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	Basic statistics of Greece, 2016


	
(Numbers in parentheses refer to the OECD average)a














	

LAND, PEOPLE AND ELECTORAL CYCLE








	
Population (million)


	
11.4


	



	
Population density per km2



	
82.4


	
(37.2)





	
Under 15 (%)


	
14.2


	
(17.9)


	
Life expectancy (years, 2015)


	
81.1


	
(80.5)





	
Over 65 (%)


	
20.3


	
(16.6)


	
Men


	
78.5


	
(77.9)





	
Foreign-born (%, 2014)


	
6.4


	



	
Women


	
83.7


	
(83.1)





	
Latest 5-year average growth (%)


	
0.5


	
(0.6)


	
Latest general election


	
September 2015















	

ECONOMY








	
Gross domestic product (GDP)


	





	



	
Value added shares (%)


	



	






	
In current prices (billion USD)


	
192.7


	



	
Primary sector


	
4.0


	
(2.5)





	
In current prices (billion EUR)


	
173.9


	



	
Industry including construction


	
16.3


	
(26.7)





	
Latest 5-year average real growth (%)


	
-2.1


	
(1.9)


	
Services


	
79.7


	
(70.9)





	
Per capita (000 USD PPP)


	
26.7


	
(42.2)


	



	



	
















	

GENERAL GOVERNMENT


Per cent of GDP







	
Expenditure


	
49.8


	
(41.2)


	
Gross financial debt


	
189.9


	
(99.4)





	
Revenue


	
50.2


	
(38.3)


	
Net financial debt


	
149.3


	
(64.6)















	

EXTERNAL ACCOUNTS








	
Exchange rate (EUR per USD)


	
0.904


	



	
Main exports (% of total merchandise exports)


	



	






	
PPP exchange rate (USA = 1)


	
0.604


	



	
Mineral fuels, lubricants and related materials


	
27.5


	






	
In per cent of GDP


	



	



	
Food and live animals


	
16.8


	






	
Exports of goods and services


	
30.5


	
(53.6)


	
Manufactured goods


	
15.6


	






	
Imports of goods and services


	
31.4


	
(49.3)


	
Main imports (% of total merchandise imports)


	



	






	
Current account balance


	
-1.1


	
(0.2)


	
Mineral fuels, lubricants and related materials


	
22.7


	






	
Net international investment position


	
-132.7


	



	
Machinery and transport equipment


	
21.9


	






	



	



	



	
Chemicals and related products, n.e.s.


	
15.5


	
















	

LABOUR MARKET, SKILLS AND INNOVATION








	
Employment rate for 15-64 year-olds (%)


	
52.0


	
(66.9)


	
Unemployment rate, Labour Force Survey (age 15 and over) (%)


	
23.5


	
(6.3)





	
Men


	
61.0


	
(74.7)


	
Youth (age 15-24, %)


	
47.4


	
(13.0)





	
Women


	
43.3


	
(59.3)


	
Long-term unemployed (1 year and over, %)


	
16.9


	
(2.0)





	
Participation rate for 15-64 year-olds (%)


	
68.2


	
(71.7)


	
Tertiary educational attainment 25-64 year-olds (%)


	
30.2


	
(35.7)





	
Average hours worked per year


	
2 035


	
(1 763)


	
Gross domestic expenditure on R&D (% of GDP, 2015)


	
1.0


	
(2.4)















	

ENVIRONMENT








	
Total primary energy supply per capita (toe, 2015)


	
2.1


	
(4.1)


	
CO2 emissions from fuel combustion per capita (tonnes, 2015)


	
5.7


	
(9.2)





	
Renewables (%, 2015)


	
11.3


	
(9.6)


	
Water abstractions per capita (1 000 m3, 2015)


	
0.9


	






	
Exposure to air pollution (more than 10 μg/m3 of PM2.5, % of population, 2015)


	
99.8


	
(75.2)


	
Municipal waste per capita (tonnes, 2012)b



	
0.5


	
(0.5)















	

SOCIETY








	
Income inequality (Gini coefficient, 2015)b



	
0.340


	
(0.311)


	
Education outcomes (PISA score, 2015)


	



	






	
Relative poverty rate (%, 2015)b



	
14.9


	
(11.3)


	
Reading


	
467


	
(493)





	
Median disposable household income (000 USD PPP, 2015)b



	
 12.1


	
(22.9)


	
Mathematics


	
454


	
(490)





	
Public and private spending (% of GDP)


	



	



	
Science


	
455


	
(493)





	
Health care


	
8.3


	
(9.0)


	
Share of women in parliament (%)


	
19.7


	
(28.7)





	
Pensions (2012)c



	
17.5


	
(9.1)


	
Net official development assistance (% of GNI)


	
0.19


	
(0.39)







	
Better life index: www.oecdbetterlifeindex.org




	
a. Where the OECD aggregate is not provided in the source database, a simple OECD average of latest available data is calculated where data exist for at least 29 member countries.



	
b. 2014 for the OECD aggregate.



	
c. 2013 for the OECD aggregate.



	

Source: Calculations based on data extracted from the databases of the following organisations: OECD, International Energy Agency, World Bank, International Monetary Fund and Inter-Parliamentary Union.









Executive summary


	The economy is recovering and fiscal credibility has improved
	Well targeted social programmes will enhance social inclusion and intergenerational equity
	Despite significant reforms, cumbersome regulation and lack of finance hinder private investment





The economy is recovering and fiscal credibility has improved




The primary budget balance is in surplus


[image: graphic]


Source: OECD (2018), OECD Economic Outlook: Statistics and Projections (database).


StatLinkhttp://dx.doi.org/10.1787/888933713118



Greece is on track to recover from a deep depression. Reforms have gathered pace and fiscal consolidation has strengthened credibility, lowering uncertainty. Exports have led the expansion and labour market reforms have improved competitiveness. Employment is rising strongly while the external and fiscal imbalances are being addressed. Large fiscal consolidation has returned the primary balance to surplus. Tax expenditure has been reduced. Yet, the tax system relies on high rates and narrow bases, mainly due to tax evasion, hampering growth and creating inequities. The public debt remains high. Reducing the debt ratio will hinge on reforms to raise long term growth, maintaining prudent fiscal policy and additional debt restructuring as needed.





Well targeted social programmes will enhance social inclusion and intergenerational equity




Poverty rates are high, especially for children



Severe material deprivation rate


[image: graphic]


Source: Eurostat (2018), EU Statistics on Income and Living Conditions (database).


StatLinkhttp://dx.doi.org/10.1787/888933713137



Labour market reforms have boosted employment, but wages and productivity remain depressed. Workers’ skills often do not match workplaces’ needs, trapping workers in low-skill and low-wage jobs. The long crisis combined with an ineffective social protection system caused a surge in poverty, especially among families with children, the young and unemployed. In-work poverty is also high. Better matching workers’ skills with workplaces’ needs, strengthening firms’ incentives to innovate and train workers, and continuing social protection reforms will raise wages and reduce poverty. The roll-out of the guaranteed minimum income, the strengthening of family benefits and the provision of school meals are important steps to better protect poor households.





Despite significant reforms, cumbersome regulation and lack of finance hinder private investment




Improving the business environment would accelerate the investment recovery


[image: graphic]

1.  Perceived confidence in the rules of society.




Source: OECD (2013), Product Market Regulation Database; World Bank (2017), World Development Indicators Database; and OECD (2017), Government at Glance 2017.


StatLinkhttp://dx.doi.org/10.1787/888933713156



Real investment has dropped by 60% since its pre-crisis peak and remains depressed due to tight financial conditions and structural impediments. The government has improved important areas of the investment climate, including product markets and entry to professions, but more is required to revive investment. The new Investment Incentives Law and the ongoing design of a National Growth Strategy are initiatives in this direction. Further easing product market regulation, improving regulatory quality and transparency, continuing to fight corruption and addressing informality would improve the business environment, strengthen the rule of law and increase trust in the government. Reducing gradually but steadily non-performing loans and phasing out capital controls while preserving financial stability will improve financing conditions and boost confidence.








	
MAIN FINDINGS


	
KEY RECOMMENDATIONS





	

Boosting sustainable growth and reducing the debt ratio








	
The economic recovery is strengthening and reforms are progressing. But poverty and inequality are still high, long-term growth prospects are modest and the public administration is still inefficient.


	
Maintain the reform momentum focusing on implementation, enhancing public administration efficiency and continuing to fight corruption.





	
Fiscal consolidation has led to large primary surpluses, well above fiscal targets, strengthening fiscal credibility. Tax collection has improved. However, informality is still high, and the tax system relies on high rates and narrow bases – mainly due to tax evasion – hindering growth. The public debt remains high and is a source of vulnerability that needs to be addressed.


	
Maintain the primary surplus agreed with official creditors and facilitate debt restructuring as needed.

Reduce tax evasion by extending the use of risk analysis, targeted tax audits and strengthening incentives for voluntary tax compliance.

Extend the obligation of having an electronic cash register to all self-employed and introduce e-invoicing.

Undertake regular spending reviews and extensive use of performance budgeting.





	
The banks’ governance framework has improved and capital ratios are well above regulatory thresholds. Yet, new bank governance practices have still to become entrenched. Non-performing loans, though decreasing, remain high and tax incentives for disposing of them can be strengthened.


	
Continue to align banks’ governance standards with international best practices.

Align tax incentives for disposing of non-performing loans with those of previous legislation and make them temporary.

Fully implement out-of-court workout procedures and e-auctions.





	
Per-capita greenhouse gases emissions are below the OECD average. However, fossil fuel support measures are high. Landfill remains the most common form of waste disposal, many landfill sites are unregulated and in some areas urban waste-water treatment is below EU standards, contributing to high local pollution.


	
Phase out fossil-fuel support measures.

Enforce EU standards for waste disposal and urban waste-water treatment.











	

Expanding employment opportunities, improving job quality and reducing poverty








	
Poverty has risen dramatically among the young and unemployed due to the long crisis. Social programmes other than pensions are underfunded despite recent strengthening and improved targeting.


	
Continue spending reviews to reallocate resources to targeted social programmes.

Further rationalise remaining non-targeted programmes.

Consider introducing in-work benefits.





	
Collective wage agreements, including extension of agreements, have been suspended. Wages are now competitive but many workers still earn below the minimum wage, because of part-time contracts, and a growing share of jobs is temporary and low quality.


	
Introduce sectoral collective-wage bargaining covering broad working conditions and without automatic extensions.

Ensure collective agreements are sufficiently flexible so that they can be adapted to specific firm-level conditions.





	
The minimum wage in the private sector is slightly below the OECD average relative to the median earnings. The legislated minimum wage setting process risks future adjustments that do not support employment growth and living standards.


	
Establish a commission of social partners and independent experts to recommend minimum wage adjustments.





	
The many years of schooling often do not translate into good educational results. Workers’ skills do not match workplace needs and lag other countries. Few adults attend on-the-job training.


	
Introduce assessment frameworks and professional development schemes; gradually give schools and teachers greater pedagogical and managerial autonomy.

Scale up post-secondary vocational education and adult education, linking them with labour market needs, and certify the quality of courses.

Evaluate reskilling programmes, expand those that are successful and cost-effective and cancel those that are not.











	

Improving the business environment and boosting investment








	
Sector-specific product market reforms have progressed but public administration inefficiencies as well as excessive red tape continue to mar the business environment.


	
Simplify regulatory impact assessments and build a network of civil servants with regulatory-quality expertise.

Expand the scope of the “silence is consent” rule, ex post monitoring compliance and one-stop shops; ensure they have the resources to operate effectively.





	
The state asset management agency is operational, but an asset management strategy is yet to be fully developed. The land registry has been legislated but is not complete, and, along with other administrative hurdles, hampers the privatisation programme.


	
Finalise and implement the state asset management strategy and link it with the privatisation programme.

Complete the land registry.





	
Insolvency proceedings are slow and complex because of yet to be implemented reforms and a slow judicial system.


	
Fully implement the legislated insolvency reforms.

Ensure a sufficient number of well-trained insolvency professionals start operating soon.














Assessment and recommendations


	The economy is finally growing again

	Strengthening the banking sector

	Higher growth, prudent fiscal policy and debt restructuring will reduce the public debt

	Redressing public finance to bolster inclusive growth

	Boosting employment, reducing poverty and improving skills

	Greening the economy

	Improving the business environment to raise investment




Note by Turkey:

The information in this document with reference to “Cyprus” relates to the southern part of the Island. There is no single authority representing both Turkish and Greek Cypriot people on the Island. Turkey recognises the Turkish Republic of Northern Cyprus (TRNC). Until a lasting and equitable solution is found within the context of the United Nations, Turkey shall preserve its position concerning the “Cyprus issue”.

Note by all the European Union Member States of the OECD and the European Union:

The Republic of Cyprus is recognised by all members of the United Nations with the exception of Turkey. The information in this document relates to the area under the effective control of the Government of the Republic of Cyprus.

Greece’s economic recovery is finally gaining traction after an unprecedented depression. GDP has started to recover after having fallen by a quarter from 2008 to 2016 (Figure 1). In the last two years, the pace of reforms has accelerated and broadened. The imbalances in public finances and the current account have been reversed due to large fiscal adjustments, which have strengthened fiscal credibility and reduced uncertainty (Figure 2). Exports are leading the recovery, building on competitiveness gains following labour market reforms. Jobs are being created and transitions into employment have picked up (Figure 3), supporting household incomes and improving labour force participation for women. In the summer of 2017, Greece returned to the international debt market after a three-year hiatus, signalling investors’ increasing confidence in the country’s prospects and improved fiscal credibility. In the past two years, the 10-year government bond yields dropped from nearly 12% to 4%.




Figure 1. Growth has resumed



Year-on-year percentage changes


[image: graphic]


Source: OECD (2018), OECD Economic Outlook: Statistics and Projections (database).


StatLink  http://dx.doi.org/10.1787/888933713175






Figure 2. The external and fiscal imbalances have closed



Current account and government primary balance


[image: graphic]


Source: OECD (2018), OECD Economic Outlook: Statistics and Projections (database).


StatLink  http://dx.doi.org/10.1787/888933713194






Figure 3. Transitions into employment improved following labour market reforms



Labour transitions between joblessness and employment, 25-59 year-olds, 2005-141



[image: graphic]


Note: Transition rates between joblessness and employment at the individual level at time t measure the number of times an employed worker at the end of year t-1 experiences a transition from joblessness to employment (and from employment to joblessness), based on monthly information on employment status of the worker: employed; unemployed; and inactive. Individual transition information is used to calculate aggregate transition rates at the country level. See for more details: Garda, P. (2016), “The Ins and Outs of Employment in 25 OECD Countries”, OECD Economics Department Working Papers, No. 1350.



1. The reference income year.




Source: OECD calculations based on European Survey on Income and Living Conditions (EU-SILC) 2005-2015.


StatLink  http://dx.doi.org/10.1787/888933713213



Despite these positive developments, challenges abound. GDP per capita is still 25% below its pre-crisis level. The public debt is still high and a source of significant vulnerability. Poverty rose sharply during the crisis, especially among the young and families with children. Though poverty has stabilised, it remains near a record high (Figure 4 – Panel A). Skill mismatch is also high and investment remains depressed (Figure 4 – Panel B). This contributes to low productivity – which has fallen further behind other OECD countries – and low wages – resulting in high in-work poverty. Though improving, female labour participation is among the lowest across OECD countries. The recovery in investment is held back by a dearth of finance – due in part to high levels of non-performing loans and to capital controls – high cost of capital relative to wages, cumbersome regulations and low demand. These problems weigh on people’s well-being. In most dimensions of the OECD’s Better Life Index, Greece ranks below the OECD average (Figure 5). Greece compares favourably only in health status and work-life balance. The legacy of the crisis weighs especially on subjective well-being and civic engagement, which have deteriorated markedly in the latest 10 years (OECD, 2017).




Figure 4. Poverty rose sharply during the crisis, especially among children, and investment collapsed


[image: graphic]

1. The severe material deprivation rate is the proportion of the population living in households unable to afford at least four of the following items: unexpected expenses, a one-week annual holiday away from home, a meal involving meat, chicken or fish every second day, the adequate heating of a dwelling, durable goods like a washing machine, colour television, telephone or car, or are confronted with payment arrears.




Source: Eurostat (2018), EU Statistics on Income and Living Conditions (database) and OECD (2018), OECD Economic Outlook: Statistics and Projections (database).


StatLink  http://dx.doi.org/10.1787/888933713232






Figure 5. Greece’s well-being outcomes are low



Better Life Index, 20171



[image: graphic]

1. Each well-being dimension is measured by one to four indicators from the OECD Better Life Index set. Normalised indicators are averaged with equal weights. Indicators are normalised to range between 10 (best) and 0 (worst) according to the following formula: (indicator value - minimum value)/(maximum value - minimum value) x 10.




Source: OECD (2017), OECD Better Life Index, www.oecdbetterlifeindex.org.

 StatLink  http://dx.doi.org/10.1787/888933713251



Extending the current recovery into durable improvements in social welfare will require maintaining the reform momentum. Since the start of the economic adjustment programmes, structural reforms have focussed mostly on the labour market and controlling pension spending. In the latest two years, reforms have accelerated, especially in product markets – supporting Greece’s competitiveness – and social protection, but progress has been uneven across sectors (Table 1). Reforms of education, job search and training policies, public administration, and fighting corruption and informality have ample room to progress. Improving the allocation of public spending and the fiscal policy mix can better support inclusive growth. The integration of refugees in the education system and the labour market has further to go so as to raise wellbeing and reduce social tensions.


	
Table 1. Selected elements of the reform programme










	
Reforms


	
Purpose of the reform


	
Completed


	
In progress





	

Government spending and public administration








	
Pensions


	
Merge pension funds into single fund; phase out of solidarity pension allowance; lower replacement rates and pension ceilings.


	


	
Mid 2018





	
Public financial management


	
Financial management information system, chart of accounts, fiscal council; independent authority of public revenue; arrears’ structural causes.


	


	
Mid 2018





	
Tax compliance and evasion


	
Justice and tax administration co-operation, self-employed contributors’ registry, electronic payments, and improved collection procedures and tools.


	
✓


	





	
Procurement


	
Centralised procurement scheme; e-procurement.


	
✓


	





	
Mobility and special wage grid


	
Mobility scheme for civil servants; simplification of wage grids.


	
✓


	





	
Human resource management


	
Replace political appointees with career civil servants; performance assessment scheme.


	


	
Mid 2018





	
Corruption


	
Funding of political parties; political intervention in investigations.


	


	
Early 2018





	
Justice


	
Electronic auctions; secured creditor protection.


	
✓


	













	

Taxation








	
Corporate tax law


	
Mergers and acquisition law review


	
✓


	





	
Tax code


	
Efficiency and equity of business income tax incentives and exemptions; simplification of VAT legislation;


	


	
Early 2018













	

Financial stability and insolvency procedures








	
Capital controls


	
Roadmap for relaxation of capital controls.


	
✓


	





	
Non-performing loans (NPLs)


	
Remove impediments in secondary NPL market; NPL service providers licensing; out-of-court workout.


	
✓


	





	
Insolvency procedures


	
Regulate insolvency administrators; simplify and expedite insolvency procedures.


	
✓


	













	

Product markets and business environment








	
OECD Competition Assessment recommendations and others


	
Licensing procedures; electronic incorporation of companies; regulated professions, investment licencing and others.


	


	
Mid 2018





	
Trade unions


	
Contract termination clauses; leave benefit rationalisation.


	
✓


	













	

Public investment, infrastructure and privatisation








	
SOEs and real estate portfolio management


	
Determine assets to be privatised; establishment of the Hellenic Corporation of Assets and Participations; Hellenikon transfer.


	
✓


	





	
Port concessions


	
Concessions agreed


	
✓


	





	
Electricity and Public Power Corporation (PPC)


	
De-monopolise electricity market, PPC arrears collection; Independent Power Transmission Operator ownership.


	
✓


	





	
Gas


	
Market liberalisation and privatisation


	


	
Mid-2018





	
Logistics and transport


	
Logistics and transport master plans.


	


	
2019





	
Renewable energy sources


	
Market-based feed-in premium programme; environmental assessment licensing expedition.


	
✓


	





	
Land registry


	
Extend the land registry to improve land management.


	


	
2020













	

Labour market








	
Collective bargaining and dismissals


	
Mediation and arbitration procedures; collective redundancies’ notice periods;


	


	
Early 2018





	
Industrial action


	
Legality of strikes; voting percentage required for strikes.


	
✓


	













	

Education and vocational training








	
Schools


	
Private education act; number of teaching hours; student per class ratio; expansion of school meals programme;


	
✓


	





	
Vocational Education and Training


	
Implementation roadmap; pilot tenders for apprenticeships; plan for human capital development.


	
✓


	





	
Evaluation


	
Framework for school self-evaluation, evaluation of head teachers, Ministry of Education senior staff; upgrade bodies responsible for evaluations.


	


	
Early 2018













	

Social policy








	
Social solidarity income (SSI)


	
National introduction of SSI; SSI centres in municipalities;


	
✓


	





	
Social welfare


	
Welfare system rationalisation


	


	
Mid 2018







	

Source: European Commission (2017) Compliance Report of the Third Economic Adjustment Programme for Greece: Second Review – June 2017, Government of Greece (2016, 2017) National Programme of Reforms, IEA (2017), Energy Policies of IEA Countries: Greece 2017 Review, European Commission (2016), European Social Policy Network Flash Report, 2016/63.






In the coming years, the success of reforms will hinge on creating an enabling environment based on transparent regulation, an efficient public sector, competitive markets and effective social protection. Against this background the main messages of this Survey are:


	
Cutting tax evasion, enlarging the tax base, rationalising public spending and enhancing public administration efficiency are pro-growth and inclusive ways to sustain the primary surplus targets of 3.5% of GDP over the medium term and above but close to 2% over the long term. Pro-growth reforms and appropriate debt restructuring are needed to support the country’s economic outlook, improve debt sustainability and reduce vulnerabilities to shocks;



	
Enhancing the quality of regulation, continuing to fight corruption and boosting competition would help revive domestic and foreign direct investment, and productivity, thus leading to higher living standards;



	
Actively helping and retraining the unemployed and discouraged workers to find jobs and reducing poverty, especially among children and young families, while boosting work incentives, would sustain social progress.







The economy is finally growing again


In 2017 GDP expanded by 1.3%, according to initial estimates, the fastest pace since the onset of the crisis. The completion of the second review of the ESM Stability Support Programme in June 2017 and the progress made towards completing the third review, which was concluded in March 2018, buoyed confidence, supporting activity (Figure 6 – Panel A). Unemployment is declining (Figure 6 – Panel B), although many new positions are temporary or part-time and pay the minimum wage. Greece’s improved competitiveness in combination with rising external demand is boosting exports, though productivity growth remains weak (Figure 7). Private consumption has stabilised (Figure 8 – Panel A) and sizeable spare capacity continues mitigating consumer price and wage inflation (Figure 8 – Panel B).




Figure 6. Confidence is gradually increasing and the unemployment rate is declining


[image: graphic]


Source: European Commission (2018), Business and consumer survey database, and OECD (2018), OECD Economic Outlook: Statistics and Projections (database).


StatLink  http://dx.doi.org/10.1787/888933713270






Figure 7. External competitiveness has improved but productivity continues to decline


[image: graphic]

1. Ratio of own unit labour costs against those of trading partners. An increase corresponds to lower competitiveness.



2. Real GDP per worker.




Source: OECD (2018), OECD Economic Outlook: Statistics and Projections (database).


StatLink  http://dx.doi.org/10.1787/888933713289






Figure 8. Private consumption has stopped falling, investment is volatile, price and wage pressure remains moderate


[image: graphic]

1. Harmonised consumer price index (HICP).



2. Compensation of employees excluding employers’ total social contributions. Deflated by private final consumption expenditure.




Source: OECD (2018), OECD Economic Outlook: Statistics and Projections (database).


StatLink  http://dx.doi.org/10.1787/888933713308



Overall the economy is becoming more open. Exports rose from 24% of GDP in 2008 to 34% in 2017, though this is still below the EU average of 46%. Moreover, the economy is gradually shifting towards tradable sectors. The share in total gross value added of tradable sectors rose from 40% in 2013 to 43% in 2017, slightly above the EU average. Goods account for an increasing share of total exports, having risen from 40% in 2008 to 50% in 2016. Within service exports, the share shipping dropped from 52% to 23% over 2008-16 while that of tourism increased from 34% to 53%.

Greece’s budget primary balance swung from a deficit of 2.4% of GDP in 2015, including bank recapitalisation, to a surplus of 3.5% of GDP in 2016 (Figure 9). In the same year, the general government budget balance was in surplus for the first time in 44 years. This fiscal consolidation effort has been unprecedented, totalling 13 percentage points of GDP between 2009 and 2016. Over the same period nominal GDP fell by more than a quarter and the IMF and EU programmes helped to close the external financing gap. In 2017, Greece’s primary surplus is expected to have been above 3.5% of GDP, outperforming its target of 1.75% of GDP. The fiscal over-achievement of 2015-17 may have boosted confidence, mitigating the contractionary effects of fiscal consolidation. As a result of its fiscal performance and expected further improvements, in 2017 Greece exited the EU Excessive Deficit Procedure. In its 2018 budget, the government projects to achieve a primary budget surplus of about 3.7% of GDP (against the ESM Stability Support Programme’s target of 3.5%) based on further improvements in tax compliance and spending controls. The government plans to maintain primary surpluses of 3.5% up to 2022 and equal to or just above 2% of GDP afterwards.




Figure 9. The primary balance has improved



Government primary balance, revenues and expenditure 


[image: graphic]


Source: OECD (2018), OECD Economic Outlook: Statistics and Projections (database).


StatLink  http://dx.doi.org/10.1787/888933713327



The government’s efforts to regain fiscal credibility are bearing fruit. Major credit rating agencies have upgraded Greece’s sovereign rating, which remains below investment grade but with a positive outlook. In July 2017, Greece returned to the debt market after 3 years. In November 2017, the government successfully completed a swap of the private-sector-involvement (PSI) bonds issued in 2012 with five new issues with maturities from 5 to 25 years. Government bond yields have been on a declining path for the past two years, narrowing the gap with European peers, though the ECB has not yet included Greece in its asset purchase programme. In January 2018, the 10-year government bond yield fell below 4% (reaching a 12-year low) and the 2-year yield hit a historic low of 1.3%, before rising in February in line with increased volatility in international capital markets. The 10-year Greek government bond yield is currently above Ireland (3.5%) and Portugal (3.7%) when they exited their EU programmes (in late 2013 and mid 2014 respectively). Maintaining the regained fiscal credibility is key to being able to access the debt market regularly and at lower interest rates when the ESM Stability Support Programme ends.

Bank lending interest rates have declined to pre-crisis levels after having peaked in 2011. However lending interest rates remain well above those in other EU countries and the differential is higher than in the pre-crisis period (Figure 10). Bank credit to non-financial corporations shows signs of stabilisation albeit at low levels as credit standards have yet to start easing, curtailing investment growth.




Figure 10. Bank lending rates in Greece have declined but remain higher than in other Eurozone countries



Bank interest rates on loans in EUR – new business, maturity up to 1 year


[image: graphic]


Source: ECB (2018), “MFI interest rate statistics”, Statistical Data Warehouse, European Central Bank.


StatLink  http://dx.doi.org/10.1787/888933713346



Banks’ access to funding is improving. The central bank funding is diminishing steadily and is now below the levels of end-2014 (Figure 11). Greek banks’ interbank market access has also increased. Bank deposits have levelled off, though the bulk of bank deposits lost during the crisis (50% since 2009) have yet to return. The capital controls imposed in mid-2015 halted the deposit outflows and are being gradually relaxed, but they still contribute to tight financial constraints. The government has issued a roadmap to lift them as conditions improve while preserving financial stability.




Figure 11. Bank deposits have levelled off and reliance on the central bank’s funding is decreasing


[image: graphic]


Note: Deposits include deposits and repos of non-monetary and financial institutions (non-MFIs). Central bank funding includes ELA provided by the Bank of Greece and financing provided by the ECB.




Source: Bank of Greece.


StatLink  http://dx.doi.org/10.1787/888933713365





GDP is projected to accelerate


GDP growth is projected to strengthen through 2018 and 2019, and remain above 2% in both years. Business investment will rebound, after 10 years of contraction, as the new investment law starts to yield results, and financing conditions as well as confidence improve, quickening domestic demand growth. The effect of product and labour market reforms will support competitiveness. Expanding employment and low inflation will buttress private consumption. The recovery in domestic spending will progressively raise imports, subtracting from aggregate growth, even as exports continue to expand (Table 2).


	
Table 2. Macroeconomic indicators and projections


	
Annual percentage change, volume (2010 prices)














	


	
2014 Current prices (billion EUR)


	
2015


	
2016


	
2017


	
2018


	
2019







	

Gross domestic product (GDP)



	

178.4



	

-0.3



	

-0.3



	

1.3



	

2.0



	

2.3






	
Private consumption


	
125.4


	
-0.5


	
0.1


	
0.1


	
0.4


	
1.5





	
Government consumption


	
36.3


	
1.1


	
-1.4


	
-1.2


	
0.7


	
1.5





	
Gross fixed capital formation


	
20.5


	
-0.3


	
1.5


	
9.7


	
7.9


	
8.1





	
 Housing


	
1.8


	
-25.7


	
-12.4


	
-8.7


	
-2.1


	
1.0





	
Final domestic demand


	
182.2


	
-0.2


	
0.1


	
0.9


	
1.4


	
2.4





	
 Stockbuilding1



	
0.4


	
-1.0


	
0.5


	
0.5


	
0.0


	
0.0





	
Total domestic demand


	
182.6


	
-1.1


	
0.4


	
1.6


	
1.5


	
2.4





	
Exports of goods and services


	
57.7


	
2.9


	
-1.9


	
6.9


	
5.9


	
4.4





	
Imports of goods and services


	
61.9


	
0.4


	
1.2


	
7.5


	
4.1


	
4.6





	
 Net exports1



	
-4.2


	
0.8


	
-1.0


	
-0.3


	
0.6


	
-0.1





	

Other indicators (growth rates, unless specified)


	

 



	


	


	


	


	





	
Potential GDP


	
. .


	
-0.9


	
-0.5


	
-0.2


	
0.2


	
0.6





	
Output gap2



	
. .


	
-13.2


	
-13.0


	
-11.6


	
-10.0


	
-8.5





	
Employment


	
. .


	
2.1


	
1.7


	
2.2


	
1.3


	
1.7





	
Unemployment rate


	
. .


	
24.9


	
23.5


	
21.5


	
20.4


	
19.4





	
GDP deflator


	
. .


	
-1.0


	
-0.9


	
0.5


	
0.5


	
0.7





	
Consumer price index (harmonised)


	
. .


	
-1.1


	
0.0


	
1.1


	
0.7


	
1.1





	
Core consumer prices (harmonised)


	
. .


	
-0.4


	
0.6


	
0.3


	
0.3


	
1.1





	
Household saving ratio, net3



	
. .


	
-15.6


	
-17.0


	
-16.7


	
-19.0


	
-20.0





	
Current account balance4



	
. .


	
-0.2


	
-1.1


	
-0.8


	
-0.5


	
-0.6





	
Government primary balance4



	
. .


	
-2.4


	
3.6


	
3.7


	
4.0


	
3.6





	
General government fiscal balance4,5



	
. .


	
-5.7


	
0.6


	
0.8


	
0.5


	
0.4





	
Underlying general government fiscal balance2



	
. .


	
4.6


	
6.7


	
6.1


	
5.3


	
4.4





	
Underlying government primary fiscal balance2



	
. .


	
7.4


	
9.3


	
8.7


	
8.5


	
7.3





	
General government gross debt (Maastricht)4



	
. .


	
177.1


	
181.1


	
175.8


	
172.5


	
168.3





	
General government net debt4



	
. .


	
147.8


	
149.3


	
145.8


	
141.6


	
137.0





	
Three-month money market rate, average


	
. .


	
0.0


	
-0.3


	
-0.3


	
-0.3


	
-0.3





	
Ten-year government bond yield, average


	
. .


	
9.6


	
8.4


	
6.0


	
5.0


	
4.8







	
1. Contribution to changes in real GDP



	
2. As a percentage of potential GDP.



	
3. As a percentage of household disposable income.



	
4. As a percentage of GDP.



	
5. The primary balance definition is different from that used in the ESM Support Stability Programme. The difference amounts to approximately 0.2 percentage points of GDP.



	

Source: OECD (2018), OECD Economic Outlook: Statistics and Projections (database).






High levels of public debt and non-performing loans (NPLs) make Greece’s economic outlook highly sensitive to any slippage in policy. Slower progress in addressing NPLs than expected would lower confidence and investment. An exogenous shock to public debt service costs after the ESM Stability Support Programme concludes in August 2018 could compress public finances and confidence, dragging growth. Slower trading partner growth or a disorderly Brexit could lower confidence and lead to lower exports. Additional public debt restructuring would reduce vulnerabilities and accelerate gains in access to finance and in activity. Stronger progress on the reform programme would raise productivity, investment and exports faster than projected. A faster recovery in main trading partners would further boost exports. The exposure of the Greek economy to large, low probability shocks is illustrated in Table 3.


	
Table 3. Low probability events that could lead to major changes in the outlook








	
Vulnerability


	
Possible outcomes







	
Reform fatigue, leading to backtracking of structural reforms, and insufficient debt restructuring.


	
Backtracking of structural reforms and insufficient debt restructuring would result in lower potential growth, less resilience to economic shocks, ultimately impairing debt sustainability and raising political uncertainty to destabilising levels.





	
Heightening of geo-political tensions in the Mediterranean region and increase in the influx of refugees.


	
A renewed large influx of refugees would strain national resources and capacity to deal with it, harm the tourism industry and stoke social tensions.





	
Severe financial market and banking system crisis in the context of persistent low growth and high public debt.


	
A systemic crisis would lead to large bank recapitalisation needs, which the private sector could be unwilling to fund.














Strengthening the banking sector


Continued improvement in the banking sector and re-starting bank lending to firms are paramount to revive investment growth and strengthening the ongoing economic recovery. The Greek banking sector has already undergone deep reforms centred on rationalisation of banks’ operations, consolidation, recapitalisation, and more recently improving banks’ governance. As detailed in Chapter 1, the restructuring of the banking sector has already yielded results. Following past recapitalisation rounds, banks’ capital ratios are now well above regulatory thresholds and the EU average (Figure 12 – Panel A). Confidence in the banking sector is starting to recover. From 2016, credit agencies have upgraded the rating of Greek banks (e.g. Moody’s, 2016), on the back of improving profitability and loan quality.



Figure 12. Capital ratios exceed thresholds but return on assets remains negative


[image: graphic]

1. % of the total risk exposure.



2. The ratio is calculated by dividing annual profit...
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