aanndd
ppoolliittiiccaall  ccoonnsseennssuuss, so as to allow the continu-
ation of the programme, which will necessarily
have to run over the medium to long term in
order to address the problems it is meant to,
irrespective of changes in government;

6 ― produce, the earliest possible, ttaannggiibbllee
pprrooooff of the will to implement the policy. Such
proof includes, inter alia:

••  creating primary surpluses in the near future
which rise over time and can convince that debt
dynamics are being reversed;

••  promoting as soon as possible the major pri-
vatisations that have been announced;

••  attracting investors to ensure effective use of
state assets (with the potential to create
income and jobs);

••  closing down without delay those public sec-
tor entities that do not provide useful services.

7 ― mobilise resources available from EU
structural funds to re-launch major ppuubblliicc
iinnvveessttmmeenntt projects that had been interrupted
or suspended due to lack of funds or failure to
efficiently and fully absorb the funds that are
in principle available;

8 ― convince investors that the economy will
operate under a nneeww  ffrraammeewwoorrkk which will
ensure eeffffeeccttiivvee  ccoommppeettiittiioonn  aanndd  tthhee  ssmmooootthh
ffuunnccttiioonniinngg  ooff  mmaarrkkeettss, while eennccoouurraaggiinngg  pprroo--
dduuccttiivviittyy  iimmpprroovveemmeennttss. This can be done if the
structural changes that ensure a new environ-
ment are implemented now.

11.2 FASTER FISCAL ADJUSTMENT WITH EMPHASIS
ON THE EXPENDITURE SIDE

There was significant progress with fiscal
adjustment in 2010, when the general govern-
ment deficit declined by around 5 percentage
points of GDP. Τhe structural deficit, which
takes into account the impact of the economic
cycle, fell at an even faster rate.

However, following the very positive develop-
ments of 2010, in 2011 the adjustment lost its
initial momentum – also as a result of the
deeper recession. Already in May 2011, it was
clear that the implementation of the Budget
presented significant deviations from the tar-
gets. It was evident that the momentum of the
previous year was fading and that after the
across-the-board income cuts and tax increases,
prevailing conditions called for a drastic reduc-
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tion of the public sector and the immediate
implementation of structural changes.

As the Bank of Greece had pointed out earlier,
the following conditions should be met for this
to happen: First, a fiscal policy should be
drafted and strictly implemented – it should set
clear objectives, specific measures of a per-
manent nature and a concrete timetable, with
emphasis on cutting expenditure. Second, an
extensive programme of privatisations and
State property utilisation should be imple-
mented at a fast pace.

The Medium-Term Fiscal Strategy Framework

The Medium-Term Fiscal Strategy Framework
(MFSF) 2012-2015, as designed and adopted,
attempts to give a realistic response to the
above. It is a far-reaching programme with a
clear timetable, well-defined objectives and
specific measures. Under this Framework, as of
2012 the primary balance is expected to be pos-
itive, while in 2015 the general government
deficit is expected to decline to 0.6% of GDP.

The privatisations

At the same time, the MFSF provides for an
ambitious privatisation and State property util-
isation programme with a clear timetable and
quantitative targets, which is planned to yield€50 billion by end-2015.

Requirements for the success of fiscal adjustment

LLoowweerr  pprriimmaarryy  eexxppeennddiittuurree

Drafting and adopting the MFSF, which was an
obligation under Law 3871/2010 (that provides
for drafting and updating on an annual basis
medium-term fiscal programmes – actually,
multiannual budgets), could have become a
key contributor to restoring confidence, if it
convinced that the fiscal targets would be
achieved. If emphasis had shifted to reducing
primary expenditure, such a result could have
been feasible, as the reduction in expenditure
would have been lasting. Nevertheless, in 2012-

2015, the adjustment derives for the most part
from the income side (about 53%). This entails
higher uncertainty regarding the achievement
of targets, as the deeper than expected reces-
sion in 2011 and the delay in the return to pos-
itive growth rates are expected to have a neg-
ative impact on income and, therefore, on the
degree of achievement of the deficit and pub-
lic debt targets. It should be noted that each
1% further decline in the economic activity,
would automatically burden the general gov-
ernment deficit by about 0.5%.

The 2012 Budget and the decisions of October

In order to address the overruns of 2011, fis-
cal adjustment measures were decided upon
during the summer. Although these measures
fall within the scope of the MFSF, they were
launched as early as 2011. Moreover, addi-
tional measures were announced in September
and October and the draft Budget for 2012 was
tabled in Parliament.13 Based on the estimates
of the Draft Budget for 2012, this set of deci-
sions would drive the general government
deficit in 2011 to €18,690 million, or 8.5%, and
the primary deficit to 1.1% of GDP. First of all,
these targets have been markedly revised with
regard to both the initial forecasts and the
more recent estimates included in the MFSF.

For 2012, it is estimated that the full imple-
mentation of the measures decided upon
would lead to a general government deficit of€14.7 billion or 6.8% of GDP and to a primary
ssuurrpplluuss of 1.5% of GDP.

However, the new, revised targets (based on
the Draft Budget) were impossible to achieve
and new measures became necessary. These
measures, which are mentioned in the Draft
Budget, have been included in Law 4024
(which was passed by Parliament on 25 Octo-
ber). The law provided for the immediate
implementation of new rates of pay in the pub-
lic sector, cuts in higher pensions and a labour
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reserve or pre-retirement scheme for about
30,000 civil servants. Other changes in the tax
system have also been introduced, including a
lower tax-free amount, repeal of tax exemp-
tions, new income tax brackets and the intro-
duction of an extraordinary real property levy
that had been enacted before the submission
of the Draft Budget to Parliament. The full
implementation of these measures would
improve the fiscal outlook for 2012, but would
not be sufficient to reverse the deviation from
the initial targets for 2011. Thus, fiscal policy
should ensure that measures will be fully
implemented and that the budgets for 2012-
2015 will not deviate from their targets.

Finally, considering poor fiscal performance in
2011, delays in the implementation of struc-
tural changes, concessions in fully opening up
closed professions and non-adherence to
timetables, it is clear that in order to bolster
the credibility of the fiscal adjustment pro-
gramme, clear and positive messages must be
provided that, this time, decisions will be
implemented in full.

In this regard, the following are necessary:

11..  Specific programmes for each ministry and
area of public policy. Each programme should
specify individual targets, set strict timetables,
define implementation procedures, while it
should also envisage measures of equivalent
effect in case of deviation.

22.. Coordination of all individual programmes
by an effective central mechanism with a steer-
ing role, which would check results at short and
regular intervals, solve any problems arising
from the joint exercise of power and revise tar-
gets, if necessary.

33..  Strong and steadfast political will, expressed
through concrete action in various policy areas.
General declarations are not sufficient.
Adjustment must be promoted across the
board at the same pace. Delays in any sector
affect the entire effort and contribute to the
persistence of the “credibility deficit”.

44.. Measures to increase the efficiency of pub-
lic administration. The productivity bonus pro-
vided for in the new rates of pay should be
linked to the achievement of the adjustment
programme targets.

55.. Close and constructive cooperation with the
European Commission’s Task Force on tech-
nical assistance.

11.3 STRUCTURAL REFORMS FOR RECOVERY AND
GROWTH

Mitigating the recession and ensuring the
fastest possible return of the economy to pos-
itive rates of growth call for a reversal of the
economic climate and sharp progress with fis-
cal adjustment, which would provide a clear
message that the economy is in a position to
recover. At the same time, it is necessary to
encourage private business activity, which has
been strongly affected by the negative impact
of reduced demand, lower competitiveness,
weakening credit expansion and a heavier tax
burden.

With regard to the latter, the Bank of Greece
has argued that there is no room for further
increasing the tax burden on businesses and
households and that the policy for achieving
the necessary increase in revenues should focus
on combating tax evasion. A further rise in the
tax burden of those who already pay their taxes
would not only exacerbate recession, but would
also prove counterproductive, i.e. it would
reduce rather than increase revenue.

This factor must be a prime consideration in
the formulation of the new legislative frame-
work on taxation. That framework must avoid
imposing new burdens, especially on those pre-
sumed to be honest taxpayers. It must also
clearly describe the conditions ―the first and
foremost being the progress with fiscal con-
solidation― under which the tax burden borne
by honest taxpayers, both individuals and busi-
nesses, can be lightened and undertake the
commitment to do so as soon as these condi-
tions are in place. Such a declaration of inten-
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tions would provide a clear message that in the
foreseeable future tax rates will be reduced,
which would strengthen the credibility of eco-
nomic policy and improve expectations.

The starting point to reinforce recovery is by
creating a climate helping to reverse pes-
simistic expectations about the future of the
economy, so as to stop the outflow of deposits,
encourage households to consume and enter-
prises to invest, and foster exports.

The rreeqquuiirreemmeennttss for a reversal of pessimistic
expectations include, among other things, the
following:

••  modernising the State and the public admin-
istration, so as to better manage the crisis and
consistently implement the law – particularly
legislated reforms;

••  creating the conditions for the effective
operation of competition in markets for goods
and services, e.g. in the cruising sector (by
applying cabotage, as this is understood and
applied in EU countries), and also in general,
to ensure that reduced labour costs are
reflected in prices;

••  rapid progress towards rationalising the reg-
ulatory environment of product markets
(including rules on pre-bankruptcy procedures,
land use, etc.);

••  bringing network services up to date, which
is necessary to increase productivity and attract
foreign investment;

••  promoting structural reforms in the labour
market in an orderly manner, on the basis of
the new arrangements legislated in 2010-2011.

The mmeeaannss to ensure recovery include:

••  taking advantage of the decisions on the
faster disbursement of funds available under
the National Strategic Reference Framework,
in cooperation with the EU Task Force on
technical assistance provided for in the deci-

sions of 21 July (which has already assumed
tasks). These funds can contribute to financing
investment in infrastructure;

••  implementing the privatisation and State
property utilisation programme, which can
become an important channel for attracting
foreign capital and importing know-how and
technology,

••  implementing summer house development
projects (which requires, inter alia, that appro-
priate land use plans have been developed).

AAss  tthhee  rraattee  ooff  ccrreeddiitt  eexxppaannssiioonn  ttoo  tthhee  pprriivvaattee  sseecc--
ttoorr  rreemmaaiinnss  nneeggaattiivvee  aanndd  tthhee  ddeecclliinnee  iinn  hhoouussee--
hhoolldd  iinnccoommee  aanndd  bbuussiinneessss  pprrooffiittss  ccoonnttiinnuueess,,  iitt  iiss
cclleeaarr  tthhaatt  eeccoonnoommiicc  rreeccoovveerryy  ――aanndd  ssuubbsseeqquueennttllyy
ggrroowwtthh――  aanndd  iinnvveessttmmeenntt  ccaann  iinniittiiaallllyy  bbee
ffiinnaanncceedd  tthhrroouugghh  tthhee  ttwwoo  ssoouurrcceess  mmeennttiioonneedd
aabboovvee,,  nnaammeellyy  mmaaxxiimmiissiinngg  tthhee  uussee  ooff  ffuunnddss  uunnddeerr
tthhee  NNaattiioonnaall  SSttrraatteeggiicc  RReeffeerreennccee  FFrraammeewwoorrkk
((NNSSRRFF))  aanndd  aattttrraaccttiinngg  ffoorreeiiggnn  iinnvveessttmmeenntt  ccaapp--
iittaall..  AAccttiioonn  iinn  bbootthh  ddiirreeccttiioonnss  sshhoouulldd  bbee  ggiivveenn  ttoopp
pprriioorriittyy..

12 TAPPING INTO THE COUNTRY’S GROWTH
POTENTIAL AND ACHIEVING SOCIAL CONSENSUS

It is well known that the effort to adjust and
reform the economy rests on two pillars – first,
achieving fiscal consolidation and adjustment
and, second, improving competitiveness and
changing the model of production, so as to
increase outward-orientedness and open up
positive prospects for growth in the context of
a globalised economy and rising international
competition. 

Few are those who put into question the pprroo--
dduuccttiivvee  ppootteennttiiaall of the Greek economy. Most
analysts recognise that Greece has several
ppootteennttiiaall  ccoommppeettiittiivvee  aaddvvaannttaaggeess that are
important and relate to both its geographical
position and, inter alia, its natural and human
resources – such as renewable forms of energy,
specific minerals, climate, natural environment
and ancient monuments, availability of highly-
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skilled workforce and an aptitude for entre-
preneurship (which, curiously, flourishes
when Greeks immigrate, but is suppressed or
distorted within Greece).14 However, these
advantages are not being used.

This is mainly attributable to two factors:

••  First, the ccrreeddiibbiilliittyy  ddeeffiicciitt that was mentioned
earlier and is primarily related to the fiscal out-
look and growth prospects. As long as Greece is
viewed as an example of fiscal derailment and its
ability to make further substantial progress
towards fiscal consolidation (following the pos-
itive performance of 2010) and economic recov-
ery (which, inter alia, will support public debt
servicing in the future) is under question, attract-
ing foreign investment (and know-how) in order
to utilise potential advantages will remain diffi-
cult or will only be possible on unfavourable
financial terms. The same lack of incentives also
relates, mutatis mutandis, to domestic invest-
ment initiatives – though there exist important
examples of Greek enterprises that, in extremely
adverse conditions, have taken initiatives and
scored successes in foreign markets.

••  Second, ddeellaayyss  aanndd  uunnddeerraacchhiieevveemmeenntt  iinn  pprroo--
mmoottiinngg  aanndd  iimmpplleemmeennttiinngg  rreeffoorrmmss that would
facilitate the efficient functioning of product
and labour markets, speed up recovery and
restore conditions for a sustainable improve-
ment in competitiveness and steady growth. In
this case too, the negative consequences are
the same.

Underlying the above two factors is tthhee  ““ggrreeaatt
ppaattiieenntt””,,  ii..ee..  tthhee  ooppeerraattiioonn  ooff  tthhee  SSttaattee  aanndd  ppuubb--
lliicc  aaddmmiinniissttrraattiioonn, which reflects and, at times,
favours corporatist compromises and promotes
corruption, the sweeping of problems “under
the rug” ad infinitum, and the undermining of
proposed solutions. The fact that the func-
tioning of the state apparatus has not risen up
to the challenge has had extremely large neg-
ative consequences:

••  It does not allow for a comprehensive and
fast documentation, exploration and develop-

ment of policies, which sometimes results in
mistakes being made and corrected later, while
―more often― in the absence of sufficient
analysis and/or due to time constraints, “hor-
izontal”, i.e. indiscriminate and across-the-
board, approaches are used, which are
unavoidably (a) socially unfair, and (b) non-
optimal in terms of effectiveness.15

• It hinders the effective implementation
―and, hence, reduces the efficiency― of
enacted policies; as a result, the adoption of
additional measures that can yield quick results
then becomes necessary, even when it is a
known fact that such measures may have neg-
ative repercussions.16

••  In turn, the above accentuate social reaction
and undermine the prospect of social consensus.

FFoorr  tthhee  aaddjjuussttmmeenntt  pprrooggrraammmmee  ttoo  mmoovvee  ffoorrwwaarrdd,,
bbootthh  ooff  iittss  ppiillllaarrss  ―ffiissccaall  ccoonnssoolliiddaattiioonn  aanndd
iimmpprroovveemmeennttss  iinn  ccoommppeettiittiivveenneessss― mmuusstt  bbee
aacchhiieevveedd  aatt  tthhee  ssaammee  ttiimmee,,  iinn  oorrddeerr  ttoo  ddeeaall  wwiitthh
tthhee  vviicciioouuss  cciirrccllee  ooff  ddeepprreessssiioonn--ffiissccaall  ccoonnttrraaccttiioonn--

Monetary Policy
Interim Report
201134

1144 See for example: (a) N. Karamousis and T. Anastasatos, “The Devel-
opment of the Greek Economy: Sources, Prospects and the Role of
Exports” (in Greek), Eurobank EFG, Economic Research and Fore-
casting Division, Economy and Markets, October 2011, (b) McK-
insey, Greece 10 years ahead, study commissioned by the Hellenic
Federation of Enterprises (SEV), September 2011, (c) P. Mylonas
and N. Magginas, “First signs of economic rebalancing, but high
uncertainty and a tough fiscal program slow the adjustment process”,
National Bank of Greece, Greece – Economic & Market Analysis,
October 2011, (d) “AMBITIOUS GREECE: Fast-Forward to Eco-
nomic Reconstruction” and “SUSTAINABLE GREECE: Long-
Term Macroeconomic Stability With Sound Public Finances”, Eco-
nomic Bulletin by Alpha Bank, issue 116, October 2011, (e) “Spe-
cial topic: Policies for Development”, KEPE, Greek Economic Out-
look, four-monthly publication, issue 16, October 2011, (f) Associ-
ation of Greek Tourism Enterprises (SETE), “Proposal for a strate-
gic development of Greek tourism 2011-2021: objectives and pri-
orities” (in Greek), 10th Conference “Tourism and Development”,
November 2011, (g) Y. Stournaras (IOBE), “The measures that
could rescue Greece” (in Greek), website of the Greek edition of
the American magazine Foreign Affairs, (h) Boston Consulting
Group, “Supporting Investment in the Greek Economy - A foreign
investor perspective”, study commissioned by the Ministry of
Regional Development and Competitiveness, May 2011.

1155 Quite indicative is the fact that, as a solution of last resort, the years
of service were chosen to serve as the main criterion for the imple-
mentation of “the labour reserve” in the public sector. As has
already been pointed out from various quarters, this entails the risk
of the public administration losing a large number of experienced
staff, while the fiscal benefit would be much lower than in the case
of staff with shorter work experience.

1166 This can be illustrated by the example of the increase in the VAT
rate in restaurant services for revenue-enhancing reasons (even if
applicable as of 1 September, so as to avoid consequences during the
tourist season), although a standing objective of economic policy has
been to boost tourism receipts also by prolonging the tourist season.



uunncceerrttaaiinnttyy,,  ssuuppppoorrtt  eeccoonnoommiicc  rreeccoovveerryy  aanndd  ccoonn--
ssoolliiddaattee  ggrroowwtthh  pprroossppeeccttss..  TThhiiss  iiss  tthhee  oonnllyy  wwaayy  ttoo
ddeemmoonnssttrraattee  ccoonncclluussiivveellyy  tthhaatt  GGrreeeeccee  iiss  ccrreeddiitt--
wwoorrtthhyy  and not a “particular case” distinguished
from all the other euro area countries (which
are determined to “honour fully their own indi-
vidual sovereign signature”, as officially
stated by the Heads of State or Government of
the euro area on 21 July and 26 October).

For both pillars to be achieved at the same
time and for progress to be made both in terms
of fiscal consolidation and in terms of recov-
ery, competitiveness and economic growth,
general declarations and announcements are
not sufficient. For this to occur, a detailed and
binding Action Plan for Growth, as suggested
by the Bank of Greece, is needed. This Plan
would specify and effectively implement indi-
vidual policies, and establish procedures that

could lead to greater social and political con-
sensus. If the various policies are properly
specified, that is, their effectiveness and inter-
nal coherence are ensured, together with social
justice, then society’s confidence can increase,
and social and political dialogue can have a
favourable outcome. This means that instead
of turning out to be a “dialogue of the deaf” or
a “war of all against all”, it could become a
meaningful and constructive dialogue focused
on a socially equitable and, at the same time,
more efficient allocation of the sacrifices that
are urgently necessary to exit the crisis, also
signalling the prospect of future benefits.

A road map of this kind could lead us through
an arduous, but fruitful, effort undertaken by
all of Greek society, to the exit from today’s
severe crisis and secure the country’s place
within the euro area.
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FISCAL CONSOLIDATIOΝ: AN INHIBITORY FACTOR FOR GROWTH?
The considerably larger than expected decline of economic activity in Greece in 2011 is partly
due to the tight fiscal policy, but at the same time contributes to the deviation of public rev-
enue and public expenditure from the targets set in the budget for 2011. Hence, it implies
a higher debt-to-GDP ratio and necessitates a revision not of the stance, but of the struc-
ture of the fiscal policy pursued.

It is a fact that there is no room for easing up on fiscal consolidation efforts. Not only that,
but current conditions make it imperative that efforts to achieve fiscal consolidation be inten-
sified, same as the creation, the soonest possible, of sizeable primary surpluses for a num-
ber of years so that the debt-to-GDP ratio takes a downward path. There is no other solu-
tion. What is requested here, however, is to reduce deficits and stabilise the debt ratio, min-
imising at the same time the adverse short-term1 effects of tight fiscal policy on economic
activity and (in the medium term) on growth.

Fiscal adjustment may have a greater or a less negative short-term impact on economic activ-
ity and growth, depending on the various fiscal measures it contains and the structural reforms
implemented along with purely fiscal measures. Namely, the relationship between fiscal expan-
sion (or contraction) and economic activity does not constitute an increasing monotonic func-
tion, but is far more complicated. A characteristic example is the year 2009, when vast fis-
cal expansion in Greece not only did not boost economic activity, but even caused further
recession (from -0.2% in 2008 to -3.2% in 2009) as well. Thus, a fiscal adjustment may be

Box I.1

1 The short- and medium-term effects of fiscal adjustment on growth are considered particularly positive, according to international
literature.
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less or more “growth-friendly”. Moreover, there are structural measures and reforms which,
if materialised in parallel with fiscal measures, can strengthen the growth prospects of the
economy.

The macroeconomic effects of fiscal adjustment have been systematically researched into,
particularly in the last decade.2 Research has shown that the nature of fiscal measures (the
relative weight of the increase in revenue or the reduction in expenditure) considerably affects
both the possibility of achieving sustainable fiscal adjustment and the macroeconomic effects
of this adjustment. In more detail, a fiscal adjustment primarily based on primary expendi-
ture cuts (excluding public investment) is far more likely to be sustainable and have only short-
term negative macroeconomic implications, with the economy recovering in a short period
(“expansionary fiscal adjustment”). By contrast, a fiscal adjustment largely based on tax
increases and public investment cuts lasts for a very short time, is easily reversible and leads
the economy to deeper and longer recession.3

In practice, a “growth-friendly” fiscal adjustment will contain measures that will contribute
to a timely “compensation” for much of the reduction in total demand brought about by deficit
reduction. If this “compensation” does not occur, then the economy will balance on lower
levels of production, income and employment.

In this framework, “compensation” should stem mainly from two directions: increased exports
and private investment. This is why efforts to reduce the fiscal deficit are typically accom-
panied by a large depreciation of the currency, particularly if there is a problem in the cur-
rent accounts balance, so as to enhance competitiveness of the economy. Such depreciations
took place in autumn 1985 in Greece (Stabilisation Programme 1986-1987), in the beginning
of the 1990s in Sweden and Finland and in the beginning of the 2000s in Turkey. However,
for the countries participating in the euro area, this is no longer an option. For this reason,
the 2010 Memorandum included structural changes in the labour market (e.g. special firm-
level collective agreements and flexible forms of employment), aiming to reduce the cost of
Greek products and increase competitiveness. Nevertheless, special firm-level collective agree-
ments have been relatively limited (by the end of October, only 12 such contracts had been
signed) and private enterprises have explored other ways of containing labour costs (e.g. indi-
vidual labour contracts). Thus, although exports have recorded a marked increase, they can-
not, for the time being, compensate for the gap in demand. Besides, the drop in imports may
not correspond to the size of the recession; as a result, the current account deficit, follow-
ing its large reduction in 2009 (before the implementation of the measures), remains at high
levels and is expected to stand to 9.8% of GDP in 2011.

Residential investment accounts for a large part (35% to 40% in certain years) of private
investment in Greece. In autumn 2005, in view of the introduction of VAT in newly built
real estate, the licenses of which would be issued after the 1st January 2006, there was a mas-

2 Alesina, A. and R. Perotti, “Fiscal Adjustments in OECD Countries: Composition and Macroeconomic Effects” IMF Staff Papers, Vol.
44 (June 1977), p. 205-248. See also Alesina, A. and S. Ardagna, “Large Changes in Fiscal Policy: Taxes versus Spending”, Tax Policy
and the Economy, 2010, Vol. 24, ed. Jeffrey R. Brown (Cambridge, Massachusetts: NBER), as well as Ardagna, S., “Fiscal stabilizations:
when do they work and why”, European Economic Review, vol. 48, 2004, p. 1047-1074.

3 Alesina, A. and R. Perotti, ibid, p. 211-212. There are, however, counterarguments. In a recent (2011) paper, it is argued that all literature
of the 20-year period 1990-2010, which uses the cyclically-adjusted primary surplus (CAPB), introduces bias, leading to an overstatement
of the expansionary results. See Guajando, J., D. Leigh and A. Pescatori, “Expansionary austerity: new international evidence”, IMF
Working Paper, WP/11/58, July 2011.
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sive issuance of building licenses. These residences were completed by the first half of 2008.
The global financial crisis and the implementation of tighter criteria for bank credit lim-
ited considerably the interest of buyers, leading as a result to the creation of a large stock
of new houses. Thus, building activity had been drastically reduced a while before the out-
break of the crisis in Greece, with negative repercussions on total investment. This devel-
opment, coupled with the reduction of public investment that followed (by €1,800 million
in 2010 and €950 million in 2011), affected business expectations adversely, particularly in
the constructions sector, and made compensating for the demand gap with increased invest-
ment impossible. At this point the question arises why were more resources from NSRF 2007-
2013 not absorbed, given that until 2010 less than 25% of the budgeted amount for Greece
had been received. According to a recent OECD report,4 the multiplier of public investment
is very big and, as a consequence, its reduction had a major negative impact on economic
activity. 

The increase in investment and the compensation for domestic demand could be performed
through foreign direct investment in Greece. This would have important advantages as it
would simultaneously improve the current accounts deficit, particularly if a large part of pro-
duction is exported. At the same time, the import of new technology and management meth-
ods enhances productivity, hence, the competitiveness of the economy. Unfortunately, in the
last two decades Greece lags far behind in the attraction of foreign direct investment. But
also, the existing foreign investment in Greece, measured as a percentage of GDP, is among
the lowest in the world.5

The reasons are more or less known. The business climate in Greece is not considered “busi-
ness-friendly”. A “friendly” environment includes,6 (i) a stable tax system, (ii) a clear and sta-
ble regulatory framework for firms, environmental protection and the labour market, (iii)
the appropriate infrastructure, (iv) educated labour force, (v) strict observance of laws, (vi)
low taxation, (vii) absence of obstacles for imports and exports, (viii) low administrative costs
(red tape) and fast decisions (approval or rejection) on investment projects.

It is a known fact that very few of these conditions are met in Greece, e.g. (iv). Of the oth-
ers, the tax system in particular is exceptionally complicated and has been changing constantly
over the last 30 years. The ongoing fiscal adjustment was the cause of further successive
changes in the tax system and the imposition of many extraordinary tax burdens on firms.

Modern economic theory admits that a country can avoid to a large extent the adverse impact
of deficit reduction on economic activity and return to growth soon (e.g. in one year), if the
fiscal adjustment programme is considered reliable and affects both consumer and business
expectations positively. More specifically, fiscal adjustment based on a permanent reduction
of primary expenditure may in the medium term lead (and, under extreme conditions, even
in the short term) to an increase in economic activity and employment. In other words, tight
fiscal policy may (in the medium term) have expansionary results. In order to achieve this
positive result, three key requirements have to be met:

4 Οp. cit., p. 39, Box 1.4. The multiplier of public investment is 0.8, of public consumption expenditure 0.5, of transfer payments 0.4, of
direct taxes 0.2-0.4, and of indirect taxes 0.2.

5 OECD, ibid, p. 39 and Table 1.14.
6 See also Bank of Greece, Monetary Policy-Interim Report 2010, October 2010, p. 32-33.
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a) the initial fiscal position must be particularly unfavourable (i.e. high deficit and debt);

b) fiscal adjustment must be based on a permanent, drastic reduction of primary expendi-
ture (excluding public investment). According to Alesina and Perotti, the reduction of pri-
mary expenditure must exceed 70% of total investment;7 and

c) the fiscal adjustment programme must be comprehensive and reliable, record in detail spe-
cific measures, the respective quantitative targets and the implementation schedule, and be
driven by determination as far as its implementation is concerned.

The expansionary effect of fiscal adjustment (through the reduction of primary expenditure)
stems from the creation of favourable expectations in the private sector for cuts in interest
rates and taxes in the future. Favourable expectations for lower interest rates and taxes
increase investment, as well as the present value of disposable income, leading to an increase
in current consumption (“confidence effect”). As mentioned above, for the expansionary effect
to arise, what is very important (apart from the initial fiscal conditions) is the extent of the
primary expenditure cut and the decisiveness in general with which the programme is imple-
mented and materialised, so that it inspires confidence and is successful.

In spite of the fact that in Greece fiscal conditions were particularly negative when the fis-
cal adjustment began, no “confidence effect” has been evident to date. The main reason for
this is that probably fiscal adjustment was not based on the permanent and drastic reduction
of primary expenditure. Specifically, according to the Memorandum of May 2010, from a total
forecast deficit reduction of 11.1% of GDP by 2013, 4.0% would stem from an increase in
taxes and 5.3% from a cut in primary expenditure,8 of which 0.7% from a cut in public invest-
ment. The remaining 1.8% would come from “structural measures”.

If, however, the measures of January, February and March 2010,9 which preceded the Mem-
orandum, are taken into account, same as the few measures of 2009 (which were purely tax
measures), then the contribution of the decline in primary expenditure until the first half of
2011 was much smaller than 50% of the total fiscal adjustment effort. Moreover, in the
Medium-Term Fiscal Strategy Framework (June 2011) the measures for the curtailment of
expenditure represent about 50% of the total effort. Specifically, out of the total interven-

7 Op.cit., p. 222-223. Specifically, the article mentions that in 16 cases of successful fiscal adjustment, 73% of the adjustment stemmed
from a reduction of primary expenditure (excluding investment). By contrast, in 46 cases of unsuccessful fiscal adjustment, expenditure
cuts (excluding investment) contributed by about 44% to the adjustment. A more reliable fiscal adjustment programme is deemed to
be one that includes specific targets and measures for the reduction of employment in the public sector, as markets consider it to illus-
trate the authorities’ decisiveness.

8 IMF, Greece: Request for Stand-By Arrangement, 5 May 2010, p.11, Box 3.
9 The measures of January 2010 led to increased taxes on inheritances, donations and parental gifts and increased excise taxes on tobacco

and spirits. On 9 February the excise tax on liquid fuels increased and the “freezing” of public sector wages was further specified (which,
however, had already been included in the Stability and Growth Programme Update). On 3 March it was decided: (i) that an extraordinary
levy on income will be imposed; (ii) that the VAT rates will increase (from 19% to 21%, from 9% to 10% and from 4% to 5%); (iii)
that the excise tax on tobacco will increase anew; (iv) that a luxury tax will be imposed on certain goods; (v) that an excise tax on electricity
will be imposed; (vi) that the maximum marginal rate on taxable personal income will increase to 45%; (vii) that the maximum marginal
tax rate on real estate will increase to 2% etc. The measures of 3 March also included expenditure cuts, such as a 30% cut in Christmas
and Easter bonuses and holiday allowance, a 12% reduction of benefits, the “freezing” of all pensions, a 7% wage reduction for employees
of legal entities in private law owned by the State or subsidised by the budget and a cut in public investment by €500 million. Generally,
the expenditure cuts included in the measures of March 2010 were no greater than 50% of the total performance of the measures. If
the measures of January, February and March 2010, the Memorandum (5 May 2010) and the extraordinary tax on large profitable
enterprises which was imposed in December 2009 are also taken into account, then the contribution from the reduced primary expenditure
to total fiscal adjustment until spring 2011 was clearly smaller than 50%. This conclusion is further supported, if the measures adopted
in 2009 are also taken into account. These measures, although of minor importance, were all tax measures: increased excise tax on tobacco
and alcohol, extraordinary tax on incomes, increased excise tax on fuel, a levy on mobile telephony etc.
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tions worth €28,351 million, €14,274 million (6.1% of GDP) regard expenditure, of which€950 million involve public investment cuts, while €14,077 million (6.0% of GDP) involve
revenue.10 All these have to be added to the two “amnesties” of pending tax cases (the sec-
ond was announced immediately after the adoption of the MFSF 2012-2015), which are purely
tax measures. Consequently, the contribution of expenditure cuts in total measures until
autumn 2011 remains considerably below 50%. According to the OECD report on Greece,
the first package of measures (2010) for the reduction of deficit was based by only 39.6% on
expenditure reduction,11 while the second package (2011) by 45.3%.12

The above show that the second requirement ―which would allow the reduction of fiscal
deficits to lead to an increase in economic activity and employment within a reasonable time
horizon (e.g. 1 to 1.5 years)― is not met. 

Beside the fact that a fiscal adjustment based on permanent and drastic cuts in primary expen-
diture favourably affects expectations for a future reduction of the tax burden, the drastic cut
of primary expenditure offers other important advantages too, as has been repeatedly stressed
by the Bank of Greece13 and repeated briefly at this point:

(a) As Greek and international experience have taught, fiscal adjustment based on the reduc-
tion of primary expenditure is greater and sustainable.

(b) Within the European Union there is intense tax competition. For a country such as Greece,
where competitiveness is low, the possibility of a further increase in the tax burden is inexis-
tent. It goes without saying that every possible effort must be made in order to combat tax eva-
sion and receive the taxes due, all the more so in order to restore justice among tax payers.

(c) As the Greek experience has shown, the level of tax revenue is far more affected by fluc-
tuations in economic activity than expenditure. Consequently, in order to maintain a stable
fiscal result (e.g. a balanced budget), tax rates and tax bases should change quite often, which
is not functional in practice. By contrast, with the exception of interest payments, the change
in other expenditure (primary expenditure) is easier under certain circumstances. Besides,
the economic cycle essentially affects only expenditure for unemployment benefits and, in
the case of Greece, expenditure for grants to social insurance funds, while economic fluc-
tuations affect total tax revenue.

(d) It has been proven that a stable tax environment minimises distortions and other nega-
tive effects on the economy in general and on economic development in particular.14

(e) The reduction of primary expenditure implies the freeing up of resources and their shift
from the non-tradable goods and services sector to the tradable goods and services sector,
thus increasing the possibilities for a reduction in the current account deficit.

10 Law 3985/Government Gazette A 151/1-7-2011, Medium-Term Fiscal Strategy Framework 2012-2015, chapter B, MFSF 2012-2015
interventions, of the Government Gazette.

11 Op.cit., p.44, Table 1.3.
12 Op.cit., p.48, Table 1.4.
13 Bank of Greece, Monetary Policy-Interim Report, October 2010, p.143-144. See also V. Manesiotis, “Numerical fiscal rules in practice”,

Bank of Greece, Economic Bulletin, issue 35, June 2011, p.7-8.
14 Kopits, George, “Fiscal Rules: Useful Policy Framework or Unnecessary Ornament?”, IMF, Working Paper, WP/01/45.
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(f) Finally, for a country such as Greece, where the public sector is too large and ineffective,
it is very important that its size is reduced, in order to reduce both the waste of money and
its negative effects on private economic activity.

As early as in the 1990s, the Bank of Greece had begun to stress that fiscal adjustment must
be based on the permanent reduction of primary expenditure. What is more, in recent years
it suggested that 2/3rds of the fiscal adjustment15 should stem from the reduction of primary
expenditure and the remaining 1/3rd from taxation (including tax evasion). But the new pack-
age of measures recently announced by Portugal will also be based by 2/3rds on the reduc-
tion of expenditure and by 1/3rd on increased tax revenue16 (the largest reduction of expen-
diture in the last 50 years).

In parallel with its containment, public spending should be restructured and re-oriented
towards categories that are “growth-friendly”, such as expenditure for the formation of human
and fixed capital (public investment) and expenditure for research and development.

Furthermore, the third requirement does not seem to be met either. The authorities’ deci-
siveness to implement measures timely and unwaveringly was not always visible. By contrast,
there were often delays, retractions, postponements, weakening of measures and ambigui-
ties. The adoption of measures which are afterwards not materialised or are postponed or
weakened generates uncertainty and negative expectations. Of course, the situation has
changed following the government announcements of 6 September 2011.

For all these reasons, citizens were unable to hold high expectations. Instead of a future reduc-
tion of the tax burden, tax payers know almost beyond doubt that by 2015 they will be pay-
ing high taxes and extraordinary levies. Furthermore, since they question whether the expen-
diture cuts will be fully materialised or not, as such measures are often postponed or weak-
ened, they assume that new tax measures may be required.

Some economic analysts argue that the decline in domestic demand and the recession are
disproportionately large relative to the size of fiscal adjustment. This is so because the eco-
nomic climate and business and consumer confidence indicators have fallen to very low lev-
els, contributing considerably to the large drop in domestic demand.17 It is evident, there-
fore, that the expectations formed are not conducive to a swift recovery of the economy and
the manifestation of a “confidence effect”. This is why recession deepens. It may be advis-
able at this point to recall that the extensive fiscal adjustment of the period 1994-1999 was
based, on the one hand, on an increase in taxes and a reduction in interest payments, but par-
ticularly favourable expectations were created as a result of the prospect of Greece’s entry
into the euro area. It is quite indicative that the real growth rate of total investment from
1.5% on average in the five-year period 1989-1993 accelerated to 6.1% in the period 1994-
1999 and the growth rate of economic development of the economy from 1.2% on average

15 Bank of Greece, Monetary Policy-Interim Report 2009, Athens, October 2009, p. 34, and Monetary Policy-Interim Report 2010, Athens,
October 2010, p. 21.

16 Financial Times, 1st September 2011.
17 Alpha Bank, Weekly Economic Report, 10 Αugust 2011, p. 1 and 2. Ιn a recent study (P. Konstantinou, Ath. Tagkalakis, “Boosting

confidence: Is there a role for fiscal policy?”, Economic Modelling, Volume 28, Issue 4, July 2011
(http://www.sciencedirect.com/science/article/pii/S026499931100037X) it is ascertained that the impact of direct taxation on consumer
and business confidence is quite significant, a fact that can contribute to the interpretation of recent developments.
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in the five-year period 1989-1993 accelerated to 2.8% in the period 1994-1999, in spite of the
reduced general government deficit (by 10 percentage points of GDP).

Structural changes
As pointed out above, the reforms that usually accompany fiscal adjustment are extremely
important, as they may contribute to minimising the negative macroeconomic effects of the
fiscal adjustment and to the economy recovering fast.18 Structural changes aim at correcting
existing rigidities and distortions in the economy and facilitate the transfer and restructur-
ing of production factors, enabling the economy to better adjust to extensive fiscal adjust-
ment.

The Memorandum and the Medium-Term Programme have included very significant struc-
tural changes, the most important of which are the following: (i) labour market reforms, of
which the most noteworthy is the adoption of special firm-level collective agreements, (ii)
the opening up of the so-called “closed” professions, (iii) privatisations, (iv) the adoption
of a “business-friendly” action plan for Greece, (v) mergers and/or the elimination of unnec-
essary public sector entities (in combination with “labour reserve”), (vi) faster court rulings
on tax disputes etc. These are extremely important structural measures that can change the
Greek society considerably.

Labour market reforms are many and of great importance, as they aim at more flexible labour
relations, reducing the cost of production and enhancing the competitiveness of the Greek
economy. They seek to facilitate the shift of production factors from sectors associated to
domestic consumption towards those associated with investment and exports and to reori-
ent production towards internationally tradable goods.

Equally important are privatisations, which are expected to play a decisive role in the reduc-
tion of the debt-to-GDP ratio and the import of funds and technology. A European Commis-
sion paper19 posts a long list of advantages from privatisations, such as the early redemption
of debt securities at higher market value (for each euro it is possible to redeem 1.6 euro), the
slashing of grants and consequently annual deficits, the increase in the productivity of the com-
pany being privatised and hence the enhanced competitiveness of the economy, the attraction
of foreign direct investment etc. Despite all this, the progress made to date is very limited.

Many of these reforms, which were launched from May 2010 onwards, were seen as fields
of conflict. According to the recent OECD report on Greece, in spite of the progress recorded,
there were delays, hesitation and retractions as far as the special firm-level collective agree-
ments were concerned or the full opening of “closed” professions (e.g. in the case of phar-
macies and in the practice of the profession of lawyer) or the privatisations programme and
the effective use of the public sector real estate.20

To conclude, if structural changes had been expedited and the deficit reduction was larger,
the recession of the Greek economy would have been considerably smaller.

18 European Commission, The Economic Adjustment for Greece, Fourth review-Spring 2011, Occasional paper 82, July 2011, p. 39-43.
19 Ibid, p. 33-34.
20 OECD, op.cit., p. 12, 14, 18 and 21.
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1 INTERNATIONAL AND EURO AREA ECONOMIC
DEVELOPMENTS AND PROSPECTS AND
POLICY INTERVENTIONS

1.Α DEVELOPMENTS AND PROSPECTS1

The slowdown οf the world economy in 2011,
particularly after the second quarter of the
year, is attributed to a series of extraordinary
events that led to a deteriorating international
environment. These events had a bearing on
the international economic climate that was
already fragile as a result of long-standing
structural problems and internal and external
macroeconomic imbalances. Prominent among
these extraordinary events were the new round
of increases in world crude oil prices due to the
uprising and turmoil in countries of Northern
Africa and the Middle East, the serious anom-
alies in the world trade supply chain, as well as
the recession in Japan owing to the natural dis-
asters of March and the increased uncertainty
from the intensifying sovereign crisis in the US
and the euro area.

International organisations made downward
revisions of their forecasts on GDP growth in
2011 and 2012, mainly in respect to the
advanced economies, estimating that wwoorrlldd
GGDDPP will grow by 4.0% in 2011 and 2012, com-
pared with 5.1% in 2010. Emphasis was placed
on the higher risk of a further deterioration,
particularly for the euro area, according to the
first signs provided by the leading economic
indicators (PMI) in October. More recent
European Commission forecasts estimate an
even lower rate of increase of world GDP in
2011 and 2012 (3.7% and 3.5%, respectively).
The slowdown will be more pronounced in the
advanced economies (1.5% this year, com-
pared with 2.8% in 2010), which were more
harshly affected by a combination of factors
and the decline in the growth rate of world
trade, in an economic environment dominated
by the sovereign crisis. The OECD estimates
that in the seven largest advanced economies
(excluding Japan) the rate of economic growth
on an annual basis will not exceed 1% in the
second half of 2011. The growth rate of eco-

nomic activity in developing and emerging
economies is also expected to decelerate in
2011, albeit remaining high (6.0%, from 7.3%
in 2010), driven by the emerging economies of
Asia, the real GDP of which is estimated to
grow by 8.2% this year. Specifically, in 2011 the
GDP growth rate is estimated to remain high
in China (9.2%) and in India (7.5%), albeit
lower than in 2010.

In tthhee  UUSS, where expansionary fiscal policy
options seem to be running out, due to an
extremely high government deficit and a sharp
increase in public debt (101% of GDP in 2011
from 95.2% in 2010), GDP growth ―despite
reduced unemployment and improved net
exports― is expected to drop to 1.5% in 2011,
from 3.0% in 2010, due to the larger than antic-
ipated decline in public sector demand and in
inventories. The monetary policy pursued and
implemented, in combination with the eco-
nomic slowdown, will lead to a small narrow-
ing of the current account deficit to 3% of
GDP in 2011. JJaappaann was stricken by the
strongest earthquake in its history and a
tsunami in March 2011, which resulted in thou-
sands of casualties and extensive destructions
of its economic and energy infrastructures. The
anticipated recession in 2011 (0.4% drop in
GDP, compared with a 4.0% rise in 2010)
stems mainly from the negative contribution of
net exports and private consumption, which
more than offset the positive contribution of
the increased private and public investment for
the restoration of these infrastructures.

In the eeuurroo  aarreeaa, GDP growth is not expected
to change much in 2011: according to ECB
staff, it will stand between 1.4% and 1.8%
(compared with 1.8% in 2010), while the IMF
forecasts a growth rate of 1.6%. The external
balance will continue to have a favourable
influence, while fixed capital formation (up by
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I I  T H E  EX T ERNA L  ENV I RONMENT  
O F  TH E  G R E EK  E CONOMY  AND  TH E  
EURO S Y S T EM ’ S  S I NG L E  MONE T ARY  
PO L I C Y  AND  I N T E RV EN T I ON S

11 Based on macroeconomic developments until mid-November and
taking into account the latest projections by the IMF (World Eco-
nomic Outlook, September 2011) and the OECD (Economic Out-
look, No. 89, June 2011 and Interim Assessment, 8 September
2011), ECB staff projections (8 September 2011) and European
Commission forecasts (European Economic Forecast, 10 Novem-
ber 2011), as well as other available data.



2.6%, compared to a decrease of 0.8% in 2010)
is expected to contribute considerably, for the
first time since 2007. Private and public con-
sumption should decelerate, remaining virtu-
ally stagnant in real terms. Despite the dete-
riorating international environment and the
restrictive stance of fiscal policy, it is estimated
that in four euro area economies activity is
already faster and that Ireland and Spain will
recover from recession. In 2011, Portugal is
expected to go into recession; GDP in Cyprus
will be virtually stagnant and Greece will
record a large drop in GDP for third consec-
utive year. A key feature remains the sizeable
difference in the performance of various
economies (based on the rate of change of
GDP). The unemployment rate is expected to
remain high in the euro area (9.9%),
although the situation in the labour market
varies considerably across member countries,
with unemployment rates ranging from 4.2% in
Austria to 20.9% in Spain. Government deficit
in the euro area as a whole is expected, accord-
ing to the IMF, to narrow further in 2011, to
4.1% from 6.0% of GDP in 2010, as a result of
fiscal consolidation efforts, under the pressure
of the risk from the sovereign debt crisis in
some euro area economies, while public debt
should rise to 88.6% of GDP.2 According to
recent (November 2011) European Commis-
sion forecasts, GDP growth in the euro area is
expected to stand at 1.5% in 2011 and to decel-
erate considerably to 0.5% in 2012, as the
increased uncertainty will affect both con-
sumption and investment adversely, and exter-
nal demand will also decline.

IInnffllaattiioonn picked up in 2011, in both advanced
(2.6%, from 1.6% in 2010) and developing
economies (7.5%, from 6.1% in 2010), mainly
due to the large increase in world commodity
prices, while some economies recorded a small
pick-up in core inflation too. In the US and
Japan, core inflation appears lower due to the
negative effect exerted on prices and wages by
the persistence, or even widening, of an already
large output gap, while in the emerging
economies inflationary pressures remain
high. Inflationary pressures were stronger in

early 2011, but are expected to subside towards
the end of the year. Inflation in the euro area
has been above 2% since December 2010
(2.2%) and, according to ECB staff estimates,
will hover between 2.5% and 2.7% in 2011
(from 1.6% in 2010) and between 1.2% and
2.2% in 2012.

The vvoolluummee  ooff  wwoorrlldd  ttrraaddee  is forecast to
increase in 2011 at a rate noticeably lower than
in 2010 (7.5%, from 12.8% in 2010) – which
was largely expected, as 2010 saw a strong
recovery after the previous period’s recession,
while this year will also incorporate the adverse
effects of the natural disasters that hit Japan
in March on the supply chains of various indus-
tries worldwide (e.g. automobiles). WWoorrlldd
ccrruuddee  ooiill  pprriicceess increased anew in the first four
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22 For a thorough exploration of the dynamics and the sustainabil-
ity of sovereign debt in the euro area, see European Commission,
Directorate-General for Economic and Financial Affairs, Quar-
terly Report on the Euro Area, vol. 10, no. 3, 12 October 2011,
Chapter I (“Debt dynamics and sustainability in the euro area”),
pp. 7-19.



months of 2011, rising above $100 per barrel
for the first time since summer 2008 and reach-
ing $126.6 per barrel on 2 May (UK Brent).
This was a combined effect of strong interna-
tional demand for oil by some countries, as
well as of the serious anomalies in total supply
and reserves due to the political instability and
armed revolts in a number of Middle-Eastern
and North-African countries. It is estimated
that, on an annual basis, the average world
price of three crude oil types will increase by
30.6% in 2011 (against 27.9% in 2010) to
$103.2 per barrel (in euro terms the rise is esti-
mated at 22.6% in 2011, from 34.3% in 2010).
The wwoorrlldd  nnoonn--ooiill  ccoommmmooddiittyy  pprriiccee  iinnddeexx is also
forecast to rise considerably in 2011 (by 21.2%
in dollar terms or 13.8% in euro terms).

Economic policy in the advanced economies is
focused on taking measures to restore confi-
dence in the sustainability of public finances,
which suffered from the deepening debt crisis
mainly in euro area countries, as well as on
preserving in parallel the very favourable
financial conditions for recovery. MMoonneettaarryy
ppoolliiccyy in the advanced economies remains
accommodative in 2011 too (despite a small
increase in policy rates in the euro area and
the completion of the second round of quan-
titative easing in the US), taking into consid-
eration the deteriorating international envi-
ronment in the second and third quarters of
2011, in combination with the small decline of
world oil prices since May. The US Federal
Reserve Bank held its nearly zero policy rates
unchanged, announcing in August that the cir-
cumstances call for keeping rates at extremely
low levels at least until mid-2013 and launch-
ing in October 2011 a third round of quanti-
tative easing. The Bank of Japan did not
change its key rate (which stands at 0.30%
since December 2008), but decided to expand
its bonds purchase programme from 40 to 50
billion yen. In the euro area, several
economies recorded accelerated economic
growth in the first half of the year, allowing the
ECB to increase its key rates twice in the
course of 2011, on 13 April and 13 July (see
Chart ΙΙ.1). The economic slowdown in the

euro area in the second half of the year and the
estimate that inflationary pressures are weak-
ening, as well as the new round of turmoil in
euro area capital markets due to the additional
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uncertainty caused by political instability in
Greece after the Brussels Summit of 26-27
October, led to the ECB decision of 3 Novem-
ber to reduce its key rate by 25 basis points.
FFiissccaall  ppoolliiccyy in the advanced economies is
aimed, more firmly now, at further reducing
the high deficits created over 2008-2009, so as
to deal with the global crisis (see Table ΙΙ.1).
Particularly for euro area countries, 15 of
which were subject to the “Excessive Deficit
Procedure” in 2009-2010, the need to improve
fiscal aggregates faster became more impera-
tive in the course of 2011, under the pressure
of uncertainty from the continuously rising
government bond rates and relevant risk pre-
mia (CDS) in several euro area countries,
including some of the larger ones. The IMF
estimates that in the advanced economies as a
whole, general government deficit will shrink
further to 6.7% of GDP in 2011 (from 7.5% in
2010). In the US this deficit is forecast to
remain rather high (10.0%), while in Japan it
will widen a new on account of the
unfavourable events. In the US, a decision was
made in August for a frontloaded reduction of
the deficit as of 2012, counterbalanced by an
increase in the institutional ceiling on public
debt. Gross public debt kept growing in 2011
in all major advanced economies, particularly
the largest ones, therefore increasing risks and
uncertainty in international markets.

The euro does not appear to be considerably
affected by the deteriorating sovereign debt
crisis within the euro area. Its nominal effec-
tive exchange rate, which in April 2011 was
4.5% stronger compared to December 2010,
has only slightly declined since then, and in
October was 2.9% higher than in December
2010. This seems to confirm the view that the
sovereign debt crisis and its ensuing impact on
financial stability have not translated into a
euro stability problem.3

1.Β SUMMITS FOR THE EURO – THE 21 JULY AND
26 OCTOBER AGREEMENTS

The deteriorating fiscal crisis in certain euro
area countries in the second quarter of the year

and the higher risk of contagion rendered nec-
essary a coordinated intervention by euro area
heads of state or government on 21 July 2011,
in order to ensure the financial stability of the
euro area as a whole and its Member States.
The agreement reached included measures that
sought to improve the sustainability of the
Greek public debt, as well as to enhance the
effectiveness and flexibility of the euro area sta-
bilisation tools, namely the European Financial
Stability Facility (EFSF) and the envisaged
European Stability Mechanism (ΕSΜ). At the
same time, the euro area heads of state or gov-
ernment reaffirmed their commitment to rein-
force convergence, competitiveness and gov-
ernance within the monetary union, as these
elements are essential to sustainable economic
growth and higher employment.

On 26 October 2011 euro area leaders
amended certain important parameters of the
21 July agreement, while also making addi-
tional decisions aimed at restoring confidence,
dealing with the current difficulties and further
completing the economic and monetary
union.

The agreement for Greece

As regards the part of the agreement relating
to Greece in particular, following a request by
the Greek government, it was decided on 21
July 2011 that a new programme for the coun-
try’s financial support would be adopted, in
common with the IMF and with the voluntary
contribution of the private sector, to fully cover
the financing gap until 2014. The EFSF was
intended to be used as the financing vehicle.
The total official financing, as was estimated by
the 21 July agreement, amounted to €109 bil-
lion, including the funds deemed necessary for
the credit enhancement of the new bonds that
would ensue from the PSI (€35 billion), the
possible recapitalisation of banks (€20 billion,
through the Hellenic Financial Stability Fund)
and the buyback of sovereign debt (€20 bil-
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33 See J.-C. Trichet’s interview to Le Point, 27 July 2011 (English
translation available at the ECB website).



lion).4 It is of particular importance that this
new programme provides for lower interest
rates, close to those of the Balance of Pay-
ments facility (currently around 3.5%), as well
as lengthened maturities for the future EFSF
loans to Greece (15-30 years instead of the pre-
viously applicable 7.5 years, with a 10-year
period of grace), while it was also decided to
extend the maturities of the loans under the
existing financial support package.

At the same time, it was made clear that the
expected private sector involvement (PSI) in
the efforts for fiscal consolidation in Greece,
via a programme of voluntary exchange or roll-
over of Greek government bonds, pertains
exclusively to the case of Greece and is an
exceptional and unique solution. According to
the statement of euro area heads of state or
government made on 21 July, the net contri-
bution of the private sector to the reduction of
public debt, i.e. the amount that would be
derived after subtracting the cost of the new
bonds’ credit enhancement (amounting to €35
billion) for the Greek government, was esti-
mated at €37 billion for the period 2011-2014.
In addition, the programme for the debt buy
back by the Greek government using funds
borrowed from the EFSF (amounting to €20
billion) would contribute net €12.6 billion to
the reduction of public debt. For the period
2011-2019, the total net contribution of the pri-
vate sector involvement is estimated at €106
billion (according to European Commission
calculations).

In their Summit of 26 October euro area lead-
ers, taking into consideration the tensions in
the market for Greek government bonds from
July onwards, as well as the worsening macro-
economic conditions and some newer esti-
mates regarding Greek public debt dynamics,
agreed that further action is required to restore
confidence, along with a comprehensive set of
additional measures. They specifically decided
to amend the terms of the programme for pri-
vate sector involvement agreed on 21 July. The
new programme will have to be agreed upon by
end-2011 and the exchange of bonds must be

carried out in early 2012. Although the pro-
gramme’s technical details have not been spec-
ified yet, the main points of the agreement, as
stated in the official communiqué, are: (i) vol-
untary bond exchange with a nominal discount
of 50% on notional Greek debt held by private
investors; (ii) credit enhancement of the new
bonds up to €30 billion from funds of euro
area countries; and (iii) additional official
financing of up to €100 billion, including the
amount required for the recapitalisation of
banks. The implementation of these decisions,
in tandem with an ambitious programme of
reforms, can decisively improve the sustain-
ability and serviceability of Greece’s public
debt (with a view to reducing the debt to 120%
of GDP in 2020), as well as its refinancing pro-
file.

The 26 October agreement also mentions that
Greece commits to pay to the EFSF all future
cash flows from project “Helios” or other pri-
vatisation revenue in excess of those already
included in the adjustment programme up to
the amount of €15 billion, in order to further
reduce its indebtedness.

Finally, in the specification of the technical
details of the PSI programme, care will be
taken so as the bonds, with which the existing
government paper will be exchanged, have
characteristics that render them eligible as col-
lateral and allow their continued use for access
to Eurosystem liquidity operations by Greek
banks.

Comprehensive strategy for growth

Moreover, on 21 July European political lead-
ers recognised the need to implement a com-
prehensive strategy for growth and investment
in Greece. In this respect, they approved the
creation by the European Commission of a
special Task Force which will work with the
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44 See European Commission, “Background document on the offer
by the International Institute of Finance (IIF) and on Debt Buy
Back (DBB)”, published on the European Commission website
(http://ec.europa.eu/economy_finance/articles/financial_operations/
pdf/psi_en.pdf).



Greek authorities to target the structural funds
towards more productive uses, while the Euro-
pean Investment Bank will also be mobilised in
the direction of relaunching the Greek econ-
omy. Finally, they provided for exceptional
technical assistance to help Greece implement
the required reforms. The special Task Force
created by the European Commission has
already taken up work, specifying in coopera-
tion with the competent Greek authorities the
sectors requiring immediate support. The first
report of the task force was expected by mid-
November.

Mechanisms for the monitoring of implementa-
tion of the Greek programme

The 26 October agreement provides for the
establishment of a monitoring capacity on the
ground, with the participation of national
experts and in cooperation with the Greek gov-
ernment and the Troika, for the duration of the
new programme, to ensure the timely and full
implementation of the reforms. This new role
will be laid down in the Memorandum of
Understanding.

Euro area stabilisation tools

As regards improving the effectiveness of the
EFSF and of the future ESM so as to better
deal with the potential risk of contagion, the 21
July agreement provides for increased flexi-
bility of these tools linked to appropriate con-
ditionality. In more detail, the EFSF and the
ESM will be enabled to act on the basis of a
precautionary programme, to finance recapi-
talisation of financial institutions through loans
to governments (including in non-programme
countries) and to intervene in the secondary
markets on the basis of an ECB analysis and of
a decision by mutual agreement of the Mem-
ber States. The procedure for the ratification
of the revised EFSF by the national parlia-
ments was completed in mid-October.5

Under the 26 October agreement it was
decided not to expand the guarantees backing
the EFSF, but to leverage its existing resources

along two basic options: first, by providing
credit enhancement to new debt issued by
Member States (thus reducing their funding
cost), through the purchase of the risk insur-
ance that will be offered to private investors as
an option when buying bonds in the primary
market; and second, by maximising the fund-
ing arrangements of the EFSF with a combi-
nation of resources from private and public
financial institutions and investors, which can
be arranged through Special Purpose Vehicles.
The EFSF will have the flexibility to use these
two options simultaneously, depending on the
objective pursued and on market circum-
stances, thereby achieving a leverage effect
that according to estimates could even reach
up to 4 or 5, with an expected return of around€1 trillion. The final wording of the terms and
conditions for the implementation of the rel-
evant procedures is expected by the Eurogroup
in November.

Banking system

On 26 October, the members of the European
Council agreed on a comprehensive set of
measures to strengthen confidence in the bank-
ing sector, which: (a) facilitates the banks’
access to medium-to-long-term financing
through a coordinated approach at EU level;
and (b) increases the banks’ capital ratio to 9%
of the highest quality capital (Core Tier 1) by
end-June 2012 (for Greece the target is set to
10%, as defined in the EU/IMF programme).
For the capital increase, banks should first use
private sources of capital, including through
restructuring and conversion of debt to equity
instruments. If necessary, national govern-
ments and the EFSF should provide support.
National supervisory authorities must ensure
that banks’ plans to strengthen capital will not
lead to excessive deleveraging, including main-
taining the credit flow to the real economy.
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55 According to the President of the European Parliament, H. Van
Rompuy, a new momentum in the direction of implementing the
21 July agreement is provided by the German Federal Constitu-
tional Court ruling of 7 September 2011, which confirms the valid-
ity of the support programmes for euro area countries in economic
difficulties. This ruling is also expected to help strengthen stabil-
ity in the euro area as a whole.



Fiscal consolidation, growth and economic gover-
nance

Stimulating economic growth and employment
is a priority for European leaders with respect
to all euro area countries, with emphasis on
those countries under EU/IMF assistance.
According to the 21 July decisions, all euro
area countries are called upon to adhere
strictly to the agreed fiscal targets, improve
their competitiveness and address macroeco-
nomic imbalances. At the same time, a tem-
porary increase in co-funding rates from the
Structural Funds is expected to contribute con-
siderably to the growth-oriented efforts of the
countries that are subject to consolidation pro-
grammes, while the lending rates and the loan
maturities agreed for Greece will also be
applied for Portugal and Ireland. On 4 Octo-
ber, the EU Council of Finance Ministers con-
firmed that it will ratify the European Com-
mission’s six legislative proposals for economic
governance (“six-pack”),6 which will enter into
force in January 2012 and, according to the 26
October decisions, will be strictly implemented
as part of the European Semester.7

The 26 October agreement further strength-
ens economic coordination and surveillance
with the establishment of additional measures
over and above the ones recently adopted for
economic governance. It mentions, inter alia,
the adoption of rules on balanced budget and
the transposition of the Stability and Growth
Pact rules into national legislation, as well as
for drawing up budgets based on independent
growth forecasts. In cases of deviations, it pro-
vides for closer monitoring and coordination
during budget execution, while it also refers
to a pragmatic coordination of tax policies, in
anticipation of the European Commission
proposals for a Common Consolidated Cor-
porate Tax Base and for a Financial Transac-
tion Tax. 

Finally, it promotes at European level working
methods for enhancing crisis management,
ensuring better economic integration and
strengthening governance in the euro area. On

21 July euro area leaders, among other things,
recognised the need to reduce reliance on
external credit ratings and called upon the
European Commission to submit proposals on
credit rating agencies. On 26 October, the
President of the European Council, Mr. Van
Rompuy, was mandated to identify, in coop-
eration with the President of the European
Commission and the President of the
Eurogroup, possible steps to strengthen the
economic union, including exploring the pos-
sibility of limited Treaty changes. An interim
report will be submitted in December 2011,
while a report on the implementation of the
agreed measures will have been completed by
May 2012.

2 THE ECONOMIES OF SOUTH-EASTERN
EUROPE8

The economies of South-East European coun-
tries seem to have reached a path of steady
recovery, although the relatively high growth
rates recorded in a number of them in the first
quarter of 2011 show a clear deceleration trend
in the course of the year. However, most coun-
tries are expected to achieve in 2011 an aver-
age annual GDP growth rate, which is higher
than that of 2010. More specifically, GDP in
Romania recorded a rise in the first quarter of
2011 for the first time since the onset of the cri-
sis and is expected to remain at a positive rate
of change in 2011 (1.7%, from -1.9% in 2010).
By contrast, Croatia is the only country whose
GDP recorded a negative rate of change in the
first quarter, but is forecast to post a positive
rate for the year as a whole (0.6%, from -1,2%
in 2010). The growth rate in Bulgaria, although
showing a deceleration trend in relation to its
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66 These proposals were amended following consultation with the
European Parliament, which then adopted them on 28 September
2011.

77 In addition, on 12 October 2011 the European Commission pre-
sented a “Roadmap” with specific proposals for ―among other
things― building robust economic governance and speeding up sta-
bility and growth-enhancing policies in Europe.

88 The South-East European economies that are discussed in this sec-
tion include: Albania, Bosnia and Herzegovina, Bulgaria, Croatia,
Montenegro, Former Yugoslav Republic of Macedonia (FYROM),
Romania, Serbia and Turkey.



performance in the first quarter, is expected to
accelerate considerably (2.2%, from 0.2% in
2010). Α quite strong acceleration of the
growth rate is expected in Serbia (2.1%, from
1.0% in 2010), Bosnia and Herzegovina (2.1%,
from -3.0% in 2010), FYROM (3.0%, from
1.8% in 2010) and Montenegro (2.7%, from
2.5% in 2010). On the other hand, Turkey and
Albania, i.e. the two countries with the high-

est growth rates in 2010 (particularly the for-
mer), decelerated in 2011 (to 7.5%, from 8.9%
in 2010 for Turkey, and 1.9% from 3.8% in
2010 for Albania) (See Table ΙΙ.2.Α).

The impeding slowdown of the initially strong
recovery in most economies of the region is
mainly due to external factors. More specifi-
cally, the projected decline of growth rates in
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Albania 5.9 7.5 3.6 3.8 3.4 1.8 1.9 2.9 3.4 2.2 3.5 4.0 3.9 3.7

Bosnia-
Herzegovina

6.2 5.7 -2.8 -3.0 - - 2.1 1.5 7.4 -0.4 2.1 3.3 - 4.0

Bulgaria 6.4 6.2 -5.5 0.2 3.4 0.1 2.2 7.6 12.0 2.5 3.0 5.1 4.8 3.6

Croatia 5.1 2.2 -6.0 -1.2 -0.8 0.8 0.6 2.9 5.8 2.2 1.1 2.2 2.0 2.1

FYROM 6.1 5.0 -0.9 1.8 5.1 3.3 3.0 2.3 8.3 -0.8 1.6 4.1 4.7 3.8

Montenegro 10.7 6.9 -5.7 2.5 - - 2.7 4.2 8.5 3.4 0.5 2.5 - 3.1

Romania 6.3 7.3 -6.6 -1.9 1.7 1.4 1.7 4.8 7.9 5.6 6.1 8.0 7.9 5.9

Serbia 5.4 3.8 -3.5 1.0 3.4 2.2 2.1 6.5 12.4 8.1 5.9 14.1 12.7 11.3

Turkey 4.7 0.7 -4.8 8.9 11.0 8.8 7.5 8.8 10.4 6.3 8.6 4.3 6.2 8.5

Α. GDP and inflation
(annual percentage changes)

Country

GDP Inflation

2007 2008 2009 
2010 

(estim.)
Q1

2011
Q2

2011
2011

(forecast) 2007 2008 2009
2010 

(estim.)
Q1

2011
Q2

2011
2011

(forecast)

Table II.2 Key macroeconomic indicators of Southeastern European countries1

Sources: WEO, EU Candidate and Pre-Accession Countries Economic Quarterly, European Commission (October 2011), EBRD (October 2011)
and Economic Forecast-Autumn 2011, European Economy 6 (provisional version).
1 Estimates for 2010 and forecasts for 2011 are expected to be revised.

Albania -10.4 -15.1 -13.5 -11.8 -11.8 -13.3 -10.9 -3.5 -5.9 -7.3 -4.2 -1.0 -3.7

Bosnia-
Herzegovina

-10.7 -14.3 -6.2 -5.6 -7.1 -8.3 -6.2 1.2 -2.2 -4.5 -4.5 - -3.5

Bulgaria -30.2 -23.2 -9.0 -1.0 3.1 1.4 1.6 0.1 1.7 -4.3 -3.1 -1.0 -2.5

Croatia -7.2 -9.1 -5.5 -1.4 - - -1.2 -2.5 -1.4 -4.1 -4.9 - -5.5

FYROM -7.0 -12.5 -6.4 -2.2 -4.4 -4.4 -5.5 0.6 -0.9 -2.7 -2.5 -0.8 -2.5

Montenegro -39.5 -50.7 -30.1 -25.6 - - -21.5 6.6 0.5 -4.4 -4.9 - -4.2

Romania -13.4 -11.4 -4.2 -4.2 -0.7 - -4.1 -2.5 -5.7 -9.0 -6.9 -0.9 -4.9

Serbia -16.1 -21.6 -7.1 -7.2 -7.1 -6.8 -7.7 -1.9 -2.6 -4.5 -4.6 -0.8 -4.6

Turkey -5.9 -5.7 -2.3 -6.6 -7.9 -9.7 -9.8 -1.0 -2.2 -6.7 -3.5 - -2.4

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

Country

Current account balance Fiscal balance

2007 2008 2009 
2010 

(estim.)
Q1

2011
Q2

2011
2011

(forecast) 2007 2008 2009
2010 

(estim.)
Q1

2011
2011

(forecast)



some major economies in 2011 compared with
2010 (particularly the US, Japan and China)
and the expected stagnation or small deceler-
ation of the growth rate in the EU have an
adverse influence on the growth prospects of
the region’s countries, considering also the
strong effect of export developments on their
growth performance.

It is worth noting that a major source of uncer-
tainty in respect to growth prospects is the
ongoing sovereign crisis in euro area countries.
In particular, there are three main contagion
channels for the region. The first one has
already been mentioned and relates to real
economy and decelerating growth mainly in
the larger European countries. The second one
is associated with the presence of large bank-
ing groups from euro area countries in the
region and the possibility of shallower financial
depth, which inter alia would further weaken
the already low rate of credit expansion in most
countries. Finally, the third channel refers to
the role of financial markets and the likelihood
of a stronger “risk aversion” on the part of
investors. In more detail, although the fiscal
situation of the countries in the region is gen-
erally better than that of euro area countries,
a broad increase in risk aversion could create
financing problems for countries with relatively
high short-term debt – exactly as with the 2008
crisis.

Inflationary pressures, which increased anew
to a considerable extent in the first months of
2011, are gradually easing in several countries.
Compared to 2010 however, inflation in 2011
is expected to follow an upward path in Serbia,
Bosnia and Herzegovina, FYROM and Croa-
tia. In the remaining countries it is expected to
stand close to its 2010 levels (see Table ΙΙ.2.Α).

Developments in the external sector are not
uniform. In Bulgaria, and to a lesser extent in
Albania, there is a clear trend of current
account balance improvement, as the increase
in exports exceeds the increase in imports. In
most of the remaining countries, however, cur-
rent account deficits are expected to deterio-

rate, mainly on account of worsened trade bal-
ances. The largest deterioration is expected in
the case of Turkey, due to the considerable
recovery of domestic demand and the high rate
of growth (see Table ΙΙ.2.Β).

With respect to the fiscal situation, improve-
ment is recorded in relation to 2010, as most
countries move within their budget targets.
Better economic conditions and the authori-
ties’ clear will to reduce government deficits
have contributed to improved fiscal results (see
Table ΙΙ.2.Β).

Monetary policy, despite the heightened
inflationary pressures in the beginning of the
year, is taking up an accommodative stance,
seeking to rekindle and strengthen domestic
demand. An exception is the unconventional
monetary policy in Turkey, where monetary
authorities maintain the key interest rate at
low levels (5.75%), while increasing the credit
institutions’ cash reserve requirements at the
same time. Their objective is on the one hand
to ensure (through the key rate) continuation
of the economy’s unhindered financing by
achieving financial stability, while seeking on
the other hand (by maintaining cash reserve
requirements at high levels) to improve the
quality of funds, discouraging speculative
attacks. However, the widening current
account deficit undermines the sustainability
of high growth rates and is reminiscent of the
conditions that prevailed prior to the 2008
crisis.

Improved levels of economic activity in the
countries of the region also reflect the situation
prevailing in the financial sector. The positive
rate of credit expansion, although slowing
down after the first half of the year, stands at
satisfactory levels in all these countries, a fact
that increases the possibility of stronger eco-
nomic growth.9 Moreover, the formulation in
several countries of a new funding model for
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99 It should be noted that Turkey is an exception, given that the con-
siderable economic growth it records is fully reflected in its credit
expansion rate, which in the first half of 2011 accelerated by around
17%.



the financial sector, which will henceforth rely
on internal sources of liquidity, has shielded
the credit institutions’ operation to a consid-
erable extent. This reduced dependence has
helped ensure conditions of robust growth,
largely limiting the risk of interdependence,
given the high share of foreign ownership. At
the same time, the timely adoption of higher
than anticipated capital requirements has
helped to absorb the effects of the relatively
high doubtful claims recorded, thus ensuring
growth prospects.

Undoubtedly the countries of South-Eastern
Europe have set on a path of steady recovery,
the duration of which depends mainly on exter-
nal factors and particularly on the evolution of
the sovereign crisis in euro area countries. A
timely and effective tackling of this crisis will
greatly benefit the long-term growth prospects
of these economies.

3 THE EUROSYSTEM’S SINGLE MONETARY 
POLICY AND INTERVENTIONS10

Already since early 2011, the ECB Governing
Council had estimated that the rise in com-
modity prices, already underway in previous
years as a result of higher economic activity
and enhanced global liquidity, in addition to
geopolitical tensions, had created inflationary
risks. The Eurosystem, in order to avert infla-
tionary pressures from spreading out through
second-round effects11 from the rise in com-
modity prices, increased its key interest rates12

in April and July 2011, by 25 basis points each
time (see Table ΙΙ.3).

Despite increases in the key rates, the ECB
Governing Council was estimating, up until
September 2011, that the stance of the single
monetary policy remained accommodative, i.e.
continued to support economic activity and
promote job creation in the euro area, among
other things because short-term rates13 were
kept low. However, it noted (September 2011)
that funding conditions in some financial mar-
kets have now become less favourable due to

the resurgent fiscal crisis. In October 2011, the
ECB Governing Council confirmed the esti-
mate that short-term rates remained low, but
funding conditions for enterprises and house-
holds were adversely affected by shocks in the
financial markets. Thereafter, it became evi-
dent that, as economic activity weakened both
in the euro area and worldwide, the inflation-
ary pressures mentioned above that had man-
ifested themselves earlier in the course of 2011,
were about to ease. Based on this estimate of
the ECB Governing Council, the Eurosystem
proceeded to a reduction of the key rates by 25
basis points in November 2011, bringing them
to levels consistent with the maintenance of
price stability in the euro area over the
medium term.

As regards the use of non-standard monetary
policy measures, in the period from March to
October 2011 the Eurosystem repeatedly14

extended the conduct of open market opera-
tions with a maturity of one maintenance
period,15 as well as the use of fixed-rate tenders
with full allotment (i.e. unlimited liquidity sup-
ply)16 to all its regular open market operations
conducted for the refinancing of credit insti-
tutions until mid-2012 (see Table ΙΙ.4).
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1100 According to the introductory statements by the President of the
ECB to the press conferences held after the first ECB Governing
Council meeting of each month (whereat monetary policy is set)
in the first eleven months of 2011, as well as ECB announcements
and other ECB documents.

1111 Second-round effects are recorded when consumer prices are
pushed upwards either because profit margins have widened or
wage increases were granted, in an effort to counterbalance the
unfavourable impact of higher commodity prices on the purchas-
ing power of enterprises and employees, respectively; see ECB,
Monthly Bulletin, July 2004, pp. 28-30.

1122 The key interest rates recorded in Table ΙΙ.3 are set by the Eurosys-
tem and aim to directly influence market rates and, ultimately in
the longer run, inflation in the euro area.

1133 Short-term interest rates are interest rates applicable on items (e.g.
interbank loans, government and corporate bonds, bank deposits
and loans to enterprises and households) that have a maturity (or
residual maturity in the case of bonds) of up to one year.

1144 In March, June, August and October 2011.
1155 In 2011, maintenance periods ranged between 21 and 35 days

(average duration: 30.3 days). A maintenance period is the pre-
determined time span over which compliance with reserve require-
ments is calculated according to the average daily balances. Aver-
age daily balances may not fall short of a given level (equal to the
minimum reserve ratio 2% multiplied by the sum of a subset of the
credit institution’s liabilities (reserve base) at the end of the month
before last). The daily balance of reserve requirements may vary
from day to day. 

1166 Provided, of course, that credit institutions give to the Eurosystem
adequate collateral for the funding they receive.



The second half of July and August 2011 saw
sharp increases in yields and a shrinking of
transaction volumes in the government bond
markets of certain euro area countries. The
Eurosystem, in order to help deal with these
tensions in the financial markets, rigorously
resumed after a four-month break its Securi-
ties Markets Programme, extended the use and
conduct of the operations mentioned above,
and supplied to the interbank market liquidity
with a maturity of six months, which facilitates
the banks’ liquidity-management planning and
supports the supply of credit to households and
enterprises in the euro area.

Furthermore, given that on account of the
shocks in international financial markets Euro-
pean banks face difficulties in raising adequate
reserve assets in US dollars through the market
as well, on 15 September the ECB Governing
Council decided (in coordination with the Fed-
eral Reserve Bank, the Bank of England, the
Bank of Japan and the Bank of Switzerland) to
carry out by the end of 2011 three operations
with a maturity of three months for the supply
of US dollar liquidity, conducted as fixed-rate
tenders with full allotment (in addition to the
weekly operations with a maturity of seven days
conducted since May 2010, for which however
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Table IΙ.3 Changes in key ECB interest rates

(percentages per annum)

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

Fixed rate tenders
(fixed rate)    

Variable rate tenders
(minimum bid rate) 

2000 6 October 3.75 - 4.75 5.75

2001 11 May 3.50 - 4.50 5.50

31 August 3.25 - 4.25 5.25

18 September 2.75 - 3.75 4.75

9 November 2.25 - 3.25 4.25

2002 6 December 1.75 - 2.75 3.75

2003 7 March 1.50 - 2.50 3.50

6 June 1.00 - 2.00 3.00

2005 6 December 1.25 - 2.25 3.25

2006 8 March 1.50 - 2.50 3.50

15 June 1.75 - 2.75 3.75

9 August 2.00 - 3.00 4.00

11 October 2.25 - 3.25 4.25

13 December 2.50 - 3.50 4.50

2007 14 March 2.75 - 3.75 4.75

13 June 3.00 - 4.00 5.00

2008 9 July 3.25 - 4.25 5.25

8 October 2.75 - - 4.75

9 October 3.25 - - 4.25

15 October 3.25 3.75 - 4.25

12 November 2.75 3.25 - 3.75

10 December 2.00 2.50 - 3.00

2009 21 January 1.00 2.00 - 3.00

11 March 0.50 1.50 - 2.50

8 April 0.25 1.25 - 2.25

13 May 0.25 1.00 - 1.75

2011 13 April 0.50 1.25 - 2.00

13 July 0.75 1.50 - 2.25

9 November 0.50 1.25 - 2.00

Source: ECB.
1 From 10 March 2004 onwards, with the exception of the interest rate changes of 8 and 9 October 2008, changes in all three key ECB 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 taken.
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Table II.4 Eurosystem's open market operations in 2011*

1.Main and longer-term refinancing operations:

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

Frequency: Once a week. Procedure: At least until 10 July 2012, fixed rate tender
with full allotment.

1.2 Longer-term refinancing operations:

1.2.1 Provision of liquidity with a maturity of
one maintenance period

Frequency: Once at the beginning of each maintenance period. These operations
will continue to be carried out at least until 10 July 2012. Procedure: Fixed-rate ten-
der (at a rate equal to the MRO rate) with full allotment.

1.2.2 Provision of liquidity with a maturity of
three months

Frequency: Once a month. Procedure: Tender with full allotment and an interest
rate set ex post equal to 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

In order to address the tensions that resurfaced, in the second half of July initially, in
some euro area financial markets, the Governing Council of the ECB decided (in early
August) to conduct one operation with maturity of six months, settled on 11 August
2011. Procedure: Tender with full allotment and an interest rate set ex post equal to
the average value of the fixed rate in the MROs conducted over the life of the respec-
tive six-month operation.

1.2.4 Provision of liquidity with a maturity of
twelve/thirteen months

In the context of addressing the tensions mentioned above, the Governing Coun-
cil of the ECB decided (in early October) to conduct one operation with maturity
of 371 days (i.e. approximately twelve months), settled on 27 October 2011, and one
operation with a maturity of 406 days (i.e. approximately thirteen months), settled
on 22 December 2011. Procedure: Tender with full allotment and an interest rate
set ex post equal to the average value of the fixed rate in the MROs conducted over
the life of each of the respective longer-term refinancing operations.

2.Securities outright purchase operations:

2.1 Securities Markets Programme The Governing Council of the ECB decided in early May 2010 to conduct the pro-
gramme. By end-March 2011 the Eurosystem had purchased securities worth €76.5 bil-
lion in total. These purchases were then discontinued and, due to repayments, the level
dropped to €74 billion by early August 2011. Between August and October and in early
November 2011, the Eurosystem resumed purchases of securities and on 11 Novem-
ber the value of the relevant securities portfolio amounted to €186.8 billion.

2.2 New covered bond purchase programme As announced by the Governing Council of the ECB (in early October), the Programme
will run from November 2011 to end-October 2012 and is expected to comprise purchases
of bonds worth €40 billion.

3.Fine-tuning operations:

3.1 Liquidity absorption on the last day of each
maintenance period

Procedure: Collection of overnight deposits from credit institutions through vari-
able-rate tenders with a maximum bid rate equal to the fixed rate on main refinancing
operations.

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

Procedure: Collection of weekly deposits from credit institutions through variable-
rate tenders with a maximum bid rate equal to the fixed rate on main refinancing
operations.

4.US dollar liquidity-providing operations:

The Eurosystem enabled every week credit institutions to raise liquidity in US dollars with a maturity of 7 days against collateral eligible
for the Eurosystem’s credit operations in euro. Demand by credit institutions for raising funds through these operations was expressed only
in the first two months of 2011 and in August-November. In mid-September 2011 it was announced that additional similar operations with
a maturity of three months would be conducted on 13 October, 10 November and 8 December 2011. This was considered necessary since
financial market shocks (after end-July) made it difficult for euro area credit institutions to raise US dollar liquidity from international mar-
kets. Procedure: Fixed rate tender with full allotment.

* The table was compiled on the basis of data and information available in early November 2011. However, the announcements made by the
Governing Council of the ECB by that date determine to a large extent the operations to be conducted at least until the end of 2011.



there had been no demand in the period from
March to July 2011).

Moreover, in October 2011 the ECB Govern-
ing Council announced that two more open
market operations with full allotment would be
carried out. The first operation, with a matu-
rity of approximately 12 months, was con-
ducted in October 2011; the second will have
a maturity of approximately 13 months and will
be conducted in December 2011. It was also
announced that in the period from November
2011 to October 2012 the Eurosystem would
enhance even further the liquidity of the bank-
ing system by purchasing covered bank bonds17

(from the primary or the secondary market)
amounting to €40 billion in total.

The ECB Governing Council has repeatedly
stressed that the total supply of liquidity and
the procedures for its allotment will ensure
that credit institutions in the euro area will face
no liquidity constraints. But one should not
overlook that non-standard measures (such as
the unlimited supply of liquidity to credit insti-
tutions at a fixed rate) ―adopted when ten-
sions in the financial markets intensified con-
siderably― are by nature temporary.

The ECB Governing Council recently reiter-
ated that the single monetary policy must
unwaveringly seek to achieve the Eurosys-
tem’s primary objective, i.e. maintaining price
stability18 in the euro area over the medium
term. In order to set this policy, the ECB
Governing Council combines the conclusions
of the economic and monetary analyses it car-
ries out.

In the context of economic analysis, it observed
that euro area economic activity continued to
recover in the period from January to Novem-
ber 2011. Of course, between the first and the
second quarter of 2011 the quarterly rate of
economic growth in the euro area slowed
down. This is attributable, among other things,
to the fact that in the first quarter this rate had
been affected by an extraordinary, favourable
factor,19 the effect of which subsided in the sec-

ond quarter. The slowdown of GDP growth is
also attributable to a series of other factors,
such as the impact of the natural disasters in
Japan in March 2011, the fall in share prices
and other consequences of the fiscal crisis, and
finally, to the lagged effect of previous years’
oil price increases on private consumption in
the euro area.

GDP growth is expected to continue in the sec-
ond half of 2011, at rates that will certainly be
low,20 mainly due to the effect of the ongoing
tensions in many euro area government secu-
rities markets ―which affect financing condi-
tions for enterprises and households nega-
tively― lower consumer and business confi-
dence, and the decelerated GDP growth rate,
combined with the downward revision of the
economic outlook of the US. This forecast
includes a high degree of uncertainty and one
should not overlook the considerable risks that
exist in relation to the growth prospects of eco-
nomic activity in the euro area. The fiscal cri-
sis and the ensuing financial turmoil are
expected to affect economic activity adversely
in 2012 as well. Therefore, one should antici-
pate a considerable downward revision of the
respective projection for the euro area GDP
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1177 These are fixed-rate bonds with a medium- or long-term maturity,
which are based on a set of loans (the “cover pool”) granted by the
issuing credit institution. The loans included in the cover pool are
selected so as to be relatively secure, i.e. are either mortgage loans
(with a relatively low loan-to-value ratio) or loans (including bond
issues) to the public sector. Furthermore, as these loans remain in
the balance sheet of the credit institution granting them, they do
not weaken its incentives for selecting and monitoring the debtors,
in contrast to what tends to be the case (in the absence of other col-
lateral) with respect to other securities derived from bank loan
securitisation (asset-backed securities). In fact, covered bonds pro-
vide double security (dual recourse) to the bondholders. These are
creditors of the bank (in contrast to those holding other securities
issued against bank loans, e.g. structured bonds). At the same time,
in the case of covered bonds, bondholders have a preferential claim
―i.e. by priority over all other creditors of the bank― on the loans
that form the bonds’ cover pool (see the published ECB report
“Covered bonds in the EU financial system”, December 2008). It
should be recalled that the Eurosystem had successfully imple-
mented a similar “covered bonds purchase programme” in the
period from July 2009 to June 2010.

1188 According to the definition that forms part of the Eurosystem’s
monetary policy strategy, price stability prevails when inflation rates
are below, but close to, 2%.

1199 Namely, the fact that in the first quarter of 2011 construction activ-
ity recovered from the levels of the last quarter of 2010, which were
particularly low due to the adverse effect of weather conditions.

2200 Indeed, the quarterly rate of GDP growth in the third quarter was
0.2% based on very recent flash estimates, published after the ECB
Governing Council meeting of November 2011.



growth rate (which, in September 2011 the
ECB staff estimated to stand between 0.4%
and 2.2% on an annual basis).

The ECB Governing Council also observed, in
the context of economic analysis, that inflation
remained at high levels in the course of 2011,
and indeed it picked up from 2.2% in Decem-
ber 2010 to 3% in September and October
2011, due to the increase in the prices of crude
oil and other commodities, which continued to
affect pricing in the early stages of the pro-
duction process. It was repeatedly stressed
during March-September 2011 that it was of
primary importance to prevent second-round
effects from the enterprises’ pricing behaviour
or employee wage demands, which would con-
tribute to generalised increases in the prices
of final products over the medium term. The
ECB Governing Council currently estimates
that inflation in the euro area will remain
clearly above 2% in the next few months,
while since September 2011 it has adopted the
forecast that in the course of 2012 inflation
will fall below 2%. This estimate relies on (i)
expectations in the futures contract market
regarding developments in commodity prices,
and (ii) the fact ―highlighted in November
2011― that the weakening of economic activ-
ity in the euro area, continuing since the sec-
ond half of 2011 and expected to persist in
2012, will help contain the rise in the cost
components (including wages) and the prices
of final products.

Furthermore, the ECB Governing Council
reiterates its strong commitment to help con-
tain inflation expectations at levels consistent
with an inflation rate below, but close to, 2%
over the medium term,21 a necessary condition
for economic growth and employment in the
euro area.

According to the latest ECB staff macroeco-
nomic projections, published in September
2011, average annual inflation is estimated to
stand between 2.5% and 2.7% in 2011, but to
decline thereafter, and stand between 1.2%
and 2.2% in 2012.

In the context of monetary analysis carried out
by the ECB Governing Council in parallel with
economic analysis, it has been observed that
the underlying pace of monetary expansion,22

which affects medium- and long-term infla-
tionary pressures, remains at moderate levels.
The actual rates of monetary23 and credit24

expansion also remain at relatively low levels,
albeit this ―as was noted by the ECB Gov-
erning Council in November 2011― does not
entail that financial market tensions have
affected bank credit supply adversely, at least
not until the end of the third quarter of 2011.
Of course, one cannot rule out the possibility
of such an effect manifesting itself towards the
end of the year or even later.

On the other hand, the ECB Governing Coun-
cil has repeatedly noted over March-Septem-
ber 2011 that a large part of the liquidity accu-
mulated before the financial crisis still remains
in the euro area economy and this could facil-
itate generalised upward pressures on prices.
However, a more recent estimate was that the
increased money holding by economic agents
in the euro area is probably due to a precau-
tionary stance, given the increased uncer-
tainty, and unrelated to the financing of
spending.25

In October 2011 the ECB Governing Council
underlined that the situation in the banking
sector had to be very carefully addressed, given
that the fiscal crisis creates various difficulties
for banks – among other things, limited abil-
ity to raise liquid assets through the financial
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2211 Inflation expectations were successfully contained in the first ten
months of 2011. See ECB, Monthly Bulletin, section 2.4 (which
describes developments in bond markets), issues: February-Novem-
ber 2011.

2222 The underlying pace of monetary expansion is calculated by the
ECB using various alternative methods (see ECB, Monthly Bul-
letin, May 2008, Box 1, p. 15) and is not published. It is considered
to be linked to developments in inflation more closely than the rate
of increase in Μ3, taking into consideration the time lags.

2233 Μ3 rate of change: September 2011: 3.1%, December 2010: 1.7%.
It should be noted that in the last few months Μ3 growth may have
been pushed upwards on account of tensions in the financial mar-
kets.

2244 Rate of change in bank loans to the private sector including secu-
ritised loans (which do not appear in banks’ balance sheets): Sep-
tember 2011: 2.7%, December 2010: 2.3%.

2255 See the ECB President’s speech before the European Parliament’s
Economic and Monetary Affairs Committee on 29 August 2011.



markets. As it had also done in the past, the
ECB Governing Council called on euro area
banks to shield their balance sheets by all
means possible, to limit the allocation of prof-
its to shareholders and withhold them to the
extent possible, to refrain from paying exorbi-
tant salaries to their executives and to tap on
equity markets for strengthening their capital
base. If need be, banks should take full advan-
tage of the various support options made avail-
able by government authorities. Of course,
government authorities on their part should
put the respective support programmes in full
effect. Moreover, the European Financial Sta-
bility Facility (EFSF) that lends the govern-
ments of member countries so that they can
strengthen the credit institutions’ capital base
should also be put in effect and used in the
future. Finally, in November 2011, the ECB
Governing Council stressed that the extent of
the adverse effects of the financial turmoil on
economic activity depends on the robustness of
the banks’ balance sheets. As long as their bal-
ance sheets are robust, banks are in a position
to supply the real economy of the euro area
with adequate levels of credit. In this respect,
the ECB Governing Council welcomes the
decision reached in the Summit of 26 October
2011 to increase the credit institutions’ Core
Tier 1 ratio to 9% until the end of June 2012,
as well as the care that will be taken in order
to avoid an excessive deleveraging of credit
institutions to this end.

From January to early November 2011, the
three-month Euribor26 increased (see Chart
ΙΙ.4). This rise in the three-month Euribor (and
in the other interbank rates) in 2011 may ini-
tially be attributed to expectations of increases
in Eurosystem key rates (which, as was men-
tioned above, largely materialised).27 The rise
of interbank rates in the first four months of
2011 is also accounted for by the fact that euro
area credit institutions’ total demand for liq-
uidity from the Eurosystem was falling during
this period,28 a development that suggests the
interbank market’s improved operation and is
associated with the decline in the outstanding
amounts of the deposit facility, which was con-

stant in the first half of 2011, but was reversed
thereafter. The first four months of 2011 saw
some downward pressure on interbank loan
rates due to lower counterparty risk premia29

(see Chart ΙΙ.4), as by then conditions in the
interbank market improved.

However, in May and in the period from mid-
June to end-September 2011 these premia
increased and reached the highest levels
recorded since the beginning of 2009, due to
renewed concerns regarding the fiscal situation
in a lot of member countries. This higher pre-

Monetary Policy   
Interim Report
201158

2266 The three-month interest rate is representative of the euro area
rates on interbank loans (with a maturity longer than overnight).

2277 See BIS, Quarterly Review, June 2011, p. 7, Graph 5.
2288 Liquidity demand followed a downward trend from February to

April 2011 and an upward one in the period after.
2299 Counterparty risk refers to the risk of the debtor in an interbank

loan defaulting on its obligations. The risk inherent in interbank
market investments is measurable by the spread between the Euri-
bor rate and either the fixed rate on overnight index swaps (of a
maturity corresponding to that of the interbank loan) or the rate
on interbank loans against collateral of a corresponding maturity
(EUREPO); see Bank of Greece, 2008 Annual Report, p. 49, foot-
note 6.



mium, combined with the effect of the expec-
tations of further increases in ECB rates,
explains the continued upward path of the
three-month Euribor rate in the period from
May to July 2011. In early August 2011 the rate
decreased and remained practically stable until
just before the end of September, despite the
considerable rise in the premium, a develop-
ment consistent with the sharp increase in
credit institutions’ demand for liquidity from
the Eurosystem, as well as with money market
expectations of a discontinuation of key rate30

increases and an adoption of additional non-
standard liquidity-enhancing measures.
Finally, in October 2011 the three-month Euri-
bor followed an upward path, while in early
November it fell, due to the reduction of the
key rates.

The volume of transactions in the market for
interbank deposits with a maturity longer than
overnight (collateralised or not) seems to have
remained limited. Furthermore, throughout
the period from January to early November
2011, there were still difficulties with the redis-

tribution of liquid assets, particularly to credit
institutions in Greece, Ireland and Portugal,
which have been largely shut out of the inter-
bank market.

These credit institutions were forced to resort
mostly to the Eurosystem’s main and longer-
term refinancing operations or even to the
standing marginal lending facility,31 in order to
raise the necessary funds. The ECB Governing
Council has repeatedly stressed that banks with
limited ability to raise funds through the inter-
bank market should urgently improve their
effectiveness and strengthen their capital
base.32
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3300 See BIS, Quarterly Review, September 2011, p. 5, Graph 4.
3311 Also reported (see IMF, “Lessons from the European Financial

Stability Framework Exercise”, 11 July 2011, pp. 57-58, e.g. for Ire-
land) were cases of individual credit institutions recoursing to the
Emergency Liquidity Assistance, which is provided by the national
central banks on their own responsibility. Activation of this mech-
anism, which has recently taken place in Greece as well, is not made
in the context of the single monetary policy.

3322 In order to facilitate the banks in raising medium-term loan funds
through the market, the Summit of 26 October 2011 resolved,
among other things, on giving the appropriate guarantees to the
banks based on a coordinated approach at EU level.
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1.1 ECONOMIC DEVELOPMENTS AND PROSPECTS

The recovery of the eeccoonnoommiicc  cclliimmaattee in early
2011 was short-lived (see Chart III.1B). After
that, the economic sentiment indicator started
to follow a declining path up until June, before
partly rebounding in July and August, but dete-
riorated anew in the two months that followed.
In October (before the decisions of the Sum-
mit of 26 October), it reached its lowest level
since March 2009.

The ccooiinncciiddeenntt  iinnddiiccaattoorr  ooff  eeccoonnoommiicc  aaccttiivviittyy,
compiled by the Bank of Greece (see Chart
III.1), reflects the continuing deterioration of
the macroeconomic environment. 

In greater detail, according to available three-
month national accounts data,1 the drop in GDP
is gathering pace: its annual rate of change was
-7.9% in the first half of 2011 (Q1: -8.3%, Q2:
-7.4% – see Table III.1B) compared with -6.6%
in the second half of 2010 and -0.2% in the first
half of 2010.2 For the year as a whole, based on
the indications available up until mid-Novem-
ber, economic activity is estimated to decline by
about 5.5%. In the nine-month period to Sep-
tember, the annual rate was -6.9%.

In the first half of 2011, as a result of the fiscal
consolidation measures that are described in
detail in Chapter IV, ppuubblliicc  ccoonnssuummppttiioonn declined
by 8.4% year-on-year (Q1: -6.9%, Q2: -9.7%).

The fall in GDP during the first half of 2011
was driven in particular by the 7.1% decline in
private consumption (by 5.6 percentage
points) and the 19.4% drop in investment (con-
tribution: 3.3 percentage points). The decline
in public consumption had a contribution of
1.5 percentage points. Recession deepened
also on account of a more pronounced drop in
investment between the first and the second
half of 2011.

The ddeecclliinnee  iinn  pprriivvaattee  ccoonnssuummppttiioonn in the first
half of the year is attributable to (i) the drop
in households’ disposable income, as a result
of the wage cuts (see Section 3 of this chapter)
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I I I M A CROECONOM I C  D E V E LOPMENT S  I N
GR E E C E  AND  P RO S P E C T S  F O R  2011  

11  GDP rates are based on the estimates announced on 15 Novem-
ber 2011 and the rates of individual aggregates on the quarterly
data that were available in October 2011, which are subject to revi-
sion.

22  ELSTAT data are not seasonally or workday adjusted.
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Value in
million

euro Annual percentage change

2005 2006 2007 2008 2009 2010

Table III.1Α Demand and gross domestic product 2005-2010

Source: ELSTAT, National Accounts, revised data, base year=2005, 5-12 October 2011. 
1 Excluding inventories and statistical discrepancy.

(2005 constant market prices)

1. Private consumption 134,725 4.3 3.7 4.0 -1.3 -3.6

2. Public consumption 34,937 2.3 7.6 -2.1 4.8 -7.2

3. Gross fixed capital investment 40,020 20.4 5.4 -6.7 -15.2 -15.0

3.1 Houses 18,120 31.4 -9.0 -28.2 -23.5 -18.0

3.2 Other construction 7,036 0.1 -8.7 39.6 13.3 -5.5

3.3 Equipment 13,043 15.6 37.0 1.3 -24.0 -20.0

3.4 Other 1,821 24.4 -10.2 -4.2 15.8 -7.1

4. Final domestic demand1 209,682 7.0 4.7 0.7 -3.1 -6.3

5. Inventories and statistical discrepancy (% of GDP) 1,302 0.5 1.6 1.2 -1.8 -1.3

6. Domestic demand 210,984 6.9 5.7 0.3 -5.6 -5.9

7. Exports of goods and services 44,807 3.1 6.9 3.0 -19.5 4.2

7.1 Exports of goods 20,490 5.1 4.1 -0.4 -15.7 5.4

7.2 Exports of services 24,317 1.4 9.5 5.9 -22.5 3.2

8. Imports of goods and services 62,741 8.2 14.6 3.3 -20.2 -7.2

8.1 Imports of goods 51.875 7.9 15.3 1.5 -21.0 -10.7

8.2 Imports of services 10,866 9.8 11.6 12.3 -16.5 7.0

GDP at market prices 193,050 5.5 3.0 -0.2 -3.2 -3.5

Contribution to the change in gross domestic product 
(percentage points)

1. Private consumption 2.99 2.58 2.78 -0.91 -2.68

2. Public consumption 0.41 1.34 -0.39 0.87 -1.39

3. Gross fixed capital investment 4.24 1.28 -1.62 -3.43 -2.98

3.1 Houses 2.95 -1.05 -2.91 -1.75 -1.06

3.2 Other construction 0.00 -0.30 1.21 0.57 -0.27

3.3 Equipment 1.05 2.74 0.12 -2.40 -1.56

3.4 Other 0.23 -0.11 -0.04 0.15 -0.08

4. Final domestic demand1 7.64 5.17 0.80 -3.47 -7.08

5. Inventories and statistical discrepancy -0.13 1.16 -0.45 -2.90 0.57

6. Domestic demand 7.50 6.33 0.35 -6.37 -6.52

7. Exports of goods and services 0.72 1.57 0.71 -4.73 0.85

7.1 Exports of goods 0.54 0.43 -0.05 -1.67 0.50

7.2 Exports of services 0.18 1.14 0.75 -3.07 0.35

8. Imports of goods and services 2.68 4.88 1.23 -7.76 -2.30

8.1 Imports of goods 2.13 4.20 0.45 -6.57 -2.72

8.2 Imports of services 0.55 0.68 0.78 -1.18 0.43

9. Balance of goods and services (net exports) -1.96 -3.31 -0.52 3.03 3.14

GDP at market prices 5.54 3.00 -0.16 -3.25 -3.52



Monetary Policy   
Interim Report

2011 63

Annual percentage changes

2010

2010 2011

Q1 Q2 Q3 Q4 Q1 Q2

Table III.1Β Demand and gross domestic product (Q1 2010-Q2 2011)

Source: ELSTAT, national accounts, 8 September 2011, non-seasonally adjusted data. 
1 Excluding inventories and statistical discrepancy.
2 According to new ELSTAT estimates published on 15 November, annual GDP rates are revised as follows: 2010 Q1 = 0.4%, Q2 = -0.7%,
Q3 = -4.6%, Q4 = -8.6%; 2011 Q1 = -8.3%, Q2 = -7.4%, Q3 = -5.2%.

(2000 constant market prices)

1. Private consumption -4.6 0.8 -5.1 -5.8 -8.8 -7.9 -6.1

2. Public consumption -8.3 -5.0 -6.1 -6.8 -13.4 -6.9 -9.7

3. Gross fixed capital investment -16.5 -8.5 -15.2 -22.0 -19.4 -20.9 -17.9

3.1 Houses -18.6 -18.1 -18.5 -19.5 -18.5 -20.1 -21.9

3.2 Other construction -5.8 -1.2 -4.6 -7.0 -8.3 -16.0 -16.6

3.3 Equipment -23.5 -7.1 -20.9 -32.7 -31.0 -25.9 -18.2

3.4 Other 21.9 7.8 13.9 47.4 21.6 9.5 -5.6

4. Final domestic demand1 -7.3 -1.5 -6.9 -8.7 -11.8 -9.4 -8.5

5. Inventories and statistical discrepancy
(% of GDP)

0.0 0.8 -1.8 1.9 -0.8 1.4 -2.2

6. Domestic demand -5.9 0.4 -6.6 -6.6 -10.6 -8.9 -8.8

7. Exports of goods and services 3.8 2.2 3.2 -0.9 12.8 -2.6 -1.4

7.1 Exports of goods 4.8 -1.4 -1.0 -0.8 23.0 5.5 2.2

7.2 Exports of services 3.2 5.8 6.3 -1.1 4.2 -10.3 -3.8

8. Imports of goods and services -4.8 0.5 -8.4 -8.9 -3.2 -12.8 -7.6

8.1 Imports of goods -8.4 -1.0 -12.4 -14.7 -7.0 -14.0 -7.1

8.2 Imports of services 11.1 10.8 7.8 14.5 11.2 -6.9 -9.2

GDP at market prices2 -4.4 0.7 -4.0 -4.8 -8.8 -8.1 -7.3

Contribution to the change in gross domestic product 
(percentage points)

1. Private consumption -3.31 0.69 -3.83 -4.12 -5.99 -6.71 -4.51

2. Public consumption -1.64 -0.90 -1.18 -1.23 -3.25 -1.16 -1.85

3. Gross fixed capital investment -3.08 -1.66 -2.78 -3.96 -3.93 -3.68 -2.89

3.1 Houses -0.85 -1.00 -0.83 -0.82 -0.75 -0.90 -0.84

3.2 Other construction -0.23 -0.04 -0.18 -0.23 -0.47 -0.55 -0.65

3.3 Equipment -2.18 -0.68 -1.88 -3.21 -2.94 -2.30 -1.35

3.4 Other 0.18 0.06 0.12 0.30 0.23 0.08 -0.06

4. Final domestic demand1 -8.06 -1.83 -7.79 -9.30 -13.32 -11.16 -9.23

5. Inventories and statistical discrepancy 1.66 2.29 0.59 2.25 1.52 0.46 -0.23

6. Domestic demand -6.39 0.46 -7.20 -7.04 -11.80 -10.70 -9.46

7. Exports of goods and services 0.76 0.39 0.66 -0.20 2.18 -0.47 -0.30

7.1 Exports of goods 0.40 -0.13 -0.09 -0.06 1.89 0.50 0.21

7.2 Exports of services 0.36 0.52 0.72 -0.16 0.37 -0.96 -0.49

8. Imports of goods and services -1.48 0.20 -2.63 -2.59 -0.91 -5.07 -2.25

8.1 Imports of goods -2.10 -0.33 -3.09 -3.42 -1.56 -4.59 -1.61

8.2 Imports of services 0.67 0.67 0.49 0.87 0.66 -0.47 -0.65

9. Balance of goods and services 2.24 0.20 3.28 2.39 3.09 4.60 1.95

GDP at market prices -4.4 0.7 -4.0 -4.8 -8.8 -8.1 -7.3



and the significantly reduced number of
employed persons (see Section 2 of this chap-
ter); (ii) increased consumer credit constraints
for households (see Table III.2 and Chapter
V.3); and (iii) pervasive uncertainty. The ccoonn--
ssuummeerr  ccoonnffiiddeennccee  iinnddiiccaattoorr has been on a down-
ward path since October 2009.

More specifically, according to national
accounts data, wwaaggeess in the first half of 2011 (at
current prices) were cut by 9.4% on an annual
basis (Q1: -8.9%, Q2: -9.7%), reflecting both
a 3.1% cut in the compensation per employee
(Q1: -3.8%, Q2: -2.3%) and a 6.5% decrease
(on a national accounts basis) in the number
of employees (Q1: -5.3%, Q2: -7.6%). In the
first half of the year, the ggrroossss  ooppeerraattiinngg  ssuurrpplluuss
of the economy fell by 2.5% (Q1: -3.7%, 
Q2: -1.4%).

Reduced private consumption in the first half
of 2011 reflects the contraction of the rreettaaiill
ssaalleess volume, excluding fuel and lubricants,
which entered into negative territory (-11.7%),
and the reduced number of nneeww  ppaasssseennggeerr  ccaarr
rreeggiissttrraattiioonnss (-42.2% year-on-year, see Chart

III.2B). According to data on outstanding ccoonn--
ssuummeerr  llooaannss, the annual rate of ccrreeddiitt  eexxppaannssiioonn
was negative throughout the first half of the
year, deteriorating with every month.

Available data on private consumption after
the first half and up until end-October remain
negative (drop in the volume of retail sales by
0.5% in the two months July-August (-2.0% in
July, +1.2% in August), drop in the number of
new passenger car registrations by 4.0% in Q3,
progressively steeper fall in consumer credit).
The consumer confidence indicator, i.e. before
the decisions taken in the Summit of 26 Octo-
ber 2011, recorded a historic trough in Octo-
ber 2011. However, since private consumption
had already deteriorated significantly in the
second half of 2010 (-7.3% year-on-year), it is
expected that for 22001111 as a whole, pprriivvaattee  ccoonn--
ssuummppttiioonn  wwiillll  ddeecclliinnee  bbyy  aabboouutt  66%%. For 2012 it
is expected that consumption will continue to
fall, albeit at a slower pace. However, the ratio-
nalisation of the economy, so that the share of
consumption in GDP approaches euro area’s,
has not been achieved yet. According to
revised annual national accounts data (Octo-
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Table III.2 Indicators of consumer demand (2009-2011)

(annual percentage changes1)

2009 2010
2011

(available period)

Volume of retail sales (excluding fuel and lubricants) -9.3 -6.9 -9.1 (Jan.-Aug.)

Food-beverages-tobacco1 -6.1 -5.5 -6.5 (   »      »   )

Clothing-footwear 1.4 -11.4 -16.8 (   »      »   )

Furniture-electrical appliances-household equipment -15.3 -12.7 -17.3 (   »      »   )

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

Revenue from VAT (at constant prices) -10.2 0.1 -4.1 (Jan-Sept.)

Retail trade business expectations index -21.4 -26.4 -0.9 (Jan.-Oct.)

New passenger car registrations -17.4 -37.2 -34.4 (   »      »   )

Tax revenue from mobile telephony2 13.2 37.1 -20.8  (Jan.-Aug.)

Outstanding balance of consumer credit3 2.0 (Dec) -4.2 (Dec.) -6.5 (Sept.)

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 reclassifications, loan write-offs/write downs, foreign
exchange valuation differences and a transfer of loans by one bank to a subsidiary domestic credit company in 2009.



ber 2011), in 2010 the share of private con-
sumption in GDP was 74.5% in Greece, com-
pared with 57.5% in the euro area.

FFiixxeedd  ccaappiittaall  iinnvveessttmmeenntt followed a downward
path throughout 2010 (annual change -15.0%
at constant prices, see Table III.1A) and in the
first half of 2011 as well, at stronger rates 
(-19.4%), (Q1: -20.8%, Q2: -17.9%). This
development reflects the continuing large
decline in investment in eeqquuiippmmeenntt  ((mmaacchhiinneerryy
aanndd  ttrraannssppoorrtt  eeqquuiippmmeenntt)) and in hhoouussiinngg
investment. A further contraction of the Pub-
lic Investment Programme (PIP), with dis-
bursements dropping by 31.7% in the first half
of 2011 year-on-year, also impacted adversely
on iinnvveessttmmeenntt  iinn  ootthheerr  ccoonnssttrruuccttiioonn. At the
same time, the vvoolluummee  ooff  pprriivvaattee  ccoonnssttrruuccttiioonn
aaccttiivviittyy (based on building permits) recorded
a sizeable annual decline of -44.6% in the first
half of the year and cceemmeenntt  pprroodduuccttiioonn con-
tinued to drop (-35.8% in the same period).
See also Table III.3.

According to available data for the third quar-
ter of 2011, business sentiment in the con-
struction sector3 remained negative. The small
improvement of the ccoonnffiiddeennccee  iinnddiiccaattoorr  iinn  ccoonn--
ssttrruuccttiioonn in September ―attributed to other-
than-housing construction― was reversed in
October. However, there were news on the
positive side: the evaluation of investment
plans submitted under the previous develop-
ment law (L. 3299/2004) was completed, same
as the approval of 140 such plans with a total
budget of around €267 million; two important
legislative initiatives were taken up, namely the
new development law and the law on the fast-
track construction of major projects;4 finally,
there has been effort for improved aabbssoorrppttiioonn
ooff  tthhee  NNaattiioonnaall  SSttrraatteeggiicc  RReeffeerreennccee  FFrraammeewwoorrkk
––  NNSSRRFF (see Box VI.4 in Chapter VI).

Given that demand for domestic final products
and services, on the one hand, and business
profitability, on the other, is not expected to
improve much in the short term, investment
demand will remain subdued and directly
linked to the course of fiscal adjustment. For
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33  For the third quarter, available data include: private construction
activity based on building permits (July: -0.14%), cement production
(July: -33.1%, August: -52.3%), PIP disbursements (Q3: -21.0%) and
outstanding housing loans (July, August and September: -2.1%).

44  Which includes, among other things, the first three major invest-
ments in photovoltaic units as per an announcement by the Min-
istry for Development; countries such as Germany, the Netherlands
and France have already shown great interest.



2011 as a whole, it is estimated that investment
will fall by more than 15%. For 2012 it is esti-
mated that, if uncertainty is not removed, the
fall will continue.

The drop in consumption and investment has
led to a contraction in the iimmppoorrttss  ooff  ggooooddss  aanndd
sseerrvviicceess (on a national accounts basis), which in
the first half of 2011 were by 10.5% lower than
in the corresponding period of 2010 (2011 Q1:
-12.9%, Q2: -7.6%). This drop was the result of
a decline in the imports of goods by 11.1% and
in the imports of services by 8.1%. EExxppoorrttss  ooff
ggooooddss (on a national accounts basis), after
receiving an increase of 5.4% in 2010 (accord-
ing to recently revised annual data), increased
by a further 3.8% in the first half of 2011 (Q1:
5.5%, Q2: 2.2%). However, eexxppoorrttss  ooff  sseerrvviicceess
in the first half of 2011 decreased (-6.4%) year-
on-year, on account of reduced transport
receipts (see Section 4 of this chapter). 

Exports of goods and services combined were
thus reduced by 1.9%. Due to the limited
decline in exports and the significant drop in

imports, the eexxtteerrnnaall  sseeccttoorr made a positive
contribution to the change in GDP in the first
half of the year.5

For 22001111  aass  aa  wwhhoollee, it is expected that exports
of goods and services will increase by about
4%, on account of the very positive contribu-
tion of tourism in the second half of 2011.
Imports of goods and services are estimated to
decrease by about 7%, as the significant fall in
imports in the second half of 2010 has led to
the expectation that the particularly negative
rate recorded in the first half of 2011 will be
moderated in the second half.

DEVELOPMENTS IN SUPPLY

The reduction in investment in 2011, i.e. for
fourth consecutive year, the decline in
employment and the increased percentage of
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Table III.3 Indicators of investment demand (2009-2011)

(annual percentage changes1)

2009 2010
2011

(available period)

Capital goods production -22.5 -22.1 -5.8 (Jan.-Sept.)

Capacity utilisation rate in the capital goods industry (73.4) (66.1) (63.2) (Jan.-Oct.)

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

Disbursements under the Public Investment Programme -2.8 -11.3 -31.8 (Jan.-Oct.)

Production index in construction (at constant prices) -17.5 -31.6 -36.5 (Jan.-June)

Volume of new buildings and extensions on the basis of permits issued -26.5 -23.7 -39.4 (Jan.-July)

Cement production -21.4 -14.3 -35.1 (Jan.-Sept.)

Construction business expectations index -31.4 -27.4 -30.8 (Jan.-Oct.)

Outstanding balance of total bank credit to housing3 3.7  (Dec.) -0.3 (Dec.) -2.1 (Sept.)

Sources: ELSTAT (capital goods production, volume of private construction activity, cement production, construction production), IOBE (capac-
ity utilisation rate, business expectations index), Bank of Greece (loans to non-financial corporations, disbursements under the Public Invest-
ment 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. The rates of change are adjusted for loan reclassifications, loan write-offs/write-downs, foreign exchange valuation differences, as well
as loans and corporate bonds transferred by domestic MFIs to their subsidiaries operating abroad and to one domestic subsidiary credit com-
pany in 2009.
3 Including loans and securitised loans and taking into account loan reclassifications, loan write-offs/write-downs, foreign exchange valuation
differences and a transfer of loans to a subsidiary domestic credit company in 2009.

55  The rates of decrease in imports were higher than those in exports.
Notwithstanding that, the value of imported goods and services is
by about 25% higher than the value of exported goods and serv-
ices. 



long-term unemployed have had a significant
bearing on the annual ppootteennttiiaall  rraattee  ooff  eeccoo--
nnoommiicc  ggrroowwtthh, which fell from 1.75% in 2005-
2008 and entered into negative territory in
2011. Over the medium term, however, the
potential rate of economic growth may pick up
again, if a balance between aggregate demand
and supply, which is seemingly on the way, is
struck. This will push economic activity
towards higher productivity sectors6 and
towards exports – increasing the exposure of
Greek products to international competition
(see also Box III.1 on the performance of
exports and the penetration of imports). 

As regards short-term developments, in the
first half of 2011 ggrroossss  vvaalluuee  aaddddeedd fell by 7.6%
(Q1: -8.1%, Q2: -7.1%). The decline in the sec-
tors of construction, industry and “commerce,

hotels and restaurants, transport and com-
munications” was more marked. The latter
sector, due to its significant share in total value
added, had a much greater contribution than
the other two.

In more detail, ggrroossss  vvaalluuee  aaddddeedd  iinn  iinndduussttrryy,
including energy, declined in the first half of
2011 by 9.0% on average (Q1: -6.3%, Q2: 
-11.7%), compared to a decline of 11.3% in the
first half of 20107 (for 2010 as a whole it
declined by just 5.0%, according to recently
revised annual data). A similar drop was
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66  Such as: Information and Communication (which includes Com-
puter programming, consulting and other activities, telecommu-
nications) and Financial and Insurance Activities (with value added
per employee higher than the total economy’s). Such sectors have
increased ―in 2010 relative to 2007― their share (even if mar-
ginally, in the second case) in total value added.

77  Subject to revision.

Table IΙI.4 Indicators of industrial activity (2009-2011)

(annual percentage changes)

2009 2010
2011

(available period)

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 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.

1. Industrial production index (overall) -9.4 -5.9 -7.7 (9 months)

Manufacturing -11.2 -5.1 -8.1 ( ”       ”   )

Mining-quarrying -11.8 -6.5 -0.5 ( ”       ”   )

Electricity -4.2 -9.2 -9.4 ( ”       ”   )

Main industrial groupings

Energy -2.9 -4.9 -9.1 ( ”       ”   )

Indermediate goods -18.4 -0.9 -8.3 ( ”       ”   )

Capital goods -22.5 -22.1 -5.8 ( ”       ”   )

Consumer durables -20.7 -13.4 -14.9 ( ”       ”   )

Consumer non-durables -4.1 -7.2 -4.9 ( ”       ”   )

2. Industrial turnover index1 -23.1 5.9 9.2 (8 months)

Domestic market -22.1 -0.8 0.1 ( ”       ”   )

External market -25.6 29.3 28.9 ( ”       ”   )

3. Industrial new orders index2 -27.7 3.7 4.2 (8 months)

Domestic market -23.0 -3.9 -13.6 ( ”       ”   )

External market -34.4 27.6 27.2 ( ”       ”   )

4. Index of business expectations in industry -21.5 5.1 2.0 (10 months)

5. Industrial capacity utilisation rate 70.5 68.5 67.8 (10 months)

6. Purchasing Managers’ Index (PMI)3 45.3 43.8 40.5 (Oct.)



recorded in the industrial output index (total
industry: -7.7%, manufacturing: -8.1%) in the
first nine months of 2011.8

The drop in industrial output over January-
September 2011 was broadly based across all

categories of goods. The highest negative con-
tribution, however, came from energy9 and
intermediate goods. The fall in the production
of consumer durables was more pronounced
compared to the year before (see Table III.4).

The iinnddeexx  ooff  bbuussiinneessss  eexxppeeccttaattiioonnss  iinn  iinndduussttrryy
was, in the first half of 2011, higher on average
(78.4 points) than one year before (75.7
points). In the third quarter, the difference rel-
ative to 2010 narrowed on account of the low
levels recorded in September, whereas in Octo-
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88  At branch level, the drop in manufacturing output during January-
September 2011 was mainly the result of a continuing decline in the
production of non-metallic minerals as well as of the steep fall in
the production of oil and coal products, textiles, clothing-footwear
and food-beverages (however, in September the production of food
increased by 3.0%). Despite the recession in manufacturing, four
branches ―which in 2005 accounted for 13.5% of total manufac-
turing― namely basic metals, wood-cork, medicine and tobacco
recorded an increase in their production during January-Septem-
ber 2011.

99  According to data by the Hellenic Transmission System Operator
(DESMHE) that relate, however, only to the grid (i.e. excluding
islands), the total demand for electricity was reduced by 0.9% in
2010. However, the demand for electricity by eligible customers
connected to the high-voltage grid (metallurgies and large indus-
trial enterprises) increased by 5.9% in 2010. As regards 2011, total
demand for electricity during January-September 2011 fell by 2.1%
(September 2011: +3.3%), which was attributable to the reduced
(by 3.2%) demand by households and commercial and small indus-
trial enterprises (September: +2.6%). By contrast, the demand
from eligible customers connected to the high-voltage grid con-
tinued to increase in general (January-September 2011: +6.1%).



ber business expectations in industry deterio-
rated further (see Chart III.3). It is worth not-
ing that firms’ forecasts on the volume of their
exports over the forthcoming 3-4 months have
been positive since March 2010 (the differen-
tial between positive and negative forecasts
during January-October 2011 is 13 points on
average). Nonetheless, the ccaappaacciittyy  uuttiilliissaattiioonn
rraattee from the beginning of 2011 has been
steadily declining and in October it stood at
66.0%, recording a historic low. The months of
assured production in industry were 4.2 in
October, i.e. below the average for 2006-2009.

The PPuurrcchhaassiinngg  MMaannaaggeerrss’’  IInnddeexx, which in the
first quarter of 2011 stood on average at the
level recorded in 2010 (43.7 points), increased
in the second quarter (to 45.6 points on aver-
age), before falling again in the third quarter
(average: 43.9), constantly deteriorating

thereafter and reaching in October its lowest
level in the last 2.5 years (40.5) – see Table
III.4 and Chart III.4. It is, however, important
that as of May 2011 the sub-index of nneeww  eexxppoorrtt
oorrddeerrss was constantly increasing up until
August, moving above the threshold of 50
points, thereby suggesting increased orders
(54.5 points in August, 51.5 points in July, 51.1
points in June and 50.1 in May), before falling
considerably in September and October (to
47.8 and 47.7 points respectively).

Finally, iinndduussttrriiaall  ttuurrnnoovveerr and iinndduussttrriiaall  nneeww
oorrddeerrss continued to increase in the first eight
months of the year, a development attributed
to the substantial expansion of both to the
external market. Thus, during January-August
2011 the industrial turnover index rose by 9.2%
(domestic market: 0.1%, external market:
28.9%) and the industrial new orders index by
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Table ΙII.5 Activity indicators in the services sector (2009-2011)

(annual percentage changes)

2009 2010
2011

(available period)

Services turnover indicators

Motor trades -15.7 -36.5 -36.2 (Jan.-June)

Wholesale trade -8.9 -5.9 -12.1 ( ”       ”   )

Telecommunications -8.9 -11.4 -12.3 ( ”       ”   )

Land transport -31.5 -18.1 -8.2 ( ”       ”   )

Sea transport -22.8 -8.5  -5.7 ( ”       ”   )

Air transport -12.6 -3.3 16.9 ( ”       ”   )

Storage and transport supporting activities -33.3 -10.9 -12.2 ( ”       ”   )

Travel agencies and related activities -9.9 -24.5 -34.1 ( ”       ”   )

Tourism (hotels and restaurants) -9.1 -8.2 -9.2 ( ”       ”   )

Legal, accounting and management consulting services -12.4 -7.3     0.5 ( ”       ”   )

Architectural and engineering services -18.6 -20.4 -15.1 ( ”       ”   )

Advertising and market research -18.4 -23.8 -27.2 ( ”       ”   )

Passenger traffic

Athens International Airport -1.5 -5.0 -5.0 (Jan.-Sept.)

Aegean Airlines1 9.9 -5.1 1.1 (Jan.-June)

Piraeus port (OLP) -3.8 -6.0 -1.9 (Jan.-July)

Business expectations index in the services sector -28.3 -9.3  -1.9  (Jan.-Oct)

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



4.2% (domestic market: -13.6%, external mar-
ket: +27.2%) year-on-year.10

GGrroossss  vvaalluuee  aaddddeedd  iinn  sseerrvviicceess continued to fol-
low a downward path in the first half of 2011
(-7.5%), contributing 5.8 percentage points to
the reduction of total gross value added 
(-7.6%). Trade, hotels-restaurants and trans-
ports-communications also recorded a signif-
icant fall (-11.8%). A large reduction in
turnover was recorded across all branches of
the sector (see Table III.5), with the exception
of air transport because of increased interna-
tional passenger traffic (by contrast, domestic
passengers were significantly reduced) and the
legal/accounting consultancy activities/services
(a marginal increase of 0.5%).

The iinnddeexx  ooff  bbuussiinneessss  eexxppeeccttaattiioonnss  iinn  sseerrvviicceess
(excluding retail trade and banks), although
still at historically low levels, recorded a mild
increase both quarter-on-quarter and year-on-
year, as a result of the relatively satisfactory
levels of activity in tourism. However, this
improvement was reversed in October. Inter-
national arrivals at the 13 major airports of the
country rose by 9.6% (according to data from
the Association of Greek Tourism Enterprises)
during January-October 2011. Arrivals and
departures of foreign (cruise) passengers in the
port of Piraeus in the same period also rose by
35.7%. Business estimates of current activity
and demand in the services sector stand at low
levels and forecasts on the future course of
demand are pessimistic.

1.2 DEVELOPMENTS AND PROSPECTS IN THE REAL
ESTATE MARKET

Following the contraction it experienced dur-
ing the current crisis, the Greek real estate
market remains subdued, without visible signs
of recovery. This is related both to household
expectations of a further decline in house
prices and, more importantly, to the increased
uncertainty of households regarding employ-
ment, their future incomes, as well as the
overall economic outlook against the back-
drop of Greece’s fiscal and structural prob-

lems. The weak demand in the Greek real
estate market is also associated with banks’
more cautious and selective approach to
mortgage applicants.11 On the supply side, in
the past three years the Greek real estate
market has been marked by excess supply and
a considerable stock of unsold properties. The
decline in private construction activity and
real estate investment during the current cri-
sis has been almost commensurate to the fall
in property sales, which can be seen as a rea-
son why the excess stock of property accu-
mulated by the end of 2008 has remained
broadly unchanged.12

Despite excess supply and subdued demand in
the real estate market over the past three
years, house prices have displayed relative per-
sistence. On the basis of data collected from
credit institutions, apartment prices fell by
3.7% in 2009, 4.7% in 2010 and 4.6% in the
first nine months of 2011 (-5.3%, -4.4% and 
-4.1% in the first, second and third quarter,
respectively). This fall in prices since the start
of the crisis has been stronger for “old” apart-
ments (over 5 years old, -4.8%, -5.0% and 
-5.2% in 2009, 2010 and the first nine months
of 2011, respectively) than for “new” apart-
ments (up to 5 years old, -2.0%. -4.2% and 
-3.5% in 2009, 2010 and in the first nine
months of 2011, respectively); this reflects the
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1100  At manufacturing branch level, during the eight-month period Jan-
uary-August 2011, 15 out of 23 branches increased their turnover
in the external market. The most important of these branches are:
basic metals (+49.8%), oil and coal products (+41.3%), food
(+7.5%), metallic products (+23.7%), chemicals (+9.6%), elec-
trical equipment (+11.8%). As regards new orders from abroad,
8 out of the 12 manufacturing branches that are monitored
recorded an increase, e.g. basic metals (+51.8%), metal products
(+14.9%), chemicals (+9.3%), textiles (+4.1%), as well as smaller
branches such as machinery and equipment (+37.9%).

1111  Indeed, outstanding bank loans to households for house purchase
fell at an annual rate of 0.3% in December 2010 and 2.1% in Sep-
tember 2011, but had increased at an annual rate of 3.7% in
December 2009 and 11.2% in December 2008.

1122  The decline in private construction activity has continued at a
strong pace during the current crisis (-26.5% in 2009, -23.7% in
2010 and -39.4% in the first seven months of 2011 – see Chart ΙΙΙ.5),
while similar rates of decline have been recorded in residential
investment (according to the recently revised annual data of
ELSTAT, 2009: -23,5%, 2010: -18.0%, first half of 2011: -21,0%).
Based on ELSTAT data collected from notaries nationwide, the
number of notarial acts for real estate transactions fell from 158.0
thousand in 2008 to 136.0 thousand in 2009, while data from the
Hellenic National Cadastre show that the number of properties sold
fell by 14.0% in 2009, 13.0% in 2010 and 26.7% in the second quar-
ter of 2011.



relatively higher persistence of the prices of
newly-built apartments, which are normally
sold by developers. 

In this context and despite the relative per-
sistence of prices, the Greek residential mar-
ket most likely does not seem to show signs of
a major overvaluation, also given that the
house price-to-rent ratio has been on a declin-
ing path over the past three years. However,
downward pressures on prices are likely to con-
tinue in the next months, while a recovery in
the real estate market seems to hinge on the
improvement of business and household con-
fidence, the supply of bank credit, as well as the
prospects of a recovery in the Greek economy
in general. 

Turning to the commercial property market
(offices, stores, industrial buildings, ware-
houses, etc.), its main features in the past few
years have been subdued demand from busi-
nesses and a shift towards less costly premises,
cautiousness in developing new investment
projects, strong supply of mostly old proper-
ties, falling prices and tight credit conditions.
There is also an increasing number of vacant
retail stores and offices, a decline in rents and

a renegotiation of lease contracts, mostly for
secondary or regional properties.

2 LABOUR MARKET DEVELOPMENTS AND
PROSPECTS 

National accounts data show that in the first
half of 2011 the decline in economic activity
had a stronger impact on employment, which
is explained by the long duration of the crisis
in combination with increased uncertainty
regarding the months to follow. Labour pro-
ductivity (value added per employee) contin-
ued to decrease, albeit at a slower pace. 

In more detail, according to the Labour Force
Survey (LFS – see Chart ΙΙΙ.6), in the first half
of 2011 the average number of employed per-
sons decreased by 251 thousand (5.7%) year-
on-year (in the first half of 2010, the year-on-
year decrease was 83 thousand persons or
1.8%). The number of employed persons
declined at an increasing annual rate over the
course of 2011 (first quarter: 5.2%, second
quarter: 6.1%), continuing the trend already
observed in early 2010. In addition, between
the first and the second quarter of 2011, the
number of employed persons fell (by 38.1
thousand) despite the fact that, due to the high
seasonality of employment in Greece, the
number of employed persons is (normally, but
not this year) higher in the second quarter
than in the first.13 The decline in the number
of employed persons continued at a faster
pace in the months that followed (number of
employed persons: 4,140 thousand in July and
4,035 thousand in August compared to 4,399
thousand in August 2010, annual rate of
decline: 8.3% in August). 

The decline in employment reflects both the
difficulties that young people face in finding a
job and the job losses in the sectors mostly
affected by the crisis. 
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1133  The number of employed persons in the accommodation and food
service activities rose (by 31.5 thousand persons or 11.6%) between
the first and the second quarter of 2011, but this did not suffice to
compensate for the decreased employment in the other sectors.



Between the first half of 2010 and the first half
of 2011, job losses concentrated in construc-
tion, manufacturing and agriculture.14 Due to
the characteristics of employment in con-
struction and manufacturing ―such as the high
percentage of male and immigrant workers and
the low average age of the persons employed
in these sectors15― job losses in the period
under review were proportionately higher for
men, immigrants and young people aged 25-29. 

In particular, in the first half of 2011 the rate
of male employment declined to 54.7%, from
58.5% in the first half of 2010. In the same
period, the number of employed persons
between 25 and 29 years of age fell by 75
thousand or 14.5%. Finally, the number of
employed immigrants (male and female) fell
by 43.4 thousand persons (10.5%) between
the first half of 2010 and the corresponding
period in 2011 (employed persons of Greek
citizenship declined by 207 thousand persons
or 5.2%). 

In the first half of the year, the number of
employees fell by 6.3%, i.e. at a higher rate
than in total economy (5.7%), since the num-
ber of “other employed persons”, who repre-
sent around 36% of total employment (self-
employed with or without personnel, assis-
tants in family businesses), fell at a lower rate
(4.5%). The decline in the number of employ-
ees was stronger in the private sector (7.6%)
than in total economy. Among the “other
employed persons”, the self-employed with-
out personnel showed the strongest resilience
to the crisis, as their number in the first half
of 2011 fell only by 2.4% year-on-year. By
contrast, the number of the self-employed
with personnel declined by 8.1% ―however,
the latter category numbers 330 thousand per-
sons and represents only 1/5 of the self-
employed. 

TThhee  nnuummbbeerr  ooff  eemmppllooyyeeeess  iinn  tthhee  pprriivvaattee  sseeccttoorr
ddeecclliinneedd  mmoorree  ssttrroonnggllyy  iinn  ssmmaallll  aanndd  mmeeddiiuumm
eenntteerrpprriisseess,,  wwhhiillee  iinn  eenntteerrpprriisseess  wwiitthh  5500  oorr  mmoorree
eemmppllooyyeeeess  eemmppllooyymmeenntt  iiss  eessttiimmaatteedd  ttoo  hhaavvee
iinnccrreeaasseedd.. In particular, according to LFS
data, the number of employees in enterprises
with over 50 employees is estimated to have
increased between the first half of 2010 and
the first half of 2011 by 5.8%. By contrast, the
number of employees in enterprises with less
than 20 employees (who account for about
80% of employees in the private sector) fell
by 8.3%. 

The decrease in the number of employees in
the private sector was accompanied by a
decrease in the aavveerraaggee  nnuummbbeerr  ooff  wweeeekkllyy  wwoorrkk--
iinngg  hhoouurrss by 0.6%. This development reflects,
on the one hand, the decrease in standard
working hours and, on the other, the increase
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1144  The decrease in employment in the primary sector represents a
reversal of the trend recorded during 2009 and 2010 and has brought
the number of employees in this sector back to 2008 levels. 

1155  On the basis of 2010 data, male employment in construction, man-
ufacturing and agriculture accounts for 97%, 75% and 59.2%
respectively – the corresponding percentage in total economy is
59.9%. The average age of the persons employed is 41.6 years. The
average age of the persons employed in construction, manufac-
turing and agriculture is 39.8, 41.2 and 47.6 years respectively. The
percentage of employed persons of foreign citizenship in con-
struction, manufacturing and agriculture is 30.4%, 11.6% and 6.7%,
against 9.4% in total economy.



in the number of employees who worked less
than the standard hours. The number of per-
sons who would like to work more hours has
increased both in absolute terms and as a per-
centage of the employed persons. 

In addition to the total number of employed
persons, the number and the percentage of
employed persons with a second job also
decreased (first half of 2010: 140.2 thousand or
3.2%, first half of 2011: 105.2 thousand or
2.5%). 

In October 2011, despite the significant
decrease in employment that had already taken
place, ffiirrmmss’’  eexxppeeccttaattiioonnss about the short-term
prospects of employment, as reflected in IOBE
business surveys (see Chart IΙΙ.7), remained
negative for all sectors. 

Indicative of the uncertainty prevailing among
enterprises is the increased share of employees
on ffiixxeedd  tteerrmm  ccoonnttrraaccttss  wwiitthh  aa  dduurraattiioonn  ooff  lleessss  tthhaann
aa  mmoonntthh (first half of 2010: 6.0%, first half of
2011: 7.7%) in the total number of employees on
fixed-term contracts. Many have entered into
such contracts because they couldn’t find a per-
manent job. 

The decline in employment has led to a rise
in the number of unemployed persons to
801.7 thousand (on average) in the first half
of 2011. The aavveerraaggee  uunneemmppllooyymmeenntt  rraattee in the
first half of the year was 16.1%, i.e. 4.3 per-
centage points higher than in the correspon-
ding period of 2010. The unemployment rate
increased at a slightly faster pace (by 0.4 per-
centage points) in the second quarter (4.5 per-
centage points) than in the first (4.2 per-
centage points) – which is an unusual devel-
opment (see Chart ΙΙΙ.8). In July, the unem-
ployment rate rose further to 16.5% and in
August it surged to 18.4% (a year-on-year
increase of 6.2 percentage points). The male
unemployment rate rose to 13.5% in the first
half of 2011 (15.5% in August), up from 9.2%
in the first half of 2010, and the female unem-
ployment rate to 19.7% (22.3% in August), up
from 15.4% in the first half of 2010. For young

people aged 25-29 years the unemployment
rate rose by 9 percentage points to stand at
27%, up from 18%. For young people aged
15-24 years ―whose share in the labour force
is small ― the unemployment rate was 41.3%
(43.5% in August), up from 31.1% in the first
half of 2010. 

The year-on-year rise in the number of unem-
ployed persons in the first half of 2011 (by 211
thousand persons) was lower than the fall in the
number of employed persons (251 thousand).
This gap, which occurred despite the larger
number ―compared to the first half of 2010―
of new entrants in the labour market, could be
attributed to two factors: 

• first, the significantly increased number of
persons who have permanently exited the
labour force16 and 

Monetary Policy   
Interim Report

2011 73

1166  In the period from July 2010 to June 2011, the number of persons
who exited the labour market due to retirement grew by 30% com-
pared to the period from July 2009 to June 2010. 



• second, the increased number of people who
have lost their jobs, but are not looking for a
new one, because they believe they will not find
any.17

When taking into account the number of per-
sons who are not looking for a job because they
believe that they will not find one, those who
are not looking for a job for other reasons and
those who work part time because they cannot
find a full-time job, the rraattee  ooff  uunneemmppllooyy--
mmeenntt//uunnddeerreemmppllooyymmeenntt in the second quarter
of 2011 stands at 21% (compared to an unem-
ployment rate of 16.3%).18

As a result of the above, the rate of persons liv-
ing in wwoorrkklleessss  hhoouusseehhoollddss has also increased
significantly – from 9.8% in the first half of
2010 to 12.9% in the first half of 2011. 

Finally, the increase in the share of lloonngg--tteerrmm
uunneemmppllooyyeedd, i.e. those who remain without
job for more than a year, in the total number
of unemployed (first half of 2010: 46.2%, first
half of 2011: 48.8%) is alarming because the
probability of finding a job decreases as the
duration of unemployment increases. Thus,

unemployment becomes ssttrruuccttuurraall and there
is the risk that high unemployment rates, job
vacancies and high inflation rates emerge at
the same time. According to OECD esti-
mates,19 the rate of structural unemployment
in Greece has already risen by one percent-
age point between 2008 and 2010 (from 8.9%
to 9.9%). 

The responses of the labour market to the cur-
rent crisis in other countries provide useful
insight into those structural characteristics or
parameters that can mitigate the impact of
changes in economic activity on employment.
Three characteristics or parametres in partic-
ular seem to have played a crucial role in mit-
igating this impact on the labour markets of
countries like Austria and Germany: a sound
fiscal situation, trust between labour unions
and employer associations, and the existence
of skilled labour. 

3 INFLATION, LABOUR COSTS AND 
COMPETITIVENESS: DEVELOPMENTS AND
PROSPECTS 

3.1 OVERVIEW OF DEVELOPMENTS AND
PROSPECTS FOR 2011 

In the first eight months of 22001111, inflation
declined, as the impact of higher indirect taxes
on the annual rate of increase in prices gradu-
ally faded out, while the decrease both in
demand and in unit labour costs, mainly in the
business sector, continued to have a strong dis-
inflationary effect. Thus, the annual rate of
increase of the Harmonised Index of Consumer
Prices (HICP) declined significantly, from 4.9%
in January 2011 to just 1.4% in August (see
Chart ΙΙI.9). Similarly, core inflation (which
excludes energy and unprocessed food prices)
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1177  Among those who lost their jobs in the period from July 2010 to
June 2011, 11.2 thousand persons were not looking for a job
because they believed that they would not find one, while in the
period from July 2009 to June 2010 the number of these persons
was 6.5 thousand. 

1188  The differential between the two rates in the second quarter of 2011
has remained virtually unchanged since the second quarter of 2010
(11.8%, compared to 15.9%). 

1199  OECD (2011), Economic Surveys: Greece, p. 109. 



also declined sharply, from 2.8% in January
2011 to 0% in August (see Chart ΙΙΙ.10). How-

ever, the impact of higher indirect taxes was
exacerbated by the increased VAT on restau-
rant services (to 23% from 13%) as from Sep-
tember and the readjustment of excise taxes on
heating oil in October. Thus, the annual infla-
tion rate rose to 2.9% both in September and
October, while core inflation also rose to 1.9%
in September and to 1.6% in October. For 2011
as a whole, according to the latest estimates,
the average annual HICP inflation rate is
expected to decline considerably, to about
3.2%, from 4.7% in 2010, while average core
inflation should decline to about 1.8%, down
from 3.0% in 2010. In 2012, a further decline
in the average HICP inflation is expected, to
1.7%, and in core inflation to 1.6%. 

It should be reminded that average annual
inflation in the euro area rose to 1.6% in 2010,
while it is anticipated to stand at 2.5-2.7% in
2011 and to 1.2-2.2% in 2012, according to
ECB staff (see Tables ΙΙΙ.6 and ΙΙΙ.7 and Chart
ΙΙΙ.11). Therefore, the iinnffllaattiioonn  ddiiffffeerreennttiiaall
between Greece and the euro area, following
a temporary widening to 3.1 percentage points
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Table IΙΙ.6 Harmonised index of consumer prices: Greece and the EU (2009-2011)

(annual percentage changes)

Source: Eurostat.

Austria 0.4 1.7 1.7 4.0

Belgium 0.0 2.3 2.9 3.4

Bulgaria 2.5 3.0 3.6 2.9

Cyprus 0.2 2.6 3.6 2.5

Czech Republic 0.6 1.2 1.8 2.1

Denmark 1.1 2.2 2.5 2.4

Estonia 0.2 2.7 3.8 5.4

Finland 1.6 1.7 1.4 3.5

France 0.1 1.7 1.8 2.4

Germany 0.2 1.2 1.3 2.9

Greece 1.3 4.7 5.7 2.9

Hungary 4.0 4.7 3.7 3.7

Ireland -1.7 -1.6 -1.0 1.3

Italy 0.8 1.6 1.6 3.6

Latvia 3.3 -1.2 0.3 4.5

Lithuania 4.2 1.2 1.8 4.7

Luxembourg 0.0 2.8 2.6 3.8

Malta 1.8 2.0 2.4 2.7

Netherlands 1.0 0.9 1.4 3.0

Poland 4.0 2.7 2.5 3.5

Portugal -0.9 1.4 2.0 3.5

Romania 5.6 6.1 7.7 3.5

Slovakia 0.9 0.7 1.1 4.4

Slovenia 0.9 2.1 2.1 2.3

Spain -0.3 1.8 2.8 3.0

Sweden 1.9 1.9 1.5 1.5

United Kingdom 2.2 3.3 3.1 5.2

European Union - 27 1.0 2.1 2.3 3.3

Euro area 0.3 1.6 1.9 3.0

Country
2009

(year average)
2010

(year average) September 2010 September 2011

Table IΙΙ.7 Contributions to the inflation differential between Greece and the euro area
(2006-2011)

(percentage points)

Source: Calculations based on Eurostat and ECB data.

2006 2007 2008 2009 2010
2011

(Jan.-Sept.)

Differential of average annual rates of HICP change 1.1 0.9 1.0 1.1 3.1 0.6

Contributions:

Core inflation 1.15 1.00 0.77 0.91 1.60 0.10

of which

Services 0.43 0.50 0.56 0.64 0.71 0.05

Processed food 0.44 0.13 -0.14 0.14 0.52 0.25

Non-energy industrial goods 0.28 0.35 0.35 0.13 0.37 -0.20

Unprocessed food -0.12 -0.06 0.03 0.39 -0.12 0.08

Energy 0.11 -0.03 0.24 -0.25 1.66 0.46



in 2010, is expected to fall to about 0.7 per-
centage points in 2011, i.e. below the 2001-
2009 average, and to be fully eliminated in
2012.

3.2 MAIN DETERMINANTS OF INFLATION 

The gradual weakening of the impact of higher
indirect taxes was the main driver of the
decline in inflation in the first eight months of
2011, despite the fact that ―same as in 2010―
the increase in indirect taxes was not fully
passed on to consumer prices, as firms
absorbed part of the increase by reducing their
profit margins in an attempt to address sub-
dued demand. Tax increases would have been
passed on to consumers to a much lesser
extent in the current context of falling
demand, if competition in the domestic mar-
ket had worked more effectively. According to
available estimates, if the impact of indirect
taxes is not taken into account, the annual rate
of HICP inflation was just 0.2% in January
2011, 0% in February, 1.7% in March, 1.3% in
April, May and June, 1.6% in July, 1.2% in
August, 1.7% in September and 1.5% in Octo-
ber. Similarly, without taking into account the
impact of indirect tax changes, core inflation
moved into negative territory in January 
(-0.2%) and February (-0.8%), while standing
at a mere 0.9% in March, 0.4% in April, 0.2%
in May and June, 0.1% in July and then turn-
ing negative again in August (-0.2%), before
rising to 0.8% in September and 0.5% in Octo-
ber. For 2011 as a whole, the average annual
contribution of changes in indirect taxation is
estimated to reach 1.88 percentage points
(with a forecast inflation rate of 3.2%). Fac-
toring in the contribution of administered
prices, the total contribution would stand at
2.14 percentage points on average in 2011 (or
67% of inflation). In terms of core inflation,
the average annual contribution of indirect tax
increases is expected to reach 1.39 percentage
points (average core inflation: 1.8%), while
when taking into account the increases in
administered prices, the total average annual
contribution would reach 1.65 percentage
points (or 93% of core inflation). 
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The iinnccrreeaassee  iinn  ccrruuddee  ooiill  pprriicceess in the global
market, which averaged 36.1% annually in
euro terms in 2010 (Brent oil – see Charts
ΙΙΙ.12 and ΙΙΙ.13), has continued into 2011
pushing inflation upwards. According to the
latest IMF forecasts, the price of oil in US dol-
lars (annual average for three types of crude
oil) should rise by 30.6% this year, compared
with 27.9% in 2010,20 while according to ECB
staff macroeconomic projections (September
2011) the price of Brent oil would rise by
36.8% in US dollar terms and by 27.7% in euro
terms.21 Another factor with an inflationary
effect this year is the continued recovery of
non-energy import prices (see Chart ΙΙΙ.14),22

which reflects, inter alia, the increased prices
of (non-energy) commodities in the global
market.23 The increase in these prices in euro
terms is mitigated by the appreciation of the
euro exchange rate (weighted on the basis of
Greece’s external trade) this year – it is esti-
mated that the annual appreciation will aver-
age 0.5%-0.6%, compared with a 2.8% depre-
ciation in 2010. 

By contrast, ssuubbdduueedd  ddeemmaanndd continued to
exert a downward pressure on inflation, as
mentioned above; this is reflected on the ongo-
ing decline in profit margins, as implied by the
available data on the results of 184 Athex-
listed non-financial companies for the first half
of 2011. In particular, gross profits fell by
11.5% year-on-year and net pre-tax profits fell
even more (45.6%), while sales rose only by
4.6% in nominal terms, solely on account of
the higher sales of the two refineries. Exclud-
ing the two refineries, the remaining 182 firms
in the sample reported a drop of 7.6% in sales,
13.3% in gross profits and 89.9% in net prof-
its (which were virtually eliminated), implying
a narrowing of 1.2 percentage points in the
gross profit margin and of 4.9 percentage
points in the net profit margin. 

The estimated further fall in uunniitt  llaabboouurr  ccoossttss
in 2011, by 2.1% in total economy (following
a fall of 3.8% in 2010) and by 3.6% in the busi-
ness sector (2010: -2.7%), also had a disinfla-
tionary effect. At the total economy level, this
development reflected a decline of 3.3% in
nominal average gross earnings, following a fall
of 4.8% in 2010 (see Table ΙΙI.8). Compensa-
tion per employee24 fell by 2.2%, while pro-
ductivity (GDP per employee) is estimated to
have remained virtually unchanged (-0.1%). It
is worth noting that in the euro area unit
labour costs for the total economy fell by 0.6-
0.8% in 2010, but they are expected to rise in
2011 by about 1.0-1.6% (see Table ΙΙΙ.9).25

The above estimates of unit labour costs take
into account the following: (a) the provisions of
Laws 3833/2010 and 3845/2010 on the freezing
of minimum wages and the cuts in allowances
to civil servants and employees of the broader
public sector; (b) similar provisions of Law
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2200  See IMF, World Economic Outlook, September 2011. 
2211  See ECB, Monthly Bulletin, September 2011. 
2222  The prices of non-energy industrial goods imports increased at an

annual rate of 1.4% in August 2011, i.e. same as in August 2010.
2233  In US dollars, the IMF forecasts an increase of 21.2% this year,

compared with 26.3% in 2010.
2244  Including employer social security contributions and government

expenditure on pensions. 
2255  Annual rate of increase: 0.2% in the first quarter and 1.3% in the

second quarter of 2011. 
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Table ΙII.8 Earnings and labour costs (2004-2011)

(annual percentage changes)

Greece

Average gross earnings (nominal):

– total economy 7.2 4.4 5.7 5.2 6.2 4.6 -4.8 -3.3

– central government1 9.7 2.3 3.1 3.8 7.1 5.2 -8.5 -4.9

– public utilities 9.9 7.6 7.0 7.1 8.2 7.7 -5.5 -7.9

– banks 8.0 1.52 10.8 8.9 0.0 3.7 -1.8 -4.1

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

Minimum earnings 4.8 4.9 6.2 5.4 6.2 5.7 1.7 0.9

Average gross earnings (real) 4.2 0.9 2.4 2.2 1.9 3.3 -9.1 -6.3

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

Compensation per employee 7.6 3.9 5.9 5.6 6.8 4.9 -4.3 -2.2

Unit labour costs:3

– total economy 4.3 3.4 2.2 5.0 8.7 6.6 -3.8 -2.1

– business sector4 3.0 3.8 2.8 5.8 7.9 4.6 -2.7 -3.6

2004 2005 2006 2007 2008 2009 2010
2011

(estim.)

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

Table ΙII.9 Average earnings and unit labour costs in total economy: Greece and the euro
area (2001-2011)

(annual percentage changes)

2001 4.7 2.8 3.9 2.4

2002 6.6 2.7 5.5 2.5

2003 5.6 2.9 2.3 2.2

2004 7.2 2.6 4.3 1.0

2005 4.4 2.2 3.4 1.3

2006 5.7 2.5 2.2 1.1

2007 5.2 2.5 5.0 1.4

2008 6.2 3.3 8.7 3.7

2009 4.6 1.8 6.6 4.1

2010 -4.8 1.6 -3.8 -0.6 to -0.8

2011 (estimate) -3.3 2.3 -2.1 1.0 to 1.6

Year

Average earnings Unit labour costs

Greece Euro area Greece Euro area

Sources: For Greece: Bank of Greece estimates. For the euro area: European Commission, Economic Forecasts, Autumn 2011.



3847/2010 on civil servants’ pensions; (c) the
three-year National Collective Labour Agree-
ment signed on 15 July 2010 and Article 51 of
Law 3871/2010;26 (d) the provisions of Article
74 of Law 3863/2010;27 (e) the provisions of
Law 3899/2010;28 (f) the more recent provisions
on the wages of civil servants (Article 38, par.
1, 2 and 5 of Law 3986/201129 and Article 55,
par. 23, of Law 4002/2011,30 as well as (g) the
latest provisions on the introduction of the new
wage grid for the public sector, the labour
reserve scheme, further cuts in the wages of
civil servants and the encouragement of col-
lective agreements at the firm level (Articles 4-
37 of Law 4024/2011). As mentioned above, it
has been estimated that these measures would
lead to decreases of 3.3%, against 4.8% in 2010,
in the average nominal gross wages in total
economy, 4.9% in the average nominal gross
wages of civil servants31 (2010: -8.5%) and 2.7%
in the average nominal gross wages of employ-
ees in the business sector (2010: -3,1%). The

reduction of gross (pre-tax) wages in total econ-
omy in real terms was in the order of 6.3% in
2011, against 9.1% in 2010. 

It should also be pointed out that the estimates
regarding changes in the wages of private sec-
tor non-bank employees in 2011 take into
account that, although average annual con-
tractual earnings may have increased by 0.9%
as a result of the provisions of the national col-
lective labour agreement32 and other sectoral
collective agreements, actual earnings have
decreased. In particular, according to rough
estimates, 25% of employees in the non-bank
private sector experienced wage cuts in the
order of 10% (either through individual agree-
ments and contracts or through collective
agreements at the firm level),33 while the newly
introduced (as of 2010) option of hiring young
people at sub-minimum wages and the reduc-
tions of overtime work are estimated to have
contributed to a fall in labour costs per
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2266  The National General Collective Labour Agreement provided for
zero increases in minimum wages during 2010 and for the next two
years inflation-linked increases as follows: as of 1 July 2011 on the
basis of average annual inflation in the euro area for 2010 (i.e.
1.6%) and as of 1 July 2012 on the basis of average annual infla-
tion in the euro area for 2011 (last projected at 2.5-2.7%). As a
result, the average annual rise in minimum wages stood at 1.7% in
2010 (solely due to the carryover effect from the 2009 increases),
while the average annual rise will be 0.86% in 2011 and about 2.1-
2.2%% in 2012. Moreover, Article 51 of Law 3871/2010 states that
until the end of 2012 any wage increases following appeals to the
Organisation for Mediation and Arbitration cannot deviate from
the percentage increases laid down in the National General Col-
lective Labour Agreement. 

2277  These provisions refer to cuts in severance pay, the hiring of young
people at sub-minimum wages and lower premia for overtime work. 

2288  These concern wage cuts in state-owned enterprises (SOEs) and
in the Agricultural Bank of Greece (ATE) in 2011, as well as new
rules on mediation, arbitration and increased flexibility in collec-
tive bargaining, inter alia through the introduction of special firm-
level collective agreements. 

2299  These refer to the reduction of overtime work, the establishment
of a 2% solidarity contribution from the regular wages of civil ser-
vants and a 1% additional contribution from the persons insured
with the Civil Servants’ Welfare Fund, as well as the suspension of
automatic salary increases based on seniority as of 1 July 2011 until
the new unified public sector pay scale comes into effect. 

3300  This Law refers to 10%-50% cuts in certain allowances for various
categories of civil servants (academics, research staff, etc.) appli-
cable as of 1 July 2011. 

3311  As follows from ex post estimates of the public sector wage bill for
2011 included in the Draft Budget. According to these estimates,
total expenditure on wages and pensions in the Ordinary Budget
was reduced in 2011 by 4.7% only, as total personnel outlays fell
by 7.9%, while expenditure on pensions increased by 3.9%, reflect-
ing the higher number of pensioners, which outweighed the
decrease in average pensions. 

3322  See footnote 26. 
3333  It is reminded that 10% of employees in this sector experienced

similar cuts already in 2009, while 40-50% did so in 2010.



employee by about 0.5% – ultimately leading
to a drop of 1.7% in average actual earnings
(2010: -2,9%). In general, a key trend observed
in the private sector in the course of 2011 is the
shift towards more flexible patterns of
employment (part-time work, short-time work
and reduced working hours34), as well as the
informal conclusion of individual contracts –
i.e. choices that entail lower wages. At the
same time, in order to reduce labour costs,
enterprises have made use of collective con-
tracts at the firm level (introduced by Law 3899
in December 2010), albeit to a limited extent
only. By early October, 12 such contracts had
been concluded, two of which concerned large
enterprises and three medium ones. These
contracts applied to 3,555 employees. 

It should also be noted that ffiivvee important col-
lective agreements have been entered into in
enterprises of the broader public sector (or
enterprises in which the State has a stake): two
in OSE and TRAINOSE (introduction of a
new pay scale and reduced wages), one in
OPAP (reduced wages and prolonged working
hours), one in ELPE (wage freezing) and one
in OTE (reduction of the average working time
and wages by the end of 2014). 

According to approximative estimates, unit
labour costs should fall by 2.7% in total econ-
omy and by 2.5% in the business sector in 22001122. 

3.3 DEVELOPMENTS IN COST AND PRICE COMPETI-
TIVENESS 

Developments in relative unit labour costs sug-
gest that the recovery of losses in competi-
tiveness that started in 2010 continued into
2011. According to Bank of Greece estimates,
over 2001-2009, Greece’s international com-
petitiveness vis-à-vis 28 trading partners fell by
a cumulative 18.7% on the basis of relative
consumer prices and by 31.9%35 on the basis of
relative unit labour costs. In 2010, however, the
CPI-based competitiveness indicator improved
slightly by 0.3% (despite high inflation and
exclusively due to the depreciation of the effec-
tive exchange rate of the euro), while the ULC-

based indicator (taking into account develop-
ments in the effective exchange rate of the
euro with regard to non-euro area trading part-
ners) is estimated to have improved markedly,
by 7.0%. It is estimated that the CPI-based
competitiveness indicator will decline by 0.9%
(by 3/5 due to the appreciation of the effective
exchange rate of the euro) in 2011, while the
ULC-based index will improve further, by
3.5%, despite the appreciation of the euro (see
Table ΙΙI.10). For developments regarding cost
competitiveness vis-à-vis non-euro area coun-
tries, see also Section 5 in Chapter Ι. 

4 ΕXTERNAL BALANCE: DEVELOPMENTS AND
PROSPECTS 

4.1 CURRENT ACCOUNT 

4.1.1 REVIEW 

Since 2009, the current account deficit has
been falling steadily, both in absolute terms
and as a percentage of GDP, almost exclusively
on account of cyclical macroeconomic devel-
opments in Greece and its trading partners.
More specifically, the deficit reached 14.9% of
GDP in 2008, then dropped to 11.1% in 2009
and to 10.1% in 2010. A further drop is
expected in 2011, to 9.8% of GDP, and
prospects are that the drop will continue in the
next two years. 

The limited decline in the current account
deficit in 2010 and 2011 reflects the fact that
structural problems prevent the economy’s low
structural competitiveness from improving
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3344  According to data of the Hellenic Labour Inspectorate (SEPE), in
the January-September 2011 period, 32.5% of the new work con-
tracts (recrutitments) in the private sector involved part-time work
and 8.6% short-time work, against 27.6% and 6.7%, respectively,
in the January-September 2010 period, while the percentage of new
full-time work contracts fell to 58.9%, from 65.7%. In addition, the
number of existing full-time work contracts that were converted
into part-time or short-time contracts (under an agreement
between the employee and the employer or under a unilateral deci-
sion of the employer) reached 42,488, up from 15,577 in the cor-
responding nine-month period of 2010, i.e. they almost tripled (an
increase of 173%). 

3355  Revised estimates taking into account new GDP data for 2005-
2010. 



swiftly. If these problems are addressed, there
can be a sustainable rise in the exports of
goods, an improvement in the rate of substi-
tution of domestic goods for imported ones
(thereby limiting, inter alia, the high “import
content” of certain output sectors), a reduction
of the country’s energy dependence and a mit-
igation ―by providing better and broader
tourist services― of the vulnerability of tourist
receipts to cyclical income fluctuations in
tourists’ home countries (see also Box VI.3 in
Chapter VI).

In January-August 2011 the current account
deficit (see Table 6 of Statistical Annex) fell by
8.3% (January-September 2011: -8.6% based
on data that could not be analysed in time for
this report), as a result of the downturn in the
domestic market, the economic recovery in for-
eign markets and the marked improvement in
Greek products’ cost competitiveness. These
developments reduced the non-oil import bill

substantially and led to a significant rise in the
receipts from exports of goods and travel serv-
ices. The rise in export activity is expected to
continue, provided that it is coupled with
increased output in the corresponding sectors,
which is now the case for certain categories of
raw materials only.

Despite frequent commotion and riots in the
centre of Athens, which led to cancellations of
tourist reservations from major foreign mar-
kets, tourist receipts increased considerably,
mainly on account of a rise in tourist arrivals.
By contrast, net transport receipts dropped as
a result of lower international freight rates,
despite the increase in world trade volume.

Finally, the income account deficit is expected
to widen in 2011 due to the rise in net inter-
est payments, while the current account sur-
plus will remain broadly unchanged at its 2010
levels.
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Table III.10 Greece: revised nominal and real effective exchange rate (EER) indices1

(annual percentage changes in year averages)

2001 1.7 1.1 0.3

2002 2.3 2.6 4.2

2003 5.0 5.4 3.9

2004 1.7 1.9 4.2

2005 -1.0 -0.1 0.4

2006 0.0 0.8 0.8

2007 1.3 1.6 4.1

2008 2.4 2.5 6.6

2009 1.2 1.6 3.8

2010 -2.8 -0.3 -7.0

2011* 0.6 1.0 -3.5

Cumulative percentage change 
between 2001 and 2011

12.9 19.4 18.3

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 2011) 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 1998-2000 for the 1993-2000 period and during 2004-
2006 for the 2001-2011 period and take into account competition in third markets.



It is therefore expected that in 2011 the current
account deficit will continue to fall. Neverthe-
less, a more drastic cut in this deficit would
require structural measures aimed at bolstering
structural competitiveness and attracting for-
eign direct investments: the Greek economy’s
performance in these sectors lags considerably
and even shows signs of deterioration.36

4.1.2 TRADE BALANCE 

The decline in the trade deficit by €1.1 billion
in the January-August period reflects the €2.4
billion decrease in the trade deficit excluding
oil and ships and the €0.1 billion fall in net pay-
ments for purchases of ships, which more than
offset the rise in the net oil import bill by €1.4
billion. The import bill for all categories of
products excluding oil and ships fell by 6.1%
(January-September 2011: -4.6%), while the
corresponding export receipts rose by 17.4%
(January-September 2011: +18.8%), bringing
the coverage rate of imports by export receipts
to 50% (compared to 39% in the correspon-
ding 2010 period). The drastic cut in the trade
deficit is a result of the recession, as the decline
in the import bill (imports are more than dou-
ble the exports) is mainly attributed to lower
consumer and investment spending, whereas
the rise in exports is also associated with
exporters’ efforts to enter foreign markets in
the face of slackening domestic demand.

According to ELSTAT data on trade, in Jan-
uary-August 2011 Greece’s exports (excluding
oil and ships) to EU markets rose by 11.3%, i.e.
at a slightly slower rate than the total export
bill (11.7%), and to third countries by 12.5%.
Furthermore, according to the Bank of
Greece’s disaggregated data for the January-
August period, the rise in exports involves all
categories of goods. The category of metal-
lurgical products, which registered a 58% rise
in receipts, had the largest contribution in the
total increase in non-oil export receipts, fol-
lowed by chemicals (mostly plastics), machin-
ery and agricultural produce (mainly food).
Concurrently with the rise in exports, the
industrial production index also recorded an
increase in certain manufacturing sectors
which are more export-oriented, such as basic
metals and machinery. Despite the overall
decline in imports, payments for the import of
metallurgical products increased by 18.8%,
probably reflecting the higher import bill for
raw materials and intermediate goods, fol-
lowing the relevant price hikes. (For more
details on the manufacturing sector’s import
penetration and export performance, see also
Box ΙΙΙ.1).
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3366  See, for example, the evolution of the country’s ratings accord-
ing to certain international indicators (World Economic Forum,
The Global Competitiveness Report 2011-2012, IMD, The
World Competitiveness Yearbook 2011, World Bank, Doing
Business 2011.)

EXPORT PERFORMANCE AND IMPORT PENETRATION IN MANUFACTURING

Considerably lower imports, which reflect the slowdown of private consumption and invest-
ment, and higher exports of goods and services resulted in the positive contribution of the
external sector to the change of GDP in 2010 and the first half of 2011.

These developments give rise to some questions:

(a) Is the rise in exports in 2010 and the first seven months of 2011 simply a reaction to the
large and sharp drop in exports recorded in 2009 due to the decline in international trade? 

(b) Has the breakdown of exports per type of product and destination changed? In other
words, are exports directed to new markets?

Box III.1
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(c) To what extent has the decline in imports been accompanied by a substitution of until
recently imported products by products domestically produced? 

The rise in exports after June 2010 and in the first seven months of 2011 led total imports
at current prices to resume the levels they had reached in the corresponding period of 2008.
Although between the first half of 2010 and the first half of 2011 the imports of products from
all manufacturing industries increased, the most important contribution was that of metal-
lurgical products (see Table A). The rise in exports of metallurgical products contributed by
55% to the rise in total exports of products, excluding fuel and ships, and by 28% to the rise
of total exports of goods. It is noted that the increase, by 56% in the first half of 2011, in the
value of exports of metal products does not reflect only a rise in prices.

Fuel also made a significant contribution: about 40% of the total rise in goods exports between
the first half of 2010 and the first half of 2011 was attributed to fuel. The value of fuel exports
increased by 32%, while oil prices (in euro) recorded an almost equivalent increase over the
same period. The geographic breakdown of the exports of products has remained unchanged
(see Table A.b). 

The rise in exports between the first half of 2010 and the first half of 2011 was accompanied
by lower production in most industries (see Table B). Businesses tried to offset, through
exports, the implications of reduced domestic demand. The export performance of manu-
facturing (except fuel), i.e. the share of production exported (see Table C) between the first
half of 2010 and the first half of 2011 improved by 7.2 percentage points (from 30% to 37.2%).
This constitutes the best performance since 2005. Including fuel, the export performance
reached 41.5%, i.e. it rose by 9.6% percentage points against the first half of 2010. Never-

Table Β. Gross output by sector

In million euro, 2005 prices

2010
first half

2011
first half

2011/2010
first half

Source: Calculations based on ELSTAT data (Annual Industrial Survey, industrial production index, producer price index).

Food-beverages 3,297.4   3,140.5   -4.8%

Tobacco 162.7   179.0   10.0%

Textiles. clothing etc. 478.6   370.6   -22.6%

Wood and cork 114.8   115.4   0.5%

Paper-printing 511.5   447.5   -12.5%

Petroleum and carbon derivatives 4,135.9   3,337.9   -19.3%

Chemicals-pharmaceuticals-rubber 1,746.6   1,676.9   -4.0%

Non-metallic minerals 738.7   483.4   -34.6%

Metallurgy products 2,457.2   2,650.7   7.9%

Computers 661.0   575.4   -12.9%

Motor vehicles-equipment 173.7   133.8   -23.0%

Furniture and other activities 138.1   110.7   -19.8%

Repair and installation of machinery and equipment 100.1   90.8   -9.2%

Total manufacturing 13,941.3   12,609.5   -9.6%

Total manufacturing excluding oil 9,805.3   9,271.6   -5.4%
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Table C. Export performance – Import penetration by sector1

a. Export performance

Sectors

2008
first 
half

2008
second

half

2009
first 
half

2009
second

half

2010
first 
half

2010
second

half

2011
first 
half

Change in
2011/2010

first half
(in percent-
age points)

Sources: ELSTAT (industrial production index, Annual Industrial Survey) and Bank of Greece (import-export data).
1 Import penetration is the ratio of the value of imports to the apparent consumption (the sum of imports and non-exported domestic pro-
duction) and export performance is the exported share of production.

Food-beverages 15.3   18.8   19.0   18.2   16.2   17.6   19.2   3.1   

Tobacco 103.7   63.9   62.1   60.0   65.7   54.2   61.2   -4.5   

Textiles, clothing etc. 57.5   70.8   71.7   82.1   83.4   106.0   98.5   15.1   

Wood and cork 9.2   10.2   12.7   10.2   4.1   7.9   6.7   2.6   

Paper-printing 8.8   11.4   11.5   11.0   8.5   10.5   11.7   3.2   

Petroleum and carbon derivatives 37.0   40.7   35.1   41.1   35.7   49.9   49.5   13.8   

Chemicals-pharmaceuticals-rubber 39.1   51.2   42.1   43.9   36.9   48.6   42.9   6.0   

Non-metallic minerals 9.8   10.2   11.6   11.3   10.6   12.3   8.4   -2.2   

Metallurgy products 34.0   46.3   34.7   28.5   27.6   32.9   37.1   9.5   

Computers 46.9   62.6   53.9   55.8   46.0   54.5   54.2   8.1   

Motor vehicles-equipment 22.5   12.9   16.9   12.1   16.9   26.2   29.0   12.2   

Furniture and other activities 49.6   36.9   29.1   33.2   35.9   37.0   46.3   10.5   

Total manufacturing 31.7   36.8   32.1   32.5   31.9   40.3   41.5   9.6   

Total manufacturing excluding oil 29.6   35.3   31.2   29.6   30.0   35.3   37.2   7.2   

b. Import penetration

Sectors

2008
first 
half

2008
second

half

2009
first 
half

2009
second

half

2010
first 
half

2010
second

half

2011
first 
half

Change in
2011/2010

first half
(in percent-
age points)

Food-beverages 37.3   39.3   36.1   35.9   33.8   33.6   34.0   0.18 

Tobacco 106.8   72.7   64.4   62.7   67.7   60.0   57.5   -10.22 

Textiles, clothing etc. 79.9   88.4   87.5   93.0   92.6   102.7   99.2   6.62 

Wood and cork 63.7   66.8   63.1   61.2   50.1   47.6   36.8   -13.23 

Paper-printing 51.1   51.7   48.0   41.4   41.8   41.1   37.5   -4.34 

Petroleum and carbon derivatives 68.7   72.4   66.4   70.1   64.3   71.2   74.6   10.27 

Chemicals-pharmaceuticals-rubber 72.2   78.9   71.6   74.6   69.2   74.9   73.1   3.93 

Non-metallic minerals 19.3   20.2   20.3   17.9   16.3   17.3   20.8   4.54 

Metallurgy products 51.4   57.9   44.7   40.6   39.3   38.8   42.5   3.19 

Computers 88.6   92.4   90.9   90.5   86.4   87.4   86.9   0.41 

Motor vehicles-equipment 88.5   87.5   83.0   85.0   89.9   83.4   85.5   -4.33 

Furniture and other activities 84.3   81.3   80.0   80.1   80.8   80.1   81.9   1.03 

Total manufacturing 66.0   69.4   63.7   64.5   62.6   64.9   66.8   4.22 

Total manufacturing excluding oil 64.9   68.2   62.7   62.5   61.7   61.5   61.8   0.10 



4.1.3 SERVICES BALANCE 

In January-August 2011, the surplus of the serv-
ices balance increased by 5.7% or €534 million,
mainly reflecting the strong rise in net receipts
from travel and other services (by €604 and€540 million, respectively), while net transport
receipts decreased by €609 million, given that
the decline in gross receipts in this category was
double that recorded for payments.

More specifically, gross travel receipts, i.e.
spending by non-residents, registered a 10.0%
rise (January-September 2011: +9.5%), while
gross payments, i.e. travel spending abroad by
residents, a 6.8% rise (January-September
2011: +5.0%); as a result, net travel receipts
grew by 10.9% or €604 million year-on-year.
The rise in gross travel receipts mainly reflects
a 9.9% increase in tourist arrivals over the same
period (January-September 2011:+10.4%),37

which, in turn, is mainly accounted for by a
recovery in world tourist traffic38 and the fact
that the turmoil in North African countries
turned tourist flows towards other Mediter-
ranean destinations, including Greece. As
regards tourist receipts, the small positive effect
that measures such as lower VAT rates on
tourist accommodation services have on price
competitiveness could be offset ―after Sep-
tember 1st― by the higher VAT on restaurant
services. The rise in travel payments (i.e. resi-
dent spending abroad) could mainly involve
travels to neighbouring Balkan countries for
the purchase of goods and services in view of
lower prices, rather than leisure trips to other

destinations, which are affected, according to
estimations, by the decline in incomes. 

In the same period, net transport receipts
―chiefly for sea transports― declined by
12.3% (January-September 2011: -10.5%),
mainly on account of a 25% drop in interna-
tional freight rates39 year-on-year. The trans-
port capacity of the world fleet continued to
increase at a faster pace than the world trade
volume, resulting in lower freight rates. This
trend is expected to continue for the remain-
der of 2011, on account of increased deliver-
ies of new ships, on the one hand, and of
smaller than expected growth in the world
economy and the world trade volume in 2011,
on the other.40 However, the rise in the num-
ber of the world fleet’s old ships that are being
withdrawn or scrapped may partly halt the
decline in freight rates. 

Finally, net payments for “other” services
declined considerably (by 50.8%). 

4.1.4 INCOME ACCOUNT BALANCE 

The income account deficit rose by 6.0% year-
on-year, mainly due to higher (by 5.1%) net
interest, dividend and profit payments.
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theless, there are industries in which the volume of production rose between the first half
of 2010 and the first half of 2011 (metal products, tobacco, timber and cork).

In spite of the notable drop in imports in all manufacturing industries, iimmppoorrtt  ppeenneettrraattiioonn  iinn
GGrreeeekk  mmaannuuffaaccttuurriinngg – i.e. the ratio of the value of imports to apparent consumption (the
sum of imports and the non-exportable domestic production) – continued to rise (see Table
C), as apparent consumption decreased further. The rise in import penetration was small in
total manufacturing; however, in certain industries (e.g. fuel) it was large. Thus, despite the
sharp decrease in imports, it seems that the substitution of imports by domestically produced
goods has not yet been materialised on a large scale. 

3377  Source: Bank of Greece’s border survey.
3388  UNWTO, World Tourism Barometer Interim Update, August

2011. 
3399  The Baltic Dry Index, which measures freight rates for dry (bulk)

cargo ships, registered a 53.1% decline, whereas the Baltic Dirty
Tanker Index recorded a smaller decline (16.7%) over the period
under review.

4400  See Chapter II.1a and OECD, “What is the economic outlook for
OECD countries? – An interim assessment”, 8 September 2011.



4.1.5 CURRENT TRANSFERS BALANCE 

In January-August 2011, the current account bal-
ance showed a surplus of €883 million, similar
to that of the corresponding 2010 period (€886
million). This development is accounted for by
the fact that the rise in net general government
transfer receipts (mainly from the EU) only mar-
ginally offset the increase in net transfer pay-
ments to the “other sectors” (mainly emigrants’
remittances).41 It should be pointed out that the
bulk of the funds under EU current transfers for
2011 (direct aids and subsidies under the Com-
mon Agricultural Policy) has already been paid
in the first two months of 2011. 

4.2 CAPITAL TRANSFERS BALANCE

In the eight months between January and
August 2011 the capital transfers surplus42

increased to €1.1 billion, from €787 million in
the same period of 2010.43 Thus, the combined
current and capital transfers balance stood at€2.0 billion, from €1.7 billion in the same
period of 2010.

In the first half of 2011, the biannual target pro-
vided for in the Memorandum of Understand-
ing in respect to the absorption of Community
funds44 was not achieved and the measures
relating to the regulatory and organisational
framework on the implementation of the NSRF
were not materialised in full. However, by end
September 2011, there was a total inflow of€1.3 billion and, as a result, the rate of absorp-
tion of structural funds, according to Bank of
Greece provisional data, came close to 28% of
Community funding45 for the period 2007-2013,
i.e. slightly lower than the corresponding EU-
27 average. As underlined in the Fifth Review
of the European Commission, this reflects the
progress made in respect to the NSRF man-
agement and, therefore, the annual target for
the absorption of Community funds remains
feasible.46 The increased absorption of available
Community funds and, most importantly, the
effective use thereof will be enhanced by recent
decisions to raise the share of Community co-
financing for NSRF projects and programmes

with corresponding advance payments from
Community funds, the enhanced role of the
European Investment Bank (EIB) and the
implementation of a comprehensive pro-
gramme of technical assistance to Greece.47

The agreement with the European Commission
on the revision of the NSRF, which places
emphasis on entrepreneurship, exports, inno-
vation and research and addresses unemploy-
ment, will facilitate maximum utilisation of the
growth potential offered by Community funds.48
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4411  Current transfers from the EU mainly comprise direct aids and sub-
sidies paid in the context of the Common Agricultural Policy
(CAP), which are not distributed evenly throughout the year, as
well as payments by the European Social Fund, whereas current
transfers to the EU mainly comprise Greece’s payments to the
Community Budget.

4422  Capital transfers from the EU mainly include receipts from the
Structural Funds ―apart from the European Social Fund― and the
Cohesion Fund in the context of the CSF and the NSRF.

4433  However, according to provisional data, in the eight months from
January to August 2011 the capital transfers surplus rose to €1,224
million, from €873 million in the same period of 2010.

4444  According to the Memorandum of Understanding (3 May 2010,
Law 3845) and its updates of 6 August 2010, 22 November 2010,
11 February 2011 and 7 July 2011, the annual targets for the absorp-
tion of Community funds (on the basis of requests for payment) are:
2010: €2,750 million; 2011: €3,350 million; 2012: €3,730 million;
and 2013: €3,890 million. These amounts do not include Agricul-
tural Development. Amounts for 2007-2013 will be paid until 2015.
Since 2011, the rule has been n+2 and not n+3, as was the case for
2007-2010, i.e. funds have to be absorbed within two years, once
they are committed, in order to prevent the risk of losses. The
annual amounts for the full absorption of Community funds by 2015
are determined in the Medium-term Fiscal Strategy Framework
2012-2015 (Law 3985/1 July 2011).

4455  However, only specific programmes, such as “Competitiveness and
Entrepreneurship”, record high rates of absorption, unlike oper-
ational programmes relating to environment, sustainable growth,
digital convergence, human resources development, education and
lifelong learning. Regional programmes as a whole fall behind sec-
toral ones. See Ministry of Development, Competitiveness and
Shipping – Integrated Information System, 30 September 2011.

4466  See European Commission, The Economic Adjustment Programme
for Greece – Fifth review – Draft Oct. 2011, p. 36 (unofficial draft).
However, progress is made in respect to certain measures only (such
as the submission of a specific time schedule for the preparation,
selection and implementation of various projects), while other pro-
cedures have not been completed yet (e.g. legislative arrangements
for the simplification of procedures relating to the environment,
archaeological sites and expropriations). See pp. 78-79 of the review. 

4477  The European Commission has initially endorsed the increase in
co-financing shares to 85%, retroactively since 1 July 2007, and has
proposed a further increase to 95% ―at maximum― as from 1 May
2010. This measure is also relevant to five more countries under
fiscal consolidation or balance of payments programmes (Ireland,
Portugal, Romania, Latvia and Hungary). See EU Council, 21 July
2011, Statement by Heads of State or government of the euro area
and the EU institutions, Articles 4 and 12, statement by Mr. Bar-
roso, 21 September 2011 (Speech/11/534) and European Com-
mission, press release IP/11/942, Brussels, 1 August 2011.

4488  Important in this respect will also be the implementation of the law
on PPPs and of Law 3908/11 on investment, Community initiatives
such as JEREMIE, JESSICA etc. (again with private sector involve-
ment), the operation of ETEAN and the activation of the opera-
tional programme “National Contingency Reserve”, which is co-
financed by the European Social Fund.



It should be noted that, up until 2013, direct
aids and subsidies in the context of CAP will
remain largely unchanged, at about €2.5 billion
annually. Therefore, total net EU transfers in
2011 (current and capital transfers less pay-
ments to the Community Budget) will stand at
about €3.5 billion on a cash basis, against €2.6
billion in 2010.49

As regards prospects after 2013, total Commu-
nity transfers to Greece (structural actions and
transfers to the agricultural sector) will be
reduced and given under completely different
terms, according to European Commission’s pro-
posals for the Community Budget (CB) for 2014-
202050 (see details in Box VI.4 of Chapter VI).

4.3 FINANCIAL ACCOUNT

In January-August 2011 the financial account
showed a net inflow of €13.8 billion, compared
with €15.7 billion in the corresponding period
of 2010. In more detail, net inflows were
recorded only under “other” investment (€26.5
billion), while net outflows were recorded both
under direct investment (€1.4 billion) and
portfolio investment (€11.3 billion).

The low level of foreign direct investment in
Greece is a result of the Greek economy’s
structural problems and, in particular, product
and labour market rigidities, weak infrastruc-
tures, as well as complex and time-consuming
red tape procedures.51 In the light of this, non-
residents’ direct investment in Greece regis-
tered a net outflow (disinvestment) of €218
million (compared to a net inflow of €237 mil-
lion in the same period of 2010),52 whereas
there was a net outflow of €1.2 billion for res-
idents’ direct investment abroad,53 against€506 million in 2010.

As regards portfolio investment, a net outflow
of €11.3 billion was recorded in the same

period (compared with a net outflow of €18.1
billion in the corresponding period of 2010),
mainly on account of a €20.6 billion drop in
non-residents’ holdings of Greek government
bonds and Treasury bills. This has been partly
offset by a €10.0 billion decline mainly in res-
ident credit institutions’ and institutional
investors’ holdings of foreign bonds and Treas-
ury bills.

Under “other” investment, a net inflow of€26.5 billion (compared to a net inflow of €34.0
billion in the corresponding period of 2010) is
mainly attributable to net general government
borrowing of €32.1 billion (gross borrowing
under the support mechanism for the Greek
economy came to €33.4 billion). This devel-
opment was partly offset by a €1.9 billion rise
in residents’ deposit and repo holdings abroad
and a €2.8 billion decline in non-residents’
deposit and repo holdings in Greece (outflow).

Finally, at end-August 2011 Greece’s reserve
assets stood at €4.7 billion.
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4499  An inflow of €750 million is also expected in the course of 2011
because of the expiry of CSF III projects.

5500  European Commission, “Communication from the Commission to
the European Parliament, the Council, the European Economic
and Social Committee and the Committee of the Regions”, “A
Budget for Europe 2020”, PART I, and “A Budget for Europe
2020” PART II: Policy fiches, COM (2011) 500 final, 29 June 2011,
and European Commission, “Commission Staff Working Paper”
SEC (2011) 868 final, 29 June 2011.

5511  These problems have been repeatedly pointed out. See, for instance,
(i) Bank of Greece, Annual Report 2009, (ii) IOBE, Annual IOBE
Report on Entrepreneurship in Greece, 2010, (iii) Transparency
International, 2010 Global Corruption Barometer, (iv) World Bank,
Doing Business 2011, and Doing Business 2012, (v) World Eco-
nomic Forum, Global Competitiveness Report 2011-2012.

5522  The most important transaction involves a €392 million inflow for
the acquisition of a 10% stake in OTE (Hellenic Telecommuni-
cations Organisation) by Deutsche Telekom (Germany) and a €400
million inflow for the acquisition of Specifar Pharmaceuticals S.A.
by Watson Pharmaceuticals Inc. (United States).

5533  The most important transaction under this category involves an out-
flow of €491 million for a capital injection by EFG Eurobank
Ergasias S.A. to its subsidiary “EFG Eurobank Ergasias SA Spolka
Akcyjna Oddzial w Polsce” (Poland). There was also an outflow of€587 million for the acquisition by the National Bank of Greece
of the remaining 50% (it already held 50%) of the closed-end fund
CPT London (United Kingdom) held by Credit Suisse. It should
be noted that there was no flow of money for this investment, as
the positions between the two counterparties were netted out.



1 SUMMARY OF CURRENT DEVELOPMENTS AND
THE OUTLOOK FOR 2011

The narrowing of the general government deficit
by around 5 percentage points of GDP in 2010
was an important achievement – particularly
during recession. As noted in the latest OECD
report on Greece, the structural deficit (cycli-
cally adjusted) fell by 7.25% of GDP in 2010,
which has not been achieved by any other
OECD country in the past three decades.2

However, the fiscal consolidation process has
entered its most difficult phase, as the required
fiscal interventions must involve structural meas-
ures and decisively deal with the weaknesses of
Greece’s public finances, i.e. tax evasion and
squandering of public funds. Across-the-board
cuts in wages, pensions and public investment,
extraordinary levies and successive increases in
tax rates will not necessarily have the desired
results in the long run. First, lower disposable
income exacerbates recession and adds to the
uncertainty regarding developments in economic
activity, employment and income in a period
when (a) access to bank credit is anything but
easy; and (b) bank deposits are used up in order
to meet increased tax obligations. Second, these
interventions undermine the sense of social jus-
tice, to the degree that the imperative need to
take measures with quick results (partly due to
the delays observed) does not allow for thorough
processing, so as to ensure the fair allocation of
the costs involved. Furthermore, the continuous
adoption of practices such as the “settlement of
pending tax cases” is a disincentive for tax com-
pliance, while extraordinary taxes add new bur-
den on taxpayers.

The execution of the 2011 Budget up until May
shows significant deviations from the targets set.
According to relevant data, the state budget
deficit was €10,260 million, against a targeted€9,072 million and a deficit of €9,100 million in
the corresponding period of 2010. Ordinary
budget net revenue during the same period fell€2,163 million short of the target, while ordinary
budget primary expenditure showed an overrun
of €1,374 million. Indeed, had there been no

delay in the execution of the Public Investment
Budget (PIB) ―which caused a decline of €1.5
billion in the Public Investment Programme
against the previous year― the deviation from
state budget targets would have been more pro-
nounced. Over the same period, overdue debts
reached almost €6.5 billion, €1.2 billion of which
accumulated since the beginning of 2011.

Based on developments for this 5-month period,
and in order to cover emerging deviations in 2011
and the estimated fiscal gap of around 3% of
GDP, the government decided in June to take fur-
ther fiscal measures. These measures are included
in the Medium-Term Fiscal Strategy Framework
(MTFS)3 2012-2015 and are being gradually
implemented as of the second half of 2011.

These measures will cover the period 2011-2015
and are expected to yield €26,225 million,€12,784 of which from spending cuts and€13,442 from improved revenue.4 Out of the
total, measures of €5,931 million are expected
to be implemented by end-2011; expenditure-
reducing measures are projected to contribute€3,082 million and revenue-enhancing measures
are estimated to yield €2,849 million.

As regards the current year, strict and timely
implementation of the measures included in
MTFS is crucial for the course of fiscal con-
solidation in these exceptionally demanding
conditions. For this reason it was decided in
September to speed up implementation. Given
the deterioration of the financial condition as
reflected in the 2012 Draft Budget presented
on 3 October 2011, the government revised the
target for the general government deficit for
2011 and 2012 (against the targets of the
MTFS). In particular, the general government
deficit is estimated to stand close to €18,690
million or 8.5% of GDP in 2011, against a tar-
geted €16,361 million and €17,065 million in
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Ι V F I S C A L D EV E LOPMENT S AND PRO S P E C T S 1

11 Data on the basis of information available up to 17 November 2011.
22  OECD (2011), Economic Surveys: Greece. 
33  Law 3985/1 July 2011, “Medium-Term Fiscal Strategy Framework

2012-2015”.
44  Interventions under the MTFS have been revaluated in the 2012

Draft Budget on the basis of current financial developments and
the schedule for the implementation of interventions.



the MTFS and the Economic Adjustment Pro-
gramme (EAP), respectively. As for 2012, the
general government deficit is estimated to
stand at €14,658 million, or 6.8% of GDP, i.e.
well above the levels projected in the MTFS
(€12.9 billion), but in accordance with the ini-
tial target set in the EAP (€14.9 billion). 

To ensure that revised targets for 2011 and
2012 are met, the Draft provides for additional
measures to the amount of €2.1 billion (4/5
from revenue) and €5 billion (around 3/5 from
revenue, of which €800 million through the
increase in the EU contribution to investment
programmes) respectively. Measures for 2011
include a new special levy on electricity-sup-
plied buildings, unified wage grid for the pub-
lic sector and reduced pensions, while for 2012
they also include the abolition of tax exemp-
tions, deferred payment of the special benefit
to judges, activation of the labour reserve
scheme, increase in the EU contribution to co-
financed projects and uniform excise duties on
heating and diesel fuel. 

The MTFS for 2011-2015 includes interventions
aiming to deal with the long-term weaknesses of
Greece’s public finances. Among other things,
they aim to (i) rationalise the compensation of
employees, social and healthcare expenditure,
(ii) reduce operating and defence expenditure,
(iii) eliminate or merge public-sector entities,
(iv) reorganise state-owned enterprises and
organisations, (v) combat contribution evasion,
(vi) broaden the tax base, and (vii) enhance tax
compliance (which is expected to yield tangible
results from 2013 on). However, as mentioned in
previous Bank of Greece reports,5 greater weight
should have been attached to eliminating squan-
dering and reducing public expenditure through-
out 2011-2015; a reduced public sector would
free up resources to be used more effectively by
the private sector, thus enhancing economic
growth (see also Chapter VI). 

In order to enhance the credibility of the pol-
icy pursued and contribute to stabilising debt
dynamics, the MTFS 2012-2015 provides for
the implementation of an ambitious state asset

privatisation and management scheme, based
on a clear time schedule and specific quanti-
tative targets, which is projected to yield €50
billion by end-2015. The effective implemen-
tation of the programme may contribute to a
fast decline in the debt-to-GDP ratio. 

The decisions of the euro summits of 21 July and
26 October 2011, discussed in Section 4 below,
were particularly important for the stabilisation
and the decrease ―in the medium term― of the
Greek sovereign debt. 

In any event, Greece should abide by its obli-
gations and commitments and implement in a
timely and effective manner measures included
in the MTFS (privatisations too). Maximum
targeting and effectiveness of fiscal measures
must be ensured in order to limit negative
effects on economic growth. Such effects ―if
not, even partly, offset by other (mainly struc-
tural) measures― necessitate additional fiscal
measures in order to achieve the initial targets
to reduce fiscal deficits, and thus carry the risk
of a vicious circle of negative prospects, reces-
sion and deficits.6
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55  See Bank of Greece, Monetary Policy – Interim Report 2009, Octo-
ber 2009, p. 34; Bank of Greece, Monetary Policy 2009-2010, March
2010, p. 102; and Bank of Greece, Monetary Policy-Interim Report
2010, October 2010, p. 21.

66  According to the Budget for 2011 and the MTFS, measures to be
taken until end-2011 should reach €19.4 billion (about 8% of GDP).
Specifically, €14.3 billion on the basis of the 2011 Budget and €5.9
billion on the basis of the MTFS, and an additional €2.1 billion on
account of the 2012 Draft Budget, while a loss in tax revenue is pro-
jected, stemming from a €1.7 billion reduction in the tax burden and
a €1.2 billion decline in tax revenue, as the outcome of the meas-
ures taken was re-assessed (see MTFS). The above interventions
aim to reduce the general government deficit by €5.6 billion (from€24.3 billion in 2010 to €18.7 billion in 2011, according to the 2011
Draft, while the target set in the EAP stands at €17.1 billion). There-
fore, the effectiveness of the measures (provided that the targets are
achieved) is exceptionally low and is estimated at around 29%. That
is, each additional euro coming from the measures (reduced expen-
diture or increased taxation) contributes only 0.29 euro to the reduc-
tion of the deficit. The low effectiveness of measures is partly attrib-
utable to increased expenditure for interest payments and the
impact of the recession on revenue and expenditure. According to
a recent OECD report (see footnote 2 above), the measures taken
in 2010 totalled €23.5 billion and the deficit was reduced from €36.3
billion in 2009 to €24.2 billion in 2010, i.e. by €12.1 billion. In other
words, the effectiveness of interventions for the reduction of the
deficit in 2010 was around 51.5%. Thus, the fiscal adjustment meas-
ures became less effective, while also affecting the size of the GDP.
The OECD estimates the fiscal multiplier for 2011 at around 0.38,
as included in the above report, and this means that interventions
for 2011 (€19.4 billion) would narrow nominal GDP by 3.4 per-
centage points. According to OECD, the impact from the 2010
measures (€23.5 billion) reduced nominal GDP by 3.6% – under an
estimated multiplier of 0.35. 



2 FISCAL DEVELOPMENTS IN JANUARY-
OCTOBER 2011 BASED ON FISCAL DATA 

According to provisional data for the January-
October 2011 period, the state budget deficit
rose by 11.2%, to 9.2% of GDP or €20,104 mil-
lion, against a deficit of 8.0% of GDP, or€18,081 million, in the corresponding period
of 2010 (see Table ΙV.1). The widening of the
state budget deficit against the corresponding
period of 2010 is mostly attributable to lower
revenue. It should be noted, however, that the
target for the 10-month deficit was revised7 to€20,362 million, which is in line with the new
annual target for 2011 included in the Draft. In
this context, the 10-month deficit seems to
have improved by around €258 million against
the revised target. 

Net revenue under the ordinary budget in Jan-
uary-October 2011 fell short by €4,572 million
(2.1% of GDP) against the initial estimates set
in the 2011 Budget, and by €1,033 million
against the revised target set in the Draft.8

Moreover, revenue declined by 4.1% against
the corresponding 10-month period of 2010
and compared with the revised annual target
set in the Draft, which projected an increase of
0.8%. According to available detailed data for
the January-September period, net revenue
shows negative growth, which is attributable to:
(a) decreased personal income tax collections
due to lower income tax withheld, following
the decline in average wages, pensions and
employment; (b) decreased revenue from cor-
porate income tax due to reduced profits in
2010; (c) reduced revenue from special con-
sumption taxes (on fuel, alcoholic beverages
and tobacco); (d) reduced VAT receipts9

despite successive increases in VAT rates
(VAT rates rose twice in 2010, and the low
VAT rate was also raised as of 1.1.2011) and
rising oil prices; (e) delays in collecting rev-
enue from the settlement of tax arrears of
2010, income tax clearance, collection of the
2009 Single Tax on Real Estate (ΕΤΑΚ) for
natural persons and the property tax for 2010
and 2011, owing to the ineffective tax collec-
tion mechanism; and (f) the strong (21.0%)

increase in tax refunds, compared with a tar-
geted annual decrease of 5.7%, due to higher
tax refunds after the settlement of personal
income taxes and clearing of older positions.
In 10-month terms, this increase is 14.2%. 

Ordinary budget primary expenditure (exclud-
ing grants to hospitals for the repayment of
older debts, the procurement of military equip-
ment, ΝΑΤΟ expenditure and guarantees
called in by organisations other than the gen-
eral government) rose in January-October
2011 by 2.4%, or around €970 million, against
a targeted annual increase of 0.3% set in the
Draft. According to available information (9-
month detailed data), this is attributable to
higher expenditure for grants to the Manpower
Employment Organisation (OAED), hospitals
and social security funds (mainly TAP-OTE,
OAEE and IKA). 

Moreover, interest payments were significantly
higher (19.5% or €2.5 billion) year-on-year,
though remaining within the targeted annual
increase of 23.3%. 

During the period under review, a significant
delay in the execution of the Public Investment
Budget (PIB) was observed, as expenditure
under the PIB was lower, by 37.4%, against
2010 and against a revised annual targeted
decline of 10.6%. By contrast, PIB revenue was
38.1% (about €521 million) higher compared
with January-October 2010. Thus, the PIB has
made a significant contribution to containing
the deficit in the period under review. 

As regards the state budget for the entire year,
measures announced on the basis of the
MTFS, as well as the new measures included
in the 2012 Draft Budget, are expected to have
a positive effect on the general picture. Up to
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77  The target is mentioned in the Budget Execution Bulletin of the
Ministry of Finance. 

88  The revision of monthly targets according to the Medium-Term Fis-
cal Strategy Framework has pushed back increased revenue result-
ing from the new measures towards the end of the year .

99  However, it should be noted that since July 2011, VAT payments
can be made in (3 monthly) instalments, which has had a negative
effect on the 9-month revenue.
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the end of the year (November-December)
interest payments amounting to about €1.1 bil-
lion shall be made. Therefore, in order to
achieve the targeted state budget deficit of€22,558 million, the state budget primary
deficit must be contained to around €1.4 bil-
lion in the last two months of the year. 

The bills for the social solidarity contribution
(one-off tax) for incomes over €12,000, as well
as the €300 business tax imposed on the
income of self-employed and traders, started
being sent to tax payers in September; collec-
tion of amounts due is expected to be com-
pleted by the beginning of 2012. Additionally,
collection of the new property tax (through
electricity bills) is expected to be completed
within the year or until February 2012 at the
latest. 2011 revenue will be further supported
by increased income tax, as the tax-free thresh-
old was lowered (from €12,000 to €8,000 for
people aged 30-65),10 the collection of revenue
from the settlement of tax arrears for 2010 and
2011, the clearance of personal income tax, the
collection of the Single Tax on Real Estate
(ΕΤΑΚ) for 2009 and VAT for 2010 and
2011,11 the receipts from extraordinary taxation
on high-capacity vehicles, pleasure boats and
swimming pools, the higher car registration
fees, the increased VAT on catering and non-
alcoholic beverages (from 13% to 23%) and
the increased special consumption tax on heat-
ing oil and natural gas. Furthermore, signifi-
cant receipts from various non-tax revenue
items are expected.12

Expenditure is projected to decline following
the reduction of certain benefits to civil ser-
vants (under Law 4002/2011), the implemen-
tation of the unified wage grid as from 1
November 2011 (Law 4024/2011), as well as the
reduction of higher pensions and the social sol-
idarity contribution of employees and self-
employed intended to support the unem-
ployed. Therefore, the strict, immediate and
effective implementation of the new measures
(also those included in the MTFS) should con-
tribute to achieving the revised targets outlined
in the state budget, as long as the economic

conditions do not deteriorate considerably
more than projected in the Draft. 

3 FISCAL DEVELOPMENTS IN JANUARY-
OCTOBER 2011 BASED ON CASH DATA 

According to available cash data for the Janu-
ary-October 2011 period, the state budget
deficit ―not including the OPEKEPE (Pay-
ment and Control Agency for Guidance and
Guarantee Community Aid) account―
decreased to €19,781 million, or 9.1% of GDP,
against a deficit of €20,618 million (also 9.1%
of GDP) in the respective period of 2010 and a
deficit of 8.8% in the first nine months of 2011
(see Table IV.2. and Chart IV.1.). The lower
cash deficit of the state budget against the cor-
responding figure for 2010 is attributable to a
significant decline in the Public Investment
Budget deficit. By contrast, the ordinary budget
deficit rose in January-October 2011 compared
with the respective 2010 period, which is due to
both reduced revenue and higher expenditure
under the ordinary budget. 

In particular, ordinary budget cash revenue
decreased by 1.2% in January-October 2011
year-on-year, despite the fact that it also
includes VAT receipts (through the DIAS
interbank system) for October this year to the
amount of €1,079.97 million, whereas the cor-
responding receipts for the previous year
where recorded in November. Expenditure
rose by 6.3%, as primary expenditure
increased by 2.5%. Ordinary budget expendi-
ture does not include €4,011.5 million for the
issuance of special bonds by the Greek gov-
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1100 Law 3986/2011 “Emergency Measures for the Implementation of
the Medium-Term Fiscal Strategy Framework for the years 2012-
2015”. Law 4024/2011 “Retirement regulations, unified wage grid
for the public sector, labour reserve scheme and other measures
for the implementation of the Medium-Term Fiscal Strategy
Framework 2012-2015” provides for a further reduction in the tax-
free threshold to €5,000. 

1111 Efforts to collect the 2009 ETAK and the 2010 VAT until Febru-
ary 2012 are continuing, despite the obvious delays, in order to clas-
sify them in the national accounts for 2011, as is also the case for
the social solidarity contribution and the extraordinary tax on real
estate. By contrast, there is some uncertainty as to the collection
of the 2011 ETAK by the end of the year.

1122 Introductory Report on the 2011 Budget. 



ernment to cover past liabilities of hospitals
(see footnote 6 in Table IV.2); in ordinary
budget balance also includes €391.4 million
revenue from the privatisation of the Hellenic
Telecommunications Organisation (ΟΤΕ),
though it leaves out transactions concerning
the capital increase in the Agricultural Bank of
Greece (ΑΤΕ) and other entities of minor
importance. 

The public investment budget deficit decreased
by 52.2% in the January-October period year-
on-year, as the execution of the Public Invest-
ment Budget (PIB) is slower this year, while its
revenue increased significantly against 2010. 

4 MEDIUM-TERM PROSPECTS FOR DEFICIT 
AND DEBT 

The Medium-Term Fiscal Strategy Framework
is a fiscal strategy scheme with a specified time
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Table IV.2 State budget deficit on a cash basis1,2 (central government net borrowing
requirement)

(million euro)

1. State budget 32,622 23,396 27,119 20,618 19,781

Percentage of GDP 14.1 10.3 11.7 9.1 9.1

―Ordinary budget3 25,318 4 18,333 5 20,558 16,016 17,5826

―Public investment budget 7,304 5,063 6,561 4,602 2,199

Year January - October

2009 2010 2009 2010 2011*

Source: Bank of Greece.
* Provisional data.
1 As shown by the respective accounts with the Bank of Greece and other credit institutions.
2 Not including movements in the account of the Payment and Control Agency for Guidance and Guarantee Community Aid (OPEKEPE).
3 Including movements in public debt management accounts.
4 Excluding expenditure of €3,769 million for the acquisition of preference shares of Greek banks pursuant to Law 3723/2008 on banks’ cap-
ital 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 proceeds of €673.6 million from the sale of Hellenic Telecommunications Organisation (OTE) shares,
of €72.3 million from the privatisation of Olympic Airlines, as well as the payment of Greek government debt to the Agricultural Insurance
Organisation (OGA) through the issuance of bonds of €531 million.
5 Including expenditure of: (i) €297.9 million (bond issue reopening) for the payment of government arrears to the Social Security Founda-
tion (IKA); and (ii) €714.7 million (bond issuance) for the payment of government arrears to Hellenic Petroleum SA (ELPE), EGNATIA
MOTORWAY SA and the Agricultural Bank of Greece (ATEbank), but excluding expenditure of: (i) €849.2 million (bond issue reopening)
for the repayment of public hospitals’ arrears pursuant to Article 27 of Law 3867/2010, which burdens the 2010 debt; and (ii) €424.3 million
(bond issuance) for the settlement of financial obligations of the Hellenic Agricultural Insurance Organisation (ELGA), a replacement of pre-
vious loan under the same terms. Also excluding expenditure of €1,500 million for payment of capital of the Hellenic Financial Stability Fund.
6 Including revenue of €391.4 million from the sale of OTE shares, but excluding revenue of i) €675 million from ATEbank due to the acqui-
sition of preference shares by the Greek State, and ii) €250 million from the Deposits and Loans Fund due to the reduction of its reserves. Exclud-
ing expenditure of i) €4,011.5 million in order for the Greek State to pay public hospitals’ arrears (bond issue reopening), under Article 27 of
Law 3867/2010, since these arrears were recorded in the years they were incurred but burden the debt of 2011, ii) €350 million in order for the
Greek State to cover ELGA financial obligations (bond issuance), a replacement of a previous loan under the same terms, and iii) €140.2 mil-
lion in order for the Greek State to pay debts to dismissed Olympic Airlines employees. Also excluding €1,227 million from the participation
of the Greek State in capital increases, of which €1,144.5 million concerns the capital increase of ATEbank.



schedule, clear objectives and specific inter-
ventions, outlining the economic policy to be
pursued until 2015, in order to achieve the fis-
cal adjustment objectives over the medium
term. (It should be reminded that the prepa-
ration and annual updating of medium-term
fiscal adjustment programmes ― in other
words multi-annual budgeting― is provided
for by Law 3871/2010.) The adoption and
application of the MTFS, involving compre-
hensive and effective implementation of the
relevant provisions and policy measures, could
also help accelerate fiscal consolidation and
support economic activity. 

According to the MTFS (as revised by the 2012
Draft Budget), the general government
deficit is projected to stand at 8.5% of GDP (or€18,690) in 2011, against the initial target of€16,361 million in the MTFS and the targeted€17,065 million in the EAP, while at the end
of the reference period (2015) the deficit is
projected to stand at €1,525 million, or 0.6%
of GDP. Moreover, according to the Draft,
2012 should witness a primary surplus of €3.2
billion, or 1.5% of GDP. In accordance with
the MTFS, the primary surplus is expected to
stand around at 8% of GDP in 2015, as long as
the privatisation programme is fully imple-
mented. 

It should be noted that out of the total €8,041
million of the measures taken in order to
achieve the targets for 2011 (as included in the
MTFS and the Draft), about 56.6% (€4,549
million) involves revenue and only 43.4%
(€3,492 million) involves expenditure. The
Bank of Greece has repeatedly argued that cut-
ting down government expenditure should con-
tribute to fiscal adjustment by 2/3.13

This emphasis on increasing revenue is main-
tained throughout 2012-2015, as the largest
part of the adjustment is planned to come from
the revenue side (about 54.1%).14 This implies
higher uncertainty in meeting the ultimate
objectives, as the deeper than expected reces-
sion in 2011 and the delays in returning to pos-
itive growth rates are expected to negatively

affect revenue and, consequently, the targets
for deficit and public debt. According to rele-
vant estimates, each additional 1% drop in eco-
nomic activity automatically adds around 0.5%
to the general government deficit, thus calling
for additional measures that would further
weigh heavily on economic activity.15

Another source of concern is the projected rev-
enue of €3 million between 2013 and 2015,
estimated to come from enhanced tax compli-
ance; this amount, however, is not fully
secured. Further improvement ―or, rather,
overhauling― of the tax collection mechanism
is absolutely necessary and urgent, in order to
achieve these targets. 

The MTFS includes a well-specified state asset
privatisation and management programme,
based on a concrete timetable, as well as quar-
terly aggregate revenue targets for 2011-2013.
The implementation of this programme is esti-
mated to drastically reduce public debt.16

The Euro Summit of 21 July 2011 took impor-
tant decisions that could help accelerate and
enhance Greece’s efforts to address the debt
crisis. The decisions should have a strong pos-
itive impact on refinancing, servicing costs and
the sustainability of government debt. For the
first time since the beginning of the crisis, the
financial package to Greece provided, inter
alia, for the voluntary participation of the pri-
vate sector (Private Sector Involvement –
PSI). This agreement offers a new funding
scheme of €109 billion (until 2014), to be allo-
cated as follows: (a) €34 billion for new loans
to Greece; (b) €20 billion for the direct buy-
back of Greek bonds in the secondary market;
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1133 See footnote 5. 
1144 Taking into consideration revised estimates on the effectiveness of

the measures provided for in the MTFS and the new measures
included in the Draft (which are estimated at €5,010 million). 

1155 For more detailed information, see Girouard and André (2005),
“Measuring cyclically-adjusted budget balances for OECD coun-
tries”, OECD, Economics Department Working Paper No. 434.

1166 The initial targets set in the Medium-Term Fiscal Strategy Frame-
work projected revenue of €5 billion by end-2011, €15 billion by
end-2012, €22 billion by end-2013, and €35 billion and €50 billion
by end-2014 and end-2015, respectively. However, the target for
revenue stemming from privatisation proceeds has been revised to€4 billion for 2011.



(c) €20 billion to support the Greek banking
system (through the HFSF); and (d) €35 bil-
lion for the purchase of ΑΑΑ bonds from the
European Financial Stability Fund (EFSF),
which would be held by the Greek government
to encourage private sector involvement. The
new scheme also provided for the extension of
the average maturity of the new loan, from 7.5
to 15 and up to 30 years, with a 10-year grace
period, as well as lower interest rates (about
3.5%).17

Private sector involvement provides for either
voluntary bond exchanges for new bonds of the
same nominal value and a 30-year maturity, or
voluntary exchanges for bonds at 80% of their
nominal value.18 According to this arrange-
ment, the private sector involvement is esti-
mated to reach €54 billion for the 2011-2014
period and a total amount of €135 billion up
to 2020. 

However, the arrangement as a whole does not
involve a direct reduction of gross debt, as both
the amounts to support the Greek banking sys-
tem (€20 billion, plus €10 billion from the pre-
vious agreement) and the amount for the pur-
chase of bonds from the EFSF (€35 million)
shall be recorded under public debt. This
should offset the direct debt reduction by
around €12.6 billion following the bond buy-
back in the secondary market and by around€13.5 billion following the exchange of (almost
half the) bonds at 80% of their nominal value.
The reduction mainly involved the “net pres-
ent value”, rather than the nominal value.
However, the “net” debt would fall. 

By contrast, lower cost of borrowing, signifi-
cantly longer loan maturity, substantial period
of grace and continued financing of the Greek
state by the private sector would reduce amor-
tisation payments and improve the cash liq-
uidity of the public sector. 

While the implementation of the above agree-
ment had already started, recent data on the
depth of the recession in Greece, as well as
deviations from the targets set in the MTFS,

caused a reshaping of the financial package to
Greece. Thus, the decision of the 26 October
2011 Euro Summit, in the context of a general
arrangement19 to support the euro, involved a
new financial package for Greece, which pro-
vided for the voluntary exchange of Greek
bonds with a 50% discount on the nominal
value. In essence, the voluntary involvement
of the private sector will be much larger, com-
pared with the initial agreement of 21 July.
When the bond exchange is complete,
Greece’s gross debt will be reduced by €100
billion. The amount of the assistance rises
from €109 to €130 billion by end-2014. 

It should be noted that the favourable arrange-
ments decided on 21 July concerning the terms
of the loan from the euro area and the IMF
(reduced interest rates and extension of loan
maturity) are expected to remain effective
after the decision of 26 October 2011. 

Significant details of the new agreement have
not been unveiled yet; however, if imple-
mented, it should give a large boost to gov-
ernment liquidity, as interest expenditure will
decline by 2 to 3 percentage points of GDP
(between 2012 and 2020), and the same applies
to amortisation payments. 
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1177 The new average maturity and reduced interest rate shall also apply
to the remaining amount (about €45 billion) of the €110 billion
loan. The interest rate will be equal to the European support mech-
anism rate for EU countries facing balance of payment difficulties.
When the agreement was concluded, this interest rate was around
3.5%.

1188 According to the IIF, investors will be offered four new instru-
ments: (1) a par bond exchange into a 30-year instrument, with an
interest rate of 4.5% in constant terms; (2) a par bond offer involv-
ing rolling-over maturing Greek government bonds into 30-year
instruments, with an interest rate of 4.5% in constant terms; (3) a
discount bond exchange (80% of nominal value) into a 30-year
instrument, with an interest rate of 6.42% in constant terms; (4)
a discount bond exchange (80% of nominal value) into a 15-year
instrument, with an interest rate of 5.9% in constant terms. For
instruments 1, 2 and 3 the principal is fully collateralised by 30-year
zero coupon AAA bonds by the EFSF. For instrument 4, the prin-
cipal is partially collateralised by the EFSF. All offers cause a 21%
loss in net present value terms. Moreover, based on IIF estimates,
the agreement will extend the average maturity of the Greek pub-
lic debt from 6 to 11 years.

1199 The general arrangement provides for: a) enhancement of the
EFSF resources (with available funds, including leveraged funds,
of about €1 billion); b) European bank recapitalisation up to end-
June 2012 (Core Tier 1 Capital at 9%); c) fiscal measures for trou-
bled countries, such as Italy and Spain; and d) improvement of fis-
cal and financial governance in the euro area.



5 KEY FISCAL ADJUSTMENT MEASURES AND
INSTITUTIONAL FISCAL REFORMS IN 2011 –
AN OVERVIEW OF THE TARGETS SET IN 
THE MEDIUM-TERM FISCAL STRATEGY
FRAMEWORK 

The initial May 2010 EAP included significant
interventions for 2011, as regards cutting
expenditure by €1,500 million and increasing
revenue by €4,050 million. These interventions
were revised and complemented by new ones
with the approval of the Budget for 2011.20

Also, certain fiscal measures for 2010 also
affected 2011 (carry-over effect). According to
the 2011 Budget, these measures would yield€1,500 million on the revenue side and €1,150
million on the expenditure side. 

In order to deal with the impact of the revised
general government deficit for 2009 on the esti-
mated 2010 deficit, the Budget for 2011
required additional measures, which involved
cutting back expenditure (bringing in about€3,850 million) and increasing revenue (bring-
ing in about €2,280 million). The measures
mainly focused on non-central government
public entities, i.e. state-owned enterprises
(SOEs), hospitals and social security funds, but
also aimed at combating tax evasion and
improving the effectiveness of social expendi-
ture. 

As regards SOEs, the Budget for 2011 pro-
vided for higher revenue, lower operating costs
and restructuring.21 Healthcare expenditure
would decline by improving the procurement
system of hospitals and pension funds, lower-
ing medicine prices and adopting electronic
prescribing. Expenditure would also decrease
after further cuts in fixed-term employment
contracts and a moderation in defence expen-
diture. The measures to improve revenue
focused on curbing fuel smuggling (input-
output system), collecting overdue liabilities
and tax fines, implementing the new frame-
work for tax disputes and judicial appeal
processes, increasing the tariff of judicial fees
and settling tax disputes and pending social
security cases.22 Moreover, the 2011 Budget

also provided for revenue from the renewal of
operating licenses for telecommunication com-
panies and the sale of bandwidth, as well as
from the extension of the concession contract
for Eleftherios Venizelos airport. 

On the basis of the Budget for 2011, the above
measures were expected to yield €14,330 mil-
lion, exceeding the EAP targeted reduction (of€5 billion) of the general government deficit
for 2011 (to €17,065 million, compared with
the estimated, at the time, general government
deficit of around €22 billion in 2010). The
deviation stems from the need to provide for
any automatic rise in expenditure due to higher
debt servicing costs, the impact of the reces-
sion, as well as changes in the composition of
demand (which could restrain tax revenue). 

It has already been pointed out that, up to May
2011, there had been significant deviations in
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2200 In particular, freeing up resources (with the implementation of the
Kallikratis Programme), containing intermediate consumption, sav-
ing resources through the operation of the Single Payment Author-
ity, freezing pensions and reducing expenditure under the Public
Investment Budget. On the revenue side, the interventions
included: the implementation of green levies, an increase in real
estate objective values, additional revenue from property taxes (fol-
lowing the settlement of building-code violations), broadening of
the scope of services subject to VAT, an increase in the lower VAT
rate to 13%, reduced VAT rates in certain categories (hotels, med-
icines), equalisation of the special consumption tax on heating oil
and diesel, and heating oil subsidies. Moreover, measures included
a special contribution for profitable businesses, as well as a reduced
tax rate for businesses (to 20% from 24%). A positive effect is
expected to stem from the taxation of imputed income, the taxa-
tion of remuneration in kind, as well as the accounting definition
of income. The gambling market regulation (gambling rights and
licenses) would also have a positive contribution to revenue. 

2211 It should be noted that interventions so far helped improve the
financial situation in 17 SOEs which are part of the general gov-
ernment (Athens Metro Operating Company (AMEL), Attiko
Metro, Hellenic Aerospace Industry (EAB), Thermal Buses Cor-
poration (ETHEL), Greek Agricultural Insurance Organisation
(ELGA), ERGOSE, National Radio and Television Organisation
(ERT), Hellenic Defence Systems (EVO-PYRKAL), Trolley Buses
Corporation (ILPAP), Athens-Piraeus Electric Railways (ISAP),
Management Organisation Unit (MOD), Athens Urban Transport
Organisation (OASA), Horse Racing Organisation of Greece
(ODIE), Hellenic Railways Organisation (OSE)-National railway
infrastructure management (EDISY), School Buildings Organi-
sation (OSK), TrainOSE, TRAM). In the first five months of 2011,
pre-subsidy losses declined by 44%, expenditure by 32% and the
number of employees by 12.3% against the respective 2010 period.
These savings led to a 29% decline in state subsidies.

2222 Law 3943/2011 (“Combating tax evasion, staffing of the tax audit-
ing department and other provisions under the Ministry of
Finance”) includes three priority actions: (1) curbing tax evasion
by expediting tax dispute processes and tightening sanctions; (2)
restructuring the control and collection mechanisms by reforming
the audit system and improving evaluation of tax administration;
and (3) improving the taxation framework and encouraging entre-
preneurship by offering incentives.



the execution of the Budget for 2011.23 In order
to cover the deviations and the emerging fiscal
gap, estimated at around 3% of GDP, the gov-
ernment decided to take further corrective
measures as part of the Medium-term Fiscal
Strategy Framework (MTFS) 2012-2015, to be
implemented in the second half of 2011.24

According to the Draft, the new MTFS meas-
ures for 2011-2015 are expected to yield€26,225 million, i.e. €12,784 million from
expenditure and €13,442 million from rev-
enue.25 In particular, 13 fields of priority have
been identified: (1) rationalisation of the com-
pensation of employees (€1,716 million); (2)
reduction of operating costs (€1,119 million),
(3) eliminating/merging entities and reducing
state grants (€1,004 million); (4) restructuring
of public enterprises and organisations (€1,314
million); (5) lower defence expenditure (by€1,200 million); (6) cost saving and improving
results in healthcare (€979 million); (7) ratio-
nalisation of expenditure in medical care (€937
million); (8) lower expenditure in social secu-
rity funds and rationalisation of social expen-
diture (€4,601 million); (9) improved revenue
for social security funds and combating con-
tribution evasion (€3,380 million); (10)
enhancing tax compliance (€3,000 million);26

(11) reduced tax exemptions and other tax rev-
enue (€5,766 million); (12) improved results
for local governments (€1,505 million); (13)
lower expenditure under the Public Investment
Budget (by €504 million). 

To meet the targets set in the MTFS, imple-
mentation laws and regulations were passed in
July and August 2011. Specifically, Law
3986/2011 (“Emergency measures for the
implementation of the Medium-Term Fiscal
Strategy Framework (MTFS) for 2012-2015”)
includes a series of provisions and regulations
concerning state asset management (creation
of the asset development fund – TAIPD, city
planning provisions and state property invest-
ment identity and other regulations), tax and
customs regulations,27 fiscal regulations,28

labour market and social security regulations
and other provisions.29 The TAIPD is already
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2233 Already in February 2011, in the context of the third review of the
EAP, it had become obvious that additional corrective measures
were necessary, amounting to at least 0.75% of GDP, in order to
cover the projected fiscal gap and ensure the reduction of the gen-
eral government deficit to €17,065 million. 

2244 According to the MTFS, deviations reflect: (1) the revision of the
2010 general government deficit by one percentage point of GDP
(€2.5 billion) (the general government deficit stood at 10.5% in
2010, against an estimated 9.4% in the Introductory Report on the
2011 Budget); (2) the negative impact of the recession (€1 billion),
since the recession proved stronger than what was initially projected
by the EAP, resulting in shrinking tax revenue and social security
contributions and rising social transfers; (3) revenue losses due to
initiatives to reduce the tax burden (€1.7 billion), as additional
interventions in this direction took place in 2011 concerning: (i)
netting of debts (€1,000 million); (ii) VAT payment in instalments
(€300 million); (iii) lower income tax due to the new tax scale for
incomes below €40,000 (€400 million); (iv) a difference of €1.2 bil-
lion, following a reassessment of the measures. Τhe yields of var-
ious measures provided for in the 2011 Budget were reassessed,
estimating almost €2 billion lower revenue, whereas higher rev-
enue, to the amount of €800 million from interventions with bet-
ter-than-expected results were anticipated. 

2255 The MTFS provided for measures of €28.4 billion for 2011-2015,€6.7 billion of which concerned 2011 (€4 billion from lower expen-
diture and €2.7 billion from higher revenue), and €21.7 billion the
period 2012-2015. For 2011-2015 as a whole, €14.3 billion should
come from cutting down on expenditure and €14.1 billion from
increased revenue. MTFS interventions have been reassessed in the
Draft Budget for 2012 to match current financial developments and
their implementation schedule; they amount to €26.2 billion (€12.8
billion from expenditure and €13.4 billion from revenue). For 2011,
interventions are estimated to yield €5.9 billion – €3.1 billion from
expenditure and €2.8 billion from revenue. 

2266 Measures to enhance tax compliance are expected to start pro-
ducing results in 2013. However, already since May 2011 the gov-
ernment put into effect the “National operational programme to
combat tax evasion 2011-2013”, as provided for by Law 3943/2011
(Art. 1). Under the Law, this programme covers a three-year
period. It includes: (a) an action plan against tax evasion; (b) rec-
ommendations on institutional changes; and (c) measures for the
effective and coordinated operation of tax, judicial and prosecut-
ing authorities.

2277 The law includes regulations concerning income tax deductions,
objective living expenses, social solidarity contribution for natural
persons, extraordinary levies on objective expenditure (automo-
biles, pleasure boats, aircrafts, swimming pools, etc.) and a busi-
ness tax on the self-employed. It also includes regulations on tax-
exempt interest rates and real estate tax, increase in the VAT rate
to 23% for catering, increases in car registration fees, equalisation
of the special consumption tax on heating oil and diesel for busi-
nesses and an increase in the special consumption tax on heating
oil for households. 

2288 It includes several fiscal measures (e.g. to combat unemployment,
a special contribution to the Civil Servants Provident Fund, lower
ceilings for financing local governments through Central Inde-
pendent Resources), as well as provisions to restrict recruitment
in the public sector.

2299 Specifically, contributions imposed on main pensions (over€1,700) for the Intergenerational Solidarity Fund (AKAGE) are
adjusted upwards, an additional contribution to pensions over€1,700 is imposed for pensioners below 60 years of age, while other
contributions are introduced too: a special contribution for aux-
iliary pensions of over €300, an additional contribution for main
and auxiliary pensions, welfare and sickness for the Unified Insur-
ance Fund of the Independently Employed (ETAA), an extraor-
dinary unemployment contribution for the self-employed
insured under OAEE, ETAA and ETAP-MME and, with effect
from 1 January 2013, a contribution to the Organisation of the
Self-Employed (OAEE) per business sector, as a percentage of
turnover. The one-off pension benefit to civil servants is reduced
by 10% as of 1.1.2010 and for the personnel of the Public Power
Corporation (DEH) by 15%. In addition, an annual levy (€200 per
square meter) for smokers zones (half of the total floor area) for
casinos and live music clubs with total floor area of over 300 square
meters is imposed, while, from 1 July 2011 to 31 December 2011,
auctions of first residence (for amounts due up to €200,000) are
suspended. 



operational and has taken up the tasks pro-
vided for by law, following the appointment of
the Board of Directors. 

Law 4002/2011 (“Amendments to the pension
legislation of the public sector – Regulations
for the development and fiscal restructuring –
Issues within the competence of the Ministries
of Finance, Culture and Tourism and Labour
and Social Security”) regulates the framework
for tourist investment, with specific provisions
on mixed-use resorts and the simplification of
licensing procedures for tourist investment. In
addition, this law attempts to rationalise pen-
sion expenditure and allows for assigning the
auditing of taxpayers to private auditing com-
panies, while it provides, among other things,
for a new settlement of pending tax cases, the
submission of overdue tax returns without
penalty and an extended deadline for the set-
tlement of tax lapses. Under the same law,
issues concerning the administration of the
Ministry of Finance are settled, attempts are
made to rationalise the rents paid by the State
for real estate property it uses, and provisions
are included to regulate the gambling market.
Lastly, the law provides for closing down or
merging public sector entities. 

Law 3996/2011 (“Reform of the Labour
Inspectorate, social security regulations and
other provisions”) also includes provisions on
combating social security contribution evasion.
Moreover, Law 4014/2011 on environmental
licensing regulates the issue of fines imposed
on the settlement of building code violations. 

Significant interventions are envisaged, or are
under way, in healthcare. The National Organ-
isation for the Provision of Healthcare Serv-
ices (ΕΟPΥΥ), integrating the healthcare sec-
tors of the Social Insurance Fund (IKA), the
Self-Employed Workers’ Insurance Organi-
sation (OAEE), the Farmers’ Insurance Fund
(OGA) and the Civil Servants’ Sickness Insur-
ance Fund (OPAD), was established and
launched in autumn 2011. The aim is to
improve healthcare services and rationalise
the benefits provided (healthcare expenditure)

and the contributions of the insured. More-
over, there has been considerable progress
regarding the central procurement system for
healthcare goods and services,30 the profit
rates of pharmacies have been reduced,31 ΙΚΑ
and National Healthcare System (ESY) hos-
pitals have been integrated and the on-line
collection of data on hospital expenditure has
improved. 

During the same period, a new plan for reor-
ganising ESY services was presented, which
includes mergers and other forms of integra-
tion of hospitals, clinics and laboratories, per-
sonnel and departments.32 Moreover, sub-
stantial savings resulted from the expansion of
the electronic “auction” system for the pur-
chase of medicines in all hospital units. More-
over, a list of prescription drugs was compiled
and a reference price system per therapeutic
class was introduced, in order to collect the
rebate from pharmaceutical companies.33 Elec-
tronic prescribing is progressing despite some
delay and is currently used in several health
centres, OAEE and OPAD, while OGA and
IKA only use the system with freelance doctors
issuing prescriptions to their insured patients.
Lastly, significant economic benefits have been
recorded in hospitals after the implementation
of the unified financial management system
(double-entry system, computerisation and
compilation of balance sheets). 
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3300 The Healthcare Services Coordinating Council (SYSPY) finalised
16 new draft contracts with healthcare providers. The contracts will
apply to all social security funds and cover medical, hospital and
laboratory services. The contracts include consistent terms, in
accordance with the applicable laws, concerning the operation of
medical units, determination of healthcare costs, pricing of med-
ical care, medicines, therapeutic applications and prosthetics (items
and highest prices).

3311 In addition, as pointed out in an announcement of the Ministry of
Health, further reductions in the prices of medicines have been
observed as of end-May 2011, resulting from the decline in whole-
sale profits from 7.8% to 5.4%. 

3322 Specifically, the number of ESY directors and deputy directors is
reduced to 144 (from 175). Directors alone are reduced to 77 (from
131). The new ESY structure provides for 82 major and 50 asso-
ciated hospitals, around 36,000 beds (from around 47,000), 1,700
clinics and 800 laboratories. Eight hospitals associated with the
major hospitals will have a different purpose, while 6 hospitals shall
be placed under a scientific cooperation status. 

3333 Any positive difference from the reference price is refunded by
pharmaceutical companies to the social security organisations, as
long as the companies have previously declared that they agree to
be included in the prescription drugs list and the established com-
pensation scheme.



There has been some improvement in the
recording and disclosure of the general gov-
ernment overdue debt, although the accumu-
lation of new overdue debt has reached alarm-
ing levels and could affect progress towards
achieving the general government deficit targets
on a national accounts basis. Therefore, it is
necessary to improve and tighten the control of
expenditure and commitments taken up by all
entities classified in the general government.34

After completing reforms in major social secu-
rity funds in July 2010, forthcoming interven-
tions focus on auxiliary social security funds35

and the reform of the heavy and hazardous
professions list, in order to secure the long-
term sustainability of social security funds.
Public administration is set to undergo signif-
icant interventions, such as extended hours of
work, reform of the remuneration system,
establishment of electronic communication
between the public and the private sector, cre-
ation of a Single Public Contracts Authority
(Law 4013/2011), while progress has been
made towards electronic recording and digiti-
sation of legislation (a measure that will ben-
efit mainly the private sector). 

In order to further enhance fiscal efforts, deal
with revenue deviations of 1% of GDP (as
identified in the discussions with the European
Commission/ECB/IMF in the context of the
fifth review of the Economic Adjustment Pro-
gramme) and to ensure meeting the deficit tar-
gets for 2011, the government decided on 11
September 2011 to impose a new special levy
on real estate for 2011 and 2012, which will be
collected through electricity bills (the relevant
provision was included in Law 4021/2011). 

6 THE DRAFT BUDGET FOR 2012 

According to the Draft Budget for 2012, which
was submitted to Parliament on 3.10.2011, the
general government deficit (on the basis of ESA
95) is projected to stand at €18,690 million, or
8.5% of GDP in 2011, against the MTFS target
of €16,361 million, or 7.3% of GDP, and an

Economic Adjustment Programme target of€17,065 million. Respectively, the general gov-
ernment primary deficit should stand at higher-
than-expected levels, i.e. €2,390 million, or
1.1% of GDP, against a targeted €358 million,
or 0.2% of GDP, in the MTFS.36

As regards 2012, the general government
deficit (on the basis of ESA 95) is estimated at€14,658 million, or 6.8% of GDP, in 2012, i.e.
significantly higher than the MRFS projections
(€12.9 billion), but quite similar to the initial
EAP target (€14.9 billion). In 2012, the pri-
mary surplus is projected to stand at €3.2 bil-
lion, or 1.5% of GDP, against a targeted €4.0
billion, or 1.8% of GDP, in the MTFS.37

In order to reach the targets for 2011 and 2012,
additional measures have to be taken,
amounting to €2.1 billion (4/5 from revenue)
and €5 billion (around 3/5 from revenue, out
of which €800 million from the increased EU
participation in investment projects), respec-
tively.38 The measures for 2011 include a new
special levy on electricity-supplied buildings, a
new wage grid and lower pensions, while the
measures for 2012 also involve: the abolition
of tax exemptions, deferred payment of the
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3344 As has been noted by OECD, and repeatedly pointed out by the
Bank of Greece, it would be wise to further enhance the govern-
ment’s commitment regarding fiscal consolidation and stability
through the adoption of numerical fiscal rules on public expenditure.

3355 Actuarial reviews on auxiliary social security funds are expected to
be completed by autumn 2011. According to the implementation
law (3986/2011), the gradual withholding of 3%-10% of auxiliary
pensions of over €300 will start at the beginning of autumn 2011. 

3366 See footnote 25.
3377 The general government debt is estimated to reach €356,520 mil-

lion at end-2011 (163.7% of GDP) and €371,920 million in 2012
(172.7% of GDP), i.e. it will be 9.0% of GDP higher than in 2011.

3388 According to the Draft Budget, the MTFS target for general gov-
ernment debt (€16,359 million or 7.5% of GDP) in 2011 cannot be
achieved. Deviations are estimated at around 2% (€4.3 billion) and
are due to: (1) the execution of the budget by a total of €3.4 billion,
due to shortfalls in revenue (€3.1 billion of ordinary revenue and€0.6 billion of PIB revenue, while expenditure is €0.3 billion lower);
the shortfall in revenue is attributed to the recession and increased
tax refunds, and (2) lower financial results of the social security funds
by €0.7 billion, due to a decline in contributions. Moreover, accord-
ing to the Draft, without any corrective measures, the deviation from
the MTFS target for a general government deficit of €12,871 mil-
lion in 2012 is estimated to reach €8.7 billion, or 4.1% of GDP. The
deviation is attributable to: (1) the deterioration in the state budget
deficit by €7.9 billion (€7 billion involve revenue, of which €6.4 bil-
lion ordinary budget revenue and €0.6 billion the PIB, while €0.9
billion involve expenditure, mainly interest payments), (2) the
improvement in the national accounts adjustments by €2 billion
(improved cash/accrued interest difference) and (3) the deteriora-
tion in the results of social security funds by €2.3 billion. 



special benefit to judges, implementation of
the labour reserve scheme, increase in the EU
contribution to co-financed schemes and excise
duties on heating and diesel fuel.39

The upward revision of the general govern-
ment deficit for 2011 reflects the current
adverse developments. However, there is a risk
of lower-than-expected revenue from the new
levy on real estate, due to administrative hur-
dles and, perhaps, the lack of liquidity on the
part of taxpayers. In addition, if recession
exceeds 5.5%, there will be further deviation,
which could have a carryover effect. 

The targets for 2012 are now more realistic in
respect to the MTFS, reflecting the fact that
the recession is expected to continue through-
out 2012, which will result in lower-than-
expected revenue. The adjustment for 2012 (as
against 2011) relies on improving the results of
both the state budget and non-central gov-
ernment entities (particularly SOEs). 

The 2012 macroeconomic scenario may still
prove to be ambitious, as it projects a significant
deceleration of the downward path of invest-
ment and consumption, while it provides for a
substantial increase in exports, despite estimates
that world economic activity will slow down. If
the decline in GDP in 2012 is stronger than pro-
jected in the Draft, the target for a 3.1%
increase in ordinary budget revenue (pre-tax
refund) against 2011 may not be achieved. It is
also worth mentioning that, out of the additional
measures of €5.0 billion provided for in the 2012
Draft, €4.2 billion stems from additional taxes,
wage and pension cuts, and the implementation
of the labour reserve scheme. The achievement
of the goals also depends crucially on restoring
the efficiency of the tax collection mechanism,
as well as on the efforts to combat tax evasion. 

Monetary Policy   
Interim Report

2011 103

3399 Law 4024/2011 (“Retirement regulations, unified wage grid for the
public sector, labour reserve scheme and other measures for the
implementation of the Medium-Term Fiscal Strategy Framework
2012-2015”) elaborates on the new measures provided for in the
Draft Budget for 2012. 
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1 MONETARY AGGREGATES

In January-September 2011, Μ31 (excluding
currency in circulation) continued to follow the
downward trend observed since early 2010.
The annual rate of change in M3 was strongly
negative, although on average it was slightly
lower compared with the second half of 2010
(2011 Q3: -11.2%, 2010 Q4: -11.8%, see Table
V.1). Unlike developments in Greece, the euro
area M3 increased during this period, mainly
because of the recovery in economic activity
and the rise in short-term bank deposit rates.
The differential between the two rates of
change widened slightly, reflecting inter alia
the different economic conditions between
Greece and the other euro area countries.2

MMoonneettaarryy  ddeevveellooppmmeennttss  iinn  GGrreeeeccee  dduurriinngg  tthhee
ppeerriioodd  uunnddeerr  rreevviieeww  aarree  llaarrggeellyy  aattttrriibbuutteedd  ttoo  tthhee
ddeeeeppeenniinngg ooff  rreecceessssiioonn,,  uunncceerrttaaiinnttyy  aammoonngg
iinnvveessttoorrss  aanndd  tthhee  ddeelleevveerraaggiinngg  ooff  hhoouusseehhoollddss..
The increase in enterprises’ and households’
tax obligations also accounts for the decline in
M3. More specifically, the adverse macroeco-
nomic environment was the key determinant of
monetary developments. In particular, due to
the significant decrease in disposable income,
households used their deposits3 in order to
cover consumer expenditure. Similarly, enter-
prises made use of their deposits in order to
finance their operating costs or meet financial
obligations, because of their limited possibil-
ities of self-financing or raising funds from
external sources. This behaviour of the private
sector seems to interpret monetary develop-
ments to a greater extent than in the same
period of the previous year.4 Respectively, the
drop in deposits can be attributed ―to a
greater extent than in 2010― to the observed
decline in household indebtedness, as it is
reflected in the negative flow of MFI financing
to households.5 The slowdown of M3 growth in
Greece is also attributed to the heightened
uncertainty amongst savers, which con-
tributed to the substitution of assets within M3
with assets outside M3 (mainly large-value
banknotes, deposits or financial investment
abroad, or gold sovereign coins). By contrast,

it appears that developments in the opportu-
nity cost of holding money did not contribute
to the decline in M3. On the supply side,
increased holdings of banknotes by individuals,
combined with increased holdings of liquid
assets by credit institutions, are estimated to
have exerted downward pressures on this mon-
etary aggregate through the decrease in the
money multiplier.6 AAtt  tthhee  ssaammee  ttiimmee,,  iitt  sseeeemmss
tthhaatt  ddeeppoossiitt  ccrreeaattiioonn  tthhrroouugghh  tthhee  bbaannkkiinngg  ssyysstteemm
hhaass  bbeeeenn  lliimmiitteedd  dduuee  ttoo  tthhee  ddeecceelleerraattiioonn  ooff  ccrreeddiitt
eexxppaannssiioonn..7

Individual M3 components followed the same
path, although at a different pace, affected also
by changes in interest rates. In particular, as
the overnight deposit rate registered a slight
increase over the period under review and the
interest rate on deposits with an agreed matu-
rity of up to two years increased substantially,
overnight deposits declined at an increasing
rate (2011 Q3: -13.7%, 2010 Q4: -8.0%, see
Table V.1),8 while time deposits9 decreased at
a lower rate (2011 Q3: -9.0%, 2010 Q4: -13.8%,
see Table V.1). Turning to other M3 compo-
nents, holdings of repurchase agreements and
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11 This aggregate, which constitutes the Greek contribution to the
euro area M3, comprises overnight deposits, time deposits with an
agreed maturity of up to 2 years and deposits reedemable at notice
of up to 3 months, repurchase agreements, money market fund
shares/units and debt securities issued by MFIs 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 were launched in replace-
ment of national banknotes, currency in circulation can be esti-
mated only for the euro area as a whole and not for each separate
country. 

22 This applies to both M3 and the more directly comparable M3
excluding currency in circulation. 

33 Deposits included in Μ3 (excluding currency in circulation) account
for almost the entire monetary aggregate in Greece (September
2011: 99.6%).

44 See Bank of Greece, Annual Report 2010, April 2011, section X.1. 
55 During the 9-month period January-September 2011, the net flow

of MFI credit to households stood at -€3,969 million, against -€882
million in the respective 2010 period. More information on bank
credit to households can be found in section 3 below. 

66 It is estimated that the money multiplier declined by almost 50%
in the first half of this year compared with two years earlier. It
should be noted that a lower money multiplier was also observed
in the euro area during the financial crisis (see ECB, Working
Paper No. 1290, “Non-standard monetary policy measures and
monetary developments”, p.11). 

77 It is known that credit expansion, irrespective of its sources of
financing, is in various ways linked with an increase in deposits. 

88 In the January-September 2011 period, this category of deposits
recorded a net outflow of €13.4 billion (January-September 2010:
-€10.3 billion). 

99 By €11.6 billion (January-September 2010: -€14.5 billion). 
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money market fund shares/units decreased fur-
ther over the reviewed period (see Table V.1
and Chart V.1). 

The observed decrease in the main M3 com-
ponents is consistent with developments in
deposits by individual sector.10 TToottaall  ddeeppoossiittss  ooff
tthhee  ddoommeessttiicc  pprriivvaattee  sseeccttoorr  wwiitthh  ddoommeessttiicc  ccrreeddiitt
iinnssttiittuuttiioonnss  ddeecclliinneedd  ccoonnssiiddeerraabbllyy  oovveerr  tthhee
rreevviieewweedd  ppeerriioodd  aanndd  tthheeiirr  aannnnuuaall  rraattee  ooff  cchhaannggee
ssttoooodd  aatt  --1111..66%%  iinn  tthhee  tthhiirrdd  qquuaarrtteerr  ((22001100  QQ44::  --
1111..22%%))..11 IItt  iiss  eessttiimmaatteedd  tthhaatt  aallmmoosstt  11//55  ooff  tthhee
ttoottaall  oouuttffllooww  wwaass  rreemmiitttteedd  ttoo  ccrreeddiitt  iinnssttiittuuttiioonnss
aabbrrooaadd,,12 wwhhiillee  aa  ssiiggnniiffiiccaanntt  ppaarrtt  iiss  eexxppllaaiinneedd  bbyy
tthhee  ssuubbssttiittuuttiioonn  ooff  llaarrggee--vvaalluuee  bbaannkknnootteess  ffoorr
ddeeppoossiittss..13 The fact that part of the decline in
deposits with domestic MFIs is still attributed
to their substitution with other assets due to

increased uncertainty confirms the estimation
that the rate of decline in M3 was higher than
expected on the basis of the usual determinants
of demand for money, i.e. income and the
opportunity cost of holding money. Over the
next months, the economic downturn is
expected to keep on having a considerable neg-
ative effect on M3, also considering the time
lag with which it is manifested.14 By contrast,
the uncertainty of depositors due to the sov-
ereign debt crisis has direct effects on M3. So,
particular importance is attached to the imple-
mentation of the decisions of the Euro Summit
of 26 October, as it is expected to limit uncer-
tainty and, consequently, contain the decline in
M3. This positive development might not be
fully reflected on the monetary aggregate
before the adjustment of the banking system to
increased capital adequacy requirements.  

2 BANK DEPOSIT RATES 

In January-September 2011, interest rates on
new deposits with an agreed maturity recorded
a marked increase, while interest rates on
overnight deposits rose moderately (see Table
V.2A and Chart V.2). As a result, the average
deposit rate came to 2.55% in September 2011
against 2.15% in December 2010, i.e. it
exceeded the average deposit rate in the euro
area by 103 basis points. Moreover, in the
major category, i.e. deposits by households
with an agreed maturity of up to one year, the
interest rate has been the highest in the euro
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1100 It should be noted that deposits by non-financial corporations had
started their downward course since the beginning of 2009, almost
one year earlier than deposits by households. This is consistent with
the evolution of the business cycle and the fact that households’ dis-
posable income presents, as a rule, less fluctuations over the busi-
ness cycle compared with firms’ cash flows. 

1111 It should be noted that this figure includes all deposits by the pri-
vate sector regardless of maturity and not deposits with an agreed
maturity of up to two years, which are included in M3. In Sep-
tember 2011, private sector deposits included in M3 accounted for
98.2% of all private sector deposits. 

1122 The respective amount during the corresponding period of 2010 is
estimated at over 30%. 

1133 It is estimated that the bulk was held for hoarding purposes, given
the income elasticity of demand for currency and the negative rate
of change in nominal GDP, together with the limited use of large-
value banknotes for transaction purposes. 

1144 See Bank of Greece, Annual Report 2010, April 2011, Chapter X,
footnote 10. 



area since June 2011 (see Table V.2B). The
evolution of deposit rates in Greece is consis-
tent with the rise in the key ECB monetary pol-
icy rate15 and the deterioration of liquidity con-
ditions of Greek banks.16 The future course of
interest rates is closely related to the evolution
of Greek banks’ liquidity, which is expected to
improve with the implementation of the deci-
sions taken on 26 October and the subsequent
restoration of confidence in the banking sys-
tem. 

Real overnight deposit rates remained nega-
tive throughout the period under review (Jan-
uary-September 2011: -3.07%),17 although on
average they were lower compared with the

Monetary Policy   
Interim Report
2011108

1155 In January-September 2011, the interest rate on deposits with an
agreed maturity of up to one year by households rose by 69 basis
points, while the interest rate on ECB’s main refinancing opera-
tions and the three-month Euribor rose by 50 and 52 basis points
respectively. It should be reminded that the speed and the degree
of the pass-through of changes in money market rates to bank
deposit rates differ across deposit categories. According to a rel-
evant ECB survey, the pass-through of changes in money market
rates is stronger for time deposit rates and weaker for overnight
deposit rates. See Box 1: “Results of the pass-through to euro area
retail bank interest rates using an error correction modelling
approach”, ECB, Monthly Bulletin, August 2009.

1166 For more details, see Section 7 below. 
1177 The figures refer to the average real interest rate of this period,

which is calculated as the period’s average nominal rate less the
average inflation rate over the same period.

Table V.2A Bank interest rates on new deposits by households in the euro area and Greece

(percentages per annum)

December 2010 September 2011

Change 
Dec. 2010/
Sept. 2011

(percentage points)

Overnight1

Weighted average interest rate in the euro area 0.43 0.55 0.12

Maximum interest rate 1.10 1.11 0.01

Minimum interest rate 0.07 0.09 0.02

Interest rate in Greece 0.44 0.47 0.03

Interest rate differential between Greece and the euro area 0.01 -0.08 -0.09

With an agreed maturity of up to one year2

Weighted average interest rate in the euro area 2.27 2.73 0.46

Maximum interest rate 3.98 4.37 0.39

Minimum interest rate 0.75 1.05 0.30

Interest rate in Greece 3.68 4.37 0.69

Interest rate differential between Greece and the euro area 1.41 1.64 0.23

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



same period of the previous year (January-
September 2010: -4.14%).18 Interest rates on
all time deposit categories have been in posi-
tive territory since May 2011 (January-Sep-
tember 2011: 0.49%, January-September 2010:
-1.45%). In fact, real interest rates on
overnight deposits rose significantly over the
year, due to the high nominal yields offered by
credit institutions in this category of deposits
and lower inflation, especially since June, thus
coming at 1.31% in September (December
2010: -1.49%), i.e. much higher than their
average (-0.13%) in the January 2003-August
2011 period. 

In the euro area, deposit rates registered an
increase across all categories, although it was
slightly weaker compared with that of the cor-
responding rates in Greece. So, the average

deposit rate differential between Greece and
the euro area widened to 103 basis points in
September 2011 (December 2010: 89 basis
points). In the major category ―deposits by
households with an agreed maturity of up to
one year― the differential rose further, reach-
ing 164 basis points in September 2011
(December 2010: 141 basis points, December
2009: 43 basis points). This was the highest
value in the past eight years. 

3 CREDIT TO THE ECONOMY

The annual growth rate of the outstanding
amount of total credit to the economy by
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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. The latest available data refer to August 2011.

Overnight2 With an agreed maturity of up to 1 year3

December 2010 September 2011 December 2010 September 2011

Austria 0.57 0.80 1.22 1.80

Belgium 0.34 0.43 0.75 1.27

Cyprus 1.10 1.11 3.98 4.14

Estonia 0.12 0.12 1.19 1.44

Finland 0.43 0.47 1.68 2.14

France 0.08 0.09 1.87 2.21

Germany 0.71 0.91 1.06 1.53

Greece 0.44 0.47 3.68 4.37

Ireland 0.62 0.65 1.84 4 2.32 4

Italy 0.28 0.41 1.40 2.55

Luxembourg 0.71 0.94 0.80 1.05

Malta 0.28 0.30 1.96 1.87

Netherlands 0.43 0.54 2.49 2.82

Portugal 0.07 0.09 2.56 4.05

Slovakia 0.37 0.39 1.97 1.78

Slovenia 0.20 0.24 1.94 2.17

Spain 0.27 0.30 2.68 2.74

1188 In September 2011, the real rate on overnight deposits was -2.58%
(December 2010: -4.73%).



domestic MFIs19 decelerated over the January-
August 2011 period and turned negative in
September 2011 (see Chart V.3 and Table
V.3). This development came as a result, on
the one hand, of the rate of credit expansion
to general government that recorded a marked
deceleration to 3.7% in September 2011
(December 2010: 28.3%)20 and, on the other,
of the annual rate of change in credit to the
domestic private sector which was negative 
(-2.2%) in September 2011 (December 2010:
0.0%). The downward course of credit to the
private sector (see Chart V.4) reflects the
deceleration of the rate of change in credit to
enterprises (which turned negative), as well as
the increase in the negative rate of change in
credit to individuals and private non-profit
institutions, as well as to sole proprietors.21 A
deterioration was also seen in the net monthly
flows of credit to the economy, the sum of
which was negative (-€5.4 billion) in January-
September 2011, owing to negative net flows of
credit to general government (-€0.8 billion)
and the private sector (-€4.6 billion). 

The further worsening of ffiinnaanncciinngg  ccoonnddiittiioonnss
ooff  tthhee  ddoommeessttiicc  pprriivvaattee  sseeccttoorr  iiss  ddiirreeccttllyy  rreellaatteedd
ttoo  aaddvveerrssee  ddeevveellooppmmeennttss  iinn  tthhee  kkeeyy  ffaaccttoorrss
aaffffeeccttiinngg  llooaann  ssuuppppllyy  aanndd  ddeemmaanndd,,  wwhhiicchh
rreessuulltteedd  ffrroomm  tthhee  ggrreeaatt  ddeepptthh  ooff  tthhee  rreecceessssiioonn
aanndd  tthhee  nneeggaattiivvee  ffiinnaanncciiaall  mmaarrkkeett  sseennttiimmeenntt. The
factors that strongly affected the supply side
were: restrictions on banks’ access to funding,
heightened uncertainty surrounding eco-
nomic prospects and the increase in non-per-
forming loans. Pressures on banks’ liquidity
and their increased reliance on financing by the
Eurosystem called for a reduction in the size
of their balance sheets, partially by limiting
new loans to the private sector. According to
the Bank Lending Survey (April, July and
October 2011) for the first three quarters of
2011, banks continued to apply stricter credit
standards.22 HHoowweevveerr,,  iitt  sshhoouulldd  bbee  ssttrreesssseedd  tthhaatt,,
ddeessppiittee  pprreessssuurreess,,  tthhee  ccoonnttaaiinnmmeenntt  ooff  tthhee  ssuuppppllyy
ooff  ccrreeddiitt  bbyy  bbaannkkss  hhaass  mmooddeerraatteedd  tthhaannkkss  ttoo  tthhee
oonnggooiinngg  iimmpplleemmeennttaattiioonn  ooff  nnoonn--ssttaannddaarrdd  mmeeaass--
uurreess  bbyy  tthhee  EECCBB.. On the demand side, weak-
ened economic activity adversely affected the

financial position of households and enter-
prises, thus limiting their ability to undertake
additional debt obligations. These con-
straints, together with the lower demand for
loans from households and enterprises, have
been recorded in the results of the Bank Lend-
ing Survey for the first three quarters of 2011.23

The ratio of the outstanding balance of credit
to the non-financial private sector to GDP,
according to financial accounts data, rose in
March 2011, compared with December 2010,
despite negative credit developments, due to
the decrease in GDP (individuals and private
non-profit institutions, sole proprietors: June
2011: 62.5%, December 2010: 60.7%, enter-
prises: June 2011: 66.3%, December 2010:
64.6%, see Chart V.5). 

Financing to individuals and private non-profit
institutions made the greatest contribution to
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1199 The outstanding balance of bank credit to general government and
the domestic private sector is calculated as the sum of outstand-
ing loans to general government and the domestic private sector,
banks’ holdings of Greek government debt securities and corpo-
rate bonds, plus the outstanding securitised loans and corporate
bonds. The rate of change in credit is calculated on the basis of the
difference between the outstanding amounts of bank credit on the
two dates defining the reference period. Banks’ write-offs/write-
downs over the reference period are then added to this difference,
which is adjusted for changes in the value of Greek government
bonds (incorporated in the outstanding amount of credit to gen-
eral government), as well as for foreign exchange valuation dif-
ferences in respect of loans denominated in foreign currency, in
order to obtain the net flow of total credit. In calculating credit
expansion, net transfers of loans to affiliated banks or branches of
credit institutions abroad are not taken into account. Although
these transactions lead to changes in the outstanding amounts of
credit, they are not taken into account in the net flow nor in the
annual rate of change, as they do not actually affect the flow of
credit to the domestic private sector. 

2200 The deceleration in the growth rate of credit to general government
reflects the fact that the rate of change in the outstanding amounts
of Greek government securities held by MFIs (other than the Bank
of Greece) in their portfolios turned negative (-0.5%) in Septem-
ber 2011. The value of this portfolio was €44.9 billion in Septem-
ber 2011, thus showing an increase of just 39 million from January
to September 2011. 

2211 As of June 2010, loans to sole proprietors form a separate category
and are not included in loans to enterprises.

2222 The Bank Lending Survey is conducted by the Bank of Greece on
a quarterly basis as part of a Eurosystem-wide survey. According
to the latest Survey (October 2011), in the third quarter of 2011,
banks introduced stricter credit standards for lending to enter-
prises, same as in previous quarters. Turning to households, banks
applied stricter credit standards in the third quarter, especially for
housing loans (they had already tightened their credit standards for
consumer loans significantly in 2009-2010). 

2233 According to the October 2011 Survey, in the third quarter of 2011,
demand for credit on the part of enterprises decreased, as in the
previous quarter. As far as households are concerned, in this quar-
ter the demand for loans ―both consumer and housing― contin-
ued to decrease to a larger extent than in the previous ones.



the reduction of credit to the private sector in
January-September 2011.24 In particular, the
rate of ccrreeddiitt  eexxppaannssiioonn  ttoo  eenntteerrpprriisseess decel-
erated and turned negative, standing at -0.9%
(December 2010: 1.1%).25 This deceleration,
in addition to the abovementioned factors of
supply and demand, is also attributable: (a) on
the supply side, to the fact that banks incor-
porate in their credit standards an impairment
of collateral risk, and (b) on the demand side,
to the lack or postponement of investment
plans.26 Banks have cut down credit by reduc-
ing credit lines and new loans and further
increased interest rates on both new and exist-
ing loans,27 as well as the ratio of loan cover-

age with collateral. It should be reminded that
a change in GDP has a lagged effect on the
rate of change in credit to enterprises in
Greece (as well as in the euro area as a whole).
This empirical finding, combined with the
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2244 More specifically, financing of individuals and private non-profit
institutions recorded a negative flow (-€3,202 million) in the 9-
month period under review, which already exceeds (in absolute
terms) the annual flow registered in 2010 (-€1,429 million). Financ-
ing of enterprises (see Table V.4 and Chart V.4) recorded a neg-
ative flow (-€663 million) during the same period. 

2255 A deterioration was also observed in the flows of credit to enter-
prises, as in the third quarter of 2011 a negative net flow of credit
(-€711 million) was recorded, compared to a smaller negative flow
in the second quarter of the year (-€80 million).

2266 According to the Bank Lending Survey (October 2011), banks
report that loan restructuring continues to exert an upward effect
on demand. 

2277 This development refers to existing loans with a floating rate.
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above factors and the now negative rate of
change in credit, suggests that the negative
rates of change in credit to enterprises will be
maintained. Credit to the major sectors of eco-
nomic activity, mainly industry and trade, has
already registered negative rates of change
and negative or very small positive flows in the
period under review (see Table V.4).

The annual rate of change in ccrreeddiitt  ttoo  iinnddiivviidd--
uuaallss  aanndd  pprriivvaattee  nnoonn--pprrooffiitt  iinnssttiittuuttiioonnss stood at
-3.1% in September 2011 (December 2010: 
-1.2%). The negative rate of change rose con-
siderably in the case of consumer loans and to
a lesser extent in the case of housing loans.
CCrreeddiitt  ttoo  ssoollee  pprroopprriieettoorrss  presented a negative
annual rate of change in March 2011, which
became stronger and reached -5.1% in Sep-
tember 2011 (December 2010: 0.3%). The
Bank Lending Survey (October 2011) reveals
that an additional important factor impeding
the granting of housing and consumer loans,
through the adoption of tighter credit terms
and standards (such as increased interest
rates), is the lower solvency of borrowing
households. The already increased ratio of
non-performing loans (to total loans) and
extensive loan restructuring by banks, in order
to facilitate households to meet their debt obli-
gations, support banks’ negative estimates. At
the same time, demand for consumer and
housing loans continues to drop, due to low
consumer confidence, reduced expenditure for
consumer durables and a wait-and-see stance
on the part of households as regards a poten-
tial correction in real estate prices. Therefore
the negative flow of housing and consumer
loans worsened in recent months. 

The evolution of MFI credit to the domestic
private sector until the end of the year and in
2012 will largely depend ―as well as other key
economic aggregates― on the improvement of
the macroeconomic environment through the
successful implementation of the Medium-
term Fiscal Strategy Framework 2012-2015 and
of the decisions taken at the Summit of 26
October, so as to create more favourable
prospects. The improvement of these factors is

expected to ease exogenous pressures exerted
on banks’ liquidity levels; thus, it will be pos-
sible to revert the outflows of deposits caused
by the uncertainty of households and enter-
prises, to limit the impairment of collateral
offered by banks, so that they can continue to
raise liquidity from the Eurosystem and, on the
medium term, to recourse to borrowing from
money and capital markets. Given these pres-
sures, the prospect of a phasing-out of ECB’s
non-standard measures, banks’ increased cap-
ital requirements (see also Section 7 below),
and their participation in the Private Sector
Involvement (PSI), national supervisory
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authorities are called upon (in line with the
decisions of the Summit) to ensure that banks’
efforts to increase their capital will not lead to
extensive deleveraging, thus reducing the
adverse impact on the flow of credit to real
economy. Additionally, in the context of the
measures aimed at restoring confidence in the
EU banking sector, it has been agreed to pro-
vide more direct support to banks for their
access to medium- and long-term funding
through the provision of collateral.28 In any
case, it is estimated that negative flows and
negative annual rates of change in credit will
persist in 2012 as well. Based on estimates from
the Bank Lending Survey, banks are expected
to apply tighter credit standards over the fol-
lowing months, on account of their increased
risk aversion. Also, credit to enterprises will
depend on the increase in the flow of EU funds
through programmes under the National
Strategic Reference Framework (NSRF)29 and
the improvement of investment prospects.
Finally, a positive contribution to the financ-
ing of SMEs will come from European Invest-
ment Bank loans granted on favourable terms
through Greek banks and guaranteed by the
Greek state. 

4 BANK LENDING RATES, INTEREST RATE
SPREAD AND SPREAD DIFFERENTIALS 
BETWEEN GREECE AND THE EURO AREA 

Interest rates on new bank loans in Greece
continued to rise during the first nine months
of 2011 across all loan categories (see Table
V.5A and Chart V.6), in line with the increase
in key ECB rates and interbank rates. Among
the major loan categories, the most significant
increases were recorded in consumer loans
with a maturity of one and up to five years. 

The rise in short-term lending rates in Greece
was generally greater than that of the ECB key
policy rate and of interbank rates,30 which
implies, inter alia, a higher risk premium
because of higher credit risk.31 Over the period
under review, the increase in medium- and
long-term bank rates was considerably lower

than the rise in government bond yields. This
reveals that the financing from the Eurosystem
weighed more on banks’ pricing policy than
developments in the bond market, which high-
lights the favourable effect of the non-standard
monetary policy measures of the ECB on the
borrowing cost of the private sector in Greece.
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2288 See also Section 7 below. 
2299 Among the decisions taken in the Euro Summit of 21 July, a strat-

egy was formulated to boost and expedite the absorption of EU
funds. More specifically, it was decided to lower the national share
in co-financed programmes under the NSRF and to provide tech-
nical assistance through a task force that will be established by the
European Commission. 

3300 The usual analytical approach of the ECB relates movements of
short-term bank rates with the evolution of the 3-month Euribor
and those of the medium- and long-term bank rates with the evo-
lution of government bond yields. In the case of lending rates, float-
ing rates or rates adjustable over a period of up to one year are con-
sidered to be short-term rates. By contrast, rates of over a year are
deemed long-term rates. 

3311 The increased ratio of non-performing loans to the total loan port-
folio of banks observed across loan categories in the first half of
2011 is indicative of the higher credit risk (see also Section 7
below). 
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Table V.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. 

December
2010

September
2011

Change 
Dec. 2010/ 
Sept. 2011 

(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 3.50 4.18 0.68

Maximum interest rate 6.64 7.24 0.60

Minimum interest rate 2.55 2.73 0.18

Interest rate in Greece2 6.34 7.12 0.78

Interest rate differential between Greece and the euro area 2.84 2.94 0.10

Α.2. Loans of more than �1 million to non-financial corporations

Weighted average interest rate in the euro area 2.59 2.92 0.33

Maximum interest rate 6.18 6.07 -0.11

Minimum interest rate 1.95 2.31 0.36

Interest rate in Greece 4.98 6.04 1.06

Interest rate differential between Greece and the euro area 2.39 3.12 0.73

Α.3. Housing loans

Weighted average interest rate in the euro area 2.78 3.41 0.63

Maximum interest rate 5.16 5.61 0.45

Minimum interest rate 1.88 2.29 0.41

Interest rate in Greece 3.65 4.49 0.84

Interest rate differential between Greece and the euro area 0.87 1.08 0.21

Α.4. Consumer loans 

Weighted average interest rate in the euro area 5.16 5.74 0.58

Maximum interest rate 18.99 17.66 -1.33

Minimum interest rate 3.16 3.60 0.44

Interest rate in Greece 10.27 9.70 -0.57

Interest rate differential between Greece and the euro area 5.11 3.96 -1.15

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 3.52 3.86 0.34

Maximum interest rate 5.46 5.31 -0.15

Minimum interest rate 2.38 2.68 0.30

Interest rate in Greece 3.95 4.26 0.31

Interest rate differential between Greece and the euro area 0.43 0.40 -0.03

Β.1. Consumer loans

Weighted average interest rate in the euro area 5.95 6.57 0.62

Maximum interest rate 29.23 21.54 -7.69

Minimum interest rate 4.56 4.32 -0.24

Interest rate in Greece 8.21 10.54 2.33

Interest rate differential between Greece and the euro area 2.26 3.97 1.71
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As lending rates in Greece increased, in gen-
eral, more than the corresponding rates in the
euro area, their differential widened in most
categories, as was also the case in the previous
year (see Tables V.5A and V.5B and Chart
V.7). The largest differential was observed in
consumer loans without defined maturity,
while the largest widening of the interest rate
differential between Greece and the euro area
was registered in consumer loans with an ini-
tial rate fixation of one and up to five years
(see Chart V.7).

In more detail, the average interest rate on
(housing and consumer) loans to individuals
and private non-profit institutions in Greece
stood at 6.81% in September 2011, i.e. higher
by 77 basis points than at end-2010. This was
the result of the broad-based interest rate
increase in most housing and consumer loan
categories (Table V.5A). As regards loans to
non-financial corporations, a marked increase
was registered in the interest rates of all loan
categories, resulting in an average rate of
6.71% in September 2011, i.e. 96 basis points
more than in December 2010. 32

In January-September 2011, the interest rate
spread in Greece maintained the upward trend
it has been registering since mid-2010 and
stood at 4.40% in September (December 2010:
3.93%, see Table V.6 and Chart V.8). As the
interest rate spread in the euro area increased
less over the same period, its difference from
the highest Greek rate reached 198 basis points
in September 2011, i.e. 31 basis points higher
than the average rate in the January 2003-
August 2011 period. 

5 THE GOVERNMENT BOND MARKET

During the January-October 2011 period, lack
of investment confidence remained the key
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3322 As noted above (footnote 21), since June 2010 loans to sole pro-
prietors form a separate category and are no longer included in
loans to enterprises. The average interest rate of this loan category
rose by 87 basis points in the period under review, standing at
9.28% in September 2011. 



determinant of developments in the Greek
government bond market. This was reflected in
surging yields33 and a particularly subdued
transaction activity in the secondary market.
Pressures on Greek bond prices were associ-
ated with heightened uncertainty surrounding
Greece’s fiscal and economic outlook. 

In more detail, during the first half of 2011,
Greek government bond yields picked up
markedly (see Chart V.9), and their volatility
was high, as credit rating agencies successively
downgraded Greek sovereign debt.34 A size-
able albeit temporary drop in Greek govern-
ment bond yields was observed over the last
ten days of July 2011, on the back of the deci-
sions taken at the Euro Summit of 21 July,
which were positively assessed by investors.35

Nevertheless, further downgrades of Greek
sovereign debt36 put renewed upward pressure
on Greek bond yields. Yields continued to rise
until late October 2011 amid uncertainty con-

cerning the implementation of the above-men-
tioned decisions. By way of illustration, the
yield spread of the ten-year Greek bond vis-à-
vis the German bond came to 15.90 percent-
age points at end-October 2011, i.e. up by 6.30
percentage points compared with end-Decem-
ber 2010. However, the 26 October Euro Sum-
mit reached important decisions concerning
the nominal discount on notional Greek debt
held by private investors. The implementation
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Table V.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.

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 1.20 4.72 4.45 2.77

Dec. 2004 5.94 1.22 4.72 4.18 2.54

Dec. 2005 5.79 1.27 4.52 3.59 2.56

Dec. 2006 6.38 1.87 4.51 3.63 2.88

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

Dec. 2010 6.08 2.15 3.93 4.02 2.25

Sept. 2011 6.95 2.55 4.40 4.67 2.42

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

3333 Because of the extremely weak transaction activity in the Electronic
Secondary Securities Market (HDAT), the valuation of Greek gov-
ernment securities was based on bid-offer prices of securities traded
on the secondary market. 

3344 Moody’s downgraded Greek sovereign debt from Ba1 to B1 on 7
March 2011. Standard and Poor’s proceeded with credit rating
downgrades from BB+ to BB- on 29 March 2011 and to CCC on
13 June 2011, while Fitch cut Greece’s rating from BB+ to B+ on
20 May 2010 and to CCC on 13 July 2011. 

3355 For instance, the Institute of International Finance (IIF) urged its
members to participate in the Private Sector Involvement (PSI)
programme for Greece’s financing. Furthermore, the ISDA (Inter-
national Swaps and Derivatives Association) estimated that this
programme would not constitute a credit event. 

3366 These downgrades were effectuated on 25 July 2011 by Moody’s
(from B1 to Caa1) and on 27 July 2011 by Standard and Poor’s
(from CCC to CC).



of the agreement is expected to contribute to
limiting uncertainty and addressing the debt
crisis. 

The Greek government bond yield curve
shifted considerably upwards at end-October
2011, compared with end-December 2010 (see
Chart V.10). At the same time, its slope turned
more negative, as the rise in yields was stronger
at the shorter end of the maturity spectrum (3-
and 5-year bonds). For instance, at end-Octo-
ber the negative yield spread between the ten-
year and the three-year bond came to -16.70
percentage points (or -1,670 basis points), from
-1.78 percentage points (or -178 basis points)
at end-December 2010. 

As mentioned above, high uncertainty among
investors is reflected in plummeting transac-
tions in the secondary Greek government
bond market. Between January and October
2011 the average daily value of transactions in
the Electronic Secondary Securities Market
(HDAT) was €26 million, against €463 million
and €1,230 million, respectively, in the cor-
responding periods of 2010 and 2009 (see
Chart V.11).

As a result of considerably adverse conditions
prevailing in the secondary market, the Greek
government proceeded exclusively to regular
Treasury bill issues with a maturity of 13 and
26 weeks in the course of 2011. The average
weighted cost of borrowing through these
issues was high, similar to that observed dur-
ing the intensification of the global financial
turmoil in 2008, and came to 4.65%, 4.57% and
4.69% respectively in the three first quarters of
2011, and to 4.72% in October 2011 (see Chart
V.12). However, a positive development lay in
the fact that the average coverage ratio of these
issues was high (3.1 times). 

6 THE STOCK MARKET

The decline in share prices on the Athens
Exchange (Athex), observed throughout 2010,
persisted at an even stronger pace over Janu-
ary-October 2011 (see Chart V.13), compared
with a much slighter decline in euro area share
prices. Trading activity and raising of funds
through the Athex were significantly reduced
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against the corresponding period of 2010 (see
Chart V.13 and Table Χ.7). 

In more detail, despite a short-lived rebound
in the first two months of 2011, the Athex com-
posite share price index dropped by 42.8% at

end-October 2011, compared with end-
December 2010, a development which is
directly associated with investor uncertainty
concerning the evolution of Greece’s fiscal
aggregates, as well as its unfavourable macro-
economic environment.37, 38 

In the period under review the decline in the
Athex composite index was more than double
that of the Dow Jones Euro Stoxx (-16.1%) and
the sharpest among the respective indices of
euro area stock markets. 

Turning to the remaining key aggregates, the
average daily value of transactions in Athex
decreased (reflecting lower share prices) by
about 39% year-on-year, and came to some€92 million. The total amount of funds raised
through the stock market dropped to €2.4 bil-
lion in the January-October 2011 period, com-
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3377 Non-residents’ investment outflows in the stock market came to€201 million in January-October 2011.
3388 These conditions are also reflected in the profitability of Athex-

listed companies. Profits before interest, taxes, depreciation and
amortisation declined by 16.5% in the first half of 2011, while losses
of €4.4 billion were registered after tax and priority rights, mainly
on account of the financial sector. 



pared with €3.3 billion one year earlier (see
Table V.7). Just as in 2010, almost the total of
funds raised in 2011 related to financial cor-
porations (3 banks). 

As regards the banking sector, the rate of
decline in the banking sub-index (-74.7%) was
stronger than the decline in the Athex com-
posite share price index and almost double the
corresponding rate of the euro area banking
sub-index (-36%). Surrounded by tensions,
Greek banks saw their liquidity come under a
lot of pressure and their profitability and loan
portfolio quality deteriorate, amid adverse fis-
cal and economic conditions. 

7 OVERVIEW OF RECENT DEVELOPMENTS 
IN THE BANKING SECTOR

Three main factors have influenced the evo-
lution of banks’ key aggregates and financial
results in the first half of 2011: (i) an environ-
ment of shrinking liquidity, (ii) the voluntary
participation of banks in the Greek govern-
ment bond exchange programme, and (iii) the
worsening quality of banks’ loan portfolios
against a background of macroeconomic reces-
sion. Increased provisioning for credit risk and
for the impairment of Greek government
bonds contributed to the losses posted by
banks and banking groups. Banks’ capital ade-

quacy ratios declined slightly in the first half of
2011 and, given the continued deterioration of
the macroeconomic environment, further
recapitalisation of the banking sector is nec-
essary. After June 2011, the most important
developments related to intensifying pressures
on liquidity, enhanced banking supervision and
bank resolution measures, which were also
implemented in the case of Proton Bank, and
the diagnostic assessment of banks’ loan port-
folios. 

Profitability – Efficiency 

In the first half of 2011, the banking sector’s
operating income increased year-on-year by
9.1% at bank level, while it remained
unchanged at banking group level (see Table
V.8). Looking at individual income compo-
nents, net interest income declined by 2.8%
and 3.7% for banks and banking groups respec-
tively, although the net interest rate margin
remained virtually unchanged. Net fee income
registered a sharper decrease (of 28.2% and
19.1% respectively). By contrast, other income
improved, due to profits from the sale of oper-
ations, while losses from financial operations
declined. Nevertheless, these developments
mostly affected banking aggregates on a solo
basis. Operating expenses fell by 6.7% and
5.2% for banks and banking groups respec-
tively, in the first half of 2011 year-on-year. 
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Table V.7 Funds raised through the Athens Exchange

(million euro)

Categories of firms and sectors

Number of firms Funds raised (million euro)1

January-October January-October

2010 2011* 2010 2011*

Listed firms 11 11 3,291.8 2,362.3

Newly listed firms - - 0.0 0.0

Total 11 11 3,291.8 2,362.3

Financial sector−Banks 4 3 3,197.5 2,156.4

Non-financial sector 7 8 94.3 205.9

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.



Against this background, total net income grew
substantially at bank level (40.2%) and only
slightly at banking group level (7.5%), on a
year-on-year basis, standing at about €2 billion
and €3 billion respectively. In the case of
banks, the rise in total net income is actually
due to a considerably sharper decline in
expenses compared to income. 

However, the financial results for the first half
of the year, after provisioning, showed losses of€5.6 billion for banks and €5.7 billion for bank-
ing groups (see Table V.8). Underlying this
development were mainly (i) impairment pro-
visions, in view of the private sector involve-
ment (PSI) in the Greek debt exchange pro-
gramme, which amounted to about €5.4 billion

and €5.8 billion for banks and banking groups
respectively, and (ii) the unfavourable domes-
tic macroeconomic environment and the ensu-
ing deterioration in the financial condition of
non-financial corporations and households,
which made increased provisioning for credit
risk imperative. These two factors had a nega-
tive impact on the evolution of ROA and ROE,
which declined considerably year-on-year (see
Table V.9). Nevertheless, the efficiency ratio
(operating expenses/operating income) posted
a remarkable improvement of approximately 10
and 3 percentage points on an individual and
consolidated basis respectively, mainly on
account of a substantial contraction in operat-
ing expenses. At first glance, this may appear
positive, but the downward trend of income
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Table V.8 Financial results of Greek commercial banks and banking groups 
(first half of 2010 – first half of 2011)

(million euro)

Banks Banking groups

First half 
of 2010

First half 
of 2011

Change
(%)

First half 
of 2010

First half 
of 2011

Change
(%)

Source: Financial statements of Greek commercial banks and banking groups.

Operating income 4,176 4,555 9.1 6,773 6,776 0.0

Net interest income 4,093 3,979 -2.8 5,891 5,675 -3.7

– Interest income 8,289 8,752 5.6 10,633 11,224 5.6

– Interest expenses 4,196 4,773 13.8 4,742 5,549 17.0

Net non-interest income 82 576 598.2 882 1,101 24.8

– Net fee income 591 425 -28.2 983 795 -19.1

– Income from financial operations -612 -150 - -302 -97 -

– Other income 104 301 190.9 201 403 100.3

Operating costs 2,774 2,590 -6.7 3,988 3,783 -5.2

Staff costs 1,653 1,540 -6.8 2,298 2,179 -5.2

Administrative costs 921 846 -8.2 1,333 1,251 -6.1

Depreciation 171 177 3.6 320 311 -2.5

Other costs 30 27 -9.4 38 41 8.2

Net income (operating income less costs) 1,402 1,965 40.2 2,785 2,993 7.5

Provisions for credit risk 2,536 3,073 21.2 3,104 3,636 17.1

Provisions for PSI losses 5,391 - 5,804 -

Profits/losses from participations - -4 -40 -

Pre-tax profits -1,134 -6,499 - -323 -6,486 -

Taxes 174 -844 - 371 -768 -

After tax profits -1,307 -5,655 - -694 -5,719 -



from core banking activities (because of adverse
macroeconomic conditions) reveals the need
for banks to further cut their operating costs by
rationalising expenses, disengage from purely
banking activities, and look for synergies. 

The creation of larger and stronger institutions
is a necessary choice in the context of the ongo-
ing strengthening of the banking system.
Besides, joining forces and forging alliances
with foreign strategic investors will offer Greek
banks considerable advantages, such as syner-
gies and increased size, capital soundness,
international competitiveness and prospects.
These advantages will create the necessary
conditions for Greek banks to more efficiently
address the great challenges ahead. 

Foreign business of Greek banking groups39

continued to partly offset the negative effect of
domestic business. The breakdown of foreign
business shows that operating income
decreased, on an annual basis, by 6.7% in the
first half of 2011, while provisions for credit
risk declined by 8.4%, reflecting an improve-
ment of the macroeconomic environment in
some of the countries they are active. 

Credit risk

Turning to credit risk, the NPL ratio grew
(June 2011: 12.8%, December 2010: 10.5% -
see Table V.9) at an increasing rate compared
with 2010, as the aforementioned significant
deterioration in the financial condition of busi-
nesses and households had a further, albeit
lagged, impact on their debt-servicing capac-
ity.40 An upward effect on the NPL ratio was
also exerted by a decrease in the outstanding
balance of loans (i.e. the denominator of the
ratio). Another negative development was a
slight decline in the coverage ratio (June 2011:
45.5%, December 2010: 46.2%), despite the
significant increase in the stock of provisions
in the first half of 2011. A higher increase (i.e.
deterioration) was observed in the ratio of net
NPLs (i.e. NPLs less accumulated provisions
for credit risk) to total regulatory own funds
(of about 14 percentage points). 

Liquidity risk

Liquidity risk continued to represent the
biggest challenge facing Greek banks, which,
on the one hand, remained shut out of inter-
national money and capital markets and, on
the other hand, faced the consequences of
their shrinking deposit bases and the decline in
value of collateral they use to obtain financing
from the Eurosystem. In the first half of 2011,
the overall effect of these factors was a squeeze
on bank liquidity of about €40 billion. TThhee
mmaaiinntteennaannccee  ooff  tthhee  EEuurroossyysstteemm’’ss  lliiqquuiiddiittyy--pprroo--
vviiddiinngg  mmeeaassuurreess,,  aalloonngg  wwiitthh  lliiqquuiiddiittyy--ssuuppppoorrtt
mmeeaassuurreess  ttaakkeenn  aatt  tthhee  ddoommeessttiicc  lleevveell,,41 hheellppeedd  ttoo
mmiittiiggaattee  pprreessssuurreess  oonn  lliiqquuiiddiittyy  tthhrroouugghhoouutt  22001111,,
pprreevveennttiinngg  aa  ccrreeddiitt  ccrruunncchh..  WWiitthhoouutt  tthheessee  lliiqq--
uuiiddiittyy  ssuuppppoorrtt  mmeeaassuurreess,,  bbaannkkss  wwoouulldd  hhaavvee  bbeeeenn
ffoorrcceedd  ttoo  ddeelleevveerraaggee  rraappiiddllyy,,  tthhuuss  ssuubbssttaannttiiaallllyy
rreedduucciinngg  ccrreeddiitt  ttoo  tthhee  eeccoonnoommyy,,  wwhhiicchh  wwoouulldd  iinn
ttuurrnn  hhaavvee  lleedd  ttoo  aann  eevveenn  ddeeeeppeerr  rreecceessssiioonn..  AAnn
eevveennttuuaall  ddeelleevveerraaggee  wwoouulldd  ffuurrtthheerr  aaffffeecctt
ddeeppoossiittss,,  aass  tthhee  ddeeccrreeaassee  iinn  llooaannss,,  dduuee  ttoo  tthhee
iinntteerraaccttiioonn  bbeettwweeeenn  lleennddiinngg  aanndd  ddeeppoossiittss,,  hhaass  aann
aaddvveerrssee  eeffffeecctt  oonn  ddeeppoossiittss  bbyy  bbuussiinneesssseess  aanndd
hhoouusseehhoollddss..  AAss  aa  rreessuulltt,,  tthhee  ffeeeeddbbaacckk  lloooopp
bbeettwweeeenn  ddeeppoossiittss  aanndd  llooaannss  wwoouulldd  ffuurrtthheerr  hhiinnddeerr
tthhee  ffiinnaanncciinngg  ooff  tthhee  eeccoonnoommyy,,  aass  bbaannkk  lliiqquuiiddiittyy
wwoouulldd  aallssoo  ddeetteerriioorraattee..  

It is important to note that in the first half of
2011, despite these unprecedented pressures
on bank liquidity, the year-on-year rate of
decline in private sector financing was very
small (-1.2%), compared with the rate of con-
traction in nominal GDP (-6.2%). Besides, the
absence of any liquidity support measures
would have led to non-renewal of even prof-
itable loans, thus negatively affecting banks’
profitability, as well as their capital adequacy.
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3399 National Bank of Greece, Eurobank EFG, Alpha Bank and Piraeus
Bank.

4400 It should be noted that Laws 3816/2010 and 3869/2010 provide for
the rescheduling of loans for certain categories of over-indebted
households and businesses, respectively. 

4411 The bank bond guarantee scheme was expanded by €15 billion
under Article 4 of Law 3845/2010 (in addition to the €15 billion
which were initially provided for by Law 3723/2008), by a further€25 billion under Article 7 of Law 3872/2010 and an additional €30
billion under Article 19 of Law 3965/18.5.2011.



In the immediate future, the fulfillment, if
deemed necessary, of the commitment by the
Heads of State or Government of the euro area
and EU institutions to provide credit enhance-
ment is expected to have a positive effect on
bank liquidity, as this will enable Greek banks
to access the liquidity-providing operations
conducted by the Eurosystem.

AAss  ppaarrtt  ooff  tthhee  EEuurroossyysstteemm,,  tthhee  BBaannkk  ooff  GGrreeeeccee
pprroovviiddeess,,  iiff  nneeeeddeedd,,  tthhee  nneecceessssaarryy  lliiqquuiiddiittyy  ssuupp--
ppoorrtt  ttoo  tthhee  bbaannkkiinngg  ssyysstteemm..  AAppaarrtt  ffrroomm  tthhee
EEuurroossyysstteemm  ooppeerraattiioonnss,,  ssiinnccee  AAuugguusstt  22001111  tthhee
BBaannkk  ooff  GGrreeeeccee  hhaass  aallssoo  pprroovviiddeedd  eexxcceeppttiioonnaall
ffuunnddiinngg  ttoo  ccrreeddiitt  iinnssttiittuuttiioonnss  ttoo  ccoommppeennssaattee  ffoorr

tthhee  wwiitthhddrraawwaall  ooff  ddeeppoossiittss  bbyy  tthhee  pprriivvaattee  aanndd
ppuubblliicc  sseeccttoorr  aanndd  ffoorr  tthhee  ddeecclliinnee  iinn  tthhee  vvaalluuee  ooff
ccoollllaatteerraall  eelliiggiibbllee  ffoorr  mmoonneettaarryy  ppoolliiccyy  ooppeerraattiioonnss,,
aass  GGrreeeekk  bbaannkkss  wweerree  uunnaabbllee  ttoo  ttaapp  ttoo tthhee  mmaarr--
kkeettss  ffoorr  ffuunnddiinngg..  SSuucchh  ssuuppppoorrtt  iiss  aallssoo  pprroovviiddeedd
oonnllyy  ttoo  ssoollvveenntt  ccrreeddiitt  iinnssttiittuuttiioonnss  bbyy  tthhee  EEuurroossyyss--
tteemm  nnaattiioonnaall  cceennttrraall  bbaannkkss  aaggaaiinnsstt  ssoouunndd  ccooll--
llaatteerraall  aanndd  ssuubbjjeecctt  ttoo  aapppprroovvaall  bbyy  tthhee  GGoovveerrnniinngg
CCoouunncciill  ooff  tthhee  EECCBB..  

Capital adequacy

At end-June 2011, the capital adequacy of
Greek banks and banking groups recorded a
slight decline relative to 2010 (see Table V.9).
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Banks Banking groups

December 2010 June 2011 December 2010 June 2011

Sources: Bank of Greece and financial statements of commercial banks and banking groups.
1 NPL data on international activities are not comparable and therefore the NPL ratio on a consolidated basis is not reported.

Table V.9 Key vulnerability and shock-absorption capacity indicators of Greek commercial
banks and banking groups

(percentages)

Asset quality¹

Non-performing loans (NPLs) - total 10.5 12.8

– Housing loans 10.3 11.9

– Consumer loans 20.0 24.0

– Business loans 8.8 11.2

Accumulated provisions over NPLs 46.2 46.0

Net-of-provisions NPLs to regulatory own funds 46.8 66.3

Liquidity

Loan-to-deposit ratio 116.8 128.0 120.9 130.8

Liquid asset ratio 25.5 25.5

Asset/liability maturity mismatch ratio -6.9 -6.9

Capital adequacy

Capital adequacy ratio 13.9 12.0 12.3 10.6

Tier 1 ratio 12.5 10.9 11.2 9.6

Core Tier 1 ratio 10.6 9.2 9.9 8.6

first 6 months 2010 first 6 months 2011 first 6 months 2010 first 6 months 2011

Profitability

Net interest margin 1.9 2.0 2.7 2.6

Cost-to-income ratio 66.4 56.9 58.9 55.8

Return on assets - ROA (after tax) -0.6 -1.7 -0.3 -5.0

Return on equity - ROE (after tax) -9.9 -27.1 -4.5 -22,4



This is mainly due to the impact on regulatory
capital from the envisaged private sector
involvement (PSI) in the government bond
exchange programme under the initial agree-
ment of 21 July. At end-June 2011, the Capi-
tal Adequacy Ratio (CAR) and the Tier 1 cap-
ital ratio for banks stood at 12.0% and 10.9%
respectively, and for banking groups at 10.6%
and 9.6% respectively. A drop was also
observed in the Core Tier 1 capital ratio, which
came to 9.2% and 8.6% for banks and banking
groups respectively. 

Given the continued worsening of economic
sentiment and the new ―stricter― interna-
tional regulatory framework, further recapi-
talisation of the Greek banking system is war-
ranted. Besides, as provided for in the latest
update of the Memorandum, banks must main-
tain a minimum Core Tier 1 capital ratio of
10% as from 1 January 2012. In addition, banks
may be required to further raise capital once
the diagnostic assessment of their loan port-
folios, currently under way, is completed. 

A diagnostic assessment of banks’ loan port-
folios is expressly provided for in the July 2011
update of the Memorandum, stating that a rep-
utable and qualified international advisory firm
should be commissioned by the Bank of
Greece, in consultation with the EC/ECB/IMF,
to perform such an assessment. Given the
severe deterioration of overall economic con-
ditions in Greece, a thorough analysis of the
impact of the economic environment on banks’
domestic loan portfolio was deemed necessary
by the European Commission, the ECB and
the IMF. The main objective of the diagnostic
assessment is to trace the repayment dynamics
of non-performing loans, which will help banks
to adjust their provisions to the challenges
posed by the recession. Actually, the
EC/ECB/IMF had requested similar diagnos-
tic assessments from all three countries par-
ticipating in financial support programmes.
Ireland was the first country to have already
conducted such an assessment in end-March
2011, while the diagnostic assessment in Por-
tugal started a few weeks ago. 

It is estimated that over the medium term, the
outcome of the diagnostic assessment will have
a positive effect on international markets’ per-
ception of Greek banks. In fact, the results of
the assessment will provide banks with a more
accurate picture about their current level of
capital and the capital injections that may be
required. Furthermore, as the methodology of
the diagnostic assessment is considerably dif-
ferent than those applied so far (e.g. stress test-
ing, book entries, banks’ internal credit risk
assessment models), it will offer additional
information that was not available until today.
Absolute transparency, which is guaranteed by
the involvement of an independent and inter-
nationally reputed firm, will eliminate market
uncertainty. Such a clarified picture and the
immediate coverage of any additional capital
needs can only have a positive effect, making
it easier for banks to return to the markets
sooner. 

It is preferable to achieve a strengthening of
banks’ capital adequacy with capital increases
rather than with shrinking assets. This second
option would have a negative impact on the
economy, as well as on banks themselves. A
capital increase, if needed, should rather come
from the private sector (including all current
shareholders). However, in any case, the HFSF
is endowed with all necessary resources to fully
support Greek banks, should the need arise.

Legislative issues

As regards legislative interventions in the
financial sector, a very positive development
was the adoption of Law 4021/2011 introduc-
ing enhanced banking supervision and bank
resolution measures. The law gives new
options for managing and effectively address-
ing vulnerabilities in individual credit institu-
tions. The aim is to safeguard financial sta-
bility and ensure, to the extent possible, the
uninterrupted flow of credit to the real econ-
omy through the banking system. It should be
noted that this Law was adopted in the context
of a broader European approach, which has
recently materialised through similar legisla-
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tive initiatives in other European countries, as
systemic stability issues are highly prioritised.
Law 4021 allows for an immediate, flexible
and effective intervention in the event that a
credit institution faces, or has been diagnosed
with, a serious problem, given that the envis-
aged bank resolution measures can be
enforced and implemented in a very short
period of time.

On 9 October 2011, the provisions of Law 4021
were actually applied on Proton Bank through
the establishment of the New Proton Bank,
having the Financial Stability Fund as its sole
shareholder and funded by the Hellenic
Deposit and Investment Guarantee Fund
(TEKE), i.e. with funds from banks’ contribu-
tions. The solution chosen, without posing any
burden on Greek taxpayers, secured the
deposits of all customers, saved hundreds of
jobs and contributed to the smooth continua-
tion of business. But most importantly, it pre-
vented a disturbance in one bank from evolv-
ing into a systemic disturbance, thus ensuring
the confidence of the general public, and par-
ticularly of depositors, in the financial system.
Besides, its cost was substantially lower than
that of the alternative option, i.e. if Proton
Bank seized to operate. 

8 PRIVATE INSURANCE SECTOR: 
DEVELOPMENTS AND PROSPECTS

The economic downturn had a negative impact
on the private insurance sector, leading to a
drop in premium turnover and an increase in
policy redemptions. At the same time, a
decline was observed in the value of insurance
companies’ investment portfolios, the bulk of
which relates to government bonds. 

In Greece, 72 insurance firms are active, 55 of
which are supervised by the Bank of Greece,42

with total assets of about €15 billion. In terms
of total premium turnover, Greek-based insur-
ance firms account for 89.4%, branches of
insurance firms based outside the EU and the
EEA for 7.9%, branches of insurance firms

based in the EU or the EEA for 2.4% and
mutual insurance cooperatives for 0.3%.

The market is characterised by a high degree of
concentration in the life insurance sector, which
is not the case in the non-life sector. Accord-
ing to 2010 data, in the life insurance sector, the
five and ten largest (on the basis of premium
turnover) firms account for 71.0% and 91.7%
of total premium turnover respectively. As
regards the non-life sector, the five and ten
largest insurance companies have a market
share of 41.2% and 61.9% respectively.

In the first half of 2011, total premium
turnover fell by 7.4%, against the correspon-
ding period of 2010, with the life insurance sec-
tor declining by 11.3% and the non-life insur-
ance sector by 4.5%.

Turning to capital adequacy, based on vali-
dated end-2010 data and taking into account
the current legislative and regulatory frame-
works, as well as capital increases of €102.5
million that took place in 2011, regulatory cap-
ital exceeds the minimum requirements by
approximately €1 billion. It should however be
noted that this amount also includes deroga-
tions provided for under the insurance law and
the relevant regulatory decisions on solvency,
though only part of the insurance market took
advantage of these derogations. In particular,
these derogations allow for: 

(i) the recognition as liability of an amount of
at least 70% of the pending claims reserve,
regarding non-life business.

(ii) the valuation of Greek government bonds
at their purchase price. 

Under a more conservative approach that
would not take into account the above-men-
tioned derogations, Greek insurance firms as
a whole should have accumulated an additional€545 million by end-2010. 
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4422 The branches of foreign firms are supervised by the competent
authorities of their country of origin.



The present unfavourable economic juncture
poses a major threat to the solvency of insur-
ance firms, mainly because of the accelerating
lapse and surrender rates of insurance policies,
the declining rate of new insurance policies,
the decreasing value of assets (e.g. Greek gov-
ernment bonds), the higher credit risk against
premium debtors, etc. 

Despite the negative conjuncture, develop-
ments in the insurance market, particularly in
the first nine months of 2011, are quite posi-
tive, as insurance firms seem to have realized
the urgency of effectively addressing a series of
lasting structural rigidities, which had seriously
challenged the reliability of private insurance
as an institution in Greece. An important part
in this development was also played by the
Bank of Greece, which undertook the super-
vision of the insurance market (as from 1
December 2010). After more than 100 on-site
inspections, the Bank of Greece proceeded, in
constant consultation with all market players,
to a number of structural interventions in the
context of the three top priorities it had set
upon assuming its supervisory functions. These
priorities aim at:

• rationalising market operation,

• adopting supervisory procedures focused on
effective risk management, and

• preparing insurance firms for a smooth tran-
sition to the complex and demanding envi-
ronment that will be shaped by the supervi-
sory framework “Solvency II”.

With a view to safeguarding the soundness of
the insurance market, the Bank of Greece,
after having exhausted all alternative options
in constant consultation with insurance firms,
withdrew the authorisation of three companies
that did not meet the minimum operating
requirements. Overall, since 2008, 17 insurance
firms have ceased to operate.

As regards the aforementioned positive
developments, in the January-September

2010 period, insurance firms that are active in
Greece showed considerable improvement in
the fields of operational strategy, organisation
and accounting transparency. The correct
recognition of insurance liabilities, improved
pricing policy, the decrease in commission fees,
lower doubtful claims, as well as a break with
the practice of magnifying turnover at all costs,
contributed to an increase in profitability dur-
ing the first half of 2011 and created the con-
ditions for a substantial consolidation of the
Greek insurance market. 

These developments, albeit favourable, leave
no room for complacency, and the effort to
create an insurance market with a stronger
capital base is expected to be long and stren-
uous – all the more so, considering that time
is running out before the implementation of
Directive 2009/138/EC on the taking-up and
pursuit of the business of insurance and rein-
surance (Solvency II).

Under the new framework, all insurance firms
must make systematic efforts to meet any
urgent capital needs, as well as to build ade-
quate capital buffers against future adversities.
The qualitative changes in the management
and operation of insurance firms, which are
being introduced by “Solvency II”, are key to
modernising and strengthening their secure
functioning. 

Fully aware of the difficulties and the chal-
lenges posed by the current juncture, insurance
firms which are active in Greece should make
the right strategic choices leading to the estab-
lishment of strongly capitalised and soundly
organised business units. Towards this end, the
Bank of Greece is actively working on the
timely and effective transposition of the rele-
vant Directive into the Greek institutional
framework, as well as on the swift and exten-
sive preparation of the market for the quanti-
tative and qualitative requirements of “Sol-
vency II”, since it has observed that, despite the
progress achieved so far, considerable weak-
nesses in understanding the new measurement
method of capital requirements, as well as
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organisational deficiencies, still remain in sev-
eral firms. 

In order to ensure that Greek insurance firms
adjust to the new framework and fully map
possible weaknesses in know-how, staffing or
infrastructure, the Bank of Greece is currently
conducting an exercise, which, once finalised,
will help insurance firms address in a timely
manner any detected vulnerabilities. This exer-
cise will give the private insurance industry the
opportunity to familiarise itself, without delay
and in practice ―and in close cooperation with
the regulatory authority― with the new oper-
ating conditions, as well as to reap the benefits
of the expertise that the officers of the Bank of
Greece acquire by participating in the inter-
national meetings of insurance supervisors.
Furthermore, the systematic monitoring of the
development of internal models that will cal-
culate insurers’ regulatory capital require-
ments is currently under way. The proper
implementation of these models will enhance
transparency and lower operating costs. In this
respect, the cooperation between insurance
firms, particularly between smaller ones, is
encouraged, with a view to promoting cost-
sharing in the development of such models. 

As regards legislative adjustments to the new
requirements, the Bank of Greece has com-
pleted the consultation on issues concerning
the internal audit systems and the code of con-
duct of insurance intermediaries, while the
comments on the consultation have been
aggregated and classified and are at the final
stage of the assessment. The main objective is
to create a regulatory framework which con-
tributes to upgrading the organisational struc-
ture and functioning of insurance intermedi-
aries, with a view to eradicate ill practices that
were working at the expense of consumers,
insurers and, above all, professionals of the pri-
vate insurance industry.

Lastly the Bank of Greece, in its effort to effec-
tively protect consumers’ interests, has suc-
cessfully managed 350 complaints about insur-
ance firms which are still active and, in fact, 19
firms have been summoned to hearing. More-
over, 80 inquiries on insurance intermediaries,
posed by natural persons, legal entities and
professional chambers, as well as 100 other
inquiries and complaints (e.g. concerning
insurers that are no longer active) have been
examined. 
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The deep recession of the Greek economy
reflects the significant contraction of domes-
tic demand (both consumption and invest-
ment). However, the current crisis is not cycli-
cal in nature, but rather deeply structural,
echoing the distorted allocation of resources in
the economy.

Therefore, in order for the economy to
recover, there is a pressing need for the fol-
lowing:

• First, to create a business environment that
will help reverse pessimistic expectations for
the future of the Greek economy and to
encourage Greek and foreign businesses to
invest.

• Second, to shift Greek businesses’ focus
abroad so as to make up for the decline in
domestic demand and to finance capital goods
imports.

• Third, to eliminate distortions that prevent
the rational allocation of resources in the econ-
omy. (Inter alia, implementing reforms that
can affect economic activity positively and
directly, e.g. by eliminating legal restrictions on
cruising services.)

• Fourth, to promote the privatisation and
public property development programme, in
order to create new investment opportuni-
ties.

• Fifth, to speed up absorption and make good
use of the National Strategic Reference
Framework (NSRF) funds.

1 A FAVOURABLE BUSINESS ENVIRONMENT IS
ESSENTIAL FOR ENHANCING INVESTMENT

A favourable business environment requires,
among other things, a stable, transparent and
fair institutional and regulatory environment,
the rules of which are observed, a citizen-
friendly and effective public administration, as
well as modern infrastructures.

The current institutional and regulatory envi-
ronment, in which business activity must grow,
is characterised by lack of stability and a
labyrinthine complexity. As a result, institu-
tional regulations are not fully implemented,
causing lack of transparency and accountabil-
ity, injustice and tolerance for infringements
(tax evasion, corruption). Greece ranks low
internationally in respect to the quality of its
institutions and its ranking keeps deteriorating
with time (see Table VI.1). Proof of the high
correlation between quality of governance,
labour productivity and effectiveness of pub-
lic expenditure can be found in the relevant lit-
erature.1

Tax evasion2 equals an unfair tax system and
addressing it is essential, not only for reasons
of social justice but also as a sine qua non for
growth,3 because: i) tax evasion may contribute
to the survival of inefficient and unlawful firms
at the expense of efficient and law-abiding ones
and at the same time distort competition in the
markets; and ii) losses in tax revenue inevitably
lead either to higher future taxes that affect
disposable income or to successive measures
that change the tax system, creating a climate
of uncertainty and instability. The OECD4 sug-
gested that Greek authorities should take
measures to combat tax evasion, by e.g. publi-
cising the names of tax evaders and putting a
stop to such practices as “settlement of pend-
ing tax cases”.5
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V Ι MEAN S AND COND I T I ON S TO REV ER S E
THE E CONOM I C C L IMA T E AND SUPPORT
I N V E S TMENT AND EXPORT S

11 See inter alia (i) St. Aubyn, M. (2008), “Modernising Public
Administration and Economic Growth”, GPEARI Working Paper
WP-001; (ii) Olson, J.M., Sarna, N. and Swamy, A. (2000), “Gov-
ernance and growth: A simple hypothesis explaining cross-coun-
try differences in productivity growth”, Public Choice, 102, pp. 341-
364; (iii) Kaufman, D., and A. Kraay (2002), “Growth without
Governance”, Journal of LACEA Economia 008687; (iv) Ace-
moglu, D., Robinson, J., and S. Johnson (2001), “The Colonial Ori-
gins of Comparative Developments: An Empirical Investigation”,
American Economic Review, 91, pp. 1369-1401; (v) Afonso, A.,
Schuknecht, L., and Tanzi, V. (2005), “Public sector efficiency: An
international comparison”, Public Choice, Springer, 123(3), pp.
321-347.

22 See e.g. Vasardani, �. (2011), “Tax evasion in Greece: an overview”,
Bank of Greece, Economic Bulletin, 35, pp. 15-24.

33 See e.g. Matsaganis, M. and M. Flevotomou (2010), “Distributional
implications of tax evasion in Greece”, Hellenic Observatory papers
on Greece and Southeast Europe, GreeSE Paper No. 31. 

44 OECD (2011), Economic Surveys: Greece.
55 Law 4002/2011 also provides for a new round of “settlement of

pending tax cases”, the submission of overdue tax returns without
penalty and the extension of the deadline concerning the deletion
of prescribed tax cases.



Regulations governing the establishment or
start of operation of firms and the adminis-
trative obligations of already active firms,
although initially introduced with the aim to
protect consumers, investors and the environ-
ment, now seem to rather serve a narrow, mere
revenue-enhancing rationale. Moreover,
already active firms often oppose to the
removal of administrative obstacles, in order
to avoid stronger competition. As the cost of
establishment and start of operation of a firm
increases, the number of new firms in any sec-
tor decreases. Thus, conditions of reduced
competition are created. If the price elasticity
of demand is low for active firms, prices are
high and profit margins remain high too.6

The unstable institutional framework does not
encourage long-term investments; as a result,
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Table VI.1 World Economic Forum's composite competitiveness index

2006 2007 2008 2009              2010                 2011

Sources: World Economic Forum, Global Competitiveness Report 2001-2010, Global Competitiveness Report 2011-2012 (8 September 2011).
Note: The table presents Greece's absolute scores in each category (scores are expressed on a 1-7 scale, with 7 being the most desirable out-
come). The country's classification among the countries included in the report is given in parentheses.

Competitiveness index 4.33 (47) 4.08 (65) 4.11 (67) 4.04 (71) 3.99 (83) 3.92 (90)

Basic requirements 4.96 (40) 4.70 (48) 4.66 (51) 4.49 (56) 4.49 (67) 4.36 (80)

1. Institutions 4.36 (41) 4.31 (49) 4.10 (58) 3.83 (70) 3.67 (84) 3.52 (96)

2. Infrastructure 4.71 (29) 4.38 (35) 4.28 (45) 4.31 (47) 4.57 (42) 4.54 (45)

3. Macroeconomic environment 3.86 (102) 4.29 (106) 4.37 (106) 4.02 (103) 3.61 (123) 3.29 (140)

4. Health and primary education 6.92 (11) 5.83 (42) 5.89 (40) 5.81 (41) 6.13 (40) 6.09 (37)

Efficiency enhancers 4.18 (47) 4.07 (57) 4.16 (57) 4.13 (57) 4.12 (59) 4.06 (65)

5. Higher education and training 4.78 (34) 4.44 (39) 4.52 (38) 4.43 (43) 4.67 (42) 4.66 (46)

6. Goods market efficiency 4.17 (62) 4.24 (60) 4.22 (64) 4.09 (75) 3.91 (94) 3.88 (107)

7. Labour market efficiency - 3.69 (120) 3.89 (116) 3.80 (116) 3.71 (125) 3.63 (126)

8. Financial market development - 4.41 (60) 4.29 (67) 4.02 (83) 3.88 (93) 3.52 (110)

9. Technological readiness 3.58 (50) 3.29 (58) 3.50 (59) 3.86 (53) 4.06 (46) 4.21 (47)

10. Market size - 4.33 (39) 4.52 (33) 4.59 (34) 4.52 (39) 4.42 (42)

Innovation and sophistication 3.89 (45) 3.68 (59) 3.65 (68) 3.59 (66) 3.41 (73) 3.39 (81)

11. Business sophistication 4.35 (46) 4.13 (62) 4.13 (66) 4.04 (66) 3.83 (74) 3.79 (77)

12. Innovation 3.43 (47) 3.23 (63) 3.18 (63) 3.14 (65) 3.00 (79) 2.98 (88)

Number of countries included in the report 125 131 134 133 139 142

66 See Vettas, N. (2011), “Competition and regulation in product mar-
kets under crisis conditions in the Greek economy”, in: G. Hardou-
velis and C. Gortsos (eds.), The international crisis, the Εurozone
crisis and the Greek financial system, pp. 347-58, Athens, Hellenic
Bank Association (in Greek).



the country’s productive capacity is fragmented
in small firms (see Chart VI.1), which cannot
benefit from economies of scale, have limited
access to financing7 and are mostly active in
low- or middle-technology-intensive sectors
(see Box VI. 1 in particular for the structure of
the trade sector). This, combined with barriers

to the entry of new firms or professionals in
other sectors, leads to price increases and lim-
ited job creation and, therefore, to high unem-
ployment rates. 
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STRUCTURAL FEATURES OF TRADE IN GREECE AND THE EURO AREA

Distributive trade, which mainly consists of retail and wholesale trade,1 is an important sector of
national economy and plays a crucial role in the transmission of monetary policy. Distributive trade
industries ―retail trade in particular― operate between producing enterprises and consumers
and affect the formulation of final prices. It is therefore of particular interest to examine them
in the light of monetary policy and it is very helpful to see how their key features affect the price
level and dynamics. 

The share of distributive trade in economic activity

Distributive trade in Greece accounts for almost 1/8 of gross value added (2010) and almost 1/5
of total employment (2010).2,3 Even though wholesale trade is more important in value added terms
(since it covers around 50% of distributive trade as a whole), retail trade accounts for most firms
and employed persons.

A basic feature of distributive trade industries ―especially retail― is their labour-intensive nature.
Moreover, they generally present higher-than-average shares of self-employed, part-time work-
ers (17.1% in retail trade in Greece), female employees (42.7%), young workers (21.5%), and low-
skilled workers (47.8%).4

In Greece, distributive trade industries present certain particularities that differentiate them from
the average of the corresponding industries in the euro area. For example, it is worth noting that
44.4% of the persons employed in those industries in 2010 were entrepreneurs and family mem-
bers, a percentage which is almost double that in the euro area. In addition, each enterprise
employs on average 3 employees, against 5 in the euro area, a fact that reflects the existence of
a definitely greater number of small and very small enterprises in the Greek market.

Profit margins in both retail and wholesale trade are lower than the average of the economy, a
feature attributed to the higher turnover rather than to the presence of competitive pressures.
A similar conclusion is also drawn from a comparison with profit margins in the euro area5 and
EU countries that are members of the OECD, which are nevertheless lower than the Greek profit

Box VI.1

1 It also includes the branches of repair and maintenance of motor vehicles/motorcycles and household/other appliances. 
2 Including self-employed and employees. 
3 In the euro area, this branch corresponds to almost 1/3 of the non-financial sector in terms of turnover, number of companies and

employed persons, or 1/5 in terms of value added and employment.
4 See ELSTAT, Annual Structural Business Survey in Trade for the year 2007.
5 See ECB (2011), “Structural features of distributive trades and their impact on prices in the euro area”, September 2011, Structural

Issues Report. 

77 See Maroulis, D., P. Mylonas, D. Nicolitsas and D. Politis (2001),
“Bank interest rates in Greece and the eurozone”, Hellenic Bank
Association Bulletin, fourth quarter, pp. 19-26 (in Greek). 
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margins (see Chart A). Even though the Prod-
uct Market Regulation indicator (PMR) was
one of the highest in OECD countries in 2008,
the structural changes implemented in the con-
text of the harmonisation of the Greek leg-
islative framework with the Community Direc-
tive on Services contributed to reducing regu-
latory constraints and, consequently, to
improving this indicator.

Both in Greece and in the euro area, produc-
tivity6 and the average labour cost in distribu-
tive trade industries registered an increase over
the past decade, while remaining at lower lev-
els than the average. In the euro area, the rel-
atively low productivity in distributive trade
industries is often pinpointed as a cause for
Europe’s competitiveness deficit against the US.

Recent developments in distributive trade 

Distributive trade industries have recently
experienced significant structural changes in
Greece and the euro area, due to increasing
concentration, internationalisation, and impor-
tant changes in the form of retail stores.

The most radical technological innovation in
this branch is undoubtedly the possibility to
make purchases through the internet, which has
already contributed to changing the form of sev-
eral markets,7 enhancing price transparency and
comparability, competition, economies of
scale and a wide array of choices available to the
consumer. Although there are no official data
on the share of internet purchases in Greece,
they are estimated at around 2-3% with great
potential for growth. The corresponding share in the euro area has risen over the past years and
is now comparable to that of the US. However, it is worth noting that national and cross-border
transactions in the euro area vary significantly, since the latter amount to just a small percentage
(almost 2-4%) of the total.

Another important change to the form of retail sales is the expansion of discounters. Large inter-
national discount chains made a dynamic entry in the Greek market, recording significant growth.
However, over the past three years ―due to mergers and decisions of the parent companies to
disengage from Greece― three chains have exited the market. At euro area level, the share of

6 Value added per employee.
7 E.g. of books, music, travel services, and technology products.
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sales by discounters increased by 4 percentage points over the past decade, although the rate of
growth varied across countries.

Another recent development is the expansion of modern superettes – convenience stores with
extended working hours (including weekends). In Greece, as in the rest of the euro area, big retail
store chains have made a dynamic entry in this segment of the market as well, aiming at a greater
market share.

In Greece, where traditional forms of purchasing behaviour still prevail, the share of super and hyper
markets amounts to just 40%, the share of discounters to around 7%, and that of other small retail-
ers to 25%, considerably higher than the average of the euro area. Market distribution at European
level is different, since the share of sales of supermarkets and hypermarkets seems now to have sta-
bilised at around 60%, the share of discounters to 14%, while that of the small retailers to just 4%.

The larger market share of discount chain stores led to the emergence of private label products,
which have been on a steady rise since 2001, though they have not taken the place of widely-recog-
nised labels. In Greece, the share of private label products recorded a considerable increase in
recent years and already represents more than 12% of total sales.8 The Greek private label mar-
ket offers a wide variety of products and its features are considered to be similar to those of west-
ern European markets.

Under the pressure of competition, together with the entry of multinationals in the Greek mar-
ket, mergers and acquisitions accelerated and led to a higher concentration ratio9 in this sector.10

It is also interesting that the Greek retail trade market has a lower concentration ratio at national
than at local level.11

The relationship between the structure of trade industries and price dynamics

With regard to the impact of the structure of trade industries on the price level and dynamics,
three empirical findings12 could be noted: 

aa)) Price differentiation and the existence of cross-border differences regarding the price of sub-
stitutes are to a great extent attributable to structural features and the regulatory framework of
distributive trade industries. 

bb)) Strong competition is generally positively correlated with frequent price changes. Besides, large
concentration in local markets seems to contribute to higher prices, particularly in food and bev-
erages. 

cc)) The pass-through of cost changes to producer prices is greater and faster than to consumer
prices. Stronger competition contributes to a larger degree of pass-through of import prices to
consumer prices. However, as regards food prices, differences in the type of store play a key role,

8 It should be noted that the four largest supermarket chains in the country account for 52% of the private label products market. 
9 The concentration ratio can be interpreted as an ex ante indicator of the potential degree of competition. In other words, a market with

a low concentration ratio (i.e. with many enterprises, each one having a small market share) is expected to be more competitive than
a market with a high concentration ratio (i.e. fewer enterprises, each one having a larger market share).

10 It is indicative that the share of the largest retail trade company in Greece amounts to 18.1%.
11 See ECB (2011), ibid.
12 ECB (2011), ibid.



The weaknesses of the institutional envi-
ronment are exacerbated by the inefficient
operation of the ppuubblliicc  aaddmmiinniissttrraattiioonn,
which is called upon to safeguard it and
implement the regulations. The relationship
between citizens and state is often charac-
terised by mutual mistrust. The roots for this
should be sought, among other things, in the
ineffective management of human resources
in the public sector, the lack of meritocracy
and the very limited use of new technologies.
These weaknesses necessitate more than the
adoption of numerical fiscal rules, such as
the hiring-to-retirement ratio. These rules
are reasonable, given the fiscal restraints on

the country; they should be accompanied,
however, by appropriate strategies, a pursuit
of modernisation and ongoing personnel
training. 

The importance of iinnffrraassttrruuccttuurree and generally
nneettwwoorrkk  iinndduussttrryy  sseerrvviicceess for growth is high, as
delays in efforts to modernise these sectors are
transmitted to every other business sector sup-
plied through networks. For instance, deficient
port infrastructure causes significant losses in
cruise receipts. Developments in the crucial
energy sector, which provides “network serv-
ices” to the entire economy, are discussed in
Box VI. 2. 
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since the increased presence of discount supermarkets is associated with a higher degree of pass-
through of price changes. 

Policy proposals

On the basis of the aforementioned analysis, the following policy proposals can be formulated
regarding both Greece and the euro area as a whole:

11.. The implementation of targeted structural reforms, with first and foremost the abolition of exist-
ing regulatory barriers, could strengthen competition, reduce profit margins and thus, through
a more effective distribution of financial resources, lead to higher production and real higher wages.

22.. Achieving uniformity in the regulations13 of the European product markets can maximise the
benefits of cross-border transactions and purchases through the internet. The full and consistent
implementation of the Services Directive14 is an important step in this direction.

33.. Lifting barriers in the labour market will allow meeting current employment needs in distrib-
utive trade and lead to the creation of new jobs, particularly for young people and individuals with
low training skills.

13 For instance, the legal framework for consumer protection, purchases through the internet as well as issues related to VAT on cross-
border transactions.

14 Directive 2006/123/EC of the European Parliament and the European Council, of 12 December 2006, on services in the internal market.

INVESTMENT IN THE ENERGY SECTOR

The degree of potential investment in the energy sector depends on the deregulation of the elec-
tricity and natural gas markets, the enhancement of competition in the sector, sufficient financ-
ing and the promotion of structural reforms of a general nature (transparency, favourable legis-
lation and removal of red tape). 

Box VI.2
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In respect to electricity, the share of the Public Power Corporation (PPC), in the energy balance
has been gradually decreasing after the implementation of Law 2773/1999 on the deregulation
of the electricity market. Thus, the participation of PPC (in the grid, which is in practice open to
competition) shrank to 76% in 2010, compared to 85% in 2009, mainly on account of the con-
tinuous penetration of new, independent energy producers over the last five years. In more detail,
the market share of PPC in the generation of electricity using natural gas fell below 60% in 2010.1

According to data of the Hellenic Association of Independent Power Producers on the construction
of natural gas thermal plants, private investments of €1.5 billion have been realised until today.
However, the realisation of investments in the energy sector has encountered several difficulties
after the deregulation of the market, on account of the distortions and imbalances existing in its
operation model, among other things. 

With a view to opening the energy market further, the government has introduced key changes
in respect to electricity and natural gas, through the adoption of Law 4001/2011 (“On the oper-
ation of electricity and natural gas energy markets, on hydrocarbon exploration, production and
transmission networks and other provisions”), practically transposing the provisions of the Third
Energy Package into Greek legislation (Directives 2009/72/EC and 2009/73/EC).2

According to the new Law, the companies involved in the management of electricity and natural
gas networks are decoupled from those involved in their production and supply, to ensure non-
discriminatory access of all participants to networks. More specifically, in reference to the elec-
tricity market, the law provides for the creation of three new companies.3 In the natural gas mar-
ket, the provisions mainly relate to the independence of the existing Transmission System Oper-
ator (DESFA – Hellenic Gas Transmission System Operator) from the Public Gas Corporation
(DEPA). Moreover, the decision-making competences and independence of the Regulatory
Authority for Energy (RAE) are substantially enhanced, in a way that the Authority will now be
able to regulate, supervise and efficiently control the energy market, thus ensuring sound com-
petition. Also, significant measures have been taken for the protection of consumers. 

Seeking to create a more favourable environment for high-risk investments that will enhance
research activity in the field of hydrocarbons in Greece, the new Law contains provisions for the
restructuring and modernisation of the regulatory framework in this area. The establishment of
a National Hydrocarbons Agency is therefore envisaged, managing the exclusive rights of the Greek
state in regard to the exploration, research and exploitation of hydrocarbons. The agency will rec-
ommend transfer of these rights to interested oil companies “quid pro quo”.4 Moreover, issues
involving the exploitation of the country’s geothermal potential, the calls for tender for the estab-
lishment of new Gas Supply Companies (EPA), as well as the placement of major energy pipelines
are settled, with the aim to speed up processes for the implementation of the relevant projects.5

1 Speech of the President and Chief Executive Officer of PPC on 19 May 2011.
2 The aim of the Third Energy Package is to set up the conditions that will facilitate completion of the energy market deregulation within

the European Union so that a single energy market can be created by the end of 2014, also in accordance with the relevant decision
taken by the European Council on 4 February 2011.

3 The following companies are thus created: (a) a wholly-owned subsidiary of PPC, “ADMIE SA” (Independent Power Transmission Operator),
which will be responsible for the ownership, maintenance, management, exploitation and development of the Transmission System, (b) a
second company, “LAGIE SA” (Hellenic Electricity Market Operator), responsible for the operation of the electricity market in the place
of the existing Hellenic Transmission System Operator (DESMIE), and (c) a third company, “DEDDIE SA” (Hellenic Distribution System
Operator), a wholly-owned subsidiary of PPC, responsible for the operation, maintenance and development of the Distribution Network.

4 In this context, by virtue of a Ministerial Decision (5 September 2011), the Ministry of Environment, Energy and Climate Change has
already launched the first international call for expressions of interest to undertake seismic surveys in the broader Ionian Sea area and
at the south of Crete, in order to explore the petroleum potential and to set off a round of concessions in these areas, within 2012.

5 The provisions concern the definition of the Burgas-Alexandroupolis oil pipeline route as well as the Interconnector Turkey-Greece-
Italy (ITGI) and the Interconnector Greece-Bulgaria (IGB) natural gas pipelines route.
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Furthermore, aiming at a complete reform of the energy market, the Ministry of Environment,
Energy and Climate Change plans to proceed with the following as soon as possible: (a) changes
in the management of hydroelectric power plants through the establishment of an independent
authority for the management of water resources and hydroelectric power plants, (b) the open-
ing up of lignite production to parties other than the PPC6 and (c) the liberalisation of the energy
market in the islands by adopting the relevant Code.

Meanwhile, one of the top priorities of the Ministry of Environment, Energy and Climate Change
pursuant to Law 3851/2010 on addressing climate change is to facilitate the implementation of
investments in projects involving Renewable Energy Sources. Particular emphasis in this area is
given to expediting licensing procedures for land wind farms and photovoltaic systems (within a
period of two years), as well as to activating procedures for the placement of marine wind parks
(over the next ten years).7,8

It should be noted, however, that both the regulations introduced by the new Law on the imple-
mentation of the Third Energy Package and the priority goals of the Ministry of Environment, Energy
and Climate Change are at the same time commitments under the updated Memorandum and have
fixed deadlines.9 Moreover, the Privatisations Programme of the Medium-term Fiscal Strategy Pro-
gramme 2011-2015 (Law 3985/2011) provides for the sale of a large part of energy companies’ shares
to investors between 2011 and 2013 through the stock exchange or through direct negotiations.10

European, Asian and US businesses have lately taken keen interest in “greenfield investments” –
specifically investments in Greece in the energy sector with particular emphasis on the expansion
of alternative energy sources, mainly solar and wind energy.11 The project “Helios” of the Ministry
of Environment, Energy and Climate Change ambitions to attract investment of up to €20 billion
for the production and export of 3,000 to 10,000 MW of solar power, on state-owned land of up
to 50,000 acres. It is estimated that this project could result in the creation of 60,000 jobs. 

6 Negotiations between the government and the European Commission for the opening up of the lignite market are under way (statements
of the Minister of Environment, Energy and Climate Change on 8 September 2011).

7 According to the Annual Report of the RES Service for 2010 (in Greek), it is estimated that investments in RES projects in 2011 will
reach €1.35 billion and the total amount for 2010-2020, €16.4 billion. Meanwhile, materialisation of these investments will require an
additional investment of €4-5 billion in networks and interconnections; as a result, the average annual budget for investment in RES
projects for the period 2010-2020 will amount to €2 billion. The Service for the Support of RES Investors of the Ministry of Environment,
Energy and Climate Change (one-stop shop) was established by virtue of Law 3851/2010 and its principal mission is to provide information
and to coordinate the processing of enquiries related to investment in RES-based energy generation.

8 In respect to photovoltaic systems, it should also be noted that, by virtue of the decision of the Inter-ministerial Committee for Strategic
Investments taken on 12 September 2011, three investments totalling €1 billion were included in “fast-track” legislation so as to expedite
the positive effect on growth.

9 The time schedule for the implementation of the structural reforms in the energy sector, as set in the Memorandum, is as follows:
a) Deregulation of the energy market (implementation of the Third Energy Package): Adoption of legislation for the decoupling of
network activities from supply activities in the field of electricity and natural gas (July 2011). Actual finalisation of the decoupling of
electricity and natural gas transmission systems from the electricity distribution system will take place in the first quarter of 2012.
b) Lignite market: Finalising the measures regarding the opening up of lignite-fired electricity generation to third parties (second quarter
of 2011), commencing the implementation of measures (third quarter of 2011) and seeing it through to completion (second quarter
of 2012).
c) Opening up of the energy market in the islands: Detailed plans to ensure maximum opening up of the market to the off-grid system
(access of suppliers to off-grid systems, particularly in Rhodes and Crete). (third quarter of 2010).
d) Water management: Adopting legislation for assigning the management of water reserves to an independent agent (July 2011) and
its establishment thereof (third quarter of 2011).
e) Tariffs: Elimination of tariffs for all end users, except for households and small businesses, as defined in the Second and Third Energy
Package (fourth quarter of 2011). Adoption of further measures, by June 2013 at the latest, to ensure that energy tariffs reflect wholesale
prices with the exception of vulnerable consumers.

10 In particular, the following are scheduled: (i) reduction of the participation of the State in the Public Gas Corporation (DEPA) and
the Hellenic Gas Transmission System Operator (DESFA), by selling 55% and 31% of their shares, respectively, out of the 65% it currently
holds (fourth quarter of 2011); (ii) selling 35% of government shares in the Hellenic Petroleum (ELPE) (it currently holds 35.5%) (first
quarter of 2012); (iii) selling 17% of government shares in the PPC (current holding: 51%) (third quarter of 2012); and (iv) selling 100%
of the off-shore natural gas storage area in Kavala (in 2013).



In 2011 certain steps were taken towards sim-
plifying administrative procedures for the
establishment and operation of firms and
towards modernising public administration. In
more detail, the establishment of a firm can
now take the form of a “one-stop procedure”.
The new procedure (which abolishes taxes,
levies, the mandatory presence of a lawyer for
smaller firms, etc.) minimises both the cost (by
54% for general partnerships and limited part-
nerships, 61% for an average limited liability
partnership and around 50% for a société
anonyme) and the time needed to establish a
firm. From the beginning of April (4 April
2011) to the beginning of October (3 October
2011) 3,601 companies were established
through this one-stop procedure.8

These changes helped improve Greece’s rele-
vant position in several OECD and World
Bank entrepreneurship indicators (constraints

for entrepreneurship, degree of regulatory sim-
plification, administrative barriers and licens-
ing constraints to retail trade, retail price con-
trol); in many such indicators, Greece’s posi-
tion in 2011 is better than the OECD countries’
average in 2008.9

The unified pay scale in the public sector,
together with an objective evaluation of the
civil servants’ efficiency, the introduction in
June of regulations governing communication
and transactions between the State and the cit-
izens through new public sector technologies
(Law 3979/2011), the improved allocation of
strategic planning duties with the Kallikratis
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Such interest mainly stems from Greece’s great potential for growth in this sector, the expertise
of interested countries in RES production and their extensive energy transmission network, as
well as from the fact that these countries seek alternative energy sources to the degree that they
adopt policies of reducing the share of nuclear energy (i.e. Germany). Moreover, as the “Sahara
Project” collapsed due to the political turmoil in Northern African countries,12 Greece has emerged
as an alternative.

Materialisation, however, of these private investments will be subject to financing from European
banks and from the European Investment Bank. Alternatively, the creation of a Greek investment
bank is examined, as it could constitute the main source of investment financing for the years to
come. To this effect, officials from the German Investment Bank (KfW) will explore the possi-
bility of giving their knowhow to the Greek government. In addition to providing technical assis-
tance, cooperation between Greece and Germany includes the exploration of liquidity-enhanc-
ing possibilities through the cooperation with private banks for the provision of credit and the
creation of special investment areas. It also includes a mapping of the country’s investment oppor-
tunities and exploration of the possibility of exporting electricity to Germany.13

11 The Czech company CEZ, the biggest electricity producer in Central Europe, has expressed interest in acquisitions in the Greek market
of electricity distribution and generation. Other major European companies such as the Italian Edison, GDF Suez and the German
RWE and EON have expressed similar interest. Moreover, the Chinese Sinovel, the second largest wind turbine manufacturer in the
world, has entered a strategic cooperation agreement with PPC for the development of wind parks and the construction of a wind turbine
manufacturing plant in Greece. Finally, US companies have taken keen interest in Kozani, where the PPC is in the process of selecting
a strategic investor for the construction of the largest photovoltaic park in the world, on an area of 5,200 sq.m. (the investment is estimated
at around €600 million).

12 The energy project Desertec involved the exploitation of solar energy in the Sahara through the installation of RES generation plants
in the desert. It would be able to supply energy to North-European countries, subject to the creation of the appropriate energy transmission
network.

13 Press Releases of the: Min. of Economics, Min. of Regional Development, Competitiveness and Shipping, Min. of Environment, Energy
and Climate Change, 25 August 2011.

88 See also the announcement of the Ministry of Development after
the publication of the Doing Business 2012 report of the World
Bank (http://www.mindev.gov.gr/?p=5724).

99 As indicators were updated only for Greece and not for all OECD
countries, a comparison with the OECD average is not possible for
2011. See also Chapter I.5.



Programme and the extension of civil servants’
working time are only suggestive steps
towards the modernisation of public adminis-
tration. 

2 STRENGTHENING THE EXPORT ORIENTATION 

The direction of the necessary changes and the
measures that have been taken will clearly
improve the structural competitiveness of
Greek products and, hence, export perform-
ance. Of particular importance for the
improvement of exports is the removal of dis-
incentives that reduce the size of business units
and the enhancement of efforts to create busi-
ness “clusters”. International literature10

underlines that higher education levels and the
introduction of innovations have a beneficial
effect on the quality of products, making them
easier to export. However, a clear export strat-
egy is necessary, which will support businesses

in promoting their products abroad. To this
end, it is significant to create national identity
products (e.g. food products) and rationalise
the customs clearing process (duration and
cost of relevant procedures).11 To deal with the
liquidity issues of exporters, the Export Credit
Insurance Organisation (ECIO), in coopera-
tion with commercial banks, promotes a pro-
gramme for enterprises (“Exostrefia”) to facil-
itate lending to export-oriented companies. 

In addition to the directions mentioned above,
specific policy measures should be taken in
shipping and tourism, two of the key sectors in
external trade: Box VI.3 presents some sug-
gestions. 
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1100 Kierzenkowski, R. (2009), “The challenge of restoring French com-
petitiveness”, OECD Economics Department Working Papers, No.
720, OECD Publishing. http://dx.doi.org/10.1787/222054166088. 

1111 According to Doing Business indicators compiled by the World
Bank, both the time needed to process exports (double the OECD
countries’ average) and the cost of this process is higher (by 6%
in Greece compared with the average cost in OECD countries).

POLICY MEASURES FOR SHIPPING AND TOURISM

Α. SEA TRANSPORT
Shipping constitutes one of the most outward-looking sectors of the Greek economy, with little
dependence on domestic economic conditions. The Greek-owned merchant fleet covers about 15%
of the global needs for sea transport and specialises in the transport of dry bulk cargo and crude
oil. Net receipts from the provision of shipping services cover more than 25% of the Greek trade
deficit. Main determinants of inflows from shipping are the level of freight rates and the magni-
tude of the maritime cluster, which can be affected by the policy pursued.1 To this effect, policy
measures should aim at attracting ships to enter the national register, improving conditions for
the establishment of shipping and ship management companies in Greece and attracting young
people to seafaring.2 The following suggestions ―which have been stated in previous Bank of
Greece reports and studies3― could help to this direction:

• Linking Greek institutes of higher and further education with shipping companies. 

• Redefining services provided by Greek shipyards, in order to attract shipbuilding of specialised
―high added value― vessels as well as ship repair works. 

Box VI.3

1 See Bragoudakis, Z. and St.  Panagiotou (2010), “Determinants of the receipts from shipping services: the case of Greece”, Bank of
Greece, Economic Bulletin, No 34. 

2 For instance, companies involved in the provision of technical (such as classification societies), insurance (such as P&I clubs), legal,
financial, consultancy, training services, as well as in crew management. 

3 See Panagiotou St. and  Bragoudakis Z.(2010), “Sea transport and ocean-going shipping” in: G. Economou, I. Sampethai and G.
Symigiannis (eds), The Greek current account: causes for imbalances and policy suggestions, Bank of Greece (in Greek). 
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• Improving the country’s port facilities, concluding concession contracts with liner shipping com-
panies and developing storage facilities, in order to enhance the country’s role as a transit cen-
tre.4

Β. TOURISM
The importance of tourism in the national economy and the balance of payments is evident from
the fact that net travel receipts represent over half of the services surplus or 3.5% of GDP and
around 30% of total receipts from the export of services. Moreover, tourism accounts for 17.9%
of total employment and 15.3% of GDP (estimates of the Association of Greek Tourism Enter-
prises - SETE), which is quite impressive given the competitive environment (in 2011 our coun-
try ranked 29th out of 139 countries included in the Travel and Tourism Competitiveness Index
of the World Economic Forum).5

Year 2011 has proven a very good one for Greek tourism, despite the unfavourable effect of social
protests and strikes; the improvement is evidenced by a two-digit increase in arrivals. This result
seems to reflect the impact of international political and economic developments, and not quite
the effectiveness of specific policy measures.6 Specifically, the good performance of the tourism
industry in the current year is largely a result of the recovery in global tourist activity, which, accord-
ing to the World Tourism Organisation, will be around 4.5% in 2011,7 as well as of the recent tur-
moil in countries of North Africa, which shifted travellers to alternative tourist destinations, includ-
ing Greece.

On the contrary, the policy measures taken (reduction of taxes at regional airports, reduction of
VAT in tourist accommodation services, acceleration of visa issuing procedures from emerging
―for Greek tourism― markets, liberalisation of cruises), although positive, are estimated to have
played only a small part in enhancing incoming tourism. 

Despite the efforts to increase revenue from non-EU cruise ships embarking at Greek ports, the
liberalisation has not yielded the expected benefits. Cruise and tourism agents point out that, in
order to attract cruise companies, it is necessary to reduce the requirements and bureaucratic pro-
cedures provided by the relevant legislation8 and primarily to lift cabotage restrictions, accord-
ing to which cruise companies are required to sign contracts with the Greek state.9

Improving the degree of openness of Greek tourism shall require10 the adoption of a clear pol-
icy with no conflicting measures, the reduction of bureaucratic obstacles for new tourist invest-
ment (spatial planning, licensing, stable tax system), better infrastructure (airports, ports, rail-

4 The agreement for the concession of Pier II and III of the Piraeus Port Authority SA (PPA) container terminal to “Piraeus Container
Terminal SA” (Sole Purpose Company – subsidiary of Cosco Pacific Limited) was ratified by virtue of Law 3755/2009.  However, the
transfer as well as the operation of port facilities by “Piraeus Container Terminal SA” was marked by reactions and red-tape difficulties
(e.g. no refund of VAT to “Piraeus Container Terminal SA”). 

5 “The Travel and Tourism Competitiveness Report 2011” (World Economic Forum). The prominent performance of the tourism industry
is stressed when compared with our country’s performance based on the General Competitiveness Index, according to which Greece
ranked 83rd out of 139 countries. 

6 Specifically, the favourable effect of VAT reduction in accommodation services is partly offset by the increase of VAT in food services
(as of 1 September). See Gazopoulou, A. (2011), “Assessing the Impact of Terrorism on Travel Activity in Greece”, Bank of Greece
Working Paper 127. 

7 United Nations, “World Tourism Barometer”, Interim Update, August 2011. 
8 It is worth noting that the income generated from the cruise industry in Spain is multiple to that in Greece, despite the fact that the

number of passengers is similar, precisely because the largest part of cruise income is generated from voyages embarking at ports of
the same country. See European Cruise Council (2011), The cruise industry: A leader in Europe’s economic recovery, 2011. 

9 According to reports, the Minister of Development, Competitiveness and Shipping has committed to consider the proposal to lift cabotage
restrictions. 

10 OECD (2011), Economic Surveys: Greece, Paris.



3 ELIMINATION OF DISTORTIONS THAT 
PREVENT THE RATIONAL ALLOCATION 
OF RESOURCES IN THE ECONOMY 

One of the reasons behind the ineffective allo-
cation of resources in the economy (hence the
large number of very small businesses, little
mobility between sectors, and the persistence
of sectors that should have evolved into some-
thing new) can be found in the way that the
labour market operates. 

Among the features of the Greek labour mar-
ket are a high employment rate in the primary
sector, a significant percentage of self-
employed, superabundance of persons prac-
ticing certain professions, concentration of
employment in small production units,
increased weekly hours worked and high rates
of contribution evasion. The degree of contri-
bution evasion is often used as an argument for
the exceptional flexibility of the Greek labour
market. This argument however ignores the
fact that the size of shadow economy also
reflects the limited flexibility of the official
labour market. The labour market is charac-
terised by dualism in at least two aspects: work-
ing conditions vary between the public and the
private sector, as well as between formal
(insured) and informal (uninsured) labour.
High non-wage labour costs, high recruitment
and layoff costs, eased conditions ―until
recently― for granting pensions, no match
―in several cases― between wages and pro-
ductivity growth, more favourable working
conditions in the public sector, the disconnec-

tion of education from labour market needs, as
well as obstacles and barriers to entry for spe-
cific professions, together with product market
restraints, have contributed to the structural
weaknesses of the labour market. 

As from mid-2010, radical changes have been
legislated in the labour market. Most of these
changes, i.e. those announced up until April
2011, have already been presented in previous
Bank of Greece reports. The recent measures
incorporated in the “implementation law”
(Law 3986/2011) of the MTFS framework and
the Law “Retirement regulations, unified wage
grid for the public sector, labour reserve
scheme and other measures for the imple-
mentation of the Medium-Term Fiscal Strat-
egy framework 2012-2015” (Law 4024/2011)
include the reduction of the minimum remu-
neration for young persons aged up to 25 years,
as well as the efforts to match firm-level devel-
opments with the wages that the firm agrees to
pay to its personnel (through measures that
facilitate the introduction of collective labour
agreements at the firm level). It is estimated
that both measures can, under certain condi-
tions, help to boost competitiveness and
employment, with positive effects both on con-
sumption and on the revenue of social security
funds from employer contributions. 

Given that the economy is still in recession,
there are no apparent positive results from
these changes yet. However, it is possible that
labour market developments (as reflected in
the unemployment rate) would be even worse,
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way network) so as to attract higher-income tourists, as well as the promotion of alternative forms
of tourism in order to reduce seasonality.  

The recent Law 4002/2011 (“Amendments of pension legislation of the public sector – Regula-
tions for development and fiscal restructuring - Issues within the competence of the Ministries
of Finance, Culture and Tourism and Labour and Social Security”) introduces the concept of
ttoouurriisstt  eessttaattee and rationalises, simplifies and accelerates the licensing process for ttoouurriisstt  iinnvveesstt--
mmeenntt. These provisions are expected to extend the tourist season, lower dependence of tourist
arrivals on the economic conjuncture, attract foreign direct investment and support local com-
munities and the construction sector. 



had there been no measures taken. Moroever,
some measures have not been fully imple-
mented yet, either because they were accom-
panied by bureaucratic restrictions (e.g. in the
case of collective labour agreements at firm
level) or due to administrative barriers that
remain (e.g. opening up closed professions). 

In more detail, regarding firm-specific collec-
tive labour agreements, only few have been
concluded (a total of 12 agreements covering
3,555 employees – see also Chapter ΙΙΙ.3) for
two reasons: First, small enterprises have no
firm-level labour unions, thus agreements have
to be concluded with the sectoral union, which
enterprises may find difficult to achieve. Sec-
ond, legal requirements for the implementa-
tion of the new type of agreement – a report
submitted to the Social Inspection Council of
the Labour Inspectorate (SKEEE), not to
mention the time-consuming processes, includ-
ing the ratification from the Court of First
Instance of the conclusion of any association,
have had a deterrent effect. On account of
these difficulties too, many firms resort to indi-
vidual employment agreements or informal
agreements with employees. Such issues should
be eliminated with the changes introduced by
article 37 of Law 4024/2011. 

Among the necessary labour market reforms
that cannot be introduced yet, due to the fiscal
situation, is the ttaaxx  wweeddggee, i.e. the difference
between wage costs (including employer social
security contributions) and the employee’s net
wage. A large “wedge” hinders recruitments.
Recent estimates show that limiting the wedge
by around 10 percentage points (from 40% to
30%) may lead to an increase in employment
rates by 1.5-3.5 percentage points (i.e. the cre-
ation of 130-300 thousand jobs) within 5-10
years. It appears, however, that a decrease in
the total (tax and other) wage burden is now
under study for labour-intensive enterprises. 

The ooppeenniinngg--uupp  ooff  cclloosseedd  pprrooffeessssiioonnss is one of
the main objectives of the structural reforms
programme, which also received wide social
support. Barriers to entry into specific profes-

sions, territorial restrictions, the existence of
minimum prices, guaranteed profit rates, lim-
ited opening hours and advertising bans are
obstacles to labour supply in these profes-
sions.12 The reforms lead, among other things,
to higher remuneration, compared to what
would be formulated under conditions of per-
fect competition and ineffective organisational
structures. Laws 3918/2011 and 3919/2011 were
stepping stones towards the liberalisation of
professional activities (abolition of prefectural
procedures to authorise the operation of phar-
macies, increase in the number of notaries,
licensing of self-employed legal practice with-
out geographic restrictions, abolition of mini-
mum remuneration, etc.). However, same as in
the case of public-use trucks, the operational
framework of which was legislated in the sum-
mer of 2010, liberalisation was not compre-
hensive. Thus, for instance, restraints on law
firms were not abolished, despite the abolition
of restraints on self-employed legal practice,
the Presidential Decree on the increase in the
number of notaries has not been issued yet, and
the profit rates of pharmacies have not been
significantly reduced, despite a recent decision
of the Council of State that any restraint on
professional activities is incompatible with the
Greek Constitution. 

Clearly, structural reforms in the labour market
in the above directions should greatly improve
the productivity and competitiveness of the
Greek economy, especially if combined with a
comprehensive growth strategy (growth plan,
structural reforms in product markets, etc.). 

4 PROMOTION OF THE PRIVATISATION 
AND PUBLIC PROPERTY DEVELOPMENT 
PROGRAMME 

The privatisation and public property devel-
opment programme could create an important
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1122 Kanellopoulos, K. (2011), “Market conditions and competition in
the Greek economy: introduction, methodology and general con-
clusions” in: Kanellopoulos, K. (ed.), Market conditions and com-
petition in the Greek economy, Athens, Centre of Planning and
Economic Research – KEPE, (in Greek). 



channel through which foreign direct invest-
ment will be attracted, thus facilitating the
import of know-how and technology and
encouraging the orientation of business activ-
ity towards the production of internationally
tradable and competitive products.

5 SPEEDING UP ABSORPTION AND MAKING
GOOD USE OF THE NATIONAL STRATEGIC
REFERENCE FRAMEWORK (NSRF) FUNDS

The National Strategic Reference Framework
(NSRF) is a key tool for financing economic
activity, also contributing to address the bal-
ance of payments deficit.13 However, absorp-
tion of funds from this source has not been
satisfactory to date, both because of lack of
funds for the required national participation
and because of difficulties with the fund man-
agement mechanism.14 In the course of the
past two years, Greece has made efforts to
secure the financing of its national participa-
tion (by a loan from the European Investment
Bank – EIB) and to achieve faster absorption
and maximum use of Community funds – by
passing the new investment law (Law
3908/2011)15 and establishing the National
Fund for Entrepreneurship and Development
(ETEAN).16 The recent European Commis-
sion proposal to increase the share of Com-
munity co-financing and enhance the role of
the European Investment Bank (EIB), along
with the provision of technical assistance,17 is
expected to significantly promote the absorp-
tion and effective management of NSRF
funds. Such decisions can free up national

resources for other purposes and eliminate
difficulties in the implementation of projects
and programmes, thereby contributing to an
overall strategy for economic growth and
investment in Greece. The European Com-
mission proposal and the new conditions
regarding Community funds inflows are
described in detail in Box IV.4.
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1133 For details on the contribution of the NSRF to the growth process,
see Bank of Greece, Annual Report 2010, April 2011.

1144 The biannual target for the absorption of Community funds was not
attained in the first half of 2011. Despite the progress made in
NSRF management, not all measures provided for in the Memo-
randum were implemented as far as the overall regulatory and
organisational framework is concerned, e.g. certain legislative
arrangements. However, the annual target remains feasible. See
also Chapter III.4 and European Commission, The Economic
Adjustment Programme for Greece – Fifth review – Draft Oct.
2011, p. 36 and pp.78-79 of the same report.

1155 As regards the course of implementation of the Investment Law,
the second phase was completed with the submission of 179 invest-
ment plans with a total budget of about €854 million, which are
expected to create 1,590 jobs throughout Greece in manufactur-
ing, tourism, the primary sector and services. Completion of the
evaluation process is expected within the next four months. In the
first phase (May 2011) 145 investment plans were submitted with
a total budget of €725 million (Ministry of Development, Com-
petitiveness and Shipping, press release of 14 November 2011).

1166 As regards the operation of ETEAN, the programme for loans to
enterprises is extended until end-2012 (“Guarantee for low-inter-
est-rate loans for the purchase of raw materials, merchandise and
services”), ensuring a certain degree of liquidity for enterprises.
Since the commencement of the programme, loans of €102 million
to more than 1,560 enterprises have been approved. Small and very
small enterprises are selected for this programme and can receive
bank loans which are by 80% guaranteed by ETEAN. These loans
are granted at a maximum interest rate of 6% and a maximum
amount of €300,000 per enterprise; the latter can use them to pay
their suppliers (Ministry of Development, Competitiveness and
Shipping, press release of 22 August 2011).

1177 See EU Council, 21 July 2011, Statement by Heads of State or gov-
ernment of the euro area and EU institutions, Articles 4 and 12,
and statement by Mr. Barroso, 21 September 2011 (Speech/11/534),
21 July 2011. These statements were made further to relevant deci-
sions taken by the European Council on 23 June 2011 (European
Council Conclusions, 23-24 June 2011, Brussels, 24 June 2011, arti-
cle 18), the statement of Mr. Barroso on 23 June 2011 and the find-
ings and proposals of the European Commission (The Economic
Adjustment Programme for Greece – Fourth review – Spring 2011,
Executive Summary, p. 3, and Quarterly Report on the Euro Area,
Volume 10 No 2, 2011, p.5.

INFLOW OF COMMUNITY FUNDS IN GREECE

The European Commission has proposed to iinnccrreeaassee CCoommmmuunniittyy  ccoo--ffiinnaanncciinngg  ttoo  9955%% (at the max-
imum) of the total cost of NSRF projects and programmes.1 This proposal is expected to be
approved by the Council and the European Parliament by the end of 2011. These measures con-
cern Greece and five other EU Member States under fiscal consolidation or balance of payment

Πλαίσιο VI.4

1 See European Commission, press release IP/11/942, Brussels, 1 August 2011.
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support programmes and will be implemented retroactively from the date the country entered the
programme (for the case of Greece, from 11 May 2010).2 The measures ddoo  nnoott  ccoonnssttiittuuttee  nneeww  oorr
aaddddiittiioonnaall  ffuunnddiinngg, but allow an earlier disbursement of funds already committed under the EU
cohesion, rural development and fisheries policies. The Member States will have to request this
higher Community contribution. The decline in national contribution to 5% is translated into about€4 billion, which enable the launch of programmes that had not been implemented due to lim-
ited national funding.3 The top-up is an eexxcceeppttiioonnaall  tteemmppoorraarryy  mmeeaassuurree, which ends as soon as
the Member States stop receiving support under the financial assistance programmes. The Euro-
pean Commission has approved, at a first phase, Greece’s request for increasing co-funding rates
to 85%, on the basis of applicable regulations, retroactively from 1 January 2007.4 Moreover, the
European Council decided5 on 23-24 June 2011 to implement a comprehensive tteecchhnniiccaall  aassssiiss--
ttaannccee  pprrooggrraammmmee to support the structural reforms foreseen by the Memorandum and target them
towards long-term growth. The technical assistance programme provides for the establishment
of a task force based in Brussels and a smaller support task force in Athens, for the implemen-
tation of the plan already agreed with the EU and the IMF. The task force, which is already in
Greece and is closely cooperating with Greek authorities and other Member States, will prepare
quarterly reports to the EU and the Greek authorities. The first report was expected to be sub-
mitted by mid-November.

The role of the EEIIBB, which grants loans to cover part of the national share in co-funded pro-
grammes, is enhanced. Financing of banks by the EIB in order to grant corporate loans will be
facilitated by a new mechanism that will provide guarantees originating from structural funds.6

The agreement reached with the EU for the revision and acceleration of NSRF (taking into account
the actual circumstances in the country) is foreseen to be implemented in two stages. The first
involves amendments to the financing schedules due to higher Community contribution rates.7

National funds’ savings may be directed to covering development costs that, according to the rel-
evant EU regulations, are not eligible for Community financing. The second stage of revision,
aspired at being approved in the course of 2012, relates to changes in the structure and content
of Operational Programmes (OPs), with emphasis on boosting entrepreneurship, supporting
exports, innovation and research and combating unemployment, as well as increasing the involve-
ment of the private sector in the implementation of public works through public-private part-
nerships (PPPs)8 and utilising Community Initiatives (JEREMIE,9 JESSICA etc.), also with pri-

2 It concerns Member States that have received financial support in the context of the balance of payments mechanism for non-euro area
countries (Romania, Latvia and Hungary) or from the European Financial Stabilisation Mechanism for euro area countries (Greece,
Ireland and Portugal). A total of €2,884 million will be made available through the European Regional Development Fund, the Cohesion
Fund, the European Social Fund, the European Fisheries Fund and the European Agricultural Fund for Rural Development. The amount
corresponding to each country is: Greece €879 million, Ireland €98 million, Latvia €255 million, Hungary €308 million, Portugal €629
million and Romania €714 million. 

3 See also statements by the Minister of Development, Competitiveness and Shipping (31 July 2011 and 1 August 2011).
4 For 2011, savings of Public Investment Programme funds amount to €1,275 billion. On the basis of payments already made, €875 million

is expected to be returned to the national budget retroactively while, on the basis of payments to be effected by end-2011, another €400
million is anticipated (announcement by the Ministry of Development, Competitiveness and Shipping on 29 August 2011).

5 See Conclusions of the European Council 23-24 June 2011, Brussels, 24 June 2011 and The Economic Adjustment Programme for Greece
– Fourth Review – Spring 2011, Executive Summary, p. 3. 

6 See interview of Mr. P. Sakellaris, Vice-President of the EIB, 9 October 2011.
7 At this stage, no revision will be made to the priority axes of Regional Operational Programmes (ROPs) for the regions of Southern

Aegean and Central Greece.
8 The PPP procedure has not progressed satisfactorily due to the overall liquidity problem in the economy (see Ministry of Development,

Competitiveness and Shipping, 18 July 2011 and statement by the head of the task force, 16 September 2011).
9 As regards JEREMIE, the European Investment Fund (responsible for the implementation of this initiative), in collaboration with the

Ministry of Development, Competitiveness and Shipping, announced the commencement of the procedure for the submission of proposals
for the selection of intermediate specialised bodies to be involved in the implementation of venture capital investment in the field of
Information and Communication Technologies. The products will be co-financed by the OP “Digital Convergence” and the ROPs
“Macedonia-Thrace” and “Attica” for 2007-2013 (press release of the Ministry of Development, Competitiveness and Shipping, 18 May
2011). 



6 CONCLUSIONS

These five economic policy directions should
be promoted together.

Since mid-2010, the government has proceeded
with the adoption of legislative measures in
these directions. In several cases, markets were

skeptical with those initiatives or ignored them

altogether, because, when put in practice, cer-

tain regulations were distorted so much that

they did not any longer fulfill the purpose for

which they were initially proposed or because

they were tied down to bureaucratic require-

ments that could not be met.
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vate sector involvement. The activation of the “National Contingency Reserve” operational pro-
gramme, which is co-financed by the European Social Fund, will also contribute to the effective
use of Community funds.10

As regards the contribution of Community funds to growth in the medium to long term, it should
be noted that in the post-2013 period total Community transfers to Greece (structural measures
and transfers to the agricultural sector) will be contained and provided under completely differ-
ent terms, as reflected in the proposals of the European Commission for the Community Budget
(CB) for 2014-2050.11 According to these proposals, policy areas will be expanded and funding
rules will be simplified, in order to enhance economic growth. More specifically, and unlike the
current situation, investment may be co-financed not only by the EIB, but also through other fund-
ing resources and tools (risk capital, risk funds, local development funds etc). 

The Common Agricultural Policy (CAP) is of particular interest for Greece. Its main directions
concern: (i) the containment of direct aids and subsidies and the reallocation of funds both among
Member States and at regional level, (ii) placing emphasis on the ecological character of CAP
and (iii) enhancing measures that promote competitiveness and innovation.12

Finally, the cohesion policy13 will focus on less developed areas and Member States of the EU.
Regions with GDP per capita over 90% of the Community average will continue to receive sup-
port for a limited number of priority measures in the context of the “competitiveness” objective
and funding will focus mainly on renewable energy, competitiveness, SMEs and innovation. Coun-
tries with GDP per capita over 90% of the Community average will continue to be eligible for Cohe-
sion Fund financing.

In the context of the cohesion policy, Greece is expected to receive less funds, as the areas that
will be financed under the “convergence” objective are expected to be reduced to three (from the
current eight).14 Overall, Greece’s receipts will depend on the allocation of funds among the regions
of 28 Member States (including Croatia as from 1 January 2014). 

10 See details in Bank of Greece, Annual Report 2010, April 2010, Chapter V, footnote 10; announcement, circular and memo of the Ministry
of Development, Competitiveness and Shipping, 31 July and 29 August 2011. 

11 See European Commission, Communication from the Commission to the European Parliament, the Council, the European Economic
and Social Committee and the Committee of the Regions – A Budget for the Europe 2020 – PART I, and A Budget for the Europe
2020 – PART II: Policy fiches, COM (2011) 500 final, 29 June 2011 and European Commission, “Commission Staff Working Paper”,
SEC (2011) 868 final, 29 June 2011. The European Commission has already approved the overall legislative framework and the specific
regulations for the Community funds with a view to adopting them by end-2012 (see European Commission, press release IP/11/1159,
6 October 2011). 

12 The legal proposals of the European Commission for CAP were announced on 12 October 2011.
13 To ensure interlinking between sources of financing, the European Regional Development Fund (ERDF), the European Social Fund

(ESF), the Cohesion Fund, the European Agricultural Fund for Rural Development and the European Maritime and Fisheries Fund
will be included in a common strategic framework.

14 The final negotiation and allocation of funds will have been completed before end-2012.



Once the policy of structural reforms gains
momentum and the situation of public
finances is reversed, both foreign and domestic
investors will have the opportunity to make
good use of the growth potential of the coun-
try.18 As it has been pointed out in the Annual
Report of April 2011, key sources of growth in
Greece could be large-scale investment in a dif-
ferent energy production and consumption pat-
tern, the enhancement of tourism, a further
development of merchant shipping, the expan-
sion of export-oriented manufacturing branches
(pharmaceutical products, certain metals and
metallic minerals), the development of agri-

cultural production with the processing of farm-
ing and livestock products, the establishment of
Greece as a major hub for the transit of goods
through the country’s ports, as well as the pro-
vision of high-quality healthcare and educa-
tional services to “consumers” from the wider
Balkan and Eastern Mediterranean region.
Recent studies19 have led to similar conclusions. 
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1188 See also Chapter I.12.
1199 See: (1) McKinsey, “Greece 10 years ahead”, which was elaborated

on account of SEV and was presented on 5 September 2011; (2)
Boston Consulting Group, “Supporting investment in the Greek
economy – A foreign investor perspective”, elaborated for the Min-
istry of Regional Development and Competitiveness, May 2011. See
also footnote 14 in Chapter I.
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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), same as its special-term refinancing
operations with a maturity of one mainte-
nance period, as fixed rate tender procedures
with full allotment for as long as necessary

and at least until the end of this year’s ninth
maintenance period on 12 October 2010. Fur-
thermore, the Governing Council also
decided to fix the rate in the last 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 Govern-
ing 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
operations will be set with the aim of ensur-
ing smooth conditions in money markets.

Finally, in order to smooth out the liquidity
effect of the 12-month LTRO conducted in
2009 and maturing on 1 July 2010, the Gov-
erning Council decided to carry out on that
same date an additional six-day fine-tuning
operation, as a fixed rate tender procedure
with full allotment (the fixed rate being the
same 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 also decided to main-
tain beyond the end of 2010 the minimum
credit rating threshold for marketable and
non-marketable assets in the Eurosystem col-
lateral framework at the level in force since
October 2008, i.e. lowered from A- to BBB- on
the basis of Fitch and Standard & Poor’s rat-
ing scale, or to Baa3 on the basis of Moody’s
rating scale.

Furthermore, it was decided that the following
instruments, fist included in the Eurosystem
collateral framework in October 2008, will no
longer be eligible as collateral after the end of
2010: (1) marketable debt instruments denom-
inated in currencies other than the euro, i.e.
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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-regu-
lated markets; and (3) subordinated debt
instruments when they are protected by an
acceptable guarantee.

Finally, the Governing Council announced
that in July 2010 a schedule of graduated val-
uation haircuts will be determined in relation
to the assets rated in the BBB+ to BBB-
range (or equivalent), excluding government
debt instruments. The haircut for government
debt instruments and possible debt instru-
ments issued by central banks rated in the
above range will be calculated as a 5% add-
on over the haircut that would apply to simi-
lar assets with a higher credit quality (in the
AAA to A- range).

3 MAY 2010
The Governing Council of the ECB decided to
suspend the application of the minimum credit
rating threshold (BBB-) in the collateral eli-
gibility requirements for the purposes of the
Eurosystem’s credit operations in the case of
marketable debt instruments issued or guar-
anteed by the Greek government. The
Eurosystem will provide financing against
these instruments regardless of their rating,
given that the economic and financial adjust-
ment programme for the Greek economy has
been assessed by the Governing Council and
found to be appropriate, and the Greek gov-
ernment has strongly committed to fully imple-
ment it.

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
conduct interventions in the euro area public
and private debt securities markets (Securities
Markets Programme) to ensure depth and liq-
uidity in those market segments which are dys-
functional on account of concerns on the fis-
cal condition of some euro area Member
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 Programme.
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:

(i) 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
main refinancing operations (MROs) over the
life of this operation.

(ii) To adopt a fixed-rate tender procedure
with full allotment in the regular 3-month
longer-term refinancing operations (LTROs)
to be allotted at end-May and end-June 2010.

(iii) 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
Eurosystem-eligible collateral and will be car-
ried out as fixed rate tenders with full allot-
ment.

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.
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The Governing Council of the ECB also
decided to adopt a fixed rate tender procedure
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 Decem-
ber 2010 as fixed rate tender procedures with

full allotment. The rates in these 3-month
operations 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
allotment for as long as necessary, and at least
until 18 January 2011. The fixed rate tender
procedure with full allotment will also remain
in use for the special-term refinancing opera-
tions 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.

Finally, the Governing Council decided to
carry out three fine-tuning operations when
the remaining 6-month and 12-month refi-
nancing operations mature: one six-day oper-
ation with announcement, allotment and set-
tlement on 30 September 2010; one six-day
operation with announcement, allotment and
settlement on 11 November 2010; and one 13-
day operation with announcement, allotment
and settlement on 23 December 2010. The
fixed rate tender procedure with full allotment
will also be used in these three operations, the
rate being the same as the MRO rate prevail-
ing 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

4 NOVEMBER 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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2 DECEMBER 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.

It also 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 12 April
2011. This procedure will also remain in use for
the Eurosystem’s 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
the first quarter of 2011. The fixed rate in these
special-term refinancing operations will be the
same as the MRO rate prevailing at the time.
Furthermore, the Governing Council has
decided to conduct the three-month longer-
term refinancing operations (LTROs) to be
allotted at end-January, end-February and
end-March 2011 as fixed rate tender proce-
dures with full allotment. The rates in these
three-month operations will be fixed at the
average rate of the MROs over the life of the
respective LTRO.

21 DECEMBER 2010
The Governing Council of the European Cen-
tral Bank (ECB) has taken a decision, in coor-
dination with other central banks, to extend the
liquidity swap arrangements with the Federal
Reserve up to 1 August 2011, and to continue
to conduct US dollar liquidity-providing oper-
ations with a maturity of seven days. These
Eurosystem operations will continue to take
the form of repurchase operations against eli-
gible collateral and will be carried out as fixed
rate tenders with full allotment. The next US
dollar liquidity-providing operation will be car-
ried out on 22 December 2010, with settlement
on 23 December; by way of exception, how-
ever, it will be conducted as a 14-day operation
to cover the year-end.

13 JANUARY 2011
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.

3 FEBRUARY 2011
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.

3 MARCH 2011
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.

It also 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 12 July
2011. This procedure will also remain in use for
the Eurosystem’s 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
the second quarter of 2011. The fixed rate in
these special-term refinancing operations will
be the same as the MRO rate prevailing at the
time. Furthermore, the Governing Council
decided to conduct the three-month longer-
term refinancing operations (LTROs) to be
allotted at end-April, end-May and end-June
2011 as fixed rate tender procedures with full
allotment. The rates in these three-month
operations will be fixed at the average rate of
the MROs over the life of the respective
LTRO.
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31 MARCH 2011
The Governing Council of the ECB decided to
suspend the application of the minimum credit
rating threshold (BBB-) in the collateral eli-
gibility requirements for the purposes of the
Eurosystem’s credit operations in the case of
marketable debt instruments issued or guar-
anteed by the Irish government. The Irish gov-
ernment is implementing the economic and
financial adjustment programme. The Gov-
erning Council has assessed the programme
positively. The suspension is based on this pos-
itive assessment of the programme, the com-
mitment of the Irish government to fully imple-
ment it and the Irish government’s decisions to
ensure a capital increase of €24 billion, for
four Irish banks, and to deleverage and down-
size the banking sector.

7 APRIL 2011
The Governing Council of the ECB decided
that the interest rate on the main refinancing
operations of the Eurosystem will be increased
by 25 basis points to 1.25%, and that the inter-
est rates on the marginal lending facility and
the deposit facility will be increased by 25 basis
points to 2.00% and 0.50% respectively, with
effect from 13 April 2011.

5 MAY 2011
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 1.25%, 2.00% and
0.50% respectively.

9 JUNE 2011
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 1.25%, 2.00% and
0.50% respectively.

It also 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 11 October
2011. This procedure will also remain in use for
the Eurosystem’s 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
the third quarter of 2011. The fixed rate in
these special-term refinancing operations will
be the same as the MRO rate prevailing at the
time. Furthermore, the Governing Council has
decided to conduct the three-month longer-
term refinancing operations (LTROs) to be
allotted at the end of July, August and Sep-
tember 2011 as fixed rate tender procedures
with full allotment. The rates in these three-
month operations will be fixed at the average
rate of the MROs over the life of the respec-
tive LTRO.

29 JUNE 2011
The Governing Council decided to continue to
conduct US dollar liquidity-providing opera-
tions with a maturity of seven days. These
operations will continue to take the form of
repurchase operations against eligible collat-
eral and will be carried out as fixed rate ten-
ders with full allotment. To this end, the Gov-
erning Council of the ECB has taken a deci-
sion, in coordination with other central banks,
to extend the liquidity swap arrangements with
the Federal Reserve up to 1 August 2012.

7 JULY 2011
The Governing Council of the ECB decided
that the interest rate on the main refinancing
operations of the Eurosystem will be increased
by 25 basis points to 1.50%, starting from the
operation to be settled on 13 July 2011 and the
interest rates on the marginal lending facility
and the deposit facility will be increased by 25
basis points to 2.25% and 0.75% respectively,
with effect from 13 July 2011.
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The Governing Council of the ECB also
decided to suspend the application of the min-
imum credit rating threshold (BBB-) in the col-
lateral eligibility requirements for the purposes
of the Eurosystem’s credit operations in the
case of marketable debt instruments issued or
guaranteed by the Portuguese government.
The Portuguese government has approved an
economic and financial adjustment pro-
gramme. The Governing Council has assessed
the programme and considers it to be appro-
priate, while the Portuguese government is
committed to fully implement it.

4 AUGUST 2011
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 1.50%, 2.25% and
0.75% respectively.

Given the renewed tensions in some financial
markets in the euro area, the Governing Coun-
cil of the ECB also decided to conduct a sup-
plementary liquidity-providing longer-term
refinancing operation (LTRO) with a maturity
of approximately six months on 11 August
2011. The operation will be conducted as a
fixed-rate tender procedure with full allotment.
The rate of the operation will be fixed at the
average rate of the main refinancing opera-
tions (MROs) over the life of the supplemen-
tary LTRO.

The Governing Council also decided to con-
tinue conducting its MROs as fixed rate tender
procedures with full allotment for as long as
necessary and at least until 17 January 2012.
This procedure will also remain in use for the
Eurosystem’s special-term refinancing opera-
tions 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
the fourth quarter of 2011. The fixed rate in
these special-term refinancing operations will
be the same as the MRO rate prevailing at the
time. Furthermore, the Governing Council

decided to conduct the three-month LTROs to
be allotted at the end of October, November
and December 2011 as fixed rate tender pro-
cedures with full allotment. The rates in these
three-month operations will be fixed at the
average rate of the MROs over the life of the
respective LTRO.

8 SEPTEMBER 2011
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 1.50%, 2.25% and
0.75% respectively.

15 SEPTEMBER 2011
The Governing Council of the ECB decided,
in coordination with the Federal Reserve, the
Bank of England, the Bank of Japan and the
Swiss National Bank, to conduct three US
dollar liquidity-providing operations with a
maturity of approximately three months cov-
ering the end of the year. These operations
will be conducted in early October, Novem-
ber and December 2011. These will all take
the form of repurchase operations against
eligible collateral and will be carried out as
fixed rate tender procedures with full allot-
ment.

6 OCTOBER 2011
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 1.50%, 2.25% and
0.75% respectively.

The Governing Council also decided to con-
duct two longer-term refinancing operations
(LTROs), one with a maturity of approxi-
mately 12 months, on 27 October 2011, and the
other with a maturity of approximately 13
months, on 22 December 2011. The operations
will be conducted as fixed-rate tenders with full
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allotment. In both operations, the rate applied
will be fixed at the average of the rates in the
main refinancing operations (MROs) over the
life of the relevant LTRO (371 days and 406
days, respectively), and interest will be paid at
maturity.

The Governing Council also decided to con-
tinue conducting its MROs as fixed rate tender
procedures with full allotment for as long as
necessary and at least until 10 July 2012. This
procedure will also remain in use for the
Eurosystem’s special-term refinancing opera-
tions with a maturity of one maintenance
period, which will continue to be conducted for
as long as necessary and at least until the above
date. The fixed rate in each special-term refi-
nancing operation will be the same as the
MRO rate prevailing at that time. In addition,
the Governing Council decided to conduct the
three-month LTROs due to be allotted at the
end of the months January-June 2012 as fixed-
rate tender procedures with full allotment. In
each of these three-month operations, the rate
applied will be fixed at the average of the rates
in the MROs over the life of the relevant
LTRO.

Finally, the Governing Council also decided to
launch a new covered bond purchase pro-
gramme (CBPP2) involving purchases for an
intended amount of €40 billion. Further details
regarding the modalities of CBPP2 will be
announced after the Governing Council’s
meeting on 3 November 2011.

3 NOVEMBER 2011
The Governing Council of the ECB decided
that the interest rate on the main refinancing
operations of the Eurosystem will be decreased
by 25 basis points to 1.25%, starting from the
operation to be settled on 9 November 2011,
and the interest rates on the marginal lending
facility and the deposit facility will be decreased
by 25 basis points to 2.00% and 0.50% respec-
tively, with effect from 9 November 2011.

The Governing Council also decided upon the
technical modalities of the new covered bond
purchase programme (CBPP2). It decided,
inter alia, the following: the purchases of cov-
ered bonds will be distributed across the euro
area. The counterparties qualified to partici-
pate in the CBPP2 are those eligible for the
Eurosystem’s monetary policy operations,
together with any other counterparties that are
used by the Eurosystem for the investment of
its euro-denominated portfolios. In order to
be qualified for purchase under the pro-
gramme, covered bonds must: be eligible for
use as collateral in Eurosystem credit opera-
tions; have a minimum rating of BBB- or
equivalent from at least one of the major rat-
ing agencies; have a maximum residual matu-
rity of 10.5 years; and have an issue volume of€300 million or more. Furthermore, the Gov-
erning Council decided to make its CBPP2
portfolio available for lending. Lending will be
voluntary and conducted through security
lending facilities offered by central securities
depositories or via matched repo transactions
with eligible counterparties.
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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

(2009=100)

Percentage
change

over
previous

year (2009=100)

Percentage
change

over
previous

year (2009=100)

Percentage
change

over
previous

year (2009=100)

Percentage
change

over
previous

year (2009=100)

Percentage
change

over
previous

year

Source: Calculations based on ELSTAT data.

2007 94.9 2.9 96.4 2.5 92.9 3.5 94.5 2.9 94.6 3.0

2008 98.8 4.2 100.6 4.3 96.5 3.9 97.7 3.4 97.5 3.0

2009 100.0 1.2 100.0 -0.5 100.0 3.6 100.0 2.4 100.0 2.6

2010 104.7 4.7 105.6 5.6 103.6 3.6 103.0 3.0 103.4 3.4

2010 I 101.7 3.0 101.3 2.8 102.2 3.3 100.7 1.7 100.8 2.1

II 105.3 5.2 106.9 6.2 103.3 3.8 103.4 3.3 104.0 3.8

III 105.1 5.5 105.8 6.7 104.2 4.0 103.2 3.7 103.6 4.1

IV 106.7 5.1 108.3 6.6 104.5 3.1 104.7 3.3 105.3 3.6

2011 I 106.5 4.7 107.3 5.9 105.5 3.2 103.2 2.5 103.3 2.5

II 109.0 3.5 111.7 4.5 105.7 2.4 105.2 1.7 105.7 1.6

III 107.6 2.4 108.9 2.9 106.0 1.8 104.0 0.7 104.0 0.3

2009 Jan. 98.7 1.8 98.4 -0.3 99.1 4.5 99.0 3.3 98.8 3.4

Feb. 97.8 1.6 97.0 -0.4 98.8 4.3 97.9 3.2 97.4 3.3

March 99.7 1.3 100.3 -0.8 98.9 4.2 100.0 3.1 99.9 3.2

Apr. 100.0 1.0 100.5 -1.3 99.4 4.2 100.0 2.7 100.0 2.9

May 100.3 0.5 100.8 -1.6 99.5 3.5 100.1 2.1 100.2 2.4

June 100.2 0.5 100.7 -1.5 99.6 3.3 100.1 2.1 100.2 2.3

July 99.5 0.6 99.2 -1.3 99.8 3.1 99.4 2.0 99.3 2.2

Aug. 98.7 0.8 97.7 -1.1 100.1 3.3 98.7 2.1 98.4 2.3

Sept. 100.6 0.7 100.6 -1.2 100.6 3.3 100.7 2.1 100.9 2.3

Oct. 101.1 1.2 101.2 -0.4 101.0 3.4 101.0 2.0 101.2 2.3

Nov. 101.6 2.0 101.9 1.1 101.2 3.2 101.4 2.0 101.6 2.4

Dec. 101.8 2.6 101.6 2.3 102.0 3.1 101.8 2.0 102.1 2.4

2010 Jan. 101.0 2.4 100.3 2.0 102.0 2.9 100.6 1.6 100.7 1.9

Feb. 100.5 2.8 99.3 2.4 102.0 3.3 99.4 1.5 99.2 1.9

March 103.7 3.9 104.4 4.0 102.7 3.8 102.0 2.0 102.4 2.5

Apr. 104.9 4.8 106.2 5.7 103.1 3.7 103.0 2.9 103.4 3.4

May 105.7 5.4 107.5 6.6 103.3 3.8 103.7 3.6 104.2 4.1

June 105.4 5.2 107.0 6.2 103.4 3.9 103.7 3.6 104.3 4.1

July 104.9 5.5 105.6 6.4 104.1 4.3 103.2 3.8 103.6 4.3

Aug. 104.2 5.5 104.2 6.7 104.2 4.0 102.2 3.6 102.4 4.1

Sept. 106.2 5.6 107.6 7.0 104.3 3.6 104.3 3.6 104.9 4.0

Oct. 106.4 5.2 107.8 6.6 104.4 3.4 104.6 3.5 105.2 4.0

Nov. 106.6 4.9 108.2 6.1 104.5 3.3 104.7 3.3 105.4 3.7

Dec. 107.0 5.2 108.9 7.1 104.6 2.6 104.8 3.0 105.4 3.3

2011 Jan. 106.3 5.2 107.1 6.8 105.3 3.2 103.3 2.7 103.4 2.7

Feb. 104.9 4.4 104.4 5.1 105.5 3.5 101.5 2.1 101.3 2.1

March 108.3 4.5 110.5 5.9 105.6 2.8 104.7 2.6 105.1 2.7

Apr. 109.0 3.9 111.6 5.1 105.7 2.5 105.1 2.1 105.5 2.1

May 109.2 3.3 111.9 4.1 105.7 2.3 105.3 1.5 105.7 1.4

June 109.0 3.3 111.5 4.3 105.7 2.2 105.3 1.6 105.7 1.4

July 107.4 2.4 108.8 3.0 105.8 1.7 103.8 0.6 103.7 0.2

Aug. 105.9 1.7 106.1 1.7 105.8 1.6 102.2 0.0 101.9 -0.6

Sept. 109.4 3.1 111.9 3.9 106.4 2.0 106.0 1.6 106.3 1.3

Oct. 109.6 3.0 112.1 3.9 106.4 1.9 106.0 1.4 106.3 1.0
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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.

2007 106.4 3.0 104.2 2.2 109.1 3.7 103.8 2.2

2008 110.9 4.2 108.3 4.0 114.6 5.0 105.9 2.0

2009 112.4 1.3 112.5 3.9 116.5 1.6 106.7 0.8

2010 117.7 4.7 112.7 0.2 122.3 5.0 108.7 1.9

2010 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

IV 119.9 5.1 113.0 2.3 124.8 6.9 111.9 2.6

2011 I 119.4 4.5 115.7 2.7 126.3 8.1 104.9 -0.1

II 122.3 3.3 118.8 4.9 127.0 3.3 111.6 1.1

III 120.7 2.1 114.8 2.5 128.6 3.2 106.2 -1.3

2009 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

2010 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

Oct. 119.5 5.2 112.9 2.3 124.4 6.8 111.9 3.1

Nov. 119.8 4.8 113.1 1.7 125.0 6.9 111.9 2.3

Dec. 120.4 5.2 113.1 2.8 125.1 7.1 112.0 2.3

2011 Jan. 119.2 4.9 113.9 2.7 126.4 8.0 105.7 0.4

Feb. 117.6 4.2 116.1 2.6 126.3 8.0 98.9 -1.9

March 121.4 4.3 117.1 2.8 126.3 8.2 110.2 1.0

Apr. 122.2 3.7 119.0 3.5 126.8 5.4 111.2 1.2

May 122.4 3.1 119.7 5.1 127.1 2.5 111.7 1.0

June 122.2 3.1 117.6 6.1 127.2 2.1 111.8 1.0

July 120.5 2.1 115.5 5.0 127.7 2.4 106.1 -1.4

Aug. 118.8 1.4 114.4 2.0 128.1 2.7 100.5 -3.3

Sept. 122.8 2.9 114.4 0.6 130.0 4.6 112.0 0.7

Oct. 123.0 2.9 115.5 2.3 130.1 4.6 111.9 0.0
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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.

2007 111.8 2.1 106.9 3.7 106.2 3.2

2008 127.2 13.8 111.0 3.8 109.8 3.4

2009 111.8 -12.1 114.6 3.2 112.2 2.2

2010 145.7 30.4 118.1 3.1 115.6 3.0

2010 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

IV 153.1 28.4 119.1 2.6 117.5 3.3

2011 I 164.3 25.5 119.9 2.6 115.7 2.6

II 171.3 15.3 120.0 1.9 118.3 1.9

III 171.4 14.1 120.4 1.4 116.8 0.8

2009 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

2010 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

Oct. 150.0 26.5 118.9 3.1 117.4 3.7

Nov. 151.8 26.2 119.0 2.7 117.5 3.2

Dec. 157.6 32.6 119.3 2.2 117.7 3.0

2011 Jan. 161.2 31.0 119.8 2.6 116.0 2.8

Feb. 162.8 25.9 120.0 2.9 113.7 2.2

March 168.9 20.4 119.9 2.3 117.6 2.8

Apr. 171.8 17.9 120.0 1.9 118.1 2.2

May 171.8 14.3 120.1 2.0 118.3 1.7

June 170.3 13.9 120.1 1.9 118.4 1.6

July 171.4 13.8 120.1 1.2 116.5 0.6

Aug. 171.0 13.9 120.2 1.1 114.6 0.0

Sept. 171.8 14.5 121.0 1.8 119.3 1.9

Oct. 172.8 15.2 120.9 1.7 119.3 1.6



Monetary Policy
Interim Report
2011164

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.

2007 111.7 4.1 115.4 6.3 117.0 2.7 109.4 2.7

2008 123.0 10.0 135.2 17.1 145.8 24.7 116.4 6.4

2009 115.8 -5.8 115.0 -15.0 104.2 -28.6 116.3 -0.1

2010 122.9 6.1 133.1 15.8 137.8 32.3 117.4 0.9

2010 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

III 122.6 4.9 132.5 12.9 136.2 22.7 117.4 0.6

IV 125.0 5.6 137.3 13.8 144.6 24.6 118.4 1.0

2011 I 129.9 7.6 148.2 16.2 167.9 31.2 120.0 2.6

II 132.1 7.1 153.7 13.7 177.8 24.7 120.5 3.0

III 132.6 8.1 154.7 16.8 177.6 30.3 120.7 2.8

2009 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

2010 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

Sept. 123.0 5.3 132.9 14.4 136.3 25.6 117.7 0.4

Oct. 123.2 4.4 132.8 11.0 137.0 20.2 118.0 0.7

Nov. 124.8 5.4 137.1 13.3 142.5 21.6 118.2 1.0

Dec. 126.9 6.9 141.9 17.2 154.2 31.9 118.8 1.2

2011 Jan. 128.1 6.8 144.0 14.5 158.9 27.6 119.5 2.3

Feb. 129.8 8.0 147.8 17.1 166.8 33.1 120.1 2.6

March 131.7 8.2 152.8 17.0 178.0 32.6 120.4 2.9

Apr. 133.3 7.9 156.9 16.2 184.6 29.5 120.5 2.8

May 131.5 7.1 152.0 13.7 174.6 24.7 120.4 3.1

June 131.6 6.3 152.1 11.3 174.1 20.0 120.5 3.1

July 133.0 8.7 156.0 18.0 181.1 33.3 120.6 3.1

Aug. 131.8 7.5 152.5 15.3 173.2 26.8 120.7 2.8

Sept. 133.0 8.1 155.6 17.1 178.5 30.9 120.8 2.6
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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.

2007 108.0 3.0 105.6 2.5 106.9 2.6 105.8 3.0

2008 114.9 6.4 108.9 3.2 114.5 7.1 108.4 2.5

2009 108.0 -6.0 109.4 0.5 112.5 -1.8 108.9 0.5

2010 117.5 8.8 113.9 4.0 120.0 6.6 110.4 1.4

2010 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

III 117.7 7.5 114.2 3.9 120.1 5.2 110.5 1.4

IV 120.2 8.3 115.5 4.3 121.2 5.1 111.2 1.9

2011 I 125.8 10.2 117.6 4.8 126.6 7.4 111.9 2.1

II 127.8 8.4 118.1 4.0 129.2 7.1 112.1 1.8

III 128.7 9.3 118.5 3.8 129.5 7.8 112.1 1.5

2009 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

2010 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

Sept. 118.1 7.8 114.6 3.8 119.7 4.9 110.5 1.4

Oct. 118.4 7.0 114.7 3.6 119.6 4.0 110.9 1.7

Nov. 119.8 7.8 115.5 4.5 121.0 4.6 111.1 1.9

Dec. 122.4 10.0 116.3 4.7 123.0 6.6 111.5 2.2

2011 Jan. 123.7 9.4 116.9 4.6 124.0 6.1 111.7 2.1

Feb. 125.6 10.5 117.7 4.9 126.3 7.6 111.9 2.1

March 128.1 10.6 118.4 4.9 129.4 8.6 112.1 2.0

Apr. 128.5 9.0 117.9 4.0 130.5 8.0 112.1 1.9

May 127.1 8.2 118.1 4.0 128.1 6.5 112.2 1.8

June 127.6 8.0 118.3 4.0 129.0 6.7 112.1 1.6

July 129.3 10.3 118.9 4.6 130.6 8.7 112.2 1.7

Aug. 127.9 8.6 118.5 3.7 128.3 6.4 112.0 1.4

Sept. 128.7 9.0 118.1 3.0 129.6 8.3 112.0 1.4
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Table 5 Employed persons of 15 years and over, by branch of economic activity

(thousands)

Q2 2011

Total employed
persons Salaried employees

Source: ELSTAT, Labour Force Survey.

Total 4,156.3 2,645.9

Agriculture, forestry and fishing 509.8 50.9

Mining and quarrying 10.4 8.7

Manufacturing 417.0 306.4

Electricity, gas, steam and air conditioning supply 22.7 22.2

Water supply, sewerage, waste management and remediation activities 28.1 26.9

Construction 262.2 168.5

Wholesale and retail trade; repair of motor vehicles and motorcycles 772.9 431.0

Transportation and storage 205.5 139.1

Accommodation and food service activities 303.8 173.7

Information and communication 79.5 70.3

Financial and insurance activities 111.9 99.6

Real estate activities 4.5 0.6

Professional, scientific and technical activities 212.4 79.0

Administrative and support service activities 81.7 64.7

Public administration and defence; compulsory social security 365.9 365.9

Education 313.0 287.0

Human health and social work activities 238.7 196.6

Arts, entertainment and recreation 48.4 31.3

Other service activities 87.6 46.7

Activities of households as employers 78.6 74.8

Activities of extraterritorial organisations and bodies 2.0 2.0
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Table 6 Balance of payments

(million euro)

January-August August

2009 2010 2011 2009 2010 2011

Ι CURRENT ACCOUNT BALANCE (Ι.Α+Ι.Β+Ι.C+Ι.D)
Ι.Α TRADE BALANCE (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

Ι.Β SERVICES BALANCE (Ι.Β.1–Ι.Β.2)
Ι.Β.1 Receipts

Travel
Transport
Other services

Ι.Β.2 Payments
Travel
Transport
Other services

Ι.C INCOME BALANCE (Ι.C.1–Ι.C.2)
Ι.C.1 Receipts

Wages, salaries
Interest, dividends, profits

Ι.C.2 Payments
Wages, salaries
Interest, dividends, profits

Ι.D CURRENT TRANSFERS BALANCE (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

ΙΙ CAPITAL TRANSFERS BALANCE (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

ΙΙΙ CURRENT ACCOUNT AND CAPITAL TRANSFERS
BALANCE (I+II)

ΙV FINANCIAL ACCOUNT BALANCE (IV.A+IV.B+IV.C+IV.D)
ΙV.Α DIRECT INVESTMENT 1

By residents abroad
By non-residents in Greece

ΙV.Β PORTFOLIO INVESTMENT 1

Assets
Liabilities

ΙV.C OTHER INVESTMENT 1

Assets
Liabilities
(General government loans)

ΙV.D CHANGE IN RESERVE ASSETS 2

V ERRORS AND OMISSIONS
RESERVE ASSETS 3

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.

-16,149.5 -15,170.8 -13,918.8 -466.9 -198.6 -145.0
-20,596.0 -19,990.2 -18,939.7 -2,277.8 -2,029.5 -2,169.7

-5,131.0 -6,191.3 -7,634.8 -820.0 -724.0 -959.6
-15,464.9 -13,798.9 -11,304.9 -1,457.8 -1,305.6 -1,210.1

-2,441.7 -2,503.7 -2,396.5 -199.9 -227.0 -321.1
-13,023.2 -11,295.1 -8,908.4 -1,257.9 -1,078.6 -889.0
10,013.8 10,694.1 13,180.2 1,236.3 1,358.1 1,834.8

1,978.4 2,994.1 4,126.4 304.2 410.0 621.0
556.8 491.4 588.2 32.3 45.2 37.5

7,478.6 7,208.6 8,465.5 899.8 902.9 1,176.3
30,609.7 30,684.3 32,119.9 3,514.1 3,387.7 4,004.4

7,109.5 9,185.5 11,761.2 1,124.2 1,134.0 1,580.6
2,998.5 2,995.1 2,984.8 232.2 272.2 358.6

20,501.8 18,503.7 17,373.9 2,157.7 1,981.5 2,065.2
9,166.2 9,410.9 9,945.0 2,499.8 2,561.1 2,807.1

18,553.9 19,580.1 19,533.0 3,647.3 3,770.1 3,983.3
7,603.0 7,013.8 7,717.9 2,362.6 2,232.9 2,378.2
9,065.3 10,441.6 9,306.7 1,079.3 1,278.6 1,223.5
1,885.6 2,124.7 2,508.4 205.3 258.6 381.6
9,387.7 10,169.1 9,587.9 1,147.5 1,209.0 1,176.2
1,646.0 1,489.0 1,589.6 286.0 211.2 306.8
4,594.7 5,492.0 4,966.4 534.9 665.4 585.5
3,147.0 3,188.1 3,031.9 326.5 332.3 283.8

-6,225.0 -5,477.3 -5,806.9 -645.4 -571.8 -628.0
3,016.0 2,410.0 2,159.7 306.3 285.1 278.0

204.2 134.3 124.3 21.7 16.0 13.2
2,811.9 2,275.7 2,035.4 284.7 269.1 264.9
9,241.0 7,887.3 7,966.6 951.8 856.9 906.1

267.1 251.5 297.0 30.2 30.6 41.6
8,973.9 7,635.9 7,669.5 921.6 826.3 864.4
1,505.2 885.7 882.8 -43.5 -158.4 -154.5
4,272.5 3,855.5 3,568.8 310.4 228.3 142.2
2,962.4 2,857.7 2,763.4 187.9 125.6 39.2
1,310.1 997.7 805.4 122.5 102.8 102.9
2,767.3 2,969.7 2,686.1 353.9 386.7 296.7
1,821.7 1,905.6 1,721.8 197.0 215.4 171.4

945.6 1,064.1 964.3 157.0 171.4 125.3
1,534.2 787.4 1,144.2 278.0 -13.2 579.9
1,739.5 970.4 1,304.2 303.2 11.7 604.8
1,602.0 885.5 1,236.8 290.8 2.6 591.6

137.5 84.8 67.4 12.5 9.2 13.2
205.4 183.0 160.0 25.2 24.9 24.9

8.9 12.8 8.9 1.0 0.7 0.9
196.5 170.1 151.0 24.3 24.2 24.0

-14,615.3 -14,383.4 -12,774.6 -189.0 -211.7 434.9

15,493.0 15,743.1 13,805.6 -70.1 778.7 26.5
1,187.9 -269.4 -1,408.5 -5.7 -280.2 -119.6

-651.7 -506.3 -1,190.3 -52.0 -124.0 -28.5
1,839.7 236.8 -218.2 46.3 -156.2 -91.1

21,085.0 -18,077.9 -11,266.8 -2,654.5 -11,880.2 -1,863.8
-8,708.9 9,637.3 9,490.6 -6,161.8 387.1 4,095.2
29,794.0 -27,715.2 -20,757.4 3,507.3 -12,267.2 -5,959.0
-6,758.0 33,989.4 26,475.9 2,598.0 12,935.1 1,981.8

-13,271.2 -4,342.1 -2,011.9 2,472.9 11,731.0 1,520.5
6,513.2 38,331.5 28,487.8 125.2 1,204.1 461.4

-1,859.5 18,521.3 32,069.0 -30.3 -329.6 -87.9
-22.0 101.0 5.0 -8.0 4.0 28.0

-877.6 -1,359.7 -1,031.1 259.1 -567.0 -461.4
3,348.0 4,624.0 4,723.0
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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 excluding non-residents’ holdings of money market fund shares/units and debt securities of up to two years.

2006 578.4 3,107.1 3,685.5 1,404.9 1,554.1 6,644.5 267.4 636.2 196.0 7,744.1

2007 625.6 3,202.4 3,827.9 1,969.3 1,540.5 7,337.8 307.6 685.9 312.2 8,643.4

2008 711.8 3,279.1 3,990.9 2,477.8 1,568.1 8,036.8 346.5 749.2 266.1 9,398.4

2009 757.5 3,738.1 4,495.7 1,896.8 1,804.8 8,197.3 334.3 668.4 131.8 9,331.4

2010 793.6 3,901.2 4,694.8 1,785.1 1,914.9 8,394.8 433.8 570.4 121.2 9,520.0

2009 Jan. 716.7 3,370.8 4,087.5 2,392.7 1,596.9 8,077.0 335.3 766.2 216.2 9,394.5

Feb. 721.7 3,407.6 4,129.3 2,355.0 1,621.4 8,105.7 335.9 778.6 214.3 9,434.2

March 725.9 3,413.8 4,139.7 2,311.6 1,642.0 8,093.2 342.0 781.4 193.8 9,410.2

Apr. 729.0 3,456.8 4,185.8 2,297.8 1,665.4 8,149.0 331.3 772.8 205.2 9,458.1

May 729.7 3,474.9 4,204.6 2,254.4 1,684.2 8,143.1 326.1 757.7 197.7 9,424.3

June 732.9 3,521.8 4,254.7 2,204.0 1,701.1 8,159.8 337.3 745.3 181.2 9,423.4

July 734.6 3,588.5 4,323.1 2,143.4 1,724.6 8,191.1 328.7 752.5 170.4 9,442.4

Aug. 740.9 3,619.7 4,360.5 2,087.4 1,742.9 8,190.8 315.2 746.8 155.8 9,408.3

Sept. 745.8 3,657.1 4,403.0 2,026.3 1,760.2 8,189.5 326.5 746.1 147.8 9,409.6

Oct. 747.9 3,713.7 4,461.6 1,963.6 1,780.6 8,205.7 301.0 741.8 138.4 9,386.6

Nov. 753.4 3,715.2 4,468.7 1,916.8 1,790.1 8,175.6 312.2 721.8 133.5 9,342.8

Dec. 757.5 3,738.1 4,495.7 1,896.8 1,804.8 8,197.3 334.3 668.4 131.8 9,331.4

2010 Jan. 761.1 3,771.1 4,532.2 1,854.5 1,816.8 8,203.5 320.5 657.5 131.4 9,312.8

Feb. 765.4 3,792.1 4,557.5 1,838.2 1,827.1 8,222.8 331.6 642.3 124.9 9,321.6

March 774.5 3,797.5 4,571.9 1,820.5 1,836.4 8,228.8 345.5 628.7 134.1 9,337.0

Apr. 769.8 3,854.9 4,624.7 1,789.0 1,843.6 8,257.3 354.9 627.1 134.4 9,373.5

May 778.9 3,872.7 4,651.6 1,794.3 1,849.1 8,295.0 358.9 618.7 129.1 9,401.5

June 783.1 3,886.1 4,669.2 1,793.6 1,855.1 8,317.9 394.0 608.4 123.1 9,443.2

July 782.8 3,907.6 4,690.4 1,785.3 1,867.0 8,342.7 390.2 592.2 126.9 9,451.7

Aug. 790.0 3,917.8 4,707.8 1,794.2 1,883.5 8,385.5 391.2 597.1 126.5 9,500.0

Sept. 790.6 3,890.1 4,680.7 1,795.1 1,897.5 8,373.3 400.1 593.5 128.4 9,495.3

Oct. 791.8 3,892.9 4,684.6 1,804.3 1,908.6 8,397.6 377.3 579.4 122.6 9,476.9

Nov. 795.9 3,889.5 4,685.4 1,795.7 1,917.7 8,398.9 431.4 585.3 119.6 9,535.2

Dec. 793.6 3,901.2 4,694.8 1,785.1 1,914.9 8,394.8 433.8 570.4 121.2 9,520.0

2011 Jan. 802.6 3,881.2 4,683.8 1,807.9 1,916.3 8,408.0 408.4 575.2 127.4 9,518.8

Feb. 804.8 3,886.6 4,691.4 1,820.3 1,918.2 8,430.0 441.3 573.9 125.6 9,570.7

March 802.7 3,907.0 4,709.7 1,821.6 1,922.1 8,453.4 410.2 568.6 153.6 9,585.6

Apr. 802.5 3,894.8 4,697.3 1,827.4 1,923.3 8,448.0 418.4 563.7 157.7 9,587.6

May 812.5 3,889.4 4,702.0 1,852.4 1,933.9 8,488.4 457.3 556.3 158.1 9,659.9

June 815.4 3,900.3 4,715.7 1,844.6 1,937.8 8,498.1 441.2 550.8 171.6 9,661.5

July 816.3 3,913.8 4,730.1 1,849.6 1,944.1 8,523.7 455.7 535.3 174.2 9,688.7

Aug. 825.4 3,954.1 4,779.5 1,849.9 1,953.4 8,582.8 499.8 546.4 172.2 9,801.1

Sept. 832.3 3,948.3 4,780.6 1,865.2 1,959.2 8,605.1 508.7 552.7 182.7 9,849.1
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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.

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)

2006 100,108 26,030 74,078 69,301 2,965 1,568 5,808 490 180,240 13,377

2007 98,837 28,290 70,547 97,548 2,261 703 7,918 -1,587 205,680 14,247

2008 90,599 25,916 64,683 137,828 1,882 378 2,266 2,126 235,079 16,318

2009 103,165 31,057 72,109 134,003 3,141 189 1,539 -69 241,968 19,122

2010 90,831 26,977 63,854 117,623 3,015 87 935 6 212,497 20,383

2009 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

2010 Jan. 100,503 28,653 71,850 131,480 3,214 174 1,500 -75 236,796 18,859

Feb. 99,125 27,983 71,142 128,957 3,138 149 1,306 -73 232,602 19,022

March 98,051 27,253 70,798 127,505 2,918 169 1,167 -75 229,735 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 68,625 121,702 2,872 123 966 -17 221,205 19,376

June 96,283 28,877 67,406 119,794 3,531 105 894 -7 220,600 19,640

July 93,401 26,700 66,701 118,021 3,290 138 894 2 215,746 19,839

Aug. 92,649 26,362 66,287 119,596 3,267 128 899 1 216,540 19,732

Sept. 92,831 27,906 64,925 119,522 3,031 110 935 2 216,431 19,719

Oct. 91,462 26,499 64,963 119,480 3,015 113 856 -2 214,924 19,768

Nov. 89,981 26,837 63,144 118,568 3,104 106 853 1 212,613 19,927

Dec. 90,831 26,977 63,854 117,623 3,015 87 935 6 212,497 20,383

2011 Jan. 89,282 26,331 62,951 115,593 2,959 84 952 5 208,875 19,930

Feb. 87,613 25,770 61,843 115,362 2,887 102 995 5 206,964 19,952

March 85,280 25,807 59,473 114,097 2,805 99 981 5 203,267 19,951

Apr. 84,482 25,009 59,473 112,744 2,768 78 979 4 201,055 20,266

May 83,469 25,510 57,959 109,074 2,780 118 922 4 196,367 20,211

June 83,007 26,121 56,886 105,767 2,721 71 832 3 192,401 20,417

July 80,568 24,515 56,053 107,060 2,654 73 788 2 191,145 20,359

Aug. 80,551 24,526 56,025 108,410 2,617 88 806 2 192,474 20,463

Sept. 77,476 23,745 53,731 106,050 2,623 78 752 2 186,981 20,702
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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.

2006 173,374 151,324 22,050 23,528 77,858 71,988

2007 197,238 173,498 23,740 25,019 73,562 98,657

2008 227,253 200,638 26,615 21,827 67,328 138,098

2009 237,341 217,257 20,084 26,140 75,811 135,390

2010 209,521 191,988 17,533 22,865 66,706 119,951

2009 Jan. 228,583 200,338 28,245 20,685 65,526 142,372

Feb. 229,143 201,132 28,011 20,836 65,570 142,737

March 230,083 205,505 24,578 20,752 66,557 142,774

Apr. 233,790 209,556 24,234 22,931 69,222 141,637

May 232,038 208,326 23,712 21,710 69,329 140,999

June 237,271 214,272 23,000 24,862 71,094 141,315

July 234,286 211,619 22,667 23,697 72,080 138,509

Aug. 236,163 212,690 23,473 24,548 72,881 138,734

Sept. 237,594 214,978 22,616 24,684 73,232 139,678

Oct. 235,272 213,535 21,737 24,099 73,104 138,069

Nov. 234,261 213,057 21,204 25,349 72,720 136,192

Dec. 237,341 217,257 20,084 26,140 75,811 135,390

2010 Jan. 232,889 212,593 20,296 24,210 75,628 133,051

Feb. 229,685 210,105 19,580 23,797 74,853 131,035

March 227,649 209,164 18,485 23,494 74,292 129,863

Apr. 222,577 204,905 17,672 23,353 72,943 126,280

May 220,106 201,634 18,472 23,058 72,069 124,979

June 216,766 197,432 19,334 24,374 70,595 121,797

July 212,253 194,139 18,114 22,525 69,797 119,932

Aug. 213,003 194,153 18,850 22,217 69,371 121,415

Sept. 212,903 195,238 17,665 23,619 67,785 121,499

Oct. 211,515 194,029 17,486 22,398 67,813 121,303

Nov. 209,128 190,743 18,385 22,524 66,082 120,522

Dec. 209,521 191,988 17,533 22,865 66,706 119,951

2011 Jan. 205,438 188,543 16,895 22,063 65,552 117,823

Feb. 202,815 186,494 16,321 21,057 64,428 117,330

March 199,086 183,277 15,809 20,829 62,102 116,156

Apr. 196,678 181,243 15,435 20,098 62,080 114,499

May 191,815 176,699 15,116 20,333 60,569 110,914

June 188,108 174,095 14,013 21,071 59,446 107,592

July 187,143 173,435 13,708 19,941 58,552 108,649

Aug. 188,574 174,786 13,788 20,211 58,493 109,870

Sept. 183,128 169,563 13,565 19,615 56,210 107,304
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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).

2007 3.87 4.08 4.28 4.35 4.41 4.45

2008 3.87 4.28 4.64 4.73 4.76 4.83

2009 0.71 0.89 1.22 1.43 1.54 1.61

2010 0.44 0.57 0.81 1.08 1.22 1.35

2009 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

2010 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

Oct. 0.70 0.78 1.00 1.22 1.36 1.50

Nov. 0.59 0.83 1.04 1.27 1.41 1.54

Dec. 0.50 0.81 1.02 1.25 1.39 1.53

2011 Jan. 0.66 0.79 1.02 1.25 1.41 1.55

Feb. 0.71 0.89 1.09 1.35 1.54 1.71

March 0.66 0.90 1.18 1.48 1.72 1.92

Apr. 0.97 1.13 1.32 1.62 1.86 2.09

May 1.03 1.24 1.43 1.71 1.93 2.15

June 1.12 1.28 1.49 1.75 1.95 2.14

July 1.01 1.42 1.60 1.82 1.99 2.18

Aug. 0.91 1.37 1.55 1.75 1.92 2.10

Sept. 1.01 1.35 1.54 1.74 1.90 2.07

Oct. 0.96 1.36 1.58 1.78 1.94 2.11
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Source: Bank of Greece.

Period 3-year 5-year 7-year 10-year 15-year 20-year 30-year

2006 3.58 3.72 3.87 4.07 4.16 4.42

2007 4.21 4.30 4.34 4.50 4.67 4.81

2008 4.27 4.51 4.54 4.80 5.18 5.30

2009 3.12 4.22 4.49 5.17 5.61 5.83

2010 9.39 9.34 9.51 9.09 8.89 8.07

2009 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

2010 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

Oct. 9.64 9.64 10.13 9.57 9.41 8.39

Nov. 13.08 12.27 12.91 11.52 10.35 9.13

Dec. 13.75 12.89 13.66 12.01 10.75 9.15

2011 Jan. 13.78 12.94 13.32 11.73 10.58 8.89

Feb. 13.40 13.04 13.18 11.40 10.14 8.64

March 15.33 15.49 14.37 12.44 10.57 8.87

Apr. 19.11 18.04 16.30 13.86 11.27 9.40

May 24.28 20.87 17.86 15.94 13.19 10.52

June 26.48 22.83 19.04 16.69 13.97 11.54

July 28.96 24.37 19.66 16.15 13.73 10.98

Aug. 26.74 24.43 19.68 15.90 13.19 10.06

Sept. 31.51 28.88 22.27 17.78 13.97 10.08

Oct. 34.61 29.53 22.59 18.04 14.16 11.00
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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.

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

2006 179,452 93,576 3,185 19,515 23,712 4,800 42,364 - 85,877 57,145 26,597 2,135

2007 215,405 111,289 3,304 21,488 27,672 5,883 52,942 - 104,116 69,363 31,942 2,811

2008 249,661 132,458 3,856 24,873 32,985 7,032 63,713 - 117,203 77,700 36,435 3,068

2009 249,677 130,043 3,962 22,790 33,519 7,358 62,413 - 119,635 80,559 36,044 3,032

2010 257,846 123,244 2,060 24,269 25,355 7,355 64,205 16,483 118,119 80,507 35,081 2,532

2009 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. 251,528 132,583 3,987 23,886 33,454 7,172 64,084 - 118,945 79,670 36,329 2,946

Nov. 251,848 132,746 4,028 23,892 33,207 7,249 64,370 - 119,103 79,958 36,166 2,978

Dec. 249,677 130,043 3,962 22,790 33,519 7,358 62,413 - 119,635 80,559 36,044 3,032

2010 Jan. 250,167 130,611 4,076 22,964 33,408 7,428 62,736 - 119,556 80,704 35,875 2,977

Feb. 251,173 131,521 4,063 23,031 33,183 7,512 63,732 119,652 80,878 35,791 2,984

March 251,062 131,393 3,987 23,042 33,203 7,639 63,522 - 119,669 81,173 35,489 3,007

Apr. 250,983 131,530 4,014 22,999 33,104 7,665 63,748 - 119,453 81,125 35,327 3,002

May 252,072 132,718 4,012 23,060 33,088 7,640 64,919 - 119,353 81,110 35,193 3,050

June 260,352 126,525 2,200 25,423 26,724 7,380 64,797 13,904 119,924 81,430 36,292 2,202

July 258,943 125,529 2,189 24,991 26,718 7,345 64,286 13,929 119,485 81,334 35,960 2,192

Aug. 258,776 125,452 2,191 24,662 26,633 7,349 64,617 13,812 119,512 81,450 35,898 2,163

Sept. 258,476 123,543 2,155 24,471 25,873 7,274 63,771 15,618 119,316 81,201 35,834 2,281

Oct. 257,256 122,772 2,051 24,687 25,663 7,244 63,127 16,429 118,055 80,033 35,621 2,401

Nov. 258,023 123,361 2,052 24,540 25,607 7,295 63,866 16,444 118,217 80,302 35,443 2,472

Dec. 257,846 123,244 2,060 24,269 25,355 7,355 64,205 16,483 118,119 80,507 35,081 2,532

2011 Jan. 256,852 122,894 2,064 24,658 25,125 7,301 63,747 16,465 117,493 80,128 34,884 2,480

Feb. 256,737 122,999 2,057 24,698 25,134 7,283 63,828 16,450 117,288 80,028 34,702 2,558

March 255,374 122,173 2,124 24,854 25,407 7,404 62,383 16,355 116,846 79,823 34,454 2,569

Apr. 253,703 121,175 2,119 25,115 25,279 7,197 61,464 16,170 116,358 79,718 34,060 2,580

May 253,193 120,934 2,077 24,918 25,266 7,182 61,492 16,032 116,227 79,794 33,811 2,622

June 253,486 121,372 2,031 24,862 25,245 7,224 62,009 16,027 116,088 79,800 33,598 2,690

July 254,242 122,287 2,032 25,526 25,149 7,224 62,357 16,004 115,951 79,936 33,241 2,773

Aug. 252,484 121,352 2,002 25,096 24,661 7,133 62,461 15,846 115,286 79,575 33,885 1,826

Sept. 252,947 122,680 2,024 23,907 25,678 7,282 63,789 15,713 114,554 79,170 33,680 1,704
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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.
n.p.: Not published for reasons of confidentiality.
1 Weighted average of the current account rate and the savings deposit rate.
2 End-of-month interest rate.

2006 1.02 0.98 2.86 0.79 2.81 2.67

2007 1.22 1.14 3.95 1.03 3.94 3.70

2008 1.26 1.17 4.87 1.09 4.48 3.93

2009 0.63 0.56 2.74 0.50 1.65 0.68

2010 0.43 0.38 3.26 0.35 2.53 n.p.

2009 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

2010 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 n.p.

July 0.43 0.38 3.71 0.31 3.40 n.p.

Aug. 0.43 0.38 3.66 0.32 3.14 n.p.

Sept. 0.43 0.38 3.61 0.33 2.98 n.p.

Oct. 0.44 0.38 3.68 0.34 2.98 n.p.

Nov. 0.44 0.38 3.65 0.35 3.27 n.p.

Dec. 0.44 0.38 3.68 0.36 3.29 1.92

2011 Jan. 0.44 0.38 3.74 0.34 3.40 n.p.

Feb. 0.44 0.38 3.75 0.34 3.23 2.26

March 0.45 0.39 3.76 0.41 3.39 2.45

Apr. 0.46 0.39 3.88 0.38 3.56 2.94

May 0.46 0.40 3.95 0.35 3.52 n.p.

June 0.47 0.41 4.10 0.42 3.38 n.p.

July 0.47 0.40 4.29 0.45 3.82 3.00

Aug. 0.47 0.40 4.31 0.44 3.54 3.23

Sept. 0.47 0.41 4.37 0.43 3.65 2.93
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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. As of June 2010, loans to sole proprietors are presented separately and are no longer included in credit to enterprises.
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.

2006 13.45 7.89 8.57 4.24 4.30 7.18 5.76 4.37

2007 14.09 7.70 8.46 4.57 4.46 7.54 6.57 5.32

2008 14.80 8.65 8.96 5.10 4.81 7.61 6.82 5.71

2009 14.39 8.59 9.33 3.52 3.94 6.07 4.62 3.52

2010 14.18 9.79 9.53 3.42 3.67 6.25 5.53 4.27

2009 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

2010 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 9.07 7.43 5.94 5.47 3.89

July 14.29 10.88 9.79 3.54 3.78 9.19 6.84 6.25 5.74 4.73

Aug. 14.31 10.92 9.86 3.67 3.89 9.23 7.87 6.48 5.87 4.51

Sept. 14.33 10.40 9.75 3.54 3.74 9.21 7.63 6.45 5.86 5.28

Oct. 14.29 10.65 9.87 3.72 3.92 9.43 8.07 6.56 5.94 5.32

Nov. 14.41 10.57 9.82 3.67 3.83 9.47 7.99 6.62 6.14 4.94

Dec. 14.40 10.27 9.68 3.65 3.79 9.57 7.83 6.79 6.34 4.98

2011 Jan. 14.59 10.73 9.84 3.93 4.05 9.58 8.27 6.81 6.14 4.89

Feb. 14.64 10.44 9.88 3.91 4.04 9.72 8.40 6.90 6.23 5.37

March 14.70 9.74 9.52 4.04 4.17 9.78 8.59 7.05 6.46 5.39

Apr. 14.74 10.65 10.15 4.25 4.32 9.91 8.63 7.26 6.46 5.55

May 14.89 10.48 10.22 4.26 4.33 9.98 8.86 7.34 6.59 5.48

June 14.94 10.47 10.23 4.23 4.32 10.10 8.62 7.59 6.76 5.56

July 15.06 11.03 10.45 4.44 4.52 10.19 8.74 7.65 6.85 5.76

Aug. 15.24 10.77 10.55 4.54 4.57 10.35 9.14 7.76 6.92 5.88

Sept. 15.26 9.70 9.95 4.49 4.51 10.44 8.93 7.91 7.12 6.04

Period

Loans to individuals and
private non-profit institutions1

Loans to
sole proprietors1

Loans to non-financial
corporations1

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

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
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