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AAfftteerr  ccoonnssiiddeerraabbllee  ddeellaayyss  aanndd  mmuucchh  uunncceerrttaaiinnttyy,,
GGrreeeeccee  nnooww  ffaacceess  ffrreesshh  cciirrccuummssttaanncceess  tthhaatt  aallllooww
aa  nneeww  ssttaarrtt  ffoorr  tthhee  eeccoonnoommyy.. In previous
months, a drawn-out election period with two
elections held up policy implementation
already under way, sparked uncertainty and
rekindled speculation about a Greek exit from
the euro area. The coalition government that
was formed after the elections undertook the
task of turning this adverse climate around and
getting the economic adjustment programme
back on track. 

A first substantial step in this direction was the
adoption of Law 4093 on 7 November, whereby
Greece fulfils commitments made under the
Memorandum of Understanding of February
2012 (Law 4046/2012) – commitments which,
in many cases, should have already been
implemented. Law 4093 also introduces new
measures envisaged in the Medium-Term
Fiscal Strategy (MTFS) framework 2013-2016.

At the same time, the Budget for 2013, passed
by Parliament on 11 November, incorporates
a large part of the fiscal measures that cover
the entire 2013-2016 period and provides for
the attainment of a small primary surplus in
2013 at general government level. 

Finally, the adoption of measures for the
effective implementation of what had been
decided was completed on 19 November,
through Legislative Content Acts. 

Thus, all the conditions of the loan agreement
have been met, sending a clear message that
Greece has fully delivered on its part of the
agreement. This was expressly acknowledged by
the Eurogroup on 20 November and again on
26-27 November, when procedures for the
disbursement of €34.4 billion by mid-December
2012 and of an additional €9.3 billion within the
first quarter of 2013 were set in motion and a
decision was taken to adopt various measures
that reduce Greece’s debt burden. These
measures aim to ensure that the debt-to-GDP
ratio will fall to 175% by 2016, 124% by 2020
and to substantially below 110% by 2022. 

These developments are positive and create
plausible expectations of a recovery of the
Greek economy, perhaps even earlier than
currently projected. TThhiiss  oouuttccoommee,,  hhoowweevveerr,,
hhiinnggeess  uuppoonn  aa  ccoonnssiisstteenntt  aanndd  rriiggoorroouuss
iimmpplleemmeennttaattiioonn  ooff  aallll  tthhee  mmeeaassuurreess  lleeggiissllaatteedd,,
ttooggeetthheerr  wwiitthh  ppoolliicciieess  tthhaatt  wwiillll  ssppeeeedd  uupp  tthhee
oonnsseett  ooff  rreeccoovveerryy,,  iinncclluuddiinngg  aa  bbrrooaaddeerr
pprrooggrraammmmee  ooff  ssttrruuccttuurraall  rreeffoorrmmss.. Any delays
like in the past will push the recovery back,
with consequences that will be far more severe
than anything that has so far happened. 

***

TThhee  gglloobbaall  eeccoonnoommiicc  eennvviirroonnmmeenntt  iiss  aaddvveerrssee..
GDP growth across the world in 2012 has been
slowing. In the euro area, GDP is expected to
contract by 0.4% this year, while projections for
2013 point to only a marginal recovery in the
euro area in the face of a very limited pick-up in
global GDP growth. The estimated slowdown in
Germany, from 3.0% in 2011 to 0.8% in 2012
and 2013, is a matter of concern. Heightened
uncertainty in the European Union, the prospect
of a “fiscal cliff” in the US and the weakening
dynamics in emerging economies are far from
ideal for the Greek economy to increase its
openness – but they imply that Greece has to
persevere in its effort with increased vigour.

AAtt  tthhee  ssaammee  ttiimmee,,  tthhoouugghh,,  tthheerree  aarree  ssoommee
ppoossiittiivvee  ddeevveellooppmmeennttss..  FFoorr  ttwwoo  aanndd  aa  hhaallff  yyeeaarrss
nnooww,,  tthhee  iinnssttiittuuttiioonnaall  ssttrruuccttuurree  ooff  tthhee  EEUU  aanndd
tthhee  eeuurroo  aarreeaa  iiss  bbeeiinngg  rreesshhaappeedd..  IInn  aaddddiittiioonn,,  tthhee
EEuurroossyysstteemm’’ss  iinntteerrvveennttiioonnss  iinn  tthhee  ccoonntteexxtt  ooff  tthhee
ssiinnggllee  mmoonneettaarryy  ppoolliiccyy  hhaavvee  mmiittiiggaatteedd  tthhee
aaddvveerrssee  iimmppaacctt  ooff  tthhee  ccrriissiiss  oonn  tthhee  eeccoonnoommiieess  ooff
eeuurroo  aarreeaa  ccoouunnttrriieess.. The following should be
mentioned as regards the Eurosystem’s
interventions: 

− The reduction in key interest rates has a
favourable effect on the cost of Greek banks’
refinancing by the Bank of Greece.

− Refinancing operations with full-allotment
help in enhancing liquidity also of Greek
banks.
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− The establishment by the ECB in September
2012 of the possibility for the Eurosystem to
conduct outright purchases of short-term
government bonds of unlimited value from the
secondary market shall contribute to ensuring
similar financing conditions in all members,
while Greece will be able to benefit directly
when it gains access to the international
markets of medium and long-term government
bonds. 

Among the changes at the EU level, it is
particularly important to mention the steps
towards the creation of a banking union,
planned to incorporate banking supervision at
European level and unified frameworks for
deposit guarantees and bank resolution. 

TThhee  cchhaannggeess  uunnddeerrwwaayy  iinn  tthhee  EEUU  ccaallll  ffoorr
GGrreeeeccee’’ss  aaccttiivvee  iinnvvoollvveemmeenntt.. Decisions on the
new architecture will be of relevance to Greece
and will decisively deal with the problems
brought to light by the crisis. Greece must
therefore be actively involved in the process, on
a par with its euro area partners, and
participate in decision-making that will
determine our own future as well. Nevertheless,
Greece must fully meet its obligations and
become, the soonest possible, part of the
solution rather than the problem in Europe.

***

MMaaccrrooeeccoonnoommiicc  ddeevveellooppmmeennttss  iinn  GGrreeeeccee  oovveerr
rreecceenntt  yyeeaarrss  hhaavvee  bbeeeenn  ppaarrttiiccuullaarrllyy  aaddvveerrssee  aanndd
hhaavvee  llaarrggeellyy  ccoonnttrriibbuutteedd  ttoo  tthhee  mmiissssiinngg  ooff  tthhee
ttaarrggeettss  sseett  iinn  tthhee  eeccoonnoommiicc  aaddjjuussttmmeenntt
pprrooggrraammmmee  aanndd  ttoo  tthhee  ppeessssiimmiissttiicc  pprroojjeeccttiioonnss  ffoorr
ddeebbtt  ddyynnaammiiccss.. The trough was in 2011, with
GDP contracting by as much as 7.1%, after
declines of 4.9% in 2010, 3.1% in 2009 and
0.2% in 2008. Based on plausible assumptions
about the implementation of the adjustment
programme, the Bank of Greece projects that
GDP will decrease by slightly more than 6% in
2012 and by 4-4.5% in 2013. Positive growth
will be witnessed in the course of 2014. This
means that the cumulative decline in GDP over
the past five years (2008-2012) will have

reached 20% and may come close to 23.5% in
the six-year period 2008-2013. Meanwhile, the
cumulative decline in total and dependent
employment over the past four years (2009-
2012) has exceeded 16% and 17.5%,
respectively. The unemployment rate has shot
up from 7.6% in 2008 to 17.7% in 2011 and to
slightly above 23.5% in 2012 (year averages);
it is estimated that it may rise further and
exceed 26% in 2013 and 2014.

A recession of this intensity and duration is
unprecedented in Greece’s peacetime history
and has taken a heavy toll not only on incomes,
but also on potential output and social
cohesion, as the lack of investment coupled
with prolonged unemployment result in
depreciation of physical and human capital.
The recession hampers fiscal adjustment by
reducing government revenue and increasing
social spending; it also causes banks’ deposit
base to shrink (thereby reducing their
capacity to extend credit) and creates a
negative climate towards the acceptance of
structural reforms and ultimately worsens the
debt-to-GDP ratio. 

***

The main causes of this deep and protracted
recession are ffiissccaall  ccoonnttrraaccttiioonn,,  hheessiittaannccee  iinn
uunnddeerrttaakkiinngg  rreeffoorrmmss,,  hheeiigghhtteenneedd  uunncceerrttaaiinnttyy  aanndd
ttiigghhtt  ffiinnaanncciiaall  ccoonnddiittiioonnss. First and foremost,
the recession reflects a slump in domestic
demand, which was the main driver of growth
up until 2008. This slump was a consequence
of the imperative fiscal consolidation and its
stronger-than-foreseen effect on output
coupled with a severe deterioration in
financial conditions and a contraction of credit
to the private sector caused by the uncertainty
perpetuated by the sovereign debt crisis. At the
same time, the depth of the recession can also
be explained by delays in legislating and, more
importantly, implementing structural reforms,
which ―by improving market functioning―
would have boosted business investment,
thereby partly offsetting the contractionary
effects of fiscal adjustment.
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***

While the reduced ability of the banking system
to finance real economic activity by extending
credit to firms and households has
compounded the recession, liquidity constraints
also have longer-term repercussions. They are
hampering the transfer of resources to export-
oriented activities, which is key to achieving
sustainable growth.

LLiiqquuiiddiittyy  ccoonnssttrraaiinnttss  aaffffeeccttiinngg  tthhee  rreeaall  eeccoonnoommyy
aanndd  ddiiffffiiccuullttiieess  iinn  aacccceessssiinngg  bbaannkk  ccrreeddiitt  wwoouulldd
hhaavvee  bbeeeenn  ffaarr  mmoorree  sseevveerree  wwiitthhoouutt  tthhee  rreeccoouurrssee
ttoo  EEuurroossyysstteemm  mmoonneettaarryy  ppoolliiccyy  ooppeerraattiioonnss  aanndd
wwiitthhoouutt  ssuuppppoorrtt  ffrroomm  tthhee  BBaannkk  ooff  GGrreeeeccee.. The
extensive liquidity support provided by the
Bank of Greece and the Eurosystem has
contributed to containing the rate of decline
in credit to firms and households below that
of nominal GDP and certainly well below that
of the rate at which banks’ deposit base has
contracted. To this extent, the Bank of
Greece, as a member of the Eurosystem, has
helped to mitigate the adverse effects of the
debt crisis and the fiscal adjustment on
economic activity.

Furthermore, through its enhanced supervision
of credit institutions, the Bank of Greece has
succeeded in safeguarding financial stability, at
a time when the undermining of financial
stability could very well have triggered mass
deposit withdrawals and a collapse of the
economy.

***

Despite the significant shortcomings and
problems pointed out in the present report,
substantial progress has been made over the
past few years. However, this progress has been
uneven, as fiscal consolidation has been
relatively rapid, whereas structural reforms
have lagged behind. More specifically:

− TThhee  ffiissccaall  ccoonnssoolliiddaattiioonn  ooff  tthhee  ppaasstt  ffeeww  yyeeaarrss
hhaass  rreessuulltteedd  iinn  aa  ssiiggnniiffiiccaanntt  rreeiinniinngg--iinn  ooff  ffiissccaall
ddeeffiicciittss..

The general government deficit on a national
accounts basis decreased from 15.6% of GDP
in 2009 to 9.4% in 2011 and is expected to fall
considerably further this year (to 6.6% of
GDP) according to the Introductory Report of
the 2013 Budget. 

Even more remarkable is the decrease in the
primary deficit, which ―from 10.5% of GDP
in 2009― was reduced to 2.3% in 2011 and is
expected to reach 1.2% of GDP (again
according to the Introductory Report of the
2013 Budget). 

Progress with fiscal consolidation would have
been even faster, if the economy had not been
in a deep and protracted recession. Indicatively,
had nominal GDP remained at 2008 levels, the
estimated public debt-to-GDP ratio in 2012
would have been some 30 percentage points
lower.

− IItt  iiss  eessttiimmaatteedd  tthhaatt,,  iinn  tthhee  tthhrreeee--yyeeaarr  ppeerriioodd
22001100--22001122,,  aa  llaarrggee  ppaarrtt  ((7722%%))  ooff  tthhee  lloossss  iinn
iinntteerrnnaattiioonnaall  ccoosstt  ccoommppeettiittiivveenneessss  iinnccuurrrreedd
dduurriinngg  tthhee  nniinnee  yyeeaarrss  22000011--22000099  hhaass  bbeeeenn
rreeccoouuppeedd..  TThhiiss  iiss  aallrreeaaddyy  aann  iimmppoorrttaanntt  ppoossiittiivvee
ddeevveellooppmmeenntt.. It is furthermore estimated that,
in the course of 2013, all of the loss incurred
in 2001-2009 will be recouped. Certainly, a
sustainable improvement in competitiveness
cannot ―after a necessary initial phase of
“correction”― be based on a combination of
nominal wage reductions and falling or
stagnant productivity, as the negative effects on
domestic demand would more than offset the
positive effects of external demand. The
improvement in cost competitiveness must
therefore also be based on productivity gains.
The structural reforms directed at the more
efficient functioning of product and labour
markets are designed to produce precisely this
result and will make possible both a higher rate
of potential growth (inter alia by encouraging
investment) and an improvement in structural
competitiveness.

− DDeessppiittee  tthhee  ddeellaayyss,,  pprrooggrreessss  wwiitthh  ssttrruuccttuurraall
rreeffoorrmmss  oovveerr  tthhee  ppaasstt  ttwwoo  aanndd  aa  hhaallff  yyeeaarrss  hhaass
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nnoott  bbeeeenn  nneegglliiggiibbllee.. In the area of fiscal
structural reforms, what stands out is the
overhauling of the social security system. Other
notable reforms include the introduction (in
2010) of medium-term fiscal planning, the
drastic improvement in the quality of fiscal
statistics, as well as the recent establishment of
a structure to ensure the monitoring of
compliance with fiscal targets by ministries and
general government entities and automatic
corrective mechanisms in case of target
shortfalls. In the area of labour market
structural reforms, there have been far-
reaching interventions, mainly concerning the
decentralisation of collective bargaining and
the introduction of more flexible provisions for
employment and working time. Finally,
product market structural reforms include the
marked simplification of licensing for starting
up and operating a business, advances in the
deregulation of land freight transport,
important steps towards the opening up of
“closed” professions, the lifting of cabotage
restrictions on cruise ships, while a new export
strategy is currently being shaped.

− TThheerree  aarree  ssiiggnnss  ooff  aa  ccoorrrreeccttiivvee  aaddjjuussttmmeenntt  ooff
kkeeyy  aaggggrreeggaatteess,,  wwhhiicchh  ccoonnssttiittuutteess  tthhee  bbeeggiinnnniinngg
ooff  aa  pprroocceessss  ooff  rreebbaallaanncciinngg  aanndd  rreessttrruuccttuurriinngg  tthhee
eeccoonnoommyy::

FFiirrsstt,,  tthhee  ccuurrrreenntt  aaccccoouunntt  ddeeffiicciitt  iiss  ddeecclliinniinngg..
After peaking at 14.9% of GDP in 2008, the
current account deficit gradually fell to 9.9%
of GDP in 2011. The Bank of Greece expects
it to come down further to 4.5-4.7% of GDP in
2012 and 2013 and below 3.5% in 2014. 

This improvement was largely driven by the
substantial decrease in imports, as a result of
lower investment and consumption. However,
non-oil exports, which began their rebound in
mid-2010, also played their part, reflecting a
strengthening in external demand as well as the
gains in cost competitiveness mentioned
previously. 

At the same time, it is estimated that the
improvement in the external balance also has

a structural component, related, first, to the
reorientation of enterprises towards foreign
markets and, second, to changes in
consumption patterns which could help
contain imports of consumer goods on a more
permanent basis.

Thus, reliance of growth on domestic demand
is declining. The changes in the external
balance are gradually reversing an earlier trend
of many years during which the growth of
domestic demand was the main driver of GDP
growth, whereas the change in external
demand made a negative contribution. Since
2008, the change in net exports has made
positive contributions to growth. Enhancing
this trend and eexxppaannddiinngg  eexxppoorrttss  ooff  ggooooddss  aanndd
sseerrvviicceess  aass  aa  ppeerrcceennttaaggee  ooff  GGDDPP  wwiillll  bbee  ppiivvoottaall
ttoo  bbrriinnggiinngg  aabboouutt  aa  ppeerrmmaanneenntt  cchhaannggee  iinn  tthhee
ggrroowwtthh  mmooddeell,,  wwhhiicchh  iinn  tthhee  ppaasstt  hhaadd  ddeeppeennddeedd
oonn  ddoommeessttiicc  ddeemmaanndd.

SSeeccoonndd,,  uunniitt  llaabboouurr  ccoossttss  hhaavvee  bbeeeenn  ddeecclliinniinngg
ssiinnccee  22001100, thereby contributing to
competitiveness gains. Previously, unit labour
cost growth in Greece had outpaced that of
the euro area for many years, contributing to
higher Greek inflation with respect to the euro
area average and to a steady erosion of cost
and price competitiveness.

TThhiirrdd,,  tthheerree  aarree  aallssoo  ssiiggnnss  ooff  aann  aaddjjuussttmmeenntt  iinn
ccoonnssuummeerr  pprriicceess  aanndd  ooff  aa  ffaallll  iinn  iinnffllaattiioonn.. In
2012, for the first time since Greece adopted
the euro, Greek inflation is expected to fall
below the euro area average (1.2%, compared
with 2.4-2.6%), and is projected to decelerate
further to 0.3% in 2013. Moreover, average
annual core inflation (which excludes energy
and unprocessed food prices) is expected to be
0% in 2012 and to turn negative (-0.5%) in
2013. Indeed, if the impact of indirect tax
increases is excluded, average core inflation is
expected to turn clearly negative (-0.6%) as
early as this year. The present Report also
examines why the decrease in consumer prices
has not been even larger. 

***

Monetary Policy   
Interim Report 

2012 7

Foreword 2012:������ 1  10-01-14  08:24  ������ 7



The banking system continues to face
unprecedented challenges as regards both
liquidity and capital adequacy, as a result of the
sovereign debt crisis. Greek banks have been
cut off from international markets for some
time now, have faced a large outflow of
deposits and incurred significant losses in the
context of the Private Sector Involvement
(PSI). Under these circumstances, it became
apparent that not only the stability of the
Greek banking system was at stake, but also
that any false moves could trigger a banking
crisis, with negative consequences that could
extend beyond Greece. 

AAggaaiinnsstt  tthhiiss  bbaacckkggrroouunndd,,  tthhee  ccoonnttrriibbuuttiioonn  ooff  tthhee
BBaannkk  ooff  GGrreeeeccee  ttoo  ssaaffeegguuaarrddiinngg  ffiinnaanncciiaall
ssttaabbiilliittyy  hhaass  bbeeeenn  ddeecciissiivvee.. Despite the very
negative conjuncture, the Bank ensured that
adverse developments did not threaten
financial stability and that depositors were not
affected. No depositor has incurred any losses. 

At the same time, the Bank of Greece has fully
met its primary obligation to ensure that
demand for cash was met. This was achieved at
a time when demand for cash was highly
volatile and there were repeated incidents of
increased cash outflows, caused by negative
news reports and heightened concern among
the public.

Since the onset of the crisis, the central bank
has not only imposed enhanced and strict
supervision; it has also established and
implemented rules which safeguard financial
stability and fully protect depositors. 

More specifically, actions taken by the Bank of
Greece have served to:

− meet banks’ emergency liquidity needs,
enabling them to satisfy depositors;

− design and set up, in collaboration with the
government, a framework for the resolution of
credit institutions. The procedures envisaged
in this framework have already been
successfully applied in the case of six banks,

without affecting financial stability and while
fully protecting depositors;

− secure, through the support programme, the
necessary funds for bank recapitalisation.
Recapitalisation constitutes a crucial step
towards improving confidence in the banking
system, safeguarding deposits and increasing
liquidity in the market. Part of these funds will
be used for the restructuring and consolidation
of the credit system;

− assess the viability of Greek banks and
estimate their capital needs for the period
2012-2014.

SSiinnccee  tthhee  oonnsseett ooff  tthhee  ccrriissiiss,,  tthhee  BBaannkk  ooff  GGrreeeeccee
hhaass  ccoonnssiiddeerreedd  iitt  bbootthh  nneecceessssaarryy  aanndd  iinneevviittaabbllee
tthhaatt  bbaannkkss  uunnddeerrggoo  iinntteerrnnaall  rreessttrruuccttuurriinngg  ttoo
mmooddiiffyy  tthheeiirr  bbuussiinneessss  mmooddeellss  aanndd  tthhaatt  tthhee  GGrreeeekk
bbaannkkiinngg  ssyysstteemm  sshhoouulldd  rreessttrruuccttuurree  aanndd
ccoonnssoolliiddaattee..

It is encouraging that this necessary
consolidation of the banking system has begun.
Within a short time, we have seen (a) the
resolution of ATE Bank and the transfer of its
healthy assets to Piraeus Bank; (b) the
conclusion of agreements for the acquisition of
Geniki Bank by Piraeus Bank and of
Emporiki Bank by Alpha Bank; and (c) a
proposal from the National Bank of Greece to
acquire Eurobank, which could lead to the
creation of the largest financial group in South-
Eastern Europe. Meanwhile, it is almost
certain that there will be further consolidation
down the road. As banks become stronger, this
will facilitate their access to foreign markets
and will provide incentives to private investors
to take part in future share capital increases.

When this process is completed, it is
estimated that three large and well-capitalised
banks will remain, alongside a few smaller
ones. The expected market shares of these
smaller banks will ensure a competitive
environment, while banks in general will be in
a position to benefit from economies of scale
and synergies resulting from the process of
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consolidation. This situation is quite different
from one year ago, when seven medium-to-
large banks and more than ten small banks
existed. 

TThhee  ccoommpplleettiioonn  ooff  tthhee  rreeccaappiittaalliissaattiioonn  pprroocceessss
aanndd  tthhee  rreessttrruuccttuurriinngg  ooff  tthhee  GGrreeeekk  bbaannkkiinngg
ssyysstteemm  aarree  ooff  ppiivvoottaall  iimmppoorrttaannccee,,  aass  tthhee  eexxiisstteennccee
ooff  wweellll--ccaappiittaalliisseedd  bbaannkkss  wwiillll  bboooosstt  tthhee
ccoonnffiiddeennccee  ooff  ddoommeessttiicc  ssaavveerrss  aanndd  iinntteerrnnaattiioonnaall
ffiinnaanncciiaall  mmaarrkkeettss  iinn  GGrreeeekk  bbaannkkss.. Such a
development would help relieve the liquidity
constraints faced by banks, by ffaavvoouurraabbllyy
aaffffeeccttiinngg  tthhee  iinnffllooww  ooff  ddeeppoossiittss  aanndd  bbaannkkss’’  aabbiilliittyy
ttoo  rreeggaaiinn  aacccceessss  ttoo  iinntteerrnnaattiioonnaall  mmoonneeyy  aanndd
ccaappiittaall  mmaarrkkeettss. At the same time, the
strengthening of banks’ capital bases will
increase their ability to supply credit to the
economy and to thereby mitigate the
contractionary effects of fiscal adjustment.

The Bank of Greece has already
communicated to all banks estimates of their
capital needs and the deadlines for submitting
their recapitalisation plans and implementing
them. Banks must complete the required
capital increases by end-April 2013.

***

RReeccoovveerryy  aanndd  tthhee  rreettuurrnn  ttoo  ppoossiittiivvee  ggrroowwtthh  aarree
nnooww  aa  pprriioorriittyy.. The adoption of the Medium-
Term Fiscal Strategy and the Budget for 2013
signals the end of a series of delays; the
adjustment programme is now back on track.
At the same time, the Eurogroup statements of
20 and 26-27 November will ensure the
financing of the programme in the current
crucial phase. Future developments will now
crucially depend on the Greek economy’s
ability to exit the recession as soon as possible
and achieve positive GDP growth.

TThhee  pprreeccoonnddiittiioonnss  ffoorr  aa  rreettuurrnn  ttoo  ppoossiittiivvee  ggrroowwtthh
aarree::

− TThhee  lliiffttiinngg  ooff  uunncceerrttaaiinnttyy  aabboouutt  GGrreeeeccee’’ss  ppllaaccee
iinn  tthhee  eeuurroo  aarreeaa..  As long as the issue remains
open, this threat will hang over Greece,

undermining the effort for an orderly exit from
the crisis. The Eurogroup statement of 26-27
November and the strong reassurances of our
partners that Greece will remain in the euro
area are a major step forward. However,
regaining confidence fully will require a
sustained and stronger effort to make up for
lost ground and convince that the recession has
a visible turning point and is not an endless
cycle of burdens to no avail.

− FFiinnaalliissiinngg  aa  nnaattiioonnaall  ppllaann  ffoorr  tthhee  ttrraannssiittiioonn  ttoo
aa  nneeww  ggrroowwtthh  mmooddeell.. Aside from setting the
conditions for continued financial support, the
Memorandum of February 2012 and the
additional measures under the Medium-Term
Fiscal Strategy 2013-2016 and Law 4093 map
out the policies that need to be implemented
without delay. In no way do the provisions of
the Memorandum waive Greece’s
responsibility to finalise a comprehensive
action plan – a national strategy for radically
changing the structures of the economy and in
particular its structure of production.

TThhee  kkeeyy  aaiimm  ooff  ssuucchh  aa  ssttrraatteeggyy  iiss  ttoo  pprroommoottee
ssttrruuccttuurraall  rreeffoorrmmss  tthhaatt  wwiillll  eelliimmiinnaattee  tthhee  ttwwiinn
ddeeffiicciittss  aanndd  eennssuurree  tthhaatt  aallll  iinnssttiittuuttiioonnaall  aanndd
eeccoonnoommiicc  ccoonnddiittiioonnss  ffoorr  aa  mmooddeerrnn,,  ccoommppeettiittiivvee
eeccoonnoommyy  aarree  iinn  ppllaaccee.. A competitive economy
does not mean a low-cost economy. The
conditions for encouraging competitiveness are
far more complex; they involve the quality and
functioning of the state and other institutions,
the adequacy of infrastructures, the quality of
human resources, the existence of effective
competition and an environment conducive to
entrepreneurship. 

A speeding-up of structural reforms is
particularly necessary at the current
unfavourable conjuncture. Conditions in the
economy will quickly become even more
adverse if the causes of the deficits are
addressed by measures with only a temporary
effect. Avoiding structural reforms would
prolong the recession, stifle growth and
undermine debt sustainability. Delays in
completing structural reforms over the

Monetary Policy   
Interim Report 

2012 9

Foreword 2012:������ 1  10-01-14  08:24  ������ 9



previous years, despite the progress made,
have prevented the beneficial effects of such
reforms from becoming visible sooner and
have led to pressures for additional spending
cuts. Of course, the reform process takes time
and in many cases positive results take long to
manifest. Precisely because of this, delays
simply exacerbate problems. Therefore, the
need to promote reforms is all the more
urgent. 

As regards ssppeeeeddiinngg  uupp  tthhee  oonnsseett  ooff  rreeccoovveerryy,
efforts need to focus on: 

FFiirrsstt,,  tthhee  iimmmmeeddiiaattee  iimmpplleemmeennttaattiioonn  ooff
mmeeaassuurreess  tthhaatt  wwiillll  hheellpp  rreessttaarrtt  tthhee  eeccoonnoommyy..
These measures include the faster absorption
of funds under the National Strategic
Reference Framework, the establishment of
the Hellenic Investment Fund, the use of all
the financial tools made available by the
European Investment Bank and a relaunch-
ing of major motorways projects.

SSeeccoonndd,,  aann  iimmpprroovveemmeenntt  iinn  ffiinnaanncciiaall  ccoonnddiittiioonnss..
The lack of liquidity and the problem of
undercapitalisation limit the ability of the
Greek banking system to finance new business
initiatives and support viable enterprises facing
severe liquidity problems. Recapitalisation and
restructuring of the banking system will
contribute to a return of deposits and to an
improvement of liquidity conditions, thereby
allowing support for the export activity of
enterprises and facilitating their reorientation
to new markets and new products. The removal
of uncertainty, especially as regards Greece’s
place in the euro area, will also contribute to
a return of deposits.

TThhiirrdd,,  iimmpprroovveedd  eeffffiicciieennccyy  ooff  ppuubblliicc
aaddmmiinniissttrraattiioonn  aanndd  ssiimmpplliiffiiccaattiioonn  ooff  tthhee  lleeggaall  aanndd
rreegguullaattoorryy  ffrraammeewwoorrkk.. This condition is crucial
for the effective implementation of all other
reforms and policies, for improving relations
between the state and its citizens as well as
between the state and businesses, and for
promoting a sense of equity. 

FFoouurrtthh,,  tthhee  eessttaabblliisshhmmeenntt  ooff  aa  ssttaabbllee  ttaaxx  rreeggiimmee
aanndd  aa  rreedduuccttiioonn  iinn  tthhee  ttaaxx  bbuurrddeenn.. As the tax
system is currently being redesigned, a primary
concern should be to ensure that the
provisions to be adopted will remain in place
for a long time. Additionally, the new tax
system must be simpler and rely extensively on
information technology. It should focus on
widening the tax base by curbing tax evasion;
it would then be possible to lighten the burden
of those who already pay taxes, which has
increased excessively. Tax provisions should
also aim at encouraging entrepreneurship and
speeding up the onset of recovery.

FFiifftthh,,  pprreessssiinngg  aahheeaadd  wwiitthh  pprriivvaattiissaattiioonn. Apart
from generating proceeds that will directly
reduce public debt, privatisations also
enhance growth and bring about sustainable
job creation. On top of the immediate benefits
of the initial investment resulting from a
privatisation, the investment expenditure
required to complete a project should be
added. Up to now, the process of privatisation
has seen huge delays. The establishment of
the state asset management fund (TAIPED)
was a positive first step and its active role
since September 2012 is a promising
development. 

SSiixxtthh,,  tthhee  eeffffeeccttiivvee  uuttiilliissaattiioonn  ooff  EEUU  ffuunnddss..
Given the significant budget constraints at the
national level, EU resources are currently a
particularly important source of funding. Any
remaining obstacles to a faster absorption and
more effective use of funds under the National
Strategic Reference Framework must be
removed as soon as possible. In the next
multiannual financial framework of the EU,
Greece will probably be allocated significantly
lower funds. Therefore, an effective
negotiation strategy is needed, to ensure that
the allocation of funds to be decided (most
likely in January 2013) will be the most
favourable. Irrespective, however, of the
quantity of funds available, a strategy must be
formulated for the optimal use of these
resources. Up to now, although EU funds have
made a positive quantitative contribution, their
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use has not averted the persistence of a
distorted growth model that ultimately led to
the current crisis. In the new environment, tthhee
NNSSRRFF  aanndd  EEUU  ffuunnddss  sshhoouulldd  ffuunnccttiioonn  aass  ppoowweerrffuull
ttoooollss  ffoorr  ggrroowwtthh;;  ttoo  tthhiiss  eenndd,,  tthheeyy  hhaavvee  ttoo  bbee
iinntteeggrraatteedd  iinnttoo  tthhee  nnaattiioonnaall  ppllaann  ffoorr  tthhee
ttrraannssiittiioonn  ttoo  aa  nneeww  ggrroowwtthh  mmooddeell.

***

At the national level, two factors will ultimately
determine the ability of the Greek economy to
overcome the crisis: FFiirrsstt, the design and the
consistent and speedy implementation of a
national strategy. This strategy needs to be
broader in scope than the Memorandum and
include the completion of fiscal consolidation,
the policies needed to bring the recovery
forward and the vital reforms that will generate
sustainable gains in competitiveness and
satisfactory growth rate in the future. SSeeccoonndd,
continued financing from our partners-
creditors.

Both factors are subject to considerable
uncertainties, both domestic and external.
With regard to the domestic uncertainties,
note must be made of the following:

− that public administration might not be able
to implement the reforms decided upon at the
political level. It is for this reason that priority
has to be given to improving the efficiency of
public administration;

− that there could be strong social reaction,
which could test political stability;

− that the targets set might not be fully met,
resulting in the need for additional corrective
measures. 

Among the external factors, the main
uncertainty relates to the materialisation of
downside risks to the global economic
outlook. This could weigh heavily on the
outlook for the Greek economy as well. The
institutional reforms to be decided at euro area
level are another external uncertainty. This is

why Greece must be actively involved in the
deliberations and in the EU decision-making
process.

***

The latest developments in Greece and the EU
send out strong positive signals.

Greece is mobilising both at home and abroad
to make up for the long delays and has
achieved a constructive agreement with the
troika that ensures continued funding.

The EU and the IMF have given emphatic
assurances concerning Greece’s continued
membership of the euro area. The Eurogroup
has, in successive meetings, acknowledged the
substantial progress achieved so far. The
disbursement of the instalment of loans that
had been put on hold was endorsed and the
public debt burden will be alleviated, through
a series of measures detailed in the Eurogroup
statement of 26-27 November.

Effort must now focus on containing recession,
speeding up the onset of recovery and
establishing the conditions for sustainable
growth.

Despite the delays, the progress that has been
achieved in key sectors is tangible. Despite the
risks and the ongoing recession, the economy
is changing. As soon as the first clear
indications emerge that past practices are
being broken with and a new strategy for the
future is being drawn up, the sentiment can
rapidly turn around and the conviction take
hold that the end of the recession is at hand.
This would be the first step towards a new
course of growth.

Athens, November 2012

George Provopoulos

Governor
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1 A NEW START

In its Annual Report published in April 2012,
the Bank of Greece pointed out that the new
loan agreement and the adjustment pro-
gramme created more favourable conditions
for the restructuring efforts of the Greek econ-
omy to continue. It also stressed that what was
necessary in order to take advantage of that
new opportunity was to promptly implement
the agreements and make up for previous
delays. Developments have been overwhelm-
ing since then.

Domestically, a long pre-election period with
two elections delayed the implementation of
measures that had already been decided by the
Greek parliament. The forming of a coalition
government markedly reduced uncertainty in
Greece. This halted and reversed the decline
in households’ and firms’ deposits with the
Greek banking system.

The coalition government undertook the
responsibility to:

− First, ensure that financing under the loan
agreement would continue.

− Second, complete fiscal consolidation by
adopting measures to further reduce public
expenditure and increase public revenue.

− Third, promote policy measures (with no
fiscal cost, e.g. reducing red tape for busi-
nesses and improving the absorption rate of
funds under the NSRF) to bring the recovery
forward and, at the same time, facilitate and
accelerate the process of economic transfor-
mation through radical and bold structural
changes, which is a prerequisite for rapid
growth in the future.

BBrriinnggiinngg  tthhee  aaddjjuussttmmeenntt  pprrooggrraammmmee  bbaacckk  oonn
ttrraacckk  

By virtue of Law 4093, which was adopted by
Parliament on 7 November 2012, Greece ful-
fils commitments made under the Memoran-

dum of Understanding of February 2012 (Law
4046/2012) – commitments which, in many
cases, should have already been implemented.
Law 4093 also introduces new measures envis-
aged in the Medium-Term Fiscal Strategy
(MTFS) framework 2013-2016. 

Law 4093/2012 sets fiscal targets for 2013-2016
and introduces measures to support fiscal
adjustment, including: a further reduction of
pensions and other social expenditure, a reduc-
tion of the civil service wage bill by eliminat-
ing the Christmas and Easter bonuses and the
holiday allowance and limiting “special wage
regimes”, a reduction of pharmaceutical
expenditure, the amendment of various tax
provisions and the establishment of a Secretary
General for Public Revenue. It also includes
important provisions aimed at increasing flex-
ibility in the labour market and opening up
closed professions. 

At the same time, the 2013 Budget, adopted on
11 November 2012, incorporates a large part of
the fiscal measures provided for the entire
2013-16 period. According to the Introductory
Report on the Budget, a general government
primary surplus of 0.4% of GDP is expected to
be achieved in 2013 for the first time since 2002
(compared to a primary deficit of 1.2% in
2012). Besides, the Medium-Term Fiscal Strat-
egy (MTFS) Framework sets the target of
building up a general government primary sur-
plus of 4.5% of GDP in 2016 and states that
additional measures will be required equal to€4.64 billion in 2015-2016 (but they have not
been specified yet). 

TThhee  nneeww  pprrooggrraammmmee  wwiillll  hhaavvee  aa  ppoossiittiivvee  iimmppaacctt
oonnllyy  iiff  iitt  iiss  iimmpplleemmeenntteedd  tthhoorroouugghhllyy  aanndd  wwiitthhoouutt
ddeevviiaattiioonnss  

These decisions are positive as they unblock
financing flows, which had been suspended due
to delays in previous months. This, in turn, will
allow economic policy to focus on the major
objective, i.e. creating the conditions that
would contribute to halting recession and
achieving recovery. However, there is one
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problem that still persists and has to do with
the consistent and strict implementation of the
legislated measures, along with measures that
will speed up the beginning of recovery, includ-
ing a broader programme of structural
reforms. Otherwise, new delays or target short-
falls will have severe negative consequences: a
provision has now been made for an automatic
correction mechanism that should trigger
direct cuts to budgeted expenditure (according
to the Act of legislative content of 18 Novem-
ber 2012 on fiscal rules). 

2 THE EXTERNAL ENVIRONMENT, THE CHANGES
UNDER WAY IN THE EUROPEAN UNION AND
THE PARTICIPATION OF GREECE

TThhee  gglloobbaall  eeccoonnoommiicc  eennvviirroonnmmeenntt  iiss  aaddvveerrssee  

The overall international economic environ-
ment today is adverse, as global GDP has
declined (to 3.1%-3.3%, down from 3.8% in
2011) both in developed and in emerging
economies. Euro area GDP is estimated to
have declined by 0.4% this year, following a
1.4% increase in 2011. Moreover, for 2013, the
International Monetary Fund and the Euro-
pean Commission anticipate a very moderate
increase in global GDP growth (3.3%-3.6%)
and a marginal (and therefore uncertain)
recovery of the euro area GDP (0.1% to
0.2%). The slowdown in Germany, from 3.0%
in 2011 to 0.8% in 2012 and 2013 according to
the European Commission, is a matter of con-
cern. Heightened uncertainty in the European
Union (mainly because of the debt crisis in
Member States, the operation of crisis man-
agement mechanisms and, in general, the set-
ting up of a new operating framework for the
euro area), the prospect of an abrupt fiscal
adjustment in the United States (the so-called
fiscal cliff) and the weakening dynamism of
emerging economies are far from ideal con-
ditions for the Greek economy to increase its
openness. They are, however, all the more rea-
son for Greece to persevere in its effort with
increased vigour. 

Positive steps towards completing the institutional
structure of the EU and the euro area 

At the same time, though, there are some pos-
itive developments. In particular, for two and
a half years now, work on the institutional
architecture of the EU and the euro area is
progressing towards: 

• improving economic governance, enhancing
fiscal and macroeconomic surveillance and
coordinating economic policies, 

• enhancing the institutional framework for
the supervision of financial markets (estab-
lishment of the European Systemic Risk Board
and the European supervisory authorities for
banking, securities markets and private insur-
ance), 

• setting up and activating the European
financial support mechanisms (i.e. the EFSF
and, as of 27 September 2012, the ESM), which
were gradually endowed with more flexibility
and effectiveness, and 

• promoting the banking, fiscal and economic
union envisaged by the President of the Euro-
pean Council, H. Van Rompuy. 

TThhee  ppoossiittiivvee  rroollee  ooff  tthhee  ssiinnggllee  mmoonneettaarryy  ppoolliiccyy
aanndd  tthhee  EEuurroossyysstteemm’’ss  rreessppoonnsseess

Positive developments also include the single
monetary policy and the Eurosystem’s
responses, which mitigate the adverse impact
of the crisis on euro area economies. 

In particular, on July 2012 the Governing
Council of the ECB lowered key interest rates
(which had remained unchanged in the first
half of the year) by 25 basis points, based on its
assessment that the outlook for economic
activity in the euro area had been adversely
affected, thereby dampening inflationary
pressures, mainly because of tensions in some
government bond markets. Thus, the interest
rate on the main refinancing operations has
now come to 0.75%. Lowering this rate has a

18
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favourable effect on the cost of refinancing of
Greek banks by the Bank of Greece. 

Earlier, in late December 2011 and early
March 2012, the Eurosystem had boosted the
liquidity of the banking system by conducting
two open market operations to provide financ-
ing with a maturity of 36 months. The subse-
quent decline in Euribor rates exerts down-
ward pressures on bank lending rates in
Greece, since Euribor rates are used as bench-
mark rates in many loan agreements in Greece.
More generally, refinancing operations with
full-allotment (which is the main non-standard
monetary policy measure in the euro area)
helps in strengthening liquidity also of Greek
banks. However, as seen below, the amount of
credit that Greek banks can draw is limited by
the fact that the value of the collateral they
hold has been declining for long. Indeed, from
time to time the main marketable instruments
in the portfolios of Greek banks (Greek gov-
ernment bonds) were not eligible as collateral
by the Eurosystem. However, given that credit
institutions in other Member States faced sim-
ilar problems, in December 2011 and in June
and September 2012 it was decided to extend
the set of eligible assets. 

The fact that government bond yields in some
euro area countries incorporate extremely high
risk premia is a source of concern for the Gov-
erning Council of the ECB, which sees this as
reflecting assessments of investors for a pos-
sible collapse of the euro and a return to
national currencies. In order to ease conditions
in financial markets, the Governing Council
introduced in September 2012 the Outright
Monetary Transactions (OMTs). Securities
purchased in the context of OMTs must be
issued by Member States having recourse to
the European Financial Stability Facility
(EFSF) or the European Stability Mechanism
(ESM) for financial support and adhering to
the conditions of the agreed economic adjust-
ment programme. 

The crucial issue currently facing the single
monetary policy is that the levels, inter alia, of

bank lending rates (as well as bond yields) vary
significantly from one Member State to
another. Thus, financing costs for businesses
and households are very high in some Member
States and low in others, without this spread
being justified by differences in local supply
and demand conditions for financial resources.
This means that financial markets (even money
markets) that were largely integrated until
recently are now fragmented along national
borders. Outright Monetary Transactions will
prevent excessive increases in government
bond yields in some Member States, which in
turn will contain increases in bank lending
rates in those Member States and rates will be
more or less aligned throughout the euro area.
Thus, financing conditions will be similar in all
Member States and therefore the Eurosystem’s
monetary policy transmission mechanism will
be operating smoothly. When Greece starts to
regain access to international medium to long-
term government bond markets, it will be able
to benefit also directly from the support
offered by Outright Monetary Transactions. 

TToowwaarrddss  aa  bbaannkkiinngg  uunniioonn  

In order to permanently minimise the chances
of significant divergence between financing
conditions in Member States, the ECB has
put forward its view that it is necessary to fill
some gaps in the institutional design of the
Monetary Union. Relevant proposals are
made in the report entitled “Towards a Gen-
uine Economic and Monetary Union” drafted
by the President of the European Council in
cooperation with the Presidents of the Euro-
pean Commission, the Eurogroup and the
President the ECB and submitted to the
European Council of 28 and 29 June 2012.
This report outlines fundamental institutional
reforms, including the creation of a banking
union, with three main components: single
European banking supervision and a common
deposit insurance and bank resolution
framework. On 18 and 19 October 2012 the
European Council set the goal of reaching an
agreement on the legislative framework for
the single banking supervision by 1 January
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2013 and confirmed that the European Com-
mission would make a proposal on the estab-
lishment of a Single Resolution Mechanism
for banks. The banking union is desirable in
order to address inter alia the following dif-
ficulties: 

Recently, the governments of some euro area
members had to provide large-scale financing
to their national banking system, which had
been up against serious difficulties, thus cre-
ating fiscal problems. In order to break the link
between the fiscal situation of Member States
and developments in their banking system, the
European Stability Mechanism (ESM) will
directly recapitalise banks in difficulty. This
implies that banks in the euro area will be sub-
ject to prudential supervision by a suprana-
tional body, composed by those Member States
that contribute to the capital of the European
Stability Mechanism (ESM). 

More generally, the increasing integration of
financial markets in the euro area in the period
prior to 2009 and the emergence of large bank-
ing groups with multinational presence
implies that shocks in the financial system of
a Member State may be transmitted to other
Member States. Only a supranational banking
supervision authority would be able to ensure
financial stability throughout the euro area by
fully taking into account that supervision in
one Member State has an impact on other
Member States. 

TThhee  cchhaannggeess  uunnddeerrwwaayy  iinn  tthhee  EEUU  ccaallll  ffoorr
GGrreeeeccee’’ss  aaccttiivvee  iinnvvoollvveemmeenntt  

Despite some setbacks, Europe is making
progress towards banking and fiscal union –
two significant processes that will take time to
complete. 

The new architecture being created will com-
prise not only decisions that concern Greece
but that also deal in a definitive manner with
problems brought to light by the crisis. Greece
must therefore be actively involved in the
process, on a par with its euro area partners,

and participate in decision-making that will
determine our future. Nevertheless, Greece
must fully meet its obligations and become, the
soonest possible, part of the solution rather
than the problem in Europe. 

Until very recently, however, and despite the
important progress it has made, Greece con-
tinued to be treated with reserve and distrust.
In particular, the pre-election period saw a
proliferation of reports, papers, proposals and
ambiguous statements by officials abroad,
which largely put in question Greece’s ability
to stay in the euro. Although they became less
frequent after the new government was
formed, such assessments maintain and
aggravate the climate of distrust both abroad
and domestically, where they are reproduced
in various forms, thus feeding back to the cir-
cle of pessimistic projections. More recently,
Greece’s relations with its partners in the EU
and the IMF seem to gradually normalise. 

This is illustrated by the Eurogroup statement
on Greece (12 November 2012), whereby the
Eurogroup acknowledged the considerable
steps made to bring the programme back on
track, approved the revised fiscal targets
agreed upon with the Troika and called Greece
to accelerate the implementation of the
remaining prior actions. This actually hap-
pened on 19 November 2012, when two Acts of
Legislative Content were adopted on fiscal
rules and the regulation of urgent issues aris-
ing from Laws 4046/2012 and 4093/2012. 

In its extraordinary meeting of 20 November
2012, the Eurogroup welcomed the agreement
between the Τroika and the Greek authorities
on updated programme conditionality, includ-
ing a wide range of measures in the areas of fis-
cal consolidation, structural reforms, privati-
sation and financial sector stabilisation. It also
noted with satisfaction that all prior actions
had been met through a set of reforms, as well
as the budget for 2013 and an ambitious
medium term fiscal strategy for 2013-2016. It
considered that these efforts demonstrated the
authorities’ strong commitment to the adjust-
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ment programme. At the same time, the
Eurogroup had an extensive discussion and
made progress in “identifying a consistent
package of credible initiatives aimed at mak-
ing a further substantial contribution to the
sustainability of Greek government debt”. Sub-
sequently, the Eurogroup interrupted its meet-
ing to allow for further technical work on some
elements of the package and decided to recon-
vene on 26 November. 

On 26-27 November, after repeating the con-
clusions of 20 November, the Eurogroup
pointed out that Greece would transfer all pri-
vatisation revenues, the targeted primary sur-
pluses, as well as 30% of the excess primary
surplus to a segregated account, to meet debt
service payment on a quarterly forward-look-
ing basis. 

The Eurogroup took into account that the nec-
essary revision in the fiscal targets and the
implied postponement of a primary surplus tar-
get of 4.5% of GDP from 2014 to 2016 calls for
a broader concept of debt sustainability; it was
also informed that Greece is considering cer-
tain debt reduction measures in the near
future, which may involve public debt tender
purchases of various categories of sovereign
obligations. Any tender or exchange prices are
expected to be no higher than those at the
close on 23 November 2012. 

Against this background and after having been
reassured of the Greek authorities’ resolve to
carry the fiscal and structural reform momen-
tum forward and with a positive outcome of the
debt buy-back operation, the euro area mem-
bers would be prepared to consider the fol-
lowing initiatives: 

(a) A lowering by 100 basis points of the inter-
est rates under the first programme (Member
States under a full financial assistance pro-
gramme are not required to participate). 

(b) A lowering by 10 basis points of the guar-
antee fee costs paid by Greece on the EFSF
loans. 

(c) An extension of the maturities of the bilat-
eral and EFSF loans by 15 years and a defer-
ral of interest payments on EFSF loans by 10
years. 

(d) A commitment by Member States to pass
on to Greece’s segregated account an amount
equivalent to the income on the Securities
Markets Programme (SMP) portfolio accruing
to their national central banks as from budget
year 2013 (Member States under a full finan-
cial assistance programme shall not participate
in this scheme). 

Member States will consider further measures,
including lower Greek contribution to projects
co-financed by EU’s structural funds and/or
further interest rate reduction of the Greek
Loan Facility, for achieving a further credible
reduction of the Greek debt. The target now is
to achieve a debt-to-GDP ratio of 175% in
2016, 124% in 2020 and well below 110% in
2022. 

As already agreed on 21 February 2012, the
euro area is committed to providing adequate
support to Greece during the life of the pro-
gramme and beyond until it has regained mar-
ket access, provided that Greece fully complies
with the requirements and objectives of the
adjustment programme. 

The Eurogroup concluded that the necessary
elements were in place for launching the rel-
evant national procedures required for the
approval of the next EFSF disbursement,
which amounts to €43.7 billion, of which €34.4
billion (€10.6 billion for budgetary financing
and €23.8 billion in EFSF bonds earmarked for
bank recapitalisation) will be paid out in
December: the Eurogroup expects to be in a
position to formally decide on the disburse-
ment by 13 December 2012, subject to the com-
pletion of these national procedures and fol-
lowing a review of the outcome of a possible
debt buy-back operation by Greece. The dis-
bursement of the remaining amount of €9.3
billion will be made in three sub-tranches dur-
ing the first quarter of 2013, linked to the
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implementation of the MoU milestones
(including the implementation of the tax
reform by January). 

3 THE MAIN DETERMINANTS OF MACROECO-
NOMIC DEVELOPMENTS IN GREECE 

AAddvveerrssee  ddeevveellooppmmeennttss  aanndd  tthhee  oouuttllooookk  ffoorr  oouutt--
ppuutt  aanndd  eemmppllooyymmeenntt  

Macroeconomic developments over recent
years have been particularly adverse and have
largely contributed to missing the targets set
in the economic adjustment programme and to
the pessimistic projections for debt dynamics.
In particular, according to the latest ELSTAT
assessments, the trough occurred in 2011, with
GDP contracting by as much as 7.1%, after
declines of 4.9% in 2010, 3.1% in 2009 and
0.2% in 2008. The Bank of Greece projects
that GDP will decrease by slightly more than
6% in 2012 and by 4%-4.5% in 2013, while
positive growth will be witnessed in the course
of 2014 (these projections are based on the
plausible assumptions that Greece’s place in
the euro area will no longer be in question,
that the privatisation programme will perform
better and that the absorption rate of funds
under the NSRF will improve).1 This means
that the cumulative decline in GDP over the
past five years (2008-2012) will have reached
20% and may come close to 23.5% in the six-
year period 2008-2013. Meanwhile, the
cumulative decline in total and dependent
employment over the past four years (2009-
2012) has exceeded 16% and 17.5%, respec-
tively. The unemployment rate has shot up
from 7.6% in 2008 to 17.7% in 2011 and to
slightly above 23.5% in 2012 (annual aver-
ages); it is estimated that it may rise further
and exceed 26% in 2013 and 2014. A recession
of this intensity and duration is unprecedented
in Greece’s peacetime history and has taken a
heavy toll not only on incomes, but also on
potential output and social cohesion, as the
lack of investment coupled with prolonged
unemployment result in a depreciation of
physical and human capital. 

Besides, the recession not only hampers fiscal
adjustment by reducing government revenues
and increasing social spending, it also causes
banks’ deposit base to shrink (thereby reduc-
ing their capacity to extend credit), creates a
negative climate of opinion towards the accept-
ance of structural reforms and ultimately wors-
ens the debt-to-GDP ratio. Moreover, the ben-
efits of the reforms that have already been
realised or are under way are not felt imme-
diately or fully, first because reforms take time
to yield results and these results are extended
over the medium-to-long term and second
because some essential conditions are not in
place, including a smooth operation of the
financial system and an adequate level of
demand and growth. Unless the intensity of
recession is harnessed and a shift towards
recovery emerges soon, the great effort of the
past 2½ years to restructure the economy shall
be put at stake. 

FFiissccaall  ccoonnttrraaccttiioonn,,  hheessiittaannccee  iinn  uunnddeerrttaakkiinngg
rreeffoorrmmss,,  hheeiigghhtteenneedd  uunncceerrttaaiinnttyy  aanndd  ttiigghhtt  ffiinnaann--
cciiaall  ccoonnddiittiioonnss  ––  tthhee  mmaaiinn  ccaauusseess  ooff  tthhee  rreecceessssiioonn  

Greece’s effort to tackle its fiscal problem does
not bring full results – there are deviations
from the targets because the recession turns
out to be deeper than anticipated. This deep
recession reflects mostly a slump in domestic
demand, which was the main driver of growth
up until 2008. To the extent that domestic
demand was sustained by a deficit-building
expansion of government expenditure and by
a fast credit expansion to households and busi-
nesses, it is not surprising that it is affected by
the consequences of fiscal contraction. The
fact that the size of the recession had not been
anticipated, possibly reflects erroneous pro-
jections (e.g. the “fiscal multipliers” turned out
to be higher than projected, particularly dur-
ing crises). Nevertheless, the factors that can
explain recession include fiscal contraction
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11 Similar projections are made in the Introductory Report to the
Budget and in the Medium-Term Fiscal Strategy (MTFS) frame-
work (2012: -6,5%, 2013: -4,5%, 2014: 0.2%), by the European
Commission (2012: -6,0%, 2013: -4,2%, 2014: 0.6%) and the IMF
(2012: -6,0%, 2013: -4,0%). 
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coupled with a serious worsening of financing
conditions ―as a result of heightened uncer-
tainty sustained by the debt crisis― and the
decline of credit expansion to the private sec-
tor. At the same time, the depth of the reces-
sion can also be explained by delays in legis-
lating and, more importantly, implementing
structural reforms, which ―by improving mar-
ket functioning― would have boosted business
investment, thereby partly offsetting the con-
tractionary effects of fiscal adjustment.

More specifically: 

••  SSttrruuccttuurraall  cchhaannggeess  wwoouulldd  mmiittiiggaattee  tthhee  ssiizzee  ooff
tthhee  rreecceessssiioonn  

It is estimated that the recession would have
been milder if measures with no budgetary cost
that yield quick results had been taken to speed
up the onset of recovery. All the more so if
structural reforms had progressed, as this
could help restoring confidence immediately,
triggering a progressive mobilisation of pro-
ductive potential and improving competitive-
ness, thereby attracting foreign direct invest-
ments. Shortcomings and delays include: 

− Inadequate efforts to open up closed pro-
tected markets. 

− Delays in privatisations. 

− With regard to the functioning of the State,
institutional measures have not yet borne fruit.
As a result, quality in public administration is
still low or has possibly worsened (due to the
side effects of the horizontal cuts). Delays in
improving the efficiency of the justice system
are of particular importance. 

− Only minor improvements in the business
environment. 

− The increasing tax burden of honest tax-
payers, in an effort to compensate for the long-
standing shortcomings of the tax-collection
mechanism in combating tax evasion and col-
lecting indirect taxes and tax arrears. 

••  UUnncceerrttaaiinnttyy  ffeeeeddss  bbaacckk  iinnttoo  aa  vviicciioouuss  cciirrccllee  

Delays, hesitance and piecemeal implemen-
tation of the Memoranda of Understanding,
combined with ambiguous statements and
projections from abroad, have affected
Greece’s credibility, thus creating uncertainty
over the future of the Greek economy. The
lack of confidence in the final outcome has
negatively influenced decisions on investment
and consumption, and caused a deeper reces-
sion than what contractionary policies would
have warranted, partly because it contributed
to limiting the ability of banks to extend new
credit. 

••  TTiigghhtt  lliiqquuiiddiittyy  ccoonnddiittiioonnss  aarree  aa  sseettbbaacckk  ffoorr
bbuussiinneesssseess  aanndd  iinnvveessttmmeenntt  

While the necessary fiscal adjustment in
Greece entails a drop in total demand, the lim-
ited structural reforms that have been imple-
mented up to now have not been able to cre-
ate a strong growth momentum that would mit-
igate or bring to a halt the decline in economic
activity. Moreover, for several months already,
net monthly flows and the corresponding
annual growth of credit to non-financial cor-
porations and households have been negative,
which further hinders recovery. 

The dynamics of the debt crisis itself has con-
tributed to the reduced ability of the banking
system to provide credit to the real economy.
The uncertainty created by the debt crisis has
almost blocked the access of domestic credit
institutions to international markets, from
where they obtained liquidity to finance their
credit expansion before the crisis. In addition,
the climate of uncertainty in combination with
the economic recession brought about an
almost uninterrupted decline in bank deposits;
banks were unable to halt this decline, despite
increasingly higher interest rates offered on
time deposits in the period from the peak of
the crisis, at end-2009, to mid-2012. 

Prolonged economic recession in Greece,
caused primarily by the fiscal crisis, also led
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to an increase in non-performing loans
granted by banks to the private sector, while
the restructuring of the public debt in early
2012 contributed to a significant reduction
in the value of banks’ capital base. These
developments in banks’ own funds could not
support an expansion of their credit opera-
tions, which could mitigate to a certain
extent the contractionary effects of fiscal
adjustment. 

Higher credit risk, implied by increased NPLs,
had a dual impact on the interest rates on new
bank loans. Initially, interest rates on new
bank loans rose from end-2009 through to the
third quarter of 2011, because, inter alia, they
incorporated a higher credit risk premium.
On the other hand, the massive loan restruc-
turings necessitated by the need to improve
the prospects for an ordinary servicing of pri-
vate debt to banks (given the adverse impact
of macroeconomic conditions on the financial
situation of borrowers) led over time to a
decline in bank lending rates, which was also
the result of other factors, as analysed in
Chapter V. 

SSiiggnniiffiiccaanntt  lliiqquuiiddiittyy  ssuuppppoorrtt  ffrroomm  tthhee  EEuurroossyyss--
tteemm  aanndd  tthhee  BBaannkk  ooff  GGrreeeeccee  

The liquidity constraints of domestic banks
have been largely mitigated by the recourse to
Eurosystem monetary policy operations and
the extraordinary funding provided by the
Bank of Greece. The extensive liquidity sup-
port provided by the central bank contributed
to containing the rate of decline in credit to
firms and households2 below that of nominal
GDP3 and certainly well below that of the rate
at which banks’ deposit base has contracted.4

To this extent, the Bank of Greece, as a mem-
ber of the Eurosystem, has helped to mitigate
the adverse effects of the debt crisis and the fis-
cal adjustment on economic activity. Without
support from the central bank, the liquidity
constraints affecting the real economy and the
difficulties reported by businesses and house-
holds in accessing bank credit would have been
far more severe. 

TThhee  ddeetteerriioorraattiioonn  iinn  bbaannkk  ccrreeddiitt  ttoo  bbuussiinneesssseess::
mmaaiinn  eeffffeeccttss  

As discussed in Chapter V, the deterioration
of the creditworthiness of businesses and
households (evidenced by the increase in non-
performing loans) justifies to a certain extent
the reluctance of banks to grant new loans.
Nevertheless, constraints in bank lending
(given their inability to raise funds from the
capital market, particularly in the current con-
juncture) lead to a decline in current output
and investment and thus feed a vicious circle
of credit contraction, economic recession and
further deterioration of the solvency of bor-
rowers. A feedback relationship also exists
between the adverse economic conditions, the
climate of uncertainty and the contraction of
the deposit and capital base of banks, which,
in turn, limits their credit activity. Adverse eco-
nomic conditions, on the one hand, entail addi-
tional NPLs ―and to this extent they affect the
capital base of banks― and, on the other hand,
heighten uncertainty, which causes deposit out-
flows. In turn, a decrease in banks’ own funds
and deposits limits their ability to provide
credit, thereby narrowing the room for eco-
nomic recovery. 

The most important risk is that credit con-
straints hamper the transfer of resources
towards export-oriented activities, which is key
to achieving sustainable growth. 

Another issue, also known from literature on
the transmission of the effects of monetary pol-
icy through the “credit channel”, is that credit
contraction mainly affects smaller businesses.
These businesses usually present a higher
credit risk, partly because they hold less assets
that can be used as collateral to secure bank
loans. Therefore, smaller businesses are the
first to suffer from a contraction or discontin-
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22 Cumulative decline by 5% in the period October 2009-September
2012.

33 Cumulative decline by 15.5% between the third quarter of 2009 and
the third quarter of 2012.

44 Cumulative decline by 38% in the period October 2009-Septem-
ber 2012.
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uance of bank credit, while they do not have
access to alternative sources of external financ-
ing (e.g. through bonds or shares) even under
normal circumstances. By contrast, larger
enterprises, also because they are better placed
to exert pressure on banks, are not cut off from
credit even in periods of credit shortage.
Besides, the fact that the access of small and
medium enterprises to bank credit is chal-
lenging forms an essential part of the reason-
ing of measures undertaken by the European
Investment Bank and the European Invest-
ment Fund to support real economy in Greece. 

**

Finally, it should be noted that through its
enhanced supervision of credit institutions, the
Bank of Greece has succeeded in safeguarding
financial stability, at a time when the under-
mining of financial stability could very well
have triggered mass deposit withdrawals and a
collapse of the economy. 

4 DESPITE IMPORTANT SHORTCOMINGS, THERE
HAS BEEN SUBSTANTIAL PROGRESS 

The shortcomings in the implementation of the
stabilisation programme pointed out above
have not allowed a proper evaluation of the
progress made in the past three years. In fact,
progress has been substantial. This has been
repeatedly pointed out in successive reviews by
the Troika and it is this progress that enabled
the conclusion of the new loan agreement,
which would have been impossible if there had
not been any visible improvement. 

The progress made up to now has been sub-
stantial but uneven. Fiscal consolidation has
been rapid, whereas structural reforms have
lagged behind. 

4.1 FISCAL CONSOLIDATION 

The fiscal adjustment in the past few years, still
ongoing, has resulted in significant progress as
regards the reduction of fiscal deficits. 

− The general government deficit on a
national accounts basis decreased from 15.6%
of GDP in 2009 to 9.4% in 2011 and is
expected to fall considerably further this year
(to 6.6% of GDP) according to the Introduc-
tory Report of the 2013 Budget. 

− Even more remarkable is the decrease in the
primary deficit, which ―from 10.5% of GDP
in 2009― was reduced to 2.3% of GDP in 2011
and is expected to reach 1.2% of GDP this year
(again according to the Introductory Report of
the 2013 Budget). 

− If account is taken of the fact that fiscal
adjustment takes place amid a very deep eco-
nomic recession, the improvement in the cycli-
cally adjusted primary balance is even larger.
According to Bank of Greece estimates, the
cyclically adjusted primary deficit has fallen
from about 14.0% of potential GDP in 2009 to
2.5% of potential GDP in 2011 and it is esti-
mated that in 2012 there will be a small cycli-
cally adjusted surplus. Similar estimates have
been made by the IMF,5 according to which
Greece will have achieved an improvement in
the cyclically adjusted primary balance in the
order of 13.2% of potential GDP in 2010-2012,
which is something that has never been
achieved by any other advanced country. Dur-
ing the same period, in Portugal, Spain and Ire-
land the improvement in the cyclically
adjusted primary balance is estimated at 8.5%,
6.9% and 6.8% of potential GDP, respectively.
Moreover, according to a recent study of the
Central Bank of Ireland,6 Greece has made the
largest fiscal consolidation effort among all
countries with similar problems (Ireland, Por-
tugal, Cyprus and Spain). In particular, it is
estimated that in 2010-2011, measures of about
20% of GDP have been taken, while by the end
of 2014 it is estimated that cumulative meas-
ures would reach 40% of GDP. 

− The fiscal consolidation measures would
have been even more effective if the economy
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was not in a deep and protracted recession,
which was exacerbated, as already mentioned,
by the fiscal consolidation itself, the uncer-
tainty created by the debt crisis and the result-
ing deterioration in financing conditions. In
particular, the debt-to-GDP ratio has not
fallen yet mostly because of the decline in
GDP.7 Indicatively, iiff nnoommiinnaall  GGDDPP  hhaadd
rreemmaaiinneedd  aatt  22000088  lleevveellss,,  tthhee  eessttiimmaatteedd  ppuubblliicc
ddeebbtt--ttoo--GGDDPP  rraattiioo  iinn  22001122  wwoouulldd  hhaavvee  bbeeeenn
ssoommee  3300  ppeerrcceennttaaggee  ppooiinnttss  lloowweerr. 

− Fiscal adjustment continued to be on the
right track during 2012, despite the loss of valu-
able time due to two elections. According to
available data on a cash basis8 for January-
September 2012, the general government
deficit is estimated at 5.0% of GDP (€9,689
million), compared to 9.0% of GDP (€18,744
million) in the corresponding 2011 period. In
addition, a primary surplus of 0.6% of GDP
was achieved, compared to a primary deficit of
2.0% of GDP in the corresponding period of
2011. 

4.2 RECOUPING COST COMPETITIVENESS LOSSES

The real effective exchange rate based on unit
labour costs in total economy vis-à-vis
Greece’s 28 main trading partners had risen by
31.5% in the nine-years after the introduction
of the euro (2001-2009), according to Bank of
Greece estimates, which suggests an equal loss
of cost competitiveness. In 2010-2011, this indi-
cator fell by 7.2%, suggesting an improvement
in competitiveness. Taking into account esti-
mates and projections on the path of unit
labour costs in 2012 and 2013, it can be calcu-
lated that competitiveness based on relative
labour costs vis-à-vis the 28 main trading part-
ners will improve by 10.9% in 2012 and 8.8%
in 2013. These estimates imply that 30% of the
cost competitiveness losses vis-à-vis Greece’s
28 trading partners was recouped in 2010-2011
and 72% will be recouped in 2010-2012. It is
furthermore estimated that, in the course of
2013, all of the loss incurred in 2001-2009 will
have been recouped. The finding of improved
competitiveness in 2010-2012 is also corrobo-

rated by similar estimates of the ECB and the
European Commission (see Chapter III, Sec-
tions 3.3 and 3.3.Α). 

• Certainly, as the Bank of Greece has pointed
out in recent reports, a sustainable improve-
ment in competitiveness cannot − after a nec-
essary initial phase of “correction” − be based
on a combination of nominal wage reductions
and falling or stagnant productivity; this is
because the negative effects of continuous
wage decreases on domestic demand would
more than offset the positive effects on exter-
nal demand. Therefore, the improvement in
cost competitiveness must also be based on
productivity gains. The structural reforms
aimed at a more efficient functioning of prod-
uct and labour markets are designed to pro-
duce precisely this result and will make possi-
ble both a higher rate of potential growth (also
by encouraging investment) and an improve-
ment in structural competitiveness. It seems
that higher productivity since the third quar-
ter of 2011 (according to detailed national
accounts data currently under review) resulted
from a decline in employment that was larger
than the decline in output; what is needed is an
increase in both these aggregates and, at the
same time, an improvement in productivity. 

4.3 SIGNS OF ADJUSTMENT, REBALANCING AND
RESTRUCTURING OF THE ECONOMY 

Under the pressure of the crisis, and together
with the restructuring of the economy, the poli-
cies pursued gradually adjust the basic eco-
nomic aggregates to levels that could be more
sustainable under normal circumstances.
More specifically: 

• The ccuurrrreenntt  aaccccoouunntt  ddeeffiicciitt, after peaking at
a historic 14.9% of GDP in 2008, gradually
declined to 9.9% of GDP in 2011, while the
Bank of Greece expects it to drop further to
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77 See Box IV.1.
88 Cash data collected by the State General Accounting Office. These

data include payments for accrued interest (amounting to €4,751
million) effected in 2012, when the public debt restructuring took
place.
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4.5-4.7% of GDP in 2012 and 2013 and to
below 3.5% in 2014. Furthermore, excluding
the net payments of the general government
sector for oil and interest, the current account
recorded a slight surplus for the first time in
2011 (0.2%), which rose further to 4.1% of
annual GDP in the nine months from January
to September 2012. Excluding oil and ships, a
surplus of €1.8 billion was recorded in 2011 in
the goods and services account, while in the
nine months from January to September this
surplus reached €6.0 billion. 

This improvement was largely driven by the
substantial decrease in imports as a result of
the fall in investment and consumption. How-
ever, non-oil exports, which began their
rebound in mid-2010, also played their part,
reflecting a strengthening in external demand
as well as the gains in cost competitiveness
mentioned previously. The recovery of exports
continues, although at a slow and uneven pace;
this is related, on the one hand, to the deteri-
oration in the external environment and, on
the other hand, to the financing difficulties
encountered by exporting companies, which
entail reduced supply of exportable goods. 

At the same time, it is estimated that the
improvement in the external balance also has
a structural component, related, first, to the
reorientation of enterprises towards foreign
markets and, second, to changes in consump-
tion patterns which could help contain imports
of consumer goods on a more permanent basis.
The changes in the external balance are grad-
ually reversing an earlier trend of many years
during which the growth of domestic demand
was the main driver of GDP growth, whereas
the change in external demand (net exports)
made a negative contribution. Since 2008, the
change in net exports has made positive con-
tributions to growth. Enhancing this trend and
expanding exports of goods and services as a
percentage of GDP9 will be pivotal to bringing
about a permanent change in the growth
model, which in the past had depended on
domestic demand. For this to continue after
the recession, it is necessary to achieve sus-

tainable improvement in cost competitiveness
and ―most importantly― substantial improve-
ment in structural competitiveness, i.e. the
ability of the domestic productive base to sup-
ply at competitive prices and quality the prod-
ucts with the highest demand in the domestic
and foreign markets. 

• For many years, uunniitt  llaabboouurr  ccoosstt growth in
Greece had outpaced that of EU-15 (old Mem-
ber States) or the euro area, contributing to
higher Greek inflation with respect to the euro
area average and to a steady erosion of cost
and price competitiveness. This situation
changed in 2010, due to the reduction of wages
both in the public sector in the context of the
fiscal adjustment and in the business sector in
the context of the effort made by enterprises
to adjust to reduced demand. The new legis-
lation adopted in October 2011 and February
2012 (Law 4024/2011 and Law 4046/2012) con-
tributed to a further downward adjustment of
labour costs in the business sector. Indeed, the
cumulative decrease in unit labour costs over
2010-2012 is estimated at 9.9% in total econ-
omy and 14.5% in the business sector, while,
when projections for 2013 are also taken into
account, the cumulative decrease over 2010-
2013 reaches 16.6% for total economy and
21.3% for the business sector. Moreover, it is
estimated that the objective set in the Memo-
randum of Understanding of February 2012
(15% reduction in unit labour costs over 2012-
2014) will be overhauled, as the cumulative
reduction over this period would reach 16%. 

There are also signs of an adjustment, although
not sufficient, in ccoonnssuummeerr  pprriicceess and iinnffllaattiioonn.
In 2012, for the first time after the introduction
of the euro, Greek inflation is expected to fall
below the euro area average (1.2%, compared
with 2.4-2.6%), and is projected to decelerate
further to 0.3% in 2013. Moreover, average
annual core inflation (which excludes energy
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99 According to national accounts, exports of goods accounted for
12.6% of GDP and exports of services for 12.4% at current prices
in 2011. However, the former increased as a percentage of GDP
compared to 2008 (10.7%), while the latter decreased (2008:
13.4%). Taken together, they have increased.
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and unprocessed food prices) is expected to be
0% in 2012 and turn negative (-0.5%) in 2013.
Indeed, if the impact of indirect tax increases
is excluded, average core inflation is expected
to turn clearly negative (-0.6%) already this
year. Still, the question arises as to wwhhyy  tthhee  ffaallll
iinn  ccoonnssuummeerr  pprriicceess  hhaass  nnoott  bbeeeenn  eevveenn  mmoorree
mmaarrkkeedd, against a backdrop of prolonged
decline in consumer demand and increasingly
lower unit labour costs. This is mainly due to
two factors: 

(a) The absence of effective competition in sec-
tors crucial to consumer prices, such as dis-
tributive trades or the food sector. Some dis-
tortions of competition are related to intra-
group transactions of multinational enter-
prises, their pricing policies and the restrictions
they impose on their subsidiaries concerning
procurement (see Chapter VI and Chapter ΙΙΙ,
Section 3.1.Α). 

(b) The increased burden on enterprises as a
result of increased taxes and higher financing
costs is also of special importance in the cur-
rent juncture. It seems that businesses rely on
reduced labour costs to address their tax obli-
gations and manage the tight credit conditions
and the increased cost of energy. 

There are also other reasons, as it will be
explained in Chapter ΙΙΙ, Section 3.1.Α. 

4.4 DELAYS AND PROGRESS IN STRUCTURAL
REFORMS 

Despite the delays already mentioned,
progress with structural reforms over the past
two and a half years has not been negligible
(see also Chapter VI). 

• In the area of ffiissccaall  ssttrruuccttuurraall  rreeffoorrmmss, what
stands out is the overhauling of the social secu-
rity system (Law 3863/2010), which supports
the sustainability of public finances. However,
as a result of this reform, replacement rates,
which have been among the highest in OECD
countries, will be reduced for first-pillar pen-
sions (statutory pension schemes). TThhiiss  iiss  wwhhyy

iitt  iiss  eesssseennttiiaall  ttoo  ddeevveelloopp  tthhee  ssttiillll  wweeaakk  sseeccoonndd  ppiill--
llaarr  ((ooccccuuppaattiioonnaall  ppeennssiioonn  sscchheemmeess))  iinn  oorrddeerr  ttoo
eennhhaannccee  tthhee  ttoottaall  ppeennssiioonn  iinnccoommee (see Box
VI.1). Other notable reforms include the intro-
duction of medium-term fiscal planning (Law
3871/2010), the drastic improvement in the
quality of fiscal statistics, as well as the recent
establishment of a structure to ensure the mon-
itoring of compliance with fiscal targets by all
ministries and general government entities
(Act of Legislative Content of 18.11.2012),
while the process of eliminating or merging
entities of the wider public sector and ratio-
nalising pharmaceutical expenses is ongoing. 

• In the area of llaabboouurr  mmaarrkkeett  ssttrruuccttuurraall
rreeffoorrmmss, there have been far-reaching inter-
ventions (through a series of legislative meas-
ures adopted between July 2010 and Novem-
ber 2012), concerning the decentralisation of
collective bargaining, cuts in the minimum
wage (i.e. wage at entry into employment) and
the introduction of more flexible provisions
for the protection of employment and work-
ing time. 

• Finally, ssttrruuccttuurraall  rreeffoorrmmss  iinn  tthhee  pprroodduucctt  mmaarr--
kkeett  include the marked simplification of licens-
ing for starting up and operating a business,
advances in the deregulation of land freight
transport, important steps (after the initial
delays) towards the opening up of many
“closed” professions, the lifting of cabotage
restrictions on cruise ships, while an export
strategy is being developed with three compo-
nents: facilitating external trade (the roadmap
on the relevant actions has already been pre-
sented), expanding Greece’s exporting base
(i.e. the number of exporting companies and
exported products) and promoting exports (re-
approaching traditional markets and pene-
trating into new emerging markets). 

4.5 SAFEGUARDING FINANCIAL STABILITY AND
RESTRUCTURING THE BANKING SYSTEM ON
SOLID GROUND 

The banking system continues to face
unprecedented challenges in terms of liquidity
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and capital adequacy, as a result of the sover-
eign debt crisis. Greek banks have been cut off
from international markets for some time now,
have faced a large outflow of deposits and
incurred significant losses from the haircut on
public debt in the context of the private sector
involvement (PSI+). Under these circum-
stances, it became apparent that not only the
stability of the Greek banking system was at
stake, but also that any false move could trig-
ger a banking crisis, with negative repercus-
sions possibly beyond Greece. 

Against this background, the Bank of Greece
in association with the Troika and the gov-
ernment set the objective of turning a new page
in the Greek banking system, with a view to
ensuring a sustainable, restructured and well
capitalised banking sector. Upon completion,
this process will lead to larger and adequately
capitalised banks, increased confidence on the
part of depositors and a new ability to reach
out to capital markets. Thus, banks will be able
to play more actively their role in providing
credit to the economy. 

TThhee  rroollee  ooff  tthhee  BBaannkk  ooff  GGrreeeeccee  

Despite the very negative conjuncture, the
banking system continued to fulfill its impor-
tant role with the support of the Greek gov-
ernment and the Eurosystem and under the
supervision and with the assistance of the Bank
of Greece. This is reflected in the fact that no
depositor has incurred any losses. 

At the same time, the Bank of Greece has fully
met its primary obligation to ensure that the
public’s demand for cash was covered. This was
achieved at a time when demand for cash was
highly volatile and there were repeated inci-
dents of increased cash outflows, caused by
negative news reports and heightened concern
among the public. 

The Bank of Greece had estimated that the
large macroeconomic imbalances entail risks
that were bound to lead to serious impasses.
This is why since the onset of the crisis, the

central bank had not only imposed enhanced
and strict supervision; it had also established
and implemented rules which safeguard finan-
cial stability and fully protect depositors. 

More specifically, actions taken by the Bank of
Greece have served to: 

− meet banks’ emergency liquidity needs,
enabling them to satisfy depositors; 

− design and set up, in collaboration with the
government, a framework for the resolution of
credit institutions. The procedures envisaged
in this framework have already been success-
fully applied in the case of six banks, without
affecting financial stability and whilst fully pro-
tecting depositors; 

− secure, through the support programme, the
necessary funds for bank recapitalisation.
Recapitalisation constitutes a crucial step
towards improving confidence in the banking
system, safeguarding deposits and increasing
liquidity in the market. Part of these funds will
be used for the restructuring and consolidation
of the credit system; 

− assess the viability of Greek banks and esti-
mate their capital needs for the period 2012-
2014. 

In particular, the recapitalisation exercise took
account of the lower face value of Greek gov-
ernment bonds held by banks, arising from the
private sector involvement (PSI+), the
expected losses in banks’ loan portfolios as a
result of the deep economic recession (as esti-
mated by BlackRock and the Bank of Greece),
the provisions already set aside to cover these
losses, as well as banks’ business plans show-
ing, inter alia, their estimated future operating
profitability (before provisions). 

To estimate capitalisation needs more accu-
rately, conservative assumptions were made
and projections were dynamic, reflecting the
estimated macroeconomic conditions and
banks’ business plans. 
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At the same time, as envisaged in the March
2012 Memorandum, the Bank of Greece car-
ried out an assessment of the viability of each
Greek bank. This assessment was based on a
multitude of criteria, which had to include
(under the March 2012 Memorandum), in non-
exclusive terms: “shareholders’ soundness and
willingness to inject new capital; quality of
management and risk management systems;
capital, liquidity, and profitability metrics
(both forward and backward looking); quality
of Bank of Greece’s assigned ratings to bank
risks; and a sustainable business model”. Based
on the results of the above two exercises, the
Hellenic Financial Stability Fund approved
and disbursed a capital advance of €18 billion
to four core banks. 

TThhee  rreeffoorrmm  ooff  tthhee  bbaannkkiinngg  ssyysstteemm  

Maintaining the stability of the banking system
is a primary objective of the Bank of Greece. To
this end, an attempt to reform the banking sys-
tem is under way, so as to ensure that it faces
up to the new economic environment. In this
regard, the first steps can be assessed positively. 

Since the onset of the crisis, the Bank of
Greece considered that sound financial aggre-
gates, effective and transparent risk manage-
ment and prudent business models are key to
enhancing bank resilience to shocks and ensur-
ing the access of Greek banks to sound sources
of financing abroad. This is why it is necessary
and inevitable that banks undergo internal
restructuring to modify their business models,
while a restructuring and consolidation of the
Greek banking system is also needed. 

The Greek banking system will not be able to
walk into the new era with its former structure
nor will it be able to rely perpetually on
extraordinary support provided by the gov-
ernment and/or the Eurosystem to ensure its
viability. Banks must use rationally the various
forms of support provided by authorities with
a view to gradually returning to self-reliance.
Thus, they will be able to support real economy
and fulfil their role in growth. 

It is encouraging that this necessary consoli-
dation of the banking system has begun,
although with a certain delay. Within a short
time we have seen (a) the resolution of
Agrotiki Bank and the transfer of its healthy
assets to Piraeus Bank; (b) the conclusion of
agreements for the acquisition of Geniki Bank
by Piraeus Bank and of Emporiki Bank by
Alpha Bank; and (c) a proposal from the
National Bank of Greece to acquire Eurobank,
which could lead to the creation of the largest
financial group in South-Eastern Europe.
Meanwhile, it is almost certain that there will
be further consolidation down the road. As
banks become stronger, this will facilitate their
access to foreign markets and will provide
incentives to private investors to take part in
future share capital increases. 

When this process is completed, it is estimated
that three large and well-capitalised banks will
remain, alongside a few smaller ones. The
expected market shares of smaller banks will
ensure a competitive environment, while banks
in general will be in a position to benefit from
the economies of scale and synergies resulting
from the process of consolidation. This situa-
tion is quite different from one year ago, when
seven medium-to-large banks and more than
ten small banks existed. 

The reform of the Greek banking system is
also in line with the nature of the wider finan-
cial system in the euro area, which is bank-
based, as private sector financing comes from
banks by two thirds. Therefore, the banking
system in the euro area must be stable and
have the required liquidity to ensure sufficient
financing for households and businesses. This
requires stronger banks that are more
resilient to economic shocks.10 International
experience also shows that the fragmentation
of the banking system, into a relatively small
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1100 It should be noted that EU countries with similar population and
economy size demonstrate a relatively high degree of concentra-
tion in the banking sector. For instance, the combined market share
of the five largest banks as a percentage of total assets is as follows:
Finland 84%, Netherlands: 84%, Belgium: 75%, Portugal: 71% and
Denmark: 64%, compared with 71% in Greece (according to ECB
data for 2010). 
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and vulnerable to external influences econ-
omy, can only negatively affect banks, while it
also has a direct impact on the cost and num-
ber of services for the end consumer. This is
also corroborated by international literature.
Empirical studies have shown that banking sys-
tems composed by a smaller number of rela-
tively larger banks are less vulnerable.11 In
addition, the high degree of concentration in
some banking systems also results from the
efforts made by more efficiently operating
banks to take advantage of economies of scale
and scope.12

Larger banks: (a) are more differentiated and,
as a result, are able to offset sector- or coun-
try-specific losses through alternative activities
(as illustrated in the past few years when large
Greek banks partly offset their domestic losses
with profits generated by their activities
abroad); (b) due to their higher effectiveness
and profitability they are less motivated to
resort to high-risk investments; (c) are better
placed to access international money and cap-
ital markets. 

TThhee  rreeccaappiittaalliissaattiioonn  ooff  bbaannkkss  

The Bank of Greece has already communi-
cated to all banks estimates of their capital
needs and the deadlines for submitting their
recapitalisation plans and implementing
them.13 Banks must complete the required cap-
ital increases by end-April 2013.14

The recapitalisation of the four core banks will
be carried out in three phases: 

− First, by end-December 2012, the Hellenic
Financial Stability Fund will have received€23.8 billion under the financial assistance
programme in the form of EFSF notes and will
provide additional capital advances to these
banks so that they meet the minimum Core
Tier 1 ratio of 9%. 

− Second, by end-January 2013, the HFSF will
fully subscribe the issuance of contingent con-
vertible bonds by these banks. 

− Third, by April 2013, core banks will com-
plete their share capital increases by offering
shares to private investors, and, if necessary,
any additional funds will come from the HFSF,
according to Law 4051/2012. 

Current or new shareholders of core banks will
have control of these banks, provided they are
deemed fit and proper (as already envisaged in
the regulatory framework) and have subscribed
no less than 10% of newly issued shares. As an
incentive to attract private investors, new
shareholders received warrants to acquire the
remaining shares from the HFSF within five
years. 

At the same time, the recapitalisation process
will continue for the remaining non-core
banks, which will have to complete the neces-
sary share capital increases by April 2013.
Banks that fail to increase their share capital
and develop a credible business plan that
would ensure their viability will be subject to
resolution measures. With regard to coopera-
tive banks, the Bank of Greece will conduct a
study on overhauling this sector, proposing
possible ways of addressing its problems. 

The completion of the recapitalisation process
and the restructuring of the Greek banking sys-
tem are reforms of pivotal importance, as the
existence of well-capitalised banks will boost
the confidence of domestic savers and inter-
national financial markets in Greek banks.
Such a development would help relieve the liq-
uidity constraints faced by banks, by favourably
affecting the inflow of deposits and banks’ abil-
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1111 See for example Uhde A., and Heimeshoff, U. (2009), “Consoli-
dation in Banking and Financial Stability in Europe: Empirical Evi-
dence”, Journal of Banking & Finance, 33 (7), 1299-1311 and Beck,
T., Demirguc-Kunt, A., Levine, R. (2006), “Bank Concentration,
Competition, and Crises: First Results”, Journal of Banking &
Finance, 30 (5), 1581-1603.

1122 See for example Claessens, S. and Laeven, L. (2004), “What drives
bank competition? Some international evidence”, Journal of
Money, Credit and Banking, 36 (3), 563-583 and Bikker, J.A. and
Haaf, K. (2002), “Competition, concentration and their relation-
ship: An empirical analysis of the banking industry”, Journal of
Banking & Finance, 26 (11), 2191-2214.

1133 It should be noted that taking into account the results and the
actions of banks in the first half of 2012, the Bank of Greece has
already updated the assessment of their capital needs.

1144 For more details on the tools and modalities of the recapitalisation,
see Cabinet Act No 38/9.11.2012. 
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ity to regain access to international money and
capital markets. At the same time, the
strengthening of banks’ capital bases will
increase their ability to supply credit to the
economy and to thereby mitigate the contrac-
tionary effects of fiscal adjustment. 

The shock from the debt crisis has set in
motion forces that are reshaping the credit
system towards ensuring its long-term viabil-
ity. The process of consolidation either
through mergers or as a result of the resolu-
tion of domestic credit institutions leads to the
emergence of larger banking groups; this
entails economies of scale and synergies, and
reduces new threats to financial stability in the
future, given that, as mentioned above, larger
banks are normally more resilient. Thus, the
banking sector takes the lead in the general
effort to restructure the Greek economy,
which is a precondition for sustainable devel-
opment. 

TThhee  aaccttiioonnss  ooff  tthhee  BBaannkk  ooff  GGrreeeeccee  wwiitthh  rreeggaarrdd
ttoo  tthhee  ssuuppeerrvviissiioonn  ooff  tthhee  pprriivvaattee  iinnssuurraannccee  mmaarr--
kkeett  

The private insurance sector became also
under pressure in 2012. In the first half of 2012,
total insurance premium turnover declined by
10% in comparison with the corresponding
period of 2011. 

In the course of 2012, through a series of meas-
ures and in close cooperation with all market
participants, the Bank of Greece continued to
contribute to gradually addressing the long-
standing weaknesses of the private insurance
sector and to establishing sound competition,
both of which are prerequisites to attract the
necessary funds for the development of the
market. 

Particular attention was given to: the control
of pricing policies; practices to attract cus-
tomers; measures aimed at reducing operat-
ing costs and compensations (e.g. with regard
to car repair costs and hospital treatment
expenses paid to private hospitals); the timely

payment of amounts due to insurance medi-
ators; and, in general, improved profitability
as a primary, if not the only, means of
strengthening the capital of insurance com-
panies. 

As regards supervision, among the first prior-
ities are: the consolidation of the Insurance
Guarantee Fund of Liability from Car Acci-
dents; a control procedure for uninsured vehi-
cles; improved quality of services provided by
insurance mediation; organising and effectively
operating the handling of complaints by insur-
ance companies; and in general improved level
of protection of insured consumers. 

In the upcoming period, private insurance
companies will have to take important strate-
gic decisions related to both the requirements
of the imminent “Solvency II” framework and
the possibility of entering the market of second
pillar pensions, i.e. the management of occu-
pational funds. Insurance companies should
plan their way forward by determining their
optimal size: they should consider if they would
operate as small, highly specialised companies
or if they would form larger and better organ-
ised entities that would benefit from synergies
and economies of scale. 

The ongoing efforts by some companies to
increase their share capital are positive. By the
end of 2012, share capital increases of €1.5 bil-
lion are expected to be finalised (the bulk of
them has already been completed). 

5 RECOVERY AND THE RETURN TO POSITIVE
GROWTH ARE NOW A PRIORITY 

The adoption of the Medium-Term Fiscal
Strategy and the Budget for 2013 signals the
end of a series of delays; the adjustment pro-
gramme is now back on track. At the same
time, the expected disbursement of €34.4 bil-
lion by mid-December 2012 and of another€9.3 billion in the first quarter of 2013 will
ensure the financing of the programme at this
critical phase. Future developments will now
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crucially depend on the Greek economy’s abil-
ity to exit the recession as soon as possible and
achieve positive GDP growth, which is
extremely important in order to: 

11.. Meet the debt and fiscal adjustment targets,
which are expressed as GDP ratios and are
thus decisively influenced by GDP levels. 

22.. Break the vicious circle of recession-missing
fiscal targets-enforcing new measures. 

33.. Contain the rise in unemployment, which, if
continued, risks causing a severe social crisis. 

44.. Drastically improve confidence of the
domestic and global markets in the Greek
economy. 

Speeding up the onset of recovery and estab-
lishing the conditions for growth constitute
national priorities. Return to growth is condi-
tional upon effectively addressing the weak-
nesses identified. At the same time, it is essen-
tial to take full advantage of the important
achievements made so far. 

5.1 PRECONDITIONS FOR A RETURN TO POSITIVE
GROWTH 

The preconditions for a return to positive
growth are: 

••  TThhee  lliiffttiinngg  ooff  uunncceerrttaaiinnttyy  aabboouutt  GGrreeeeccee’’ss  ppllaaccee
iinn  tthhee  eeuurroo  aarreeaa..  

The experience gained so far from imple-
menting adjustment programmes, the devia-
tions from targets, the failures and the stronger
than expected impact on economic activity, all
bring to the fore the significance of the loss of
confidence in the future of the Greek economy
– a loss that has an impact on both domestic
and global markets. The loss of confidence cul-
minated in projections and scenarios about
Greece’s exit from the euro area. As long as
the issue remains open, this threat will hang
over Greece, undermining the effort for an
orderly exit from the crisis. 

Therefore, lifting all uncertainties about
Greece’s place in the euro area is top priority.
Regaining confidence will require stronger
efforts to make up for lost ground and con-
vince that the adjustment programme has a vis-
ible turning point and is not an endless cycle
of burdens to no avail. The adopted medium-
term framework must be strictly implemented
this time, without concessions, backtracking
and delays. However, distributing costs over a
longer period of time is believed to facilitate
a faster onset of the recovery. 

••  AA  nnaattiioonnaall  ppllaann  ffoorr  tthhee  ttrraannssiittiioonn  ttoo  aa  nneeww
ggrroowwtthh  mmooddeell  

Aside from setting the minimum conditions for
continued financial support, the Memorandum
of February 2012 and the additional measures
under the Medium-Term Fiscal Strategy 2013-
2016 and Law 4093, adopted on 7 November
2012, map out the policies that need to be
implemented without delay. IInn  nnoo  wwaayy  ddoo  tthhee
pprroovviissiioonnss  ooff  tthhee  MMeemmoorraanndduumm  wwaaiivvee  GGrreeeeccee’’ss
rreessppoonnssiibbiilliittyy  ttoo  ffiinnaalliissee  aa  ccoommpprreehheennssiivvee
aaccttiioonn  ppllaann  ––  aa  nnaattiioonnaall  ssttrraatteeggyy  ffoorr  rraaddiiccaallllyy
cchhaannggiinngg  tthhee  ssttrruuccttuurreess  ooff  tthhee  eeccoonnoommyy  aanndd  iinn
ppaarrttiiccuullaarr  iittss  ssttrruuccttuurree  ooff  pprroodduuccttiioonn..

Today, economic policy makers are faced with
a deep recession together with the need to
eliminate the twin deficits (fiscal and current
account deficit) and to eradicate their root
causes. Certainly, the immediate restart of the
economy is a priority and in this regard meas-
ures have been taken to ensure a faster absorp-
tion of funds under the National Strategic Ref-
erence Framework, the establishment of the
Hellenic Investment Fund, the use of all the
financial tools made available by the European
Investment Bank and restarting construction in
the major motorways. 

At the same time, this situation calls for the
promotion of structural reforms in order to
achieve satisfactory and sustainable growth.
Addressing the twin deficits by structural
reforms would ensure their effective and per-
manent elimination. Conditions in the econ-
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omy will quickly become even more adverse if
the causes of the deficits are addressed by
measures with only a temporary effect. It
should also be noted that avoiding structural
reforms would prolong uncertainty and the
recession, stifle growth and undermine debt
sustainability. Delays in completing structural
reforms over the previous years, despite the
progress made, have prevented the beneficial
effects of such reforms from becoming visible
sooner and have led to pressures for additional
spending cuts. 

Of course, the reform process takes time and
in many cases positive results take long to man-
ifest themselves. Precisely because of this,
delays simply exacerbate problems. Therefore,
the need to promote reforms is all the more
urgent. 

The implementation of economic policy poses
three major challenges: 

• First, to design measures with a long-term
horizon, while taking into account short-term
constraints. 

• Second, to adequately justify the need to
implement the measures and the expected ben-
efits. 

• Third, to compensate for the short-term cost
of the measures to the most vulnerable groups,
so as to ensure social justice. 

5.2 THE AIM OF STRUCTURAL REFORMS: A MODERN
COMPETITIVE ECONOMY 

A competitive economy does not necessarily
mean a low-cost economy. The mechanisms
that render a modern economy competitive are
far more complex. The factors influencing
competitiveness can be distinguished into insti-
tutional and economic. 

• The major iinnssttiittuuttiioonnaall ffaaccttoorrss are: 

− A flexible public sector that supports citizens
and ensures the provision of security, health

and education services in the most effective
manner. 

− A flexible public sector, business-friendly,
with clear and transparent laws that are
enforced. 

− Modern institutions that promote the pub-
lic’s sense of fairness and trust between social
partners. 

− Political stability. 

• The major eeccoonnoommiicc ffaaccttoorrss are the fol-
lowing: 

− Macroeconomic stability. 

− Adequate infrastructure. 

− Access to the financial system. 

− Skilled human capital. 

− Effective competition both domestically and
abroad. 

− Developing synergies between enterprises
(e.g. through business clusters) to facilitate
innovation and the diffusion of technology. 

− Sound business management. 

− Rational motivation policy at enterprise
level (corporate governance, linking pay to
productivity, etc.). 

The aim of structural reforms is precisely to
help ensure that these institutional and eco-
nomic conditions are met. 

5.3 THE EFFORT TO SPEED UP THE ONSET OF
RECOVERY 

In particular with regard to speeding up the
onset of recovery, the main objectives of the
effort that must be launched immediately are: 
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••  RReessttoorriinngg  nnoorrmmaall  ffiinnaanncciiaall  ccoonnddiittiioonnss  

As already mentioned, financial stability has
been safeguarded, despite adverse conditions.
However, the lack of liquidity and the problem
of undercapitalisation limit the ability of the
Greek banking system to finance new business
initiatives and support viable enterprises fac-
ing severe liquidity problems. As analysed
above, recapitalisation and restructuring of the
banking system will contribute to an improve-
ment of liquidity conditions, thereby allowing
support for the export activity of enterprises
and facilitating their reorientation to new mar-
kets and new products. Also, uncertainty needs
to be reduced, especially as regards Greece’s
place in the euro area, so that deposits can
return. Enhanced confidence will result from
progress in the implementation of the Memo-
randum and the improvement of macroeco-
nomic conditions; at the same time, specula-
tions by international stakeholders about a
Greek exit from the euro area should be
avoided, as they often disregard the progress
achieved. 

EU funds are being used (e.g. actions under
the National Fund for Entrepreneurship and
Development (ΕΤΕΑΝ), JEREMIE initiative)
in channelling credit to Greek enterprises
through the domestic banking system, while in
the future additional EU financial instruments
will be used, including the SME Guarantee
Facility, which will provide loan guarantees to
small and medium-sized enterprises using
funds from the European Investment Bank, the
planned Risk Sharing Instrument, which will
finance infrastructure projects and productive
investment, and the financing facility for
imports of raw materials, planned by the Euro-
pean Investment Fund. 

••  IImmmmeeddiiaattee  iimmpprroovveemmeenntt  ooff  tthhee  eeffffiicciieennccyy  ooff
ppuubblliicc  aaddmmiinniissttrraattiioonn  aanndd  ssiimmpplliiffiiccaattiioonn  ooff  tthhee
lleeggaall  aanndd  rreegguullaattoorryy  ffrraammeewwoorrkk  

This is crucial for the effective implementation
of all other reforms and policies, for a better
relationship between the state and its citizens

and between the state and businesses, also pro-
moting a sense of equity. 

••  SSttaabbllee  ttaaxx  rreeggiimmee,,  rreedduucceedd  ttaaxx  bbuurrddeenn  

The adjustment programmes implemented so
far have largely focused on increasing public
revenue by introducing a series of tax measures
that overturned business plans and acted as a
disincentive to investment. 

As the tax system is currently being redesigned,
a primary concern should be to ensure that the
provisions to be adopted will remain in place
for a long time. Additionally, the new tax sys-
tem must be simpler and rely extensively on
information technology. Finally, it should focus
on widening the tax base by curbing tax eva-
sion; it would then be possible to lighten the
burden of those who already pay taxes, which
has increased excessively. Tax provisions
should also aim at encouraging entrepreneur-
ship and speeding up the onset of recovery. 

Establishing a stable tax system that would
raise sufficient revenue for fiscal consolidation,
drastically fight tax evasion and reduce the tax
burden on sincere tax payers could be the most
effective tool in reversing the adverse climate. 

••  PPrreessssiinngg  aahheeaadd  wwiitthh  pprriivvaattiissaattiioonn  

Privatisation proceeds will help to directly
reduce public debt and their collection con-
stitutes a significant obligation under the loan
agreement. However, the major benefit of pri-
vatisation is that it can boost growth and cre-
ate new and sustainable jobs. On top of the
immediate benefits of the initial investment
resulting from a privatisation, the multiple
expenses required to complete an investment
project should be added (e.g. in the case of the
old airport site at Ellinikon). Positive past
experience (e.g. in the sector of mobile teleph-
ony) should not be disregarded. 

Up to now, the process of privatisation has
seen huge delays, which reflects domestic
weaknesses and the lack of confidence, which
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is nothing but encouraging to foreign
investors. Thus, short-term targets have been
repeatedly revised downwards, while the initial
target for €50 billion of total revenue has not
changed but has been deferred (see Chapter
IV, Section 2 and Chapter ΙΙΙ, Section 1.2.Β).
The establishment of the state asset manage-
ment fund (TAIPED) was a positive first step
and its active role since September 2012 is a
promising development. 

••  EEffffeeccttiivvee  uussee  ooff  EEUU  ffuunnddss  ffoorr  rreeccoovveerryy  aanndd
ggrroowwtthh  

Given the significant budget constraints at the
national level, EU resources are currently a
particularly important source of funding. Any
remaining obstacles to a faster absorption and
more effective use of funds under the National
Strategic Reference Framework must be
removed as soon as possible. In this regard, the
European Commission and the Greek author-
ities promoted a series of measures over the
past two years (see Chapter ΙΙΙ.4). It should be
pointed out that the remaining NSRF funds  to
be absorbed by 2015 (n+2 rule), including
funds for rural development, amount to some€13 billion. Taking full advantage of the inter-
ventions made so far by Greek and EU author-
ities to enhance liquidity, combined with the
elimination of administrative burdens that do
not allow financial support to reach the real
economy, is expected to lead to a faster and
more effective use of EU funds. In this context,
the targeted technical assistance provided by
the EU Task Force for Greece is very impor-
tant for the structural reforms and the growth
targets envisaged in the Memorandum. 

The following can contribute to maximising
benefits in terms of growth: 

− First, both in the context of the revised
NSRF and during the preparation of the new
programming period 2014-2020, account
should be taken of the economic and social
effects of the recession and the austerity meas-
ures on the labour and product markets. Links
should exist between projects, so as to achieve

the maximum multiplier effect. For example,
it would be useful to combine (in production
and operation terms) projects in areas such as
youth unemployment and enterpreneurship,
rural development and tourism, innovation and
trade, etc., or to include new programmes such
as in-house and vocational training. 

− Second, synergies between EU funds and
structural measures under the Memorandum
should be identified and fully exploited. Spe-
cific actions such as conducting studies and
developing information systems, electronic
data bases and tools at micro-level for
exporters and small and medium-sized enter-
prises, counselling services, etc. can be
financed by EU funds under the NSRF in the
new programming period 2014-2020. Further-
more, in some cases EU Structural Funds can
contribute to the preparation of the sale of
State assets by improving their functions and
enhancing their potential value, thereby sup-
porting the privatisation programme. 

− Third, it is urgent to reassess projects as far
as their direct effect on productivity is con-
cerned. The resulting cost savings should be
redistributed in a way that places more empha-
sis on mobilising private productive invest-
ment, also tapping into the possibility of pub-
lic-private partnerships (PPPs). 

− Fourth, it is essential to fully implement the
principle of a single operational centre (the rel-
evant Ministry, which is the Ministry of Devel-
opment and Competitiveness), which ensures
the management and control of projects and
addresses the issue of unclear responsibilities
of the parties involved (also witnessed by the
European Union) due to joint responsibilities
shared between the central administration and
regional/local authorities. This would ensure a
better coordination of actions, a common
assessment of the results of each project (com-
pared with supplementary projects) and a sta-
ble implementation framework. 

In the EU’s nneexxtt  mmuullttiiaannnnuuaall  pprrooggrraammmmiinngg
ppeerriioodd, Greece will be allocated significantly
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lower funds. First, in 2014-2020, €12 to €13 bil-
lion are expected to be received from the Struc-
tural Funds, compared with €20.4 billion in
2007-2013. Therefore, an effective negotiation
strategy is needed to ensure that the allocation
of funds to be decided (most likely in January
2013) will be the most favourable. Irrespective,
however, of the quantity of funds available, a
strategy must be formulated for the optimal use
of these resources. Up to now, although EU
funds have made a positive quantitative con-
tribution, their use has not averted the per-
sistence of a distorted growth model that ulti-
mately led to the current crisis. In the new envi-
ronment, the NSRF and EU funds should func-
tion as powerful tools for growth; to this end,
they have to be integrated into the national
plan for the transition to a new growth model,
as mentioned above, which will be in line with
the obligations that Greece has undertaken. 

In particular with regard to the nneeggoottiiaattiioonn for
the new programming period, as well as the rel-
evant pprreeppaarraattiioonn, Chapter ΙΙΙ (Section 2.Α)
presents some fundamental guidelines that could
be followed to maximise benefits for Greece.15

6 UNCERTAINTIES AND RISKS STILL EXIST 

Two factors will ultimately determine the abil-
ity of the Greek economy to overcome the cri-
sis and ensure the sustainability of public debt: 

FFiirrsstt, the elaboration and the consistent and
speedy implementation of a national strategy.
This strategy needs to be broader in scope than
the Memorandum and include the completion
of fiscal consolidation, the policies needed to
bring the recovery forward and the vital
reforms that will generate sustainable gains in
competitiveness and satisfactory growth rates
in the future. 

SSeeccoonndd, continued financing from our partners-
creditors. 

Both factors are subject to considerable uncer-
tainties, both domestic and external. With
regard to the domestic uncertainties, note must
be made of the following: 

• that public administration might not be able
to implement the reforms decided upon at the
political level. It is for this reason that prior-
ity has to be given to improving the efficiency
of public administration, so that it is friendly
to citizens and businesses; 

• that there could be strong social reactions,
which could test political stability; 

• that the targets set might not be fully met,
resulting in the need for additional corrective
measures that would be hard to be decided
upon. 

Among the external factors, the main uncer-
tainty relates to the materialisation of down-
side risks to the global economic outlook. Such
a materialisation would weigh heavily on the
outlook for the Greek economy as well. The
institutional reforms to be decided at the euro
area level are another external uncertainty.
This is why, as already mentioned, Greece
must be actively involved in the deliberations
and in the EU decision-making process. 

7 IT IS POSSIBLE TO TURN A NEW PAGE 

Despite the delays, the progress that has been
achieved in key sectors is tangible. Despite the
risks and the ongoing recession, the economy
is changing. It is primarily up to Greece to
design and implement the right policies to
speed up the onset of recovery and establish
the conditions for satisfactory and sustainable
growth thereafter. 
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1 INTERNATIONAL ECONOMIC DEVELOPMENTS,
PROSPECTS AND POLICY RESPONSES

1.1 DEVELOPMENTS AND PROSPECTS1

• The growth rate of the world economy is
expected to decline in 2012, reflecting (i)
unusually high uncertainty fuelled by the re-
intensification of the debt crisis in the euro
area and concerns about its sustainability, (ii)
the wider implications of fiscal adjustment
policies implemented in most advanced
economies and (iii) new record highs in inter-
national commodity prices. Negative effects,
primarily for advanced economies but also for
the global economy as a whole, spill over
through global trade and subdued consumer
and investor confidence as regards the eco-
nomic outlook, and are at the same time wors-
ened by weaknesses in the financial sector.

• According to estimates, world GDP (see
Table II.1) will rise by 3.3% in 2012, from
3.8% in 2011. In advanced economies, the
projected deceleration of GDP in 2012 (1.3%
from 1.6% in 2011), which is considerably
affected by the continuing implementation of
fiscal adjustment programmes against a back-
ground of already extremely low interest rates,
reflects highly divergent developments across
economic areas and countries. In the US, the
growth rate is expected to slightly accelerate
to 2.2% from 1.8% in 2011, while Japan seems
to come out of the 2011 recession, with its
GDP projected to rise by 2.2% (-0.8% in
2011).

In the euro area, the rate of change in GDP is
projected to be slightly negative (-0.4%) in
2012 (from -0.6% to -0.2% according to the
ECB staff projections), due to the negative
contribution of domestic demand, which is
expected to more than offset the positive con-
tribution of net exports. The current account
balance improved and its surplus is estimated
to have widened to 1.1% of GDP, an evolution
linked to the fall in the effective exchange rate
of the euro (i.e. improvement of competitive-
ness) from 2010 onwards. However, as from

August, a strengthening of the euro is
observed, owing to the gradual elimination of
uncertainty as regards the euro area outlook.
Nevertheless, GDP is projected to be slightly
positive (0.2%) in 2013 (from -0.4% to +1.4%
according to the ECB staff projections). The
European Commission forecasts a slightly
lower growth rate in 2012 (0.1%).

• In emerging and developing economies,
despite the deceleration of GDP (except for
Middle Eastern and North African countries
where GDP growth is expected to accelerate)
mainly because of weaker demand from
advanced economies, growth rates remain rel-
atively high. In this group of countries, GDP
growth is expected to decelerate to 5.3% in
2012 from 6.2% in 2011. In emerging Asia,
which continues to register relatively better
performance, the growth rate will decelerate to
6.7% in 2012 from 7.8% in 2011.

• Unemployment rates are expected to decline
in the US (8.2% from 9.0% in 2011), remain at
low levels in Japan (4.5% from 4.6% in 2011)
and rise in the euro area (11.2% from 10.2%).
According to the OECD, the rise in unem-
ployment in some countries in 2012, due to
weaker economic activity, will be lower than
anticipated. Nevertheless, given the forecasts
for low or even negative growth, the risk of a
sudden increase in unemployment should not
be ruled out, a development that would nega-
tively affect disposable income, confidence and
economic activity.

• Inflation is declining because of the eco-
nomic slowdown and the stabilisation of world
commodity prices (after their strong increase
in 2011) at high levels. In advanced
economies, CPI inflation is expected to
decline to 1.9% from 2.7% in 2011, while in
developing economies it is expected to come
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11 The analysis that follows is based on macroeconomic developments
up to early November and takes into account recent forecasts by
the IMF (World Economic Outlook and Fiscal Monitor, October
2012), the European Commission (7 November 2012), the OECD
(Economic Outlook, No. 91, May 2012 and Interim Assessment, 6
September 2012), the ECB staff projections (6 September 2012)
and other available data. 
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down to 6.1% from 7.2% in 2011. In the euro
area, the ECB staff project that average
annual inflation will remain above 2% until
the end of the year and fluctuate between
2.4% and 2.6% in average annual terms, pri-
marily on account of high international fuel
prices, the weakening in the exchange rate of
the euro and the increase in indirect taxes in
some euro area countries. 

• The volume of world trade in goods and
services declined considerably in 2012 (for the
second consecutive year) and its growth is esti-
mated to come down to 3.2% in 2012 (from
5.8% in 2011). The average international price
of crude oil, which registered a steep increase
in 2010 and 2011, is expected to rise further in
2012 (by 2.1%, reaching 106.2 US dollars per
barrel) and exceed the high levels of 2008 in
average annual terms. International non-oil
commodity prices are estimated to fall by 9.5%

in 2012, with the exception of food prices that
will remain high due to adverse weather con-
ditions (drought, etc.). 
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• Fiscal policy in advanced economies main-
tained its restrictive stance (as mirrored by
the reduction in the structural deficit), espe-
cially in the euro area, aiming to limit the
risks originating from the sovereign debt cri-
sis. The procyclical fiscal policy is undoubt-
edly holding back growth. However, negative
developments in financial markets, together
with the fact that the financial sector is still
vulnerable, do not leave room to many gov-
ernments to postpone the necessary adjust-
ment. The fiscal deficit is estimated to fall to
8.7% of GDP in 2012 from 10.1% in 2011 in
the US2 and to 3.3% from 4.1% in the euro
area, while in Japan it will increase slightly to
10.0% from 9.8%. The gross public debt will
increase further to 107.2% of GDP in the US,
to 236.6% in Japan and to 93.6% in the euro
area.

• The fiscal and macroeconomic imbalances
have diminished over the past three years in
the euro area, especially in the countries that
implement fiscal adjustment and structural
reform programmes. In these countries, the fis-
cal deficit has decreased considerably and is
projected to decrease further, while a signifi-
cant decline is also recorded in the current
account deficit. The shrinking of external
imbalances is, to a large extent, attributable to
the economic recession and also reflects a con-
siderable narrowing of the competitiveness gap
between countries with deficits and countries
with surpluses.

• Monetary policy remained very accom-
modative in advanced economies, thus facili-
tating the effort for fiscal adjustment that
would entail the smallest possible cost for
growth. In Japan and the United Kingdom, the
central bank expanded in 2012 the bond pur-
chase programmes by a total of JPY 36 trillion
and GBP 100 billion, respectively. The ECB,
after four consecutive cuts in its key interest
rate in 2011, proceeded to a new reduction in
July 2012, while at the end of 2011 it decided

to conduct two longer-term refinancing oper-
ations (LTROs), which provided considerable
support to liquidity and had a positive impact
on financial markets. In addition, the ECB pur-
chased government bonds in the secondary
market, improved the conditions of long-term
refinancing and broadened the eligibility cri-
teria for securities used as collateral in the
Eurosystem’s liquidity-providing operations.
Moreover, in early September, the ECB
announced the terms of the new government
bond purchase programme with a maturity of
up to three years (for more details, see Section
3 of this chapter).

1.2 EU AND EURO AREA: POLICY RESPONSES

• EU institutions are stepping up the effort
to cover the gaps in the EMU economic gov-
ernance framework and to address the debt
crisis (also by enhancing banking supervi-
sion). At the same time, financial markets are
often impatient for quick results in reducing
public debt and improving the economic out-
look. 

• Significant decisions were taken during the
euro area and the European Council summits
last June. They concerned a more efficient
functioning of the support mechanisms and a
single banking supervision mechanism, as
well as the promotion of economic integra-
tion. Also, the ECB’s decision of 6 Septem-
ber 2012 to intervene, under strict condi-
tionality, in the secondary sovereign bond
market and carry out purchases of bonds
(with a maturity of one to three years) from
member countries that implement EU/IMF
economic adjustment programmes was con-
sidered very positive for the financial stabil-
ity in the euro area. 
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22 In the US, the estimated fiscal tightening (or “fiscal cliff”) owing
to the expiration, at the end of 2012, of the non-standard measures
to boost demand after the crisis of 2008-2009, amount to 4% of
GDP.
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FISCAL CONSOLIDATION AND EU POLICY FOR GROWTH

I Introduction

In the past two years, most EU Member States have been implementing cyclical tight fiscal
policies in order either to correct accumulated fiscal imbalances or balance their state budg-
ets after the expansionary interventions they had proceeded with in their efforts to address
the 2008 crisis.

Strong fiscal consolidation in several EU Member States led to a larger than expected decline
in economic activity and higher unemployment, fuelling the debate over fiscal multipliers and
the possibility of having underestimated them. The higher the fiscal multipliers, the more
far-reaching the short-term, negative effects of fiscal consolidation on real economy, thus
raising concerns about: a) the appropriate size, mix and pace of fiscal consolidation and (b)
the need to promote “countervailing measures” in order to boost demand and support growth
and employment. Recent discussions on the size of fiscal multipliers directly concern the sus-
tainability of public debt. Specifically, for a given size of fiscal effort, a high multiplier leads
to a comparatively larger burdening of public debt-to-GDP ratio. This implies that in coun-
tries with high public debt and in which it is estimated that fiscal multipliers are high, the
necessary decrease in primary deficit should be accompanied by policies which, on the one
hand, directly reduce public debt (e.g. privatisations), and on the other hand, mimimise the
adverse effects of fiscal consolidation on economic growth. Besides, it has recently been ques-
tioned whether, in countries falling in this category, the attainment of the deficit targets is
compatible with the sustainability of public debt.1

This box summarises the current debate on the size of fiscal multipliers and analyses the impli-
cations of their re-assessment on the conduct of fiscal and economic policy. Moreover, it
describes the initiatives undertaken at EU and euro area level in order to achieve fiscal con-
solidation at the lowest possible cost in terms of economic growth and employment. 

2 Fiscal multipliers

The effect of fiscal consolidation on economic activity depends on the pphhaassee  ooff  tthhee  bbuussiinneessss
ccyyccllee, the ccoommppoossiittiioonn and the rreelliiaabbiilliittyy of fiscal consolidation measures, as well as the mmoonn--
eettaarryy  ppoolliiccyy pursued. Specifically, fiscal multipliers tend to be larger during recession and
when: (a) measures focus on the side of public expenditure rather than public revenue, (b)
fiscal policy is not deemed reliable by investors and consumers or fiscal measures are of a
provisional nature2 (affecting confidence and expectations) and (c) interest rates are excep-
tionally low and there is little room for monetary easing through main refinancing rates. More-
over, fiscal multipliers tend to increase with the ssiizzee  ooff  ffiissccaall  ccoonnssoolliiddaattiioonn,3 the ssiizzee  ooff  tthhee
nneeggaattiivvee  oouuttppuutt  ggaapp (which is widened due to the credit crunch, the repair of balance sheets
and high precautionary savings) and wwhheenn  ootthheerr  ccoouunnttrriieess  aarree  aallssoo  uunnddeerr  ffiissccaall  ccoonnssoolliiddaattiioonn
(because of lower external demand). 

Box IΙ.1

1 See Jonathan Portes and Dawn Holland, “Self Defeating Austerity?”, presented by the National Institute of Economic and Social Research
on 1 November 2012. 

2 See European Commission, Autumn Forecasts, Box 1.5 “Forecast errors and multiplier uncertainty”, 7 November 2012. 
3 IMF, Selected Issues on the euro area, Chapter III, “Fiscal consolidation under the SGP: some illustrative simulations”, July 2012.
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A number of recent empirical studies estimate that the combination of these factors in the
period of the “Great Recession” from 2010 onwards has led to higher than usual fiscal mul-
tipliers, namely close to or above 1 for advanced economies, thus intensifying the negative
effects of fiscal consolidation on economic growth.4

The IMF estimates that, in the current juncture, the real size of fiscal multipliers5 for advanced
economies varies between 0.9-1.7, up by 0.4 to 1.2 against those used in macroeconomic pro-
jections until 2009 (of about 0.5 on average).6 Similarly, the European Commission notes that
ssppeecciiaall  cciirrccuummssttaanncceess, such as the lack of credibility of fiscal consolidation programmes and
limitations in conventional monetary policy, more than doubled the size of fiscal multipli-
ers in EU-27 and the euro area to about 0.6-0.7 in the first year of fiscal consolidation.7

The impact of fiscal consolidation on unemployment (“unemployment impact multipliers”)
has been studied less than its impact on GDP. A recent report by the European Commission
points out that fiscal consolidation (emphasising on the reduction of public expenditure) has
a stronger impact on countries in which the labour market is more subject to protectionism.
This is explained by the fact that in these markets the benefits of fewer dismissals are more
than offset by the large reduction in job creation, exacerbating long-term unemployment.8

Generally, estimates of the size of fiscal multipliers vary greatly and are subject to theoret-
ical, technical9 and other limitations. For this reason, tthheeyy  sshhoouulldd  bbee  iinntteerrpprreetteedd  wwiitthh  ccaauuttiioonn,,
aallwwaayyss  ttaakkiinngg  iinnttoo  aaccccoouunntt  ootthheerr  eeccoonnoommiicc  ddaattaa  aass  wweellll. 

3 Implications of the estimated higher fiscal multipliers

The finding that fiscal multipliers are currently higher in advanced economies ddooeess  nnoott  iimmppllyy
aann  aauuttoommaattiicc  cchhaannggee  iinn  tthhee  ppoossiittiioonn  oorr  tthhee  ssttaannccee  ooff  tthhee  ffiissccaall  ppoolliiccyy  ppuurrssuueedd. To this end, fac-
tors such as ffiinnaanncciiaall  ccoonnssttrraaiinnttss, market ccoonnffiiddeennccee and ssoocciiaall  ccoonnddiittiioonnss in each country
should also be taken into consideration.

However, the analysis of these higher fiscal multipliers reveals certain kkeeyy  ccoonncclluussiioonnss ―where
views seem to converge― which should be evaluated and dduullyy  ttaakkeenn  iinnttoo  aaccccoouunntt in planning
fiscal and economic policy in EU and euro area countries. These conclusions lead to the fol-
lowing proposals: 

4 See e.g. Auerbach, A.J. and Y. Gorodnichenko (2012), “Measuring the Output Responses to Fiscal Policy”, American Economic Journal:
Economic Policy, 4(2): 1-27, IMF, Fiscal Monitor – Balancing Fiscal Policy Risks, Chapter 3, “Easy does it: the appropriate pace of
fiscal consolidation”, April 2012, Batini N., Callegari G. and G. Melina (2012), “Successful austerity in the United States, Europe and
Japan”, IMF Working Paper No. 190, Canzoneri M., F. Collard, H. Dellas and H. Diba (2012) “Fiscal Multipliers in Recessions,”
Diskussionsschriften dp1204, Universitaet Bern, DeLong B. and L. Summers (2012), “Fiscal Policy in a depressed economy”, The
Brookings Institution. 

5 The effect of a change in structural fiscal deficit as a percent of GDP on real growth. 
6 IMF, World Economic Outlook, Box 1.1 “Are we underestimating short-term fiscal multipliers?”, October 2012. The IMF finds that

fiscal multipliers have been underestimated in recent years, and this applies also after controlling for other factors that may have had
an impact on the lower than expected economic growth, such as the initial level of public debt, the banking crisis and the ex post
implementation of additional fiscal consolidation measures. Furthermore, as shown by the analysis, omitting from the sample those
countries that are under a fiscal consolidation programme does not change the results qualitatively. 

7 European Commission, European Economic Forecast, 11 May 2012, Box 1.4 “Fiscal consolidation and the economic outlook”. 
8 European Commission, “Fiscal consolidation in reformed and unreformed labour markets”, Quarterly report on the euro area, 12 October

2012. 
9 For instance, empirical models should separate the fiscal impact of other factors associated with the sovereign debt crisis, that weigh

on economic activity, such as the sovereign-risk perception. See European Commission, Autumn Forecasts, Box 1.5 “Forecast errors
and multiplier uncertainty”, 7 November 2012. 
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• GGrroowwtthh--  aanndd  eemmppllooyymmeenntt--ffrriieennddllyy  ffiissccaall  ppoolliiccyy  mmiixx. Measures such as increasing taxes on
consumption, real estate and financial transactions, as well as reducing transfer payments10

and public consumption considerably reduce households’ current disposable income, but have
a smaller impact on supply and potential output in the long run. By contrast, higher income
tax and lower public investment spending substantially limit the economy’s growth potential
and employment.11

• CCoouunnttrryy--ssppeecciiffiicc  ppaaccee  ooff  ffiissccaall  ccoonnssoolliiddaattiioonn.12 In countries without serious market strains
(financing constraints) and with greater fiscal flexibility, automatic fiscal stabilisers should
operate uninterruptedly and fiscal consolidation should be gradual.13 In euro area countries
which are under a fiscal consolidation programme, a further correction of fiscal deficits is
deemed absolutely necessary. In the short run, annual fiscal targets as a percentage of GDP
may have to be redefined in countries where recession is deeper than expected. This is war-
ranted by the fact that the effects of protracted recession, limited liquidity and the fear of
a euro area collapse have led to such a high deleveraging of the private sector that render
an aggressive and frontloaded fiscal consolidation less effective. 

• SSwwiifftt  iimmpplleemmeennttaattiioonn  ooff  ccoouunnttrryy--ssppeecciiffiicc  ssttrruuccttuurraall  rreeffoorrmmss  aanndd  oobbsseerrvvaattiioonn  ooff  aa  mmeeddiiuumm--tteerrmm
ffiissccaall  ppoolliiccyy  ppllaann. Launching structural changes that improve market efficiency and the insti-
tutional framework in general could strengthen the positive outcome of fiscal consolidation
in the long run and create the conditions necessary for economic recovery in the EU and the
euro area. At the same time, the reliable implementation of a medium-term fiscal programme
in all Member States, in conjunction with a tighter economic and fiscal coordination at EU
and euro area level, will allow a timely identification of problems and a detailed recording
and quantification of all alternative policy options. This will ensure fairer and higher qual-
ity measures, together with the stabilisation of consumer and investor expectations as regards
the sustainability of public finances and the growth prospects of the EU and the euro area. 

ΙΙnn  ccoonncclluussiioonn, the sovereign debt crisis in several EU Member States and the consequent loss
in market confidence require that fiscal consolidation must be continued and the causes gen-
erating fiscal imbalances be addressed. At the same time, the higher fiscal multipliers reveal
to a large extent the difficulty to offset (or mitigate) short-term implications of fiscal con-
solidation from other policies, such as monetary policy and lending to the real economy. In
this special economic conjuncture, the need for policies boosting demand and supporting
employment becomes urgent and imperative, so as to restore the sustainability of public
finances at the lowest possible cost for each country’s growth and production capacity. 

4 Fiscal framework and fiscal consolidation in the EU and the euro area

European leaders and EU institutions, acknowledging both the need for fiscal consolidation
and its significant short-term implications on economic activity, introduced amendments in
the EU fiscal framework, so that it becomes more timely, prudential, reliable and effective.

10 Taking into account the social role of transfer payments, at this time of recession and abrupt loss in welfare, their rationalisation and
better targeting is more meaningful than a net reduction. 

11 Empirical studies show that corporate taxation is the most economically distortive of all measures aimed at increasing public revenue.
See OECD (2010), “Tax policy reform and economic growth”, OECD Tax Policy Studies, No 20. 

12 See intervention by the Commissioner for Economic and Financial Affairs of the European Commission, “The foundations for growth
in Europe”, 16 October 2012. 

13 IMF, Fiscal Monitor-Balancing Fiscal Policy Risks, Chapter 3 “Easy does it: the appropriate pace of fiscal consolidation”, April 2012. 
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OOnn  tthhee  oonnee  hhaanndd, significant efforts were made to enhance tthhee  ccrreeddiibbiilliittyy  ooff  ffiissccaall  ppoolliiccyy  ppuurr--
ssuueedd by EU Member States, euro area countries in particular, through the implementation
of stricter rules. Emphasis was placed on better coordination and planning, but also on bet-
ter monitoring and execution of state budgets. Decisions to this direction include the intro-
duction of the European Semester (January 2012), the adoption of the “six-pack” for the
enhancement of economic and fiscal governance in the EU (December 2011), as well as the
proposal for an additional “two-pack” aimed at strengthening euro area supervision mech-
anisms (November 2011). Furthermore, national fiscal planning should from now on adopt
a multiannual, medium-term approach. 

In order to ensure stability in the euro area, 25 Member States signed in March 2012 the
“Treaty on Stability, Coordination and Governance in the EMU”. The Treaty also includes
the “European Fiscal Compact”, which requires signatories to introduce in their national leg-
islation a fiscal rule on balanced or surplus budget, as well as a corrective mechanism, which
is automatically activated in case of major deviations from the medium-term target or path
of adjustment.14

ΟΟnn  tthhee  ootthheerr  hhaanndd, it has been realistically acknowledged that the application of rules must
take into account the eexxcceeppttiioonnaallllyy  ddiiffffiiccuulltt  eeccoonnoommiicc  ccoonnjjuunnccttuurree. Thus, in the context of the
reinforced Stability and Growth Pact (after the adoption of the “six-pack”), the fiscal con-
solidation agreed upon by Member States may be modified in the presence of serious eco-
nomic reasons. Moreover, the medium-term fiscal target concerns the structural deficit and
is different across Member States, while the pace of convergence towards it may be altered
depending on the economic conditions. In this light, Spain and Portugal have already been
granted an extension until 2014 in order to correct their excessive fiscal deficits.15

5 Growth policies in the EU and the euro area

The nneeeedd  ttoo  ssuuppppoorrtt  ddeemmaanndd was stressed in the Summit Meeting of 28-29 June 2012, with
the approval of the “Compact for Growth and Jobs”; its aim is to promote fiscal consolida-
tion through measures supporting growth and employment, by effectively using available
financing instruments. Furthermore, it was decided to deepen the Single Market of goods
and services and support workers’ mobility within the EU.

The rreeccaappiittaalliissaattiioonn  ooff  bbaannkkss and the rreessttoorraattiioonn  ooff  ccrreeddiitt  fflloowwss  ttoo  tthhee  pprriivvaattee  sseeccttoorr are also
deemed indispensable for growth (Van Rompuy report) and employment. The International
Labour Organisation estimates that, if credit to enterprises is restored and the investment-
to-GDP ratio increases by about 2 percentage points (i.e. if it returns to the pre-crisis level
of 21.5% of GDP for the euro area), about 2/3 of the jobs lost since the onset of the crisis
will be recouped.16

IInn  ssppiittee  ooff  aallll  tthheessee,,  EEUU  ppoolliicciieess  ffoorr  ggrroowwtthh,,  iinnvveessttmmeenntt  aanndd  eemmppllooyymmeenntt  sseeeemm  ttoo  pprroocceeeedd  rraatthheerr
sslloowwllyy. The European Council meeting of 18-19 October 2012 pointed out that stronger effort

14 According to the time-schedule, the European Fiscal Compact will be transposed into national legislations by 1 January 2014. Also,
the aim is for the Treaty on the Stability, Coordination and Governance in the EMU to be transposed into EU law within 5 years. 

15 See also the intervention by the Commissioner for Economic and Monetary Affairs of the European Commission, “The foundations
for growth in Europe”, 16 October 2012. 

16 International Labour Organisation, Eurozone job crisis: trends and policy responses, 10 July 2012.
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• The need for fiscal adjustment to be properly
planned and accompanied by structural
reforms, so as to enhance an economy’s growth
potential and ensure its sustainability, was rig-
orously acknowledged by EU institutions, in
particular by recent European Council meet-
ings, the conclusions of which make reference
to an “economic strategy that pursues both con-
tinued fiscal consolidation and determined
action to boost growth and jobs” (1-2 March
2012 and 29 June 2012). However, the transi-
tion from general principles to specific policy
measures at national level remains a major
challenge. (Box II.1 discusses fiscal adjustment
and growth issues in the EU and the euro area.)

• A deeper banking, fiscal and economic inte-
gration in the EU and especially in the euro
area was the subject of the report submitted to
the European Council of 29 June 2012 by its
President, H. Van Rompuy, in cooperation

with the Presidents of the European Commis-
sion, the Eurogroup and the ECB. (Box II.2
summarises the recent steps towards fiscal inte-
gration and the key points of the current pub-
lic debate on eurobonds.) 

DDeecciissiioonnss  ooff  tthhee  eeuurroo  aarreeaa  aanndd  tthhee  EEuurrooppeeaann
CCoouunncciill  ssuummmmiittss  oonn  2299  JJuunnee  22001122  aanndd  oonn  1188--1199
OOccttoobbeerr  22001122::  DDiirreecctt  rreeccaappiittaalliissaattiioonn  ooff  bbaannkkss  bbyy
ssuuppppoorrtt  mmeecchhaanniissmmss  aanndd  ggrreeaatteerr  fflleexxiibbiilliittyy  

• According to the summit’s decisions on 29
June, when an effective single supervisory
mechanism is established, with the involvement
of the ECB, the European Stability Mechanism
(ESM) could have the possibility to recapitalise
banks directly, following a relevant decision. In
order to implement this decision, the Euro-
pean Council asked the Eurogroup to specify
the criteria for the direct recapitalisation of
banks by the ESM. 
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is required for the implementation of the “Europe 2020 strategy” and the “Growth and Employ-
ment Pact”. Greater progress should be made in (a) using the financial support package of €120
billion for investment and growth, as envisaged in the Pact, (b) absorbing the remaining €55
billion from structural funds for 2007-2013, (c) fully mobilising the EU-EIB project bonds
amounting to €230 billion which are still at a pilot stage and (d) deepening the Single Market. 

Growth and employment constitute also the focal point of the new, under deliberation, EEUU
ffiinnaanncciiaall  ffrraammeewwoorrkk  ffoorr  22001144--22002200, which is expected to prove an important (and in certain
Member States the main) source of investment financing. Projects aimed at developing net-
work services in transport, energy, digital telecommunications, as well as promoting research
and innovation, supporting competitiveness and addressing unemployment are expected to
be financed by community resources. 

Ιn order for such development efforts to yield the most, all Member States must keep up with
ssttrruuccttuurraall  rreeffoorrmmss, particularly on the supply side. This will shield the economy against the
long-run effects of fiscal restraint and recession (e.g. structural unemployment, obsolescence
of human and physical capital and technology gaps).

THE FISCAL COMPACT AND THE PROSPECT OF ECONOMIC AND FISCAL INTEGRATION

The Fiscal Compact (FC) complements the reinforced Stability and Growth Pact (reinforced
SGP) as well as the new provisions on the redressing of macroeconomic imbalances, which

Box IΙ.2

KEF.2:������ 1  10-01-14  08:39  ������ 47



Monetary Policy 
Interim Report  
201248

entered into force in December 2011.1 The FC’s central point is the adoption of a new fis-
cal rule which requires that general government budgets are in balance or in surplus. This
fiscal rule is deemed to be respected if, as a whole, the structural fiscal deficit does not exceed
0.5% of GDP annually. It will be transposed into national law at constitutional or equiva-
lent level and include an automatic correction mechanism, triggered in the event of devia-
tions. Furthermore, jurisdiction is conferred on the European Court of Justice to verify the
rule’s transposition into the national legislation of Member States.

The FC and the reinforced SGP are important elements of a path towards fiscal integration
in the euro area and the EU. According to the report of the European Council President,
Herman Van Rompuy (“Towards a Genuine Economic and Monetary Union”), the course
towards a genuine Economic and Monetary Union is based on four essential building blocks:
an integrated financial framework, an integrated budgetary framework, an integrated eco-
nomic policy framework, as well as strengthening democratic legitimacy and accountability.

From a fiscal perspective, the report highlights the need for a more qualitative move towards
fiscal union through additional measures, on top of those agreed upon under the reinforced
SGP and the FC. According to this report, such a qualitative leap could include, in the medium
term, the common issuance of sovereign bonds, provided that significant progress is made
towards fiscal consolidation and budgetary discipline in order to minimise moral hazard. What
follows is a brief discussion on Eurobonds.

Joint issuance of government bonds by euro area Member States: objectives, preconditions and
alternative proposals

The ongoing debt crisis in the euro area and its impact on financial stability brought to the
fore the need to effectively address the impact of cyclicality on economic activity, in the direc-
tion of stabilisation and further convergence.

As a result, reforms have been adopted or put forward with respect to the conduct of eco-
nomic policy in the euro area.2 In this context, there is a debate on the possibility of the Mem-
ber States to issue bonds jointly, while observing fiscal stability rules. This is a point of con-
vergence between (i) proposals that make fiscal consolidation a condition for avoiding moral
hazard due to a departure from FC benchmarks and (ii) other proposals that prioritise
addressing investor uncertainty. However, proposed forms of jointly issued bonds vary depend-
ing on the proposed degree of substitution of joint for national issuance, as well as on the
nature of the underlying guarantee, i.e. joint and several, for the entire amount to be financed
by joint issuance, or several (but not joint), under which each guaranteeing Member State
would be liable for its own share of Stability Bond issuance.

The European Commission, in its communication on “Stability Bonds”,3 sets out three dif-
ferent options: (a) the full substitution of Stability Bond issuance for national issuance, 

1 The Fiscal Compact has taken the form of the “Treaty on Stability, Coordination and Governance in the Economic and Monetary Union”
(TSCG), which was signed on 2 March 2012 by the Heads of State or Government of the euro area countries and another eight EU
Member States – apart from the United Kingdom and the Czech Republic – and is already in the process of ratification.

2 Reforms that have been adopted include the creation of a European Stability Mechanism and those that have been put forward, involve
a fiscal and banking union.

3 See “Green Paper on the feasibility of introducing stability bonds”, COM(2011) 818, European Commission, Brussels, 23 November
2011. The public consultation procedure has been completed at this stage.
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• It was also decided to use the existing sup-
port mechanisms ―the temporary EFSF and
the ESM― in a flexible and efficient manner
in order to stabilise markets for Member States
respecting their country-specific recommen-
dations and their other commitments under
the “European Semester”, the Stability and
Growth Pact and the Macroeconomic Imbal-
ances Procedure (which aims at averting the
occurrence or widening of such imbalances, or
at mitigating them, e.g. at the crucial area of
competitiveness). The ECB has agreed to serve
as an agent to EFSF/ESM in conducting mar-
ket operations in an effective and efficient
manner.

• On 18-19 October 2012, the European
Council, on the basis of the Van Rompuy
interim report on the EMU, called for work to
proceed on the legislative proposals for the
Single Supervisory Mechanism as a matter of
priority, with the objective of agreeing on the
legislative framework by 1 January 2013 and
completing the procedures for its implemen-
tation in the course of 2013. In addition, the
European Council stressed the significance of

a swift adoption of provisions relating to the
harmonisation of national resolution and
deposit guarantee frameworks, as well as of the
rules on bank capital requirements.

EEuurrooggrroouupp  ddeecciissiioonnss  oonn  2277  JJuunnee  aanndd  2200  JJuullyy
22001122::  CCyypprruuss  rreeqquueessttss  ffiinnaanncciiaall  aassssiissttaannccee  aanndd
ssuuppppoorrtt  ttoo  SSppaaiinn’’ss  bbaannkkiinngg  sseeccttoorr  iiss  aapppprroovveedd

• On 25 June, Cyprus submitted a request for
financial assistance, which was approved by the
Ministers of Finance of the euro area on 27
June. The Eurogroup acknowledged the need
to grant financial assistance to Cyprus with a
view to addressing the problems both in its
banking sector and in its fiscal aggregates. The
financial assistance, which will be granted
jointly with the IMF, will be accompanied by
an economic adjustment programme and
appropriate action to safeguard financial sta-
bility. The Cypriot programme will include
measures to ensure the soundness of financial
institutions and measures to implement the
required fiscal adjustment, together with struc-
tural reforms to increase competitiveness and
achieve sustainable growth through the
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(b) the partial substitution of Stability Bond issuance for national issuance, and (c) the par-
tial substitution for national issuance, under which Stability Bonds would be underpinned
by pro-rata guarantees of euro area Member States.

Partial financing of Member States’ public debt through the joint issuance of bonds – a com-
mon point between many different proposals – would reduce funding costs for euro area Mem-
ber States thanks to the expected lower yields on jointly issued bonds. Of course, the issuance
of Stability Bonds would occur only up to certain predefined limits and thereby not neces-
sarily cover the full refinancing needs of all Member States. The remainder of the issuance
required to finance Member State budgets would be issued at the national level under national
guarantees. 

Finally, proposals on partial substitution along with pro-rata guarantees include a paper by
the German Council of Economic Experts on issuing (separate) sovereign bonds to cover debt
liabilities not exceeding 60% of GDP and refinancing the remainder (of the debt) through
a European Redemption Fund (ERF).4 This proposal focuses on fiscal discipline and its ben-
efits involve cutting servicing costs and extending maturities for the existing debt of Mem-
ber States.

4 See “The European redemption pact: an illustrative guide”, German Council of Economic Experts, Working Paper 02/2012, available
at: http://www.sachverstaendigenrat-wirtschaft.de/fileadmin/dateiablage/download/publikationen/working_paper_02_2012.pdf.
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unwinding of macroeconomic imbalances.
Consultations are underway to finalise the pro-
gramme. 

• After announcing its intention to respond
favourably to Spain’s request for financial
assistance on 27 June, the Eurogroup formally
endorsed on 20 July a financial assistance pro-
gramme aiming at the recapitalisation of Span-
ish banks through financing of up to €100 bil-
lion provided by the European Financial Sta-
bility Facility (EFSF), in liaison with the IMF.
The specific amount for the Spanish pro-
gramme will de determined upon completion
of the assessment of Spanish banks’ capital
needs by the European Commission, the ECB
and the IMF. On 28 September, the President
of the Eurogroup J.C. Juncker announced
that, after the completion of the stress test, the
capital shortfall of Spanish banks was esti-
mated at slightly less than €60 billion and that
the financial assistance provided by the sup-
port mechanisms would be lower, given that a
part of the capital needs would be covered by
banks themselves. 

EECCOOFFIINN  aanndd  EEuurrooggrroouupp  ddeecciissiioonnss  oonn  88--99  OOccttoo--
bbeerr  22001122  ffoorr  PPoorrttuuggaall

On 8 October, the Ministers of Finance of the
euro area approved the relaxation of the fiscal
targets of Portugal’s economic policy pro-
gramme and agreed on the disbursement of€4.3 billion (including the amount granted by
the IMF). Afterwards, taking into account the
Eurogroup’s decision, the ECOFIN Council
issued a revised recommendation for Portugal
in the context of the excessive deficit proce-
dure, setting the year 2014, instead of 2013, as
a deadline for bringing the deficit below 3%. 

EEuurrooggrroouupp  ddiissccuussssiioonnss  aanndd  ddeecciissiioonnss  oonn  GGrreeeeccee
((1122,,  2200  aanndd  2266  NNoovveemmbbeerr  22001122))

On 12 November 2012, and following a pro-
posal by the troika, the Ministers of Finance
of the euro area decided to give Greece a two-
year extension for achieving the fiscal targets
set in the adjustment programme. They also

postponed for 20 November 2012 the assess-
ment of the Greek programme, the review of
the sustainability of Greek government debt
and of the coverage of additional financing
needs, as well as the decision on the dis-
bursement of the next tranche of the loan to
Greece through the EFSF. According to an
announcement by J.C. Juncker on 20 Novem-
ber 2012, the Eurogroup welcomes the fact
that all required prior actions had been met in
a satisfactory manner by the Greek authorities
and that progress has been made in deter-
mining a package of measures aimed at ensur-
ing the sustainability of the Greek debt. How-
ever, the technical review of certain elements
of this package requires more time and it was
therefore deemed necessary for the
Eurogroup to reconvene on 26 November
2012 (see Chapter I). 

2 THE ECONOMIES OF SOUTH-EASTERN EUROPE3

• The rate of growth of South-East European
economies started slowing down in the second
half of 2011 and looks set to further deterio-
rate in 2012. According to data available so far,
the weighted average growth rate of countries
in the region (except Turkey) is expected to
decline significantly and stand close to 0.4% in
2012, from 2.2% in 2011.4 The relatively mild
recession in which euro area countries seem to
enter, combined with pressures for deleverag-
ing exerted on European banks ―i.e. devel-
opments linked with the ongoing debt crisis in
advanced European economies― constitutes
the main cause of the weaker short-term
growth prospects of countries in this region. 

• More specifically, in the first two quarters of
2012, three countries, Croatia, Serbia and
FYROM, recorded negative rates of change in
GDP.5 In the other South-East European
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33 The analysis focuses on Albania, Bosnia and Herzegovina, Bulgaria,
Croatia, Montenegro, the Former Yugoslav Republic of Macedo-
nia (FYROM), Romania, Serbia and Turkey. 

44 On the basis of the October 2012 forecasts by the European Bank
for Reconstruction and Development (EBRD). 

55 Albania and Montenegro registered negative rates of growth only
in the first quarter of 2012.
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countries, growth rates remained positive,
though registering significant deceleration,
with the exception of Romania, whose growth
rate improved considerably in the second quar-
ter of 2012 against the first quarter. However,
it is not considered sustainable, mainly because
of the adverse external environment. The
growth rate in Turkey, which slowed down sig-
nificantly compared to last year mainly because
of weaker domestic demand, remains the high-
est in the region (see Table II.2). 

• The decline in inflation, which began at
around mid-2011, seems to be drawing to an
end, as there is clear evidence of a rekindling of
inflationary pressures in most countries, espe-
cially in the third quarter of 2012. This devel-
opment was primarily the result of the increase
in food and energy prices in international mar-
kets, while in certain countries it also reflects
the scant harvest in summer (mainly in Roma-
nia and Serbia). In Serbia, the weakening of the
domestic currency further intensified infla-
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Albania 7.5 3.3 3.5 3.0 -0.2 2.0 0.5 3.4 2.2 3.6 3.5 2.2 2.6 2.1

Bosnia-
Herzegovina

5.6 -2.9 0.7 1.3 - - 0.1 7.4 -0.4 2.1 3.7 1.6 2.5 1.9

Bulgaria 6.2 -5.5 0.4 1.7 0.9 1.0 0.8 12.0 2.5 3.0 3.4 1.6 3.4 2.8

Croatia 2.1 -6.9 -1.4 0.0 -1.3 -2.1 -1.9 6.1 2.4 1.0 2.3 3.8 5.0 3.0

FYROM 5.0 -0.9 2.9 2.8 -1.3 -0.9 0.8 8.4 -0.8 1.5 3.9 2.1 5.3 3.5

Montenegro 6.9 -5.7 2.5 3.2 -2.4 0.3 0.2 9.0 3.6 0.7 2.9 3.9 4.4 3.2

Romania 7.3 -6.6 -1.6 2.5 0.3 1.2 0.8 7.8 5.6 6.1 5.8 2.0 5.3 3.5

Serbia 3.8 -3.5 1.0 1.6 -1.3 -0.6 -0.5 12.4 8.1 6.2 11.1 5.5 10.3 7.1

Turkey 0.7 -4.8 9.2 8.5 3.3 2.9 3.0 10.4 6.3 8.6 6.5 9.4 9.2 9.1

Α. GDP and inflation
(annual percentage changes)

Country

GDP Inflation

2008 2009 2010
2011 

(estimate)
Q1

2012
Q2

2012
2012

(forecast) 2008 2009 2010
2011 

(estimate)
H1

2012

Jan.-
Sept.
2012

2012
(forecast)

Table II.2 Key macroeconomic indicators of South-Εastern European countries1

Sources: National central banks, European Commission, EU Candidate and Pre-accession Countries Economic Quarterly - CCEQ March 2012
and European Economic Forecast - Autumn 2012, European Bank for Reconstruction and Development – EBRD, Regional Economic Prospects,
October 2012, and IMF, World Economic Outlook, October 2012.
1 Estimates for 2011 and forecasts for 2012 are expected to be revised.

Albania -15.1 -14.0 -11.4 -12.3 -12.4 -10.9 -11.8 -5.5 -7.0 -3.1 -3.5 -1.6 -3.9

Bosnia-
Herzegovina

-14.1 -6.3 -5.7 -8.8 -15.0 -14.7 -8.0 -2.2 -4.4 -2.5 -3.1 - -2.5

Bulgaria -23.0 -9.0 -0.4 1.7 -1.1 -1.2 -1.6 1.7 -4.3 -3.1 -2.0 0.5 -1.5

Croatia -9.0 -5.2 -1.1 -0.9 -0.9 -0.5 -1.2 -1.4 -4.2 -5.0 -5.1 - -4.4

FYROM -12.8 -6.8 -2.1 -2.7 -1.6 -2.0 -3.6 -1.0 -2.7 -2.5 -2.5 -2.2 -3.5

Montenegro -50.6 -29.6 -24.6 -19.6 -20.6 -20.7 -20.1 -0.4 -5.7 -4.9 -5.4 -3.7 -4.0

Romania -11.6 -4.2 -3.9 -4.1 0.5 - -4.1 -4.8 -9.0 -6.8 -5.5 - -2.8

Serbia -21.5 -7.1 -7.4 -9.5 -16.8 -10.3 -11.5 -2.6 -4.5 -4.7 -4.2 -7.1 -5.3

Turkey -5.7 -2.2 -6.4 -10.0 -9.3 -8.3 -8.0 -2.2 -6.9 -2.6 -2.0 - -2.4

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

Country

Current account Fiscal balance

2008 2009 2010 
2011 

(estimate)
Q1

2012
H1

2012
2012

(forecast) 2008 2009 2010
2011 

(estimate)
H1

2012
2012

(forecast)
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tionary pressures, while inflation shows a declin-
ing trend in Turkey, mainly due to the restric-
tive stance of monetary policy (see Table II.2). 

• Developments in the external sector are
mixed. In some countries, e.g. Albania and
Romania, the current account balance has
improved while in others it is set to deteriorate,
mainly because of a worsening of the trade bal-
ance. Especially in Turkey, the external deficit,
in spite of its decrease, remains large and con-
stitutes a main source of vulnerability (see
Table II.2). Finally, higher risk aversion by for-
eign investors is significantly limiting the inflow
of capital, thus negatively affecting growth
prospects and the financing of current
account deficits. 

• The results of the fiscal adjustment effort are
mixed. Bulgaria has a particularly sound fiscal
position, as the state budget is in surplus, while
public deficit has diminished considerably in
Romania. On the other hand, deficits are
widening in Turkey and Serbia (see Table II.2). 

• The significant slowdown in the growth rate
in most countries allowed monetary easing (a
policy that began in the second half of 2011)
also during the first half of 2012, with the
exception of Serbia, where downward pres-
sures on the domestic currency forced the
monetary authority to raise interest rates. 

• The banking system of South-East European
countries is relatively sound. Nonetheless,
problems still exist as regards the quality of
banks’ assets, while the non-performing loan
ratio has been increasing (it reached 14.5% on
average in August 2012). Turkey is an excep-
tion due to the robust economic recovery (see
Table II.3). 

As mentioned above, the persistent debt crisis
in euro area countries and signs of a mild eco-
nomic downturn create a highly adverse exter-
nal environment for the short-term growth
prospects of South-East European countries.
The greatest risk however arises from the
financial system, primarily due to banks’ high
degree of dependency on large European
banking groups. The dependency ratios of the
banking systems in these countries (with the
exception of Turkey) range between 40% and
90%. The capital pressures exerted on euro
area parent banks are also felt by their sub-
sidiaries in South-East Europe, because of the
growing tendency of parent banks to withdraw
a part of their funds from their subsidiaries.6

Even though this tendency appeared particu-
larly strong after the second half of 2011, it
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Albania 17.5 - 16.2 15.6 15.7 61.5 64.8 60.1 61.3 57.7 6.6 10.5 14.0 18.8 22.4

Bulgaria1 14.9 17.0 17.5 17.5 15.4 117.1 118.0 111.2 102.4 98.8 11.5 13.6 11.9 14.9 16.9

FYROM 15.9 16.4 16.4 16.7 14.7 100.7 98.2 89.5 89.0 91.0 7.2 8.8 9.3 9.7 9.3

Romania1 13.8 14.7 14.7 14.9 14.7 130.8 119.2 118.0 119.1 117.7 6.5 7.9 11.9 14.3 16.8

Serbia2 21.9 21.4 19.9 19.1 19.1 115.8 116.5 131.3 129.8 133.9 11.3 15.7 16.9 19.0 19.0

Turkey 18.0 20.6 19.0 16.5 16.3 80.8 76.0 84.8 98.2 103.3 3.7 5.3 3.7 2.7 2.8

Country

CAR  (%) Loans/deposits (%) NPL ratio (%)

2008 2009 2010 2011 

Jan.-
Aug.
2012 2008 2009 2010 2011 

Jan.-
Aug.
2012 2008 2009 2010 2011 

Jan.-
Aug.
2012

Table ΙΙ.3 Key banking indicators in selected South-Eastern European countries

Source: National central banks.
1 The latest available published data on CARs and NPL ratios refer to June 2012.
2 The latest available published data on CARs and NPL ratios refer to December 2012.

66 According to the IMF (Global Financial Stability Report, April
2012), by the end of 2013 the balance sheets of large European
banking groups are expected to shrink by about 7%. In spite of the
fact that most of the reduction is expected to result from a with-
drawal of their funds from “other activities”, their subsidiaries in
SE Europe will not remain unaffected. 
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subsequently weakened, as liquidity conditions
in the euro area improved following the 3-year
longer-term refinancing operations in Decem-
ber and March. In addition, it should be noted
that a considerable part of this withdrawal of
funds is offset by the observed tendency of
bank deposits to increase. Finally, a particu-
larly positive development is the recent deci-
sion by the European Central Bank regarding
the possibility ―under strict conditionality―
of unlimited purchase of short-term sovereign
bonds from euro area countries that face prob-
lems in obtaining credit. To the extent that this
initiative will reassure markets and will help
defuse the debt crisis, it could contribute to the
resumption of inflows for foreign investment
and the improvement of growth prospects in
the South-East European countries from 2013
onwards. 

3 THE EUROSYSTEM’S SINGLE MONETARY POLICY 

• In the first half of 2012, the Eurosystem key
interest rates remained unchanged, following
the 25 basis points decreases in November and
December 2011 (see Table II.4). The Govern-
ing Council of the ECB decided to keep the
key interest rates unchanged, as price stability
was expected to prevail in the medium term,
despite the emergence of short-term infla-
tionary pressures stemming mainly from the
increases in energy prices and indirect taxes.

• In July 2012, the key rates were cut by 25
basis points and, as a result, the interest rate
on the main refinancing operations came to
0.75%.7 The Governing Council of the ECB
opted for this reduction in policy rates based
on its assessment that the economic activity
outlook in the euro area had been adversely
affected, resulting in a moderation of infla-
tionary pressures, mainly due to renewed ten-
sions in some sovereign bond markets. Of par-
ticular importance for the decision to cut inter-
est rates was the fact that, in its monetary
analysis, the Governing Council of the ECB
identified that the underlying pace of monetary
expansion8 remained subdued.

• Euro area GDP declined in the second and
the third quarter of 2012. Ongoing tensions in
financial markets and heightened uncertainty
contributed to the weakening of consumer and
business confidence and, in some Member
States, to reduced credit supply, while eco-
nomic activity was adversely affected also by
the conduct of restrictive fiscal policies in many
EMU countries. Despite the fact that the sin-
gle monetary policy and the non-standard
measures support economic activity, the Gov-
erning Council expects that recovery will be
slow and start after the end of the year. In fact
there exist various factors with a dampening
effect on economic activity in the euro area.
These include: a) tensions in certain sovereign
bond markets, which cause financing condi-
tions to deteriorate not just for governments
but for the private sector as well, b) the process
of balance sheet adjustment in the financial
and non-financial sectors, which leads to a
decline in both supply and demand for bank
loans (in an attempt to improve banks’ capital
ratios and reduce private sector’s over-indebt-
edness respectively) and, consequently, to a
lower level of total expenditure that can be
financed, c) high unemployment in the euro
area, which has a negative effect primarily on
private consumption, and d) the fact that the
major trading partners of the euro area are not
expected to recover fast. 

• Inflation decelerated moderately from 2.7%
in December 2011 to 2.5% in October 2012. The
Governing Council of the ECB expects that
inflation will remain above 2% until the end of
the year, before declining to below 2% during
2013. Over the medium term, inflation is
expected to remain at levels consistent with
price stability. Indeed, inflationary pressures are
expected to remain weak, given the stability of
long-term inflation expectations and the slug-
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77 The interest rate on the deposit facility was reduced to zero – i.e.
credit institutions’ deposits with the Eurosystem do not bear any
interest under this facility.

88 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. This measure
is considered to be more closely linked with the evolution of infla-
tion than the change in M3, taking into consideration the time lags.
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gish economic activity in the euro area. Besides,
these conditions are unlikely to favour the emer-
gence of second-round effects.9 Moreover, in
the event of renewed financial market tensions,
a development that could possibly occur unless
all European economic policy makers take
appropriate action,10 a further weakening of

economic activity and, hence, of inflationary
pressures cannot be ruled out. According to the
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99 Namely, widening of profit margins or wage increases in an attempt
to offset the negative effect of price hikes on the purchasing power
of firms and workers. 

1100 For instance, if governments do not take appropriate measures to
contain fiscal imbalances.

Table IΙ.4 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

14 December 0.25 1.00 - 1.75

2012 11 July 0.00 0.75 - 1.50

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 on which this decision is made.
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ECB staff macroeconomic projections pub-
lished in September 2012, annual inflation will
range between 2.4% and 2.6% in 2012 and
between 1.3% and 2.5% in 2013. 

• The Governing Council of the ECB finds the
exceptionally high risk premia (related to fears
of the reversibility of the euro) observed in

government bond prices in several countries
unacceptable. The Governing Council of the
ECB stresses that the euro is irreversible and
that the phenomenon of incorporating exces-
sive risk premia in yields must be eradicated.
More specifically, addressing excessive risk
premia is necessary, since the effective func-
tioning of monetary policy is hampered by the
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Table II.5 Eurosystem’s open market operations in 2012*

1. Main and longer-term refinancing operations:

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

Frequency: Once a week. Procedure: At least until 15 January 2013, fixed-rate tender with full
allotment.

1.2 Longer-term refinancing operations (LTRO): 

1.2.1 Provision of liquidity with a
maturity of one mainte-
nance period

Frequency: Once at the beginning of each maintenance period. These operations will continue
to be conducted for as long as needed. Procedure: Fixed-rate tender (at a rate equal to the MRO
rate) with full allotment.

1.2.2 Provision of liquidity with a
maturity of three months

Frequency: Once a month (usually at end-month). Procedure: At least until December 2012, a
fixed-rate tender was conducted with full allotment and an interest rate set ex post equal to the
average value of the fixed rate of the MROs conducted during the life of the respective LTRO.

1.2.3 Provision of liquidity with a
maturity of thirty-six months 

One LTRO was conducted with a maturity of 36 months on 1 March 2012 (settlement date). Pro-
cedure: Fixed-rate 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 LTRO. Credit institutions are
given the option of an early partial or total repayment of the funds they will raise a year later.

2.Outright purchases of securities:

2.1 Securities Markets Programme The Governing Council of the ECB decided on 9 May 2010 to launch the Programme and on
6 September 2012 to discontinue it. By the end of the Programme, the Eurosystem had pur-
chased securities of a total value of €209 billion.** The Eurosystem will hold these securities
to maturity.

2.2 Outright Monetary Transactions On 6 September 2012, the Governing Council of the ECB announced that the Eurosystem may
purchase sovereign bonds with a maturity of 1-3 years on secondary markets, without pre-defined
quantitative limits. A prerequisite is that the issuing Member State is subject to an economic adjust-
ment programme by the European Financial Stability Facility (EFSF) or the European Stability
Mechanism (ESM) and complies with the terms and conditions of the programme, provided that
this includes the possibility of EFSF/ESM primary market purchases.

2.3 New covered bond purchase pro-
gramme

The Governing Council of the ECB decided on 6 October 2011 to implement this programme from
November 2011 to end-October 2012. By the end of the programme, the Eurosystem had purchased
covered bonds to a total value of €16 billion. The Eurosystem will hold these bonds to maturity.

3.Fine-tuning operations:

3.1 Liquidity absorption on a weekly
basis to sterilise the effect, on the
overall liquidity of the banking sys-
tem, of purchases made under the
Securities Markets Programme

Frequency: Every week, starting on 18 May 2010. The absorption of liquidity continues even after
the discontinuation of the SMP (following which new purchases are no longer possible). Proce-
dure: Collection of weekly deposits from credit institutions through variable-rate tenders with a
maximum bid rate equal to the MRO fixed rate.

3.2  Provision of overnight liquidity on 29
February 2012 (settlement date)

The purpose of this operation was to avert liquidity fluctuations as on 29 February 2012 credit insti-
tutions had to repay the amounts raised through the MRO of the previous week, while raising new
liquidity through LTROs with a maturity of 36 months was only possible a day later.

4.US dollar liquidity-providing operations:

4.1 Operations with a maturity of one
week Procedure: Fixed-rate tender with full allotment against collateral eligible for the Eurosystem’s credit

operations in euro
4.2 Operations with a maturity of three

months

* The table was compiled on the basis of data and information available until early November 2012.
** Excluding repayment. 
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fragmentation of financial markets. An aspect
of fragmentation is the considerably lower sup-
ply of interbank loans especially across mem-
ber countries, as well as the ensuing significant
and unjustified divergence11 of interest rates on
bank loans to enterprises and households. The
fragmentation of financial markets is gener-
ated by tensions fuelled by the abovemen-
tioned unfounded fears of an impending re-
introduction of national currencies. 

• The primary objective of the ECB is to main-
tain price stability in the euro area over the
medium term. In order to fulfill this obligation,
the Governing Council must ensure the trans-
mission of monetary policy impulses throughout
the euro area, which is, however, undermined
by the abovementioned financial market frag-
mentation. With a view to addressing dysfunc-
tions that impair the monetary policy trans-
mission mechanism, the Governing Council of
the ECB introduced in September 2012 the pos-
sibility to conduct outright purchases of gov-
ernment bonds (Outright Monetary Transac-
tions – OMTs) of an amount adequate to
restore the smooth functioning of financial mar-
kets. The introduction of Outright Monetary
Transactions (as opposed to their activation,
which has not taken place yet, since the required
conditions are not fulfilled) contributed to the
attenuation of tensions in sovereign bond mar-
kets in September-October 2012. 

• Securities issued by Member States having
recourse to the European Financial Stability
Facility (EFSF) for financial support will be
eligible for purchase by the Eurosystem.12 In
view of the upcoming mobilisation of the Euro-
pean Stability Mechanism (ESM), securities

that will be (or have already been) issued by
Member States having recourse to this mech-
anism for financial support will also become
eligible. A necessary condition is the compli-
ance of the Member State with the terms of the
economic adjustment programme13 to which it
is subject. Correspondingly, full compliance
will also be required in the case of Member
States receiving precautionary financial assis-
tance via an enhanced conditions credit line
from the European Stability Mechanism
(ESM).14 In order for the Eurosystem to con-
duct OMTs, the economic adjustment pro-
gramme should explicitly stipulate that the
European Financial Stability Facility (EFSF)
or the European Stability Mechanism (ESM)
may purchase sovereign bonds on the primary
market of the Member State concerned. In the
context of OMTs, the Eurosystem will be able
to carry out outright purchases of securities
issued by a given Member State in addition to
any purchases of securities of the same Mem-
ber State by the European Financial Stability
Facility (EFSF) or the European Stability
Mechanism (ESM). 
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1111 Namely, interest rate differentials cannot be exclusively attributed
to cross-country differences in the determinants of credit supply
or demand.

1122 Securities issued by Member States already under joint EU/IMF
adjustment programmes may become eligible for Outright Monetary
Transactions as soon as these Member States start regaining access
to the international markets for medium- and long-term funds. 

1133 Outright purchases will be suspended over the assessment of the
Member State’s compliance with the terms of the economic adjust-
ment programme. 

1144 According to the Treaty establishing the European Stability Mech-
anism (ESM), this mechanism uses the following financial assis-
tance instruments: a) precautionary financial assistance, b) finan-
cial assistance for the recapitalisation of financial institutions, c)
loans to ESM members, d) support to the government bond pri-
mary market of ESM members, e) support to the government bond
secondary market of ESM members. In particular, precautionary
financial assistance takes the form of a precautionary conditioned
credit line, or the form of an enhanced conditions credit line,
detailed in the Memorandum of Understanding. 

WHAT IS THE RATIONALE BEHIND AND WHICH ARE THE PROSPECTS OF THE CREATION OF A EURO-
PEAN BANKING UNION?

One of the key underlying causes of the sovereign debt crisis, as evidenced by Ireland and
Spain, was the need for large-scale government bailouts to address financial system failures.

Box IΙ.3
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In order to prevent any future vicious circles between banks and vulnerable sovereigns in the
EU, a European Stability Mechanism (ESM) should act as a financial backstop to directly
recapitalise ailing banks. But this would require an ongoing assessment of individual bank
soundness by European rather than national authorities, given that the ESM is partly financed
by euro area country contributions.

An analysis of recent experience1 leads to the conclusion that banking supervision by cer-
tain national authorities (Ireland and Spain are often cited as examples) could not prevent
an excessive expansion of domestic bank credit in certain Member States, sometimes under-
pinned by relaxed credit standards and a generally inadequate assessment of borrowers’ cred-
itworthiness. Actually, actions taken by certain supervisory authorities supported the expan-
sion of business growth for domestic credit institutions considered to be of national signif-
icance. 

The ensuing acceleration of total credit expansion in these economies initially triggered unjus-
tified hikes in real estate prices, followed, as usual, by abrupt price corrections, severe finan-
cial distress for borrowers and a multitude of loan defaults. At the same time, this rapid credit
expansion resulted in a widening of current account deficits in these countries because it con-
tributed to a surge in the private sector’s import bill while also fuelling domestic inflation
and, hence, losses in international competitiveness. A more efficient prudential supervision
would help prevent the accumulation of such macroeconomic imbalances, which negatively
affected the operation of the Monetary Union as a whole. Chances of recurrence of such phe-
nomena could be minimised with the establishment of a supranational mechanism that would
perform stricter and more consistent prudential supervision of banks than national mecha-
nisms and that would implement commonly applicable rules in a more uniform way across
Member States.

Given that for years, banks in Member States at the heart of the sovereign debt crisis had
been raising funds through the inter-Member State interbank and bank bond markets or
through intra-group transactions, supranational banking supervision is also necessary in order
to bolster banking system discipline and overall control by supervisory authorities in core euro
area countries.

In the context of the Monetary Union there is increased interconnectedness2 between indi-
vidual euro area financial markets. It also is well-known that over the past decades, a large
number of banks have grown significantly in size and expanded their business across several
countries. Interconnected domestic markets and larger banks foster economic prosperity: mar-
ket interconnectedness is a typical feature of financial integration and bank size growth
improves financial system efficiency through economies of scale and scope. Nevertheless, close
interconnectedness between financial markets (mainly money markets) and the operation
of banking groups across national borders also result in financial contagion. 

When prudential supervision is exercised from a strictly national perspective, aiming at purely
national objectives, it may not take sufficient account of the risk of adverse developments in
domestic banks affecting the financial systems of other Member States. In this sense, the finan-

1 See speech delivered by the Vice-President of the ECB, 7.9.2012 (http://www.ecb.int/press/key/date/2012/html/sp120907.en.html).
2 However, this interconnectedness is slowly declining (see below).
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cial stability of the euro area ―or, more generally, the EU― will be more effectively safe-
guarded by assigning prudential supervisory competence to a pan-European authority. Such
an authority will not only put objectives and priorities in the right order but will also have
an information advantage, as it will be in a position to correlate every piece of information
(currently simultaneously notified to some, rather than all, euro area supervisory authorities).3

Similarly, the resolution of very large banks active at a cross-border level, when they cease
to be viable, is sometimes hampered by a lack of communication and coordination between
competent national authorities. This will become easier and faster through a supranational
mechanism, which could also help reduce total resolution costs. But also in the case of credit
institutions with no cross-border activities, the transfer of competence to the supranational
level will help overcome difficulties often caused by local interests opposed to bank liquidation.

As mentioned above, euro area financial market integration boosts economic prosperity
because it facilitates optimal resource allocation among alternative investment opportuni-
ties in different member countries and multiplies opportunities for a diversification of assets
held by economic agents, hence significantly minimising risk. It also enables uniform trans-
mission of the single monetary policy in all euro area member countries, i.e. it allows simi-
lar levels of capital costs for banks, enterprises and households and, more generally, uniform
financing conditions across the euro area.

As mentioned above, the sovereign debt crisis has fragmented euro area financial markets,
resulting in (i) fewer cross-border bank transactions between member countries, (ii) fewer
branch and subsidiary establishments in non-home countries and (iii) a reversal of banks’ prac-
tice to hold debt securities issued by various euro area sovereigns.4

A serious disruption in the monetary policy transmission mechanism can be seen in interest
rate differentials between money markets (which are now, to some extent, local), significant
bond yield spreads and high deposit and lending rate differentials between Member States.
These differences among countries are unacceptable, insofar as they cannot be fully explained
by differences in credit risk (and in the case of retail markets, other local parameters), but
are rather fuelled by speculation about a return to national currencies. The introduction of
a single supervisory mechanism, a single recovery and resolution framework and a common
deposit guarantee scheme is regarded as a means to effectively tackle undesirable develop-
ments in the long run.5 Such institutional reforms would indeed ease market concerns about
the solvency of certain banks, given that consolidated supervision would be more reliable. 

On the other hand, strengthening the protection offered by national deposit guarantee
schemes through some form of integration would limit mass migration of deposits from the
periphery to the core of the euro area. More generally, the creation of a European deposit
guarantee scheme would step up financial integration, as it would lead to further convergence
of the features of bank deposits across member countries. Of particular importance is the

3 In the past few years, information exchange has been established between national prudential supervisory authorities, but information
will be communicated more effectively within the framework of a single supervisory mechanism. 

4 By contrast, over the past two years, bank holdings of domestic sovereign debt rose as part of efforts to support governments faced with
fiscal problems. This development results in stronger interdependence between public finances and bank robustness, thus aggravating
the impact of fiscal problems on the domestic financial system.

5 In the short run, the consequences of the fragmentation of euro area financial markets will be mitigated through the Eurosystem’s Outright
Monetary Transactions. 
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fact that integrated national deposit guarantee schemes would dispel concerns about the actual
ability to reimburse depositors in the event of simultaneous bank failures in sovereigns under
severe stress and with limited capacity to fund national guarantee schemes through the state
budget.6

For all these reasons, the ECB has argued that it is necessary to address certain structural
weaknesses in the initial design of the Monetary Union. To this end, the ECB President,
together with the Presidents of the European Commission and the Eurogroup, participated
in the elaboration of the European Council President’s report “Towards a genuine Economic
and Monetary Union”. This report was submitted to the European Council of 28-29 June
2012 (see also Box II.1) and outlines key institutional reforms aimed at strengthening the
Monetary Union, including the creation of an integrated financial framework, namely a bank-
ing union. 

On the basis of this report, an integrated financial framework should have two central ele-
ments: single European banking supervision and a common deposit insurance and resolu-
tion framework. Banking supervision should be conducted not only at national, but also at
European level, which should have ultimate responsibility. Such a system would ensure that
the supervision of banks in all EU Member States is equally effective in reducing the prob-
ability of bank failures and preventing the need for intervention by joint deposit guarantees
or resolution funds.

The European level should be given pre-emptive intervention powers applicable to all banks,
but its direct involvement would vary depending on the size and nature of banks.

More particularly, the Treaty on the Functioning of the European Union already provides
for specific tasks relating to prudential supervision of credit institutions to be conferred upon
the European Central Bank. These tasks will be performed independently, strictly separate
from the ECB’s functions relating to monetary policy, and they will be accompanied by greater
democratic accountability for the ECB. At the Euro Summit on 29 June, it was decided that
when an effective single supervisory mechanism is established for banks in the euro area, the
ESM could have the possibility to recapitalise banks directly, provided that it would rely on
appropriate conditionality, formalised in a Memorandum of Understanding, which should
be institution-specific, sector-specific or economy-wide.

In accordance with the report “Towards a genuine Economic and Monetary Union”, a Euro-
pean dimension could be introduced to national deposit guarantee schemes for banks over-
seen by the European supervision. The introduction of a European dimension will bolster
the reliability of existing deposit guarantee schemes in terms of their practical ability to cover
insured deposits in all credit institutions.

The European bank resolution scheme, to be created alongside, will be primarily funded by
contributions of banks. It will provide assistance in the orderly winding-down of non-viable
institutions under European supervision and thereby protect taxpayer funds. The deposit guar-
antee scheme and the resolution fund could be set up under the control of a common reso-
lution authority. Finally, the report “Towards a genuine Economic and Monetary Union”

6 See speech delivered by the Vice-President of the ECB, 7.9.2012 (http://www.ecb.int/press/key/date/2012/html/sp120907.en.html).
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• The impact of OMTs on liquidity will be
fully sterilised. This means that, as was the case
with the Securities Markets Programme, an
increase in liquidity owing to the outright pur-
chases of securities by the Eurosystem will be
offset through other open market operations
that will result in an equal decrease in the liq-
uidity of the banking system. Sovereign bonds
purchased by the Eurosystem under OMTs will
have a residual maturity of between one and
three years. OMTs will be conducted in the
secondary market and, contrary to the practice
followed in the context of the Securities Mar-
kets Programme, the amount of purchases and
the Member States whose debt securities will
be purchased by the Eurosystem will be made
known to the public. Concerns have occasion-
ally arisen that in the event of restructuring of
a Member State’s sovereign debt ―all the
more so in the event of default― losses will not

be equally distributed between individuals that
have invested in the bonds of the Member
State concerned, on the one hand, and the
Eurosystem which also holds a portfolio of sov-
ereign bonds, on the other. Until recently,
there was a market perception that, in case of
a credit event, the losses of the Eurosystem
would be minimised and, as a result, individ-
uals holding government bonds involved in the
credit event would suffer relatively greater
losses than if these losses had been equally dis-
tributed between private investors and the
Eurosystem. Aiming at dissipating these con-
cerns, the Governing Council of the ECB
announced that the Eurosystem will not have
priority over the other bondholders in the
repayment of the government bonds it acquires
through OMTs but, on the contrary, it will
accept the same (pari passu) treatment as
other bondholders. 
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points out that the credibility of any deposit guarantee scheme requires access to a solid finan-
cial backstop and proposes that the European Stability Mechanism (ESM) could act as the
fiscal backstop to the resolution and deposit guarantee authority in the euro area.

The European Council of 18-19 October 2012 called upon competent European institutions
to proceed with work on the legislative proposals on the Single Supervisory Mechanism (SSM)
as a matter of priority, with the objective of agreeing on the legislative framework by 1 Jan-
uary 2013 and of clarifying the operational implementation framework in the course of 2013.
In particular, it stressed that it is of paramount importance to establish a single rulebook
underpinning the centralised supervision. The European Council of 18-19 October 2012 also
looked into ensuring a level playing field between those Member States which take part in
the SSM and those which do not (Member States outside the euro area). It called for the rapid
adoption of the provisions relating to the harmonisation of national resolution and deposit
guarantee frameworks, and noted the Commission’s intention to propose a single resolution
mechanism for Member States participating in the SSM. Finally, it confirmed that the ESM
could recapitalise banks directly.

FINANCIAL CONDITIONS IN GREECE AND THE EURO AREA

The single monetary policy aims at maintaining similar financial conditions across the euro
area and is based on the assumption that, under normal circumstances, financial markets
facilitate the transmission of monetary policy to the real economy. After the collapse of the

Box IΙ.4
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Lehman Brothers, central banks around the world cut interest rates and increased the pro-
vision of liquidity to the financial system. The European Central Bank acted likewise. How-
ever, the ensuing debt crisis in the euro area led to a divergence in the financial conditions
across euro area countries. Thus, the ECB rationale for the recently announced interven-
tions through the Outright Monetary Transactions programme was to maintain the integrity
of monetary policy and ensure the proper functioning of the transmission mechanism to the
real economy.1

Recent research at the Bank of Greece demonstrates the heterogeneity of financial condi-
tions in the countries of the euro area.2 Chart A shows a financial conditions index3 for the
euro area as a whole and Chart B illustrates corresponding indices for selected member coun-
tries including Greece. It seems that the financial conditions deteriorated sharply in the euro
area and Germany, immediately after the collapse of Lehman Brothers. By contrast, the dete-
rioration in the countries of the “South” under review was less pronounced. Then, financial
conditions in the euro area and Germany recovered, while there was significant deteriora-
tion in southern countries due to the outbreak of the debt crisis.

1 See introductory statement after the meeting of the Governing Council of the ECB on 6 September, 2012.
(http://www.ecb.int/press/pressconf/2012/html/is120906.en.html).

2 See Eleni Angelopoulou, Hiona Balfoussia and Heather D. Gibson, “Building a Financial Conditions Index for the Euro Area and Selected
Euro Area Countries: what does it tell us about the crisis?”, Bank of Greece Working Paper no. 147, 2012.

3 Financial conditions indices are compiled according to the Principal Components Analysis. The variables incorporated include – among
other things – interest rates, spreads, volatility in financial markets, developments in credit aggregates and qualitative information from
the Bank Lending Survey for the period 2003- 2011, which is published by the ECB.
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Banks in Greece, Portugal and, to a lesser extent ―at least until the end of 2011― Spain
were under considerable strain, as they were excluded from the international money mar-
kets and/or experienced a slow but steady outflow of deposits.  Banks were also under the
pressure of reducing the loan-to-deposit ratio which was increasing due to the fact that
deposits decreased faster than loans.  ECB monetary policy operations, conducted as fixed
rate tender procedures with full allotment, should support liquidity in the regional markets.
Banks would have been able to replace the liquidity they used to raise through the money
market with liquidity raised through the Eurosystem. However, the favourable effect was
limited by the fact that some banks were faced with distinct lack of collaterals and thus could
not participate in monetary policy operations, as the surge in bond yields and the succes-
sive downgrades in the credit ratings of Member States and their banks led to a tightening
of the collateral eligibility rules of the Eurosystem and to the exclusion of certain types of
collateral.

This research shows that ever since the establishment of the euro area, the monetary pol-
icy acted mainly countercyclically (leaning against the wind). Until 2007, financial condi-
tions, including the impact of monetary policy, were tighter than what they would be with-
out monetary policy. Namely, the Eurosystem with its policy prevented a further easing of
the already relaxed financial conditions. Similarly, in the crisis that followed the collapse
of Lehman Brothers, monetary policy supported economic recovery, as financial conditions
had deteriorated sharply. However, the countercyclicality of monetary policy appears con-
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With respect to developments in the single
money market, Euribor interbank rates regis-
tered a significant decline over January-Octo-
ber 2012 (see Chart II.4). This decline in inter-
bank rates was initially fuelled by expectations
about key interest rate cuts and was main-
tained after the reduction in Eurosystem inter-
est rates in July 2012; thereafter, expectations
of further key interest rate cuts supported a
continuation of the downward trend of inter-
bank rates. 

• Of course, a much more significant contri-
bution to the decrease in interbank interest
rates was that of the decline in the premium for
counterparty risk in the interbank market
(incorporated into the Euribor rates) since
end-December 2011. The decline in the pre-
mium was primarily the result of the additional
non-standard monetary policy measures
adopted by the Eurosystem in December 2011
and implemented thereafter, in particular, of
the two liquidity-providing open market oper-
ations with a maturity of 36 months, which
were conducted on 22 December 2011 and 1
March 2012.15

• All main and longer-term refinancing oper-
ations ―i.e. except for the above-mentioned
operations with a maturity of 36 months― with
a maturity of one maintenance period, as well
as three-month operations over the period of
January-October 2012 were conducted as
fixed-rate tenders with full allotment. The
Eurosystem obtained securities under the
Securities Markets Programme during part of
the period under review (up to the first quar-
ter of 2012, afterwards the programme became
inactive). Finally, on 6 September 2012, the
programme was terminated following the
introduction of the Outright Monetary Trans-
actions, as discussed above. The new Covered
Bond Purchase Programme16 continued up to

the end of October 2012. Although it was ini-
tially announced that the Eurosystem would
purchase covered bonds amounting to €40 bil-
lion under this programme, in practice a nom-
inal amount of just €16 billion was purchased,
in response both to investors’ increasing

Monetary Policy
Interim Report   

2012 63

1155 Taking into account the settlement date, i.e. the date on which the
operation directly affects liquidity in the banking system.

1166 The programme was launched in November 2011 and ended in
October 2012; the first Covered Bond Purchase Programme was
conducted in the period July 2009-June 2010. 

siderably weaker in Greece, Portugal and Spain from 2009 onwards. The recent easing of
the single monetary policy does not appear to have led to an equivalent economic recov-
ery in these three countries, in contrast to what happened in the euro area as a whole and
the core economies.
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demand for these bonds and to the decline in
the supply of securities in the covered bond
market. 

• In mid-January 2012, the reserve ratio17 was
temporarily reduced from 2% to 1%, in order
to increase transactions in the money market
and limit the need of credit institutions to raise
funds from the Eurosystem and thereby hold
eligible collateral.18

• Besides, as was also the case in 2011, in June
2012 it was decided to expand the set of col-
lateral eligible for liquidity supply by the
Eurosystem. This was effected with a reduction
in the minimum credit rating threshold19 for
asset-backed securities (ABS) – e.g. (i) resi-
dential or commercial mortgage-backed secu-
rities, (ii) securities backed by bank loans to
small- and medium-sized enterprises, by con-
sumer finance and leasing.

• Moreover, in September 2012, it was an-
nounced that the application of the lowest
acceptable credit rating threshold would be
suspended in the case of debt securities issued
or guaranteed by central governments (i) of
Member States that are subject to an economic
adjustment programme under the guidance
and with the financial support of the European
Union and the IMF, as long as these Member
States comply with the terms agreed under the
adjustment programme, and (ii) of Member
States eligible for conducting Outright Mone-
tary Transactions.20 In addition, instruments
denominated in major currencies (US dollar,
pound sterling, Japanese yen), which had been
issued and held in the euro area, were tem-
porarily added in the list of eligible collateral. 

• As regards marketable debt instruments
issued or fully guaranteed by the Hellenic
Republic, on 28 February 2012 the Governing
Council of the ECB decided to temporarily
suspend their eligibility as collateral in
Eurosystem monetary policy operations. Sub-
sequently, on 8 March 2012 it was decided that
these instruments will once again be accepted
as collateral by the Eurosystem, given the acti-

vation of the buy-back scheme, provided to
underpin their quality. Upon termination of
these measures on 25 July 2012, these debt
instruments ceased again to be accepted as col-
lateral temporarily, as they did not meet the
lowest acceptable credit rating threshold set by
the Eurosystem. The Governing Council of the
ECB will review their inclusion in the list of eli-
gible collateral after an assessment by the
European Commission, in cooperation with
the ECB and the IMF, of the progress of the
Greek economy in the context of its second
adjustment programme. In the meantime, liq-
uidity needs of Eurosystem counterparties that
have been affected by the exclusion of the
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1177 In the context of reserve requirements, credit institutions must hold
an interest-bearing deposit with the Eurosystem (other than their
deposits under the deposit facility). More specifically, the interest
rate on the reserve requirements is equal to the (fixed) rate of main
refinancing operations. The relevant maintenance periods are set
in advance and do not coincide with calendar months but last
approximately 30 days. The level of each credit institution’s reserve
requirement held with the respective NCB must not fall short of
the minimum reserve ratio (0.01 since 18 January 2012) multiplied
by the sum of a subset of that credit institution’s liabilities (e.g.
excluding liabilities against other credit institutions and the
Eurosystem) as it was on the last day of the month before last. In
case a credit institution’s average reserve requirement during a
maintenance period falls short of the required level, the ECB may
impose sanctions. The credit institution’s ability to maintain its
reserve requirements on average during a maintenance period
(allowing for daily fluctuations of the reserve requirement level)
normally contributes to the stabilisation of money market interest
rates. Moreover, under normal conditions, the reserve requirement
facilitates the central bank in influencing money market interest
rates, as it helps create a shortage of liquidity, which means that
commercial banks necessarily rely on the central bank for raising
funds, and thus bear the cost entailed by the liquidity supply rates
the central bank has set – see “The monetary policy of the ECB”,
ECB, 2011, pp. 101-104. It should however be noted that the con-
ditions currently prevailing in the single money market are rather
atypical, a fact that urges the Eurosystem to supply unlimited liq-
uidity to the credit institutions, and therefore curbs the usefulness
of the reserve requirement; hence, room was allowed for reducing
the relevant ratio.

1188 Indeed, many credit institutions satisfy their minimum reserve
requirements by raising funds from the Eurosystem mainly through
open market operations. In order to receive funding, they are
required to pledge eligible collateral. Therefore, a lower level of
reserve requirements releases eligible collateral (a shortage of
which is observed in the euro area as a whole), so that it can be used
by credit institutions for other purposes. On the other hand, the
underlying rationale of the decision to reduce the reserve ratio was
that some credit institutions would allocate the liquid assets no
longer earmarked for reserve requirements to interbank loans and
this would boost transactions in the interbank market. 

1199 The Eurosystem sets the lowest acceptable credit rating and does
not accept assets with a credit rating lower than the minimum rat-
ing threshold. 

2200 Consequently, the Eurosystem accepts these debt securities as col-
lateral irrespective of the credit rating assigned to them by rating
agencies. A key aspect for the acceptance or not of these assets by
the Eurosystem is the compliance of the issuing Member State with
the terms of the adjustment programme (or, in the future, with the
enhanced conditions of the precautionary financial assistance
granted by the European Stability Mechanism – ESM). 
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above debt instruments21 from the list of eli-
gible collateral can be satisfied by the relevant
national central banks in line with relevant
Eurosystem arrangements.22

• In general, with the implementation of non-
standard monetary policy measures, and in
particular the conduct of the two longer-term
refinancing operations with a maturity of 36
months, the supply of liquidity rose consider-
ably. In January-October 2012, liquidity23 fol-
lowed an upward trend: the total average daily
supply of liquidity in October 2012 (about€1,210 billion, on the basis of published data)
seems to be almost double than in December
2011.

• At the same time, in the first half of 2012,
credit institutions’ deposits with the Eurosys-
tem (under the deposit facility)24 kept rising. In
particular, these deposits increased from an
average of about €320 billion in December
2011 to an average of about €770 billion in
June 2012. As a result of the cut in Eurosystem
key interest rates in early July 2012, these

deposits ceased to bear interest and, conse-
quently, their daily balance registered a sharp
decline to about €500 billion on average in July
2012. They did not pick up even in the months
that followed – in October they were close to€270 billion on average. 
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2211 Namely credit institutions holding Greek government bonds, or
Greek bank bonds guaranteed by the Greek government. 

2222 In particular, these debt securities can be used as collateral for the
provision of emergency funding by the national central bank of the
Member State where the counterparty-credit institution is estab-
lished.

2233 Comprising the outstanding amounts of the marginal lending facil-
ity, the main refinancing operations, and the longer-term refi-
nancing operations (with a maturity of one maintenance period, 3
months, 12 months and 36 months), plus the total amount of cov-
ered bonds purchased under the CBPP and the CBPP2, excluding
the purchases of debt securities under the Securities Markets Pro-
gramme (SMP), as they are not aimed at enhancing liquidity. On
the contrary, their effect on liquidity is fully sterilised by means of
the weekly collection of deposits by credit institutions of an amount
corresponding to the total amount of securities purchased by the
Eurosystem since the launch of the Programme (minus the value
of matured securities). 

2244 The Eurosystem accepts deposits from credit institutions: a)
optional and of an unlimited amount under the deposit facility, and
b) compulsory (in the context of the minimum reserve system), the
amount of which allows for daily fluctuations but, on average over
a maintenance period, is predetermined (see footnote 17),
although, in principle, credit institutions can exceed this prede-
termined amount (excess reserves). The Eurosystem continues to
remunerate reserve holdings but only up to the level of the above-
mentioned compulsory amount.
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1.1 ECONOMIC DEVELOPMENTS AND PROSPECTS

• Recession in 2012 was deeper than what was
expected six months ago; it was fuelled, inter
alia, by the expansion of the fiscal adjustment
programme, the occasional uncertainty trig-
gered by the Grexit scenario, limited liquidity
and political uncertainty in Greece during the
prolonged dual pre-election period until a gov-
ernment was formed.

• While economic sentiment and consumer
confidence indicators recorded small fluctua-
tions and a marginal rise for the largest part of
the year including the autumn of 2012, the
recently heightened uncertainty about the dis-
bursement of the loan instalment is not con-
ducive to further improvements of economic
sentiment or consumer confidence.

• Private consumption is expected to decline
by more than 7% in 2012, due to the continu-
ing strong decline in employment, wage cuts in
the public and private sectors and the increase
in the tax burden that squeezes disposable
income. Investment is expected to decline by
more than 19% this year, as in 2011.

• The change in net exports is the only factor
that has been making a positive contribution to
GDP since 2008. Although the main cause is
the decline in imports, exports of goods and
services (at constant prices) have been increas-
ing almost every quarter since 2010, except for
the fourth quarter of 2011, mainly because of
the decline in goods exports, and the second
quarter of 2012, mainly due to the drop in serv-
ices exports. For 2012 as a whole, exports of
goods and services (at constant prices) are
expected to remain roughly at 2011 levels. On
the other hand, in the second half of 2012 the
decline in imports is estimated to continue at
about the same rate. Therefore, the contribu-
tion of the external sector will be positive and
significant for the entire year.

• Developments on the supply side are char-
acterised by a constant decline in services, and
even more so in construction and industry.

• The decline stems both from the decreased
activity of enterprises that have managed to
survive and from company closures in all sec-
tors.

• Business survey data show that, in services,
the factors that have caused the position of
operating businesses to deteriorate over the
past year mainly relate to insufficient working
capital and weak demand.1 In industry, the per-
centage of businesses facing difficulties
(mainly due to the lack of demand, capital
equipment and labour force, and insufficient
working capital) has increased between 2011
and 2012, but in 2012 the percentage of busi-
nesses that are hampered on account of weak
demand is lower than in 2011, while the oppo-
site is true for the percentage of businesses
faced with insufficient working capital.

• Labour productivity has remained rather
unchanged in the first half of 2012, as the mar-
ginal improvement in the secondary sector was
offset by a decline in the tertiary sector. The
level of productivity in total economy contin-
ues to be lower than in the second quarter of
2008. This is attributed both to the fact that, in
most sectors, productivity is lower than in 2008
and that economic restructuring towards sec-
tors of higher productivity is not yet under way.

• The recovery of consumption and invest-
ment will depend on the uncontested confir-
mation that the country will remain in the euro
area and on the normalisation of the financial
system. Only if these two conditions are met,
will confidence in the future of the economy be
restored. Recession will continue, albeit at a
milder pace, in 2013. Economic recovery is now
expected in 2014.

• Product supply is expected to be also
boosted by structural reforms that will con-
tribute to more modern product and labour
markets and to a more extrovert economy.
Although it is difficult to estimate the effect of
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Ι Ι Ι M A CROECONOM I C D EV E LOPMENT S I N
GR E E C E I N 2012 AND PRO S P E C T S

11 It is difficult to isolate only one factor as the main cause of wors-
ened activity, as all factors interact.

KEF.3:������ 1  10-01-14  08:42  ������ 67



reforms during such a deep recession, they are
expected to support growth rates in the

medium term (see Chapter VI for the effects
of structural reforms on growth).

* * *

DDeevveellooppmmeennttss  iinn  ssuuppppllyy

The eeccoonnoommiicc  sseennttiimmeenntt indicator continues to
stand at very low levels, but since the end of
2011 it appears to be on a slightly upward path,
which was interrupted in May and June, prob-
ably because of the political uncertainty pre-
vailing at the time, and again in September and
October due to delays in finalising the new
agreement with the Troika. Despite its recent
decline, in October 2012 the economic senti-
ment indicator was about 3 points higher than
its 2011 trough.2 The ccooiinncciiddeenntt  iinnddiiccaattoorr  ooff  eeccoo--
nnoommiicc  aaccttiivviittyy, compiled by the Bank of Greece
(see Chart III.1), confirms this estimate. 

• According to available national accounts
data, GDP continued to fall in the first half of
2012 (Q1 2012: -6.7%, Q2 2012: -6.3%), albeit
at a declining rate.3 However, according to
ELSTAT’s first estimation (14 November
2012) for the third quarter (-7.2%), the fall
seems to have come to a halt,4 although this
estimation partly reflects relatively strong base
effects (revised GDP for Q3 2011).

Disaggregated data show that the fall in GDP
in the first half of the year was mainly driven
by the 8.4% decline in private consumption (by
6.4 percentage points) and the 20.3% decline
in investment (by 3.2 percentage points) (see
Table III.1B). On the contrary, net exports had
a positive contribution (4.2 percentage
points). Compared with 2011 as a whole, the
negative contribution of private consumption
is higher in 2012, but the negative contribution
of public consumption is much lower.
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22 Seasonally adjusted data.
33 ELSTAT has published only the aggregate quarterly data, which

correspond to the revision of year-on-year data released in Octo-
ber 2012, and not GDP components. Thus, year-on-year changes
in these components (on a quarterly basis) correspond to data
before the October 2012 revision.

44 ELSTAT data were not adjusted seasonally or for the number of
business days.
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The ddeecclliinnee  iinn  pprriivvaattee  ccoonnssuummppttiioonn in the first
half of the year is attributable to (i) the drop in
household disposable income, as a result of

wage cuts (see Section 3 of this chapter), the
significantly reduced number of employed per-
sons (see Section 2 of this chapter) and the
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Value in
million

euro
Annual percentage change

2005 2006 2007 2008 2009 2010 2011

Table III.1Α Demand and gross domestic product (2005-2011)

Source: ELSTAT, National accounts, 5 October 2012. Final data for 2005-2007; Provisional data for 2008-2011.
1 Excluding inventories and statistical discrepancy.

(2005 constant market prices)

1. Private consumption 134,725 4.4 3.6 4.3 -1.6 -6.2 -7.7

2. Public consumption 34,937 3.1 7.1 -2.6 4.9 -8.7 -5.2

3. Gross fixed capital investment 40,020 14.9 22.8 -14.3 -13.7 -15.0 -19.6

3.1 Houses 18,120 14.8 25.6 -33.6 -20.7 -21.6 -18.0

3.2 Other construction 7,036 8.0 4.3 19.5 1.6 -15.7 -25.1

3.3 Equipment 13,043 20.9 27.4 -4.8 -18.4 -8.2 -18.1

3.4 Other 1,821 0.2 29.6 6.0 10.2 -18.6 -16.7

4. Final domestic demand1 209,682 6.2 8.1 -1.2 -3.0 -8.3 -7.0

5. Inventories and statistical discrepancy (% of GDP) 1,302 2.0 0.0 1.1 -1.8 -0.3 0.3

6. Final demand 210,984 7.4 6.2 -0.2 -5.5 -7.0 -8.7

7. Exports of goods and services 44,807 4.3 7.1 1.7 -19.4 5.2 0.3

7.1 Exports of goods 20,490 7.8 4.5 -3.0 -15.6 7.6 4.0

7.2 Exports of services 24,317 1.4 9.5 5.7 -22.5 3.2 -3.0

8. Imports of goods and services 62,741 11.1 14.5 0.9 -20.2 -6.2 -7.3

8.1 Imports of goods 51,875 11.4 15.1 -1.3 -21.0 -9.3 -6.4

8.2 Imports of services 10,866 9.8 11.5 12.1 -16.4 6.9 -10.9

9. Balance of goods and services -17,934 … … … … … …

GDP at market prices 193,050 5.5 3.5 -0,2 -3,1 -4,9 -7.1

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

1. Private consumption 3.0 2.5 2.9 -1.1 -4.6 -5.6

2. Public consumption 0.6 1.3 -0.5 0.9 -1.7 -1.0

3. Gross fixed capital investment 3.1 5.1 -3.8 -3.2 -3.1 -3.6

3.1 Houses 1.4 2.6 -4.2 -1.7 -1.5 -1.0

3.2 Other construction 0.3 0.2 0.7 0.1 -0.7 -1.1

3.3 Equipment 1.4 2.1 -0.5 -1.7 -0.6 -1.3

3.4 Other 0.0 0.3 0.1 0.1 -0.3 -0.2

4. Final domestic demand1 6.7 8.9 -1.3 -3.4 -9.4 -10.1

5. Inventories and statistical discrepancy 1.4 -2.0 1.1 -2.9 1.5 0.6

6. Final demand 8.1 6.9 -0.3 -6.3 -7.8 -9.5

7. Exports of goods and services 1.0 1.6 0.4 -4.7 1.0 0.1

7.1 Exports of goods 0.8 0.5 -0.3 -1.7 0.7 0.4

7.2 Exports of services 0.2 1.1 0.7 -3.1 0.3 -0.4

8. Imports of goods and services 3.6 5.0 0.3 -7.7 -1.9 -2.3

8.1 Imports of goods 3.1 4.3 -0.4 -6.6 -2.4 -1.5

8.2 Imports of services 0.6 0.7 0.8 -1.2 0.4 -0.8

9. Balance of goods and services (net exports) -2.6 -3.3 0.1 3.0 3.0 2.4

GDP at market prices 5.5 3.5 -0.2 -3.1 -4.9 -7.1
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increased tax burden, (ii) reduced bank financ-
ing to households for consumption (see Chap-

ter V.3 and Table III.2) and (iii) widespread
uncertainty. The ccoonnssuummeerr  ccoonnffiiddeennccee  iinnddiiccaattoorr
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Annual percentage changes1

2011

2011 2012

Q1 Q2 Q3 Q4 Q1 Q2 Jan.-June

Table III.1Β Demand and gross domestic product (Q1 2011-Q2 2012)

Source: ELSTAT, quarterly national accounts, non-seasonally adjusted data, 7 September 2012.
1 According to new ELSTAT estimates published on 14 November, annual GDP rates are revised as follows: 2011 Q1 = -8.8%, Q2 = -7.9%,
Q3 = -4.0%, Q4 = -7.9%; 2012 Q1 = -6.7%, Q2 = -6.3%, Q3 = -7.2%.
2 Excluding inventories and statistical discrepancy.

(2005 constant market prices)

1. Private consumption -7.1 -8.6 -7.4 -5.2 -7.0 -8.7 -8.0 -8.4

2. Public consumption -9.1 -10.6 -11.8 -3.4 -10.5 0.2 -3.7 -1.75

3. Gross fixed capital investment -20.7 -24.2 -19.6 -16.4 -22.2 -21.3 -19.4 -20.3

3.1 Houses -23.6 -20.2 -22.1 -23.5 -28.7 -30.9 -30.0 -30.5

3.2 Other construction -19.1 -21.0 -20.5 -19.4 -16.3 -10.0 -7.4 -8.4

3.3 Equipment -22.1 -30.3 -18.4 -10.0 -25.7 -22.5 -24.3 -23.4

3.4 Other -7.0 -6.7 -11.2 -6.2 -4.1 -4.4 -5.1 -4.8

4. Final domestic demand2 -9.6 -11.3 -10.2 -6.6 -10.2 -9.0 -9.0 -9.0

5. Inventories and statistical discrepancy
(% of GDP)

-0.1 -1.4 -0.5 -0.9 2.7 -3.6 0.2 -1.6

6. Domestic demand -8.6 -9.3 -8.1 -7.1 -9.7 -10.8 -8.4 -9.6

7. Exports of goods and services -0.3 -2.4 0.8 4.5 -6.1 1.5 -4.1 -1.7

7.1 Exports of goods 3.6 4.8 9.0 12.6 -10.7 3.3 -2.0 0.3

7.2 Exports of services -3.8 -9.4 -6.2 -0.4 -1.3 -0.9 -6.5 -4.1

8. Imports of goods and services -8.1 -9.8 -4.5 -3.8 -14.2 -16.9 -12.3 -14.6

8.1 Imports of goods -7.1 -10.5 -2.7 -1.5 -13.5 -18.1 -13.6 -15.9

8.2 Imports of services -11.6 -7.3 -10.5 -11.8 -16.4 -12.1 -7.3 -9.7

GDP at market prices -6.9 -8.0 -7.3 -5.0 -7.5 -6.5 -6.3 -6.4

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

1. Private consumption -5.27 -6.97 -5.48 -3.69 -4.95 -6.99 -5.88 -6.44

2. Public consumption -1.72 -2.05 -2.19 -0.60 -2.03 0.04 -0.65 -0.31

3. Gross fixed capital investment -3.65 -4.58 -3.56 -2.50 -3.95 -3.31 -3.06 -3.18

3.1 Houses -1.18 -1.11 -1.06 -1.06 -1.49 -1.48 -1.21 -1.34

3.2 Other construction -0.94 -0.80 -1.14 -0.86 -0.96 -0.33 -0.35 -0.34

3.3 Equipment -1.45 -2.60 -1.25 -0.51 -1.46 -1.46 -1.45 -1.46

3.4 Other -0.07 -0.07 -0.11 -0.07 -0.04 -0.05 -0.05 -0.05

4. Final domestic demand2 -10.6 -13.5 -11.2 -6.8 -11.0 -10.3 -9.6 -10.0

5. Inventories and statistical discrepancy 1.3 2.8 2.5 -0.5 0.4 -1.9 0.7 -0.6

6. Domestic demand -9.3 -10.7 -8.7 -7.3 -10.7 -12.2 -8.9 -10.6

7. Exports of goods and services -0.10 -0.43 0.17 1.19 -1.31 0.29 -0.96 -0.33

7.1 Exports of goods 0.34 0.42 0.88 1.32 -1.24 0.33 -0.24 0.05

7.2 Exports of services -0.44 -0.87 -0.71 -0.07 -0.13 -0.08 -0.75 -0.42

8. Imports of goods and services -2.51 -3.21 -1.28 -1.11 -4.43 -5.41 -3.63 -4.52

8.1 Imports of goods -1.72 -2.75 -0.59 -0.34 -3.21 -4.58 -3.13 -3.85

8.2 Imports of services -0.80 -0.48 -0.70 -0.79 -1.22 -0.80 -0.47 -0.64

9. Balance of goods and services 2.41 2.78 1.45 2.29 3.12 5.70 2.68 4.19

GDP at market prices -6.9 -8.0 -7.3 -5.0 -7.5 -6.5 -6.3 -6.4
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seems to have changed direction and improved
since the end of 2011 (in October 2012 it was
more than 6 points higher than its 2011 trough);
this is explained by the less pessimistic estima-
tion of households for the next 12 months
(prices, economic status, unemployment), but
does not reflect any intention to purchase con-
sumer durables now or in the coming year.
According to data on outstanding ccoonnssuummeerr
llooaannss, the annual rate of ccrreeddiitt  eexxppaannssiioonn was
negative throughout the nine-month period.

According to national accounts data, wwaaggeess in
the first half of 2012 (at current prices) were
cut by 14.6% on an annual basis, reflecting
both a 5.8%5 cut in the compensation per
employee and a 9.3% decrease in the number
of employees. In the first half of 2012 the gross
ooppeerraattiinngg  ssuurrpplluuss of the economy also fell by
1.8%. Cuts in the average compensation per
employee would have been higher, if the struc-
ture of employment had not changed to the
disadvantage of unskilled work. In more detail,
if the sectoral structure of salaried employment
was the same in the second quarter of 2012 as

in the second quarter of 2009, then the change
in the compensation per employee between
2009 and 2012 would have been 14.2%, instead
of the current 12.5%.

Reduced private consumption in the first half
of the year reflects the decline in the volume
of rreettaaiill  ssaalleess and in the demand for consumer
services (for details, see the section on the
developments in supply).

Available short-term indicators of private con-
sumption after the first half of the year
remained strongly negative, but imply that the
annual rate of decline in consumption in the
third quarter was probably not much worse
than that of the second quarter. In the fourth
quarter of 2012 and in 2013 however, devel-
opments in consumption will be decisively
affected by fiscal measures and the disburse-
ment of the instalment. In any event, con-
sumers’ intentions for purchases in the next 12
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Table III.2 Indicators of consumer demand (2009-2012)

(annual percentage changes)

2009 2010 2011

2012
(available

period)

Volume of retail trade (total) -11.4 -6.2 -10.2 -11.5 (Jan.-Aug.) 

Volume of retail trade (excluding fuel and lubricants) -9.3 -6.9 -8.7 -11.0 ( »      »   )

Food-beverages-tobacco1 -6.1 -5.5 -6.0 -8.1 ( »      »   )

Clothing-footwear 1.4 -11.4 -18.8 -21.6 ( »      »   )

Furniture-electrical appliances-household equipment -15.3 -12.7 -15.7  -16.7 ( »      »   )

Books-stationery-other -24.0 -4.3 -5.2 -12.1 ( »      »   )

Revenue from VAT (at constant prices) -10.2 0.1 -5.9  -13.0 (Jan.-Sept.) 

Retail trade business expectations index -21.4 -26.4 -0.5 -4.0 (Jan.-Oct.)

New private passenger car registrations -17.4 -37.2 -29.8 -41.6 ( »      »   )

Tax revenue from mobile telephony2 13.2 37.1 -16.8 -7.2 (Jan.-Sept.) 

Outstanding balance of consumer credit3 1.8 (Dec.) -4.2 (Dec.) -6.4 (Dec.) -5.3 (Sept.) 

Sources: ELSTAT (retail trade, cars), Ministry of Finance (VAT revenue, tax revenue from mobile telephony), IOBE (expectations), Bank of
Greece (consumer credit).
1 Comprising big food stores and specialised food-beverages-tobacco stores.
2 Monthly service fee per subscription until July 2009. As of August 2009, new progressive rates apply to mobile telephony contracts and dif-
ferent fees to prepaid mobile telephony.
3 Comprising bank loans and securitised loans. The rates of change are adjusted for loan write-offs, foreign exchange valuation differences and
a transfer of loans by one bank to a domestic subsidiary finance company in 2009.

55 The gap between the rate of decline in real income and the cor-
responding rate of change in private consumption (at constant
prices) is widening, possibly implying reduced savings.
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months (IOBE-European Commission survey),
which are still very subdued, continue to point
to declines in consumption.

According to national accounts data, the drop
in ggrroossss  ffiixxeedd  ccaappiittaall  ffoorrmmaattiioonn recorded in 2011
(-19.6%) continued at a similar rate (-20.3%)
in the first quarter of 2012.6 The share of fixed
capital investment in GDP (at current prices)
is very small (12.6% in the first half of 2012,
against 14.8% in the first half of 2011 and
22.8% in 2000-2007), but does not show any
clear downward trend over July 2011-June
2012. The decline in investment in the first half
of the year mainly reflects the continuing large
fall in investment in ttrraannssppoorrtt  eeqquuiippmmeenntt
(-23.4%, 9.3 percentage points contribution to
the overall decline in investment) and hhoouussiinngg
(-30.5%, 8.6 percentage points contribution to
the overall decline in investment).

Investment is also negatively affected by fur-
ther declines in the PPuubblliicc  IInnvveessttmmeenntt  PPrroo--
ggrraammmmee  ((PPIIPP)), the disbursements of which
declined in January-October 2012 by 13.4%
year-on-year. The importance of the PIP for
growth is also evident in OECD estimates,7

according to which the higher fiscal multiplier
relates to public investment expenditure (0.8
in the first year and 1 in the second year).

Moreover, the response of the private sector to
the development law is rather subdued up to
now, although it is increasing. In more detail,
in the April 2011, October 2011 and April 2012
rounds, plans with a total budget of €725, €854
and €1,100 million, respectively, were sub-
mitted.

No substantial change in the rate of decline in
investment is expected in the second half of
the year, as also evidenced by data on the
financing of firms, outstanding housing loans,
cement production and the volume of private
construction activity based on building per-
mits (see Table III.3). Investment is also ham-
pered by the lack of access to financing.
According to a National Bank survey among
SMEs, about 1/3 of the growth-oriented busi-

nesses (i.e. 1/4 of the businesses in the sample)
reported lack of financing as the most impor-
tant obstacle they are facing (see Section 5.A
of Chapter V).8,9

A stabilisation of the political and economic
situation could put the decline in investment
under control in 2013. This could be brought
about, inter alia, by the activation of Public-
Private Partnerships (PPPs), the use of financ-
ing instruments to enhance synergies between
the European Investment Bank (EIB) and the
European Union Funds (e.g. establishment of
a Fund by the Hellenic Republic and the Euro-
pean Commission for the provision of guar-
antees, up to €1 billion, for EIB loans to
SMEs, EIB’s risk sharing instrument, etc.). In
mid-November, the EIB committed to disburse€850 million, to be channelled not only to
SMEs from all sectors, but also to education,
energy and transports as well. These tools, cou-
pled with structural reforms, will contribute to
the re-launching of projects that were discon-
tinued due to the financial crisis and due to
delays in expropriations. It is very important to
relaunch construction of the four major high-
ways10 which, according to the competent min-
istry, is expected to create 30,000 jobs directly
and another 60,000 indirectly at the region.
Moreover, initiatives to eliminate impediments
to major private investment projects, such as
the delayed tourism investment in the prefec-
ture of Lasithi (worth €267 million) and three
other projects under the fast track law and the
development law (worth over €240 million),
are expected to help revive interest in business
investment over the medium term. Such inter-
est is expected to be enhanced, provided that
improving investment will be taken up, with the
concession of 22 regional high-traffic airports
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66 Annual data are based on the revised ELSTAT national accounts
data for 2006-2011, which were released on 5 October 2012. For
quarterly data see footnote 3.

77 OECD, Economic Surveys – Greece, 2009 and 2011.
88 National Bank, Department of Strategic Planning and Research,

Survey of Greek SMEs, July 2012.
99 Similar concerns were also raised recently by firms involved in wind

farms – see the statements of the President of the Hellenic Wind
Energy Association (ELETAEN).

1100 Aegean Motorway, Central Greece Motorway, Olympia Odos and
Ionia Odos, the construction firms of which are negotiating with
the State for the immediate resumption of works.
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by means of an international tender, which is
scheduled to take place by the end of the year.
A positive contribution is also expected to
come from the decentralisation of PIP
processes through the delegation of powers
from the Ministry of Development to the bod-
ies entrusted with the implementation of the
PIP. All these could offset the negative devel-
opment from the zero change in the PIP for
2013 (€6.85 billion) and its decline over 2014-
16 (to €6.7 billion).

In the first half of 2012, as a result of the fis-
cal consolidation measures detailed in Chap-
ter IV, ppuubblliicc  ccoonnssuummppttiioonn declined by 1.8%
year-on-year (Q1: +0.2%, Q2: -3.7%). 

The fall in consumption and investment led to
the decline in iimmppoorrttss  ooff  ggooooddss  aanndd  sseerrvviicceess,
which in the first half of 2012 were by 14.6%
lower year-on-year (Q1: -16.9%, Q2: -12.3%).
This decline stemmed both from the 15.9%
decrease in imports of goods (3.8 percentage
points contribution to the overall decline in
imports) and the 9.7% fall in imports of serv-

ices (0.6% percentage point contribution to the
overall decline in imports).11

EExxppoorrttss  ooff  ggooooddss, having increased by about 4%
in 2011 and 3.3% in the first quarter of 2012,
declined in the second quarter by 2.0%. Thus,
in the first half of 2012 exports of goods were
(at constant prices) only 0.3% higher than in
the corresponding period of 2011. Exports of
services (that had started declining in the first
quarter of 2011) continued to fall, thereby
standing in the first half of 2012 4.1% lower
than in the first half of 2011 (Q1: -0.9%, Q2:
-6.5%). The decline is attributable to the drop
in travel receipts (see Section 4 of this chap-
ter). Overall, exports of goods and services
declined by 1.7% in the first half of the year.12
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1111 The decline in imports is coupled with a shift to Greek products.
According to press releases, a recent study by Boston Consulting
Group (BCG) shows that 2 out of 3 Greeks buy domestic products
more than they used to.

1122 Differences in the rates of change of exports (imports), as reflected
in the national accounts, from those of the external balance compiled
by the Bank of Greece (see Section 4 of this chapter for a breakdown
at current prices) are partly explained by changes in prices (this
breakdown here is at constant prices) and differences in methodol-
ogy, which are usually normalised after annual data are recorded.

Table III.3 Indicators of investment demand (2009-2012)

(annual percentage changes1)

2009 2010 2011

2012
(available

period)

Capital goods output -22.5 -22.1 -9.7 -15.9 (Jan.-Sept.)

Capacity utilisation rate in the capital goods industry (73.4) (66.1) (62.7) (58.4) (Jan.-Oct.)

Bank credit to domestic enterprises2 5.1 (Dec.) 1.1 (Dec.) -2.0 (Dec.) -4.9 (Sept.)

Disbursements under the Public Investment Programme3 -2.8 -11.3 -17.1 -13.4 (Jan.-Oct)

Production index in construction (at constant prices) -17.5 -29.2 -28.7 -20.5 (Jan.-June)

Volume of private construction activity 
(on the basis of permits issued)

-26.5 -23.3 -37.7 -23.0 (Jan.-Aug.)

Cement production -21.4 -14.3 -37.8 -16.2 (Jan.-Sept.)

Business expectations index in construction -31.4 -27.4 -27.8 29.5 (Jan.-Oct.)

Outstanding balance of total bank credit to housing4 3.7 (Dec.) -0.3 (Dec.) -2.9 (Dec.) -3.7 (Sept.)

Sources: ELSTAT (capital goods output, volume of private construction activity, cement production, production in construction), IOBE (capac-
ity utilisation rate, business expectations index), Bank of Greece (bank credit to domestic enterprises and housing, disbursements under the
Public Investment Programme).
1 Except for the capacity utilisation rate in the capital goods industry, which is measured in percentages.
2 Comprising loans and corporate bonds, securitised loans and securitised corporate bonds but excluding (as of June 2010) loans to sole pro-
prietors and unincorporated partnerships. The rates of change are adjusted for loan write-offs, foreign exchange valuation differences, as well
as loans and corporate bonds transferred by domestic MFIs to their subsidiaries operating abroad and to one domestic subsidiary finance com-
pany in 2009.
3 As of January 2012 actual cash payments and not appropriations under the public investment budget.
4 Comprising loans and securitised loans. The rates of change are adjusted for loan write-offs, foreign exchange valuation differences and the
transfer of loans by one bank to a domestic subsidiary finance company in 2009.
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Because of the significant drop in imports, the
eexxtteerrnnaall  sseeccttoorr made a 4.2 percentage points
contribution to the change in GDP in the first
half of 2012, i.e. higher than in all previous
years.

DDeevveellooppmmeennttss  iinn  ssuuppppllyy  

In the first half of 2012, ggrroossss  vvaalluuee  aaddddeedd fell
by 6.5%. Its decline in the secondary sector 
(-10.7%) was more marked than in the tertiary
sector (-6.1%). However, the rate of decline in
value added in the tertiary sector picked up
after the fourth quarter of 2011, while in the
secondary sector it became milder (see Table
III.4B). In the primary sector, value added has
been increasing at a slow but steady pace over
the past six quarters.

In the tertiary sector, a significant decline was
recorded in ttrraaddee, hotels-restaurants and trans-
port-communications (-11.7%), financial and
insurance activities (-6.6%)13 and arts-enter-
tainment-recreation (-12.3%). Turnover fig-
ures ―which show changes in sales at current
prices― provide a more detailed picture of the
activities within each sector.

It seems that in the first half of 2012 develop-
ments in trade have been particularly negative
for car sales (-43.5% up to June, -41.6% up to
October) despite the fact that, for every year
in the 2008-2011 period, the sector has been
experiencing declines; especially after 2009, at
very high rates. The retail trade turnover
declined by 10.1% between January and
August 2012 and the volume of retail sales by
11.5% in the same period, while both of them
kept falling during 2009-2012. According to a
survey by the National Confederation of Hel-
lenic Commerce (ESEE), during the summer
sales (July-August) turnover fell by 20.1%
compared with the corresponding period of
2011 while, compared with the corresponding
period of 2010, the decline was 36.4%.

TToouurriissmm-related activities (hotels and restau-
rants, travel agencies and other activities)
recorded a very large decline in turnover in the

first half of 2012, which is not the result of
price cuts. 2012 is the third consecutive year in
which travel agencies record a decline in
turnover that exceeds 20%. A survey of the
National Bank on SMEs14 shows that restau-
rants are in a worse condition than hotels,
because their problems also include excessive
borrowing and lack of liquidity.

The fact that turnover in ttrraannssppoorrtt did not
record such extensive declines in 2011 and
2012, despite the fall in travel agencies’ com-
mercial activity and turnover, may be on the
grounds that changes in transport (e.g. land
transport) were largely recorded in 2009 and
2010 (see Table III.5).15,16

In iinndduussttrryy, including energy, the value added
fell by 7.5% on average (Q1: -10.1%, Q2: -5.0%)
in the first half of 2012, compared with a larger
decline (-9.2%) in the first half of 2011. 
A drop, albeit smaller, was also recorded by
the industrial output index (total industry: 
-5.0%, manufacturing: -6.8%; see Chart III.2)
over the same period. During January-Sep-
tember 2012, the fall in total industrial and
manufacturing output was contained to -4.5%
and -6.0%, respectively, as August witnessed
a non-negligible increase in industrial and
manufacturing output compared with 2011, by
2.7% and 2.3% respectively, which did not
however continue in September (-7.3% and 
-6.9% respectively).17
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1133 According to data from the Hellenic Association of Insurance Com-
panies, total insurance premium in the Greek market fell by 7.1%
in January-August 2012 (http://www.eaee.gr/cms/uploads/oikmel-
premium8months2012gr.pdf).

1144 See footnote 8 above.
1155 According to IKA data, land transport is one of the few sectors in

which the number of “large” businesses (employing more than 10
persons) increased between 2010 and 2011.

1166 Another possible explanation is that Greek transport companies
started conducting business abroad (see Eurostat, Statistics in
Focus 38/2012, Decline in European road freight transport in 2011
reflecting economic climate).

1177 At sectoral level, the decline in manufacturing output over Janu-
ary-September 2012 is mainly due to the continuing fall in the out-
put of the main sectors of food-beverages, textiles and clothing-
footwear, as well as of construction-related sectors (non-metallic
minerals). The production of basic metals also declined (due to a
long strike in one of the five firms of the sector) following an 18.9%
cumulative increase in the past two years, as did the production of
basic pharmaceutical products, after its upward path in 2006-2010
(45.5% cumulative increase). On the contrary, a significant recov-
ery was recorded in oil and carbon products (+17.9%).
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Value in
million

euro
Annual percentage changes

2005 2006 2007 2008 2009 2010 2011

Table III.4Α Gross value added at basic prices and GDP at market prices
(2005-2011)1

Source: ELSTAT, Νational accounts, 5 October 2012. Final data for 2005-2007; provisional data for 2008-2011.

(at constant market prices of 2005)

1. Agriculture, forestry and fishing 8,428 -13.4 -10.3 2.0 5.2 5.5 -5.4

2. Secondary sector 34,007 11.8 -2.1 -10.2 -8.5 -9.9 -12.6

2.1 Industry including energy 21,957 -0.6 2.4 -9.7 2.0 0.9 -7.4

2.2 Construction 12,050 34.5 -8.1 -11.0 -24.6 -32.3 -28.4

3. Tertiary sector 130,159 3.2 5.1 2.8 -1.2 -4.9 -5.7

3.1 Trade, hotels and restaurants, transport and 
communications

46,043 3.5 5.3 -1.5 -9.2 -3.8 -10.9

3.2 Information and communication 6,833 15.4 0.1 17.2 7.6 -10.3 -8.1

3.3 Financial and insurance activities 8,463 2.3 7.7 11.6 -2.5 -1.0 -8.0

3.4 Real estate activities 19,870 -5.3 16.8 7.8 2.3 -8.1 2.4

3.5 Professional, scientific and technical activities 9,801 11.6 -0.3 -3.6 7.4 -14.1 -18.1

3.6 Public administration and defence 31,547 2.8 3.2 3.8 1.1 -1.5 -0.8

3.7 Arts, entertainment and recreation 7,603 4.8 -7.4 -4.1 8.8 -0.7 -0.2

4. Gross value added at basic prices 172,595 4.1 3.0 0.0 -2.2 -5.2 -6.6

5. Taxes less subsidies on products 20,455 17.4 7.6 -1.9 -9.7 -2.7 -10.9

6. Gross domestic product at market prices 193,050 5.5 3.5 -0.2 -3.1 -4.9 -7.1

Contributions to the annual change in value added 
(percentage points)

1. Agriculture, forestry and fishing -0.65 -0.42 0.07 0.19 0.21 -0.23

2. Secondary sector 2.32 -0.44 -2.05 -1.54 -1.68 -2.02

2.1 Industry including energy -0.08 0.29 -1.17 0.22 0.10 -0.90

2.2 Construction 2.41 -0.73 -0.88 -1.76 -1.78 -1.12

3. Tertiary sector 2.43 3.78 2.13 -0.97 -3.84 -4.52

3.1 Trade, hotels and restaurants, transport and 
communications

0.94 1.42 -0.42 -2.47 -0.95 -2.75

3.2 Information and communication 0.61 0.00 0.73 0.38 -0.56 -0.42

3.3 Financial and insurance activities 0.11 0.37 0.59 -0.14 -0.05 -0.47

3.4 Real estate activities -0.61 1.76 0.92 0.29 -1.08 0.31

3.5 Professional, scientific and technical activities 0.66 -0.02 -0.21 0.42 -0.88 -1.02

3.6 Public administration and defence 0.51 0.58 0.68 0.21 -0.30 -0.16

3.7 Arts, entertainment and recreation 0.21 -0.33 -0.16 0.33 -0.03 -0.01

4. Gross value added at basic prices 4.1 3.0 0.0 -2.2 -5.2 -6.6
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Annual percentage changes1

2011 2011 2012

Q1 Q2 Q3 Q4 Q1 Q2
Jan.-
June

Table III.4Β Gross value added at basic prices and GDP at market prices
(2011 and Q1 2011-Q2 2012)

Source: ELSTAT, quaterly national accounts, 7 September 2012, non-seasonaly adjusted data.
1 For the revised GDP growth rates published on 14 November, see footnote 1, Table ΙΙΙ.1Β.

(at constant market prices of 2005)

1. Agriculture, forestry and fishing 2.5 2.5 4.6 1.3 1.3 2.4 4.2 3.3

2. Secondary sector -12.0 -10.3 -12.6 -10.8 -14.4 -13.1 -8.3 -10.7

2.1 Industry including energy -9.1 -8.2 -10.1 -7.0 -11.0 -10.1 -5.0 -7.5

2.2 Construction -17.9 -14.6 -17.4 -18.9 -20.1 -20.1 -15.3 -17.5

3. Tertiary sector -5.9 -8.2 -5.7 -4.4 -5.6 -5.8 -6.4 -6.1

3.1 Trade, hotels and restaurants, transport and
communications

-7.7 -14.0 -6.9 -4.0 -7.1 -9.8 -13.3 -11.7

3.2 Information and communication -9.5 -9.1 -10.7 -12.0 -6.3 -8.8 3.8 -2.4

3.3 Financial and insurance activities -9.0 -13.4 -9.6 -7.4 -4.3 -6.6 -6.7 -6.6

3.4 Real estate activities 0.4 0.0 0.4 0.6 0.7 0.1 0.1 0.1

3.5 Professional, scientific and technical activities -5.8 -7.4 -2.7 -8.6 -5.4 -6.6 2.8 -1.4

3.6 Public administration and defence -5.7 -5.8 -6.7 -3.3 -7.2 -2.6 -4.4 -3.5

3.7 Arts, entertainment and recreation -6.1 -3.3 -4.0 -8.4 -8.5 -9.8 -14.7 -12.3

4. Gross value added at basic prices -6.7 -8.1 -6.5 -5.1 -7.1 -6.7 -6.3 -6.5

5. Taxes on products -8.7 -6.1 -12.8 -3.2 -11.7 -5.3 -5.7 -5.5

6. Subsidies on products -8.6 -10.1 -9.1 -6.6 -9.0 -6.8 -6.4 -6.6

7. Gross domestic product at market prices -6.9 -8.0 -7.3 -5.0 -7.5 -6.5 -6.3 -6.4

Contributions to the annual change in value added 
(percentage points)

1. Agriculture, forestry and fishing 0.09 0.10 0.18 0.05 0.04 0.11 0.18 0.15

2. Secondary sector -2.17 -1.82 -2.30 -1.85 -2.72 -2.27 -1.42 -1.84

2.1 Industry including energy -1.09 -0.99 -1.22 -0.81 -1.32 -1.21 -0.58 -0.89

2.2 Construction -1.09 -0.83 -1.09 -1.04 -1.40 -1.06 -0.84 -0.95

3. Tertiary sector -4.65 -6.39 -4.41 -3.45 -4.34 -4.49 -5.05 -4.77

3.1 Trade, hotels and restaurants, transport and
communications

-2.10 -3.57 -1.86 -1.22 -1.73 -2.35 -3.54 -2.94

3.2 Information and communication -0.49 -0.47 -0.56 -0.58 -0.36 -0.45 0.19 -0.13

3.3 Financial and insurance activities -0.40 -0.67 -0.46 -0.31 -0.17 -0.31 -0.31 -0.31

3.4 Real estate activities 0.05 0.00 0.05 0.07 0.09 0.02 0.01 0.01

3.5 Professional, scientific and technical activities -0.32 -0.38 -0.16 -0.39 -0.36 -0.34 0.17 -0.09

3.6 Public administration and defence -1.07 -1.12 -1.22 -0.58 -1.35 -0.53 -0.81 -0.67

3.7 Arts, entertainment and recreation -0.31 -0.17 -0.20 -0.43 -0.45 -0.53 -0.76 -0.64

4. Gross value added at basic prices -6.7 -8.1 -6.5 -5.1 -7.1 -6.7 -6.3 -6.5
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Output declined in most industrial sectors
except energy18 (see Table III.6). The decline
in industrial output is also reflected in the
capacity utilisation rate which, despite its slight
improvement in the second quarter of 2012
(64.6%) compared with the first quarter of
2012 (63.5%), fell again in the third quarter
(63.8%). As a result, in the January-September
period, it declined by 4.0 points compared with
the same period of 2011, although it improved
in October (65.8%). Turnover in industry
increased, albeit at a decreasing rate, in the

January-August 2012 period (+1.9%); this is
attributed solely to increased demand from the
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1188 According to ELSTAT data, the rise in energy production in Jan-
uary-September 2012 is attributable to increased lignite and carbon
extraction (+7.6%) and, as aforesaid, to the recovery in the pro-
duction of oil and carbon products. On the contrary, electricity gen-
eration continued to fall (-2.0%). According to Independent Power
Transmission Operator (ADMHE) data, which however do not
include the islands, in January-October 2012 total demand for power
declined by 1.81% (October: -6.15%, 2011: -0.94%), mainly due to
the fact that demand from eligible high voltage customers (i.e. met-
allurgies and large industries) fell by 2.29% (October 2012: +2.03%,
2011: +4.17%). The demand for power by households and by com-
mercial and small industrial firms also declined (January-October
2012: -1.78%, October: -7.03%, 2011: -2.06%).

Table ΙII.5 Activity indicators in the services sector (2009-2012)

(annual percentage changes)

2009 2010 2011
2012

(available period)

A. Services turnover indicators

1.Trade

Wholesale trade -8.9 -5.9 -13.5 -16.3  (Jan.-June)

Retail trade -10.2 -1.1 -7.2 -10.1 (Jan.-Aug.)

Motor trade -15.7 -36.5 -26.5 -34.5 (Jan.-June)

2.Transport

Land transport -31.5 -18.1 -1.7 2.4 ( »      »   )

Sea transport -22.8 -8.5  -2.7 -14.2 ( »      »   )

Air transport -11.7 -7.0 -0.9 -7.6 ( »      »   )

Storage and supporting transport activities -32.2 -10.8 -7.9 -7.3 ( »      »   )

3.Hotels and restaurants

Accommodation and food service activities -9.1 -8.2 -7.4 -21.9 ( »      »   )

4. Information and communication

Telecommunications -8.9 -11.3 -8.9 -1.6 ( »      »   )

Film, video, and TV programme production, record-
ings and music products

1.4 -6.6 -28.4 -5.9 ( »      »   )

Programming and broadcasting activities -6.7 -2.1 -27.1 -18.7 ( »      »   )

5.Professional-scientific-technical activities

Legal, accounting and management consulting 
services

-12.4 -7.3     -0.3 -3.6 ( »      »   )

Architectural and engineering services -18.6 -20.4 -19.6 -2.4 ( »      »   )

Advertising and market research -18.4 -23.8 -21.2 -17.6 ( »      »   )

Travel agencies and related activities -9.9 -24.5 -35.3 -38.9 ( »      »   )

Β. Passenger traffic

Athens International Airport -1.5 -5.0 -6.3 -11.2 (Jan.-Sept.)

Aegean Airlines1 9.9 -5.1 4.2 -8.2 (Jan.-June)

Piraeus port (OLP) -3.8 -6.0 -0.8 -19.8 (Jan.-July)

C. Business expectations index in the services sector -28.3 -9.3  -2.9  -12.7 (Jan.-Oct.)

Sources: ELSTAT (services turnover), Athens International Airport, Aegean Airlines, Piraeus Port Authority (OLP) and IOBE (expectations).
1 Including charter flights.
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external market (+10.4%), while demand from
the internal market fell (-2.8%).

Reduced activity in industrial firms operating
both in 2011 and 2012 is confirmed by the Pur-
chasing Manager’s Index (PMI), which con-

tinues to record values under 50. In the first
quarter of 2012, it reached a trough of 40
points on average; it then improved slightly in
the second and third quarters of 2012 (to 41.3
and 42.0 points) and fell again in October (see
Chart III.3).

As regards the prospects of industrial output,
the new orders index, as well as IOBE data
and the PMI sub-index on new export orders
forecast a further decline, as new orders are
fewer, both from the domestic and the exter-
nal market. The new orders index of
ELSTAT fell in January-August 2012 by
10.6% on average compared with the same
period of 2011 (domestic market: -14.6%,
external market: -7.3%). New orders from the
external market, after the strongly upward
rates recorded in the past two years, have been
declining since January 2012, with the excep-
tion of June. In any event, the index continued
to stand at high levels compared with previous
years (it stood at 121.3 on average in January-
August 2012, compared with 130.9 in the same
period of 2011, 100.7 in 2010 and 79.4 in
2009).19

The decline in value added and in activity was
accompanied by a substantial drop in business
profits: 69% of the listed companies (150 out
of 218) that have announced their results for
the first half of 2012 posted losses (also see
Section 3.1.A of this chapter).

The business expectations index in retail trade
stood at 51.1 points in October 2012 (see Chart
III.4). This has been the worse performance of
the index since July 2010, although its levels in
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1199 As regards individual manufacturing branches, it should be noted
that in January-August 2012, among a total of 22, 14 increased their
turnover from abroad, mainly non-metallic minerals (+56.0%),
electrical equipment (+32.8%), oil-carbon products (+26.8%),
tobacco (+18.4%) and printing (+12.7%). As regards new orders
from abroad, despite the decline recorded in the manufacturing
sector as a whole, 4 out of the 12 monitored manufacturing
branches recorded an increase. These sectors are: electrical equip-
ment (+31.8%), computers and products (+12.4%), pharmaceu-
ticals (+8.6%) and metallic products (1.6%). The main branches
that recorded declines in terms of order value were textiles 
(-20.3%) and clothing (-14.3%). A large decline, despite their
marked upward course in the past two years, was recorded in new
orders for basic metals (-12.8%), machinery and equipment 
(-12.1%) and chemical products (-10.9%).
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July and August 2012 were much higher than
the ones in October. According to data of the
Small Enterprises’ Institute (IME) of the Hel-
lenic Confederation of Professionals, Crafts-
men and Merchants (GSEVEE), the situation
is quite troublesome for the smaller businesses
of the sector, which recorded zero improve-
ment in July.

The business expectations index in services
(excluding retail trade and banks) fell to his-
torically low levels and stood at 54.9 points in
January-October 2012 (2011 average: 61.7
points). Estimates about the current situation
of enterprises and about demand are worsen-
ing, while forecasts for the evolution of demand
in the forthcoming period are also pessimistic.

In August 2012 expectations in tourism enter-
prises improved, but worsened again in Sep-
tember and October, while business expecta-
tions in hotels-restaurants remained at low lev-
els. International arrivals at the country’s 13
major airports over January-October 2012
declined by 3.4% (the largest decline was
recorded in international arrivals at the Athens
airport: -12.1% over the same period).

The fall in investment in 2012, for fifth con-
secutive year, the drop in employment and the
rise in the percentage of the long-term unem-
ployed had a negative impact on the potential
rate of economic growth, which declined sub-
stantially, entering into negative territory in
2012 (from 1.75% in 2005-2008).
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Table IΙI.6 Indicators of industrial activity (2009-2012)

(annual percentage changes)1

2009 2010 2011

2012
(available

period)

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

1. Industrial production index (overall) -9.4 -5.9 -7.8 -4.5 (Jan.-Sept.)

Manufacturing -11.2 -5.1 -8.5 -6.0 ( »      »   )

Mining-quarrying -11.8 -6.5 0.6 0.0 ( »      »   )

Electricity -4.2 -9.2 -8.8 - 2.0 ( »      »   )

Main industrial groupings

Energy -2.9 -4.9 -8.4 4.1 ( »      »   )

Intermediate goods -18.4 -0.9 -8.8 -11.4 ( »      »   )

Capital goods -22.5 -22.1 -9.7 -15.9 ( »      »   )

Consumer durables -20.7 -13.4 -15.6 -19.8 ( »      »   )

Consumer non-durables -4.1 -7.2 -4.8 -7.4 ( »      »   )

2. Industrial turnover index2 -23.1 5.9 7.1 1.9 (Jan.-Aug.)

Domestic market -22.1 -0.8 -2.3 -2.8 ( »      »   )

External market -25.6 29.3 21.6 10.4 ( »      »   )

3. Industrial new orders index3 -27.7 3.7 1.8 -10.6 ( »      »   )

Domestic market -23.0 -3.9 -23.7 -14.6 ( »      »   )

External market -34.4 27.6 22.3 -7.3 ( »      »   )

4. Index of business expectations in industry -21.5 5.1 1.4 -2.1 (Jan.-Oct.)

5. Industrial capacity utilisation rate 70.5 68.5 67.6 64.1 (Jan.-Oct.)

6. Manufacturing Purchasing Managers’ Index (PMI)4 45.3 43.8 43.6 41.0 (Oct.)
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Despite these adverse developments, there are
signs of economic rebalancing: first, labour pro-
ductivity has probably stopped falling (see
below) and, second, although domestic demand
is still higher than GDP, the gap ―i.e. the real
external deficit― has narrowed.

LLaabboouurr  pprroodduuccttiivviittyy

Labour productivity (value added per
employee) has been decreasing every year since
2008. The seeming rise in productivity in the
second half of 2011, which would imply a mar-
ginal increase for 2011 as a whole, was not con-
firmed by revised annual national accounts data.

Labour productivity fell by 1% in 2011 year-on-
year and stands to just 95% of its 2008 level,
while it will probably remain unchanged in
2012, as the annual decline in employment is
expected to be similar to that of output.

Productivity developments to date are more or
less expected: in times of recession, output
declines first and then, if it becomes clear that
the recession is not temporary, employment
falls too (see e.g. Bernanke and Parkinson,
1991).20 In the 2001-2012 period, the correla-

Monetary Policy
Interim Report   
201280

2200 Bernanke, B.S. and M.L. Parkinson (1991), “Procyclical labor pro-
ductivity and competing theories of the business cycle: some evi-
dence from interwar US manufacturing industries”, Journal of
Political Economy 99:3, pp. 439-59.
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tion between the change in output (gross value
added) and labour productivity (total or
salaried) is high (0.8 if productivity is based on
total employment and 0.6 if it is based on
salaried employment) – see Chart III.5 for the
2006-2011 period.

From 2008 to 2011, value added fell by about
13.5% and employment by about 9%. The
decline in employment is significant and much
greater than the one recorded both in previous
periods of recession in Greece and in other
countries during the latest financial crisis –
with the exception of the United States.21 How-
ever, the percentage decline in employment is
less than that in output, despite the fact that
employed persons are most likely under-
employed, as shown by working hours, which
have declined more than the number of
employees. This corroborates the view that
labour productivity will probably increase in
the coming years, since any rise in output will
not immediately be accompanied by equal
recruitment, as there is non-utilised productive
capacity. The reason why firms do not reduce
their personnel more at this stage (despite the
fact that working hours have declined) is
because they do not want to lose the human
resources in which they have invested.

As a rule, when exiting a crisis, output recov-
ers first and employment follows. This means
that the rise in productivity is to be expected
after the exit from recession. Although an
improvement in productivity will also be
recorded due to the fact that recession hit the
less productive firms more, the problem for the
Greek economy at this stage is that, even if
employment falls further, this will not neces-
sarily lead to a significant rise in productivity,
unless demand increases along with invest-
ment, and businesses reorganise.

These annual changes in productivity reflect
developments within sectors – productivity
declined in most but not all sectors and there
has not yet been any change in the composition
of output in order to attach greater weight to
sectors with higher productivity.

It is noted, however, that there are substantial
differences in sectoral developments. In some
sectors (e.g. network services – electricity, nat-
ural gas, water), productivity has increased
since 2011. In other sectors with high self-
employment (e.g. trade, professional activities
and transport), productivity declined by two-
digit rates in 2011, because employment has
fallen much less than output. In these sectors,
recovery of productivity may come later.

Given that employment in large firms has
declined less than in total firms (see Labour
Force Survey and IKA data), it is possible that
productivity in large firms has fallen more than
in small firms. We cannot therefore rule out
the possibility of further personnel cuts in large
firms, unless the business climate begins to
improve.
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2211 Krugman and DeLong recently maintained that labour productivity
may have stopped moving along with the business cycle. They were
led to this conclusion on the basis of the experience of the United
States, where productivity increased rather than decreased in the
recent recession.
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1.2 DEVELOPMENTS AND PROSPECTS IN THE REAL
ESTATE MARKET 

• The Greek real estate market has entered in
recession since end-2008 and continues to
shrink, as medium-term expectations remain
negative.22 The substantial increase in the tax
burden on real estate in the past few years and,
above all, the unstable economic environment
of the country, together with restricted bank
financing, had a significant impact on the
Greek real estate market, intensifying the cri-
sis and hampering its recovery even more. 

• Throughout the current crisis, the real estate
market has been characterised by excessive
supply, very low demand and a substantial
stock of properties for sale (estimated at
around 180,000). 

• The decline in residential prices continued
stronger in the first nine months of 2012. In
more detail, on the basis of data collected
from credit institutions, apartment prices fell
by 9.3%, 10.2% and 11.7% in the first, second
and third quarters of 2012, respectively
(revised data), from 3.7% in 2009, 4.7% in
2010 and 5.4% in 2011. On the basis of infor-
mation collected from real estate agencies, the
decline in house prices in the past few years
is larger. Indeed, in accordance with data col-
lected by Bank of Greece branches mainly
from real estate agencies, house prices in
urban areas (except Athens) fell by 2.9% in
2009, 6.7% in 2010, 7.5% in 2011, 10.3% in the
first quarter of 2012 and 11.5% in the second
quarter of 2012. 

• From the onset of the crisis until end-2011,
this fall in prices has been stronger for “old”
apartments (over 5 years old: -4.8%, -5.0%
and -5.7% in 2009, 2010 and 2011, respec-
tively) than for “new” apartments (up to 5
years old: -2.0%, -4.2% and -4.9% in 2009,
2010 and 2011, respectively). This reflects the
relatively stronger resilience of the prices of
newly-built apartments that are normally sold
by constructors, which however seems to
decline on the basis of more recent data for

the first, second and third quarters of 2012
(see Table ΙΙΙ.7).23

• The geographical breakdown shows that
nominal apartment prices during the crisis
(from the third quarter of 2008 to the third
quarter of 2012) fell more in Thessaloniki
(28.2%) than in Athens (23.9%) and other
large cities (22.0%). Moreover, the greatest
declines in asking prices were observed both in
the relatively expensive areas and in areas with
large properties. 

• During the crisis, households’ purchasing
interests shifted towards smaller, older and,
mainly, more affordable properties in medium-
cost areas. Moreover, the percentage of cash
transactions and the share of cash in total financ-
ing for real estate purchase have increased.  

• Downward pressures on prices are likely to
continue in the coming quarters, but the risk
of an abrupt change will be reduced. It is esti-
mated however that, with the continuing
decline in prices over the past few years, the
Greek real estate market most probably does
not show signs of significant overpricing.24

• Private construction activity continues to
show high rates of decline (-26.5% in 2009, 
-23.7% in 2010 and -37.7% in 2011, with an
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2222 Recession in the commercial real estate market began about two
years before the recession in housing properties, where the price
index has been falling since the last quarter of 2008. In addition, the
improvement ―mainly in the summer months of 2012― in the busi-
ness expectations index in constructions compiled by IOBE stems
from the rise in expectations in the construction of public works, fol-
lowing the government’s announcements about the re-launching of
major infrastructure works. This improvement was also driven by
renewed expectations in housing construction, which however are
not confirmed by other data (real estate agencies survey etc.). 

2233 By the end of 2011, apartment prices, mainly for newly-built ones,
were rather resilient, probably driven by the high percentage of pri-
vate ownership, the large number of very small family businesses
involved in residential construction, the high profitability of such
businesses before the current crisis and their low dependence on
bank borrowing, the low frequency of property resale, high trans-
action costs (transfer tax, notarial and legal fees etc.), the increased
costs of construction that hamper the replacement of the available
stock of residences, the high confidence of Greek households in
real estate etc.

2244 It should also be noted that a significant decline was observed in
the past five years in the house price-to-rent ratio (71.4 in Q3 2012;
2007=100), which is usually examined in conjunction with other
factors (e.g. interest rates, yields of alternative investment, phase
of the economic cycle etc.) to assess whether the current property
value is overestimated. 
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Table ΙΙΙ.7 Summary table of key short-term indicators for the real estate market

Sources: BoG: Bank of Greece, ELSTAT: Hellenic Statistical Authority, DSA: Athens Bar Association, IOBE: Foundation for Economic and
Industrial Research, Land Registry of Athens.
1 The indices of residential property transactions are based on appraisal reports by banks’ engineers regarding the value and qualitative char-
acteristics of the residential properties underlying loan agreements. It cannot be excluded that part of such appraisals are not connected with
transactions in residential property, but concern renegotiation of existing loans, registration of a mortgage to back non-housing loans, debt trans-
fers from one bank to another, etc.
2 Data collected by Bank of Greece branches, mainly from real estate agencies.
3 In absolute terms.

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

1.1Indices of apartment prices1

a. All apartments (Greece) 5.9 1.7 -3.7 -4.7 -5.4 -11.7 (Q3)

a1. By age

a. New (up to 5 years) 7.2 2.3 -2.0 -4.2 -4.9 -13.5 (Q3)

b. Old (over 5 years) 5.2 1.3 -4.8 -5.0 -5.7 -10.5 (Q3)

a2. By geographical area: Total

a. Athens 6.2 0.9 -4.6 -3.2 -6.4 -12.3 (Q3)

b. Thessaloniki 7.0 1.5 -6.0 -7.4 -6.9 -10.6 (Q3)

c. Other cities 6.3 1.8 -2.7 -5.3 -4.0 -10.1 (Q3)

d. Other areas 4.6 3.3 -1.9 -5.8 -4.2 -12.4 (Q3)

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

a. Athens 9.6 0.0 -3.5 -2.7 -6.6 -14.8 (Q3)

b. Thessaloniki 3.7 3.5 -5.3 -6.8 -8.1 -15.4 (Q3)

c. Other cities 7.8 2.4 -2.1 -4.3 -3.0 -12.1 (Q3)

d. Other areas 4.1 5.4 1.0 -5.7 -3.4 -12.4 (Q3)

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

a. Athens 4.5 1.4 -5.2 -3.5 -6.3 -11.0 (Q3)

b. Thessaloniki 8.4 0.6 -6.3 -7.6 -6.3 -8.5 (Q3)

c. Other cities 5.3 1.4 -3.2 -6.1 -4.8 -8.5 (Q3)

d. Other areas 5.0 1.4 -4.4 -5.9 -5.0 -12.4 (Q3)

1.2 Indices of prices of dwellings in urban areas excluding Athens2 3.8 2.6 -2.9 -6.7 -7.5 -11.3 (Q2)

1.3 Price index of rents 4.5 3.9 3.6 2.4 0.8 -1.7 (Jan.-Oct.)

1.4 House price-to-rent ratio (2007=100)3 100.0 97.9 91.0 84.7 79.4 71.4 (Q3)

2. Indices of residential property transactions 

2.1 Indices of residential property transactions with MFI intermediation (BoG)1

a. Number of transactions 36.8 -21.7 -35.7 -0.2 -42.9 -48.7 (Q3)

b. Volume of transactions (in square metres) 36.6 -23.5 -38.9 -0.1 -40.0 -46.9 (Q3)

c. Value of transactions 41.1 -20.0 -40.0 -6.2 -39.8 -52.3 (Q3)

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

a. Number of contracts 1.4 -10.0 -18.0 -16.3 -34.1 -43.2 (Jan.-Sept.)

b. Value of contracts 12.5 -2.3 -28.3 -20.8 -43.0 -43.9 (Jan.-Sept.)

2.3 Number of residential property transfers recorded at the 
Land Registry of Athens - - - -15.5 -30.5 -43.0 (Jan.-Sept.)

Indicators

Average annual percentage changes

2007 2008 2009 2010 2011 2012
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average annual rate of -23.0% in the first eight
months of 2012), similar to those of investment
in residential properties (-20.7%, -21.6%, 
-18.0% and -30.5% in 2009, 2010, 2011 and the
first half of 2012, respectively). 

• The number of persons employed in the con-
struction sector declined dramatically in the
past three years. On the basis of the Labour
Force Survey conducted by ELSTAT, the total
number of persons employed in construction
fell from 399.3 thousand in the second quarter
of 2008 to 213.5 thousand in the second quar-
ter of 2012 (declining by 6.6% in 2009, 12.7%

in 2010, 22.5% in 2011 and 18.3% in the first
half of 2012). 

• In the commercial real estate market
(offices, retail stores, industrial buildings,
warehouses, etc.), the decline continued in the
first two quarters of 2012, with significant pres-
sures to renegotiate and reduce rents, espe-
cially for uptown commercial properties, ware-
houses and non-competitive office buildings.25
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Table ΙΙΙ.7 Summary table of key short-term indicators for the real estate market 
(continue)

Sources: BoG: Bank of Greece, ELSTAT: Hellenic Statistical Authority, DSA: Athens Bar Association, IOBE: Foundation for Economic and
Industrial Research, Land Registry of Athens.
3 In absolute terms.
4 In constant terms.
5 Weighted percentage balances of positive and negative answers.
6 End-of-period balances.

3. Other indices 

3.1 Construction cost indices of (new) residential buildings (ELSTAT) 4.6 5.1 -0.3 1.8 1.0 -0.1 (Q3)

3.2 Volume of private building construction activity (ELSTAT, in cubic metres) -5.8 -17.3 -26.5 -23.7 -37.7 -23.0 (Jan.-Aug.)

3.3 Production indices in construction (ELSTAT) 14.3 7.8 -17.5 -29.2 -28.7 -28.6 (Q2)

3.4 Cement production (ELSTAT) -9.2 -3.1 -21.4 -14.3 -37.8 -16.2 (Q2)

3.5 Number of persons employed in construction (ELSTAT) 8.9 0.1 -6.6 -12.7 -22.5 -18.6 (Q2)

3.6 Investment in construction (ELSTAT)4

a. Total construction 19.9 -21.2 -12.8 -19.2 -21.0 -17.7  (Q2)

b. Residences 25.6 -33.6 -20.7 -21.6 -18.0 -30.0  (Q2)

3.7 Index of business expectations in construction (IOBE)

a. Total private construction 1.9 -8.4 -43.2 9.3 -18.1 -38.3 (Jan.-Oct.)

b. Months of assured production3 16.8 17.3 15.9 12.9 11.1 9.9 (Oct.)

c. Activity relative to previous quarter5 10.2 10.0 -16.1 -39.0 -52.7 -10.6 (Oct.)

d. Planned future activity5 -33.2 -28.8 -42.8 -63.2 -80.9 -75.8 (Oct.)

e. Prospects of employment over the next 3-4 months5 9.6 10.4 -32.1 -46.4 -53.8 -13.1 (Oct.)

3.8 Outstanding balances of loans from domestic MFIs (BoG)6

a. Outstanding balances of loans to households 22.2 12.6 3.1 -1.2 -3.9 -4.2 (Sept.)

b. Outstanding balances of housing loans to households 21.5 11.2 3.7 -0.3 -2.9 -3.7 (Sept.)

3.9 Non-performing housing loan ratio (BoG)6

a. Total 4.5 5.0 7.7 10.4 15.9 21.4 (Q2)

b. Residential 3.6 5.3 7.4 10.0 15.0 19.9 (Q2)

Indicators

Average annual percentage changes

2007 2008 2009 2010 2011 2012

2255 Real Estate Investment Companies are also involved in the com-
mercial real estate market, whose real estate portfolio declined sub-
stantially in the first half of 2012 (by 8.2% for Athex-listed com-
panies), leading most of them to negative operating results (losses).
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Throughout the crisis, there has been: 

− reduced demand for properties for com-
mercial use, with businesses shifting towards
cheaper premises; 

− excessive supply and increased number of
vacant commercial stores and offices; and 

− a downward trend in prices. 

Transactions in this market have been sub-
stantially reduced, while properties offered for
sale or lease have increased. Moreover,
restricted financing, coupled with the overall
uncertainty about the economic environment,
fuel the relative reluctance to develop new
investment plans. 

• The fall in rent prices and the renegotiation
of lease contracts for commercial properties
have contributed to the decrease in rent paid
by the State for the accommodation of its
departments. According to Ministry of
Finance estimates, a total of €155.8 million
was spent in 2011 for 2,639 lease contracts,
while this expenditure was €169.7 million in

2010 and €178.1 million in 2009 (it declined by
8.2% in 2011 and 4.7% in 2010).26 It is esti-
mated however that there is still enough room
for the State to reduce expenditure for rents by
relocating some of its departments from leased
properties to currently unused properties
owned by the State.27

• The prospects for recovery in the real estate
market depend, inter alia, on improving busi-
ness and household expectations, improving
bank financing conditions and containing
uncertainty, boosting the recovery prospects of
the Greek economy and reducing the tax bur-
den on real estate. 

1.2.Α FACTORS AFFECTING DEMAND AND SUPPLY
IN THE REAL ESTATE MARKET 

Reduced ddeemmaanndd  iinn  tthhee  GGrreeeekk  rreeaall  eessttaattee
mmaarrkkeett mainly reflects uncertainty about the
general prospects of the Greek economy and
its fiscal and structural problems. It is also
associated with households’ expectations for
further easing of residential property prices
and primarily with increased uncertainty
about employment and future incomes. It is
estimated that the more cautious and selec-
tive stance of banks in granting new loans
has also contributed to the decline in
demand.28

The additional tax burden on real estate dur-
ing the current crisis has intensified the
downturn in the real estate market and has
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2266 This decline was also driven by the legislative intervention (arti-
cle 21 of Law 4002/2011), stipulating that the rent paid by the
Greek State and public-sector bodies for the lease of properties
to accommodate their services is reduced by 20% (against the level
of rent in July 2010). A further reduction of this expenditure is
provided for 2012 and the following years, since a provision of Law
4081/2012 reduced again the rent paid by the State for the lease
of properties. This reduction amounts to 10% for properties with
a monthly rent of less than €1,000, 15% for properties with a
monthly rent of €1,000-€2,000, 20% for properties with monthly
rent of €2,000-€3,000 and 25% for properties with monthly rent
of over €3,000.

2277 For instance, the 45,000 m2 property at 196-198 Thivon Avenue
(Keranis), which was purchased by the State in 1998 and, although
substantial amounts have been paid for its reconstruction, has not
been used to date.

2288 Indeed, the outstanding balance of housing loans declined at an
annual rate of 3.7% in September 2012, against a decrease of 2.9%
in December 2011 and 0.3% in December 2010, having grown by
3.7% in December 2009 and 11.2% in December 2008.
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significantly deteriorated relative demand.29

Apart from this burden, frequent references
to additional tax measures (e.g. introduction
of real estate tax levy on building plots out-
side town planning, and on land and rural
plots that are not cultivated, etc.) prolong
uncertainty about the real estate tax regime
and make the future recovery of demand for
residential and commercial property even
more difficult.30 As regards commercial prop-
erty in particular, the volatility of the taxation
framework makes it difficult to develop long-
term financial investment appraisal models
for real estate development. At the same
time, excessive taxation leads to a contraction
of current and expected business perform-
ance, often at unsustainable levels. It should
be noted that taxes on property transfers and
parental donations in Greece are very high
compared with other EU countries, while it
is estimated that their reduction would
increase the very low frequency of transac-
tions in the domestic real estate market. 

Moreover, bureaucracy prevailing on the
Greek real estate market (building permits
issuance, etc.), the large number of statutory
procedures and charges (lawyer fees, notary
fees, engineer’s certificates, energy efficiency
certificate, etc.), combined with the ambi-
guity of urban planning regulations and their
multiple breaches, the lack of a clear and
unambiguous framework for spatial planning
and land uses are among the many factors
discouraging demand and often hindering the
conclusion of investment agreements with
interested investors from abroad.31 The rel-
evant indices regarding the ease of doing
business in the Greek construction industry
are low, transaction costs are particularly
high, while construction cost indices, espe-
cially for building materials, maintain posi-
tive rates of change even in the current
period of severe recession, hindering the
pickup of demand and the recovery of the
real estate market. 

Strengthening demand requires a set of inter-
ventions in terms of bureaucracy, real estate

transaction costs and the existing complex
regulatory framework. The key parameter is
to establish and safeguard a constant real
estate taxation system. The level of taxes
should be adjusted to the owners’ tax-paying
ability, while broadening the tax base and
reducing current tax rates, especially on small
and medium properties, would eventually be
the most fiscal-efficient approach.  

The complexity of the system can be eased by
introducing a single, uniform tax on real
estate, which may vary depending on the use
of the property. It would be appropriate to
distinguish between properties that could
generate income and might be taxed at higher
rates and those that form an integral part of
production activities and the provision of
services (industrial properties, warehouses,
hotels, etc.). 

Finally, as regards the issue of simplifying
real estate transactions, it is estimated that
both the reduction of compulsory charges,
which act as disincentives without adding to
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2299 The most important taxes during the current crisis include the spe-
cial levy on real estate paid through electricity bills, the significant
reduction in the tax-free limits for real estate tax levy and the
increase in VAT on newly-built property purchases and land
exchange. These measures have significantly burdened the pos-
session of real estate, while in the past the tax burden fell almost
exclusively on transactions and revenue from real estate. 

3300 However, the recent decision to postpone the adjustment of objec-
tive values at the level of market prices is estimated to have tem-
porarily reduced this uncertainty. The eventual increase in objec-
tive real estate property values (which determine real estate prop-
erty value for taxation purposes) would lead to significant adjust-
ments to taxable real estate property values (especially in areas
where the difference between objective and market value is high),
which will lead to increases in many taxes, thereby accentuating the
heightened uncertainty and recession in the Greek real estate mar-
ket. Indeed, objective values are used to calculate the level of var-
ious taxes, charges, contributions and fines relating to real estate,
such as taxes on transfers, acquisitive prescription, exchange, dis-
tribution, inheritance, parental donations and gifts, the recently
imposed special levy on real estate for residential or commercial
use, the real estate tax, the real estate charge (TAP) imposed by
local authorities etc. The objective value is also associated with the
costs of property transfer contracts (notary fees, lawyer’s fees, reg-
istration fees etc.) and the charges and contributions paid on build-
ing permits, while it is also used to determine presumed revenues
from real estate and presumed minimum income derived from self-
owned or leased houses.  

3311 In regards to the frequent breaches of urban planning laws
observed in the Greek real estate market, it should be noted that
data from the competent ministry raise the number of these
breaches to around 5 million. Under the recent Law 4014/2011 on
the settlement of various building violations, 415,000 claims for set-
tlement had been submitted and €625 million had been collected
until early September 2012. 
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state revenue, and the cutting of taxes on
transfers and parental donations will boost
the very low frequency of transactions in the
domestic real estate market. It would also be
appropriate to replace objective values with
the commercial value of real estate property,
especially under the current conjuncture, so
as to reduce tax evasion from purchases and
sales of real estate on the one hand and mon-
itor the significant changes in value observed
in the real estate market on the other. 

OOnn  tthhee  ssuuppppllyy  ssiiddee, the Greek real estate mar-
ket continues to show excessive supply, com-
bined with a large stock of unsold property.
The decline in private construction activity
and investment in the real estate market dur-
ing the current crisis has been almost pro-
portional to the reduction in the number of
real estate transactions; it is therefore esti-
mated that the excess stock of property at
end-2008 remained roughly unchanged or
increased only slightly.32

It is noted that the stock of unsold houses is
attributed to the prohibition (until the end of
2012) of auctioning households’ main resi-
dences (with an objective value of up to€200,000) and the reluctance of commercial
banks to auction off properties that secure
bad loans at this stage of severe recession,
despite the significant increase in non-per-
forming loans. Real estate market experts
estimate that this prohibition should proba-
bly be extended because, in the event that a
large number of public properties are put up
for sale in the current conjuncture of marked
recession and reduced investor interest (due
to the uncertainty and limited liquidity of the
market) this would intensify the crisis in the
real estate market and make its recovery even
more difficult. 

It is also noted that the surface area and vol-
ume of private construction activity and par-
ticularly the value of the properties trans-
ferred during the current financial crisis
decreased faster than the number of new per-
mits and real estate purchases and sales. This

is explained by the results of the real estate
agencies survey on the shift of households’
buying interest towards older, smaller and
mostly lower value residencies.33 This, to some
extent, explains the fact that the number of
larger properties (over 200 m2) put up for sale
is relatively higher, as they have also been bur-
dened most by the recent tax changes. 

1.2.Β DEVELOPMENTS IN THE EFFORT TO EFFEC-
TIVELY USE PUBLIC PROPERTY 

Despite frequent announcements and the
recent intensification of the effort made for the
effective use of public property, the long-stand-
ing problems of the Greek administration
undermine any remarkable outcome in terms
of increasing public revenue. Considering the
inhibitors to the implementation of the over-
all public property utilisation programme, the
management of the Hellenic Republic Asset
Development Fund (HRADF), which has
taken up the privatisation programme since
August 2011, had initially estimated that
around €3.2 billion could be collected in 2012.
In the 2nd Economic Adjustment Programme
(February 2012), the target for overall revenue
from privatisations and public property utili-
sation was adjusted from €50 billion to €19 bil-
lion by the end of 2015.34 However, according
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3322 Indeed, the number of new building permits decreased by 16.1%
in 2009, 10.9% in 2010 and 28.4% in 2011, while the total number
of residential properties that were the subject of notarial acts
declined by 13.9% in 2009 and 13.3% in 2010, based on available
data. In particular, according to ELSTAT data collected by notaries
throughout the country, the number of notarial acts for the pur-
chase and sale of real estate fell from 158 thousand in 2008 to 136
thousand in 2009 and 117.9 thousand in 2010. According to
National Cadastre data, a similar decline is recorded in the num-
ber of real estate transactions (by 16.3%, 9.8% and 28.1% in 2009,
2010 and 2011, respectively). 

3333 Similar conclusions are drawn on the basis of residential property
transactions conducted through the banking system over the past
three years (data collected from credit institutions). In the period
2009-2011 the average annual reduction in the number of trans-
actions was 26.3%, against a decrease of 28.6% in their total value. 

3344 Approximately 50% of expected revenue shall derive from the
development of real estate, 30% from infrastructure concessions
and less than 20% from the sale of corporate shares. However, in
the first two years of the programme, the highest share of revenue
is expected to come from the utilisation of corporate portfolios. In
this direction, a Legislative Content Act was signed by recent deci-
sion of the Cabinet for the abolition of the minimum participation
of the Greek State in several state enterprises (ELPE, DEH,
OPAP, ODIE, EYDAP, EYATH, ELTA, the Port Authorities of
Piraeus, Thessaloniki, Alexandroupoli, Volos, Elefsina,
Igoumenitsa, Heraklio, Kavala, Corfu, Lavrio, Patras and Rafina).
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to the Medium-Term Fiscal Strategy Frame-
work 2013-2016 (November 2012), it is esti-
mated that around €9.5 billion shall be col-
lected in 2013-2016, while the target for 2013
is €2.586 million. The overall target for col-
lecting €50 billion is now estimated to be
achieved after 2020. The privatisations com-
pleted in 2011 have yielded total revenue of€1.6 billion.35

There still remain many problems in the way
to develop public property, as there have
been delays in the issuance of the necessary
administrative decisions until recently.36

These problems include the deficient record-
ing of public property, the lack of a complete
and accurate cadastre, pending matters relat-
ing to the redetermination of land uses and
the delineation of seashores and beaches, the
large number of required building, environ-
mental and land use permits, continuous vio-
lations of land use and long-standing litiga-
tions relating to a substantial part of public
property, as well as multiple commitments
and restrictions (e.g. protection of the envi-
ronment or local architectural identity,
archaeological restrictions, legislation on
bequests). It is also a fact that the deep reces-
sion of the Greek real estate market in recent
years does not facilitate any attempt to make
use of public property, due to limited inter-
est on the part of investors.37

It has now become imperative to intensify the
necessary actions and accelerate the resolu-
tion of legal and technical issues relating to
urban planning and permits issuance for the
development of public property.38 Resolving
these problems will certainly create signifi-
cant surplus values for public property and,
above all, contribute to attracting foreign
investors to the Greek real estate market,
with additional growth benefits for local com-
munities and economies. The utilisation strat-
egy should be developed and completed by
identifying the properties available for devel-
opment, resolving any legal, urban planning
and other problems, integrating these prop-
erties into the overall state planning and,

finally, implementing fair procedures for
their effective use, by means of objective and
transparent evaluation criteria for the tenders
submitted. IInn  tthhee  ccuurrrreenntt  ccoonnjjuunnccttuurree  ooff
mmaarrkkeedd  rreecceessssiioonn  iinn  tthhee  rreeaall  eessttaattee  mmaarrkkeett,,
ccoonncceessssiioonn  aanndd  lloonngg--tteerrmm  lleeaassee  ccoonnttrraaccttss  aarree
eessttiimmaatteedd  ttoo  bbee  vveerryy  eeffffeeccttiivvee  ttoooollss  ffoorr  tthhee  rraappiidd
ddeevveellooppmmeenntt  ooff  ppuubblliicc  pprrooppeerrttyy  aanndd  wwiillll  aaccttii--
vvaattee  ddiirreecctt  ffoorreeiiggnn  aanndd  ootthheerr  pprriivvaattee  iinnvveesstt--
mmeenntt,,  tthheerreebbyy  ssuuppppoorrttiinngg  eeccoonnoommiicc  rreeccoovveerryy
aanndd  iimmpprroovviinngg  mmaarrkkeett  sseennttiimmeenntt  aanndd  ppuubblliicc
rreevveennuuees.39

It is noted, however, that after many years of
delays, the process of utilising significant
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3355 Specifically 10% of OTE was sold (generating proceeds of €392
million), licences for game machines were sold to OPAP (€555 mil-
lion) and its current licence was extended (€475 million), as were
mobile telephony licences (€380 million).

3366 However, on 11 September 2012, at the first Board meeting of the
HRADF since 15 May 2012, significant decisions were taken about
State property. Specifically, the Board selected the companies that
will participate in Phase B of the tender for the sale of up to 70%
of “Hellinikon SA” shares (4 companies) and the utilisation of land
in Kassiopi, Corfu (1 association) and Afantou, Rhodes (6 com-
panies); it also approved the final version of the contract on the
basis of which potential investors submitted their final bids for the
International Broadcasting Centre (IBC) and the final version of
the Memorandum of Understanding between the HRADF and the
National Bank of Greece on the use of the “Mikro Kavouri” penin-
sula in Vouliagmeni. On 19 September, the Board approved the
Documents of Phase B of the tender procedure for the develop-
ment of land in Kassiopi (Corfu) and decided that the participants
will be called to submit binding bids within 60 days. On 28 Sep-
tember the HRADF announced the completion of the international
tender for the 90-year concession of exploitation of the Interna-
tional Broadcasting Centre. The highest bidder was Lamda DOMI
SA and the direct financial consideration has been agreed to €81
million (the Greek government may receive up to an additional€32.4 million, depending on the improvement of macroeconomic
conditions in Greece over the next 50 years). During the past two
months, important decisions have also been taken on the privati-
sation of public corporations (OPAP, DEPA, etc.).

3377 Similar problems in the effort to implement the privatisations and
real estate development programme are identified by HRADF. In
particular, the main inhibitors to this effort are the required sub-
stantial preparation of assets in order to resolve various legal and
technical problems, the coordination of the authorities involved in
order to develop a strategy and implement policies, the required
multiple inspection procedures (by the European Commission and
the European Court of Auditors), the lack of active market for land
rights, limited interest on the part of investors, problems in financ-
ing etc. See also Bank of Greece, Annual Report for 2011, section
V.2 and Monetary Policy Interim Report 2010, Special Feature 3.

3388 Additional actions and legislative arrangements are required for
the utilisation of assets in the sector of infrastructure, energy, trans-
port (airports, ports, motorways) and public utility companies – e.g.
the establishment of new regulatory authorities for the transfer of
monopolies from the public to the private sector. Indeed, moni-
toring of privitisation processes can be ensured by the government
through the operation of Independent Regulatory Authorities,
which will safeguard public interests.

3399 Such concession and long-term lease contracts have been used in
the past for the development of major State properties such as the
Flisvos marina, Zea marina, and the Athens International Airport,
while Hellinikon airport is on a similar path. 
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state-owned land and properties has begun
(see the relevant decisions of the Board of
Directors of the Hellenic Republic Asset
Development Fund in its meetings of 11, 19
and 28 September 2012). The acceleration of
initiated individual development proce-
dures and their successful completion are of
outmost importance, as the latter is expected
to become the benchmark for the utilisation
of all public properties. The appropriate mes-
sage is thus sent out to potential investors and
markets that the Greek State convincingly
proceeds with privatisations and the effective
use of its property. 

2 EMPLOYMENT AND UNEMPLOYMENT: 
DEVELOPMENTS AND PROSPECTS 

• In the first half of 2012 eemmppllooyymmeenntt  kkeepptt  oonn
ddeecclliinniinngg  aanndd  uunneemmppllooyymmeenntt  kkeepptt  oonn  rriissiinngg. The
rate of employment for those aged 20-64
dropped to 56% against 66.4% in the first half
of 2008 and a national target of 70% by 2020
(against 75% for EU-27). 

• The rise in unemployment turned out to be
stronger than what would have been expected
on the basis of the ccoorrrreellaattiioonn  ooff  uunneemmppllooyymmeenntt
aanndd  ggrroowwtthh in the period prior to 2008. This was
basically due to: (i) an increase in the labour
force (with the inflow of mainly young people
and women without previous work experi-
ence); (ii) a decrease in jobs (with many firms
deciding to discontinue business); (iii) lower
capacity for job creation on the back of reces-
sion; (iv) extensive layoffs; (v) contraction of
the public sector; and (vi) withdrawal of the
self-employed from the labour market (though
at a lower rate). 

• Because of the continued, very anaemic job
creation, those who lost their jobs at the onset
of the crisis are unable to find a new one, a
development that significantly pprroolloonnggss uunneemm--
ppllooyymmeenntt.

• Data from May to September show signs of
some moderation in the rate of decrease in

employment and the rate of increase in unem-
ployment. Underlying that could be a number
of legislative changes in the labour market that
have apparently contained layoffs. 

• The crisis seems to have highlighted differ-
ences in the rates of employment and unem-
ployment across ggeeooggrraapphhiiccaall  rreeggiioonnss, with the
relevant indicators deteriorating much more in
urban and semi-urban areas than in rural areas
of the country. 

* * *

According to Labour Force Survey (LFS) data,
the average number of the employed dropped
by 360,000 (or 8.6%) in the first half of 2012
compared with the same period a year earlier
(when the corresponding decrease had
amounted to 251,000 or 5.7%, see Chart III.7).
It was a quite large annual decrease and
reflected the significant slump in employment
in 2011, whereas in 2012 the drop in employ-
ment started to slow down. In greater detail,
on the basis of seasonally adjusted data,
employment declined in quarter-on-quarter
terms in all four quarters of 2011: by 97,500 
(-2.3%) in the first quarter, 59,900 (-1.4%) in
the second quarter, 78,700 (-1.9%) in the third
quarter and 128,700 (-3.2%) in the fourth
quarter. From the first quarter of 2012
onwards, the pace of this decline started to
slow: 83,900 (-2.1%) in the first quarter, 
62,200 (-1.6%) in the second quarter and 
38,100 (-1.0%) in July-August against the sec-
ond quarter of 2012.

During the first half of 2012, tthhee  rraattee  ooff  eemmppllooyy--
mmeenntt  ffoorr  tthhoossee  aaggeedd  2200--664440 was 56%, down
from 61.1% in the first half of 2011, 64.6% in
2010 and 65.8% in 2009. IInn  oorrddeerr  ffoorr  GGrreeeeccee  ttoo
rreettuurrnn  ttoo  iittss  lleevveell  ooff  eemmppllooyymmeenntt  ooff  tthhee  ffiirrsstt  hhaallff
ooff  22000088  ((6666..44%%)),,  tthhee  nnuummbbeerr  ooff  tthhee  eemmppllooyyeedd
wwoouulldd  nneeeedd  ttoo  iinnccrreeaassee  bbyy  669922,,000000  ((oorr  1188..55%%))..
MMoorreeoovveerr,,  iiff  tthhee  nnaattiioonnaall  eemmppllooyymmeenntt  ttaarrggeett
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4400 This is the age group used in the target set by the European Com-
mission for 2020. The adoption of a 20-year (instead of a 15-year)
age threshold is warranted by the increasing participation of the
young in education. 
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uunnddeerr  tthhee  EEuurrooppee  22002200  ggrroowwtthh  ssttrraatteeggyy  iiss  ttoo  bbee
mmeett  ((ii..ee..  aann  eemmppllooyymmeenntt  rraattee  ooff  7700%%  bbyy  2200220041)),,
tthhee  nnuummbbeerr  ooff  tthhee  eemmppllooyyeedd  wwoouulldd  nneeeedd  ttoo
iinnccrreeaassee  bbyy  mmoorree  tthhaann  880000,,000000.42

Measured in percentage points, the rraattee  ooff
eemmppllooyymmeenntt declined more for the age group
2255--2299, as it decreased by about 19 percentage
points, from 73.3% to 54.5%, between the
first half of 2008 and the first half of 2012 (see
Table III.8). In all age groups, the rate of
employment declined more for men than for
women, narrowing the gap between the two
sexes. 

Moreover, the amount of decline varied sig-
nificantly wwiitthh  eedduuccaattiioonn  lleevveell  aanndd  ppllaaccee  ooff  rreess--
iiddeennccee. 

For instance, at ages 30-49, the rate of employ-
ment fell more for those with a lower educa-
tion level, despite the fact that they already had
a low rate of employment (see Table III.9). 

Turning to the ddeeggrreeee  ooff  uurrbbaanniissaattiioonn, the rate
of employment dropped more in the two large
urban centres of Thessaloniki and Athens and
less in rural areas. The smallest drop was in the
islands (except Crete) and Epirus. 

The largest contribution (3.9 percentage
points) to the year-on-year drop in employ-
ment in the first half of 2012 came from the
significant reduction in the number of pprriivvaattee
sseeccttoorr  eemmppllooyyeeeess (by 163,200 or 9.6%). The
decrease in the nnuummbbeerr  ooff  cciivviill  sseerrvvaannttss (by
77,700 or 8.2%) contributed another 1.9 per-
centage points. The number of sseellff--eemmppllooyyeedd
ppeerrssoonnss  wwiitthh  eemmppllooyyeeeess shrank dramatically
(by 15.2% or 50,200), contributing 1.2 per-
centage points to the decline in total employ-
ment. A similar drop in absolute terms (by
42,100 or 18.2%) was observed among ffaammiillyy
wwoorrkkeerrss  who contributed 1 percentage point to
the drop in total employment. SSeellff--eemmppllooyyeedd
wwiitthhoouutt  eemmppllooyyeeeess, who make up a much
larger share of total employment than those
with employees, saw a milder decrease (by
26,600 or 2.8%), thus contributing 0.6 per-
centage points to the reduction in employ-
ment (see Chart III.7). 

Rather than just staff cuts, lower employment
also reflects the fact that bbuussiinneesssseess  hhaavvee  ddiiss--
ccoonnttiinnuueedd  tthheeiirr  ooppeerraattiioonn. According to data by
the Social Insurance Institute (IKA) for 2011,
the total number of businesses was 14.8%
lower year-on-year.

A comparison of employment in January-June
2012 and the same period a year earlier shows
a fall in the number of jobs in trade (-90,900),
manufacturing (-61,300), construction (-48,500),
public administration (-38,300) and agriculture
(-23,000). Job losses were heavier in the sec-
ond than in the first quarter of 2012 for trade
and public administration, while it was the
other way round for agriculture and manu-
facturing. 
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4411 See http://ec.europa.eu/europe2020/pdf/themes/15_employ-
ment_target.pdf.

4422 According to Eurostat population projections for 2020. 
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This is also reflected in occupational employ-
ment data, which show a strong reduction in
the number of those in technical occupations,
specialised or non-specialised, and office occu-
pations. The number of senior private sector
managers also declined considerably. For free-
lance professionals, the decline was smaller. 

In October 2012, despite the fact that employ-
ment had already decreased significantly,
sshhoorrtt--tteerrmm  eemmppllooyymmeenntt  eexxppeeccttaattiioonnss  ooff  bbuussii--
nneesssseess, as reflected in IOBE business surveys
(see Chart III.8), were still negative in all sec-
tors, especially in retail trade and construc-
tion. In retail trade and services, business
employment expectations were worse than in
2011, but had improved in manufacturing and
construction. Employment surveys conducted
by ALBA (which mostly focuses on execu-
tives43), Manpower Group Inc. and IME-
GSEVEE (the Small Enterprises’ Institute of
the Hellenic Confederation of Professionals,
Craftsmen and Merchants) also point to a
negative employment outlook for the second
half of 2012.

The uneasiness caused to employees is evident
from the fact that even those currently in

employment are looking for another job either
out of desire for a better job or fear of losing
their current one (136,000 or 3.6% of the total
number of employed persons in the first half
of 2012, compared with 124,000 or 3.0% in the
first half of 2011).

With the decrease in the number of the
employed, the number of the unemployed
rose by 343,000 to 1,144.500 (on average) in
the first half of 2012. The aavveerraaggee  rraattee  ooff
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4433 Recruitment Confidence Index. See http://www.alba.edu.gr/
RCI/Documents/RCI%202012%20B.pdf [in Greek].

Table III.8 Labour force participation, employment and unemployment by age group
(2008 H1 and 2012 H1)

Age

Labour force participation (%) Employment (%) Unemployment (%)

2008 
H1

2012 
H1

2008 
H1

2012 
H1

2008 
H1

2012 
H1

Source: ELSTAT, Labour Force Survey.

15-19 8.9 8.1 6.5 2.9 26.9 64.0

20-24 50.0 51.3 39.4 24.8 21.2 51.6

25-29 84.6 85.5 73.3 54.5 13.4 36.3

30-34 85.0 87.8 77.5 64.7 8.8 26.3

35-39 85.7 87.2 80.3 69.1 6.2 20.8

40-44 84.5 86.3 79.8 70.2 5.7 18.6

45-49 80.3 82.4 76.7 67.9 4.4 17.7

50-54 70.8 72.8 67.7 60.9 4.4 16.3

55-59 56.9 55.7 54.8 48.0 3.7 13.8

60-64 31.7 27.9 30.9 25.1 2.5 9.9

Table ΙΙΙ.9 Employment rate for people
aged 30-49 by level of education 
(2008 H1 and 2012 H1)

Source: ELSTAT, Labour Force Survey.

Tertiary graduates 87.7 77.2

Higher secondary graduates 77.0 65.7

Lower secondary graduates 74.4 61.7

Primary graduates 67.2 53.8

2008 
H1

2012 
H1
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uunneemmppllooyymmeenntt was 23.1%, i.e. 7 percentage
points higher than in the same period a year
earlier (see Chart III.9). If provisional sea-
sonally adjusted data for July and August are
also taken into account, the average rate of

unemployment in January-August comes to
23.4%.

In the first half of 2012, the male unemploy-
ment rate rose to 20.2%, from 13.5% in the
same period a year earlier, whereas the female
unemployment rate to 26.9% from 19.7%. For
those aged 25-29, the rate of unemployment
went up by 9.3 percentage points, from 27% to
36.3%. For the age group 15-24, with its any-
way low participation in the labour force
(29.2%), the rate of unemployment reached
53.3%, up from 41.3%. 

The increase in the number of the unem-
ployed between the first half of 2011 and the
first half of 2012 (+343,000) was smaller than
the decrease in the number of the employed
(-360,000), which suggests, assuming a stable
population, that the labour market participa-
tion rate edged down slightly. At the begin-
ning of the recession and up to 2010, this rate
had increased. While deterioration was
observed from 2011 onwards, the labour mar-
ket participation rate decreased much less in
the first half of 2012 than in 2011, suggesting
that those out of employment continued to
look for a job despite reduced salaries. In fact,
July and August 2012 saw a marginal improve-
ment in the participation rate, compared with
the second quarter of the year, according to
(seasonally adjusted) Labour Force Survey
data. It is quite characteristic that young
Greeks, unlike their counterparts in other
European countries also under an economic
adjustment programme, have not turned to
education. Instead, they have sought to find a
way into the labour market to support the
family income. 

In addition to the increase in the number of the
unemployed, as officially defined by the Inter-
national Labour Organization (ILO), there was
also an increase in: (a) the number of those
who are not looking for a job because the
believe they will not find one (from 15,800 in
the first half of 2011 to 20,800 in the first half
of 2012); (b) the number of those who are not
looking for a job for other reasons (from 48,900
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to 65,500); (c) the number of those working
part-time because they cannot find full-time
employment (from 134,900 to 149,900). 

Quite alarming is the rise in the number of tthhee
lloonngg--tteerrmm  uunneemmppllooyyeedd, i.e. people who stay
unemployed for more than 12 months (first
half of 2011: 391,000; first half of 2012:
661,000) and, all the more so, the rise in the
number of those unemployed for more than
24 months (first half of 2011: 194,400; first
half of 2012: 333,600). The cause of concern
is that those hit hardest by long-term unem-
ployment are typically those without a high
level of education, whose chances of finding
employment diminish the longer they remain
unemployed. That way, unemployment
becomes ssttrruuccttuurraall.

While the short-term outlook for employment
is surely negative, over the medium term, the
crisis could open up new business opportuni-
ties, leading to a restructuring of the economy
towards more effective and productive units.
As already mentioned in Section 1 of this chap-
ter, larger enterprises saw a smaller decrease
in employment, which resulted in an increase
in the percentage of those working in big enter-
prises. This, in turn, could contribute to
improved productivity in the economy. In the
third quarter of 2012, OAED (Manpower
Employment Organisation) data on ssaallaarriieedd
eemmppllooyymmeenntt  fflloowwss  iinn  tthhee  pprriivvaattee  sseeccttoorr showed
some promising signs. In every month of the
period from January to September 2012 except
in August, the sum of employment contracts
that were terminated or expired was lower than
a year earlier. A similar pattern was recorded
for voluntary quits. Recruitments, on the other
hand, continued to be lower in every month of
the first half of 2012 compared with a year ear-
lier. However, in the third quarter of the year,
their number significantly exceeded that of the
previous year.

To fight unemployment and make sure it will
not become structural, the Ministry of
Labour, Social Security and Welfare
announced that it would spend €150 million on

innovative measures and targeted actions
intended to give work to more than 80,000
young unemployed all over Greece. The Min-
istry of Labour, in collaboration with OAED,
has focused on two key areas: (i) training (in
ITC and training combined with work in the
mining industry); and (ii) labour market inte-
gration (or re-integration) through subsidised
job schemes for the most vulnerable (young,
people nearing retirement). Moreover, the
Task Force for Greece was asked to see to the
transfer of German know-how in issues related
to apprenticeship.

In addition, OAED undergoes modernisation.
That involves using its website as a meeting
point for employers and employees and mak-
ing sure its Centres for the Promotion of
Employment are more actively involved in
facilitating a better match between supply and
demand. Evaluations of policies adopted by
other countries to tackle youth unemployment
highlight the importance of employment pro-
motion agencies providing personalised coun-
selling for young people out of the labour mar-
ket. By way of example, public employment
services in Sweden and Finland are required,
within three months of registration of a young
person, to draw up a personalised plan for that
person containing one of the following: (i) a
job offer; (ii) an opportunity to study or receive
training; or (iii) alternative action (e.g. start-
up funding).44

In addition to high unemployment rates, a sig-
nificant challenge facing the unemployed and
the government is uninsured labour. The Min-
istry of Labour is pushing ahead with a plan to
give enhanced responsibilities to the Hellenic
Labour Inspectorate (SEPE), while the newly
introduced SEPE-OAED platform will save
businesses an estimated €25 million annually
in administration expenses. With IKA-ETAM
joining the platform, the proportion of unde-
clared labour will also decrease. 
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4444 Mascherini, M. (2012), Youth Guarantee: Experiences from Fin-
land and Sweden, Eurofound (http://www.eurofound.europa.eu/
pubdocs/2012/42/en/1/EF1242EN.pdf). 
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3 INFLATION, LABOUR COSTS AND 
COMPETITIVENESS: DEVELOPMENTS 
AND PROSPECTS

3.1 INFLATION

• The average annual rate of increase in HICP
(Harmonised Index of Consumer Prices),
which had picked up to 4.7% in 2010 driven by
indirect tax hikes, dropped to 3.1% in 2011 and
is expected to drop further to 1.2% in 2012 (it
stood at 0.9% in October – see Table III.10 and
Chart III.10). On the other hand, annual aver-
age core inflation (which excludes energy and
unprocessed food prices) receded to 1.7% in
2011, after reaching 3.0% in 2010, and is
expected to fall further to zero (0%) this year
– having stood at 0% in August, -1.0% in Sep-
tember, and -0.8% in October (see Chart
III.11). In 2013, inflation is forecast to main-
tain its downward path, with the average
annual increase in HICP moderating to around
0.3% and annual average core inflation turn-
ing negative (-0.5%). 

• Without the impact of indirect tax increases,
average HICP inflation was only 1.1% in 2011.
In 2012, it is expected to drop to 0.2%, before
falling further to -0.5% in 2013. Average core
inflation, on the other hand, will turn clearly
negative in 2012 at -0.6% (it was -0.8% in
October), after a modest 0.2% in 2011.

• Inflation fell more sharply this year (com-
pared with the previous year) reflecting (i) the
quicker unwinding of the impact of indirect
taxes (estimated to burden annual average
inflation by approximately one percentage
point in 2012, compared with two percentage
points in 2011); (ii) a far larger drop in unit
labour costs in the business sector; (iii) the
continued decline in domestic demand; and
(iv) the further deceleration (for the second
year in a row) of the growth of international
crude oil prices in euro (see Charts III.13 and
III.14). 

• The two key disinflationary factors that will
be affecting inflation dynamics until late 2013,

namely subdued demand and declining unit
labour costs, are largely reflected in the rate of
change in the prices of industrial goods
(excluding energy and processed food), which
is now negative (-0.4% in October) and is
expected to remain so. They are also reflected
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in HICP services prices, with their annual rate
of change turning negative in September 
(-0.9%) and October (-1.1%) and likely to
remain so, mostly on account of the significant
fall in residential rent prices. 

• By contrast, processed food prices con-
tributed to maintaining a positive, although
low, inflation; their annual rate of change was
1.3% in August, -0.3% in September, -0.5%
in October, and is expected to stand between
slightly negative and positive values (of

around 3.0%) until late 2013. Processed food
prices are influenced by the high import con-
tent of processed food products, reflecting,
with a time lag, the large rise in world food
commodity prices in 2011. Finally, despite
the aforementioned continued slowdown in
the growth of fuel prices, the energy compo-
nent of the HICP rose by 18.2% year-on-year
in October. The annual rate of increase in
HICP energy prices will remain positive and
accelerate towards the end of the third quar-
ter of 2013. 
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Table IΙΙ.10 Harmonised index of consumer prices: Greece and the EU (2010-2012)

(annual percentage changes)

Source: Eurostat.

Austria 1,7 3.6 3.8 2.9

Belgium 2.3 3.5 3.4 2.6

Bulgaria 3.0 3.4 3.0 3.0

Cyprus 2.6 3.5 3.2 2.6

Czech Republic 1.2 2.1 2.6 3.6

Denmark 2.2 2.7 2.7 2.3

Estonia 2.7 5.1 4.7 4.2

Finland 1.7 3.3 3.2 3.5

France 1.7 2.3 2.5 2.1

Germany 1.2 2.5 2.9 2.1

Greece 4.7 3.1 2.9 0.9

Hungary 4.7 3.9 3.8 6.0

Ireland -1.6 1.2 1.5 2.1

Italy 1.6 2.9 3.8 2.8

Latvia -1.2 4.2 4.3 1.6

Lithuania 1.2 4.1 4.2 3.2

Luxembourg 2.8 3.7 3.8 3.2

Malta 2.0 2.5 2.5 3.2

Netherlands 0.9 2.5 2.8 3.3

Poland 2.7 3.9 3.8 3.4

Portugal 1.4 3.6 4.0 2.1

Romania 6.1 5.8 3.6 5.0

Slovakia 0.7 4.1 4.6 3.9

Slovenia 2.1 2.1 2.9 3.2

Spain 2.0 3.1 3.0 3.5

Sweden 1.9 1.4 1.1 1.2

United Kingdom 3.3 4.5 5.0 2.7

European Union - 27 2.1 3.1 3.4 2.6

Euro area 1.6 2.7 3.0 2.5

Country
2010

(year average)
2011

(year average) October 2011 October 2012
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3.1.A IS INFLATION DECLINING ENOUGH?

As already mentioned, without the impact of
indirect tax hikes, core inflation (which
excludes energy prices) will turn negative
this year (-0.6%). If the impact ―estimated
at 0.2 percentage point in 2012― from
administrative price increases in the context
of the fiscal consolidation effort is also
excluded, the anticipated “net” inflation
stands at -0.8%. Moreover, 2012 will be the
first year since Greece joined EMU twelve
years ago when inflation is below the euro
area average, which is estimated to range
between 2.4% and 2.6% in 2012 (against
2.5% in October, see Table III.11 and Charts
III.10, III.11 and III.16). 

The question that arises is: why hasn’t the
drop in consumer prices been greater in this
framework of protracted decline in consumer
demand and accelerating decrease in unit
labour costs? Most of the reasons are far
from unknown. 

• The main reason is the iinnaaddeeqquuaattee  ccoommppee--
ttiittiioonn  iinn  sseeccttoorrss  wwhhiicchh  aarree  ccrriittiiccaall  ttoo  ccoonnssuummeerr
pprriicceess,,  ssuucchh  aass  ddiissttrriibbuuttiivvee  ttrraaddee.45 Distortions
in competition, for example in the food sec-
tor, were also established in a recent report
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4455 See also Structural features of distributive trades and their impact
on prices in the euro area, September 2011, ECB Structural Issues
Report. A short summary of the report is available in Box VI.1
(“Structural features of trade in Greece and the euro area”), Bank
of Greece, Monetary Policy – Interim Report 2011, November
2011, pp. 133-136.

Table IΙΙ.11 Contributions to the inflation differential between Greece and the euro area
(2007-2012)

(percentage points)

Source: Calculations based on Eurostat and ELSTAT data.

2007 2008 2009 2010 2011
2012

(Jan.-Oct.)

Average annual HICP inflation differentials 0.90 1.00 1.10 3.10 0.40 -1.40

Contributions:

Core inflation 1.00 0.77 0.91 1.60 -0.04 -1.49

of which

Services 0.50 0.56 0.64 0.71 0.01 -0.73

Processed food 0.13 -0.14 0.14 0.52 0.21 -0.24

Non-energy industrial goods 0.35 0.35 0.13 0.37 -0.26 -0.52

Unprocessed food -0.06 0.03 0.39 -0.12 0.08 -0.12

Energy -0.03 0.24 -0.25 1.66 0.40 0.26
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by the European Competition Network –
ECN46 (concerning infringements of compe-
tition rules in individual EU countries over
the period 2004-2011). According to the
report, the most active enforcement record
was shared by Greek and Spanish authorities,
with 18 enforcement actions each, out of a
combined total of 182 enforcement actions
undertaken by the national competition
authorities and the European Commission.
Competition infringements in Greece (col-
lusion and abuse of dominant position) con-
cerned flour production, dairy products, pur-
chasing milk from producers, meat, poultry,
eggs, canned fruit, frozen and fresh vegeta-
bles, trade in fresh vegetables, beer, instant
coffee, cola-type soft drinks, salty snacks, as
well as competition restraining practices
imposed by large supermarket chains on their
distribution networks. These findings are
indirectly corroborated by the relative stick-

iness of consumer prices, as shown by disag-
gregated CPI data on several products (fish,
meat, sugar, chocolates and sweets, dairy
products, breakfast cereals, coffee-cocoa-tea,
alcoholic and non-alcoholic beverages,
tobacco) in 2009-2012. 

• Competition distortions also include dis-
tortions arising from iinnttrraa--ggrroouupp  ttrraannssaaccttiioonnss
ooff  mmuullttiinnaattiioonnaall  ccoommppaanniieess, as well as pricing
practices and procurement restrictions that
multinationals impose on products sold by
their subsidiaries.47

• Imperfect competition can also be
reflected in rreellaattiivvee  ccoonnssuummeerr  pprriicceess. Accord-
ing to a news release by Eurostat,48 while the
average consumer price level in Greece was
only slightly below that of EU-27 in 2011 (95
as opposed to 100), price levels were above
the average for EU-27 (100) in the individual
sub-categories of (i) food and non-alcoholic
beverages (103), (ii) clothing (103), (iii)
footwear (108), (iv) consumer electronics
(108), and (v) communication (128). Price
levels of food corroborate these findings,
whereas those of clothing, footwear and con-
sumer electronics point to significant distor-
tions in pricing policy. Finally, a most sur-
prising fact is the very high price levels for
communication services. While this may be a
sign of price-setting collusion (despite the
seemingly fierce price competition between
companies), it is more likely to reflect the fact
that indirect taxes on telephony services
―mostly on mobile telephony services― rose
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4466 See ECN activities in the food sector, May 2012. Full text:
http://ec.europa.eu/competition/ecn/food_report_en.pdf. Press
release: http://europa.eu/rapid/pressReleasesAction.do?refer-
ence=IP/12/502&format=HTML&aged=0&language=EN&guiL
anguage=en.

4477 In its press release of 17 September 2012 (NCGT responds to ‘Why
prices are not falling in the market’) [in Greek], the National Con-
federation of Greek Trade cites, among others, the following rea-
sons: (i)“transfer pricing”, i.e. intra-group practices used by multi-
nationals to inflate prices and costs in order to avoid being taxed
in Greece. Under this practice, a domestic subsidiary of a multi-
national company imports products at an artificially inflated cost,
which it then passes through to consumers in the form of higher
prices; (ii) clauses prohibiting parallel imports, whereby retailers
are not allowed to purchase products from a subsidiary in another
country at a price that could be lower than the price at which the
products are sold in the Greek market. 

4488 News release, 22 June 2012.
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significantly in 2010-2011. It should be noted,
however, that, while price variation may
reflect differences in competition, it does not
necessarily reflect differences in inflation
rates. 

• Despite the recession, uunnddeeccllaarreedd  iinnccoommee
eeaarrnneedd  iinn  tthhee  sshhaaddooww  eeccoonnoommyy (although this
has also been negatively affected by the cri-
sis) continues to prop up demand for non-
essential goods and services, thus contribut-
ing somewhat to the downward stickiness of
relevant consumer prices. 

• Another factor is the increase in the over-
all tax burden of enterprises, either directly
(e.g. extraordinary levies) or indirectly (e.g.
government delays in paying VAT refunds
and other arrears to businesses). That hhaass
eesssseennttiiaallllyy  tthhee  ssaammee  eeffffeecctt  aass  iiff  aa  pprroodduuccttiioonn
ccoosstt  ccoommppoonneenntt  iinnccrreeaasseedd since it drives prices
up or, to put it more accurately, hinders or
limits their reduction. Indeed, the fact that
unit labour costs in the business sector are
estimated to have fallen by 1.1% in 2010 and
3.5% in 2011, while a further drop of 10.4%
is anticipated for this year, whereas the GDP
deflator rose by 1.1% in 2010 and 1.0% in
2011, only dropping by 0.6% in January-Sep-
tember 2012,49 shows that the profit margin
in the business economy as a whole (mea-
sured exclusively by comparing unit labour
costs to the GDP deflator) has increased,
despite the recorded decrease in the profit
margins of non-financial corporations listed
on the Athens Exchange.50 That seems to
reflect that firms do not move to more sub-
stantial price (and hence profit margin) cuts
in order to meet their increased tax obliga-
tions. The analysis of input-output tables
leads to the assumption that, if the fall in unit
labour costs had been fully passed through to
final consumer prices, inflation might have
been even lower in 2011 and 2012 (by 0.5-1.0
and 1.5-2.0 percentage points, respectively).
Thus, in other words, enterprises do rely on
reduced unit labour costs to meet their tax
obligations and overcome financial stress and
higher energy costs. 

• Rigidities in the methodology used for the
compilation of the HICP may also result in an
incomplete recording of actual inflation. In
greater detail:

――  While reduced prices during an official
sales season are recorded in the price samples
used for the compilation of the HICP, this is
not the case for price cuts in the context of
special offers, which are ignored, in line with
Eurostat methodology. Since the onset of the
crisis, such offers have become more frequent
and it would be reasonable to assume that
their share in total purchases has also
increased, offsetting, if only slightly, the
decline in consumers’ purchasing power
caused by lower incomes. While the record-
ing of sale and/or offer prices has an almost
neutral effect on HICP inflation, method-
ological rigidities in the compilation of the
HICP can potentially result in some sort of
incomplete recording of actual inflation.

――  Also, insofar as there are time lags in updat-
ing the composition of the HICP, both the
weights used and the composition of the index
itself may not reflect all changes in consump-
tion patterns as a result of the crisis (e.g. a shift
of consumers towards cheaper substitutes or a
shift away from consumer durables, imported
or luxury goods). Nevertheless, even a timely
and complete recording of changing con-
sumption patterns would not necessarily lead
to a smaller increase, or a decrease, in HICP. 

• Finally, external factors such as fuel and
other imported commodities (food and non-
food commodities) can produce significant
inflationary effects. Fuel prices are constantly
on the rise, albeit with some small downward
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4499 Similarly, producer prices in the domestic non-energy market rose
by 0.9% in 2010, 2.7% in 2011 and 0.9% in January-September 2012.

5500 According to the financial statements published by 163 non-finan-
cial corporations listed on the Athens Exchange, in the first half
of 2012 sales dropped by 11.2%, gross profits by 13.5% and net pre-
tax profits by 76.6%. As a result, the gross profit margin shrank by
0.4 percentage point, from 17.4% to 17.8%, and the net profit mar-
gin came to almost zero (0.8%) from 3.1%. Return on equity (RoE)
declined to 0.5% from 2.1%, year-on-year and return on assets
(RoA) dropped to 0.2% from 1.0%. The Hellenic Telecommuni-
cations Organisation (OTE) and the two oil distilleries are not
included in these 163 enterprises. 
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adjustments, and world prices for non-oil
commodities (mostly basic agricultural prod-
ucts, e.g. maize, wheat, soybeans) remain at
high levels, but lower than in 2011, due to cli-
mate change. Pressure on final prices created
by the protracted increases in the world
prices of oil and food commodities, although
apparently contained by insufficient demand,
is not negligible. 

3.2 WAGES AND UNIT LABOUR COSTS

• In 2012, average nominal pre-tax earnings
in total economy are estimated to fall at an
average annual rate of 7.0%, with the decline
in average real earnings amounting to 8.1%
(in 2011, they decreased by 1.7% and 4.7%,
respectively). Compensation per employee,
including employer contributions and public
pension spending, will also shrink at an aver-
age 6.4%. The reduction in average earnings
in the business economy will be larger (-8.7%
in nominal terms and -9.8% in real terms).

Table III.12 offers more detailed estimates
(see also Table III.13). 

• Given that the average annual increase in
productivity could turn out to be very small,
unit labour costs in both the total and the busi-
ness economy are expected to decrease for the
third consecutive year in 2012, though at a
much faster pace than in 2010-2011 (6.9% and
10.4%, respectively).

• It should be noted that these estimates may
prove to be conservative if ELSTAT’s
national accounts data are taken into consid-
eration.51 According to data from ELSTAT’s
Labour Force Survey, monthly labour costs per
employee (not per unit) in euro dropped by
11.6% year-on-year in the first half of 2012,
after annual decreases of 6.1% in 2011 and
2.7% in 2010. Lastly, according to the Labour
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5511 At least, as suggested by the disaggregated quarterly data for the
first half of 2012 (currently under revision).

Table ΙII.12 Earnings and labour costs (2006-2013)

(annual percentage changes)

Greece

Average gross earnings (nominal):

– total economy 5.7 5.2 6.2 4.6 -4.6 -1.7 -7.0 -7.8

– central government1 3.1 3.8 7.1 5.2 -7.7 -0.5 -3.8 -6.7

– public utilities 7.0 7.1 8.2 7.7 -5.5 -7.9 -9.5 -10.0

– banks 10.8 8.9 0.0 3.7 -1.8 0.1 -7.5 -10.0

– non-bank private sector 6.8 6.1 6.5 2.8 -2.9 -1.7 -9.3 -7.8

Minimum earnings 6.2 5.4 6.2 5.7 1.7 0.9 -19.63 …

Average gross earnings (real) 2.4 2.2 1.9 3.3 -8.9 -4.7 -8.1 -8.1

Total compensation of employees 7.8 8.2 8.5 3.2 -6.9 -8.1 -12.6 -11.4

Compensation per employee 5.9 5.6 6.8 4.9 -4.0 -0.7 -6.4 -8.0

Unit labour costs:

– total economy 2.2 4.5 8.7 6.4 -2.1 -1.1 -6.9 -7.4

– business sector2 2.8 5.3 7.9 4.4 -1.1 -3.5 -10.4 -8.0

2006 2007 2008 2009 2010 2011 2012
2013

(forecast)

Sources: ELSTAT (GDP for 2006-2011), Bank of Greece estimates/forecasts (for GDP in 2012-2013 and the other annual aggregates in 2006-2013).
1 Average compensation per employee.
2 The business sector includes private and public enterprises and banks.
3 Average annual change, based on the cut of minimum earnings by a percentage between 22% (for persons aged 25+) and 32% (for persons
under 25), as of 15 February 2012. 
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Cost index published by Eurostat on 17 Sep-
tember 2012, during the first quarter of 2012
nominal hourly labour costs in the business
economy fell by 8.9% and those in the mainly
non-business economy by 15.7%. In total econ-
omy, the annual rate of decline was 11.5%,
against 8.1% in the fourth quarter of 2011.

• The drop in unit labour costs is expected to
continue in 2013 (7.4% in total economy and
8.0% in the business economy), while an increase
(0.5% and 1.8% respectively) could be expected
in 2014 as the economy starts to recover. 

• In 2010-2012, unit labour costs in the total
economy are estimated to have declined by a
cumulative 9.9% (14.5% in the business econ-
omy).

• AAccccoorrddiinngg  ttoo  tthheessee  pprroovviissiioonnaall  aanndd  aapppprrooxxii--
mmaattee  ccaallccuullaattiioonnss,,  tthhee  ttaarrggeett  sseett  iinn  tthhee  MMeemmoo--
rraanndduumm  aaddoopptteedd  bbyy  PPaarrlliiaammeenntt  iinn  FFeebbrruuaarryy  22001122
――ii..ee..  ttoo  ccuutt  uunniitt  llaabboouurr  ccoossttss  bbyy  1155%%  oovveerr  tthhee
tthhrreeee  yyeeaarrss  ffrroomm  22001122  ttoo  22001144――  wwiillll  bbee  oovveerrsshhoott,,
aass  tthhee  ccuummuullaattiivvee  rreedduuccttiioonn  iinn  uunniitt  llaabboouurr  ccoossttss
wwiillll  aammoouunntt  ttoo  1166..00%%  iinn  tthhaatt  ppeerriioodd..

3.2.A EARNINGS IN THE BUSINESS ECONOMY: HOW
ARE THEY AFFECTED BY RECENT LABOUR
MARKET REFORMS AND THE RECESSION? 

The decline in employee earnings in 2012 and
2013 is and will be affected by (i) significant
policy measures, launched in October 2011,
February and November 2012, relating to the
level of wages (especially in the business
economy) and the regulatory framework of
wage formation, and (ii) the economic reces-
sion, which also shapes conditions in the
labour market. 

• Since late October 2011, following the
enactment of Law 4024 (Article 37), which
has lifted remaining barriers and thus facili-
tated the conclusion of enterprise-level
agreements, a clear shift of private enter-
prises towards such contracts is observed.

• Structural labour market interventions
envisaged in the Memorandum (Law
4046/2012) concern: (a) an immediate cut of
22% in the minimum earnings for those aged
25+ and 32% for those under 25; (b) sus-
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Table ΙII.13 Average earnings and unit labour costs in total economy: Greece and the euro
area (2001-2013)

(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 4.5 1.4

2008 6.2 3.4 8.7 3.8

2009 4.6 1.8 6.4 4.3

2010 -4.6 1.9 -2.1 -0.7

2011 -1.7 2.2 -1.1 0.9

2012 -7.0 1.9 -6.9 1.4

2013 (forecast) -7.8 2.0 -7.4 1.2

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 2012.  
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pension of automatic wage increases due to
seniority; (c) limitation of the continued
effect (“after-effect”) of collective agree-
ments after they expire and establishment of
a maximum duration for collective agree-
ments; (d) conversion of fixed, long-term
employment contracts (quasi-permanency) in
currently or formerly state-owned enterprises
to indefinite duration contracts; (e) a cut,
within 2012, of 10% (on average) in special
wage regimes (applying to judges, diplomats,
medical doctors, university professors, armed
forces and law enforcement agencies). 

• Law 4093 (approval of the Medium-Term
Fiscal Strategy framework 2013-2016 and
emergency measures for the implementation
of Law 4046/2012), enacted on 7 November,
and the Budget for 2013, adopted on 11
November, include measures to further cut
earnings in the public sector, together with
additional regulations to increase flexibility
in the labour market. 

• Meanwhile, already from the onset of the
crisis, private enterprises sought to adjust
labour costs to lower demand by various
means: reduction/elimination of overtime
work, suspension of personnel, introduction
of reduced weekly working hours, conversion
of full-time work contracts to part-time or
short-time, wage cuts through individual work
contracts, staff layoffs. In 2012, private enter-
prises resorted more to individual employ-
ment contracts than in the past. 

In most cases, eenntteerrpprriissee--lleevveell  aaggrreeeemmeennttss pro-
vide for a downward adjustment of actual
earnings by 10%-40% – relative to the level of
minimum earnings and benefits stipulated in
sectoral and occupational agreements
(depending on the case). Significant cuts also
result from enterprise-level agreements in
banks and public utilities. Between late Octo-
ber 2011 (enactment of Law 4024/2011) and
late September 2012, more than 870 enter-
prise-level collective agreements had been
entered into, covering more than 130,200 peo-
ple (81,950 of whom work in banks, public

utilities and large manufacturing enterprises,
while the remaining 48,250 work in micro,
small and medium-sized private enter-
prises). Significant sectoral agreements have
been signed in 2012, the most important of
which (covering more than 300,000 employees
in retail and wholesale trade) provided for a
6.3% wage cut. Other sectoral agreements
(covering employees in hotels, foreign air-
lines, wood manufacturing and processing,
confectionery stores, cosmetic companies, pri-
vate clinics) provided for cuts of up to 15%.
Moreover, according to data from the Hel-
lenic Labour Inspectorate (SEPE), between
14 February and 30 June 2012, a total of
109,123 iinnddiivviidduuaall  eemmppllooyymmeenntt  ccoonnttrraaccttss  had
been signed in 26,150 enterprises providing
for average wage reductions of 23.4%. 

AAccccoorrddiinngg  ttoo  ddaattaa  aavvaaiillaabbllee  tthhuuss  ffaarr,,  iitt  iiss  eessttii--
mmaatteedd  tthhaatt  aatt  lleeaasstt  1144..2255%%  ooff  aallll  bbuussiinneessss  eeccoonn--
oommyy  eemmppllooyyeeeess  hhaavvee  bbeeeenn  aaffffeecctteedd  bbyy  ssaallaarryy
ccuuttss  iinnttrroodduucceedd  tthhrroouugghh  eenntteerrpprriissee--lleevveell  aaggrreeee--
mmeennttss  aanndd  iinnddiivviidduuaall  eemmppllooyymmeenntt  ccoonnttrraaccttss,,
wwhhiillee  2200--2255%%  hhaavvee  bbeeeenn  aaffffeecctteedd  bbyy  rreedduuccttiioonnss
tthhrroouugghh  sseeccttoorraall  aaggrreeeemmeennttss..

The downward adjustment process will con-
tinue in 22001133, with those sectoral and occu-
pational agreements that had not expired in
2012. 

3.3 INTERNATIONAL COST COMPETIVENESS

• It should be recalled that the simplest
approach to investigate the effect of labour
costs on competitiveness would be to measure
the change in unit labour costs in a common
currency (the so-called “ULCT (unit labour
costs in the total economy)-deflated real effec-
tive exchange rates”). This indicator is calcu-
lated vis-à-vis Greece’s 28 main trading part-
ners, including euro area countries. According
to revised estimates by the Bank of Greece,
this indicator rose by 31.5% in the 2001-2009
period, which suggests an equal loss in cost
competitiveness. Thereafter, in 2010-2011, it
decreased by 7.2%, indicating some recovery
in competitiveness (see Table III.14). That
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brought the cumulative loss in competitiveness
down to 22.1% for the 11-year period from
2001 to 2011. Τhe exchange rate is irrelevant
when calculating competitiveness losses
against Greece’s trading partners in the euro
area alone, as there is a single currency and
therefore changes in this indicator solely
reflect changes in relative labour costs.
According to Bank of Greece estimates, the
cumulative loss in competitiveness vis-à-vis
Greece’s euro area trading partners, on the
basis of relative labour costs, reached 22.3% in
2001-2009, but it is estimated to have improved
by 3.5% in 2010-2011, thus coming down to
18.0% for the 2001-2011 period. 

• According to the aforementioned forecasts
of unit labour costs in 2012 and 2013, relative
unit labour cost-based competitiveness against
the 28 trading partners is expected to improve
by 10.9% in 2012, and 8.8% in 2013 (against

the euro area it will improve by 8.5% in 2012
and 8.2 % in 2013).

• Improved competitiveness in 2010-2012 is
also corroborated by ECB’s harmonised com-
petitiveness indicators. The “real harmonised
competitiveness indicators based on unit
labour costs indices for the total economy” for
Greece52 rose by 24.3% (and hence competi-
tiveness declined) in the nine years from 2001
to 2009 and declined by 18.6% (and hence
competitiveness improved) in the period from
2009 up to the second quarter of 2012. As a
result, the overall increase in the indicator
(decrease in competitiveness) between 2001
and the second quarter of 2012 came to 1.2%,
which suggests that 95.1% of competitiveness
losses in 2001-2009 were recovered. 
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Table III.14 Greece: revised nominal and real effective exchange rate (EER) indices1

(annual percentage changes in year averages)

2001 1.7 1.1 0.7

2002 2.3 2.6 4.2

2003 5.0 5.5 3.8

2004 1.7 1.9 4.4

2005 -1.0 -0.1 0.4

2006 0.0 0.8 0.9

2007 1.3 1.6 3.6

2008 2.4 2.5 6.7

2009 1.2 1.6 3.4

2010 -2.8 -0.5 -5.2

2011 0.5 0.4 -2.1

2012* -2.0 -3.0 -10.9

Cumulative percentage change 
between 2001 and 2012*

10.5 15.0 8.8

Nominal EER

Real EER

On the basis of relative 
consumer prices

On the basis of 
relative unit labour costs

in total economy

Sources: Exchange rates: ECB, euro reference exchange rates. CPI: ECB, HICP where available. Unit labour costs in total economy: Bank of
Greece estimates for Greece, ECB for the other countries. 
* Provisional data and estimates.
1 Revised (on 1 January 2011) indices are compiled by the Bank of Greece and include Greece’s 28 main trading partners. Weights were
revised on the basis of imports and exports of manufacturing goods (SITC 5-8) in the years 1998-2000 for the period 1993-2000 and in the
years 2004-2006 for the period 2001-2010. Weights take account of third-market effects.

5522 Calculated vis-à-vis 36 trading partners, including all other euro
area countries. 
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• The “ULC-deflated real effective exchange
rates” estimated by the European Commission
also support this picture.53 The rate for Greece
decreased by 2.8% in 2010 and 1.9% in 2011
(that is an overall reduction of 4.65% for the
two years combined), which corresponds to
equal improvements in cost competitiveness,
while further sharp decreases (competitiveness
gains) are forecast for 2012 (-11.8%) and 2013
(-6.3%). Overall, it is estimated that compet-
itiveness gains in the four-year period from
2010 to 2013 will reach 21.2%, more than off-
setting a cumulative loss of 8.6% in 1998-2009,
since it implies a 14.4% improvement in 2013
against 1997. 

• Of course, as highlighted in previous Bank
of Greece reports,54 after a necessary initial
corrective period, a sustainable improvement
in competitiveness cannot rely on a combina-
tion of lower nominal earnings and lower or
stagnant productivity, as the negative impact of
a continuous reduction in earnings on domes-
tic demand would outweigh any positive impact
on external demand. Therefore, improving cost
competitiveness should also rely on enhanced
productivity. Structural reforms designed to
increase the operational efficiency of product
and labour markets are precisely geared to this
direction, thus also enabling higher potential
growth and improved structural competitive-
ness. It is also noted that the disaggregated
quarterly national accounts data (currently
under revision) pointed to a rebound in labour
productivity (GDP per employee) already since
the third quarter of 2011, with its average
annual growth rate in the 12-month period
from July 2011 to June 2012 estimated at 2.3%.
HHoowweevveerr,,  tthhaatt  wwaass  aa  rreefflleeccttiioonn  ooff  tthhee  ffaacctt  tthhaatt  tthhee
ddeeccrreeaassee  iinn  eemmppllooyymmeenntt  oouuttwweeiigghheedd  oouuttppuutt  ccoonn--
ttrraaccttiioonn,,  wwhheenn  wwhhaatt  iiss  nneeeeddeedd  iinnsstteeaadd  iiss  ttoo
aacchhiieevvee  aann  iinnccrreeaassee  iinn  bbootthh  aaggggrreeggaatteess  aanndd  aa  ppaarr--
aalllleell  iinnccrreeaassee  iinn  pprroodduuccttiivviittyy. 

3.3.A RECOVERING COST COMPETITIVENESS LOSSES
OF 2001-2009: PERFORMANCE AND PROSPECTS

The aforementioned Bank of Greece estimates
suggest that in 2010-2011 Greece regained

19%-30% of previous cost competitiveness
losses against the rest of the euro area and the
28 trading partners. Overall, in the three years
from 2010 to 2012, 64% of the losses against the
rest of the euro area and 72% of the losses
against the 28 trading partners will be recov-
ered, with competitiveness gains reaching
11.7% and 17.3% respectively. Finally, all
losses, both against the rest of the euro area and
the 28 trading partners, are estimated to be
recouped by 2013. 

4 EXTERNAL BALANCE: DEVELOPMENTS AND
PROSPECTS

4.1 CURRENT ACCOUNT BALANCE

4.1.1 INTRODUCTION

Developments in the current account balance
in 2012 were marked by a drastic reduction in
the current account deficit. According to data
covering the January-September 2012 period,
this deficit dropped to 1/4 of the 2011 figure,
i.e. to €3.5 billion (see Table 6 of the Statisti-
cal Appendix). Besides, excluding the net oil
import bill and net interest payments on pub-
lic debt, the current account balance in 2011
showed a slight surplus (0.2%), which
increased further to 4.1% of annual GDP in
the first nine months of 2012. In 2011 a surplus
of €1.8 billion was also recorded in the goods
and services balance excluding oil and ships
(reaching €6 billion for the Jan.-Sept. 2012
period).

The factors that have helped drive down the
current account deficit in 2012 can be sum-
marised in the protracted recession in the
domestic market, a decrease in the net oil
import bill and a considerable drop in net
interest payments on Greek government bonds
held by non-residents. This latter drop is due
to the PSI and to lower interest payments on
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5533 See European Commission, European Economic Forecast –
Autumn 2012, 7 November 2012.

5544 Monetary Policy – Interim Report 2011, November 2011, p. 22,
Monetary Policy 2011-2012, March 2012, p.68. 
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loans under the support mechanism on account
of the interest rate adjustment.55

Despite an essential improvement in cost com-
petitiveness, which is projected to continue in
the years ahead, the level of the current
account balance cannot be considered satis-
factory, even though the deficit is estimated to
shrink on an annual basis, to just 4.5% of GDP,
from 9.9% of GDP in 2011. In more detail, this
spectacular improvement, as already men-
tioned, is to a great extent the result of reduced
interest payments and the recession in the
domestic market. The decrease in the import
bill, in particular, reflects a decline in invest-
ment activity and, subsequently, a fall in the
imports of capital goods and of consumer
durables. However, the existing structural
weaknesses of the Greek economy, such as its
strong dependence on foreign energy sources,56

the asymmetry in the income elasticity of
imports coupled with a zero potential for
import substitution, the high import content of
Greek exports, as well as the financing of the
trade deficit with services sensitive to exoge-
nous factors, will continue ―if they remain
unaddressed― to rekindle the trend for a
widening current account deficit, once the
economy has returned to positive growth rates.

In several previous reports as well as in one of
its special papers,57 the Bank of Greece has
repeatedly stressed the need to improve the
Greek economy’s structural competitiveness by
cutting red tape and burdensome regulations in
factor, product and services markets.58 The
improved structural competitiveness of the
Greek economy is expected to help attract for-
eign direct investment, which would contribute
to the financing of the current account deficit
and, in the long run, would lead to import sub-
stitution in several product categories. Never-
theless, investment activity can only be encour-
aged by bolstering the financing of enterprises,
given that liquidity supply can help to boost
export activity even in the short term and thus
contribute to the narrowing of the current
account deficit. Therefore, credit to non-finan-
cial corporations, which had shrunk for the rea-

sons described in Chapter V, needs to be sup-
ported – using all available tools.

TThhee  uurrggeenntt  nneeeedd  ttoo  aaddoopptt  ssuucchh  mmeeaassuurreess
bbeeccoommeess  eevviiddeenntt  aallssoo  ffrroomm  tthhee  ffaacctt  tthhaatt  tthhee  ppeerr--
ssiissttiinngg  rreecceessssiioonn  ffoorr  ffiifftthh  ccoonnsseeccuuttiivvee  yyeeaarr  hhaass
bbrroouugghhtt  aabboouutt  aa  lloonngg--tteerrmm  wwiitthhddrraawwaall  ooff  pprroodd--
uucctt  aanndd  sseerrvviicceess  iinnppuuttss  ffrroomm  eeccoonnoommiicc  aaccttiivviittyy,,
wwhhiicchh,,  ccoommppoouunnddeedd  bbyy  rraappiidd  tteecchhnnoollooggiiccaall
ddeevveellooppmmeennttss  iinn  mmaannyy  sseeccttoorrss  ooff  tthhee  eeccoonnoommyy,,
wwiillll  iinneevviittaabbllyy  lleeaadd  ttoo  aa  ggrraadduuaall  iimmppaaiirrmmeenntt  ooff
aasssseettss  aanndd  hhuummaann  ccaappiittaall,,  rreennddeerriinngg  tthhee  ffoorrmmeerr
oobbssoolleettee  aanndd  tthhee  llaatttteerr  iinnaaddeeqquuaatteellyy  sskkiilllleedd..

4.1.2 TRADE BALANCE

The decline of 76.5% or €11.3 billion in the
current account deficit during the first nine
months of 2012 is largely due to a 40.4% con-
traction in the non-fuel trade deficit and a
68.6% drop in the income account deficit. The
first development reflects shrinking imports
excluding fuel, on account of the protracted
recession in the domestic market which has
sharply reduced the overall non-fuel import
bill. Specifically, the drastic reduction of the
trade deficit excluding fuel came as a result of
a faster rate of decline in the import bill exclud-
ing fuel and ships, year-on-year, as export
receipts excluding fuel and ships continued to
increase, albeit at a weaker pace. Regarding
the purchase of ships, net payments decreased
considerably, mainly because of a decline in
gross payments, which was faster than the
decline in receipts from the sale of ships.
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5555 The role of the PSI in the reduction of the deficit is evident, if
account is taken of the fact that net interest payments averaged
3.9% of GDP in the last five years (against 4.6% in 2011).

5566 Illustrative of the Greek economy’s foreign energy dependence is
the fact that the net fuel import bill came on average to 4.3% of
GDP in the last five years (5.2% in 2011).

5577 See Bank of Greece, Greece’s current account balance: Causes of
imbalances and policy suggestions, July 2010 [in Greek].

5588 (a) Transparency International, Money, Politics, Power: Corrup-
tion Risks in Europe, June 2012, (b) World Bank, Doing Business
2013, (c) World Economic Forum, Global Competitiveness Report
2012-2013 (according to this report, Greece fell to the 96th posi-
tion among 144 economies, at the bottom of the EU ranking).
Besides, in a recent speech (Athens, October 2012), Dr. Augusto
Lopez-Claros, Director of Global Indicators and Analysis at the
World Bank, commented on the country’s ranking in Doing Busi-
ness, saying that despite its higher ranking this year, there is still
ample room for structural reforms over a medium- and long-term
horizon, such as cutting red tape on starting a business.
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Over the January-September 2012 period,
eexxppoorrtt  rreecceeiippttss  eexxcclluuddiinngg  ffuueell  aanndd  sshhiippss covered
60% of the respective import bill. However,
export growth declined from 17.3% in 2011, to
9% in the first quarter of 2012 and to 1.8% in
the first nine months. These developments
reflect a weakening in external demand,59

mainly from the EU, that constitutes the main
destination of Greek exports, as well as the liq-
uidity constraints faced by Greek enterprises,
mainly on account of their limited access to
bank credit.

According to disaggregated balance of pay-
ments data, the key driver of the rise in eexxppoorrtt
rreecceeiippttss was “other manufactured goods”
(excluding chemicals, metallurgical products,
machinery and vehicles),60 which include,
among other things, non-metallic minerals and
cotton (textiles and yarn). A substantial con-
tribution came also from “agricultural prod-
ucts” (oils and fats, dairy, vegetable and fruit
products) and “mechanical equipment”.
Receipts from metallurgical product exports,

which recorded an outstanding performance in
2011, decreased over the reviewed period,61

mainly on account of changes in the interna-
tional prices of these products. Moreover,
regarding chemicals-plastics, receipts from
plastics exports increased, whereas pharma-
ceutical export receipts fell. In any case, the
breakdown of exports by product category
remained virtually unchanged.

Available ELSTAT trade statistics on the vol-
ume of Greek exports show a considerable
change in the geographical destinations of
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Non-oil raw materials and inter-
mediate goods

6,244
(15.3)

3,741
(12.2)

3,926
(15.7)

4,223
(18.9)

3,333
(19.5)

2,515
(18.3)

-40.1 5.0 7.6 -32.4 -24.5

Consumer non-durables
19,183
(47.0)

15,980
(51.9)

13,412
(53.6)

12,513
(56.0)

9,506
(55.7)

7,896
(57.6)

-16.7 -16.1 -6.7 -34.8 -16.9

Consumer durables
5,012

(12.3)
2,879
(9.4)

2,708
(10.8)

1,847
(8.3)

1,425
(8.3)

1,115
(8.1)

-42.6 -5.9 -31.8 -63.1 -21.8

Capital goods
10,406
(25.5)

8,172
(26.6)

4,969
(19.9)

3,766
(16.9)

2,815
(16.5)

2,184
(15.9)

-21.5 -39.2 -24.2 -63.8 -22.4

Total (excluding fuel, ships and 
unclassified goods)

40,846 30,771 25,015 22,349 17,079 13,710 -24.7 -18.7 -10.7 -45.3 -19.7

Unclassified goods1 320 526 2,349 3,775 2,528 2,963

Total 
(excluding fuel and ships)

41,166 31,297 27,364 26,124 19,607 16,673 -24.0 -12.6 -4.5 -36.5 -15.0

2008 2009 2010 2011 

2011 
Jan.-
Sept.

2012 
Jan.-
Sept. 2009/08 2010/09 2011/10 2011/08

2012/11
Jan.-
Sept.

(million euro) (percentage change)

Table III.15 Breakdown of Greek imports of goods (excluding fuel and ships) according to
their use

Source: Bank of Greece.
Note: The percentage share of import expenditure in the total (excluding fuel, ships and unclassified goods) is shown in parentheses.
1 Goods for which the transaction value is below the minimum value (as defined by the EU) that credit institutions are obliged to report under
a Combined Nomenclature Code to the Bank of Greece. As from 1 January 2010 this limit was increased from €12,500 to €50,000 and, as a
result, a significant rise in expenditure for imports of goods of this category was recorded.

5599 The manufacturing new export orders index, which captures devel-
opments in external demand, after rising sharply in 2010 and 2011,
slowed down towards the end of 2011 and started falling in 2012.
These downward trends were more pronounced in the sub-index
for intra-euro area orders, whereas the sub-index for extra-euro
area orders rose in 2012. For the external market as a whole, the
index rose in a number of sectors, such as paper, metal products,
IT and electronic equipment.

6600 The largest share is accounted for by goods that cannot be clas-
sified, receipts from which rose in 2012 due to the upward adjust-
ment of the minimum value of trade transactions that credit insti-
tutions are obliged to report to the Bank of Greece for the com-
pilation of the balance of payment statistics.

6611 In more detail, receipts from the export of nickel, copper and
related products increased, while receipts from the export of iron,
aluminium, bauxite and related products decreased. 
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Greek products in 2012, as exports to EU
countries follow a downward path. A sizeable
decrease was recorded in export activity
towards major markets, such as Italy, Ger-
many, France, the United Kingdom and
Cyprus, as well as to Bulgaria and Romania,
which rank top among Greek product desti-
nations in SE Europe. At the same time, a rise
was observed in exports to non-EU countries
with stronger growth rates, such as Turkey,
Russia, China, India, the United States, Japan
or the Middle East and North Africa countries.
Thus, the share of total exports excluding ships
and fuel towards EU-27 shrank to 61% in 2012,
from 66% at end-2011. 

The drop in the iimmppoorrtt  bbiillll  eexxcclluuddiinngg  ffuueell aanndd
sshhiippss, which had slowed in 2011, started to pick
up in 2012. The fuel import bill rose in 2012 on
the back of higher international oil prices, but
at a slower rate than in 2011. According to dis-
aggregated balance of payments data, in the first
half of 2012 the steepest fall was observed in the
import bill for raw materials and intermediate
products (see Table III.15), which had risen in
2010 and 2011, while the import bill for capital
goods continued to fall, due to a decline in
investment and production activity. The import
bill for consumer goods decreased, albeit at a
weaker pace. More specifically, the import bill
for consumer non-durables, of which 1/3 is food
(the import bill for which did not change sig-
nificantly), declined at a much faster pace than
in 2011, as a result of lower incomes and domes-
tic demand. The reduction in the import bill
mainly stems from chemicals (pharmaceuticals
mostly), metallurgical products and mechanical
equipment. The breakdown of imports by coun-
try of origin remained virtually unchanged.

4.1.3 SERVICES BALANCE

In the first nine months of 2012, the services
balance recorded a surplus of €12.6 billion.
This stems, on the one hand, from higher net
transport and travel receipts and, on the other,
from lower net payments for other services.
The decrease in gross travel receipts reflects a
drop of 5.2% in arrivals, year-on-year. Never-

theless, it should be noted that this decrease
was offset by a reduction in gross travel pay-
ments over the same period. 

Tourist activity appears lower after last year’s
considerable increase (which was due to the
shift of tourist traffic from North Africa to
Greece because of social unrest in this region).
Yet, it should not be overlooked that the pre-
vailing uncertainty during the protracted pre-
election period had a negative impact on
arrivals. In fact, mass booking cancellations
were recorded in the first half of 2012, a trend
that was reversed immediately after the nor-
malisation of the political situation in the coun-
try. Losses have moderated, according to data
on foreign tourist arrivals in the country’s prin-
cipal airports during the first ten months of
2012,62 while arrivals from new markets such as
Russia or China continue their upward path. 

The tourist industry is expected to benefit from
the full liberalisation of the cruise market,
which ―coupled with the implementation of
several investment programmes for the
upgrading of port facilities and with the elim-
ination of structural barriers― will improve
Greek ports’ poor competitiveness. As a result,
Greek ports will increasingly be used as home
ports, which could boost the annual revenue of
the cruise sector.63
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6622 Source: Association of Greek Tourism Enterprises (SETE), January-
October 2012/2011: -3.4%. However, according to the European Com-
missioner for Industry and Entrepreneurship, Mr. Tajani, tourism
would bring better results, if special emphasis was given to quality.
More specifically, in his speech at the recent SETE conference
(Athens, October 2012), Mr. Tajani highlighted the role of profes-
sional training of the workforce in enhancing quality. He also noted
that the Greek tourist industry could be part of an overall EU strat-
egy aimed at promoting tourism to new markets, e.g. emerging
economies, especially considering the Greek cultural heritage. The
Commissioner recommended a number of measures for enhancing the
efficiency of the sector, such as the facilitation of visa issuance, the
promotion of low-season tourism and coastal tourism, or specialised
tourist services for specific target groups (senior citizens, industrial
tourism) as well as the expansion of the cruise sector, which under the
LeaderSHIP 2020 strategy will help boost the shipbuilding industry.

6633 “Cruise industry: A sector with potential revenues of €2bn”, National
Bank of Greece Sectoral Report, August 2012. The structural bar-
riers include, among other things, legal obstacles to the conclusion
of concession agreements, the lack of a berth allocation system for
cruise ships and important shortcomings in terms of infrastructure
(mostly in berths, passenger terminals, bunkering and ship repair
facilities). This study estimates that, if these structural distortions
are removed, annual revenue from cruise tourism will amount to€1.2-€2 billion in 2016, compared with €600 million in 2011, lead-
ing at the same time to the creation of up to 30,000 new jobs.
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Turning to transport services, as world fleet
continued to outgrow world trade volumes,
international freight rates fell by about 20%64

over the January-September 2012 period, year-
on-year. However, the decline in freight rates
had a marginally adverse impact on (mainly
sea) transport receipts, as it was largely offset
by the appreciation of the US dollar vis-à-vis
the euro over the period under review. It
should be noted that net transport receipts
increased by €445 million euro, or 8.9%, dur-
ing the reviewed period, on the back of lower
net transport payments. 

4.1.4 INCOME ACCOUNT BALANCE

During the January-September 2012 period,
the income account deficit narrowed to less
than one third of the 2011 income account
deficit. This reduction is a result of the
exchange of Greek government bonds under
the PSI, as the new bonds have lower face
value and bear lower interest rate. The decline
in interest payments is also accounted for by a
1.5% cut in interest rates, applied retroactively
on loans under the EU support mechanism. In
the light of the above, the decrease in the
income account deficit is projected to reach
about €4.5 billion in 2012, corresponding to
2%-2.5% of GDP.

4.1.5 CURRENT TRANSFERS BALANCE

In the January-September 2012 period, the
current transfers balance registered a surplus
of €1.6 billion, up by €933 million year-on-
year. This development is exclusively due to an
increase in general government net transfer
receipts (mainly from the EU),65 given that net
transfer receipts of sectors other than general
government (mainly emigrants’ remittances)
registered a slight decrease. 

4.1.5.Α THE MEDIUM-TERM PROSPECTS OF CUR-
RENT TRANSFERS

In the medium run, transfers to Greece under
CAP are still significant. Income support is
reduced by around 3% per annum in nominal

terms, amounting to around €2.0 billion per
year; 70% of these funds will be granted auto-
matically and 30% by complying with strict
environmental conditions. Income support
will now be internally allocated on the basis
of the regional model, according to which
Member States get to choose the support cri-
teria. In the current juncture, it is required to
place emphasis on the growth contribution of
Community resources under CAP and to
exploit complementarity between CAP and
structural funds’ resources.

4.2 CAPITAL TRANSFERS BALANCE

In the January-September 2012 period, the sur-
plus of the capital transfers balance66 stood at€1.6 billion, against €1.2 billion in the corre-
sponding period of 2011.

In the context of the NSRF, by the end of Sep-
tember 2012, approximately €9.0 billion had
been absorbed from structural funds, including
advance payments. As a result, the absorption
rate was close to 45%67 of total Community
funding for 2007-2013, i.e. slightly over the cor-
responding EU-2768 average, which means that
Greece has achieved the absorption target on
the basis of the so-called “n+3 rule” set by the
European Commission. However, the target
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6644 Dry bulk carriers suffered most, given that the Baltic Dry Index
recorded a decrease of 36%. By contrast, the Baltic Dirty Tanker
Index fell by just 6%. 

6655 Current transfers from the EU mainly include direct financial assis-
tance and subsidies under the Common Agricultural Policy (CAP),
as well as receipts from the European Social Fund (ESF), while cur-
rent transfers to the EU mainly include Greece’s contributions
(payments) to the Community Budget. The bulk of total funds per
annum allocated under CAP are absorbed according to the rele-
vant procedures during the first two months of each year. In Jan-
uary-September 2012, general government receipts include €349.1
million that concern the interest collected after the implementa-
tion of Eurogroup’s decision of 21 February 2012.

6666 Capital transfers from the EU mainly include receipts from the
Structural Funds (not including the European Social Fund) and the
Cohesion Fund under the Community Support Frameworks (CSFs)
and the National Strategic Reference Framework (NSRF). 

6677 The operational programmes “Competitiveness and Entrepre-
neurship”, “Accessibility Improvement” and “Human Resource
Development” recorded the highest absorption rates, while the
operational programmes “National Contingency Reserve”, “Pub-
lic Administration Reform” and “Digital Convergence” recorded
the lowest. See Ministry of Development, Competitiveness, Infra-
structure, Transport and Networks, Special Secretariat NSRF,
Monitoring Information System Office, September 2012.

6688 See statements by the Minister of Development, Competitiveness,
Infrastructure, Transport and Networks and by Commissioner of
Regional Development, J. Hahn, 12 July 2012. 

KEF.3:������ 1  10-01-14  08:43  ������ 108



provided for in the Memorandum of Under-
standing is higher, at €3.73 billion for 2012. The
fact that only €730 million had been absorbed
in the first half of the year against the six-month
target of €1.2 billion, partly due to the two elec-
tions, will challenge the achievement of the
annual target.69 In addition, some of the meas-
ures relating to the general regulatory and
organisational framework to eliminate bureau-
cratic procedures in the implementation of the
NSRF have not been implemented.70

In January-September 2012, the combined cur-
rent and capital transfers balance reached €3.2
billion, against €1.8 billion in the correspon-
ding period of 2011. Total net EU fund trans-
fers (current transfers plus capital transfers less
payments to the Community budget) came to€3.3 billion, compared with €2.1 billion in the
corresponding period of 2011. As the reform
of CAP will be implemented from 2014
onwards, direct financial assistance and subsi-
dies under CAP will remain broadly unchanged
until 2013 (almost €2.2 billion per annum).
Consequently, annual net current transfers
from the EU are estimated at €770 million,
while annual capital transfers from the EU are
estimated at €3.8 billion in 2012-2013 and at€3.3 billion in 2014, from €2.8 billion in 2011.
Total net EU fund transfers in 2012 and 2013
will reach approximately €4.5 billion per
annum on a cash basis and €3.8 billion in 2014,
compared with €3.6 billion in 2011 (Bank of
Greece estimates, September 2012). 

4.2.Α THE MEDIUM-TERM OUTLOOK FOR THE UTIL-
ISATION OF COMMUNITY FUNDS: RECENT
DEVELOPMENTS AND POLICY SUGGESTIONS

Community funds have gained particular sig-
nificance as a tool for economic growth, espe-
cially now that available national resources
have shrunk, due to the serious fiscal diffi-
culties. It is well known that the absorption
of funds does not necessarily coincide with
the maximisation of the growth benefits of
projects and programmes. In order to max-
imise the growth benefits, it is necessary, inter
alia: (a) to take into account the economic

and social impact of the recession and of the
fiscal and structural adjustment measures, (b)
to implement projects and programmes that
can be combined, in order to achieve the
greatest possible multiplier effect, and (c) to
identify and fully exploit the synergies
between Community funds and structural
actions provided for in the Memorandum.

To ensure a faster absorption and more effec-
tive utilisation of funds under the NSRF, the
European Commission and the Greek
authorities have ratified the decision to raise
to 95% the Community co-financing rate for
projects and programmes under the NSRF,
with corresponding advance disbursement of
Community funds. 

In addition, the role of the European Invest-
ment Bank (EIB) has been enhanced with
measures such as the activation of the agree-
ment signed with the EIB in March 2012 for
the establishment of a Guarantee Fund for
SMEs and the creation of a Risk Sharing
Instrument for Infrastructure and Productive
Investment Projects with the guarantee of
funds under NSRF and leverage by the EIB,
as well as the support provided by the EIB for
the completion of motorways constructed in
the context of concession contracts, for the
Greek privatisation programme, for the
implementation of PPP projects, for the
financing of foreign investment in Greece
and for the promotion of projects in sectors
of crucial importance, such as energy and
waste management. 

Besides: (a) discussions were initiated with
the European Investment Fund, member of
the EIB group, on the creation of a new pro-
gramme to finance small and medium enter-
prises to import raw material from abroad
(trade finance), (b) the EU-EIB Project Bond
Initiative has entered its final phase; it aims
at providing credit enhancement to infra-
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6699 See statements by the Minister of Development, Competitiveness,
Infrastructure, Transport and Networks, 11 October 2012. 

7700 See European Commission, One year of Task Force for Greece,
Brussels, 15 October 2012. 
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structure projects so that they can attract pri-
vate finance (the initiative will be imple-
mented in cooperation with the EIB,
through financing from the Community
budget71), (c) negotiations have started with
the European partners for the creation of a
new Hellenic Investment Fund supported
also by EU resources (structural funds, Euro-
pean financial institutions). 

Other steps that could considerably con-
tribute to growth concern the implementation
of the law on public-private partnerships
(PPPs) and of the investment law (3908/11),
the effective use of EU initiatives JEREMIE,
JESSICA, etc. (in which the private sector is
also involved), the functioning of the Hellenic
Fund for Entrepreneurship and Development
(ETEAN)72 and the activation of the opera-
tional programme “National Contingency
Reserve”, co-financed by the European
Social Fund.

Finally, the approved review of NSRF oper-
ational programmes within November 2012,
the prioritisation of projects on the basis of
their “value added” to growth and employ-
ment, the implementation of measures sim-
plifying the NSRF management system, and
the provision of technical assistance of the
special EU group (EU Task Force for
Greece) are expected to contribute to a bet-
ter management of Community resources. 

As regards the outlook and the utilisation of
Community funds in the medium term, in
accordance with the European Commission
proposals on the EU budget for 2014-2020
(June 2011),73 total transfers of Community
funds to Greece will be reduced and will be
subject to a completely different conditional-
ity. More specifically, given that the cohesion
policy will focus on the less developed regions
and Member States of the EU, Greece is
expected to receive €12 to €13 billion from
the structural funds, compared with €20.4 bil-
lion for the period 2007-2013. Therefore, as
mentioned in a study commissioned by the
Bank of Greece to ELIAMEP, which was pre-

sented on 29 October, it is necessary to sup-
port an effective negotiating strategy as
regards the level and the best possible utili-
sation of Community funds to Greece.74

Besides, since the level of Community fund-
ing from structural funds will depend on the
new classification of EU regions, Greece is
pressing in favour of the use of the most recent
statistical data for calculating per capita GDP
and Gross National Income (GNI), so as to
take into account the effect of the recession.75
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7711 See Regulation (EU) No 670/2012 of 11 July 2012, Official Jour-
nal of the European Union L 204/1, 31.7.2012, and EIB, European
Commission – EIB Press Release, Brussels, 7 November 2012. For
more information, see European Commission, (http://ec.europa.eu/
economy_finance/financial_operations/investment/europe_2020/in
dex_en.htm).

7722 Three out of the five actions of the ETEAN’s Fund are already
available to enterprises. These three actions are expected to inject
into the market loans amounting to €510 million (see Ministry of
Development, Competitiveness and Shipping, announcement of 1
February 2012). The upcoming actions are “Youth Entrepre-
neurship” and “General Entrepreneurship”, totalling €390 million.
In order to further enhance firms’ liquidity, the Ministry of Devel-
opment, Competitiveness, Infrastructure, Transport and Networks
is considering the possibility to also finance firms’ working capi-
tal through ETEAN. Finally, in September 2012, ETEAN signed
a cooperation agreement with a Greek bank for the new pro-
gramme “Provision of guarantee for issuing letters of guarantee in
favour of micro, small and medium-sized enterprises”. The Min-
istry of Development, Competitiveness, Infrastructure, Transport
and Networks is promoting a law which facilitates ETEAN to man-
age various procedural difficulties, so that favourable conditions
can be created for directly injecting around €1 billion into the real
economy (see statements by the Minister of Development, Com-
petitiveness, Infrastructure, Transport and Networks, 11 October
2012). 

7733 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” – PARTΙ II: Policy fiches, COM (2011) 500 final,
29 June 2011, and European Commission, Commission Staff Work-
ing Paper, SEC (2011) 868 final, 29 June 2011. The European Com-
mission has already approved the general legislative framework and
the individual regulations for EU funds, aiming at their adoption
by the end of 2012 (see European Commission, Press Release
IP/11/1159, 6 October 2011). The Multiannual Financial Frame-
work 2014-2020 was on the agenda of the European Council meet-
ing on 22 November 2012. 

7744 Unpublished study by ELIAMEP, “Assessment of the impact of poli-
cies funded by the EU budget on the course of the Greek economy”,
Part B, Proposals for the programming period 2014-2020, July 2012. 

7755 On the basis of statistical data for the period 2007-2009 for calculating
per capita GDP with regard to financing from the European Regional
Development Fund (ERDF) and the European Social Fund (ESF),
and the period 2008-2010 for calculating the country’s GNI  with
regard to financing from the Cohesion Fund, as proposed by the
European Commission, Greece will have five “less developed”
regions, six regions “in transition” and two “more developed” regions.
This will result in considerable changes in the overall level of Com-
munity financing by the ERDF and the ESF, while the country will
cease to be eligible for aid from the Cohesion Fund. Nevertheless,
it might receive some aid from the Cohesion Fund on a transitional
and ad hoc basis. The possible loss of resources is, to a large extent,
attributed to the fact that Attica ―the definitely most populated
region in the country― is now classified under the “more developed
regions”. Apparently, the overall loss of resources will be even greater
in case Greece does not receive aid from the Cohesion Fund.
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In addition, extending the possibility to
finance infrastructure projects in regions other
than the “less developed” would serve Greek
interests, as would the greater flexibility in
choosing the infrastructure projects financed
by the Cohesion Fund. Finally, the proposal
to increase the rate of Community co-financ-
ing on the total cost of projects and pro-
grammes should be supported.76

5 FINANCIAL ACCOUNT BALANCE

In January-September 2012, the financial
account balance showed a net inflow of €3.3 bil-
lion, compared with €14.8 billion in January-
September 2011. Specifically, a net inflow was
recorded mainly under “other” investment
(€77.3 billion) and ―to a much lesser extent―
direct investment (€2.0 billion), while portfolio
investment showed a net outflow of €76.0 billion. 

Non-residents’ direct investment in Greece
recorded a net inflow of €1.8 billion (against
an outflow of €727 million in 2011). The main
inflow under this category concerned the par-
ticipation of Crédit Agricole (France) in the
capital increase of Emporiki Bank.77 In the first
three months of 2012, as well as in May,
August and September, foreign direct invest-
ment (FDI) in Greece recorded negative rein-
vested earnings (i.e. losses instead of profits on
the balance sheets of direct investors in
Greece). 

Low FDI in Greece can be attributed to an
unstable macroeconomic environment, inade-
quate infrastructure, labour market rigidities
and a lack of trust of prospective investors in
the domestic financial system and public insti-
tutions (due to corruption and time-consum-
ing red tape, delays in litigation, and other fac-
tors that limit public sector productivity).78

During the period under review, residents’
direct investment abroad79 showed an inflow
(disinvestment) of €185 million, against an
outflow of €1.2 billion in the respective period
of 2011. 

Under portfolio investment, the first nine
months of 2012 saw a net outflow of €76.0 bil-
lion (compared with €16.9 billion in the first
months of 2011). In more detail, outflows were
recorded due to (a) a €38.8 billion increase in
residents’ holdings of bonds and Treasury bills
issued by non-residents (including EFSF
bonds); (b) a €36.2 billion decline in non-res-
idents’ holdings of bonds and Treasury bills
issued by residents; (c) a €719 million increase
in residents’ investment in foreign derivatives;
(d) a €102 million rise in residents’ holdings of
foreign shares; and (e) a €149 million drop in
non-residents’ holdings of Greek shares.

Under “other” investment, a net inflow of€77.3 billion was recorded (compared with€33.8 billion in the respective period of 2011),
mainly due to net general government bor-
rowing of €75.1 billion, which corresponds to
gross borrowing of €75.6 billion from the
EFSF and the IMF. There was also an inflow
as a result of a €13.7 billion decrease in resi-
dent credit institutions’ and institutional
investors’ foreign deposits and repo holdings.
These developments were partly offset by a
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7766 According to the Commission’s proposals, Community co-financ-
ing rates are from 75% to 85% for the less developed regions, 60%
for regions in transition and 50% for the more developed regions.
Especially for countries receiving financial assistance, the Com-
mission proposes an increase of 10% in the respective rate. 

7777 This development reflects the following inflows: (a) €2.3 billion
for the participation of Crédit Agricole (France) in the capital
increase of Emporiki Bank; (b) €213 million as a capital endow-
ment to RBS NB by the parent company RBS NB (Netherlands);
(c) €164 million for the participation of Pfizer (Luxembourg) in
the capital increase of its affiliated company Pfizer Hellas SA; (d)€150 million for the participation of Delhaize Le Lion SA (Bel-
gium) in the capital increase of its affiliated company AB Vas-
silopoulos SA; (e) €114 million for the participation of the Ger-
man majority shareholder in the capital increase of Siemens SA
Electrotechnical Projects and Products; (f) €47 million for the
participation of the Cypriot company TBG Cyprus Holdings Lim-
ited in the capital increase of Pepsico-IVI SA; (g) €43 million for
the participation of the Dutch majority shareholder in the capi-
tal increase of Siemens Healthcare Diagnostics SA; (h) €30 mil-
lion for the capital increase of Abbott Laboratories Hellas SA by
the parent company Abbott Investments SARL (Luxembourg);
and (i) €25 million for the capital increase of AbbVie Pharma-
ceuticals SA by the parent company AbbVie Investments SARL
(Luxembourg).

7788 All these issues have repeatedly been stressed by the Bank of
Greece in several reports, as well as by international organisations. 

7799 The most important transaction concerned an inflow of €460 mil-
lion from the sale (disinvestment) of Eurobank’s subsidiary in
Poland EFG Eurobank Ergasias SA Spolka Akcyjna Oddzial w
Polsce to Austrian Raiffeisen Bank International AG. Besides, an
outflow of €70 million was recorded for the participation of the par-
ent company Jumbo SA in the capital increase of its subsidiary
Jumbo ECB (Bulgaria). 
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€11.9 billion decrease (outflow) in non-resi-
dents’ deposits and repo holdings in Greece. 

At end-September 2012, Greece’s reserve
assets stood at €5.9 billion.
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1 REVIEW OF FISCAL DEVELOPMENTS

1.1 INTRODUCTION1

Fiscal consolidation in the last few years, still
in full swing, has resulted in substantial
progress as regards narrowing the fiscal
deficits, but not without taking a toll on eco-
nomic activity. Specifically, the general gov-
ernment deficit on a national accounts basis
decreased from 15.6% of GDP in 2009 to 9.4%
in 2011, while further considerable decrease is
projected for the current year: down to 6.6%
of GDP according to the Introductory Report
to the 2013 Budget, or to 6.8% of GDP accord-
ing to the European Commission.2 More
impressive yet is the reduction of the primary
deficit, which narrowed from 10.5% of GDP
(or €24.1 billion) in 2009 to 2.3% of GDP (or€4.8 billion) in 2011, and is expected to shrink
further this year, to 1.2% of GDP according to
the Introductory Report to the 2013 Budget.

Taking into consideration that fiscal efforts
are carried out amidst profound economic
recession, it becomes evident that the
improvement of the cyclically adjusted pri-
mary balance is even greater. AAccccoorrddiinngg  ttoo
BBaannkk  ooff  GGrreeeeccee  eessttiimmaatteess,,  tthhee  ccyycclliiccaallllyy  aaddjjuusstteedd
pprriimmaarryy  ddeeffiicciitt hhaass  nnaarrrroowweedd  ffrroomm  aarroouunndd
1144..00%%  ooff  ppootteennttiiaall  GGDDPP  iinn  22000099  ttoo  22..55%%  ooff
ppootteennttiiaall  GGDDPP  iinn  22001111,,  wwhhiillee  aa  ssmmaallll  ccyycclliiccaallllyy
aaddjjuusstteedd  pprriimmaarryy  ssuurrpplluuss  iiss  pprroojjeecctteedd  ttoo  bbee
rreeccoorrddeedd  iinn  22001122. In the same vein, the respec-
tive IMF estimates3 expect Greece to improve
its cyclically adjusted primary balance by
roughly 13.2% of potential GDP in 2010-2012,
something that no other developed country
has ever achieved before. Over the same
period, Portugal, Spain and Ireland are antic-
ipated to improve their cyclically adjusted pri-
mary balances by 8.5%, 6.9% and 6.8% of
potential GDP, respectively. Furthermore,
according to a recent Central Bank of Ireland
study,4 Greece has made a greater fiscal effort
than other countries with comparable prob-
lems (Ireland, Portugal, Cyprus and Spain).
Specifically, it is calculated that in 2010-2011
the measures taken border on 20% of GDP

and are estimated to cumulatively reach 40%
of GDP by the end of 2014.

It should be emphasised that the fiscal con-
solidation measures would be even more effec-
tive had the economy not been in deep and
prolonged recession, which started in 2008 and
then aggravated by fiscal consolidation itself
and the deteriorating financial conditions.
More specifically, debt-to-GDP ratio reduction
has been delayed mainly due to the declining
GDP (“snowball effect”).5 Indicatively, had
nominal GDP remained at 2008 levels, the esti-
mated debt-to-GDP ratio for 2012 would have
been approximately 30 percentage points
lower.

Fiscal consolidation continued on a good path
in 2012, despite the valuable time lost due to
the two general elections of May and June.
Specifically, according to the available data on
a cash basis6 for the period from January to
September 2012, the general government
deficit is estimated at 5.0% of GDP (€9,689
million), compared with 9.0% of GDP
(€18,744 million) one year before. The same
period saw a primary surplus of 0.6% of GDP,
against a primary deficit of 2.0% of GDP in the
respective period of 2011. Year-on-year, the
balances of the state budget and the social
security funds have improved, whereas the sur-
pluses of local government and legal entities
have narrowed.

In the first ten months of 2012 the state budget
recorded a deficit of 6.3% of GDP (€12,259
million), against 10.1% of GDP (€21,086 mil-
lion) in the respective period of 2011 (see
Table IV.1). This large year-on-year reduction
of the state budget deficit stemmed by 85.6%
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11 This chapter takes account of data and information published up
to 21 November 2012.

22 European Commission, European Economic Forecast, Autumn
2012, p. 66.

33 See IMF, Fiscal Monitor, April 2012, Statistical Table 4.
44 Weymes, L. (2012), “Fiscal Consolidation – Does it deliver?”, Cen-

tral Bank of Ireland, Economic Letters Series, No. 7, p. 5.
55 For more information, see Box IV.1.
66 Cash data collected by the State General Accounting Office. They

include expenditure for interest accruals (amounting to €4.751 mil-
lion) paid in March 2012 under the government debt restructur-
ing programme.
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from the ordinary budget and by 14.4% from
the public investment budget.

In parallel, the state budget primary deficit
narrowed to 0.6% of GDP (€1,140 million) in
the same ten-month period, against 2.8%
(€5,860 million) in the respective period of
2011 and a revised annual primary deficit tar-
get of €4,577 million in 2012 (according to the
Introductory Report to the 2013 Budget).

1.2 FISCAL DEVELOPMENTS IN JANUARY-OCTOBER
2012 BASED ON ADMINISTRATIVE DATA

The major characteristic of budget execution
in the period from January to October 2012
was the large containment of spending, and
mainly of ordinary budget primary expendi-
ture. Thanks to this particularly positive devel-
opment, the ordinary budget deficit in the ten-
month period narrowed by €7,560 million or
3.9 percentage points of GDP, compared with
the respective deficit in 2011 (see Table ΙV.1).
In the same period, the ordinary budget pri-
mary deficit also narrowed, by roughly 1.6 per-
centage points of GDP. Although primary
expenditure was curtailed partly by delaying
the settlement of certain government liabilities
―as evidenced by an increase of €1,566 mil-
lion in general government arrears in the first
nine months of the year― substantial con-
tainment was nevertheless achieved, since the
reduction of ordinary budget primary expen-
diture was far greater, amounting to €3,542
million.

Unlike expenditure, the ordinary budget rev-
enue up to end-July fell considerably short of
both the targets set and last year’s respective
figures. However, for reasons discussed further
below, from August onwards revenue recov-
ered to a great extent, without however fully
offsetting as yet the shortfall recorded in the
first seven months of the year.

OOrrddiinnaarryy  BBuuddggeett  RReevveennuuee

Throughout most of the ten-month period, the
performance of revenue (before tax refunds)

was the major problem in budget execution.
However, improved revenue in the three-
month period from August to October reduced
considerably the shortfall recorded until end-
July (-7.0% compared with the respective
receipts of 2011). Thus, in the ten-month
period the fall in revenue was contained at
3.7%. Improved receipts in the three-month
period from August to October (on average
+3.7%) resulted mainly from the payment of
the first instalments (or in some cases of the
entire amount) of personal income tax and the
special tax on real estate (EETIDE). 

According to the detailed data available for the
ten-month period, direct tax revenue rose by
9.0% year-on-year, overshooting the revised
annual target for an increase of 2.6%; in
absolute terms, it stood at €17,253 million.
This development is associated with: (i) 20.6%
higher receipts from personal income tax, due
to the reduced tax-free threshold and the col-
lection of the extraordinary solidarity contri-
bution applied to incomes earned in 2011 and
2012, as well as to other measures, and (ii) the
considerable revenue (amounting to roughly€2.0 billion, collected mainly during the first
months of the year) from the extraordinary
special tax on real estate, charged through the
Public Power Corporation invoices. In con-
trast, revenue from corporate income tax fell
in the ten-month period by 38.8%, due to the
losses recorded in several enterprises in 2011
and the liquidity shortage.

Revenue from indirect taxation in the ten-
month period dropped by 9.1% against the
previous year and falls short of the annual tar-
get for a 8.5% drop. VAT receipts fell by
11.1%, reflecting the downturn in economic
activity, the upsurge in tax evasion (since gen-
eral elections usually lead to sluggish tax col-
lections), as well as the liquidity shortage.
Reductions, compared with the previous year,
are also recorded in receipts from taxes on
tobacco (-12.7%), liquid fuels (-3.7%) and
alcohol (-14.9%), as well as from other indirect
taxes such as the real estate transfer tax 
(-23.4%) and car registration fees (-52.7%).
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Finally, compared with the respective receipts
of 2011, both non-tax revenue (-29.9%) and
“non-ordinary revenue” (-2.6%) were
reduced.

Lower revenue from indirect taxation com-
pared with the respective period of 2011 and
its deviation from the annual target are asso-
ciated with: (i) further subdued economic
activity, which leads to considerable shortfalls
of VAT and corporate income tax receipts, (ii)
tax evasion, intensified due to higher tax rates
and liquidity shortages (although also observed
in tourist areas with much lower liquidity short-
age), and (iii) sluggish tax collections due to
the two general elections held.

OOrrddiinnaarryy  BBuuddggeett  EExxppeennddiittuurree

As mentioned above, the major characteristic
of budget execution in the first ten months of
2012 was the containment of expenditure,
despite the two general elections held. Obvi-
ously, this also implies an effort to offset the
shortfall of ordinary budget revenue relative to
the initial targets.

Specifically, ordinary budget expenditure in
the ten-month period was 13.2% lower, con-
tained at €50,759 million, against €58,458 mil-
lion in the respective period of 2011. This per-
formance overshoots the 2012 target for an
(annual) 11.8% cut on expenditure. The
improvement stemmed mainly from ordinary
budget primary expenditure, which recorded a
larger reduction (-8.5%) than the annual tar-
get for a 7.7% decrease. It should be noted,
however, that around 44.2% of the contained
ordinary budget primary expenditure is
accounted for by an increase of €1,566 million
in general government arrears and may be
reversed in the remaining months of the year.

Interest payments in the ten-month period
have decreased by 27.0% year-on-year. Since
a large part of such expenditure (€4,751 mil-
lion) was paid in advance in February under
the government debt restructuring pro-
gramme, the rate of change in interest pay-

ments slows down as we come closer to the end
of the year and is estimated to stand at levels
that are in line with the annual target (-28.2%).

As regards ordinary budget primary expendi-
ture, 35.1% of the containment is accounted
for by lower wage and pension outlays, which
in the ten-month period fell by 6.9% com-
pared with the previous year. This develop-
ment also overshoots the annual target for a
5.4% decrease. The reduction is mainly asso-
ciated with payroll outlays, as pension outlays
have dropped by 0.8%, in line with the annual
target.

Social security, healthcare and protection
costs, albeit 6.9% lower compared with 2011,
fall short of the annual target for a 8.5%
decrease. This development reflects increased
subsidies to social security funds ―which have
already absorbed 91.0% of the annual
grants― due to deeper-than-anticipated
recession, higher unemployment and lower
employee earnings (i.e. factors that have led to
lower contribution revenue for social security
funds). Finally, operating costs appear con-
tained (-2.1%) compared with the previous
year and overshoot the annual target for a
1.9% increase.

PPuubblliicc  IInnvveessttmmeenntt  BBuuddggeett

The contained state budget deficit in the ten-
month period is by 14.4% attributable to the
public investment budget. This development is
associated with 40.1% higher revenue (mainly
receipts from the EU Funds) and 13.4% lower
expenditure under the public investment
budget compared with the previous year (see
Table IV.1).

Accelerated receipts are a particularly positive
development, as (in addition to narrowing the
deficit) they help address the economy’s liq-
uidity problem. However, lower disbursements,
as well as  the ongoing general decline in
investment expenditure since 2009, aggravate
recession and delay the absorption of NSRF
funds, a large part of which risks being lost if
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not absorbed by 2015. A much faster NSRF
fund absorption rate will bring multiple bene-
fits in respect to enhancing liquidity and reviv-
ing the Greek economy.

1.3 FISCAL DEVELOPMENTS IN JANUARY-OCTOBER
2012 BASED ON CASH DATA

The positive course of budget execution in
2012 is also confirmed by the cash data for the
first ten months of the year. Specifically, the
state budget deficit was contained at €6,840
million or 3.5% of GDP, against 9.5% of GDP
in the respective period of 2011 (see Table
IV.2 and Chart IV.1). This sizeable deficit
reduction is partly associated with the cash
recording method applied to the accrued inter-
est paid in February under the government
debt reduction programme.7 However, even
taking these interest accruals into account, the
deficit in the ten-month period does not exceed
6.0% of GDP (against 9.5% in the respective
period of 2011).

Moreover, the primary deficit was contained at
0.2% of GDP, compared with a respective
deficit of 2.2% in 2011. This positive develop-
ment is attributable to lower primary expen-
diture and improved revenue under the ordi-
nary budget, whereas the change in other
accounts held with the Bank of Greece was
negative due to the payment of €901 million
for the country’s ESM participation.

1.4 2013 BUDGET

According to the Introductory Report to the
2013 Budget, submitted to Parliament on 31
October 2012, the general government deficit
(under ESA 95) should stand at €12,882 mil-
lion or 6.6% of GDP in 2012, compared with
the  February 2012 Supplementary Budget tar-
get amounting to €13,732 million or 6.7% of
GDP. The general government primary
deficit should stand at €2,396 million or 1.2%
of GDP.

For 2013, the general government deficit
(under ESA 95) is forecast at €9,442 million or

5.2% of GDP, while the European Commis-
sion expects a deficit of 5.5% of GDP.8 More-
over, a primary surplus of €748 million or 0.4%
of GDP is projected for 2013. In other words,
the general government primary balance is
expected to improve by roughly 1.6% of GDP
in 2013.

To attain the above targets for 2013, additional
measures have to be taken, totalling €10,983
million with a net effect of €9,374.1 million or
5.1% of GDP, which ―according to the
MTFS― are estimated to reduce nominal
GDP by roughly 3.5% in 2013. Around 82% of
the interventions will come from the expendi-
ture side; of these, 47.8% relate to the State
Budget and 47.2% to social security funds and
hospitals, whereas interventions regarding
local government (2.0%), public enterprises
and organisations (1.9%) and legal entities
(0.9%) will be considerably lower.
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77 Cash data do not include the payment of interest accruals amount-
ing to roughly €4,751 million (around 2.4% of GDP), since this was
made in EFSF bonds and not in cash.

88 European Commission, European Economic Forecast, Autumn
2012, p. 66.
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As a result of the above interventions, total
expenditure under the ordinary budget is pro-
jected to stand at €55,802 million, down by€6,053 million or 9.8% compared with the
respective estimates for 2012. Ordinary
budget primary expenditure is projected to
stand contained at €44,650 million, down by€2,936 million or 6.2% compared with the
respective estimates for 2012. Despite the
interventions aimed at rationalising the tax
system, tax revenue is expected to decrease by
4.3% in 2013 on account of continued reces-
sion and a projected 4.5% decline in real
GDP.

General government debt is estimated to
decrease in 2012 by €15 billion and stand at€340.6 billion at the end of the year, from€355.7 billion in 2011. Continuing recession,
however, is estimated to push the debt-to-GDP
ratio up, from 170.6% in 2011 to 175.6% in
2012. In 2013, government debt is projected to
reach €346.2 billion or 189.1% of GDP. In
2013, privatisation proceeds are estimated to
stand at €2,586 million.

According to the Introductory Report to the
2013 Budget, all general government arrears
are expected to be paid in full in 2012-2013, as
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Table ΙV.2 State budget deficit on a cash basis1,2

(million euro) 

State budget  23,396 23,144 20,618 19,781 6,840

% of GDP  10.5 11.1 9.3 9.5 3.5

―Ordinary budget3 18,3334 20,0825 16,016 17,9206 6,2267

―Public investment budget   5,063 3,062 4,602 1,861 614

Year January-October

2010 2011 2010 2011 2012*

Source: Bank of Greece. 
* Provisional data. 
1 As shown by the respective accounts with the Bank of Greece and other credit institutions. Figures may not add up due to rounding. 
2 Excluding movements in the OPEKEPE (Payment and Control Agency for Guidance and Guarantee Community Aid) account. 
3 Including changes in Greek state accounts held with the Bank of Greece, excluding account No. 200 “Greek State–Receipts and payments”. 
4 Including expenditure of: a) €297.9 million (bond issue reopening) for the payment of past government debt to the Social Insurance Insti-
tute (IKA); and b) €714.7 million (bond issuance) for the payment of Greek government debt to the Hellenic Petroleum SA (ELPE), EGNA-
TIA MOTORWAY SA, and the Agricultural Bank of Greece, but excluding expenditure of: a) €849.2 million (bond issue reopening) for the
payment of public hospitals’ arrears pursuant to Article 27 of Law 3867/2010, which burdens the 2010 debt; and b) €424.3 million (bond issuance)
for the settlement of financial obligations to the Hellenic Agricultural Insurance Organisation (ELGA), a replacement of a previous loan with
the same terms. Also, excluding expenditure of €1,500 million for the paying-up of the capital of the Hellenic Financial Stability Fund. 
5 Not including revenue of: a) €675 million from the sale of preference shares of the Agricultural Bank of Greece by the Greek State; and b)€250 million from the Deposits & Loans Fund due to the reduction of its reserves. By contrast, including privatisation proceeds of €1,548.3
million, but excluding expenditure of:  a) €4,011 million (bond issue reopening) for the payment of public hospitals’ arrears pursuant to Arti-
cle 27 of Law 3867/2010, which burdens the 2011 debt; b) €350 million (bond issuance) for the settlement of financial obligations of the Hel-
lenic Agricultural Insurance Organisation (ELGA), a replacement of a previous loan with the same terms; and c) €140.2 million (bond issuance)
for covering the State’s debt to the former employees of Olympic Airlines that were laid off. Also, not including expenditure of €1,551.8 mil-
lion for the participation of the Greek State to capital increases, of which €1,434.5 million relate to the capital increase of the Agricultural Bank
of Greece as well as to the proceeds from a bond issue reopening (€1,380 million) paid for the purchase by the Greek State of preference shares
of the National Bank of Greece and Piraeus Bank. 
6 Including proceeds of €391.4 million from the sale of OTE shares, but not including revenue of: a) €675 million from the sale of preference
shares of the Agricultural Bank of Greece by the Greek State; and b) €250 million from the Deposits & Loans Fund due to the reduction of
its reserves, but excluding expenditure of: a) €4,011.5 million (bond issue reopening) for the payment of public hospitals’ arrears pursuant to
Article 27 of Law 3867/2010, which burdens the 2011 debt; b) €350 million (bond issuance) for the settlement of financial obligations of the
Hellenic Agricultural Insurance Organisation (ELGA), a replacement of a previous loan with the same terms; and c) €140.2 million (bond issuance)
for covering the State’s debt to the former employees of Olympic Airlines that were laid off. Also, excluding expenditure of €1,227 million for
the participation of the Greek State to capital increases, of which €1,144.5 million relate to the capital increase of the Agricultural Bank of
Greece. 
7 Excluding expenditure of €9.9 million (bond issuance) for covering the State’s debt to the Jewish Community of Thessaloniki, as well as €65
million for the participation of the Greek State in capital increases (Horse Racing Organisation of Greece (ODIE), Hellenic Vehicle Industry
(ELVO), Hellenic Defence Systems SA, etc.). Also, not including €4,751 million for accrued interest on PSI bonds paid in the form of EFSF
notes. Including income of €280.1 million from ANFA holdings of Greek government bonds of euro area NCBs, as well as expenditure of €901.3
million relating to Greece’s participation in the European Stability Mechanism (ESM). 
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provided for under the Economic Adjustment
Programme.

Attaining the fiscal targets included in the
Introductory Report to the 2013 Budget will be
a fundamental step for the country towards
tidying up its public finances, restoring its cred-
ibility, and exiting the debt crisis.

1.5 MEDIUM-TERM FISCAL STRATEGY FRAMEWORK
2013-2016

On 31 October 2012, the government released
the bill on the “Medium-Term Fiscal Strategy
Framework 2013-2016” (MTFS 2013-2016),
the main objective of which is the achievement
of primary surpluses. The first step is to be
taken in 2013, while a general government pri-
mary surplus amounting to 4.5% of GDP is
projected for 2016, thus revising the target of
the Second Economic Adjustment Pro-
gramme for the attainment of a primary sur-
plus of 4.5% of GDP in 2014.

On 7 November 2012 the Parliament passed
the omnibus law 4093/2012 on the “Approval
of the Medium-Term Fiscal Strategy Plan
2013-2016 – Urgent implementation measures
of Law 4046/2012 and the Medium-Term Fis-
cal Strategy Framework 2013-2016”. This
omnibus law incorporates the MTFS 2013-
2016, as well as important interventions to sup-
port fiscal consolidation, including a further
sizeable reduction of pensions and social
expenditure, lower wage outlays through the
abolition of holiday and vacation benefits and
the reduction of public sector “special pay-
scales”, contained pharmaceutical expenditure,
amendments to several tax provisions, and the
establishment of the position of General Sec-
retary of Public Revenue. Moreover, it
includes important provisions for further
increasing labour market flexibility and open-
ing up “closed” professions.

According to the MTFS estimates, the general
government deficit will stand at €13,537 mil-
lion or 7.0% of GDP in 2012,9 €10,047 million
or 5.5% of GDP in 2013, and €6,324 million or

3.2% of GDP in 2016. The general government
primary balance, from a deficit of 1.5% of
GDP in 2012, will stand at 0.0% of GDP in
2013, and then turn into a surplus amounting
to 1.5% of GDP in 2014, 3.0% of GDP in 2015,
and 4.5% of GDP in 2016. Fiscal consolidation
in 2013-2016 is to be frontloaded, relying on
interventions with a net effect of €14,244 mil-
lion. Of this amount, €9,374 million relate to
2013, €4,186 million to 2014, €529 million to
2013, and €155 million to 2016.

The package of measures introduced for the
period 2013-2016 includes the following (with
the respective estimated net effects in paren-
theses):

((11)) restructuring the public sector (€719 mil-
lion);

((22)) restructuring the local governments (€210
million);

((33)) lowering wage outlays (€1,497 million);

((44)) reducing pensions expenditure (€5,475 mil-
lion);

((55)) rationalising social transfers (€307 million);

((66)) rationalising healthcare spending (€1,113
million);

((77)) cutting defence expenditure (€406 million);

((88)) rationalising education expenditure (€133
million);

((99)) rationalising the operation of public enter-
prises and organisations (€495 million); and

((1100)) reforming the tax system (€3,890 million).

Monetary Policy
Interim Report   

2012 119

99 As is mentioned in the MTFS, ANFA profits, i.e. the amounts to
be given to Greece by national central banks for the Greek gov-
ernment securities held and not participating in the PSI, are not
taken into account in the calculations of the MTFS targets, but are
included in the Introductory Report to the 2013 Budget; as a result,
fiscal projections in the 2013 budget and the MTFS appear slightly
different.
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Thus, 38.4% of the interventions in 2013-2016
relate to the rationalisation of pension expen-
diture, and 27.3% to additional revenue from
the tax system reform. Moreover, 34.2% of all
interventions refer to the period 2014-2016,
with 19.4% of them relating to expenditure
cutbacks and 14.8% to increased revenue.

In addition, by implementation of the “1:5
rule”, in 2013-2016 the MTFS foresees the
retirement of 96,139 civil servants and the
respective hiring of 15,234, i.e. a net reduction
of 80,905 in the number of public sector
employees.

But as also mentioned in the MTFS, in order
to attain the targets for a general government
primary surplus amounting to 3.0% of GDP in
2015 and to 4.5% of GDP in 2016, further ―as
yet unspecified― interventions are required,
totalling €1,877 million in 2015 and €2,765
million in 2016.

In 2012-2016, real GDP is estimated to shrink
by 6.5% in 2012 and by 4.5% in 2013, before
its growth rate enters into positive territory
from 2014 onwards: 0.2% in 2014, 2.5% in
2015 and 3.5% in 2016. Moreover, the unem-
ployment rate (on a national accounts basis –
ESA) is estimated to stand at 22.4% in 2012
and to rise further to 22.8% in 2013, before
starting to gradually decline to stand at 17.1%
in 2016.

Stronger fiscal efforts and improved economic
activity will contribute to a gradual reduction
of the general government debt as a percent-
age of GDP from 2015 onwards. According to
the MTFS estimates, general government debt
is projected to stand at €363,400 million or
184.9% of GDP in 2016.

Government debt relief efforts will also be sup-
ported by a more realistic privatisation pro-
gramme. Specifically, expected proceeds for
the period 2013-2016 will cumulatively rise to€9,515 million, or analytically to €2,586 million
in 2013, €2,347 million in 2014, €1,141 million
in 2015, and €3,441 million in 2016.

It should be noted that, according to the esti-
mates included in the MTFS, without the addi-
tional measures for 2013-2016 mentioned
above (but taking into account the measures
legislated by April 2012), the general govern-
ment deficit (under ESA 95) would stand at
9.3% of GDP in 2013, at 9.6% of GDP in 2014,
and close to 11.5% of GDP in 2016. Based on
the same assumptions, the general government
primary balance would be a deficit of €8,642
million or 4.6% of GDP in 2016, i.e. there
would be a cumulative fiscal gap totalling €17.1
billion or 9.1% of GDP, compared to the tar-
get for a primary surplus amounting to 4.5% of
GDP in 2016. In addition, according to the
MTFS “baseline scenario”, without measures
real GDP would continually shrink up to 2016,
by 2.7% in 2013 and by 1.0% in each year of
the period 2014-2016, while unemployment
would also remain on a steadily upward path,
reaching 23.5% in 2016 (on a national accounts
basis). With the continuing downturn in eco-
nomic activity and the accumulation of deficits,
government debt would thus be rocketed to€411,900 million or 220.4% of GDP in 2016.

Therefore, according to the MTFS, imple-
menting the fiscal policy in order to achieve
primary surpluses at general government level
and taking measures for immediately reviving
the economy, such as expediting the absorption
rate of funds for NSRF projects, combined
with an accelerated implementation of struc-
tural reforms and the privatisation programme,
will contribute to the correction of the coun-
try’s fiscal and macroeconomic imbalances and
its getting back on track towards sustainable
growth.

2 FACTORS-INTERVENTIONS THAT MAY AFFECT
PERFORMANCE IN 2012 AND 2013

Carrying on with fiscal consolidation and struc-
tural reforms is necessary in order to create
investment opportunities that will support
potential growth. In parallel, demand-boosting
policy measures that facilitate economic recov-
ery are required. Furthermore, efforts must be
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continued to cut non-productive spending,
tackle tax and contribution evasion, and
broaden the tax base without tax rate hikes.

In the effort to put an end to squandering, the
law on the “Reduction of public expenditure,
regulation of issues of financial control and
other provisions” (Law 4081/2012) was passed
with a view to cutting operating costs (rents
paid by public sector entities), reducing the
expenditure for the operation of the country’s
political system and public administration, and
improving the effectiveness of fiscal audits.
Moreover, the Ministry of Administration
reform and e-Governance has announced the
merger or elimination of 21 public sector enti-
ties or groups of entities that currently number
213 legal persons (in public and private law)
across the country, leading to only 9 groups of
entities numbering 34 legal persons. Accord-
ing to the Ministry’s announcement, these
organisations employ in total 5,256 people. It
is expected that redundant staff members of
the merged or eliminated organisations will not
be dismissed, but transferred or reassigned to
other positions according to their qualifica-
tions and depending on public sector needs.
The fact that so far eliminations and mergers
of public sector entities have not delivered the
expected results calls for intensified efforts in
this direction.

In order to improve its spending control pol-
icy, the Greek government intervened on 18
November 2012 with a Legislative Content Act
reforming the framework that relates to the
obligations and responsibilities of general gov-
ernment entities managing public resources.
Specifically, this Legislative Content Act pro-
vides for:

((aa)) approving the budgets of all general gov-
ernment entities by 31 January each year;

((bb)) preparing monthly budget execution pro-
grammes;

((cc)) setting quarterly targets for the ministries
and the entities supervised by them;

((dd)) adopting timely corrective measures in case
of deviations from the targets that place budget
execution at risk;

((ee)) concluding programme agreements
between the Ministry of Finance and the other
ministries; and

((ff)) imposing sanctions in case of non-compli-
ance. Such sanctions include: (1) budget cuts
when deviations exceed 10% of the agreed tar-
gets and no correction measures are taken, and
(2) the appointment of an economic services
supervisor in entities with serious devia-
tions/non-compliance.

Moreover, it is necessary to carry on with the
interventions that are geared towards tackling
tax and contribution evasion, intensifying con-
trols and further strengthening and restruc-
turing the tax offices, based on a precise sched-
ule and clear quantifiable criteria. According
to a paper published by the University of
Chicago,10 it is estimated that in 2009 the self-
employed in Greece concealed in total at least€28 billion of taxable income. According to
this paper, the resulting loss in tax revenue is
estimated to amount to 31% of the deficit in
2009, and 48% of the deficit in 2008. Also, the
self-employed earn on average an income
almost two times higher (1.92:1) than the one
they declare. The highest tax evasion shares
seem to involve physicians, engineers, account-
ants, lawyers, financial consultants and private
tutors.

In order to tackle tax evasion, the government
took a legislative initiative in early September
(Law 4079/2012), expanding to all taxpayer
groups (wage-earners, pensioners, farmers,
rentiers) the indirect tax audit techniques
applied to businesses already since the begin-
ning of 2012.11 Thus, during the audits of even
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1100 Artavanis, A., A. Morse, M. Tsoutsoura, (2012), “Tax evasion
across industries: Soft credit evidence from Greece”, Chicago
Booth Research Paper No. 12-25, Fama-Miller Center for Research
in Finance, The University of Chicago, Booth School of Business,
25.6.2012.

1111 Law 4038/2012 on “Urgent measures implementing the medium-
term fiscal strategy framework 2012-2015”, Article 4.

KEF.4:������ 1  09-01-14  09:46  ������ 121



wage-earners and pensioners, taxable income
will not be determined based only on the
income reported by the taxpayer, but also by
checking bank deposits, analysing records of
consumer expenditure paid in cash or via credit
card, and cross-checking other sources of
income and savings. Such cross-checks will
help to curb tax evasion.

In addition, in the context of the national
debate on the tax system reform, issues to be
considered include the need to further broaden
the tax base (by curbing tax evasion) and
enhance tax equity, as well as to eliminate
counterincentives for work. More specifically,
the overtaxation of labour has been charac-
terised even by OECD12 as a counterincentive
that must be corrected over the medium term,
but in a way that would produce a neutral fis-
cal result.

In the Memorandum of Economic and Finan-
cial Policies (MEFP) and the Memorandum of
Understanding on Specific Economic Policy
Conditionality approved by the Greek Parlia-
ment on 12 February 2012, the Greek author-
ities committed to attain primary surpluses of
1.8% of GDP in 2013 and of 4.5% of GDP in
2014. To achieve these targets, in February
2012 they made expenditure cutbacks amount-
ing to 1.5% of GDP, and were also committed
to further expenditure reductions amounting
to 5.5% of GDP and an additional tax revenue
amounting to 1.5% of GDP for 2013-2014,
stemming from improved tax administration.

However, the Medium-Term Fiscal Strategy
Framework 2013-2016 expects a general gov-
ernment primary surplus of 4.5% of GDP to be
achieved in 2016 – i.e. revises the target of the
Second Economic Adjustment Programme for
a primary surplus of 4.5% of GDP in 2014.

Despite the relative delay, in the context of the
MTFS, the new coalition government formed
after the June 2012 elections proceeded with
the planning of a package of fiscal measures
totalling €18.9 billion, which includes expen-
diture cutbacks and tax interventions for 2013-

2016. Of these, measures amounting to €14.2
billion have already been fully specified, while
additional ones amounting to €4.6 billion await
specification.

Implementing the above package of measures
will largely help to restore the country’s cred-
ibility and achieve the adjustment programme
targets. However, there constantly lies a risk
―particularly on account of reduced wage and
pension outlays― of a heavier than anticipa-
ted squeeze on private spending and economic
activity, a fact that may lead to deviations from
the fiscal targets.

According to earlier OECD estimates,13 the
average multiplier of public expenditure in
Greece ranges between 0.4 and 0.5, bordering
on 0.8 in the case of public investment. The
average multiplier of direct taxes stands close
to 0.4 and of indirect taxes to 0.2. Based on the
structure of the package of measures totalling€18.9 billion, the average multiplier is calcu-
lated to be in the order of 0.44. It is thus esti-
mated that this package of measures will lead
to a cumulative loss of around 4.2% in nomi-
nal GDP terms in 2013-2016.

In fact, according to a more recent IMF study,14

in developed countries the fiscal multiplier of
expenditure is still higher in periods of reces-
sion, when the output gap is negative. This
means that the adverse effects of the package
of measures included in the MTFS 2013-2016
may be even greater. In addition, considering
the interrelation between economic activity
and fiscal consolidation, the expected cumu-
lative decline in GDP on account of the meas-
ures could eliminate a considerable part of the
direct impact of the initial package of measures
on deficit and debt (ceteris paribus). Of course,
it should be noted that the negative impact on
economic activity could be dampened by meas-
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1122 See Barnes, S., R. Bouis, P. Briard, S. Dougherty and M. Eris
(2011), “The GDP impact of reform: A simple simulation frame-
work”, OECD Economics Department Working Papers, No. 834.
OECD, Paris.

1133 OECD (2011), Economic Surveys: Greece.
1144 See footnote 3.
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ures that compensate for the loss in effective
demand, e.g. by considerably speeding up pub-
lic investment.15

PPrriivvaattiissaattiioonn  PPrrooggrraammmmee

Implementation of the privatisation pro-
gramme will contribute to reducing the debt
and strengthening economic activity by inject-
ing new inflows into the Greek economy. How-
ever, so far the target for the proceeds from
privatisations has been repeatedly revised. The
initial indicative target for less than €10 billion
of proceeds by 2015 was later revised consid-
erably upwards, to €50 billion to be collected
by 2015, while the Second Economic Adjust-
ment Programme readjusted this target to €19
billion by the end of 2015.16 Still, according to
the MTFS 2013-2016, it is estimated that only
around €9.5 billion will be collected in 2013-
2016, with €2,586 million being the target for
2013. The total target for a collection of €50
billion from privatisations and the develop-
ment of public property is now deemed attain-
able after 2020.

Privatisation proceeds until the end of 2011
amounted to €1.6 billion, compared with a
revised target of €1.7 billion. It should be
noted that technical, legal and other objective

difficulties, such as the negative economic sen-
timent, render the achievement of the annual
targets for the collection of proceeds from pri-
vatisations even harder. In more detail, the
first nine months of 2012 saw the collection of€40 million from the sale of four (Airbus type)
aircraft of the former Olympic Airways and the
implementation of a long-term lease of the
International Broadcast Centre (IBC) building
for 90 years, while privatisation of the Hellenic
State Lotteries is currently in progress. Also in
progress are a number of other actions taken
by the Hellenic Republic Asset Development
Fund (HRADF) for the acceleration of pri-
vatisations.

Despite the negative economic sentiment, the
Greek authorities should carry on with pri-
vatisation and public property development
efforts at an accelerated pace. Continuing the
narrowing of primary deficits, promptly
implementing the fiscal consolidation meas-
ures and keeping up the effort to reform will
play a decisive role in turning the sentiment
around, a fact that will affect positively both
the privatisation programme and the reduction
of government debt.
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1155 For more information see Box IV.1.
1166 Indicative target of the Second Economic Adjustment Programme.

DEBT DYNAMICS AND THE EFFECTS OF STRUCTURAL REFORMS

The analysis of the sustainability of public finances focuses on public debt dynamics, as the
debt-to-GDP ratio in conjunction with long-term economic prospects greatly affect the gov-
ernment’s ability to smoothly refinance government debt.

The course of the debt-to-GDP ratio over time is given by the “public debt dynamics equa-
tion”,1 according to which the change in the debt-to-GDP ratio is the combined result of
three factors: 

Box IV.I

1 The change in the debt-to-GDP ratio is calculated as follows: 

∆dt = dt – dt-1 = dt-1 *
 rt – gt  – pst + sfαt  , 1 + gt 

where ∆dt is the change in debt over period t, dt is the debt-to-GDP ratio over period t, dt-1 is the debt-to-GDP ratio over period t-1, rt

is the weighted average rate paid to service government debt over period t, gt is the rate of economic growth (nominal GDP growth)
over period t, pst is the primary surplus to GDP over period t and sfαt is the stock-flow adjustment to GDP over period t, including any
transaction increasing or reducing the debt burden that is not recorded in the primary balance.
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• the general government primary balance (as a percentage of GDP), 

• the differential between the interest rate paid to service government debt and the growth
rate,2 and 

• the deficit-debt adjustment (as a percentage of GDP). 

A rise in the government debt-to-GDP ratio cannot be controlled when the average rate on
government borrowing exceeds the growth rate, unless there is a satisfactory primary sur-
plus. 

The key components of policies aimed at improving the sustainability of government debt
are the following: (i) achieving primary surpluses, and (ii) promoting growth-enhancing ini-
tiatives so that the growth rate of the economy offsets the negative effects of government
debt servicing costs. Furthermore, privatisation programmes could directly contribute to a
substantial reduction of government debt. 

Recent measures to address the fiscal crisis in Greece aimed at improving the general gov-
ernment primary balance. At the same time however, fiscal consolidation measures had a
negative impact on economic growth, thereby limiting the positive effects of fiscal adjust-
ment on deficit and eliminating the impact of lower fiscal deficit on debt. 

In recent years, the Greek economy benefited considerably from the relatively high growth
rates, together with the historically low interest rates. Specifically, between 2001 and 2008,
upon Greece’s entry into the EMU, the government debt was contained at levels close to
100% of GDP, as a result of the considerable reduction in debt servicing costs, but mainly
due to the positive effect of the economic growth rate, which ―at the time― was higher than
the interest rate on government debt.3 Thus, over this period, the cumulative reduction in
debt owing to the favourable differential between the two rates came close to 13% of GDP. 

This beneficial effect on debt sustainability came to an end immediately after 2008, as a result
of the large primary deficit recorded in 2009, higher borrowing costs and the negative growth
rate (see chart). The significant financial performance, as a result of the implementation
of the economic adjustment programme, with the reduction of primary deficit by more than
8% of GDP in 2010 and 2011 cumulatively, have limited the negative impact of deficit on
debt. However, the sustainability of government debt is also affected by:

• the achievement of a primary surplus, 

• the uncertainty surrounding the long-term growth prospects of the Greek economy and
the continued decline in disposable income, which are constantly deteriorating economic
activity. 

2 Τhis is the so-called “snowball effect” and is expressed by the first term of the equation in footnote 1

dt-1 * 
rt – gt  .1 + gt

3 At the beginning of the period, the general government primary balance was marginally positive, while at the end of the period it became
strongly negative, weighing on the sustainability of government debt.
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These factors have widened the negative differential between debt servicing and economic
growth rates, leading to a complete elimination of the positive effects of fiscal adjustment
on debt.4

It is worth noting that the considerable decline in the weighted average interest rate on
Greece’s public debt in 2012 (the first year of the PSI agreement) from 5.5% to around 3.4%
is expected to be fully offset by the greater than expected recession. According to the Intro-
ductory Report on the 2012 Budget, real GDP was expected to decline by 2.8%, while accord-
ing to the Introductory Report on the 2013 Budget, it is expected to decline by 6.5%. This
has also resulted in a higher debt-to-GDP ratio, due to the differential between the two rates.
Specifically, according to the Introductory Report on the 2013 Budget, while the general
government debt in absolute terms is projected to decline by around €15 billion in 2012, it
is nonetheless expected to rise by 5 percentage points as a percentage of GDP, since it is
anticipated to grow by around 18 percentage points of GDP as a result of the differential
between the interest rate on government debt and the economic growth rate and by another
1.2 percentage points as a result of the primary deficit. This burden more than offsets the
anticipated net benefit from the PSI agreement (i.e. the reduction of debt by 14.4 percentage
points of GDP). 

Overall, between 2010 and 2012, the differential between the two rates is expected to cumu-
latively increase the general government debt by around 46% of GDP. For 2013 this dif-

4 For the 2010-2011 period, this differential has risen from 11.2% to 16.9%.
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ferential is expected to cumulatively increase the general government debt by around 16%
of GDP. This effect will be only partly offset by the anticipated primary surplus of 0.4% of
GDP and by privatisations; thus, the overall increase in debt will be around 14% of GDP.

The economic adjustment programme and the need to enhance growth 

The economic adjustment programme aims at restoring public finances and addressing exter-
nal imbalances. In the case of Greece however, the tight fiscal policy pursued combined with
adverse monetary developments affect economic activity, which in turn weighs upon the
achievement of the deficit targets and debt sustainability itself. It is therefore necessary to
break this circle of recession. To this end, certain initiatives would be really helpful, namely: 

• further targeting the fiscal adjustment programme towards cutting non-productive spend-
ing,

• absorbing funds under the National Strategic Reference Framework (NSRF),

• swiftly completing the recapitalisation of banks in order to enhance the financing of the
real economy, 

• accelerating privatisations, in order to reduce government debt and also support liquid-
ity in the economy, 

• accelerating structural reforms and the restructuring of the public sector, in order to
achieve a more efficient use of public recourses, restore international investors’ confidence
in Greece and put the economy on a sustainable recovery path.

The role of reforms in the evolution and sustainability of Greek government debt

As mentioned above, it is crucial to implement a vigorous programme of structural reforms.
As noted by the OECD,5 bold and substantial reforms in countries with serious fiscal prob-
lems would boost productivity and improve competitiveness and growth. This would reduce
imbalances in the current account balance and enhance growth. 

Effective management and rationalisation of public expenditure would contribute to the
proper allocation of resources to growth-friendly sectors, such as education, innovation,
research and infrastructure development, thus creating the conditions to strengthen eco-
nomic growth and competitiveness. 

On the revenue side, a sound planning of the tax policy would decisively contribute to eco-
nomic growth, by generating incentives for labour market participation, savings, and tak-
ing business risks, thus contributing to conditions that improve competitiveness. Structural
changes in the tax mechanism are also required, in a way that the operation of control mech-
anisms and tax administration in general are optimised to ensure the adequacy of tax rev-
enue and channel it into growth. 

5 OECD (2012), OECD Economic Surveys: Euro area (2012), Chapter 2, pp. 61-64, OECD (2012), Economic Policy Reforms 2012: Going
for growth, Chapter 1. 
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According to empirical OECD reports,6 a faster implementation of reforms could ―in the
case of Greece― raise GDP by around 18% over the next ten years. Consequently, a reforms
policy would restrain, over the medium term, the negative contribution that the differen-
tial between the interest rate on government debt and the growth rate has on changes in
the debt-to-GDP ratio (this contribution is estimated at around 62% of GDP for 2010-2013).
Moreover, it would also contribute indirectly to achieving a primary surplus next year. 

An acceleration of structural reforms is estimated to lead to a decline in the debt-to-GDP
ratio by at least 13 percentage points by 2020. This does not include the indirect positive
effect on the primary balance or the reduction of the borrowing cost, which would come as
a result of renewed market confidence and could lead to an even greater decline in gov-
ernment debt. 

6 See Barnes, S., R. Bouis, P. Briard, S. Dougherty, M. Eris (2013), “The GDP impact of reform: A simple simulation framework”, OECD
Economics Department Working Papers, No. 834, and Bouis, R. and R. Duval (2011), “Raising Potential Growth after the Crisis”, OECD
Economics Department Working Papers, No. 835.

KEF.4:������ 1  09-01-14  09:46  ������ 127



Monetary Policy 
Interim Report  
2012128

KEF.4:������ 1  09-01-14  09:46  ������ 128



1 INTRODUCTION

The necessary fiscal adjustment in Greece
implies a decline in aggregate demand and
monetary and credit developments do not suf-
fice to halt the ensuing economic downturn. At
the same time, it is still too soon for the struc-
tural reforms that have been implemented so
far to bear fruit and set in motion strong
growth dynamics.

Debt dynamics has by itself limited the ability
of the banking system to finance real economy.
The uncertainty arising from the debt crisis
made it almost impossible for domestic credit
institutions to access international markets,
which prior to the crisis were their main
sources of funding. Furthermore, uncertainty
compounded by economic recession brought
about an almost continued decrease in bank
deposits, which could not be halted even when
banks offered increasingly higher interest rates
on time deposits between end-2009 and the
first half of 2012.

Besides, the long-lasting economic recession in
Greece, which is ultimately due to the fiscal
crisis, has also led to a surge in non-perform-
ing loans to the private sector, while the
restructuring of Greek government debt in
early 2012 also contributed to a considerable
impairment of Greek banks’ capital base. This
development in banks’ capital could not under-
pin credit growth, as would be required in
order to fully offset the contractionary effects
of the fiscal adjustment.

Heightened credit risk, which is associated with
the aforementioned higher NPL frequency,
had a dual effect on bank interest rates on new
loans. Initially, these rates rose between end-
2009 and the third quarter of 2011, mainly as
a result of an increase in risk premia. On the
other hand, extensive loan rescheduling, which
was warranted to improve the prompt servic-
ing of loan obligations given the negative
impact of macroeconomic conditions on bor-
rowers’ financial situation, gradually led to a
decline in the level of bank lending rates. Of

course, this development is also associated with
other factors, as explained below.

Bank liquidity pressures eased considerably on
account of banks’ recourse to the Eurosystem
monetary policy operations and to emergency
financing provided by the Bank of Greece. The
extensive liquidity support from the central
bank has contributed to containing the rate of
decline in credit to non-financial corporations
and households below that of nominal GDP,
certainly below the rate at which banks’ deposit
base has contracted. To this extent, the Bank
of Greece, as a member of the Eurosystem, has
helped to mitigate the adverse effects of the
debt crisis and the fiscal adjustment on eco-
nomic activity. Liquidity constraints affecting
real economy and difficulties in accessing bank
credit, as reported by firms and households,
would have been more severe without support
from the central bank.

Furthermore, through its enhanced supervision
of credit institutions, the Bank of Greece has
succeeded in safeguarding financial stability,
despite the depth of the economic recession and
the strong pressures exerted on banks’ liquid-
ity and capital adequacy ratios. A potential
undermining of financial stability could very
well have impaired depositors’ and other eco-
nomic agents’ confidence or could have even
triggered actions (e.g. mass deposit withdrawals,
a subsequent stronger contraction of bank
credit) that would have dramatically affected
economic activity. Having designed and set up
an effective framework for the resolution of
credit institutions, the Bank of Greece ensured
that the six banks that had to cease operating in
2011-2012 were to a large extent absorbed (in
part) by other credit institutions, while fully pro-
tecting depositors from any losses.

In addition, a large part of the funds that will
be channeled in the country by EU partners
and the IMF, under the second loan agreement,
will be used to more than offset the aforemen-
tioned weakening of Greek banks’ capital base.
The initial phase of the recapitalisation process
of four systemic credit institutions was com-
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pleted last May, following an assessment of
their viability by the Bank of Greece. As a
result, by next year, any setbacks in bank’s
credit policy stemming from the requirement to
maintain a capital adequacy ratio capable of
ensuring a high level of solvency will tend to
subside, as the capital base of systemic credit
institutions will be strengthened. Smaller banks
will also engage in share capital increases and
mergers, and thus all domestic credit institu-
tions will have their share in supporting eco-
nomic activity more effectively.

Meanwhile, the capital enhancement of
credit institutions will boost the confidence of
depositors and markets. Such a development
would help relieve the liquidity constraints
faced by banks. Through this channel, restor-
ing banks’ capital bases will increase their abil-
ity to supply credit to the Greek economy.

The shocks ensuing from the debt crisis have set
in motion procedures for the restructuring of
the credit system, with a view to ensuring its
sustainability. Through mergers and acquisi-
tions or under the framework for the resolution
of other domestic credit institutions, the size of
banking groups increases, therefore creating
economies of scale and synergies and reducing
the occurrence of threats to financial stability,
given that larger banks are typically more
resilient. This way, the banking sector plays a
leading part in the overall effort towards the
structural reform of the Greek economy, which
is key to achieving sustainable growth.

Turning to developments in the major financial
markets between January and October 2012,
although trading volumes have shrunk, the
course of government bond yields as well as the
evolution of the Athex general share price
index (particularly compared with one year
earlier) point to a considerable alleviation of
public debt thanks to the restructuring. They
also reveal the positive effect on investor con-
fidence from the endorsement of the second
support programme for the Greek economy at
the beginning of the year and, more recently,
from the formation of a coalition government

and the progress achieved in the negotiations
with the EU and the IMF.

2 MONETARY AGGREGATES

• During the January-August 2012 period the
rate of decline in M3 (excluding currency in
circulation) gradually strengthened and exhib-
ited some fluctuations (August 2012: -18.9%,
December 2011: -16.5%). In September the
contraction in this monetary aggregate mod-
erated1 and came to -15.3%, as this particular
month saw an inflow of deposits into the Greek
banking system, whereas in September 2011 a
considerable outflow of deposits2 had been
observed (see Table V.1).

• In the first nine months of 2012 the rate of
decline in overnight deposits (September 2012:
-19.2%, December 2011: -18.0%) was higher
than that of deposits with an agreed maturity of
up to 2 years (September 2012: -13.0%, Decem-
ber 2011: -15.3%, see Table V.1 and Chart V.1).

• As regards the origin of deposits, those by
non-financial corporations declined at a faster
rate over the period under review (September
2012: -25.3%, December 2011: -22.4%),
whereas deposits by households shrank at a
slower pace (September 2012: -14.5%, Decem-
ber 2011: -16.4%).3

• Deep economic recession, uncertainty
among savers and a decrease in the nominal
value of firms’ and households’ assets explain
to a large extent the decline in M3 in Greece.

• The contraction in deposits in Greece, given
the drastic reduction of funding from alterna-
tive wholesale sources, has put a lot of strain
on Greek banks’ liquidity, thereby hindering
the extension of new bank credit to the real
economy.
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11 For the fourth time during the first nine months of 2012.
22 As a result, the base effects from the outstanding balance of M3

in September 2012 weighed less heavily on its annual rate of
decline, compared with previous months. 

33 Comprising deposits not included in M3 (e.g. redeemable at notice
of over three months). 
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2.A MAIN FACTORS BEHIND THE EVOLUTION OF
DEPOSITS, SIGNS AND PROSPECTS OF STABIL-
ISATION OR INCREASE

Between January and September 2012, total
deposits4 with MFIs other than the Bank of
Greece declined by 9.6% to €209.9 billion.
Over the same period, deposits by domestic
firms and households decreased by 11.4% to€154.3 billion.5 Relative to September 2009,6

total deposits declined by approximately 26%
in September 2012,7 i.e. outflows amounting
to €106.5 billion were recorded. Similarly,
deposits by domestic enterprises and house-
holds shrank by about 35%, which represents
an outflow of €85.2 billion. 

In more detail, compared with September
2009, the drop in the deposits of enterprises
(total: -42%, non-financial corporations: 
-50%) by far exceeded that of household
deposits (-33%).

Turning to the factors behind the decline in
bank deposits as a result of the crisis, it is
known that demand for deposits8 depends,
among other things, upon real GDP and total
wealth distribution. Therefore, the decline in
real GDP from 2008 onwards, compounded
by the decreasing prices of houses, shares and
Greek government bonds over the past years,
contributed to a continuous slowdown
(since mid-2009) in the annual growth rate of
bank deposits by domestic firms and house-
holds. This slowdown turned gradually into
an almost continuous drop in the level of such
deposits as from October 2009.

The shrinking of bank deposits followed an
uneven pattern. The decline in outstanding
deposits of domestic enterprises and house-
holds (that is, more or less, the outflow9 of
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44 Apart from deposits by domestic firms (including financial cor-
porations other than MFIs, e.g. insurance companies) and house-
holds, total deposits also comprise general government and non-
residents’ deposits. The factors determining deposits by the gen-
eral government and non-residents are generally different from
those determining other deposits. For instance, non-residents’
deposits cannot be correlated directly with domestic GDP, while
general government deposits are not affected by uncertainty and
tend to peak whenever a new instalment of the euro area/IMF
financial assistance for Greece is paid. For this reason, the above
analysis focuses on deposits by domestic enterprises and households
(i.e. the private sector). 

55 Averaging levels similar to those of 2005.
66 After this month, the yield spread between Greek and German gov-

ernment bonds started to widen, as markets, in the light of new fis-
cal data and amid conditions of excess risk aversion following the
default of Lehman Brothers, reassessed the severity of imbalances
that had accumulated in the Greek economy for decades. 

77 On a comparable basis and if foreign exchange valuation differ-
ences or reclassifications are not taken into account, this decline
is 38%. As from June 2010, financial liabilities related to trans-
ferred assets (which are still recognised in accounting books) and
reflecting securitised loans and bonds have been incorporated into
total deposits. Therefore, the amount of securitisations must be
subtracted, so that total deposits in September 2012 are comparable
with those of September 2009. Securitisations do not affect deposits
by domestic firms and households.

88 To be precise, the stock of deposits in real terms.
99 Any movements in the level of outstanding deposits of domestic

firms and households arising from fluctuations in the exchange rate
of the euro (as is the case with foreign currency deposits valued in
euro when calculating outstanding total deposits by domestic enter-
prises and households) or from the reclassification of deposits from
other sectors into the sector of domestic enterprises and house-
holds, and vice versa, are not taken into account as inflows/outflows
of deposits into/from the banking system, respectively.
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such deposits from the banking system) was
stronger during months of heightened
uncertainty, whereas in months of strength-
ened confidence (when it was firmly believed
that the debt crisis in Greece would be over-
come), outstanding deposits increased – that
is, an inflow of deposits into the Greek bank-
ing system was observed. 

For instance, May 2012 (when a general elec-
tion was held resulting in no government for-
mation) saw the largest monthly outflow of
deposits by domestic enterprises and house-
holds since the onset of the crisis (€-9.2 bil-
lion). By contrast, July 2012, which was the
first full month after the appointment of the
new coalition government, saw the highest
monthly inflow of deposits into the Greek
banking system in 2012.

Indeed, during months of escalated uncer-
tainty and high deposit outflows from the
banking system, a concurrent outflow of
funds abroad by residents (excluding banking
institutions) was typically observed. In other
words, shifts in residents’ portfolios were
recorded mainly towards deposits with banks
outside Greece as well as towards holdings of
foreign debt securities. Besides, there is clear
evidence that over the same period currency
in circulation in Greece increased, i.e. depos-
itors withdrew from banks large quantities of
banknotes (mostly of high nominal value) for
hoarding purposes. 

In the 36 months to September 2012, monthly
deposit outflows exceeded monthly inflows
both in frequency (26 months saw outflows,
whereas 10 months saw inflows) and in size.
As a result, among other things, the stock of
banknotes in the hands of the public in
Greece increased considerably. 

Consequently, aside from the decline in GDP
and the total value of assets in Greece,
uncertainty arising from the crisis, and most
importantly, uncertainty surrounding the
continued participation of the country in the
euro area, was the main factor behind shrink-

ing deposits with credit institutions, thereby
having a negative effect on the expected
return of deposit holdings at the domestic
level.10

Although banks could rely on the Bank of
Greece for funding through the Eurosystem
monetary policy operations11 or emergency
financing, their very limited ability to attract
funds from international markets, as well as
the extensive and continuous deposit with-
drawals (in retail banking) had their share in
reducing the net flow of bank credit to the
private sector. Indeed, in September 2012 the
banking sector’s assets,12 as well as the level
of bank credit to domestic non-financial cor-
porations and households declined by €44
billion (-9%) and €19 billion (-8%)13

respectively in nominal terms14 (about -20%
in real terms), against September 2009. 
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1100 If an attempt is made for an, inevitably incomplete, quantification
of uncertainty-insecurity with the consumer confidence index, the
economic sentiment indicator, the level of the default risk premium,
the yield spread between the Greek and the German 10-year gov-
ernment bonds or the intraday fluctuations of Athex share prices,
the common perception is confirmed that uncertainty escalated
gradually from end-2009 onwards (albeit with some fluctuations).
Some of the abovementioned indices also reveal that the success-
ful restructuring of the Greek government debt in early 2012 halted,
at least temporarily, the escalating path of uncertainty, although
the indices did not reach their pre-end 2009 levels. 

1111 Actually, banks had to cope with a shortage of collateral (which is
required to back central bank financing), as they saw the value of
the debt securities that they held in their portfolios, and which were
eligible collateral, decline. See also footnote 26.

1122 Excluding the Bank of Greece.
1133 Excluding the decrease in outstanding credit arising from loan write-

downs/write-offs or foreign exchange differences etc., as calculated
with the cumulative net flow of financing over October 2009-Sep-
tember 2012, the decline in bank credit to domestic non-financial
corporations and households amounts to €12.9 billion (-5%).

1144 In order to enhance comparability of figures between September
2009 and September 2012 (so as to clarify percentage changes):
(a) In the banking system’s assets throughout September 2009-Sep-
tember 2012 account was taken of financial liabilities related to
transferred assets (that are still recognised in accounting books)
and reflecting securitised loans and bonds, which were not even
partly included in assets before June 2010. This adjustment is
important for the months prior to June 2010, implying an increase
of about 10% in assets. As a result of such an adjustment, the
decline in the banking system’s assets between September 2009 and
September 2012 comes to €91 billion (-17%).
(b) An even higher comparability (between September 2009 and
September 2012) as regards the assets of the banking system as a
whole would be ensured if the effect of the PSI, which had affected
this figure already since the second half of 2011, was eliminated.
In this event, the decrease in the banking system’s assets in 2011
(-7.3% in percentage terms) and in January-September 2012 (-9%)
would be smaller (-6.5% and -3.2%, respectively), whereas in Sep-
tember 2009-September 2012 the decrease would come to €62 bil-
lion (-12%), against €91 billion (-17%) without an adjustment for
the PSI.
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Nevertheless, as a percentage of nominal
GDP, credit institutions’ total assets appear
to have increased in Q3 2012 (214%),15 com-
pared with Q3 2009 (198%),16 though fol-
lowing a downward trend since early 2011. In
addition, as a percentage of GDP, bank
credit to non-financial corporations and
households has displayed an upward trend17

since Q1 2010, rising to 110% in Q3 2012,
from 101% in Q3 2009.18 The support of the
Eurosystem to domestic credit institutions
ensured that the decline in bank intermedi-
ation19 and particularly in the outstanding
balance of credit to the real economy would
be smaller than the contraction of the Greek
economy as measured by GDP.

Credit institutions tried to contain deposit
withdrawals and to provide incentives for the
recovery of hoarded amounts of money or the
repatriation of funds, by progressively raising
interest rates on time deposits for the largest
part of the period starting from late 2009 and
by improving a number of features in such
deposits (e.g. lowering the minimum amount
of time deposits), while overnight deposit
rates remained broadly unchanged. It should
be noted that despite these developments, the
share of time deposits in total deposits
included in M3 fell to 57% in January-Sep-
tember 2012, from 59% in January-Septem-
ber 2009, while the share of overnight
deposits rose to 41%, from 39%.

This implies that the propensity to withdraw
was stronger for time deposits than for
overnight deposits (i.e. current accounts,
saving deposits, etc.), which is reasonable as
time deposits are held for investment pur-
poses, while overnight deposits are largely
used as a means of payment in transactions
with bank intermediation and therefore can-
not be easily substituted.20 Lastly, firms’
greater possibilities, compared with house-
holds, to transfer funds abroad or even safely
hoard banknotes and in general to limit the
use of deposits as a means of payment by
choosing the appropriate transaction among
them, as well as the default of several firms

are possible explanations for the above-men-
tioned development – i.e. that the decrease
in firms’ deposits was relatively stronger
compared with households in the period
after October 2009. In conclusion, the
almost continuous decline in the outstanding
balance of bank deposits, which reflects
among other things decreasing bank credit to
the private sector and higher reliance of
commercial banks on Bank of Greece financ-
ing, will not be halted unless confidence in
the future of the Greek economy is restored. 

3 BANK DEPOSIT RATES

• The upward path of interest rates on new
bank deposits in Greece, which has been
recorded since late 2009, continued into the
first half of 2012, albeit at a decelerating pace,
and was subsequently inversed. As a result,
deposit rates declined overall between Janu-
ary and September 2012. Specifically, over the
period under review, interest rates dropped in
all categories of new deposits (up to 33 basis
points, depending on beneficiary and matu-
rity) with the exception of interest rates on
deposits with an agreed maturity of one to two
years by households, and deposits with an
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1155 The average assets of the banking sector in a given quarter are
divided by quarterly GDP in the same quarter multiplied by 4. 

1166 If the adjustment referred to under (a) in footnote 14 is applied,
total assets of credit institutions in Q3 2009 account for 204% of
GDP. Moreover, assets as a percentage of GDP have been fol-
lowing a downward trend since Q2 2011. If adjusted for the PSI,
assets in Q3 2012 account for 228% of GDP.

1177 It was calculated alternatively by dividing outstanding bank financ-
ing in quarter T by the sum of quarterly GDP in quarters T-3, 
T-2, T-1 and T, instead of multiplying GDP in quarter T by 4 (see
footnote 15). If calculated this way, the percentage appears to have
increased between late 2010 and late 2011, and to have subse-
quently decreased slightly (by two percentage points).

1188 If, with a view to enhancing comparability, the time series for bank
credit is adjusted for certain bank loans to shipping, bank credit
to non-financial corporations and households as a percentage of
GDP rises to 110% of GDP in Q3 2012, from 104% in Q3 2009. 

1199 As measured by key aggregates of the banking system, excluding
the Bank of Greece.

2200 Even hoarded banknotes cannot fully substitute for this means of
payment, as bank intermediation offers practical advantages for
transactions over a certain threshold or can even be required by law.
Besides, traditional studies on demand for money have typically
found higher income elasticity in broad money than in narrow
money. It is therefore consistent with this traditional finding that
economic recession in Greece in recent years had a more negative
effect on time deposits than on overnight deposits, although this
effect must have been offset to a certain extent by the widening of
the interest rate differential in favour of time deposits. 
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agreed maturity of up to one year by enter-
prises, which rose (by 11 and 43 basis points,
respectively). It should be noted that the inter-
est rate on the most important category of
deposits, namely new deposits with an agreed
maturity of up to one year by households, fell
by 28 basis points over the period under review
to 4.60% in September 2012, although still
remaining (since May 2011) the highest across
euro area countries (see Chart V.2 and Tables
V.2A and V.2B).

• The registered increase in Greek deposit
rates relative to the levels prevailing in late
2009 reflects banks’ efforts to contain, as far as
possible, shrinking deposits and to create
incentives for a swift return of the funds that,
in periods of heightened uncertainty, had been
hoarded, deposited with banks abroad or
invested in foreign debt securities. Lately, the
following factors have eased pressures on
banks to further raise deposit rates and have
created room for the cuts observed after the
first half of 2012: (a) earlier cuts in the
Eurosystem key interest rates in November and
December 2011, as well as the reduction in key
policy rates in July 2012, that led to a lower
cost of credit institutions’ refinancing by the
Bank of Greece, (b) the implementation of the
initial phase of the recapitalisation process of
the four largest Greek banks with the distri-
bution of highly liquid EFSF bonds which are
also eligible collateral in the Eurosystem refi-
nancing operations and (c) the gradual return
of deposits into the credit system, as uncer-
tainty eased considerably, initially on the back
of the newly formed government after the June
2012 election and subsequently the progress of
negotiations with the Troika. 

• In the first nine months of 2012, interest
rates fell in almost all deposit categories in the
euro area, on average, as a result of interbank
rate cuts and the ample liquidity provided by
the Eurosystem, which brought about a widen-
ing of the positive differential between the
average deposit rates in Greece and the euro
area as a whole. This reflects increased liq-
uidity constraints faced by Greek banks com-

pared with credit institutions in other member
countries.

• Over the January-September 2012 period,
real interest rates21 on new deposits in Greece
rose considerably, as opposed to nominal inter-
est rates, on account of lower inflation (as
already mentioned, the rise in nominal inter-
est rates had a secondary contribution to only
two categories of deposits). Real interest rates
on new deposits with an agreed maturity, which
have been hovering in positive territory since
May 2011, rose sharply by 156-231 basis points
(depending on the deposit beneficiary and
maturity) during the period under review,
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2211 The real interest rate on a given month is equal to the month’s nom-
inal rate (either average or end-of-month, depending on the cat-
egory of deposits) less the annual inflation rate of the same month.
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Table V.2A Bank interest rates on new deposits by households in the euro area and Greece

(percentages per annum)

December
2011

September
2012

Change
Dec. 2011/ 
Sept. 2012

(percentage
points)

Overnight1

Weighted average interest rate in the euro area 0.54 0.42 -0.12

Maximum interest rate 1.10 1.10 0.00

Minimum interest rate 0.09 0.08 -0.01

Interest rate in Greece 0.48 0.46 -0.02

Interest rate differential between Greece and the euro area -0.06 0.04 0.10

With an agreed maturity of up to one year2

Weighted average interest rate in the euro area 2.78 2.80 0.02

Maximum interest rate 4.88 4.60 -0.28

Minimum interest rate 1.03 0.31 -0.72

Interest rate in Greece 4.88 4.60 -0.28

Interest rate differential between Greece and the euro area 2.10 1.80 -0.30

Sources: ECB and euro area NCBs.
1 End-of-month rates.
2 Monthly averages.

Table V.2B Bank interest rates on new deposits by households in euro area countries1

Sources: ECB and euro area NCBs.
1 Despite the efforts to harmonise statistical methodologies across the euro area, considerable heterogeneity remains in the classification of
banking products, which is partly due to differences in national conventions and practices as well as in regulatory and fiscal arrangements.
2 End-of-month rate.
3 Monthly average rate.
4 The interest rate applies to all time deposits irrespective of maturity.
5 The latest available data refer to August 2012.

Overnight2 With an agreed maturity of up to 1 year3

December 2011 September 2012 December 2011 September 2012

Austria 0.79 0.56 1.83 0.94

Belgium 0.34 0.27 1.03 0.54

Cyprus 1.10 1.10 4.25 4.43

Estonia 0.12 0.08 1.52 0.55

Finland 0.47 0.37 1.95 1.31

France 0.09 0.08 2.20 1.81

Germany 0.91 0.64 1.38 1.29

Greece 0.48 0.46 4.88 4.60

Ireland 0.62 0.48 2.554 1.634,5

Italy 0.41 0.36 3.46 2.73

Luxembourg 0.85 0.60 - 0.31

Malta 0.30 0.32 1.99 1.92

Netherlands 0.56 0.46 2.84 2.84

Portugal 0.12 0.10 3.56 2.60

Slovakia 0.41 0.41 1.92 1.88

Slovenia 0.24 0.18 2.28 2.23

Spain 0.28 0.26 2.73 2.90
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while the real interest rate on overnight
deposits turned positive for the first time in
September 2012. 

4 BANK LENDING RATES AND THE INTEREST
RATE SPREAD 

• Interest rates declined sharply in January-
September 2012 across all categories of new
bank loans in Greece (see Chart V.3). Among
the main categories, the largest decline was
recorded in loans to individuals and private
non-profit institutions (in principle households)
and particularly in consumer loans with an ini-
tial rate fixation22 of one up to five years (234
basis points, see Tables V.3A and V.3B). The
decrease in interest rates on new loans to non-
financial corporations was more moderate (up
to 118 basis points, see Tables V.3A and V.3B).

• The sharp decline in bank lending rates
throughout 2012 reflects, among other things,
(a) the favourable effect of the Eurosystem
non-standard monetary policy measures and
key interest rate cuts on Euribor rates, which
are used as benchmark rates in many loan
agreements in Greece, as well as on the cost of
refinancing of credit institutions by the Bank of
Greece, (b) weaker demand for new loans, (c)
banks’ policy to increase their collateral
requirements from borrowers in comparison
with the past in many cases of new loans, and
(d) the extensive restructuring of existing loans
by banks, with a view to improving debt serv-
icing prospects.23 The relatively smaller decline
observed in the interest rates on corporate
loans compared with the interest rates on hous-
ing loans reflects, to a certain extent, the fact
that credit risk has risen in the economy and
that the weakening in demand for corporate
loans was more moderate and more recent
compared with household credit. Besides, the
decline in interest rates on business loans was
much smaller relative to consumer loans, pos-
sibly because the number of rescheduled busi-
ness loans is low compared with rescheduled
consumer loans, as the NPL ratio for corporate
loans is much lower than for consumer loans. 

• In the first nine months of 2012, the inter-
est rate differential between Greece and the
euro area as a whole narrowed in most cate-
gories of loans to non-financial corporations
and households (see Chart V.4), as Greek
lending rates recorded overall a larger decline
than the corresponding euro area average. The
gradual narrowing of the differential in 2012
was more pronounced in loans to households
due to large-scale loan rescheduling in Greece,
as well as to increased credit risk in other euro
area countries too, mainly on account of sub-
dued economic activity. 
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. 
2222 Loans are classified, among other things, depending on the length

of period during which, under the loan agreement, the interest rate
remains fixed and cannot in principle be re-adjusted (e.g. in the
case of housing and consumer loans with a fixed rate for one year
or for one to five years). 

2233 Changes in interest rates in the context of loan restructuring-
rescheduling are classified under new business, thus affecting the
average interest rate of new loans. 
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Table V.3A 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 and unincorporated partnerships are presented separately and are no longer included in credit to
enterprises. 

December
2011

September
2012

Change 
Dec. 2011/
Sept. 2012 

(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 4.44 3.87 -0.57

Maximum interest rate 7.53 7.20 -0.33

Minimum interest rate 2.87 1.98 -0.89

Interest rate in Greece2 7.26 6.79 -0.47

Interest rate differential between Greece and the euro area 2.82 2.92 0.10

Α.2. Loans of more than �1 million to non-financial corporations

Weighted average interest rate in the euro area 3.16 2.21 -0.95

Maximum interest rate 6.64 6.63 -0.01

Minimum interest rate 2.24 1.45 -0.79

Interest rate in Greece 6.64 5.46 -1.18

Interest rate differential between Greece and the euro area 3.48 3.25 -0.23

Α.3. Housing loans

Weighted average interest rate in the euro area 3.49 2.92 -0.57

Maximum interest rate 5.73 5.34 -0.39

Minimum interest rate 2.52 1.70 -0.82

Interest rate in Greece 4.18 3.01 -1.17

Interest rate differential between Greece and the euro area 0.69 0.09 -0.60

Α.4. Consumer loans 

Weighted average interest rate in the euro area 5.27 5.77 0.50

Maximum interest rate 21.33 17.08 -4.25

Minimum interest rate 3.08 3.16 0.08

Interest rate in Greece 8.49 7.75 -0.74

Interest rate differential between Greece and the euro area 3.22 1.98 -1.24

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 3.74 3.27 -0.47

Maximum interest rate 5.58 5.98 0.40

Minimum interest rate 2.57 2.35 -0.22

Interest rate in Greece 3.29 - -

Interest rate differential between Greece and the euro area -0.45 - -

Β.2. Consumer loans

Weighted average interest rate in the euro area 6.44 6.18 -0.26

Maximum interest rate 23.06 15.57 -7.49

Minimum interest rate 4.76 3.94 -0.82

Interest rate in Greece 9.87 7.53 -2.34

Interest rate differential between Greece and the euro area 3.43 1.35 -2.08
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• On the other hand, over the period under
review, interest rates (in real terms) on new
loans to non-financial corporations and
households rose by 9-150 basis points
(depending on the beneficiary and the matu-
rity of the loan). This development reflects a
considerable decline in inflation and exerts a
contractionary effect on aggregate demand for
goods, given that, typically, consumer and
investment spending is adversely affected by
rises in the cost of financing (in real terms). By
contrast, in a number of loan categories (such
as consumer loans with an initial rate fixation
of one to five years) real interest rates
decreased, as a result of a sharp drop in the
respective nominal interest rates. 

• After an upward trend observed since mid-
2010, the spreads between average lending and
deposit rates in Greece followed a downward

path over the January-September 2012 period,
which largely reflects lower average bank lend-
ing rates (see Chart V.5).

5 CREDIT AGGREGATES

• Between January and September 2012, the
annual rate of change in total credit to the
Greek economy by domestic MFIs turned,
almost uninterruptedly, all the more negative
(September 2012: -3.5%, December 2011: 
-2.0% – see Chart V.6 and Table V.4). In more
detail, the rate of change in bank credit to the
general government exhibited considerable
volatility, as it shifted from positive to negative
territory between May and July 2012 and has
recently come to zero (September 2012: 0.0%,
December 2011: 2.0%). As for bank credit to
the private sector, its rate of decline strength-
ened gradually for the largest part of the
reviewed period (September 2012: -4.5%,
December 2011: -3.1% – see Chart V.7 and
Table V.5).
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• As regards the private sector, the rate of
decline in bank credit to non-financial corpo-
rations strengthened gradually and almost
uninterruptedly (September 2012: -4.6%,
December 2011: -1.8%), while the rate of
decline in bank loans to individuals and private
non-profit institutions (that is, households
essentially) also gathered pace somewhat (Sep-
tember 2012: -4.2%, December 2011: -3.9%).
In more detail, the decline in housing loans
picked up (September 2012: -3.7%, December
2011: -2.9%), whereas, conversely, the decline

in consumer loans moderated (September
2012: -5.3%, December 2011: -6.4%).

• According to the results of the Bank Lend-
ing Survey,24 Greek banks tightened their credit
standards in Q3 2012, compared with Q4 2011.
It should be noted that the tightening of credit
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2244 The Bank Lending Survey is conducted by the Bank of Greece on
a quarterly basis as part of a Eurosystem-wide survey.
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standards eased quarter-on-quarter in 2012.
Furthermore, banks reported a weakening in
demand for loans to households in the first
three quarters of 2012 and for loans to non-
financial corporations in Q2 and Q3 2012. It
should also be noted that, overall, the decline
in loan demand observed in the first three quar-
ters of 2012 was weaker relative to Q4 2011.

5.A KEY FACTORS BEHIND CREDIT EXPANSION,
MAINLY TO FIRMS

The monthly net flow of MFI credit to non-
financial corporations, sole proprietors and
unincorporated partnerships and households
has been hovering in mostly negative territory
for several months. After slowing down for a
number of years, the respective annual rates
of change also turned negative eventually.25

Many factors have contributed to this credit
contraction. On the one hand, demand for
bank loans weakened on account of the fol-
lowing: (a) shrinking GDP, (b) uncertainty,
which discourages investment activity or even
current output, (c) rising bank lending rates
both in nominal and in real terms for a large
part of the period after late-2009, (d)
decrease in households’ disposable income,
real estate prices and rents in recent years, as
well as (e) increasing tax burdens on resi-
dential property. 

On the other hand, the reduced supply of
bank loans was due to: (a) liquidity constraints
faced by the banking system, as Greek credit
institutions were cut off international money
and bond markets while, at the same time,
depositors were withdrawing their (retail)
deposits – developments that marked the cri-
sis,26 (b) capital adequacy constraints due to
doubtful loans and the restructuring of pub-
lic debt,27 (c) a significant increase in credit
risk that was observed also in the private sec-
tor (as evidenced by the rising number of non-
performing loans), mainly on the back of the
deep economic recession and the fiscal crisis,
and (d) uncertainty surrounding an eventual
exit of the country from the euro area.

Literature on the transmission of monetary
policy through the credit channel rests upon
the finding that the financing of businesses is
a prerequisite for fixed capital formation and
that in several cases bank credit is the only
available, or more attractive whatsoever,
form of financing. The same applies to the
acquisition of newly-built homes by house-
holds. Furthermore, bank credit used to
finance working capital is considered an
essential element of the production process.
Therefore, inadequate credit supply limits
both current output (supply of products) and
demand for products, particularly on behalf
of relatively smaller enterprises and house-
holds. Alternative sources of financing, such
as retained earnings, and for larger firms,
issuing of shares or debt securities,28 cannot,
especially at the current conjuncture, replen-
ish bank credit shortage. Against this back-
ground, policy interventions, including a
more extensive mobilisation of European
mechanisms, which effectively increase the
supply of funding resources in the economy,
can have an immediate and long-term
favourable effect on economic activity. 

From late 2009 until recently, there is evi-
dence indicating that bank credit supply has
for long periods lagged behind firms’
demand for credit in Greece. Naturally, this

Monetary Policy
Interim Report   
2012144

2255 Thus, in September 2012 the outstanding balance of MFI credit to
the domestic private non-financial sector stood, on average, at lev-
els similar to 2008.

2266 In addition, credit institutions faced difficulties as regards the ade-
quacy of available collateral used for funding by the Eurosystem,
the decreased value of eligible collateral in the Eurosystem mon-
etary policy operations and the increased cost of refinancing by the
central bank insofar as they had to resort to emergency financing.
The enrichment of domestic MFI portfolios with EFSF bonds, ini-
tially under the PSI in March and April and subsequently during
the initial phase of the recapitalisation of the four largest Greek
banks in May 2012, helped credit institutions reduce their fund-
ing costs and their overall difficulties in accessing central bank
financing. 

2277 One of the objectives of the second financial support programme
for Greece is to offset the impairment in the capital base of banks
arising from these two factors and to establish an additional cap-
ital buffer against future non-performing loans in the context of the
recapitalisation of the banking system. However, there have been
periods (even after the Summit of 21 July 2011) when banks’ expec-
tations might not have fully mirrored this development, although
concerns were mounting about their future capital adequacy. 

2288 Commercial credit is also of utmost importance for ensuring liq-
uidity in the economy. As reported in the SME surveys (see below),
a significant decline in commercial credit has been observed dur-
ing the crisis. 
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is also the case for households. Indeed, many
surveys show that firms do not manage to
take on as many bank loans as they actually
need. For instance, as evidenced in the lat-
est survey by the Eurosystem and the Euro-
pean Commission on the access of SMEs to
finance, between April and September 2012
the rejection rate was the highest, whereas
the percentage of the loan applications that
were fully satisfied by banks was among the
lowest in Greece29 compared with other euro
area countries (see Chart V.8).30 The same
picture was drawn in all previous Surveys
(after the Survey for the first half of 2009)
conducted by the Eurosystem and the Euro-
pean Commission twice a year from 2009
onwards. It should also be noted that,
according to these Surveys, the rejection rate
for Greek SMEs applying for new loans fol-
lowed an upward trend during the past three
years, while the percentage of loan applica-
tions that are fully satisfied, as well as that

of loan applications that are partly satisfied,
albeit with some fluctuations, dropped
sharply after the second half of 2009.

According to the Survey of Greek SMEs,
which was conducted by the National Bank
of Greece and published on 26 July 2012,
most enterprises believe that their access to
bank lending is constantly deteriorating […]
firms consider the main reason for their
restricted access to financing to be the cur-
rent economic environment (i.e. the general
state of the economy or banks’ tight credit
policy). Notwithstanding lower demand for
loans due to the economic recession, the
increase in both nominal and real lending
rates that has been observed for a pro-
tracted period during the crisis, com-
pounded by a decline in bank financing of
the non-financial enterprises (in nominal
and real terms), implies a decrease in the
supply of bank loans.31 Besides, the gradual
tightening of terms of borrowing other than
the interest rate over several years, e.g.
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2299 It was even lower in Ireland and the Netherlands.
3300 Other interesting findings of the survey can be summarised as fol-

lows: (a) about 50% of small and medium-sized enterprises in
Greece believe that banks were even less willing to provide loans
over the reviewed six months than in the past; (b) the expecta-
tions of enterprises regarding the availability of bank credit over
the next six months, i.e. October 2012-March 2013, are the most
pessimistic across euro area countries; (c) over the past two years
the number of enterprises that do not even apply for a new loan
has increased, as they think that their application will be rejected;
(d) an increasing number of enterprises believes that the avail-
ability of external financing is adversely affected by macroeco-
nomic factors or the firm-specific economic outlook (i.e. factors
which primarily affect demand for financing resources) rather
than by banks’ willingness to provide loans. Surely the signifi-
cance of this finding is controversial, as banks’ willingness and
ability to grant loans are inevitably influenced by macroeconomic
conditions, as well as the economic outlook of firms applying for
a loan; (e) a much higher share of Greek firms relative to the
other Member States reports the lack of financing resources,
including commercial credit, as the most pressing problem they
are facing. As a matter of fact, this percentage gradually
increased between April-September 2010 and October 2011-
March 2012, but fell over the April-September 2012 period.
Other pressing problems that firms had to choose from were find-
ing customers, the high cost of production or labour, fierce com-
petition, etc.; (f) over the past two years, an increasing number
of firms finds that the unfavourable course of their profitability
raises the need for external financing in terms of working capi-
tal or fixed capital investment. In spite of the above, over the six-
month periods that preceded the April-September 2012 period,
the majority of enterprises report a decrease in the total debt to
total assets ratio, possibly because their increased needs for
financing were not met. 

3311 Of course, this development is also associated with higher credit
risk premia that have been incorporated into bank lending rates,
in contrast with reduced credit supply due to other reasons. 
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banks’ collateral requirements, signals a
decline in bank loan supply.32

The reduction in bank financing during the
intensification of the crisis, which was marked
by a sharp widening in the yield spread
between Greek and German government
bonds, varied across economic sectors.
Between September 2009 and September
2012, a drop in bank credit33 was reported in
mining and quarrying (-22.0%),34 transport
other than shipping (-21%), trade (-12.5%),
manufacturing (-5.6%),35 industry (-5.5%),36

agriculture (-5.5%) and construction (-5.3%).
Conversely, an increase in financing was
recorded in the sectors of electricity-gas-
water supply (50.5%), tourism (3.5%) and
shipping (3.2%).

To the extent that shrinking bank deposits
reflect factors associated with the supply of
loans, together with the fact that credit risk
varies across economic sectors, output and
investment in sectors that saw their bank
financing drop more than other sectors may
have been hit the hardest. On the other
hand, shrinking bank financing could also
reflect factors relating to loan demand. If
this is the case, the uneven pattern of financ-
ing across economic sectors is probably due
to the fact that weaker demand for products
and services and, subsequently, the down-
ward revision of expectations regarding
future profitability (which affect investment
demand) were more pronounced in certain
sectors than in others. Divergent develop-
ments in economic activity across sectors
during the crisis are mirrored in changes in
value added, which are broken down in the
sub-sectors of the primary, secondary and
tertiary sectors.37

Out of the three economic sectors that wit-
nessed an increase in bank financing amidst
overall credit constraints, two are clearly out-
ward-oriented (tourism, shipping). However,
there is evidence indicating that some of the
sectors to which bank credit receded sub-
stantially (e.g. mining-quarrying and manu-

facturing) were also outward-oriented.38 Con-
versely, trade (particularly with regard to
retail sales) and construction, two sectors in
which bank credit also declined sharply, are
not associated with (remarkable) export
activity. Agriculture, which records some
export performance, has also suffered from a
decline in bank financing, roughly equal to
that in construction. As a result, the slow-
down in credit expansion, which most prob-
ably is not only due to the economic down-
turn but also contributes per se to a contrac-
tion in output and investment, does not
appear to hit disproportionately harder eco-
nomic sectors with a relatively high degree of
extroversion.39,40
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3322 This is corroborated ―as regards loans to non-financial corpora-
tions and households― by the Eurosystem Bank Lending Survey,
as well as the aforementioned survey of the Eurosystem and the
European Commission on SMEs access to finance.

3333 The decrease in outstanding loans in foreign currency due to
exchange rate variations or in the outstanding stock of credit aris-
ing from loan write-offs or in the value of MFI holdings of secu-
rities resulting from a drop in bond prices, etc. are not considered
to represent a reduction in bank financing.

3344 Available data on this sector allow for a comparison between June
2010 and September 2012.

3355 See previous footnote. 
3366 This sector consists of manufacturing and mining-quarrying. For

the financing of the sector as a whole, percentage changes between
September 2009 and September 2012 can be calculated and are
therefore noted above. 

3377 Ranging from a 42% decline in wholesale and retail trade and in
other services (e.g. transport) to a 12% increase in agriculture,
forestry and fishing (comparison between Q3 2009 and latest avail-
able quarter, i.e. Q2 2012). 

3388 On the basis of available data, it is not possible to examine the path
of bank credit to individual branches of manufacturing or whether
credit varied between more and less outward-looking branches. 

3399 The above analysis rests upon the assumption that bank financing
needs per unit of output are similar across various sectors, an
assumption that seems to be rather arbitrary. Most probably, sec-
tors where the production process or the amortisation of invest-
ment are time-consuming, or sectors where fixed costs are high or
own funds are for some reason low, have a relatively greater need
for bank credit. Therefore, a reduction in bank credit even by 1 per-
centage point affects more adversely activity in such sectors. The
sectoral breakdown of bank financing is based on different eco-
nomic sectors than those used in the sectoral breakdown of value
added. Seven sectors, which are in principle common for both
breakdowns, can be matched, provided that some of the sectors
included in the breakdown of bank financing are consolidated.
However, it should be noted that as regards the most important sec-
tors with statistical coverage for both value added and bank financ-
ing (i.e. industry, construction and a single sector comprising trade,
transport including shipping and tourism), the ratio of bank financ-
ing to value added followed an upward course in 2005-2012. As a
matter of fact, from 2009 onwards the values of the ratio in indi-
vidual sectors tend to converge, which provides a first indication
that the above-mentioned assumption is substantiated.

4400 By contrast, according to the aforementioned business survey on
SMEs conducted by the National Bank of Greece, “liquidity prob-
lems” were harsher for exporting firms than for non-exporting firms
in each of the surveyed sectors (industry, services, trade and con-
struction). 
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On the other hand, the Panhellenic Exporters
Association (PEA) has recently announced41

that about 2/5 of exporters included in a strat-
ified sample were having serious liquidity
constraints and difficulties in accessing new
credit lines in 2012 (against 1/4 of exporters
in 2011). It also stresses that “liquidity con-
straints” are reported more frequently among
larger exporters relative to smaller exporting
firms, which is attributable to the fact that rel-
atively larger amounts from VAT refunds are
due to larger firms. It should also be noted
that stronger liquidity pressures are exerted
on the industries of food, pharmaceutical
products and transport.42 Finally, on the basis
of the sample analysis, the PEA underscores
the importance of EU funds under the NSRF
for the financial support of enterprises.43

Overall, additional EU financial support
mechanisms are in place, with a view to
enhancing credit to Greek enterprises. In the
near future, the European Investment Bank
(EIB), covered in part by Greek State guar-
antees or NSRF appropriations, will allocate
funds (far exceeding the guarantees pro-
vided) to Greek banks, which in turn will
channel those funds in the form of loans to
SMEs. The EIB will also contribute to the
establishment of the Risk Sharing Finance
Facility, aimed at financing infrastructure
projects and productive investment (e.g. con-
struction of motorways), while NSRF funds
will be earmarked as guarantees in favour of
the EIB, which will provide funds of a much
greater value relative to the guarantees. 

Due to the fact that foreign suppliers require
an advance payment from Greek firms and
given Greek banks’ limited capacity to finance
such payments, a new mechanism is scheduled
to operate soon, under which the European
Investment Fund (an affiliated EIB body) will
provide short-term loans to Greek SMEs to
help them finance the supply of raw material
from abroad. It should be noted that the Euro-
pean Investment Fund has already started
allocating funds to SMEs through domestic
credit institutions under the Jeremie initiative. 

Furthermore, the National Hellenic Fund for
Entrepreneurship and Development
(ETEAN), which provides guarantees for
certain types of domestic MFI credit to non-
financial corporations, continues to operate
smoothly. It also provides (almost entirely
NSRF) funds aimed at co-financing, together
with much greater bank lending, business
investment. It is noteworthy that banks still
bear the sole responsibility of assessing
prospective borrowers’ applications and the
overall management of co-financed loans.

6 THE GOVERNMENT BOND MARKET

Trends prevailing in the secondary Greek gov-
ernment bond market over the January-Octo-
ber 2012 period reflect, on the one hand, dete-
rioration in the Greek economy’s key aggre-
gates and, on the other hand, an environment
of heightened uncertainty and serious concerns
about a Greek exit from the euro area that very
often took on disproportionate magnitude to
the country’s economic performance. Elimi-
nating this uncertainty is a sine qua non for
improving the economic climate and boosting
investment confidence, both of which will con-
tribute to ensuring the exit of the Greek econ-
omy from the crisis. 

The steep upward trend of Greek government
bond yields throughout 2011 continued into
the first two months of 2012, but was inter-
rupted after the completion of the public debt
restructuring in March 2012.44 Coupled with
lower interest rates and longer maturities by
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4411 Press release of 16 October 2012.
4422 This finding from the PEA sample seems to be in line with the

aforementioned outcome (which was based on data for the econ-
omy as a whole) that the decline in bank credit to transport exclud-
ing shipping has been pronounced since the onset of the crisis
across various economic sectors. 

4433 The PEA press release also refers to a finding of a previous survey,
conducted in collaboration with the Greek Ministry of Development
and Competitiveness (2011), that the vast majority of exporters
states as a “precondition of sustainability and expansion of their
export activities the access to working capital ranging from €500,000
to €1 million”, particularly with the aim to pre-finance exports (pur-
chase of raw material, packaging and shipment costs, etc.). 

4444 For the restructuring of Greek-law government bonds, which was
successfully completed in March 2012, see Bank of Greece, Annual
Report 2011, pp. 142-144.
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euro area countries, the restructuring suc-
ceeded in reducing Greece’s debt servicing
burden and created the conditions for the
endorsement of the second financial support
programme. As a result, the yield of the new
Greek government benchmark bond (maturing
on 24 February 2023, i.e. a maturity of almost
10 years) declined by 12 percentage points vis-
à-vis the old 10-year benchmark bond
(9.3.2012: 31.0%, 12.3.2012: 19.0%; see Chart
V.9). The restructuring involved debt securities
issued under Greek law, whereas on 25 April
2012 the exchange of foreign-law bonds issued
or guaranteed by the Greek government was
completed. All in all, €20.8 billion of bonds
governed by foreign law were exchanged for
new bonds with a face value reduced by 53.5%,
as well as for GDP-linked options. 

After the new Greek bonds started to trade,
upward pressures on yields re-emerged and
persisted until mid-June 2012 (new benchmark
bond yield on 12.6.2012: 29.3%). Subsequently,
yields gradually declined overall until late
October by more than 11 percentage points, as
investors’ concerns about a Greek exit from the
euro area were eased by the appointment of a
coalition government following the June 2012
election (yield on 31.10.2012: 17.7%). These
developments are also mirrored in the evolu-
tion of the yield curve, which flattened over the
reviewed period, but remained negative (see
Chart V.10). Respectively, the yield spread
between the Greek and the German 10-year45

bonds widened after the completion of the
exchange offer of Greek government bonds
and narrowed following the June 2012 election
(9.3.2012: 2,922 basis points; 12.3.2012: 1,723
basis points; 12.6.2012: 2,788 basis points; and
31.10.2012: 1,619 basis points – see Chart V.9).
It should be noted that, after the Greek debt
restructuring in March 2012, the maturities of
the new bonds are longer than 10 years and
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4455 It should be noted that, after the completion of the PSI, the ensu-
ing maturities of the new Greek government bonds exceed 10 years.
However, it is widely accepted, for discussion purposes, that 11-year
debt securities are used as benchmark bonds that are directly com-
parable to the old Greek government bonds or the sovereign bonds
of other euro area countries with a maturity of 10 years. 
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there is no yield curve segment corresponding
to maturities of 1 to 10 years. 

Transaction activity on the secondary bond
market shrank further over the period under
review. The average daily value of transactions
in the Electronic Secondary Securities Market
(HDAT) stood at €2.7 million during the Jan-
uary-October 2012 period, against €24.9 mil-
lion in the corresponding period of 2011. Over
the same period, the daily average value of
transactions in the Dematerialised Securities
System46 was €418 million (compared with€770 million in 2011).

In 2012 the Greek government continued its
regular Treasury bills issues with a maturity of
6 and 3 months and managed to raise a total
amount of about €37 billion by the end of
October 2012. The weighted average interest
rate was 4.42% in January-October 2012, com-
pared with 4.63% in 2011. 

7 THE STOCK MARKET 

• After a sharp decline in 2010 and 2011, share
prices on the Athens Exchange (Athex)
rebounded in January-October 2012 – very
much in line with rising share prices in the euro
area and the US. The path of share prices in
Greece was initially affected by (a) investor
uncertainty concerning the evolution of the
economic adjustment programme and a
potential Greek exit from the euro area, (b)
the deep recession and (c) the losses posted by
Athex-listed firms.47 However, over the June-
October 2012 period the investment climate
seems to have improved thanks to the appoint-
ment of a new coalition government, the
important decisions that were adopted at the
EU level to support European banks48 and the
progress made in the recapitalisation process
of Greek credit institutions and the restruc-
turing of the Greek banking system. More
specifically, following a drop of 23% during the
January-May 2012 period, the Athex general
share price index recovered considerably in the
next five months (up by 53%).

• All in all, between January and October 2012
the Athex general share price index rose by
18%, against a sharp decline of 43% over the
respective period of 2011 (see Chart V.11).
Movements in the Dow Jones Euro Stoxx Broad
index for the euro area and in the S&P 500
index for the United States were in positive ter-
ritory (10% and 12%, respectively), compared
with -15% and 0% one year earlier. It should be
noted that the performance of stock market
indices was mixed across individual euro coun-
tries in the first ten months of 2012 ―Belgium,
BEL 20 (14%); France, CAC 40 (9%); Ger-
many, DAX 30 (23%); Italy, FTSE MIB (3%);
Spain, IBEX 35 (-8%); Portugal, PSI 20 
(-3%)― thereby confirming that the economies
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4466 Transactions in the Bank of Greece Dematerialised Securities Sys-
tem (DSS) include, in addition to HDAT transactions, the trading
of securities and repurchase agreements on other electronic trad-
ing platforms, as well as on the OTC market, given that DSS serves
as a depository for Greek government securities.

4477 According to the results for the first half of 2012, non-financial cor-
porations listed on the Athens Exchange posted losses of €766 mil-
lion, against profits of €233 million in 2011.

4488 At their meeting on 28-29 June 2012, the heads of state or gov-
ernment of the EU Member States decided, among other things,
to establish a single banking supervisory mechanism for the euro
area and, at a later stage, to provide the European Stability Mech-
anism (ESM) with the possibility to recapitalise banks directly. 
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that are directly hit by the debt crisis are
marked by adverse developments in stock mar-
ket indices, with the exception of Greece as a
result of the aforementioned reasons.

• Turning to the remaining key aggregates in
the Athens Exchange, transaction activity was
significantly lower compared with the respec-
tive period of 2011 (see Chart V.11). In more
detail, between January and October 2012 the
daily average and the total value of transac-
tions in the Athens Exchange fell by 45% and
44%, respectively, year-on-year. It should be
noted that in September (October) 2012 both
the daily average and the total value of trans-
actions in the Athens Exchange increased con-
siderably by 190% (24%) and 163% (43%),
respectively, month-on-month (August/Sep-
tember 2012). The market capitalisation of the
Athens Exchange came to €30 billion at end-
October 2012, up by 12% against end-Decem-
ber 2011.49 Furthermore, the total amount of
funds raised from the stock market dropped
sharply to €132 million in January-October
2012, compared with €2.3 billion year-on-year
(see Table V.6). Just as in 2011, the bulk of
funds raised over the period under review
related to financial corporations. 

• The banking sub-index rose (by 14%) over
January-October 2012, against a sharp decline
in the respective period of 2011 (-75%). This
rise was stronger than that of the correspon-

ding banking sub-index for the euro area –
Dow Jones EURO STOXX Banks (6%).
Although Greek banks have come under a lot
of pressure due to liquidity constraints,
reduced profitability50 and the erosion of their
capital base, a positive effect on the banking
sector’s share prices over the June-October
2012 period was exerted by the implementa-
tion of the initial phase of the recapitalisation
process of the four largest Greek commercial
banks, as well as by the considerable headway
made in the restructuring of the domestic
banking system. More specifically, after a
drop of 31% between January and May 2012,
the banking sub-index picked up considerably
(by 66%) over the next five months and out-
performed the Athex general share price
index. 

• In conclusion, despite some clear trends of
reversal in plummeting share prices, which has
marked the Athens Exchange over the past
years, a recovery of the stock market, alongside
a somewhat lasting increase in transaction vol-
umes, will be feasible only if uncertainty con-
cerning the country’s exit from the euro area
is dissipated. 
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4499 The participation of foreign investors in the market capitalisation
of the Athens Exchange in October 2012 (51%) is roughly equal
to the rates of December and October 2011. Capital outflows by
non-resident investors were €169 million in the first ten months of
2012, against outflows of €262 million in 2011. 

5500 For further details, see Section 8 below.

Table V.6 Funds raised on the Athens Exchange

Categories of firms and sectors

Number of firms Funds raised (million euro)1

January-October January-October

2011 2012* 2011 2012*

Listed firms 12 6 2,296.8 132.1

Newly-listed firms - - 0.0 0.0

Total 12 6 2,296.8 132.1

Financial sector−Banks 2 1 2,066.4 90.0

Non-financial sector 10 5 230.4 42.1

Sources: Athens Exchange and Bank of Greece.
* Provisional data.
1 Capital increases through public offerings, private placements and conversion of bonds into equity. Subscriptions to a capital increase are
entered on the last day of the public offering period.
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8 OVERVIEW OF DEVELOPMENTS IN THE
BANKING SECTOR

• Pressures on the profitability, liquidity posi-
tion and capital adequacy of Greek credit insti-
tutions remained strong in the first months of
2012. 

• According to the releases of financial data
for the first quarter of 2012,51 banks reported
losses (after tax) amounting to €808 million,
while banking groups posted losses totalling€654 million (see Table V.7).52 This devel-
opment was mainly due to the following fac-
tors:

―― increased provisioning for credit risk, as a
result of a deteriorating macroeconomic envi-

ronment that has a negative effect on borrow-
ers’ financial condition;

―― reduced operating income (i.e. net interest
and fee income), due to subdued business and
higher refinancing costs, and

―― losses resulting from financial operations.

• A slight upward effect on operating results
was exerted by the reduction in operating costs.
However, this reduction was rather limited,
given the challenges facing the banking sector
and the drastic drop in operating income (the
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5511 It should be noted that, as the present report went to press, banks
had not released their financial results for the first half of 2012. 

5522 It should be noted that the effect of the PSI on banks’ figures is mir-
rored in the results of 2011 (see Section 8.A below). 

Table V.7 Financial results of Greek commercial banks and banking groups with shares listed
on the Athens Exchange (2011 Q1-2012 Q1)

(million euro)

Banks Banking groups

Jan.-Mar.
2011

Jan.-Mar.
2012

Change
(%)

Jan.-Mar.
2011

Jan.-Mar.
2012

Change
%

Source: Financial statements of Alpha Bank, Attika Bank, Geniki Bank, National Bank of Greece, Eurobank and Piraeus Bank. The Agricul-
tural Bank of Greece and the Hellenic Postbank have not published income statements for 2012 Q1. 

Operating income 1,798 1,243 -30.9 2,862 2,242 -21.7

Net interest income 1,468 1,295 -11.8 2,268 2,026 -10.6

– Interest income 3,430 3,359 -2.1 4,738 4,574 -3.5

– Interest expenses 1,961 2,064 5.2 2,470 2,548 3.1

Net non-interest income 330 -52 -115.8 595 216 -63.7

– Net fee income 160 115 -28.1 320 299 -6.4

– Income from financial operations -15 -160 - 26 -148 -

– Other income 185 -6 -103.5 249 65 -74.0

Operating costs 883 828 -6.2 1,423 1,333 -6.3

Staff costs 518 485 -6.3 797 734 -7.9

Administrative costs 306 278 -9.1 495 461 -6.7

Depreciation 58 64 9.8 128 136 5.6

Other costs 1 1 30.5 3 2 -19.9

Net income (operating income less costs) 915 415 -54.7 1,439 909 -36.8

Provisions for credit risk 1,032 1,816 76.0 1,275 2,091 64.0

Share of profit (loss) of associates 0 -4 -

Pre-tax profits -116 -1,401 - 164 -1,185 -

Taxes -40 -593 - -1 -531 -

After tax profits -76 -808 - 165 -654 -
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cost-to-income ratio rose). A further ratio-
nalisation of banks’ operating costs is war-
ranted. 

• The quality of Greek banks’ loan portfolios
also worsened across all loan categories. The
ratio of non-performing loans to total loans
came to 18.7% at end-March 2012, from 16%
at end-December 2011. The NPL ratio was
higher in the category of consumer credit. 

• Credit institutions also faced severe liq-
uidity constraints. Greek banks continued to
experience sizeable outflows of deposits by
non-financial corporations and households in
Q1 2012, while at the same time they saw the
value of their collateral used to obtain refi-
nancing from the Eurosystem and/or emer-
gency financing provided by the central bank
decline. 

• Although the financial indicators of banks
were strongly affected, as already mentioned,
the Bank of Greece took all necessary action
to ensure that such adverse developments
would not undermine the stability of the
domestic financial system and the interests of
depositors.

• Among the events that marked the period
after Q1 2012, the most important was the
assessment of banks’ capital needs on the basis
of the recapitalisation exercise conducted by
the Bank of Greece, as envisaged in the Mem-
orandum of Economic and Financial Policies.
The Bank of Greece has already communi-
cated to each bank the level of its capital needs,
as well as the deadlines for the submission of
capital enhancement and implementation
plans.53

• A prerequisite for the completion of the
recapitalisation process, following the final-
isation of the institutional framework that
will specify the terms and conditions as well
as the available financial instruments for the
participation of the private sector,54 is the dis-
bursement of the next instalment under the
second Economic Adjustment Programme

for Greece, as it includes a sizeable amount
for the Hellenic Financial Stability Fund. It
should be noted that the Hellenic Financial
Stability Fund advanced €18 billion to the
four core banks, identified as independently
viable, thereby helping them to replenish
their capital above regulatory minimum (see
table V.8). 

• A development of paramount importance is
also the fact that the first steps towards a more
compact banking system have already been
made. Resolution measures were successfully
implemented on ATE Bank with the transfer
of its sound assets to Piraeus Bank. Further-
more, Piraeus Bank has acquired Geniki Bank,
Alpha Bank has acquired Emporiki Bank and
the National Bank of Greece is currently nego-
tiating the acquisition of Eurobank. If com-
pleted, the banking group that will emerge will
be able to accomplish important synergies and
will become the largest regional bank in
South- Eastern Europe and one of the largest
banks in Europe. This joining of forces is
expected to continue in the future. Thus, the
banking sector sets the pace for the overall
efforts geared towards the structural reform of
the Greek economy, which is essential to sus-
tainable growth. 
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5533 It should be noted that the Bank of Greece, taking into account
banks’ financial results and measures taken in the first half of 2012,
has already updated the assessment of their capital needs.

5544 See Cabinet Act No. 38/9.11.2012.

Table V.8 Advance payment from the
Financial Stability Fund

Source: Financial statements of banks. 

National Bank of Greece 7,430

Eurobank Ergasias 3,970

Alpha Bank 1,900

Piraeus Bank 4,700

Total 18,000

Bank
Amount

(million euro)
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• The recapitalisation and restructuring of the
banking system are pivotal structural reforms
that crucially contribute to restoring confi-
dence in the prospects of the Greek economy
and constitute prerequisites for economic
recovery. In fact, these reforms are expected
to first underpin stabilisation and then con-
tribute to a gradual return of deposits (which
has already been observed since July, see Sec-
tions 1 and 1A of this chapter), while in the
medium term they will help Greek banks to
gradually regain access to international
money and capital markets. By strengthening
their capital base and by improving their abil-
ity to attract deposits and raise funds on the
markets, banks will be able to provide stronger

credit flows in order to finance production,
investment and exports, which will boost eco-
nomic activity.

8.A FINANCIAL RESULTS OF GREEK BANKS AND
BANKING GROUPS IN 2011

• In 2011 losses (after tax) came to €31 billion
for banks and €31.7 billion for banking groups
(see Table V.9). This is primarily due to high
provisioning to accommodate for impairment
losses as a result of the private sector involve-
ment in the restructuring of public debt in
March (and in April) of 2012. Banks’ provi-
sions came to €28.4 billion on a solo basis and
to €29.8 billion on a consolidated basis.
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Table V.9 Financial results of Greek commercial banks and banking groups
(2010-2011)

(million euro)

Banks Banking groups

2010 2011
Change

(%) 2010 2011
Change

%

Source: Financial statements of 14 commercial banks. The Agricultural Bank of Greece and the Hellenic Postbank have not published finan-
cial statements for 2011; New Proton Bank is not included, because data are not comparable.

Operating income 7,889 7,562 -4.1 12,686 11,853 -6.6

Net interest income 6,948 6,874 -1.1 10,515 10,055 -4.4

– Interest income 15,012 15,990 6.5 19,612 20,752 5.8

– Interest expenses 8,064 9,117 13.0 9,097 10,697 17.6

Net non-interest income 941 688 -26.9 2,171 1,798 -17.2

– Net fee income 1,062 744 -29.9 1,765 1,495 -15.3

– Income from financial operations -294 -141 - 79 -32 -

– Other income 173 86 -50.6 327 336 2.6

Operating costs 4,798 4,552 -5.1 7,161 6,875 -4.0

Staff costs 2,748 2,707 -1.5 3,962 3,894 -1.7

Administrative costs 1,621 1,478 -8.8 2,399 2,238 -6.7

Depreciation 298 303 1.7 601 592 -1.6

Other costs 132 65 -50.8 199 151 -24.1

Net income (operating income less costs) 3,091 3,010 -2.6 5,524 4,978 -9.9

Provisions for credit risk 4,846 9,744 101.1 5,915 10,951 85.1

Provisions for the PSI 0 28,431 - 0 29,860 -

Share of profit (loss) of associates -3 -32 -

Pre-tax profits -1,755 -35,165 - -393 -35,865 -

Taxes 158 -4,117 - 449 -4,187 -

After tax profits -1,913 -31,048 - -843 -31,678 -
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• A sizeable increase in provisions for credit
risk also had its toll on losses, amid a rapidly
worsening macroeconomic environment that
strongly affected borrowers’ financial condition.

• At the same time, banks’ operating income
decreased on account of the recession, while
lower operating costs were not sufficient to
counterbalance diminishing operating income.
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I INTRODUCTION

Regulatory interventions could lead to a non-
optimal allocation of available resources and
could thus have an adverse effect on competi-
tion, productivity and inflation, to the extent
that they hinder the adjustment of businesses
and the economy in general to exogenous
shocks. Several regulatory interventions are
adopted with a view to protecting workers, con-
sumers, the natural environment, investors, as
well as the interests of the State. However, in
the case of the Greek economy, introducing
―for a long period of time― new measures
without a full cost-benefit analysis and main-
taining older measures despite changes in mar-
ket conditions have led to a situation in which
the total cost of interventions has exceeded the
benefit arising from them. This situation neces-
sitates the promotion of structural reforms in
order to increase the economy’s output and
employment.

Economic policy making is called upon to face
the root causes of the deep recession and twin
deficits (the public deficit and the current
account deficit).

Priority is certainly given to an immediate re-
launching of the economy and measures are
taken to accelerate the absorption of NSRF
funds, create the Greek Investment Fund,
utilise the financing instruments of the Euro-
pean Investment Bank and re-start the con-
struction of road axes.

At the same time, however, structural reforms
are being promoted so as to achieve satisfactory
and sustainable growth. Addressing, through
structural reforms, the causes that created the
twin deficits implies their effective and per-
manent elimination. If the causes of the deficits
are dealt with through measures of a temporary
nature, the Greek economy will soon find itself
in an even worse position. Moreover, it is
pointed out that avoiding reforms maintains
low GDP growth rates and acts against debt
sustainability. Besides, the Memorandum
itself provides for specific reforms as a pre-

requisite for the disbursement of the loan. Past
delays in the completion of structural reforms,
despite any progress, postpone the emergence
of their beneficial effects and lead to pressures
for further expenditure cuts.

The reform process takes time and its positive
effects are seen at a later stage.1 Any delay
would simply exacerbate problems, this is why
it is imperative to immediately press forward
with reforms.

Economic policy makers are faced with three
challenges:

• First, to design measures with a long-term
perspective, taking into account short-term
restrictions.

• Second, to adequately justify the need to
implement measures and estimate anticipated
benefits.

• Third, to offset any short-term cost that the
implementation of the measures could imply
for the most vulnerable groups, in order to
ensure fairness and enhance social cohesion.

2 THE EFFECTS OF STRUCTURAL REFORMS ON
GROWTH

The need to adopt measures is demonstrated
by the anticipated growth rates presented in
the Medium-Term Fiscal Strategy Framework
(October 2012) and by the IMF.

Specifically, according to the MTFS, if the
measures (fiscal and structural) included in
Law 4093/2012 are not implemented, the
decline in GDP in 2013 will be smaller (-2.7%
against -4.5%), but recession will continue
through 2016. By contrast, if measures are
implemented, recession will be deeper in 2013,
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V I S T RUC TURA L R E FORMS I N CR E A S E POT ENT I A L
OUTPU T AND IMPROVE DEB T SU S T A I N AB I L I T Y
PRO S P E C T S

11 This finding is rather common in literature. Indicatively, de Mello
and Padoan (2010) make specific estimates and compare policies
in terms of the time required for the results to materialise. They
estimate that measures aimed at the labour market and tax reforms
usually yield results quickly, while the opposite is true for reforms
of the educational system. 
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but positive growth rates are expected from
2014 onwards (2014: 0.2%, 2015: 2.5% and
2016: 3.5%). 

Τhe IMF estimates that, without structural
reforms, the average growth rate of the Greek
economy will be a mere 1% in 2017-2025. The
implementation of reforms could imply a much
higher rate of growth, depending on the extent
and composition of reforms. 

Before the crisis, the Greek economy was char-
acterised by strong structural weaknesses and
public administration inefficiency, which
resulted in a limited “responsiveness” of the
economy. Economic policy makers, investors,
businesses and households were not respond-
ing in time to the challenges arising from a
globalised economic environment. 

Specifically, economic policy making did not
adjust the policy pursued to the emerging long-

term changes, businesses failed to respond with
speed and vision to changes in demand and to
new technologies, and the society did not
realise or feel the changes, was negative
towards reforms and did not recognise their
long-term positive effects. 

These practices were detrimental prior to the
crisis, as they did not ensure a satisfactory, sus-
tainable growth rate and led to a deterioration
of competitiveness indicators (see Table VI.1).
This is why changes are now imperative – for
at least three reasons: 

• First, the access of the banking system to mar-
kets is difficult, while the external deficit has to
be reduced in order to avoid an increase in exter-
nal debt – in other words export receipts should
cover, more than in the past, import payments. 

• Second, lack of investment and protracted
unemployment for large part of the workforce
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Table VI.1 Global competitiveness indicators: Greece’s rank in total economies1

2001 2002 2003              2004                 2005 2006 2007 2008 2009 2010 2011 2012 2013

Sources: World Economic Forum, The Global Competitiveness Report 2012-2013 (5.9.2012) and previous issues; Institute for Management Devel-
opment (IMD), World Competitiveness Yearbook 2012 (31.5.2012) and previous issues; World Bank, Doing Business 2013 (23.10.2012) and
previous issues; Transparency International, Corruption Perceptions Index 2011 (1.12.2011), World Economic Forum, Global Information Tech-
nology Report 2012 (April 2012) and previous issues; UNCTAD, World Investment Report 2012. 
1 The numbers in parentheses refer to the total number of economies.
2 As given in the following year issue.
Explanations: WEF: World Economic Forum, Global Competitiveness Index.
IMD: Institute for Management Development, World Competitiveness Scoreboard.
WB: World Bank, Ease of doing business index.
TI: Transparency International, Corruption Perceptions Index (CPI).
WEF-INSEAD: World Economic Forum-INSEAD, Networked Readiness Index (NRI).
UNCTAD: FDI Attraction Index.

WEF
36

(75)
38

(80)
35

(102)
37

(104)
46

(117)
47

(125)
65

(131)
67

(134)
71

(133)
83

(139)
90

(142)
96

(144)

IMD
30

(49)
36

(49)
42

(51)
44

(51)
50

(51)
42

(53)
36

(55)
42

(55)
52

(57)
46

(58)
56

(59)
58

(59)

WB
1092

(175)
1002

(178)
1002

(183)
972

(183)
1012

(183)
892

(183)
782

(185)

TI
42

(91)
44

(102)
50

(133)
49

(146)
47

(159)
54

(163)
56

(180)
57

(180)
71

(180)
78

(178)
80

(182)
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31
(75)

42
(82)

34
(102)

42
(104)

43
(115)

48
(122)

56
(127)

55
(134)

56
(133)

64
(138)

59
(142)

UNCTAD
107

(178)
123

(181)
127

(182)
130

(182)
135

(182)
117

(182)
132

(182)
128

(182)
135

(182)
134

(182)
142

(182)
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are contributing to a depreciation of human
and physical capital. 

• Third, migration (see Table VI.2) and
expected demographic developments forebode
a reduction in labour force: population aged
15-64 years is expected to decline at an aver-
age annual rate of 0.2% in the next decade (i.e.
2% cumulatively).

Furthermore, it should be ensured that growth
will not be accompanied by inflationary pres-
sures in the future. It is imperative to timely pro-
ceed with reforms that increase productivity and
eliminate obstacles in competition, investment
and entrepreneurship (Vettas, 2011). 

TThhee  aaiimm  ooff  rreeffoorrmmss::  aa  mmooddeerrnn  ccoommppeettiittiivvee  eeccoonn--
oommyy

A competitive economy is not identified with
a low-cost2 economy. The mechanisms making
a modern economy competitive are much more
complex. Factors affecting competitiveness can
be distinguished in institutional and economic.3

The four key iinnssttiittuuttiioonnaall  ffaaccttoorrss are the fol-
lowing:4

• First, a flexible State that is allied to the cit-
izens and guarantees the provision of security,
health and education services in the most effi-
cient manner.5

• Second, a flexible State that is friendly to
entrepreneurial activity through clear and
transparent laws which are observed.

• Third, modern institutions that promote a
sense of fairness and trust among social partners.

• Fourth, political stability.

The eeccoonnoommiicc  ffaaccttoorrss deemed important are
the following: 

• Macroeconomic stability.

• Infrastructure sufficiency. 

• Access to the financial system.

• Specialised workforce. 

• Adequate domestic and foreign competition. 

• Synergies among enterprises (e.g. existence
of “clusters” of enterprises) facilitating inno-
vation and diffusion of technology. 

• Adept business administration. 

• Rational incentives policy at business level
(corporate governance, connection of remu-
neration with productivity, etc.).
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Table VI.2 Data on migration from Greece to Germany and the United Kingdom 

(flows of migrants into host countries per period)

Sources: Germany: OECD (2012), International Migration Outlook (Figure 1.7, p. 44) and http://www.bundesaerztekammer.de; United King-
dom: General Medical Council (2012), The state of medical education and practice in the UK, Figure 1.7, p. 25 and Box 1.1, p. 27. 

1996 2010 2011

Germany – all professions - 12,256 8,890 (H1)

United Kingdom – medical doctors 299 282 365

Germany – medical doctors and related 
professionals 

- 153 208

22 Besides, as pointed out by Delgado et al. (2012), “Similarly, unit
labor costs can be in line with sustainable external balances at many
different levels of prosperity and economic performance” (p. 7).

33 Delgado et al. (2012).
44 Hall and Jones (1999) summarise the four macroeconomic factors

with the term “social infrastructure”, which covers institutions and
also the policies creating the economic environment in which indi-
viduals and enterprises invest in human and physical capital respec-
tively and produce output.

55 Literature shows that the size of the public sector cannot by itself
explain the success or failure of an economy. By contrast, the struc-
ture of taxation and the performance or non-performance of pub-
lic expenditure constitute explanatory factors. See Johansson et al.
(2008). 
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Structural reforms aim at ensuring that these
institutional and economic conditions are cre-
ated and preserved. 

Table VI.3 presents some estimates on how the
liberalisation of product and services markets
is expected to affect growth and employment
in developed countries and in Greece. Esti-
mates of the benefits of structural reforms dif-
fer depending on (a) the field of reforms
(product markets, labour markets), (b) the
starting point, i.e. the extent of initial limita-
tions and existing human capital, (c) the com-
bined or non-combined lifting of distortions
(e.g. simultaneous lifting of distortions in the
labour market and the product market), (d) the
extent of political support and (e) the level of
demand in the economy.

The enhancement of the Greek economy’s
adaptability presupposes that distortions in the
labour market (those remaining after the
extended reforms of the past two and a half
years), limitations in the operation of certain
professions (closed professions) and/or barri-
ers and strict conditions for the new entrants
are eliminated. It also requires the abolition of
administrative obstacles faced by enterprises in
their transactions with the State.

Progress in all three fronts has been recorded
in recent years. It is also positive that Greece
has a well-trained workforce, as acknowledged
also by international organisations monitoring
structural competitiveness. Thus, in the Global
Competitiveness Report, 2012-2013 of the
World Economic Forum, for instance, it is
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Table VI.3 Indicative estimates of the expected macroeconomic effects of reforms in
advanced economies 

Study Sample Finding 

Everaert and Schule (2006) EU countries 
Product and labour market reforms have sizeable steady state effects,
well above 10 percentage points of GDP for some countries, depend-
ing on pre-reform rigidities.

Annett (2007) 14 EU countries, 1980-2003 
Higher tax wedge and benefits affect labour supply negatively. Ben-
efits of wage moderation are higher in countries with more liberal
product and labour market regulations.

Berger and Danninger (2007) OECD, 1990-2004 
Comprehensive and large-scale labour and product market
reforms can lead to additional employment growth of 1-1.3 per-
centage points annually.

Bassanini and Venn (2008) OECD, 1982-2003 
Strict employment protection depresses productivity growth in indus-
tries where this is binding.

Ostry, Prati, and Spilimbergo

(2009)

91 developed and emerging 
countries

Structural reforms boost income growth, but growth effects depend
on reform sequencing. 

Allard et al. (2010) G20, Europe 
Labour and service market reforms to fill half the gap with the three
best EU performers could yield ½ percentage points of additional
annual growth over the next 5 years.

Gomes et al. (2011) Euro area
Benefits from implementing reforms are large and cross-country coor-
dination adds extra benefits by limiting the deterioration in relative
prices that occur if reforms are implemented unilaterally.

Bouis and Duval (2011) OECD, euro area 
A comprehensive country-specific reform package could yield an
overall gain in potential GDP of more than 10 percent of GDP for
most euro area countries over a 10-year period.

World Bank (2012)
OECD, EU members and 
accession countries 

Strict employment protection, high labour tax, and minimum wages
are associated with lower participation and higher unemployment
rates.

Source: Table 1 in Barkbu, B., J. Rahman, and R. Valdés (2012), Fostering growth in Europe now, IMF Staff Discussion Note SDN/12/07.
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reported (p. 28) that: “In working to overcome
the present difficulties, Greece has a number
of strengths on which it can build, including a
reasonably well educated workforce that is
adept at adopting new technologies for pro-
ductivity enhancement. With the correct
growth-enhancing reforms, there is every rea-
son to believe that Greece will improve its
competitiveness in the coming years”. 

The beneficial effect of reforms in the Greek
economy is not visible yet, mainly for two rea-
sons: ffiirrsstt, reforms take time to yield results
and, furthermore, their results extend to a
medium-and-long term horizon and sseeccoonndd,
the prerequisites for the smooth operation of
the financial system and the existence of a sat-
isfactory level of demand and growth6 are not
met. 

The next sections present data on the course
of reforms that aim at rationalising the insti-
tutions governing the labour and product mar-
kets. 

3 LABOUR MARKET REFORMS7

The need for structural changes in the Greek
labour market is justified by insufficient job
creation in the private sector, the extent of
uninsured work, low mobility and high labour
cost in relation to productivity/competitive-
ness.8 Among the factors that contributed to
limited job creation and led to a radical mod-
ification of legislation for collective bargain-
ing and the labour market in May 2010-
November 20129 are the high cost of recruit-
ments and dismissals,10 and the mismatch
between wage increases, productivity and
investment performance at business level. This
mismatch is due to the fact that not all busi-
nesses are represented in the bargaining for
sectoral agreements (and, as a result, the level
of unemployment and conditions prevailing in
the non-represented businesses are not taken
into account), while agreements at an occu-
pational level by definition do not take account
of the conditions prevailing in the businesses

or sectors where the members of the specific
profession are employed. The problem, in gen-
eral, is that collective agreements, in terms of
earnings, seek to ensure in the best possible
manner those “inside” (the employed) and
ignore or do not take sufficiently into account
the interests of those “outside” (the unem-
ployed). 

Limiting the gap between competitiveness and
the cost of factors of production can be
achieved by reducing wages and/or increasing
productivity. Economic policy seeks to
improve competitiveness through higher pro-
ductivity, but in the short run, competitiveness
is necessarily enhanced by reducing labour
cost. Inevitably, for a sustainable improvement
of competitiveness, wages in the future need to
be connected with productivity. 

A major challenge for economic and social pol-
icy is to improve labour productivity through
(a) measures for the reorganisation of public
administration, (b) incentives for business
growth and investment in infrastructure and
new technologies, (c) efforts to improve the
education system (including vocational train-
ing) and its link with the labour market, and
(d) incentives for in-house training. 

Under the new legislation, minimum wages are
reduced by 22% and, in order to facilitate
youth employment, people up to 25 years of
age will receive a wage lower by another
12.8%. 
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66 See Padoan in general (2012). 
77 Extensive reference to the structural problems of the Greek labour

market has already been made in previous publications of the Bank.
See Bank of Greece (2010), Box VI.1, Bank of Greece (2011), Box
VI.1 and Bank of Greece (2012), Box VI.1. 

88 The gap between the level of competitiveness and the cost of the
factors of production determines the attractiveness of a place for
investment (Delgado et al., 2012). If a country wishes to attract
investment, it should eliminate such gaps. However, political and
economic distortions hamper adjustment, and structural reforms
aim at eliminating such distortions. 

99 See Laws 3845, 3863, 3871 and 3899 of 2010, 3996 and 4024 of 2011
and 4046 and 4093 of 2012 and Cabinet Act no 6/28 February 2012. 

1100 Cross-country comparisons regarding the components of the labour
market rigidity index (Employment Protection Legislation Index)
of the OECD show that the cost of dismissals in Greece for indi-
viduals with long working experience was until recently higher than
in most EU countries.
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To the same end and also to enhance ooccccuuppaa--
ttiioonnaall  mmoobbiilliittyy (which is of particular impor-
tance in a restructuring period), other meas-
ures were also adopted: 

• First, the cost of contract termination was
reduced with an aim to enhancing labour
mobility. 

• Second, for all enterprises with more than 20
employees, the limit beyond which dismissals
are considered as group dismissals has been re-
defined. This means that an enterprise may
expand without fearing that it will not be able
to cut down its activities if economic conditions
prove unfavourable. 

• Third, enterprises were given the possibility
to adjust wage changes to individual economic
conditions. After lifting all remaining limita-
tions in the conclusion of collective agreements
at enterprise level (Law 4024 at end-October
2011), more than 870 contracts were signed up
to end-September 2012, all of which provide
for a reduction in wages or adjustment of
wages to conditions prevailing in each enter-
prise, thus creating a new situation in the
entrepreneurial sector. 

• Fourth, the duration of collective agree-
ments was reduced (to three years), and the
same applies to the “continued effect” of a
contract after its expiration (which acts as an
incentive for a more rapid conclusion of new
collective agreements to replace those that
have expired). 

The structural weaknesses pointed out above
− and specifically the high cost of recruitments
and dismissals, in conjunction with the high
rates of workers’ and employers’ contributions
− favour uunniinnssuurreedd  wwoorrkk. The need to combat
this phenomenon, in order to protect the
employed and achieve fiscal adjustment (and
improve the position of social security funds),
is one more reason for the implementation of
structural reforms in the labour market.
Among others, the reform of the social secu-
rity system aims at combatting uninsured work

and increasing employment (see Box VI.1 at
the end of this chapter). 

Another measure to combat undeclared work
is the obligation of employers to electronically
announce recruitment, withdrawal, retirement,
etc. to the information system of the Ministry
of Labour, the Social Insurance Institute
(IKA) and the Manpower Employment
Organisation (OAED). Furthermore, clear
strategic targets have been set for the Labour
Inspectorate (SEPE), which include address-
ing violations in the application of labour leg-
islation, combating uninsured work, estab-
lishing SEPE’s conciliatory and consulting role
in the labour market. 

The Memorandum of February 2012 (Law
4046/2012) seeks an agreement between the
government and social partners as regards the
way to determine the minimum wage. Law
4093/2012 clarifies that the minimum wage will
be defined by the government, after consulta-
tion with social partners and specialised sci-
entific and research bodies, and will take
account of the situation and the outlook of the
economy, especially the course of employment
and unemployment as well as the competi-
tiveness of the economy. This procedure will be
established by means of a Cabinet Act in the
first quarter of 2013. 

The need to change the system determining the
minimum wage arises from the inability of the
existing system to incorporate the needs of the
population (i.e. to increase employment and
reduce unemployment) and of the economy as
a whole. This is why it seems imperative for the
government to participate more actively in the
determination of minimum wages, starting
from a comprehensive picture of the economy.
At the same time, there should be confidence
among employers, workers and the govern-
ment, based on the acknowledgement of com-
mon strategic orientations. The institutions
facilitating coordinated wage bargaining in an
economy can contribute to a larger adaptabil-
ity of the labour market in times of crisis,
through a swifter response of wages and work-
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ing hours to changes in macroeconomic con-
ditions.11

The fact that unemployment continues to
increase, despite the implementation of several
of the abovementioned measures, does not
mean that the measures are ineffective. Struc-
tural measures of this kind yield positive results
almost immediately at times of growth. In
recession, measures may take time to deliver,
but they accelerate recovery. It is pointed out
however that a net reduction of salaried
employment in the private sector was recorded
in January-October 2012, but it was much
smaller than in the corresponding period of the
previous year.12

4 STRUCTURAL REFORMS IN PRODUCT MARKETS

4.1 REMOVAL OF ADMINISTRATIVE BARRIERS TO
ECONOMIC ACTIVITY 

Regulatory interventions in business start-up
and operation procedures are aimed at the
protection of consumers, investors, the envi-
ronment, and the State. They usually take one
of the following forms: (i) payment of fees, (ii)
obligation on the part of enterprises to inform
authorities on a number of issues relating to
their operation (e.g. statute amendments, pub-
lication of articles of incorporation, disclosure
of financial accounts, etc.), (iii) restrictions on
businesses’ activities (e.g. prohibitions on
establishment in certain areas, etc.), and (iv)
anti-competitive, protectionist restrictions in
favour of groups with the same interests. 

In certain instances, however, such interven-
tions are not effective (e.g. businesses are
under the obligation to submit the same infor-
mation to many overlapping authorities), no
longer serve their original objectives, or create
market distortions. In other words, the total
cost of administrative burdens is likely to
exceed the expected benefit. Reducing such
burdens would instead produce net gains:
indicatively, it has been estimated that a reduc-
tion of 25% in administrative burdens in the

EU would lead to a real GDP increase of 1.7%
(Tang and Verveij, 2004). 

Business surveys (both in Greece and inter-
nationally) suggest that such administrative
regulations can hinder economic activity. Even
amidst the crisis, when a number of other prob-
lems emerged (e.g. uncertainty, liquidity short-
age), respondents to the Executive Opinion
Survey for the World Economic Forum’s
Global Competitiveness Report 2012-2013
cited inefficient government bureaucracy as
the most problematic factor for doing business.
Given that this is the case for companies
already doing business in Greece, it is clear
that such regulatory interventions also dis-
courage foreign direct investment (FDI).
There have been calls from the Hellenic Fed-
eration of Enterprises (SEV) and the Greek
International Business Association (SEVE) to
reduce administrative burdens. The recently
announced improvement (see Table VI.1) in
the country’s ranking on the World Bank’s
“Ease of Doing Business” index was of course
a positive development, but there is still a long
way to go – e.g. relating to the procedures for
starting a business, for which the country still
ranks very low, mainly because of the elevated
cost of setting up a limited liability company.13

Estimates14 of the total direct and indirect cost
for each economy arising from the need to
comply with administrative requirements in the
EU-15 countries show that the sum of the
direct and indirect cost of burdens on all com-
panies amounts to 6.8% of Greece’s GDP,
compared with just 1.5% in the UK and Swe-
den.15 Of course, these estimates are only ten-
tative, as they usually rely on inadequately
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1111 “What makes labour markets resilient during recessions?” Chap-
ter 2 in OECD (2012), Employment Outlook, Paris.

1122 In 2011, the bulk of job losses was recorded in the fourth quarter. 
1133 The minimum start-up capital for limited liability companies is also

relatively high. However, the latest Doing Business report fails to
take account of a new company type, i.e. the Private Company
(introduced by Law 4072/2012), which is an advanced form of lim-
ited liability company with a (minimum) start-up capital of just one
euro.

1144 See Kox (2005) and European Commission (2007).
1155 The indirect cost is calculated as the product of time needed to

comply with the regulations, times the average wage.
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founded assumptions and, as a result, there are
large discrepancies between alternative esti-
mates of the cost for the same procedure.16

One of the actions undertaken since 2010 for
the simplification of business start-up and
authorisation procedures is the creation of
“one-stop shops”, which liaise between com-
panies and the public sector. They are points
of single contact, either physical or electronic,
which provide businesses with all the necessary
legal information regarding company set-up,
authorisation and operation in Greece, but
also offer the possibility to complete certain
formalities with public authorities.

The aim of one-stop shops is to cut red tape
and reduce associated costs for businesses.
Their ultimate objective is to foster competi-
tion by lifting restrictions on market access.

The establishment of one-stop shops in the EU
Member States, in particular the operation of
electronic points of single contact modelled on
one-stop shops, is one of the key measures
introduced by the Directive on Services in the
Internal Market (Services Directive), and its
implementation is under way. Interlinkages
between one-stop shops will be pursued at
national level, so that businesses may obtain
information on the legal frameworks of other
countries and conduct distance transactions
(e.g. submit applications using e-signatures).

One-stop shops have been set up on a thematic
basis. Some deal with the establishment of
sociétés anonymes and limited liability com-
panies,17 others are at the service of investors
interested in renewable energy sources,18 and
there are also one-stop shops under formation
for strategic investments, as well as investments
in tourism and shipping, for telecommunica-
tions, trade, and exports. A recent (May 2012)
review by the General Secretariat of Com-
merce at the Ministry of Development, Com-
petitiveness, Infrastructure, Transport and
Networks, which supervises one-stop shops
dealing with the set-up of sociétés anonymes
and limited liability companies, indicates that: 

• fifty-nine chambers of commerce and 3,000
notaries’ offices have been designated as points
of contact, which carry out all the necessary
procedures for a business company to acquire
legal entity and start operating; 

• about 9,000 businesses have been set up
through one-stop shops; 

• the operation of one-stop shops is satisfac-
tory and it is considered that one-stop shops
help considerably to improve the business envi-
ronment.19

The role of chambers will be further enhanced
by measures currently under public consulta-
tion relating to the authorisation of establish-
ment, expansion and modernisation of indus-
trial and other businesses. 

In a recent study (January 2012) on European
Points of Single Contact (PSCs) commissioned
by the European Commission,20 Greece ranks
23rd out of 30 European countries (the 27 EU
Member States and the three European Free
Trade Association (EFTA) countries partici-
pating in the EEA) based on the scope and
usability of the services provided. This study
recommends: (i) promoting the use of PSCs,
once the information available is improved and
they become integrated with other services and
portals (e.g. www.startupgreece.gov.gr,
www.businessportal.gr), (ii) introducing the
ability to complete procedures online (for
instance, e-signature, e-identification and e-
payments), and (iii) enabling the translation of
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1166 Discrepancies are attributed to differences in the definitions
adopted, e.g. whether the time needed by an entrepreneur to com-
ply with regulations is taken into account, or the way in which time
cost is calculated, etc. For a more detailed analysis, see Kox
(2005).

1177 Joint Ministerial Decision No. K1-802/23 March 2011 on the estab-
lishment and operation of one-stop shops for business start-ups,
and Joint Ministerial Decision No. DOL KEP/F.16/3/OIK.7055/31
March 2011 on the certification of Citizens’ Service Centres (KEP)
as one-stop shops for the start-up of General Partnerships and Lim-
ited Partnerships.

1188 Establishment of a Renewable Energy Agency: Article 11 of Law
3851/2010 (Government Gazette 85 Α’).

1199 For a summary of the benefits of one-stop shops, see General Sec-
retariat of Commerce (2012) and http://government.gov.gr/2011/
05/09/13132/.

2200 See European Commission (2012a).
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information and administrative forms (e.g.
licenses).21

The recent decision of the Ministry of Admin-
istrative Reform to issue and circulate docu-
ments within the Ministry only electronically is
also of relevance to the relations between busi-
nesses and the State. 

4.2 STRUCTURAL REFORMS IN RETAIL TRADE

The legislative framework on retail trade appli-
cable until recently in Greece raised barriers
to entry into and conduct of a trade activity.22

Such barriers included e.g. administered prices
of retail goods, prohibitions on the sale of cer-
tain products in department stores, etc.23 The
extensive regulatory restrictions weighed
considerably on this sector’s productivity,
which was found to be low in a recent report
prepared by McKinsey (2012).24

Completed or upcoming interventions relating
specifically to the retail trade sector are: the
adoption of new health regulations and rules
on the distribution of/trade in goods and the
provision of services in October 2012, the
upcoming review and amendment of the Mar-
ket Policing Code, the lifting of constraints for
retailers to sell restricted product categories
(tobacco, press, baby food), the abolition of the
prohibition to sell merchandise at prices below
cost (Law 4072/2012) and delinking the work-
ing hours of employees in retail outlets from
the opening hours (Law 4093/2012). 

The new market regulations can contribute to
lower prices through competition-enhancing
measures such as the removal of restrictions on
the sale of some product categories, and the
removal of the obligation of wholesalers to
submit price lists and cost elements to the Min-
istry of Development, Transport and Net-
works, thus increasing the flexibility of the
fresh-food supply chain, and broadening the
range of packaging choices. 

The new legislative framework on retail trade,
currently under formation, strengthens con-

sumer protection, reduces the administrative
burden on retailers, fosters productivity growth
for existing retail outlets and promotes further
development of the sector.25 These structural
measures are of direct relevance to the aver-
age household’s welfare, given that the retail
sector accounts for a significant share in the
consumer price basket (up to 25% at EU level)
and absorbs a significant percentage of the
labour force (in 2010, it represented 11% of
total employment in Greece).26

4.3 STRUCTURAL REFORMS IN THE TRANSPORT SEC-
TOR 

Over the past few years, measures have been
introduced in rrooaadd  ffrreeiigghhtt  ttrraannssppoorrtt and leg-
islative actions for the sector’s liberalisation
have already been completed. In Greece, which
lacks an extensive railway network, road trans-
port accounts for 97% of total land freight
transport.27

The road freight transport industry’s rele-
vance to the economy is both direct (in 2007,
the year before the onset of the recession, it
accounted for 3.5% of total added value and
represented 3.4% of total employment) and
indirect, since it is being used as an input in
many economic activities.28 The European
Commission estimates that transportation and
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2211 The same points are reported in a recent review (March 2012) of
the Economic Adjustment Programme for Greece. See European
Commission (2012b).

2222 In 2008, Greece ranked 21st out of 34 countries on the OECD’s
Non-Manufacturing Regulations (NMR) indicator for the retail
distribution sector, which measures, inter alia, barriers to entry.

2233 For more details on the food retail sector, see Research Institute
of Retail Consumer Goods (IELKA) (2011) and its recent relevant
proposals.

2244 Greece’s retail trade productivity is 30-40% lower than the EU-15
average.

2255 Investments in the retail sector are encouraged by the New Build-
ing Regulation (Law 4067/2012, Government Gazette A’
79/9.4.2012), which allows for a higher building coefficient under
certain conditions, although the relevant legal framework will be
completed with the promulgation of a Presidential Decree on
“Land Categories and Uses” (see relevant public consultation at
http://www.opengov.gr/minenv/?p=3174).

2266 Furthermore, the rate of employment of self-employed workers,
young persons and women is higher than in other sectors of eco-
nomic activity. See ECB (2011).

2277 See Eurostat’s Transport Database.
2288 According to data from the Inflow-Outflow Table of the Hellenic

Statistical Authority (ELSTAT) for the year 2010, 56% of the sec-
tor’s total output is used as inflow in other sectors.
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storage costs account for 10-15% of the final
cost of the finished products for enterprises in
the EU.29

The road freight transport legislative frame-
work in force until 2010 created significant
entry restrictions (such as the fact that the
number of licenses for commercial vehicles
remained unchanged) and conduct restrictions
(for instance, as regards commercial vehicles,
a prohibition on the pursuit of transport activ-
ity outside a given geographical area, pre-
scribed maximum and minimum tariffs for
transportation services, restrictions on com-
pany form and on the transportation of mixed
loads, and as far as ‘own-account’ vehicles are
concerned, a prohibition on combined trans-
port, on the transportation of empty, third-
party containers and of liquid fuels).30 The
impact of such regulations is evident in: 

• firstly, the eelleevvaatteedd  ccoosstt  of transport, which
has in fact contributed to high price levels in
Greece;31

• secondly, an iinnccrreeaassee  iinn  tthhee  pprriicceess  ooff  ttrraannssppoorrtt
sseerrvviicceess at a faster rate than average price lev-
els (particularly in the 2005-2009 period), and 

• thirdly, the sector’s llooww  pprroodduuccttiivviittyy: the pro-
ductivity of the transport industry in Greece
was about 40% lower than the EU-15 average
(McKinsey, 2011).32 This is probably attribut-
able to: 

(a) the oolldd  aaggee  ooff  tthhee  vveehhiiccllee  fflleeeett,33 which, cou-
pled with a significant lack of infrastructures
(e.g. motorways, storage facilities at major
hubs), has an adverse effect on the quality of
the services provided, 

(b) the sseeccttoorr’’ss  llooww  eeffffiicciieennccyy (significant per-
centage of empty runs, long-distance carriage
of heavy cargoes with a small payload),34

(c) the ssiiggnniiffiiccaanntt  nnuummbbeerr  ooff  ‘‘oowwnn--aaccccoouunntt’’  vveehhii--
cclleess, as a result of restrictions on commercial
vehicle licenses. Indicatively, in 2009, the ratio
of heavy vehicles (‘own-account’ and com-

mercial vehicles) to Greece’s GDP was three
times that in Germany, Austria and Ireland.

Since 2010, a number of legislative measures
have been introduced for the liberalisation of
land (freight) transport, aimed at: 

• firstly, abolishing all quantitative restrictions
on the issue of new licenses to natural or legal
persons established in the EU, provided that
specific criteria on financial standing, profes-
sional competence and vehicle technology are
met;35

• secondly, reducing the time required to issue
a road haulage license: the prescribed maxi-
mum timeframe for issuing such a license is
three months; 
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2299 See the European Commission’s website at http://europa.eu/pol/
trans/index_en.htm.

3300 The Supreme Administrative Court Plenum ruled on 27.12.2011
that Article 4(3) of Law 383/1976 placing restrictions on the issue
of licenses for commercial vehicles and Article 15(4) of Law
1959/1991 prohibiting the replacement of a commercial vehicle with
a vehicle of any other category or its conversion for the purpose
of providing transport services of another category are unconsti-
tutional. Furthermore, in its opinion of 23 July 2012, the State Legal
Council concluded that “commercial vehicles of other categories
can be freely converted into road tankers.”

3311 See http://apod.gge.gov.gr/wpcontent/uploads/2012/02/EKSI.pdf
and http://www.sev.org.gr/Uploads/pdf/ypomnima_ypan_septem-
ber2012.pdf.

3322 According to Eurostat data and EU studies, Greece lags behind
other EU countries in terms of the share of non-resident carriers
in its national market (cabotage penetration rates), following the
lifting of cabotage restrictions under Regulation 3118/93, but also
in terms of the share of Greek hauliers in the markets of other EU
Member States (see, for instance, Eurostat data, at http://epp.euro-
stat.ec.europa.eu/statistics_explained/index.php/Competitive-
ness_in_EU_road_freight_transport).

3333 In 2009, according to Eurostat data, 34% of freight transport in the
EU-27 countries was performed by vehicles of less than 2 years and
11% by vehicles of over 10 years. The corresponding rates for Greece
were 11% and 39%, respectively (see http://epp.eurostat.ec.europa.eu/
statistics_explained/index.php?title=File:Share_of_age_categories_
in_road_goods_transport,_2010_(percent-in_vkm).PNG&filetime-
stamp=20120130135421).

3344 Greece’s falling behind other euro area countries is reflected in EU
reports (see, for instance, European Commission, 2011). A simi-
lar picture is painted by the World Bank’s Enterprise Surveys (ES)
Logistics Performance Index. The IOBE (2007) and Alpha Bank
(2008) studies have similar findings.

3355 Law 3887/2010 (September 2010) transposing Directive 96/26/EU
(on admission to the occupation of road haulage operator and road
passenger transport operator and mutual recognition of diplomas,
certificates and other evidence of formal qualifications intended
to facilitate for these operators the right to freedom of establish-
ment in national and international transport operations) and Reg-
ulation 1071/2009 (establishing common rules concerning the con-
ditions to be complied with to pursue the occupation of road trans-
port operator) is aimed at lifting restrictions on market access to,
and provision of services in, land freight transport and sets a tran-
sitional 3-year period (ending 30 June 2013). Article 5 of Law
4038/2012 (16 March 2012) amending Law 3887/2010 shortened the
transitional period (new end date: 27 January 2012).
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• thirdly, lowering the road haulage license
price in order to bring it in line with adminis-
trative costs, and 

• fourthly, deregulating freight charges.

New road haulage license issuance is pro-
ceeding smoothly and there is also progress in
the evaluation of proposals under the opera-
tional programme for the modernisation of
road freight transport operators, financed by
the National Strategic Reference Framework
(NSRF). 

The new legislative framework is considered to
have reduced administrative costs and red tape
associated with the start-up of a road freight
business. The country’s ranking in the
OECD’s indicator of regulation in energy,
transport and communications (ETCR), which
measures the rigidity of the regulatory frame-
work, has considerably improved, i.e. it is now
above the OECD average. The implementa-
tion of the new framework’s provisions, cou-
pled with NSRF-funded infrastructure proj-
ects, will bolster the sector’s productivity. 

The evaluation of road freight transport lib-
eralisation in other OECD countries is overall
positive. In most cases, it was introduced grad-
ually and focused on lifting market entry bar-
riers (i.e. licensing restrictions) and price lib-
eralisation. 

A 2005 report of the Foundation of Economic
& Industrial Research (IOBE) estimated that
the gradual deregulation of prices and licensing
would bring significant benefits to the sector,
such as a decline in freight charges (by 1.5-2.5%
annually), an increase in the number of enter-
prises in the sector (1-2% annually), a reduction
in business operating costs (2.5-4.5% annually),
and a rise in the number of persons employed
(2-4% annually). The general estimate was that
full liberalisation would help enhance produc-
tivity of individual companies and, more gen-
erally, the sector, but also improve the services
provided, having a significant positive impact on
the Greek economy as a whole.36

Given that the new legal framework entered
into force recently, it is very difficult to collect
the necessary data in order to assess the eco-
nomic impact of road freight transport liber-
alisation (e.g. data on the number of enter-
prises and their efficiency). The evaluation of
the sector’s liberalisation outcome is also ham-
pered by current economic conditions. There
are, however, signs of a decline in transporta-
tion costs.37

4.4 OPENING UP OF “CLOSED” PROFESSIONS

A special case of elimination of rigidities in the
products market is the liberalisation of
“closed” professions. A profession is deemed
closed if it is subject to regulations which pre-
vent natural or legal persons from taking up
the given professional activity and/or deter-
mine administered prices/fees without account-
ing for market demand and supply. In most
OECD countries, progress towards eliminating
barriers to professional activities was made
between 2003 and 2008 in view of the imple-
mentation of the EU Services Directive.38

According to the 2008 OECD professional
services indicator measuring regulatory con-
ditions in the legal, engineering, accounting
and architectural professions, Greece ranked
27th among 34 countries.

The removal of restrictions on access to, and
conduct of, ‘closed’ professions should help
improve productivity in these sectors by boost-
ing competitiveness, cutting red tape, reducing
corruption, and lowering the prices of services
offered and, ultimately, of goods and services,
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3366 According to IOBE, the Consumer Price Index should fall by 0.2-
0.3 percentage point. Taking into account data from France, the
United States and Mexico, the IOBE expects the benefit to the econ-
omy as a whole to range between €700 million and €1.6 billion.

3377 See the September 2012 memo of the Hellenic Federation of Enter-
prises (SEV) to the Minister of Development, Transport and Net-
works, available in Greek only on the SEV website
(http://www.sev.org.gr/Uploads/pdf/ypomnima_ypan_september
2012.pdf).

3388 The Directive on Services in the Internal Market (Services Direc-
tive) concerns both liberal professions and other services such as
retail distribution. Under this Directive, restrictions should have
been lifted by December 2009, in order to, inter alia, facilitate EU
cross-border trade. See Monteagudo, J., A. Rutkowski and D.
Lorenzani (2012) for a first, positive assessment of the Directive’s
implementation up to 2011.
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for which the output of these professions con-
stitutes an inflow.39,40 The Centre of Planning
and Economic Research (KEPE) conducted a
detailed survey (under publication) on the
progress made so far with the liberalisation of
‘closed’ professions and its expected impact on
the Greek economy, which forms the basis for
the analysis that follows.

Supporters of restrictions argue that they are
necessary for reasons of public interest, given
that certain activities have an environmental
impact, create risks to public safety, etc. and
that consumers find it hard to evaluate the
quality of the services provided.41 However,
these arguments no longer stand, as regulatory
authorities and consumer unions have been
established to protect the public interest and
the interests of consumers.

In Greece, tthhee  ooppeenniinngg  uupp  ooff  cclloosseedd  pprrooffeessssiioonnss
and the full implementation of the Services
Directive was one of the obligations under the
first Memorandum and is expected to have a
positive effect on growth and employment (see

Table VI.4). The Services Directive was trans-
posed into Greek law in May 2010 (Law
3844/2010) and unwarranted entry and conduct
restrictions (numerus clausus, geographic/ter-
ritorial limits) were abrogated in March 2011
by Law 3919/2011, which provided for a 4-
month adjustment period for professional
associations. However, in order for this law to
be implemented, a detailed report had to be
drawn up listing the restrictions, supervisors by
profession, and secondary legislative acts
(presidential decrees, ministerial decisions and
circulars); this report could not be completed
in such a short amount of time. As a result, the

Monetary Policy
Interim Report   
2012166

Table VI.4 Indicative estimates of the effects of the Services Directive

Study
Methodology, structural reforms discussed and effective
mechanisms 

Estimated economic impact on Greece  

Copenhagen Economics (2005)

General equilibrium model; full implementation of community
directive on services; mechanisms: enhancing trade and pro-
ductivity, reducing production costs in protected industries,
supporting employment and consumption. 

- Lower cost of services offered by regu-
lated professions by 9.5% and in dis-
tributive trade by 1.7% 

- Increase in total employment by 0.2% 

- Higher consumption by 0.3-0.4% 

- Rise in wages by 0.3% 

ΙΟΒΕ (2010)

General equilibrium model, adjustment of the profit mark-up
to prices of non-tradable goods and services and the wage
mark-up to a level above the marginal labour product close to
the euro area levels. 

- Increase in GDP by 4.8-13.5% (depend-
ing on the degree of containment of
profit mark-ups and the wage mark-up)

- Benefits to GDP from deregulating the
labour market: 17%, of which around
60% in 5 years 

- Increase in consumption by 15.5% 

- Higher employment by 0.6-1.5% 

- Higher exports by 3.1-8.4% 

Monteagudo et al. (2012)
Gravity model and general equilibrium model, actual imple-
mentation of the Directive by 2011. 

Increase in foreign investment in Greece
by 2%, exports by 6%, imports by 12.7%,
and productivity by 6.7% 

ΚΕPΕ (2012)
Calculation of the burden on the national income due to the
burden on prices of closed professions, alternative assumptions
concerning the degree of decline in services’ final prices. 

Lower cost (benefit) by 0.9-1.9% as a per-
centage of GDP (June 2012 temporary
estimate, probable revision)  

3399 Reports of the European Commission (2004) and the OECD
(2005a, 2005b, 2005c) confirm that the lifting of restrictions on pro-
fessional services in EU countries in the 1970s and 1980s has a pos-
itive (i.e. downward) effect on prices.

4400 According to the 2010 Input-Output Table of the Hellenic Sta-
tistical Authority (ELSTAT), 86% of Greece’s professional serv-
ices output (NACE-rev.2 codes: 69, 70, 71) is made available in
the form of intermediate goods to enterprises of other sectors. The
corresponding percentage for the Greek economy as a whole is
just 36%.

4411 Arguments of this kind are summed up and refuted in EU studies,
such as European Commission (2004), which can also be found on
the European Commission’s website at http://ec.europa.eu/inter-
nal_market/services/services-dir/index_en.htm//ec.europa.eu/inter-
nal_market/services/services-dir/index_en.htm.
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second Memorandum (February 2012) speci-
fied more clearly the steps required to imple-
ment and complement Law 3919/2011 and laid
down the timeframes for the completion of rel-
evant actions, which were designated as prior
actions for the disbursement of the next
tranche of the loan. The Hellenic Competition
Commission plays a key role in the liberalisa-
tion process, as it has to issue opinions on
applications for exempting certain professions
from the law’s provisions.

The process of listing the restrictions per pro-
fession was completed in the first quarter of
2012, while the process of evaluation by the
Hellenic Competition Commission of appli-
cations for exemption from the provisions of
Law 3919/2011 was completed on 1 October
2012.42

In conclusion, over the past two years, con-
siderable progress has been made towards lift-
ing restrictions on the conduct of professions,
and further steps are expected to be taken pur-

suant to Law 4093/2012, which was passed by
Parliament on 7 November 2012,43 although
relevant restrictions have not been completely
removed yet.44 As a result of the deep eco-
nomic recession, the benefits arising from this
liberalisation cannot be assessed properly.
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4422 Today, most of the restrictions have been lifted on: primary health-
care professionals, actuaries and accountants/book-keepers, cus-
toms agents, marine chemists, loaders/dockers, private career coun-
selling agencies, temping agencies, music academies, dance, drama
and film schools, tour guides, driving instructors, radio repair tech-
nicians/mechanics, energy inspectors, as well as other technical pro-
fessions (refrigerationists, plumbers, industry and fuel technicians).
The Hellenic Competition Commission issued an opinion in favour
of maintaining licensing restrictions on certain activities falling
within the remit of the Ministry of Culture (e.g. conservators of
works of art and antiquities), the Ministry of Citizen Protection
(e.g. lifeguards) and the Ministry of Education (e.g. post-secondary
education centres). As regards lawyers/law firms, notaries, engi-
neers, and public accountants-auditors, the second-stage process
provided for by Law 3919/2011 has been completed, but some of
the actions stipulated by the second Memorandum in relation to
the professions of e.g. lawyer and engineer are still pending.

4433 It is indicatively noted that notary fees have dropped by about 30%
following the recent legislative measures (see European Commis-
sion 2012b, p. 41, paragraph 51).

4444 See recent memos by the Greek Federation of Enterprises (SEV) at
http://www.sev.org.gr/Uploads/pdf/ypomnima_ypan_september2012.
pdf and Hellenic Confederation of Professionals, Craftsmen & Mer-
chants (GSEVEE) at http://www.gsevee.gr/index.php?option=
com_content&view=article&id=206:2012-10-08-11-53-12&catid=
23:deltiatupou&Itemid=122.

FISCAL IMPACT AND PROSPECTS OF THE SOCIAL SECURITY REFORM 

The financial crisis exacerbated the problem of financing a social security system that is unable
to meet its liabilities over the long term. The social security reform of July 2010 (Law 3863/2010
and Law 3865/2010) does not address the immediate financing needs of the system; however, it
allows the pension system to avoid the long-term impasse by absorbing almost all ageing-related
pressures on public finances. Nevertheless, the reduction of the fiscal burden raises questions about
the future adequacy of pensions and demonstrates the need to tap the currently underdeveloped
pillars of occupational and private insurance. 

1 The need for social security reform 

The need to reform the social security system has been discussed at length in regular reports of
such international organisations as the European Commission and the OECD, and has been repeat-
edly pointed out in previous Bank of Greece reports.1

On top of the injustices, weaknesses or defects of the system, reform was inevitable in view of its
constantly rising operating costs. According to the European Commission’s quantitative analy-

Box VΙ.1

1 See e.g. European Commission (2001, 2006, 2009), OECD (1997, 2005, 2007, 2009); Boersch-Supan and Tinios (2001); and Bank of
Greece (1999, 2000, 2007, 2010).
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sis of the fiscal implications of population ageing, without systemic overhaul, the financing costs
of the Greek social security system would rise by 12.4% of GDP over the next 50 years, against
a European average of 2.4% of GDP.2

As is the case with all purely pay-as-you-go (PAYG) systems, pensions of previous generations
are financed by the social security contributions of future generations, thus the system’s self-financ-
ing becomes more difficult as the pensioners-to-workers ratio increases. 

With the failure to adjust the system parameters, the ageing phenomenon in Greece would sig-
nificantly aggravate the pensioners-to-workers ratio and dramatically increase government pen-
sion expenditure. This does not mean that demographics in Greece are much worse than in the
other European countries, which on average show comparable ageing rates.3 The reason why com-
parable demographic pressures led to such a disproportionate increase in social security spend-
ing in Greece was the failure of the existing regulatory framework to manage the rapidly chang-
ing population age composition. 

Despite a number of interventions to reform the social security system, until 2010 it was still highly
fragmented, which made both its actuarial evaluation and audit harder. Characteristically, despite
the mergers implemented under Law 3655/2008, which reduced the number of social security funds
from 133 to 13, the wage earners’ fund (ΙΚΑ – Social Insurance Institute) still used some 800 dif-
ferent pension scales that varied according to the pensioner’s type of work and the date he/she
entered the labour market.4

At the same time, the pension system remained subject to distortions which allowed for ―or even
encouraged― abuses, including widespread contribution evasion;5 for instance, substantial vari-
ations in the link between contributions and benefits, both among and within funds, comparatively
increased opportunities for early retirement, and a high actuarial gross replacement rate6 ensured
by a minimum pension. 

2 The main aspects of the social security reform 

The July 2010 reform (Law 3863/2010 and Law 3865/2010) made the social security system prac-
tically immune to demographic changes, which is an important step towards enhancing long-term
fiscal sustainability. The reform tackles the problem of fragmentation, introduces common incen-
tives for the extension of working life and strengthens the link between contributions and bene-
fits. At the same time, a minimum, adequate non-contributory pension is introduced.7 In brief,
the following main changes were enacted: 

2 See European Commission (2009), Table 1, p. 26. 
3 The number of people aged 65+ relative to the population aged 15-64, also known as old-age dependency ratio, was projected to increase by

28.9 percentage points in Greece in 2010-2060, against 26.2 percentage points in the euro area (European Commission, 2008, Table 1.14, p. 47).
4 See OECD (2011a), p. 95.
5 See OECD (1997), pp. 65-97. For a comprehensive overview, see Tinios (2010) (in Greek). 
6 The gross replacement rate is calculated by the OECD as the ratio of average gross pension in retirement to average gross earnings

throughout the entire working life. Similarly, the net replacement rate is divided by net pre-retirement earnings.
7 The establishment of a minimum non-contributory pension by definition distorts the incentives behind the purely contributory pension. Recently,

the minimum pension replacement rate was high enough to discourage active participation (paying contributions) after establishing entitlement
to minimum pension. The substantial increase in the minimum pension between 1978 and 1990 ―in particular for pensions granted by IKA―
ensured that 15 contribution years would provide a higher replacement rate than 25 contribution years; as a result, in 1997, 70% of pensioners
retired earlier and received the minimum pension. According to the OECD, this not only undermined the system’s sustainability, but also fuelled
contribution evasion (OECD, 1997, pp. 70-73). The actuarial study on the social security system after the 2010 reform does not include detailed
estimates on incentives attributable to the establishment of a new minimum pension level. However, the European Commission estimates that
the new social security system as a whole is consistent with significantly higher participation rates of people aged 55-64 (European Commission,
2012a, Table 1.7, p. 85), which suggests that the level of the new minimum pension does not cause distortions, as it did in the past.
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EExxtteennssiioonn  ooff  wwoorrkkiinngg  lliiffee  aanndd  ddiissiinncceennttiivveess  ttoo  eeaarrllyy  rreettiirreemmeenntt8

• Gradual (as from 1 January 2011) increase in the statutory retirement age to 65 (until 2015)
and the minimum retirement age to 60 for all insured persons (until 2013). 

• Gradual (as from 1 January 2011) increase in the minimum contribution period required for
retirement. 

• Full pension after 40 years of contributions (as from 2015). 

• 6% decline per year in pension benefits for those retired before the age of 65 with less than 40
years of contributions. 

EEssttaabblliisshhmmeenntt  ooff  iinnddeexxaattiioonn  mmeecchhaanniissmmss  

• The statutory retirement age is indexed to changes in life expectancy (every three years, as from
2021). 

• Pension benefits will be indexed on a yearly review basis to the percentage change of the CPI
and the GDP (as from 2014). 

SSttrreennggtthheenniinngg  ooff  tthhee  lliinnkk  bbeettwweeeenn  ccoonnttrriibbuuttiioonnss  aanndd  bbeenneeffiittss  aanndd  iinnttrroodduuccttiioonn  ooff  ccoommmmoonn  iinncceenn--
ttiivveess  ttoo  eexxtteenndd  wwoorrkkiinngg  lliiffee  

The new system uses the full earnings history to calculate pensionable earnings (as from 1 Jan-
uary 2011) and introduces one profile of accrual rates for all workers, bringing these down from
2-3% a year to a much lower range of 0.80-1.50% a year, depending on the years of service. Pen-
sions under this system will start to be granted from 2015.

EEnnssuurriinngg  aa  mmiinniimmuumm  aaddeeqquuaattee  ppeennssiioonn

A minimum non-contributory pension for all insured persons, including a means-tested pension
for those not establishing pension entitlement, was introduced (to be granted as from 2015). 

Moreover, March 2012 saw the merger (under Law 4052/2012) of all major supplementary pen-
sion funds of wage-earners, and the introduction of a “notional” defined contribution9 system for
those insured after 1 January 2001. 

Overall, the social security reform is in line with prevailing international trends towards balanc-
ing the adequacy and sustainability of social security systems.10 However, in Greece both the sec-
ond (occupational funds) and the third (private insurance companies) pillars remain relatively
underdeveloped. 

8 Changes in retirement conditions and methods of calculating pensions as from 1 January 2011 have no effect on pension entitlements
established up to 31 December 2010. In cases where the retirement age increases gradually, prospective pensioners are subject to the
applicable qualifying age limit when they reach 55 or 60.

9 In a notional defined contribution system, social security contributions are held in personal accounts, in contrast with PAYG schemes,
where each insured person’s contributions fund current pensions (of other insured persons).

10 See OECD (2012), Table 1.1, p. 23. 
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3 Quantification of the fiscal impact 

As regards the short-term financing needs of social security funds (SSFs), a review of the national
accounts shows that the social security reform has had limited impact. Spending cuts in the SSFs
in 2011 (-3.6%) on the one hand cannot keep track with the rate of decline in revenue (-8.4%)
and, on the other, mostly focus on intermediate consumption expenditure (-34.7%), the bulk of
which is not affected by the pension system parameters.11

By contrast, the social security reform critically enhances the long-term sustainability of public
finances. According to the European Commission, the projected increase in pension expenditure
in 2010-2060 fell to 1% of GDP after the reform, against an average increase of 1.5% of GDP in
the European Union, i.e. it improved by 11.5% of GDP, against the 2009 projections (see Chart A).12

Reining in the upward trends in pension expenditure reduces the size of the permanent budget
adjustment required to ensure that the public budget constraints are met (sustainability gap). In
2009, the sustainability gap in Greece reached 20.3% of GDP, against an average of 6.8% of GDP
in the euro area.13 Taking into account the social security reform and the fiscal adjustment already

11 General government national accounts (ELSTAT), key aggregates of SSFs and Hospitals (on a consolidated basis). 
12 See European Commission (2012a), Table 2.5, p. 101 and Table 2.27, p. 154. It should be noted that projections take no account of a

series of additional fiscal measures to further reduce pension spending (National Actuarial Authority, 2012, p. 2010).
13 See European Commission (2010), Annex 14, p. 66. The projection is based on the S2 indicator, which shows the adjustment to the current

primary balance required to fulfil the infinite horizon intertemporal budget constraint, including paying for any additional expenditure
arising from an ageing population. The S2 figure for 2009 is underestimated, as it is based on a fiscal deficit of 12.7% of GDP, instead
of the actual outturn of 15.6% of GDP.
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achieved, the European Commission projects that in 2011 the sustainability gap will be as low as
5.7% of GDP, against an average of 5.1% of GDP in the euro area, implying an adjustment of
14.6% of GDP against 2009 (see Chart B).14

4 Determinants of developments in pension expenditure between 2010 and 2060 

The main burden on pension expenditure in 2010-2060, both in Greece and in the EU as a whole,
comes from the expected deterioration of the dependency ratio.15 Demographic pressures on pen-
sion expenditure (+10.4% of GDP), though less than in 2009 (+12.7% of GDP), still remain
stronger than the European average (+8.5% of GDP). However, the social security reform absorbs
the bulk of demographic pressures, reducing the fiscal burden to +1% of GDP, against +2% in
the euro area and +1.5% of GDP in the EU as a whole.16

In more detail (see Chart C), parametric changes, such as new accrual rates and the calculation
of pensionable earnings on the basis of the full earnings history, reduce the relative amount of
pensions (benefit ratio), absorbing 34.6% of demographic pressures (-3.6% of GDP). Moreover,
the extension of working life and the indexation of retirement age are reflected in the decline in
the coverage ratio, which absorbs 32.7% of demographic pressures (-3.4% of GDP).17

Furthermore, the long-term evolution of the employment rate is expected to absorb 18.3% of
demographic pressures (-1.9% of GDP). Nonetheless, this impact is not directly attributable to
the social security reform.18

5 Link between contributions and benefits, pension adequacy and the need to reinforce the
second and third pillars 

Although the Greek national insurance legislation provides for three pillars (social, occupational
and private insurance), pensions are almost exclusively provided by the government through the
first pillar. According to Mylonas and de la Maisonneuve (1999), insurance companies attribute
the low demand for private pensions to the generosity of the public pension system. 

Characteristically, before the social security reform, the gross replacement rate of first pillar pen-
sions in Greece stood at 95.7%, which was also the highest among the 34 OECD member coun-
tries for high and middle earners and the second highest for low earners, after Luxembourg (97.9%).
Taking into account the effects of taxation, the net replacement rate of first pillar pensions in Greece
was the highest in all income categories and exceeded 110% on average. It should be noted that,
on average in the European Union, the net replacement rate of first pillar pensions stands at 67.2%
for low earners, gradually falling to 58.1% for middle and to 53.2% for high earners.19

14 See European Commission (2012b), Table II.1.1, p. 19.
15 The 2012 common projections of the European Commission calculate the fiscal impact from the change in the ratio of persons 65+ to

the population aged 20-64. In previous reports, the denominator of the ratio was the population aged 15-64, which makes it difficult
to compare developments over time.

16 See European Commission (2012a), Table 2.28, p. 155 and Table 2.27, p. 154.
17 The benefit ratio is calculated as the ratio of average pension granted to average earnings in the total economy, and reflects the relative

generosity of the pension system. An increase (decrease) in this ratio tends to increase (reduce) pension expenditure. As a concept, it
is similar to ―but not identical with― the wider known replacement ratio. The coverage ratio describes the ratio of pensioners to the
total number of persons aged over 65. An extension (shortening) of working life causes a decrease (increase) in the coverage ratio, which
tends to reduce (raise) pension expenditure.

18 In the European Commission’s projections, employment rates for all EU Member States are based on commonly agreed exogenous
assumptions. Compared with the 2009 projections, the 2012 projections for Greece are based on significantly more favourable assumptions
concerning the long-term evolution of both the employment rate and the labour market participation rate for people aged 55-64. See
European Commission (2012a), Table 1.7, p. 85.

19 See OECD (2011b), p. 121 and 127. 
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However, the generosity of the social security system was not evenly spread across SSFs. Accord-
ing to the National Actuarial Authority (ΕΑΑ), in 2007 the average replacement rate for persons
insured with IKA was 84.2%, against 149.8% for civil servants.20

TThhee  hheetteerrooggeenneeiittyy  rreevveeaallss  aannootthheerr  aassppeecctt  ooff  ppeennssiioonn  ccuuttss  iinn  tthhee  ccoonntteexxtt  ooff  tthhee  oonnggooiinngg  ffiissccaall
aaddjjuussttmmeenntt..  AAss  lloonngg  aass  ccoonnttrriibbuuttiioonn  rraatteess  aarree  nnoott  ttaakkeenn  iinnttoo  aaccccoouunntt,,  ccuuttss  mmaaddee  eexxcclluussiivveellyy  oonn
tthhee  bbaassiiss  ooff  ppeennssiioonn  lleevveellss  bbrreeaakk  tthhee  lliinnkk  bbeettwweeeenn  ccoonnttrriibbuuttiioonnss  aanndd  bbeenneeffiittss..  EEffffeeccttiivveellyy,,  tthheeyy
ccoonnssttiittuuttee  aa  rreeddiissttrriibbuuttiioonn  ooff  wweeaalltthh  ffrroomm  hhiigghh--ppeennssiioonn  eeaarrnneerrss,,  wwhhoo  hhaavvee  ppaaiidd  pprrooppoorrttiioonnaallllyy
hhiigghh  ccoonnttrriibbuuttiioonnss  ffoorr  aa  lloonnggeerr  ppeerriioodd  ooff  ttiimmee,,  ttoo  hhiigghh--  oorr  llooww--ppeennssiioonn  eeaarrnneerrss  tthhaatt  hhaavvee  ppaaiidd
lloowweerr  ccoonnttrriibbuuttiioonnss..21

IInn  tthhee  ttrraannssiittiioonn  ppeerriioodd  uunnttiill  tthhee  ffuullll  iimmpplleemmeennttaattiioonn  ooff  tthhee  ssoocciiaall  sseeccuurriittyy  rreeffoorrmm,,  bbrreeaakkiinngg  tthhee
lliinnkk  bbeettwweeeenn  ccoonnttrriibbuuttiioonnss  aanndd  bbeenneeffiittss  pprroovviiddeess  aaddddiittiioonnaall  iinncceennttiivveess  ffoorr  eeaarrllyy  rreettiirreemmeenntt  ttoo
iinnssuurreedd  ppeerrssoonnss  tthhaatt  ppaayy  pprrooppoorrttiioonnaallllyy  hhiigghheerr  ccoonnttrriibbuuttiioonnss,,  aatt  tthhee  vveerryy  ttiimmee  wwhheenn,,  aallrreeaaddyy  ssiinnccee
22000088,,  tthhee  GGrreeeekk  ssoocciiaall  sseeccuurriittyy  ssyysstteemm  hhaass  bbeeeenn  pprroovviiddiinngg  tthhee  ssttrroonnggeesstt  iinncceennttiivveess  ffoorr  eeaarrllyy  rreettiirree--
mmeenntt  aammoonngg  tthhee  OOEECCDD  mmeemmbbeerr  ccoouunnttrriieess..22 MMoorreeoovveerr,,  tthhiiss  hhaass  aa  ccrriittiiccaall  iimmppaacctt  oonn  tthhee  ccrreeddii--
bbiilliittyy  ooff  tthhee  ssoocciiaall  sseeccuurriittyy  ssyysstteemm,,  wwhhiicchh  ccoouulldd  hhaavvee  sshhoorrtt--  aanndd  lloonngg--tteerrmm  ccoonnsseeqquueenncceess..  

The parametric harmonisation between SSFs brought about by the social security reform will elim-
inate any variations in the link between contributions and benefits among funds in the future; how-
ever, it limits substantially the total gross replacement rate of the system. According to a recent
actuarial study of the National Actuarial Authority, the total gross replacement rate after the
reform is projected to drop to 49.6% by 2060, a prospect also reflected in the above-mentioned
contribution of the benefit ratio to containing pension expenditure.23

20 See National Actuarial Authority (2008) (in Greek), Table 4, p. 16.
21 Certain SSFs apply no maximum income level for the calculation of contributions, on the basis of ratios that are almost double the IKA

ratios. See also footnote 7 concerning the minimum pension.
22 See OECD (2011b), Figure 3.3, p. 55.
23 See National Actuarial Authority (2012) (in Greek), Table 9, p. 18.
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The reduced generosity of the first pillar, while contributing to the sustainability of public
finances, aallssoo  rraaiisseess  qquueessttiioonnss  aabboouutt  tthhee  ffuuttuurree  aaddeeqquuaaccyy  ooff  ppeennssiioonnss,,  ttoo  tthhee  eexxtteenntt  tthhaatt  iitt  ddooeess
nnoott  eennssuurree  aa  lleevveell  ooff  iinnccoommee  oovveerr  tthhee  rreellaattiivvee  ppoovveerrttyy  tthhrreesshhoolldd.24 The drop in the replacement
rates for new entrants tends to make second and third pillar schemes more attractive. However,
so far as participation remains voluntary, international experience shows that coverage tends
to range below 50%.25

Certain countries, such as New Zealand26 and Germany, resorted to partial subsidisation of the
third pillar benefits, thus achieving a substantial increase in the coverage ratio (KiwiSaver and
Riester schemes, respectively), while 14 countries made private insurance mandatory, covering
as a rule over 50% of persons aged 15-64 years.27 Alternatively, in Denmark, the Netherlands and
Sweden the emphasis is on the second pillar, with mandatory occupational insurance in the con-
text of collective or sectoral agreements, thus ensuring a coverage ratio of over 60%. 

6 Constraints on tapping the second and third pillars 

IInnccrreeaasseedd  ffooccuuss  oonn  tthhee  sseeccoonndd  aanndd  tthhiirrdd  ppiillllaarrss  mmaayy  ssuubbssttaannttiiaallllyy  eennhhaannccee  tthhee  aaddeeqquuaaccyy  ooff  ttoottaall
ppeennssiioonn  bbeenneeffiittss..  HHoowweevveerr,,  iinntteerrnnaattiioonnaall  eexxppeerriieennccee  hhiigghhlliigghhttss  aa  sseerriieess  ooff  ffaaccttoorrss  lliikkeellyy  ttoo  uunnddeerr--
mmiinnee  tthhee  eeffffeeccttiivvee  ttaappppiinngg  ooff  pprriivvaattee  oorr  ooccccuuppaattiioonnaall  iinnssuurraannccee,,  wwhhiicchh  uunnddeerrssccoorreess  tthhee  nneeeedd  ffoorr
ccaarreeffuull  ppllaannnniinngg..  

AAccccoorrddiinngg  ttoo  tthhee  OOEECCDD,,  llooww  eeaarrnneerrss  aanndd  ppeeooppllee  wwiitthhoouutt  ppeerrmmaanneenntt  eemmppllooyymmeenntt  tteenndd  ttoo  hhaavvee
lloowweerr  ppaarrttiicciippaattiioonn  iinn  vvoolluunnttaarryy  tthhiirrdd--ppiillllaarr  sscchheemmeess,,  wwhhiicchh  rraaiisseess  qquueessttiioonnss  aabboouutt  tthhee  aaddeeqquuaaccyy
ooff  ppeennssiioonnss.28 In part, this could be addressed by making participation (enrolment) in the third
pillar “automatic” or mandatory. There are numerous examples of countries that recently (2007)
adopted “automatic enrolment”, e.g. Italy and New Zealand, the latter being more successful. 

Moreover, iinn  ccoouunnttrriieess  wwiitthh  aa  llaarrggee  sshhaaddooww  eeccoonnoommyy,,  mmaannddaattoorryy  oorr  aauuttoommaattiicc  eennrroollmmeenntt  ppoosseess
ddiiffffiiccuullttiieess. For instance, although mandatory participation in third pillar insurance schemes in
Chile and Mexico ensures high rates of enrolment (73.7% and 57.7%, respectively), the share of
those actively contributing to a pension scheme during their working life is almost 40 percentage
points smaller in both cases. Such gap is less commonly found for the second pillar.29

Lastly, tthhee  ffiinnaanncciiaall  ccrriissiiss  hhaass  bbrroouugghhtt  ttoo  tthhee  ffoorree  tthhee  nneeeedd  ttoo  eennhhaannccee  tthhee  rriisskk  mmaannaaggeemmeenntt  ffrraammee--
wwoorrkk  ooff  ffuunnddeedd  sscchheemmeess  iinn  ggeenneerraall,,  aass  wweellll  aass  tthhee  nneeeedd  ffoorr  mmoorree  eeffffeeccttiivvee  ssuuppeerrvviissiioonn. In 2008,
third pillar insurance funds recorded negative returns on average in real terms in the OECD mem-
ber countries (-10.5%), while the average annual real returns in 2001-2010 were a mere +0.1%.30

LLoosssseess  ssuussttaaiinneedd  bbyy  pprriivvaattee  ffuunnddeedd  sscchheemmeess,,  ccoommbbiinneedd  wwiitthh  tthhee  nneeeedd  ttoo  ccoovveerr  uurrggeenntt  ffiissccaall  nneeeeddss,,
lleedd  ttoo  aa  ppaarrttiiaall  ((EEssttoonniiaa,,  LLiitthhuuaanniiaa,,  PPoollaanndd,,  SSlloovvaakkiiaa))  oorr  eevveenn  ffuullll  ((HHuunnggaarryy))  sshhiifftt  ttoowwaarrddss  tthhee
ppuubblliicc  PPAAYYGG  ffiirrsstt  ppiillllaarr..  AAccccoorrddiinngg  ttoo  tthhee  OOEECCDD,,  aass  aa  rruullee  tthhiiss  ttrraannssllaatteess  iinnttoo  lloowweerr  ggrroossss  rreeppllaaccee--
mmeenntt  rraatteess  aanndd  eennttaaiillss  tthhee  rriisskk  ooff  iinnaaddeeqquuaaccyy  ooff  ffuuttuurree  ppeennssiioonnss.31

24 Based on Eurostat’s definition, the relative poverty threshold represents 60% of the median disposable income. 
25 See OECD (2012), Table 4.1, p. 105. Excluding the Czech Republic, with a coverage ratio of 61.2%.
26 In New Zealand, subsidisation of third pillar schemes is also combined with automatic enrolment. 
27 Excluding Hungary (45.4%) and Slovakia (43.9%). In Hungary, mandatory private insurance was abolished at end-2010, while in Slovakia

it ceased being mandatory as from 1 January 2008.
28 See OECD (2012), Figure 4.5a, p. 112, Figure 4.5b, p. 113 and Figure 4.8, p. 115. 
29 See OECD (2012), Table 4.2, p. 108. 
30 See OECD (2012), pp. 20-21.
31 See OECD (2012), Table 3.5, p. 92 and Figure 3.6, p. 96. 
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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 as fixed rate tender pro-
cedures with full allotment for as long as nec-
essary and at least until 12 July 2011. This pro-
cedure will also remain in use for the Eurosys-
tem’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 main refinancing operation (MRO) rate
prevailing at the time. Furthermore, the Gov-
erning Council of the ECB decided to conduct
the 3-month longer-term refinancing opera-
tions (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 3-month operations will be fixed at the
average rate of the MROs over the life of the
respective LTRO.

31 MARCH 2011
The Governing Council of the ECB decided to
suspend the application of the minimum credit
rating threshold (ΒΒΒ-) 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.
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In also decided to continue conducting its
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 refinanc-
ing operations will be the same as the MRO
rate prevailing at the time. Furthermore, the
Governing Council of the ECB decided to con-
duct the 3-month LTROs to be allotted at end-
July, end-August and end-September 2011 as
fixed rate tender procedures with full allot-
ment. The rates in these 3-month operations
will be fixed at the average rate of the MROs
over the life of the respective LTRO.

29 JUNE 2011
The Governing Council of the ECB decided to
continue to conduct US dollar liquidity-pro-
viding operations with a maturity of seven days.
These operations will continue to take the form
of repurchase operations against eligible col-
lateral and will be carried out as fixed rate ten-
der procedures with full allotment. To this end,
the Governing Council of the ECB decided, in
co-ordination 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.

The Governing Council also decided to sus-
pend the application of the minimum credit
rating threshold (ΒΒΒ-) 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 Portuguese government. The
Portuguese government has approved an eco-
nomic and financial adjustment programme.
The Governing Council has assessed the pro-
gramme and considers it to be appropriate,
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 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 allot-
ment. The rate of the operation will be fixed at
the average rate of the MROs over the life of
the supplementary 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 LTROs with a maturity of one
maintenance period, which will continue to be
conducted 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. Further-
more, the Governing Council decided to con-
duct the 3-month LTROs to be allotted at end-
October, end-November and end-December
2011 as fixed rate tender procedures with full
allotment. The rates in these three-month oper-
ations will be fixed at the average rate of the
MROs over the life of the respective LTRO.
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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 dol-
lar liquidity-providing operations with a matu-
rity of approximately three months covering
the end of the year. These operations will be
conducted in early October, November and
December 2011. These will all take the form of
repurchase operations against eligible collat-
eral and will be carried out as fixed rate ten-
der procedures with full allotment.

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 LTROs, one with a maturity of
approximately 12 months, on 27 October 2011,
and the other with a maturity of approximately
13 months, on 22 December 2011. The opera-
tions will be conducted as fixed-rate tenders
with full allotment. In both operations, the rate
applied will be fixed at the average of the rates
in the 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 the time. In addition,
the Governing Council decided to conduct the
3-month LTROs to be allotted at the end of
each month in the period January-June 2012 as
fixed rate tender procedures with full allot-
ment. In each of these 3-month operations, the
rate applied will be fixed at the average rate of
the MROs over the life of the respective
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 of 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% respectively, with effect from 9 Novem-
ber 2011.

The Governing Council also decided on 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 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 programme,
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covered bonds must: be eligible for use as col-
lateral in Eurosystem credit operations; have
a minimum rating of BBB- or equivalent from
at least one of the major rating agencies; have
a maximum residual maturity of 10.5 years; and
have an issue volume of €300 million or more.
Furthermore, the Governing Council decided
to make its CBPP2 portfolio available for lend-
ing. Lending will be voluntary and conducted
through security lending facilities offered by
central securities depositories or via matched
repo transactions with eligible counterparties.

30 NOVEMBER 2011
The Governing Council of the ECB decided, in
cooperation with the Federal Reserve, the
Bank of England, the Bank of Canada, the
Bank of Japan and the Swiss National Bank, to
lower the pricing on the existing temporary US
dollar liquidity swap arrangements by 50 basis
points, with effect from 5 December 2011, so
that the new rate will be the US dollar
Overnight Index Swap (OIS) rate plus 50 basis
points.

In addition, it was decided to extend the con-
duct of US dollar liquidity swap lines with the
Federal Reserve through 1 February 2013,
same as with other central banks.

The Governing Council of the ECB decided, in
cooperation with other central banks, the estab-
lishment of a temporary network of reciprocal
swap lines. This action will enable the Eurosys-
tem to provide euro to those central banks
when required, as well as to provide liquidity
operations, should they be needed, in Japanese
yen, sterling, Swiss francs and Canadian dollars
(in addition to the existing operations in US
dollars).

8 DECEMBER 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 1.00%, starting from the
operation to be settled on 14 December 2011,

and the interest rates on the marginal lending
facility and the deposit facility will be decreased
by 25 basis points to 1.75% and 0.25% respec-
tively, with effect from 14 December 2011.

The Governing Council of the ECB also
decided:

a) to conduct two 36-month liquidity-providing
operations with full allotment on 22 December
2011 and 1 March 2012, respectively, at a rate
that will be fixed at the average rate of the
MROs over the life of the respective LTRO.
Interest will be paid when the respective oper-
ation matures. After one year, counterparties
will have the option to repay any part of the
amounts they are allotted in the operations.
The 12-month LTRO to be settled on 22
December 2011 will be allotted on 21 Decem-
ber 2011 and will replace the 12-month LTRO
announced on 6 October 2011. Counterparties
are permitted to shift all of the outstanding
amounts received in the 12-month LTRO allot-
ted in October 2011 into the first 3-year LTRO
allotted on 21 December 2011;

b) to discontinue for the time being, as of the
maintenance period starting on 14 December
2011, the fine-tuning operations carried out on
the last day of each maintenance period;

c) to reduce the reserve ratio, which is cur-
rently 2%, to 1% as of the reserve maintenance
period starting on 18 January 2012;

d) to lower the minimum credit rating thresh-
old for asset-backed securities (ABS). Specif-
ically, in addition to the ABS that are already
eligible for Eurosystem operations, ABS hav-
ing a second-best rating of at least “single A”
in the Eurosystem’s harmonised credit scale at
issuance, and at all times subsequently,1 and
the underlying assets of which comprise resi-
dential mortgages and loans to small and

Monetary Policy
Interim Report
2012182

11 The second-best rating must comply with credit quality step 2 of
the Eurosystem’s harmonised rating scale (details of which are
available on the ECB’s website), which corresponds to a long-term
rating of A+/A/A- by Fitch or Standard & Poor’s, A1/A2/A3 by
Moody’s or AH/A/AL by DBRS.

METRA:������ 1  10-01-14  08:50  ������ 182



medium-sized enterprises (SMEs), will be eli-
gible for use as collateral in Eurosystem credit
operations;

e) as a temporary solution, to allow national
central banks to accept as collateral for
Eurosystem credit operations additional per-
forming credit claims that satisfy specific eli-
gibility criteria.  The responsibility entailed in
the acceptance of such credit claims will be
borne by the NCB authorising their use;

f) further technical details on (a)-(e) above. 

Furthermore, the Governing Council
announced that it would welcome wider use of
credit claims as collateral in the Eurosystem’s
credit operations on the basis of harmonised
criteria. 

16 DECEMBER 2011 
The Governing Council of the ECB decided to
conduct two one-day liquidity-providing fine-
tuning operations (FTOs). The first will be set-
tled on 21 December 2011 and the second on
29 February 2012. These operations will be
conducted as fixed rate tenders with full allot-
ment (the rate being the same as the prevail-
ing MRO rate) and will have the purpose of
smoothing out the liquidity effects of the
MROs maturing on these dates. Raising new
liquidity through 36-month LTROs will only be
possible a day later, i.e. on 22 December 2011
and 1 March 2012, respectively. 

12 JANUARY 2012 
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. 

9 FEBRUARY 2012 
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. 

Following up on its decision of 8 December
2011, the Governing Council approved  for the
seven national central banks that have put for-
ward relevant proposals, specific national eli-
gibility criteria and risk control measures for
the temporary acceptance of additional credit
claims as collateral in the Eurosystem’s credit
operations. 

28 FEBRUARY 2012 
The Governing Council of the European Cen-
tral Bank (ECB) has decided to temporarily
suspend the eligibility of marketable debt
instruments issued or fully guaranteed by the
Hellenic Republic for use as collateral in
Eurosystem monetary policy operations. This
decision takes into account the rating of the
Hellenic Republic as a result of the launch of
the private sector involvement offer. Mar-
ketable debt instruments issued or fully guar-
anteed by the Hellenic Republic will become
in principle eligible upon activation of the col-
lateral enhancement scheme agreed by the
Heads of State or Government of the euro area
on 21 July 2011, and confirmed on 26 October
2011. In the meantime, the liquidity needs of
affected Eurosystem counterparties can be sat-
isfied by the relevant national central banks, in
line with relevant Eurosystem arrangements
(emergency liquidity assistance).

8 MARCH 2012 
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 has acknowledged the
activation of the buy back scheme, provided to
underpin the quality of marketable debt instru-
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ments issued or fully guaranteed by the Hel-
lenic Republic. In light of this, the Governing
Council has decided that the aforementioned
debt instruments will be again accepted as col-
lateral in Eurosystem credit operations, with-
out applying the minimum credit rating thresh-
old for collateral eligibility until further notice.
The scheme is backed up by bonds issued by
the European Financial Stability Facility with
a nominal value of €35 billion.

21 MARCH 2012 
The Governing Council of the ECB decided to
temporarily lift the obligation of NCBs to
accept as collateral for Eurosystem credit oper-
ations eligible bank bonds guaranteed by a
Member State under a European Union/Inter-
national Monetary Fund programme, or by a
Member State whose credit assessment does
not comply with Eurosystem’s benchmark for
establishing its minimum requirement for high
credit standards for issuers and guarantors of
marketable assets. 

4 APRIL 2012 
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. 

5 APRIL 2012 
The Governing Council of the ECB approved
the direct link between the Greek securities
settlement system and Clearstream Banking
AG – CASCADE as eligible to be used for the
collateralisation of Eurosystem credit opera-
tions. Greek credit institutions will be able to
use this link in order to use short-term EFSF
bonds (which they acquired in the context of
the public debt restructuring in March and
April 2012) as collateral to raise liquidity from
the Bank of Greece. 

3 MAY 2012 
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. 

6 JUNE 2012
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 on the details as regards the
tender procedures and modalities to be
applied in its refinancing operations up to 15
January 2013, notably to continue its fixed rate
tender procedures with full allotment. 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. The fixed rate in these
special-term refinancing operations will be the
same as the MRO rate prevailing at the time.
The Governing Council also decided to con-
duct the three-month longer-term refinancing
operations (LTROs) to be allotted on
25 July, 29 August, 26 September, 31 Octo-
ber, 28 November and 19 December 2012 as
fixed rate tender procedures with full allot-
ment. The rates in these three-month opera-
tions will be fixed at the average rate of the
MROs over the life of the respective LTRO. 

20 JUNE 2012 
The Governing Council of the ECB decided on
additional measures to improve the access of
the banking sector to Eurosystem operations
in order to further support the provision of
credit to households and non-financial corpo-
rations. It reduced the rating threshold and
amended the eligibility requirements for cer-
tain asset-backed securities (ABSs) and thus
broadened the scope of the measures to
increase collateral availability. In addition to
the ABSs that are already eligible for use as
collateral in Eurosystem operations, the
Eurosystem will consider the following ABSs
as eligible: 

Monetary Policy
Interim Report   
2012184

METRA:������ 1  10-01-14  08:50  ������ 184



1. Auto loan, leasing and consumer finance
ABSs and ABSs backed by commercial mort-
gages (CMBSs) which have a second-best rat-
ing of at least “single A”  in the Eurosystem’s
harmonised credit scale, at issuance and at all
times subsequently. These ABSs will be subject
to a valuation haircut of 16%.

2. Residential mortgage-backed securities
(RMBSs), securities backed by loans to small
and medium-sized enterprises (SMEs), auto
loan, leasing and consumer finance ABSs and
CMBSs which have a second-best rating of at
least “triple B” in the Eurosystem’s har-
monised credit scale, at issuance and at all
times subsequently. RMBSs, securities backed
by loans to SMEs, and auto loan, leasing and
consumer finance ABSs would be subject to a
valuation haircut of 26%, while CMBSs would
be subject to a valuation haircut of 32%. 

3 JULY 2012
The Governing Council of the ECB decided
that credit institutions that issue eligible bank
bonds guaranteed by an EEA public sector
entity with the right to impose taxes may not
submit such bonds or similar bonds issued by
closely linked entities as collateral for
Eurosystem credit operations in excess of the
nominal value of these bonds already submit-
ted as collateral. In exceptional cases, the Gov-
erning Council may decide on derogations, as
long as credit institutions also submit a fund-
ing plan.

5 JULY 2012
The Governing Council of the ECB decided to
decrease the interest rate on the main refi-
nancing operations by 25 basis points to 0.75%,
starting from the operation to be settled on 11
July 2012. In addition, it decided to decrease
the interest rates on both the marginal lending
facility and the deposit facility by 25 basis
points, to 1.50% and 0.00% respectively, both
with effect from 11 July 2012. 

18 JULY 2012 
Due to the expiration on 25 July 2012 of the
buy-back scheme for marketable debt instru-

ments issued or fully guaranteed by the Hel-
lenic Republic, these instruments will become
for the time being ineligible for use as collat-
eral in Eurosystem monetary policy operations.
Liquidity needs may be addressed by the rel-
evant national central bank in line with exist-
ing Eurosystem arrangements. In line with
established procedures, the Governing Coun-
cil of the ECB will assess their potential eligi-
bility following the conclusion of the currently
ongoing review, by the European Commission
in liaison with the ECB and the IMF, of the
progress made by Greece under the second
adjustment programme.

2 AUGUST 2012
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 0.75%, 1.50% and
0.00% respectively.

6 SEPTEMBER 2012
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 0.75%, 1.50% and
0.00% respectively. 

The Governing Council of the ECB decided on
a number of technical features regarding the
Eurosystem’s outright transactions in second-
ary sovereign bond markets that aim at safe-
guarding an appropriate monetary policy trans-
mission and the singleness of the monetary pol-
icy. These will be known as Outright Monetary
Transactions (OMTs). The Governing Coun-
cil will consider them to the extent that they
are warranted from a monetary policy per-
spective. 

A necessary condition for Outright Monetary
Transactions is strict and effective condition-
ality attached to an appropriate European
Financial Stability Facility/European Stability
Mechanism (EFSF/ESM) programme. Such
programmes can take the form of a full
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EFSF/ESM macroeconomic adjustment pro-
gramme or a precautionary programme
(Enhanced Conditions Credit Line), provided
that they include the possibility of EFSF/ESM
primary market purchases. The involvement of
the IMF shall also be sought for the design of
the country-specific conditionality and the
monitoring of such a programme.

Following a thorough assessment, the Gov-
erning Council will decide on the start, con-
tinuation and suspension of Outright Monetary
Transactions in full discretion and acting in
accordance with its monetary policy mandate.

Outright Monetary Transactions will be con-
sidered for future cases of EFSF/ESM macro-
economic adjustment programmes or precau-
tionary programmes as specified above. They
may also be considered for Member States cur-
rently under a macroeconomic adjustment pro-
gramme when they will be regaining bond mar-
ket access.

Transactions will be focused on the shorter
part of the yield curve, and in particular on sov-
ereign bonds with a maturity of between one
and three years.

No ex ante quantitative limits are set on the
size of Outright Monetary Transactions.

The Eurosystem intends to clarify in the legal
act concerning Outright Monetary Transac-
tions that it accepts the same (pari passu) treat-
ment as private or other creditors with respect
to bonds issued by euro area countries and pur-
chased by the Eurosystem through Outright
Monetary Transactions, in accordance with the
terms of such bonds.

Aggregate Outright Monetary Transaction
holdings and their market values will be pub-
lished on a weekly basis. Publication of the
average duration of Outright Monetary
Transaction holdings and the breakdown by
country will take place on a monthly basis.

The Securities Markets Programme is termi-
nated. The liquidity injected through the SMP
will continue to be absorbed as in the past, and
the existing securities in the SMP portfolio will
be held to maturity. The liquidity created
through Outright Monetary Transactions will
be fully sterilised.

The Governing Council of the ECB also
decided on additional measures to preserve col-
lateral availability for counterparties in order
to maintain their access to the Eurosystem’s liq-
uidity-providing operations. More specifically,
the Governing Council decided to suspend the
application of the minimum credit rating
threshold in the collateral eligibility require-
ments for the purposes of the Eurosystem’s
credit operations in the case of marketable debt
instruments issued or guaranteed by the central
government, and credit claims granted to or
guaranteed by the central government, of coun-
tries that are eligible for Outright Monetary
Transactions or are under an EU-IMF pro-
gramme and comply with the attached condi-
tionality as assessed by the Governing Council.
The Governing Council also decided that mar-
ketable debt instruments denominated in cur-
rencies other than the euro, namely the US dol-
lar, the pound sterling and the Japanese yen,
and issued and held in the euro area, are eligi-
ble to be used as collateral in Eurosystem credit
operations until further notice. 

4 OCTOBER 2012
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 0.75%, 1.50% and
0.00% respectively.

8 NOVEMBER 2012
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 0.75%, 1.50% and
0.00% respectively.
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Table 1 Consumer price index: general index and basic sub-indices

Period

General index Goods Services
CPI excluding fresh

fruit/vegetables and fuel
CPI excluding
food and fuel

(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.

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

2011 108.2 3.3 110.0 4.2 105.9 2.3 104.6 1.5 104.8 1.3

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

IV 109.6 2.8 112.2 3.6 106.5 1.9 106.0 1.3 106.2 0.8

2012 I 108.7 2.0 110.0 2.5 106.9 1.4 104.1 0.9 103.9 0.6

II 110.7 1.5 113.9 2.0 106.7 0.9 106.0 0.7 106.2 0.5

III 109.0 1.3 111.0 1.9 106.6 0.6 104.3 0.3 104.1 0.1

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

Nov. 109.7 2.9 112.4 3.9 106.4 1.8 106.1 1.3 106.3 0.9

Dec. 109.6 2.4 112.0 2.9 106.6 1.9 106.0 1.1 106.1 0.6

2012 Jan. 108.7 2.3 110.0 2.7 107.2 1.8 104.6 1.3 104.4 1.0

Feb. 107.1 2.1 107.3 2.8 106.8 1.2 102.4 0.9 101.9 0.6

March 110.1 1.7 112.8 2.1 106.8 1.1 105.2 0.5 105.3 0.2

Apr. 111.1 1.9 114.5 2.6 106.7 1.0 106.1 0.9 106.3 0.7

May 110.7 1.4 113.9 1.8 106.7 0.9 106.0 0.7 106.2 0.4

June 110.4 1.3 113.3 1.6 106.7 0.9 106.0 0.6 106.2 0.4

July 108.9 1.3 110.7 1.7 106.7 0.8 104.4 0.6 104.3 0.5

Aug. 107.8 1.7 108.6 2.4 106.8 0.9 102.7 0.5 102.2 0.4

Sept. 110.4 0.9 113.7 1.7 106.3 -0.1 105.7 -0.3 105.8 -0.5

Oct. 111.3 1.6 115.6 3.1 106.0 -0.4 105.7 -0.3 105.7 -0.5
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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.

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

2011 121.4 3.1 116.5 3.4 128.1 4.7 108.6 -0.2

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

IV 123.0 2.6 116.9 3.4 130.3 4.3 111.6 -0.3

2012 I 121.4 1.7 118.0 2.0 130.0 2.9 104.2 -0.7

II 123.7 1.1 120.0 1.0 129.2 1.7 111.3 -0.2

III 121.7 0.8 117.3 2.2 129.7 0.9 105.0 -1.1

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

Nov. 123.2 2.8 117.1 3.5 130.2 4.2 112.0 0.1

Dec. 123.0 2.2 118.0 4.4 130.4 4.2 111.0 -0.9

2012 Jan. 121.6 2.1 117.1 2.8 130.8 3.5 105.2 -0.5

Feb. 119.6 1.7 117.8 1.4 130.3 3.2 98.3 -0.7

March 123.0 1.4 119.2 1.8 128.8 2.0 109.1 -1.0

Apr. 124.0 1.5 119.6 0.5 129.2 1.9 111.9 0.6

May 123.6 0.9 120.7 0.8 129.3 1.7 111.0 -0.6

June 123.4 1.0 119.7 1.8 129.1 1.5 111.0 -0.7

July 121.6 0.9 116.8 1.1 129.8 1.6 105.3 -0.7

Aug. 120.2 1.2 117.3 2.5 129.7 1.3 99.4 -1.1

Sept. 123.2 0.3 117.7 2.9 129.6 -0.3 110.2 -1.6

Oct. 124.1 0.9 117.8 2.0 129.5 -0.5 111.4 -0.4
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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.

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

2011 170.0 16.7 120.3 1.9 117.5 1.7

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

IV 172.9 12.9 121.0 1.6 119.2 1.4

2012 I 186.3 13.4 120.6 0.6 116.4 0.6

II 188.2 9.9 120.4 0.3 118.7 0.3

III 190.4 11.1 120.3 -0.1 116.5 -0.3

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

Nov. 173.2 14.1 121.0 1.7 119.4 1.6

Dec. 172.7 9.5 121.0 1.5 119.1 1.1

2012 Jan. 182.4 13.2 120.8 0.9 117.0 0.9

Feb. 186.2 14.3 120.4 0.3 114.3 0.5

March 190.3 12.7 120.4 0.5 117.9 0.3

Apr. 192.4 12.0 120.4 0.3 118.9 0.7

May 187.6 9.2 120.3 0.2 118.6 0.2

June 184.6 8.4 120.4 0.3 118.6 0.2

July 186.9 9.0 120.4 0.2 116.7 0.2

Aug. 192.6 12.6 120.4 0.2 114.6 0.0

Sept. 191.8 11.7 119.9 -0.9 118.1 -1.0

Oct. 204.3 18.2 119.6 -1.1 118.4 -0.8
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Table 3 Industrial producer price index (PPI) for the domestic market: general index and basic
sub-indices

Period

PPI – domestic market
(General index)

Energy
(total) Fuel

General index
excl. energy

(2005=100)

Percentage
change

over
previous year (2005=100)

Percentage
change

over
previous year (2005=100)

Percentage
change

over
previous year (2005=100)

Percentage
change

over
previous year

Source: Calculations based on ELSTAT data.

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

2011 132.0 7.4 153.4 15.3 175.9 27.6 120.5 2.7

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

IV 133.6 6.9 157.2 14.5 180.2 24.6 120.9 2.2

2012 I 139.1 7.1 172.0 16.0 200.5 19.4 121.4 1.1

II 138.0 4.5 169.0 10.0 192.3 8.2 121.3 0.7

III 139.7 5.3 173.2 12.0 201.2 13.3 121.6 0.7

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

Oct. 132.9 7.9 155.3 17.0 177.8 29.8 120.8 2.4

Nov. 133.8 7.2 157.8 15.1 181.4 27.3 120.9 2.2

Dec. 134.1 5.7 158.4 11.6 181.4 17.6 121.1 1.9

2012 Jan. 137.9 7.7 168.5 17.1 193.4 21.7 121.4 1.5

Feb. 138.8 6.9 171.3 15.9 199.7 19.7 121.3 1.0

March 140.5 6.7 176.0 15.2 208.4 17.1 121.4 0.8

Apr. 140.2 5.2 175.2 11.7 205.9 11.5 121.4 0.7

May 138.2 5.1 169.5 11.5 193.2 10.6 121.4 0.8

June 135.7 3.2 162.5 6.8 177.9 2.2 121.3 0.7

July 138.5 4.1 170.0 9.0 193.0 6.6 121.5 0.7

Aug. 140.7 6.8 176.3 15.6 207.5 19.8 121.6 0.8

Sept. 139.8 5.1 173.3 11.4 203.3 13.9 121.7 0.8
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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.

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

2011 127.9 8.8 118.2 3.8 129.1 7.6 112.0 1.5

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

IV 129.2 7.5 118.6 2.7 131.0 8.1 112.0 0.7

2012 I 133.6 6.2 119.8 1.8 136.3 7.7 112.5 0.5

II 132.6 3.8 119.8 1.4 134.7 4.3 112.8 0.6

III 134.1 4.2 119.8 1.1 136.0 5.0 112.8 0.6

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

Oct. 128.7 8.7 118.3 3.1 130.0 8.6 111.9 0.9

Nov. 129.5 8.1 118.7 2.8 131.3 8.5 112.1 0.8

Dec. 129.4 5.7 118.8 2.1 131.9 7.2 112.0 0.5

2012 Jan. 132.2 6.9 119.7 2.4 134.8 8.7 112.2 0.5

Feb. 133.4 6.2 119.8 1.9 136.2 7.8 112.6 0.6

March 135.1 5.5 119.9 1.2 137.9 6.6 112.7 0.5

Apr. 134.8 4.9 120.0 1.8 137.3 5.2 112.8 0.6

May 132.9 4.5 119.9 1.6 134.7 5.1 112.8 0.6

June 130.0 1.9 119.5 1.0 132.1 2.4 112.7 0.6

July 132.7 2.6 119.7 0.7 135.0 3.4 112.7 0.4

Aug. 135.0 5.5 119.7 1.0 137.2 6.9 112.9 0.7

Sept. 134.5 4.5 120.0 1.6 136.0 4.9 112.9 0.8
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Table 5 Employed persons of 15 years and over, by branch of economic activity

(thousands)

Q2 2012

Total employed
persons Salaried employees

Source: ELSTAT, Labour Force Survey.

Total 3,793.10 2,398.8

Agriculture, forestry and fishing 494.00 51.6

Mining and quarrying 10.30 9.2

Manufacturing 359.50 260.4

Electricity, gas, steam and air conditioning supply 26.00 25.5

Water supply, sewerage, waste management and remediation activities 20.30 20.2

Construction 213.50 122.6

Wholesale and retail trade; repair of motor vehicles and motorcycles 679.40 381.5

Transportation and storage 182.70 122.2

Accommodation and food service activities 275.10 161.1

Information and communication 72.20 63.7

Financial and insurance activities 122.40 107.9

Real estate activities 6.50 2.0

Professional, scientific and technical activities 220.50 83.6

Administrative and support service activities 72.30 60.9

Public administration and defence; compulsory social security 323.70 323.7

Education 306.30 285.0

Human health and social work activities 230.00 193.3

Arts, entertainment and recreation 41.80 27.6

Other service activities 75.90 40.0

Activities of households as employers 58.40 54.6

Activities of extraterritorial organisations and bodies 2.20 2.2
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Table 6 Balance of payments

(million euro)

January-September September

2010 2011 2012 2010 2011 2012

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.

-16,069.6 -14,738.0 -3,462.0 -1,211.8 -1,069.1 774.6
-22,271.1 -20,991.2 -15,651.8 -2,281.0 -2,051.5 -1,351.4

-7,056.9 -8,422.1 -8,165.0 -865.6 -787.3 -719.8
-15,214.3 -12,569.1 -7,486.8 -1,415.4 -1,264.2 -631.6

-2,711.2 -2,802.6 -829.4 -255.2 -210.2 -90.1
-12,503.1 -9,766.5 -6,657.4 -1,160.2 -1,054.0 -541.5
12,188.5 15,053.6 16,090.9 1,494.4 1,873.4 1,908.3

3,363.7 4,583.4 5,471.6 369.6 457.0 751.4
685.9 628.7 603.4 74.8 74.0 27.8

8,138.9 9,841.4 10,015.9 1,050.1 1,342.4 1,129.1
34,459.6 36,044.8 31,742.7 3,775.4 3,924.8 3,259.7
10,420.6 13,005.5 13,636.6 1,235.1 1,244.3 1,471.2

3,397.1 3,431.3 1,432.8 330.0 284.2 117.9
20,642.0 19,607.9 16,673.3 2,210.3 2,396.3 1,670.6
11,272.5 12,031.4 12,621.6 1,861.6 2,123.6 2,048.4
22,707.7 22,749.7 22,007.3 3,127.6 3,211.2 2,920.0

8,502.9 9,333.7 9,085.2 1,489.1 1,610.3 1,620.6
11,758.8 10,547.7 10,185.4 1,317.2 1,241.0 1,036.1

2,446.0 2,868.3 2,736.7 321.3 359.9 263.3
11,435.2 10,718.2 9,385.7 1,266.1 1,087.6 871.6

1,650.8 1,790.2 1,474.5 161.7 157.9 165.9
6,179.8 5,556.9 4,749.6 687.8 590.5 448.3
3,604.6 3,371.1 3,161.5 416.5 339.2 257.3

-5,761.3 -6,431.0 -2,017.8 -597.1 -938.6 143.8
3,051.1 2,426.1 2,443.0 349.5 277.9 256.3

152.0 138.1 145.8 17.7 13.8 16.6
2,899.1 2,288.0 2,297.2 331.8 264.1 239.8
8,812.4 8,857.1 4,460.9 946.5 1,216.5 112.5

281.6 340.2 350.4 30.1 43.2 33.0
8,530.9 8,516.8 4,110.5 916.4 1,173.3 79.5

690.4 652.8 1,586.0 -195.4 -202.6 -66.2
4,009.5 3,705.5 4,503.0 154.1 136.7 191.5
2,893.3 2,806.4 3,688.3 35.6 43.0 99.6
1,116.2 899.1 814.6 118.5 93.7 91.9
3,319.2 3,052.7 2,917.0 349.4 339.3 257.7
2,133.2 1,935.3 2,096.7 227.6 213.5 188.5
1,185.9 1,117.4 820.3 121.8 125.7 69.2

769.0 1,152.1 1,582.7 -18.3 7.9 -8.1
978.7 1,342.1 1,757.2 8.3 37.9 7.0
886.0 1,238.4 1,698.8 0.5 1.6 0.4

92.7 103.7 58.4 7.8 36.3 6.6
209.6 190.0 174.4 26.6 30.0 15.1

13.5 10.3 12.2 0.7 1.3 0.3
196.1 179.7 162.3 25.9 28.7 14.8

-15,300.6 -13,585.9 -1,879.3 -1,230.2 -1,061.2 766.5

16,027.0 14,777.4 3,351.0 597.0 1,407.5 -690.9
-796.7 -1,962.1 2,019.0 -214.2 -233.1 -39.9
-897.9 -1,234.8 185.3 -100.1 -50.1 -14.7
101.2 -727.3 1,833.7 -114.1 -183.1 -25.2

-18,264.9 -16,944.5 -75,984.1 -187.0 -3,677.7 40.6
12,263.0 3,473.5 -39,625.8 2,625.6 -4,017.1 949.6

-30,527.9 -20,417.9 -36,358.2 -2,812.7 339.4 -909.0
34,958.6 33,778.0 77,331.8 969.2 5,417.3 -684.6
-6,541.4 146.8 13,183.1 -2,199.4 52.8 1,019.1
41,500.1 33,631.2 64,148.7 3,168.6 5,364.5 -1,703.6
27,571.3 32,045.7 75,124.9 9,050.0 -23.3 -18.9

130.0 -94.0 -15.0 29.0 -99.0 -7.0
-726.4 -1,191.5 -1,472.5 633.2 -346.2 -75.7

2,498.0 4,409.0 5,941.0
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Table 7 Monetary aggregates of the euro area1,2

(outstanding balances in billion euro; 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
agreements3

(7)

Money
market

fund
shares/units

(8)

Debt
securities
up to two

years

(9)

M34

(10)=(6)+(7)
+(8)+(9)

Source: ECB.
* Provisional data.
1 Figures take into account euro area enlargements.
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 As from June 2010, repo transactions conducted through central counterparties are not included.
4 M3 and its components excluding non-residents’ holdings of money market fund shares/units and debt securities of up to two years.

2007 626.0 3,214.9 3,840.8 1,978.0 1,540.9 7,359.7 305.3 680.2 311.7 8,656.9

2008 711.3 3,280.1 3,991.4 2,482.7 1,567.3 8,041.3 349.6 747.6 264.3 9,402.8

2009 757.4 3,740.6 4,498.0 1,906.5 1,803.4 8,207.9 338.0 666.7 131.7 9,344.3

2010 794.0 3,908.2 4,702.1 1,794.7 1,912.6 8,409.4 178.4 568.7 123.1 9,279.6

2011 843.2 3,942.6 4,785.9 1,846.3 1,958.4 8,590.6 144.7 535.5 206.6 9,477.2

2010 Jan. 760.0 3,775.0 4,535.0 1,857.2 1,816.1 8,208.3 324.2 656.7 131.3 9,320.5

Feb. 764.5 3,794.6 4,559.1 1,839.0 1,827.0 8,225.0 333.4 642.1 124.9 9,325.4

March 775.2 3,797.0 4,572.3 1,820.9 1,837.2 8,230.4 338.2 627.3 134.0 9,329.9

Apr. 772.3 3,852.0 4,624.4 1,789.6 1,846.0 8,259.9 349.9 625.7 134.4 9,369.9

May 778.8 3,871.2 4,650.0 1,790.0 1,850.5 8,290.5 356.1 618.3 129.1 9,393.9

June3 783.5 3,881.2 4,664.7 1,790.3 1,856.7 8,311.7 184.9 609.3 125.6 9,231.5

July 784.5 3,900.1 4,684.5 1,782.9 1,868.0 8,335.5 180.2 594.0 129.5 9,239.2

Aug. 790.5 3,916.1 4,706.6 1,791.3 1,882.8 8,380.7 174.6 596.8 129.3 9,281.4

Sept. 790.4 3,886.9 4,677.3 1,788.8 1,896.6 8,362.7 172.9 592.9 130.6 9,259.1

Oct. 789.9 3,898.7 4,688.6 1,799.4 1,907.1 8,395.2 180.6 580.5 124.9 9,281.1

Nov. 793.8 3,891.5 4,685.3 1,802.2 1,915.4 8,402.9 177.9 586.7 121.8 9,289.2

Dec. 794.0 3,908.2 4,702.1 1,794.7 1,912.6 8,409.4 178.4 568.7 123.1 9,279.6

2011 Jan. 800.8 3,891.5 4,692.3 1,807.8 1,915.6 8,415.7 188.2 574.2 130.0 9,308.1

Feb. 803.5 3,894.5 4,697.9 1,818.2 1,918.3 8,434.5 189.0 573.6 127.8 9,324.9

March 803.7 3,910.7 4,714.4 1,819.0 1,923.4 8,456.9 160.4 567.1 155.0 9,339.2

Apr. 805.9 3,894.1 4,700.0 1,825.4 1,926.7 8,452.1 169.7 562.4 158.8 9,343.0

May 812.5 3,890.1 4,702.6 1,844.5 1,935.7 8,482.7 170.7 555.9 159.1 9,368.5

June 816.0 3,899.1 4,715.0 1,839.3 1,939.9 8,494.2 157.2 549.6 176.2 9,377.3

July 818.3 3,908.7 4,727.0 1,841.0 1,945.4 8,513.4 167.7 537.1 177.9 9,396.2

Aug. 825.9 3,955.3 4,781.3 1,841.8 1,952.5 8,575.6 182.1 549.7 175.0 9,482.4

Sept. 832.0 3,948.5 4,780.5 1,853.4 1,957.2 8,591.2 167.2 552.1 170.5 9,481.0

Oct. 840.5 3,933.3 4,773.9 1,840.1 1,961.8 8,575.8 171.2 547.0 170.8 9,464.8

Nov. 844.5 3,940.7 4,785.2 1,833.7 1,972.9 8,591.8 168.2 547.2 173.2 9,480.4

Dec. 843.2 3,942.6 4,785.9 1,846.3 1,958.4 8,590.6 144.5 535.5 206.6 9,477.2

2012 Jan. 849.9 3,940.7 4,790.6 1,876.9 1,959.3 8,626.7 159.2 500.5 203.9 9,490.3

Feb. 852.7 3,966.0 4,818.6 1,897.7 1,968.6 8,684.9 151.6 485.7 217.5 9,539.7

March 847.8 4,000.5 4,848.3 1,901.4 1,975.9 8,725.6 131.9 497.0 240.5 9,595.0

Apr. 850.1 3,943.9 4,794.0 1,917.3 1,982.9 8,694.1 127.2 500.6 229.3 9,551.2

May 856.7 4,015.5 4,872.2 1,887.8 1,997.0 8,757.0 130.7 510.0 223.4 9,621.0

June 861.0 4,033.4 4,894.5 1,879.5 2,007.5 8,781.5 126.9 500.6 231.9 9,640.9

July 866.2 4,089.4 4,955.6 1,866.8 2,019.1 8,841.5 138.7 494.7 233.8 9,708.8

Aug. 868.2 4,177.2 5,045.4 1,802.6 2,029.6 8,877.6 132.9 489.9 219.4 9,719.9

Sept.* 867.2 4,157.9 5,025.1 1,803.0 2,041.3 8,869.5 120.4 482.3 213.3 9,685.5
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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)

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 26,978 63,853 117,623 3,015 87 935 6 212,497 20,383

2011 74,572 23,698 50,874 99,845 2,692 89 640 -1 177,837 21,370

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 26,978 63,853 117,623 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

Oct. 75,602 23,338 52,264 101,279 2,571 97 696 1 180,246 20,555

Nov. 74,125 23,365 50,760 99,775 2,606 139 649 -1 177,293 20,845

Dec. 74,572 23,698 50,874 99,845 2,692 89 640 -1 177,837 21,370

2012 Jan. 71,491 21,864 49,627 97,959 2,677 84 644 0 172,855 21,159

Feb. 69,384 21,229 48,155 95,491 2,591 73 635 -1 168,173 21,016

March 67,212 20,506 46,706 98,588 2,495 73 646 0 169,014 21,082

Apr. 67,927 20,999 46,928 98,991 2,513 75 649 0 170,155 21,292

May 66,623 20,668 45,955 91,696 2,621 71 596 0 161,607 21,430

June 64,266 20,113 44,153 87,437 2,500 74 572 0 154,849 21,439

July 63,964 20,196 43,768 91,035 2,471 73 608 -1 158,150 21,554

Aug. 62,600 19,354 43,246 91,795 2,408 69 621 -1 157,492 21,731

Sept. 62,643 19,742 42,901 92,632 2,357 621 639 9 158,901 21,687
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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.

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

2011 174,137 160,789 13,348 19,601 53,439 101,097

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 58,493 109,871

Sept. 183,128 169,563 13,565 19,615 56,210 107,304

Oct. 176,323 163,782 12,541 19,202 54,699 102,422

Nov. 172,759 160,232 12,527 18,695 53,236 100,828

Dec. 174,137 160,789 13,348 19,601 53,439 101,097

2012 Jan. 168,873 156,194 12,679 17,468 52,178 99,227

Feb. 164,308 152,079 12,229 17,014 50,621 96,673

March 165,283 152,988 12,295 16,593 49,077 99,613

Apr. 165,877 153,387 12,490 17,230 49,317 99,330

May 157,367 145,599 11,768 16,679 48,459 92,229

June 150,513 139,435 11,078 15,982 46,543 87,988

July 153,825 142,488 11,336 16,174 46,129 91,522

Aug. 153,328 142,185 11,143 15,490 45,545 92,292

Sept. 154,246 143,326 10,920 15,949 45,154 93,143
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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

2011 0.87 1.18 1.39 1.64 1.82 2.01

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

Nov. 0.79 1.23 1.48 1.71 1.88 2.04

Dec. 0.63 1.14 1.43 1.67 1.84 2.00

2012 Jan. 0.38 0.84 1.22 1.50 1.69 1.84

Feb. 0.37 0.63 1.05 1.35 1.53 1.68

March 0.36 0.47 0.86 1.16 1.35 1.50

Apr. 0.35 0.41 0.74 1.04 1.22 1.37

May 0.34 0.39 0.68 0.97 1.12 1.27

June 0.33 0.38 0.66 0.93 1.08 1.22

July 0.18 0.22 0.50 0.78 0.93 1.06

Aug. 0.11 0.13 0.33 0.61 0.74 0.88

Sept. 0.10 0.12 0.25 0.48 0.62 0.74

Oct. 0.09 0.11 0.21 0.41 0.53 0.65
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Source: Bank of Greece.
1 On 12 March 2012, following the completion of the exchange of the Greek government bonds under the PSI, the new bonds were admitted to trading.

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

2011 26.18 22.88 18.97 15.75 12.97 10.72

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

Nov. 34.08 29.31 22.50 17.92 14.20 13.76

Dec. 45.88 34.85 26.90 21.14 16.71 14.85

2012 Jan. 68.08 47.04 41.84 25.91 20.10 16.91

Feb. 77.65 50.35 44.05 29.24 21.51 17.28

March1 19.06 17.91 16.90 15.59

Apr. 21.48 20.18 18.63 17.11

May 26.90 24.50 22.59 21.37

June 27.82 25.36 24.32 23.09

July 25.82 24.58 23.39 22.26

Aug. 24.34 22.73 21.10 20.33

Sept. 20.91 20.30 18.96 18.54

Oct. 17.96 17.34 16.79 15.98

Period 3-year 5-year 7-year 10-year 15-year 20-year 30-year
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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 and unincorporated partnerships are recorded separately and are no longer included in credit to enterprises.

End
of period

Grand
total

Firms
Sole pro-
prietors

and unin-
corpo-
rated

partner-
ships

Individuals and private non-profit
institutions

Total
Agricul-

ture Industry Trade Tourism Other Total Housing
Consumer

credit Other

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

2011 248,535 120,126 2,009 23,405 24,687 7,229 62,797 15,359 113,050 78,393 32,985 1,672

2010 Jan. 250,167 130,610 4,076 22,964 33,407 7,428 62,736 - 119,557 80,704 35,876 2,977

Feb. 251,173 131,520 4,063 23,031 33,182 7,512 63,732 - 119,653 80,878 35,792 2,984

March 251,062 131,392 3,987 23,042 33,202 7,639 63,522 - 119,669 81,173 35,490 3,007

Apr. 250,982 131,529 4,014 22,992 33,103 7,665 63,755 - 119,453 81,125 35,326 3,002

May 252,072 132,718 4,012 23,060 33,087 7,640 64,919 - 119,355 81,110 35,194 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. 258,777 125,452 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

Oct. 251,106 121,670 2,018 23,884 25,153 7,291 63,325 15,529 113,907 78,869 33,385 1,654

Nov. 249,996 121,244 2,003 23,764 24,954 7,238 63,285 15,363 113,389 78,506 33,194 1,689

Dec. 248,535 120,126 2,009 23,405 24,687 7,229 62,797 15,359 113,050 78,393 32,985 1,672

2012 Jan. 249,087 121,138 1,954 23,325 24,342 7,318 64,198 15,259 112,690 78,104 32,778 1,808

Feb. 246,841 119,455 1,938 23,138 24,146 7,435 62,797 15,149 112,237 77,857 32,568 1,811

March 245,113 118,316 1,921 23,054 24,053 7,490 61,799 15,067 111,729 77,601 32,300 1,828

Apr. 242,708 116,365 1,905 23,021 23,643 7,463 60,332 15,002 111,341 77,381 32,141 1,818

May 242,040 116,193 1,885 22,802 23,495 7,463 60,548 14,975 110,872 77,124 31,911 1,837

June 240,141 114,529 1,895 22,879 23,590 7,453 58,713 15,011 110,601 77,002 31,745 1,854

July 234,334 112,050 1,534 22,036 22,810 7,381 58,288 13,879 108,406 75,747 30,858 1,801

Aug. 233,035 111,011 1,526 21,976 22,674 7,349 57,486 13,954 108,070 75,482 30,776 1,811

Sept. 231,818 110,320 1,503 22,011 22,641 7,326 56,839 13,957 107,541 75,098 30,634 1,809
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Period

Deposits by households Deposits by non-financial corporations

Average rate
on total deposits

Overnight
deposits1,2

Savings
deposits2

Deposits with
agreed maturity

up to one year
Overnight

deposits2

Deposits with
agreed maturity

up to one year

Source: Bank of Greece.
1 Weighted average of the current account rate and the savings deposit rate.
2 End-of-month interest rate.

2007 1.22 1.14 3.95 1.03 3.94 2.20

2008 1.26 1.17 4.87 1.09 4.48 2.89

2009 0.63 0.56 2.74 0.50 1.65 1.71

2010 0.43 0.38 3.26 0.35 2.53 1.91

2011 0.47 0.40 4.18 0.41 3.55 2.44

2010 Jan. 0.43 0.37 2.18 0.37 1.21 1.35

Feb. 0.44 0.38 2.35 0.36 1.29 1.44

March 0.43 0.38 2.61 0.38 1.61 1.58

Apr. 0.43 0.37 2.98 0.36 1.71 1.75

May 0.42 0.37 3.42 0.38 2.06 1.96

June 0.43 0.38 3.61 0.32 3.37 2.11

July 0.43 0.38 3.71 0.31 3.40 2.16

Aug. 0.43 0.38 3.66 0.32 3.14 2.12

Sept. 0.43 0.38 3.61 0.33 2.98 2.09

Oct. 0.44 0.38 3.68 0.34 2.98 2.12

Nov. 0.44 0.38 3.65 0.35 3.27 2.11

Dec. 0.44 0.38 3.68 0.36 3.29 2.15

2011 Jan. 0.44 0.38 3.74 0.34 3.40 2.18

Feb. 0.44 0.38 3.75 0.34 3.23 2.18

March 0.45 0.39 3.76 0.41 3.39 2.21

Apr. 0.46 0.39 3.88 0.38 3.56 2.29

May 0.46 0.40 3.95 0.35 3.52 2.32

June 0.47 0.41 4.10 0.42 3.38 2.39

July 0.47 0.40 4.29 0.45 3.82 2.51

Aug. 0.47 0.40 4.31 0.44 3.54 2.51

Sept. 0.47 0.41 4.37 0.43 3.65 2.55

Oct. 0.48 0.41 4.50 0.44 3.75 2.62

Nov. 0.48 0.41 4.62 0.43 3.64 2.68

Dec. 0.48 0.41 4.88 0.48 3.76 2.81

2012 Jan. 0.47 0.41 4.79 0.41 4.03 2.78

Feb. 0.47 0.41 4.86 0.46 4.08 2.83

March 0.47 0.41 4.94 0.53 4.43 2.89

Apr. 0.47 0.41 4.96 0.47 4.37 2.92

May 0.48 0.42 4.90 0.46 4.26 2.91

June 0.48 0.42 5.01 0.46 4.17 2.94

July 0.47 0.42 4.82 0.40 4.29 2.86

Aug. 0.47 0.42 4.56 0.40 4.04 2.72

Sept. 0.46 0.41 4.60 0.45 4.19 2.75
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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 indicated)

Source: Bank of Greece.
1 Associated costs are not included.
2 Weighted average of the rates on loans to households through credit cards, on open account loans and on overdrafts from current accounts.
3 End-of-month interest rate.
4 Weighted average of the rates on corporate loans via credit lines and on overdrafts from sight deposit accounts.

2007 14.09 7.70 8.46 4.57 4.46 7.54 6.57 5.32 6.56

2008 14.80 8.65 8.96 5.10 4.81 7.61 6.82 5.71 6.82

2009 14.39 8.59 9.33 3.52 3.94 6.07 4.62 3.52 5.52

2010 14.18 9.79 9.53 3.42 3.67 6.25 5.53 4.27 5.63

2011 14.98 10.16 9.96 4.28 4.33 10.12 8.76 7.50 6.77 5.74 6.67

2010 Jan. 14.05 8.69 8.96 3.05 3.44 5.72 4.52 3.23 5.06

Feb. 14.14 8.65 9.36 3.08 3.42 5.87 4.72 3.37 5.13

March 13.84 8.94 9.27 3.21 3.53 5.93 4.98 3.71 5.24

Apr. 13.94 8.69 9.30 3.32 3.62 6.13 5.21 3.55 5.27

May 13.92 8.48 9.30 3.36 3.63 6.29 5.56 3.77 5.34

June 14.28 10.31 9.45 3.26 3.50 9.07 7.43 5.94 5.47 3.89 5.50

July 14.29 10.88 9.79 3.54 3.78 9.19 6.84 6.25 5.74 4.73 5.84

Aug. 14.31 10.92 9.86 3.67 3.89 9.23 7.87 6.48 5.87 4.51 5.96

Sept. 14.33 10.40 9.75 3.54 3.74 9.21 7.63 6.45 5.86 5.28 6.02

Oct. 14.29 10.65 9.87 3.72 3.92 9.43 8.07 6.56 5.94 5.32 6.07

Nov. 14.41 10.57 9.82 3.67 3.83 9.47 7.99 6.62 6.14 4.94 6.07

Dec. 14.40 10.27 9.68 3.65 3.79 9.57 7.83 6.79 6.34 4.98 6.06

2011 Jan. 14.59 10.73 9.84 3.93 4.05 9.58 8.27 6.81 6.14 4.89 6.17

Feb. 14.64 10.44 9.88 3.91 4.04 9.72 8.40 6.90 6.23 5.37 6.41

March 14.70 9.74 9.52 4.04 4.17 9.78 8.59 7.05 6.46 5.39 6.38

Apr. 14.74 10.65 10.15 4.25 4.32 9.91 8.63 7.26 6.46 5.55 6.57

May 14.89 10.48 10.22 4.26 4.33 9.98 8.86 7.34 6.59 5.48 6.62

June 14.94 10.47 10.23 4.23 4.32 10.10 8.62 7.59 6.76 5.56 6.64

July 15.06 11.03 10.45 4.44 4.52 10.19 8.74 7.65 6.85 5.76 6.79

Aug. 15.24 10.77 10.55 4.54 4.57 10.35 9.14 7.76 6.92 5.88 6.89

Sept. 15.26 9.70 9.95 4.49 4.51 10.44 8.93 7.91 7.12 6.04 6.94

Oct. 15.24 10.07 10.22 4.65 4.56 10.43 8.97 7.92 7.27 6.20 7.02

Nov. 15.23 9.30 9.57 4.48 4.40 10.50 8.97 7.93 7.18 6.13 6.90

Dec. 15.22 8.49 8.92 4.18 4.14 10.46 8.94 7.90 7.26 6.64 6.82

2012 Jan. 15.18 8.76 9.17 3.98 3.97 10.37 9.19 7.90 7.20 6.10 6.63

Feb. 15.14 8.80 9.09 3.77 3.75 10.34 8.58 7.86 7.02 5.81 6.46

March 15.11 8.19 8.66 3.62 3.53 10.31 8.22 7.80 7.02 6.16 6.38

Apr. 15.08 8.34 8.79 3.55 3.44 10.35 7.91 7.78 6.89 6.23 6.34

May 15.01 8.27 8.69 3.54 3.40 10.32 7.89 7.69 7.05 5.84 6.21

June 14.96 8.16 8.54 3.42 3.33 10.27 7.79 7.69 6.92 6.55 6.29

July 14.91 7.88 8.10 3.13 3.07 10.21 7.33 7.61 6.87 5.71 5.92

Aug. 14.83 8.32 8.40 2.99 2.94 10.14 6.82 7.57 6.71 5.82 5.88

Sept. 14.79 7.75 7.89 3.01 2.95 10.08 7.31 7.54 6.79 5.46 5.77

Period

Loans to individuals and
private non-profit institutions1

Loans to
sole proprietors and

unincorporated
partnerships1

Loans to non-financial
corporations1

Average
rate

on total
loans

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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